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FOREWORD 

 

As we look back with pride and reflect on the success of the Dar es Salaam, Tanzania 

Conference with gusto gazing at its theme: “Towards Industrialised Africa: Opportunities and 

Challenges” our turbulent but necessary journey remains characterized by the AABD motto: 

“Confident in Africa’s Future” as a constant. Once again, we are gathered here virtually at 

MacEwan University, Edmonton, Canada to continue our noble journey following in the 

footsteps of our Pan-African pioneers to examine and re-examine many of the issues that 

continue to challenge those committed in the African development agenda. Good governance, 

business policies, and sustainable business and development will be the building blocks of the 

forthcoming debates on how to stimulate new investments, economic growth and sustainable 

business and development in Africa during the two days, May 18 – 19, 2021. 

 

AABD as an organisation is strong as ever, as we mark more than one year of COVID-19 stasis, 

and enter a new virulent second phase, the pandemic continues, to pull back the curtain to reveal 

hidden issues and accelerate profound changes already underway. The fact that the early 

dynamics of the pandemic forced AABD and MacEwan University as the host to postpone the 

21st AABD Conference from 2020 to this year was an historical development, which will remain 

part of AABD journey towards the African economic and political prosperity. Of particular 

interest here are the positive developments across the African continent – January 2021 was a 

really important milestone in the journey of African integration, with the launch of the African 

Continental Free Trade Area (AfCFTA), whose July 2020 launch had been delayed due to 

COVID-19.       

 

The theme of this Conference, “Entrepreneurship, Social Enterprises, and Economic 

Sustainability in the African Context” originates from the belief that the private sector can play 

a critical role both in stimulating economic growth in a socially responsible manner and in 

eradicating poverty in Africa. The discrepancy between the observed reality and this belief 

suggests there is a need to maintain an ongoing dialogue on these topics among major 

stakeholders, including researchers, business practitioners, community leaders, and policy 

makers if the goal of transforming Africa for better is to be realized. 

 

The fact that this conference is taking place when the pandemic has peeled back the mask that 

many countries put on hitherto and has exposed hidden issues and profound changes underway, 

should provide a lesson to all countries and especially African countries that entrepreneurship, 

social enterprises, and economic sustainability will not move forward unless there is a clear 

understanding that the African continent is connected with the world through its citizens – ‘the 

people’. As AABD affirmed in 20 preceding conferences  continued prosperity of a significant 

number of nations, as communities, and even as dignified individuals, is closely linked with 

peoples’ ability to create, strengthen and maintain profitable, competitive and sustainable 

enterprises. The viable, competitive and sustainable modern enterprise requires an organization 

of basic resources (capital, material and human) concentrated in large aggregations giving 

men and women entrusted to run those enterprises power over people, resources etc. such 

that their decisions have great impact upon the society, the very lives of entire communities 

and can shape the future of nations. 

As the 20 preceding conferences reiterated, to  achieve  their  objectives  and  effectively  

discharge  their  responsibilities, African businesses should have quality and effective 

leadership which is responsive, transparent and accountable  and which  has the focused  

intelligence  to acquire  and apply  knowledge  and know-how for the production and 

creation of wealth. Good corporate governance should thus be the lifeblood of a 

prosperous African society in order to strengthen entrepreneurship, social enterprises, and 

economic sustainability. 
 

In targeting directors, corporate governance focuses on their competitive performance and 
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the importance of their abiding by the highest standards of fiduciary management in order 

to assure wealth creation and the long-term sustainability of a company. Consequently, 

corporate governance in Africa should seek to promote: Leadership for efficiency and 

effectiveness: Leadership for improved strategic and operational guidance of businesses 

to ensure efficient use of entrusted resources and competitiveness in the liberalized global 

market; Leadership for probity: Leadership that is honest, trustworthy and with integrity 

that commands  respect  and  credibility  and  thus  can  be  relied  upon  to  use  resources 

efficiently and effectively; Leadership with responsibility: Leadership that takes its 

responsibility to the various stakeholders seriously and which is responsive to the needs of 

stakeholders and the community; Leadership that is transparent and accountable: 

Leadership that has nothing to hide, and which exercises power transparently; and 

Leadership with the focused intelligence: to navigate the knowledge economy. 
 

The object of this focus is to ensure that directors clearly understand their role and 

responsibility. This is done through training; awareness raising and advocacy; 

development of education in corporate governance; and research to identify and replicate 

good governance practices while eliminating bad practices. 

 

If Africa is to rise to the challenge and claim the 21
st 

Century and beyond, there is an 

urgent need to build capacity to step up these efforts and further to coordinate all the 

relevant initiatives, donor assistance and corporate governance programmes so as to 

ensure a common approach and the most efficient use of resources. 

 

Parallel with good governance initiatives, it is paramount that sustainable business 

development policies and objectives are developed. Senior management is responsible for 

formulating a sustainable development policy for its organization, and for establishing 

specific business objectives. Sustainable development means more than just ‘the 

environment’. It has social elements as well, such as the alleviation of poverty and 

distributional equity. Thus, strengthening the pillars of entrepreneurship, social enterprises, 

and economic sustainability. 

 

It also takes into account economic considerations that may be absent from a strictly 

‘environmental’ viewpoint. In particular, it emphasizes maintaining or enhancing the 

world’s capital endowment, and highlights limits to society’s ability to substitute manmade 

capital for natural capital. Nevertheless, a policy on environmental responsibility is a good 

first step towards the broader concerns of entrepreneurship, social enterprises, and 

economic sustainability.  

 

It is important that the pillars of strengthening entrepreneurship, social enterprises, and 

economic sustainability are embraced through government policies across the continent 

and private sector initiatives are aimed at true public private partnerships (PPPs) initiatives 

designed to complement respective governments. 

 

A good number of papers published in these proceedings are directly or indirectly addressing 

salient issues towards Entrepreneurship, Social Enterprises, and Economic Sustainability 

in the African Context. 

As you will note there is a number of papers presented in Volume 21 of the AABD blind peered 

reviewed Proceedings. In addition, there are also dozens of work in progress presentations not 

included in this volume. The papers were meticulously and diligently selected and blind peer 

reviewed by the track chairs and other experts to underscore the relevance and essence of the 

conference theme. These papers and presentations will touch on various aspects of 

Entrepreneurship, Social Enterprises, and Economic Sustainability in the African Context. 

While some papers will focus on specific issues in different countries in Africa, others deal with 

issues that affect the continent as a whole. Yet, some papers and presentations will examine the 
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impact of specific global phenomena/issues or processes on Africa. Track 14, which is a new 

track titled “COVID-19 and Business in Africa” is a clear testimony that we are living in a 

pandemic and businesses in Africa like in other countries outside the continent have been 

affected significantly, hence it is time to take stock. 

 

Furthermore, the diversity of the papers in this volume also reflects the copious academic 

versatility and multidisciplinary background of the contributors. While the reviewers 

painstakingly did their work, the authors are responsible for the views and conclusions 

expressed in this volume. 

 

Once again it is a great honour and privilege to serve AABD as Proceeding Editor. I owe great 

gratitude to several individuals who have in various ways contributed and are contributing to 

the success of this conference and to the publication of this volume. I am very grateful to all the 

authors who submitted their papers and whose papers are contained in this volume. I am 

particularly thankful to the track chairs for undergoing the painstaking and tedious management 

of review process of all the papers during COVID-19 dynamics and sharing their thoughts with 

the various authors. 

  

I also wish to thank the virtual host, MacEwan University, Edmonton, Canada and the Local 

Organizing committee for their tireless efforts in making this virtual conference a success.  A 

special mention to Professor Wanda M. Costen and Professor Simon P. Sigué for navigating the 

virtual conference ‘ship’ as leaders of the team with precision. 

 

Allow me to inform you that this is my last foreword as Editor AABD Proceedings. I feel 

strongly that I have run my race of contributing to AABD Proceedings with humility I can 

muster. I believe in letting others ‘take over’  and shun ‘leadership for life’ tendencies. I am 

pleased that the AABD President understood my point of view and accepted my decision. I wish 

the new Editor all the success and enjoyment of this noble opportunity to serve.  

 

Finally, I am humbly thankful to Professor Simon P. Sigué, the new President of AABD for 

entrusting me with this important opportunity to continue serving from the previous presidency. 

And to all the members of the current AABD Executive Committee, I appreciate the opportunity 

to serve in my present capacity and for your unflinching support.  

 

Pantaleo M D Rwelamila PhD     

Editor         

Professor of Project Management & Project     

Procurement Systems        

Graduate School of Business Leadership (SBL)    

University of South Africa (UNISA), South Africa.    
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DETERMINANTS OF INTELLECTUAL CAPITAL 

PERFORMANCE: EMPIRICAL EVIDENCE FROM 

COMPANIES IN MAURITIUS 

R Bhattu Babajee 
University of Mauritius 

 
B Seetanah 

University of Mauritius 

Purpose – The purpose of this paper is to empirically analyze the main determinants of 

intellectual capital performance in a dynamic setting for the case Mauritius using a 

sample of 152 firms over the period 2007 to 2018. 

Keywords:  Intellectual Capital, PVECM, Mauritius, Dynamic Panel Data 

Design / Methodology / Approach – The research employs a dynamic panel vector error 

correction model (PVECM) which simultaneously allows for endogeneity and causality issues 

amongst the variables used. . 

Findings – The results show that efficiency, profitability, size as well as human resource 

intensity positively and significantly influence the intellectual capital performance of Mauritian 

companies in the long run. On the other hand, while barriers to entry negatively impact on the 

performance of human capital, leverage has no influence on IC performance. The PVECM 

results have shown that a bi causal relationship exist between size and IC performance as well 

as efficiency and IC performance. Our findings hence confirm that intellectual capital is also a 

significant determinant of both efficiency and size suggesting the existence of a reverse causal 

effects. 

Research Limitations / Implications-This study is not without limitations. The sample is 

restricted to 152 companies in Mauritius only.  Future studies should investigate this topic using 

a larger sample. Furthermore, the study can be enhanced by doing an industry specific 

comparison of the determinants of IC for more insights.   

Practical Implications - This analysis is practically useful to the management of organizations 

as it provides them with useful information regarding which variables managers should focused 

upon if they intend to improve the intellectual capital efficiency of the organizations. 

Originality / Value – The paper brings additional evidences from the case of an emerging 

economy. More importantly, it analyses the determinants of IC efficiency using dynamic panel 

data framework and takes into account the possible endogenous and indirect relationships which 

may exist in the hypothesized link.     

 

INTRODUCTION 

In a knowledge economy, a considerable part of an organisation’s value consists of intangible 

assets such as the value of its worker’s knowledge. Knowledge intensive economic activities 

have become the main driver for sustainable economic and cultural growth in the 21st century, 

where tangible assets are slowly being replaced by intangible assets. As a result, the sources of 

competitive advantage in today’s business world have shifted from traditional assets to 

intellectual ones (Bontis et al., 2015; Dženopoljac et al., 2016; Osinski et al. 2017). Indeed 
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intellectual Capital (IC) is considered as the most important critical success factor within 

companies which in turn boost their capacity to stand out over competitors (Mendoza, 2017; 

Gonzalez et al., 2017). This is supported by Janošević and Dženopoljac (2015) who stated that 

the foundations of IC which stimulate performance in the knowledge-based era are mainly, 

knowledge, intellectual property and human competence, brands, customer relationship as well 

as reputations.  All these elements have been taken into consideration by Bontis (1998) when 

he defined IC as the different forms of knowledge, information, intellectual property as well as 

experience within organizations.   Sullivan (2000) further added that IC is organizational 

knowledge that can be converted into profits and Dženopoljac et al. (2016) considered this 

definition of IC as an appealing one as it not only explained the dynamic nature of IC but also 

viewed its effect on an organization’s performance as a potential, depending on whether 

managers will realize this potential. Hence, in the knowledge-based era, IC can be considered 

as company’s value driver that transforms production resources into assets with increased value. 

It has accordingly become imperative for decision makers in the organizations to be aware of 

the factors affecting intellectual capital performance so as to take actions towards improving 

their future financial performance. Prior studies in this field have highlighted that there are 

several internal factors such as the profitability and efficiency level of the organization as well 

the organizational size, growth, leverage, risk level or human resource intensity level and also 

external factors like barriers to entry in the industry which impact on the performance of 

intellectual capital. Despite numerous empirical studies have been undertaken on intellectual 

capital and its effects on financial performance, studies on the determinants of IC performance 

are relatively scant. While most of the prior empirical studies have focused on the determinants 

of intellectual capital disclosure (Kateb, 2014; Chaabane et al., 2015; Kamnath, 2017; Mehrotra 

et al., 2017 and more recently Seng et al., 2018), relatively few works (Hidayah and 

Adityawarman, 2017; Atena and Mehdi, 2017; Garg, 2016; Soheili and Pakdel, 2012 and El – 

Bannany, 2008) have concentrated on the factors influencing the intellectual capital 

performance of firms. Moreover, the relatively few studies carried out on the determinants of 

IC performance have focused mainly on developed countries with inadequate consideration 

given in the examination of intellectual capital practices of business within emerging countries 

(Al-Hamadeen & Suwaidan, 2014; Aziz and Hashim, 2017). In addition, most of the former 

studies in this field have concentrated mainly on the banking sector and have provided mixed 

empirical results with respect to the influence of the various determining factors.   To the best 

of our knowledge, all these prior studies have utilized static models of regression analysis.  

In an attempt to supplement the literature and  improve our understanding of the main 

contributors of IC performance, this study  employs a dynamic panel vector error correction 

model (PVECM) to investigate  the main determinants of intellectual capital performance for 

the 152 largest companies in Mauritius over the period 2007 to 2017. This methodology allows 

us to test for the potential static and dynamic interdependencies between the determinants of IC 

as measured by the Value Added Intellectual Capital (VAIC) index, computed using the Pulic’s 

Value-Added Intellectual Coefficient (VAIC) method for IC performance. The PVECM 

methodology enables the testing of possible existence of causality between the determinants of 

VAIC and IC performance, thereby departing from the prior studies which have applied mainly 

the static OLS regression methods. It is noteworthy that,  unlike existing studies that have 

focused on few standard determinants of IC performance namely profitability, efficiency and 

risk, this paper  includes additional potential determinants including internal factors related to 

size, human resource intensity and leverage as well as one external determinant namely barriers 

to entry. Finally, the study is not based on any specific sector, but rather on a rich sample of 

152 companies operating across four different sectors in Mauritius, namely, the financial sector, 

the hospitality sector, the manufacturing sector as well as the commerce sector. Contextually, 

our study contributes to the rather restricted research in this field, especially in emerging 

economies.  
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The rest of the study is structured as follows: section 2 provides a brief review of the related 

literature, section 3 discussed the methodology and provide an analysis of the results while 

section 4 concludes.  

2. RELATED LITERATURE ON THE DETERMINANTS OF INTELLECTUAL CAPITAL 

PERFORMANCE 

The main determinants of intellectual capital performance of companies, as identified in the 

related literature, are efficiency, profitability, size, human resource intensity, barriers to entry 

and the leverage level of the company among others. The following section provides a review 

of the related literature, as classified by their determinants.  

Company’s Profitability and Efficiency  

An organization’s profitability level as well as its efficiency level are both considered as 

important determinants of its intellectual capital performance (El-Bannany, 2008; Mondal & 

Ghosh, 2012; Sefidgar et al., 2015).  Profit is primarily the revenue remaining after all costs are 

paid and according to Hermuningsih (2013), profitability is defined as the ratio of management 

effectiveness based on the repayment capability of the organization generated from its sales and 

investment.  El – Bannany (2008) further added that while profits are considered as a regular 

financial performance, losses are considered as irregular or unusual ones and as such directors 

need to be more careful and cautious in dealing with them. Dealing with losses involve a major 

opportunity cost as the time and resources spent on investigating the causes of the losses could 

have instead been used to innovate or undertake research and development, thereby, increasing 

profitability. The more time managers devote to identify the causes of the negative financial 

results, the less time they can spend to embark on value adding intellectual capital activities and 

vice versa (Soheili & Pakdel, 2012).On the other hand, the realization of profits allows the 

directors to undertake other useful activities for the company such as motivating, training, 

conducting research and development activities  as well as encouraging staff to innovate which 

might contribute to add value to the organization. Therefore, profitable companies are likely to 

have better intellectual capital performance than those companies with negative financial result 

and with lower profit (Mondal and Ghosh, 2012; Sefidgar et al., 2015).  

Besides profitability, efficiency is also an important factor influencing the intellectual capital 

performance of firms (Soheili & Pakdel, 2012).  Chan (2003) defined efficiency as the 

utilization of resources, such as labour, at their best while simultaneously minimizing 

production cost, both of which result in a savings of time and money and consequently, improve 

financial performance. Effective utilization of intellectual capital enables the organisations to 

enjoy a cost advantage which in turn result in a reduction in the production cost of companies. 

It may also result in an increase in market share by attracting more customers (El Bannany, 

2008). Since the efficiency of an organization depends largely on its stock of resources, one of 

which is IC, we can assume that company’s efficiency influences intellectual capital 

performance and there must be a positive relationship between them  

Khlif and Souissi (2010) explained the positive relationship between intellectual capital 

performance and both profitability and efficiency by two main theoretical arguments, namely 

the agency theory and the signaling theory. Firstly, as suggested by agency theory, higher 

performance makes it easier for managers to convince shareholders about their superior 

managerial abilities. They are likely to disclose and reveal more information about their 

intellectual capital performance so as to obtain higher degrees of confidence from investors, 

which may be reflected in higher compensation. Secondly, as stipulated by the signaling theory, 

profitable companies have more incentives to divulge about their intellectual capital 

performance order to screen themselves from less profitable firms. Moreover, managers may 

use information pertaining to improved intellectual capital performance to obtain personal 

advantages in the form of continuance of their positions or compensation arrangements.  

Another important aspect related to profitability and intellectual capital performance pointed 

out by Li, Pike and Haniffa (2008) is that profitability may be the result of continuous 

investment in intellectual capital and in view of that, companies are likely to engage in 

intellectual capital disclosure to signal the significance of such investment. 
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On the other hand, Bidaki and Hejazi (2014) were of the view that the relationship between 

profitability and intellectual capital performance can be explained by both the stakeholder 

theory and the agency theory. Improved financial performance makes it easier for managers to 

convince stockholders about their superior managerial abilities. This in turn improves the 

relationship between managers and the different stakeholders and might even reduce agency 

costs. Thus, profitability can increase relational capital which is a component of the VAIC and 

will therefore has appreciated contribution to aggregate intellectual capital performance. 

Interestingly, there is also theoretical support with respect to the bi causality link between 

efficiency and intellectual capital performance. Besides efficiency impacting on the IC 

performance, growth economists have shown that investment in human capital also contribute 

in increasing total factor productivity and efficiency, whether at micro (company wise) or macro 

(economy wise) level (Barro, 2001; Barro and Sala-i-Martin, 1995; Benhabib and Spiegal, 

1994; O’Neil, 1995). The concept that investment in human capital led to growth and improved 

efficiency in fact dated back to the time of Smith (1776) and the early classical economists who 

emphasized the importance of investing in human capital.  Solow (1956) was the first to 

formalize the study of productivity growth within the context of an aggregate production 

function model, with labour being a contributing determinant. Romer (1989) further added that 

human capital which is a combination of knowledge and technical know-how, is identified as 

one of the components that can contribute positively to productivity and efficiency of 

organizations. Several empirics have also emphasized on the need for investment in human 

capital for productivity and efficiency enhancement. Human capital efficiency can fast track 

productivity growth at an organizational level.  

Although, there is a dwarf of empirical studies on the determinants of IC performance, most of 

them have revealed statistically significant and positive effect of both company’s profitability 

and efficiency on value added intellectual capital coefficient. For instance, El-Bannany (2008), 

in his study on the determinants of IC performance within UK banks for the period 1999 to 

2005, investigated the link between both profitability and efficiency and the IC performance 

using multiple regression analysis and reported positive and significant coefficients for both 

determinants. Ousama et.al (2012) also provided evidence of a positive relationship between 

profitability and intellectual capital of companies in Malaysia. Likewise, Mondal & Ghosh 

(2012), Eftekhare el al. (2014) and Sefidgar et al. (2015) tested for profitability as a factor 

influencing IC performance and have obtained similar results as that of El-Bannany (2008). 

Using a tobit regression analysis, Kweh, Chan and Ting (2015), examined the determinants of 

IC efficiency for Malaysian public listed software companies and found that sales growth, as a 

proxy for company’s efficiency, significantly improve the intellectual capital management 

efficiency of the organization.  More recent study from Meresa (2016) for the case of a panel 

of Ethiopian bank validated prior studies. 

Company’s Size 

Prior studies have put forward that company’s size is a significant factor which positively 

influence the IC performance of companies (see El-Bannany, 2014; García-Meca et al., 2005; 

Kamath, 2008; Li et al., 2008).  Dewi et al. (2014) were also of the view that there exists a direct 

relationship between the size of organizations and their intellectual capital performance, 

supported by the agency theory. As a firm grows in size, the relationship between the different 

stakeholders, namely, the principal and the agents becomes more complex. This may eventually 

give rise to conflict between managers of firms and shareholders, resulting in an increase in 

agency costs. In order to reduce these costs, firms voluntarily disclose the information about 

their intellectual capital performance (Taliyang et al., 2011).  Larger companies, as compared 

to smaller ones, are well diversified and thus have better internal management information 

system and a relatively higher capability to disclose the information about their intellectual 

capital performance while also reaping economies of scale. All these activities jointly 

contributed towards increasing the internal intellectual capital performance (Ferreira et al., 

2012).  Large firms possessed more financial resources contributing towards the generation of 
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both product and process innovations and making the firms more progressive (Mondal & 

Ghosh, 2012; Maressa, 2016).  

Empirical work from El-Bannany (2012) demonstrated a positive impact of size of UAE banks 

and their intellectual capital performance. Large firms have access to more external facilities 

such as access to external funding, government support as well as clarity of their economic 

activities. Consequently, larger firms are operationally more efficient than smaller ones and this 

enable them to attract more investors as well as employ better qualified staff. This result is 

supported by Laeven et al (2014) who explained the statistically positive and significant 

relationship between size and IC performance amongst Russian companies by the fact that the 

larger an organization is, the more complex it becomes. In order to manage this complexity, the 

organization will require more capable human resources.  However, contradictory results were 

obtained by Joshi et al. (2010) when they inspect the intellectual capital performance of 

Australian banks and found that size of banks has no impact on their intellectual capital 

performance. Similarly, Hidayah and Adityawarman (2017) concluded that size does not 

significantly impact on the IC performance in Indonesia.  

Human Resources Intensity  

Human resources intensity refers to the proportion of labour used in a particular process relative 

to other factors of production. Making required investments and incentives on employees of 

companies as means of encouragement to carry out their duties and create innovation for the 

firms is a better mechanism to improve intellectual capital performance (Eftekhare et al., 2014). 

Any investment made to benefit employees is supposed to create value and an increase in staff 

costs may increase the motivation of the workforce. Consequently, this motivation would lead 

to increases in innovation such as offering new services to customers in order to develop 

intellectual capital performance (Soheili & Pakdel, 2012). The human capital theory (Becker, 

1964) laid emphasis on the relationship between human resources intensity and IC performance. 

This theory pointed out that the greater is the individual’s human capital, the better will be his 

performance at a particular task. Lucas (1990) and Becker (1993) applied the human capital 

theory at organizational level and they were of the view that firms which invest in improving 

the skills of their workforce tend to be more productive and realize higher earnings. They further 

added that investment in human capital, mainly in the form of education and training, allows 

the employees to increase their productivity as well as increasing their knowledge and skills. 

This evidently enhances the performance of intellectual capital.  Chowdhury and Kirkpatrick 

(1990) also posited that policies implemented by organization’s gearing towards the 

development of human capital intensity can make a significant contribution, enabling the 

organizations to improve its production structures required to retain its competitive advantage, 

which in turn contribute towards improving the intellectual capital performance.  

El – Bannany (2008) in his investigation of the determinants of IC performance for UK banks 

over the period 1995 to 2005 concluded that the greater the ratio of staff cost to total income, 

that is, the higher the human resource intensity, the better will be the  intellectual capital 

performance of the banks. Human resources intensity has also been tested empirically as a 

determinant of IC performance of Ethiopian banks by Meressa (2016) and her fixed effect 

regression estimates confirmed the existence of a significant and positive relationship between 

human resource intensity and IC performance.  

Barriers to Entry   

The pioneering study on barriers to entry and competitive performance of firms can be traced 

backed from Bain (1956) who identified four main forms of barriers, namely, capital 

requirements, economies of scale economies, product differentiation, governmental regulation 

as well as absolute cost advantage such as patents, secret production methods and so on. Porter 

(1980) also considered barriers to entry as a major determinant that adversely influence the 

performance of firms. He further stated that the theoretical justification for this relationship lies 

in the fact that the existence of barriers to entry in a particular market would impose 

disadvantages on potential new entrants relative to incumbent firms. These disadvantages could 

discourage new firms to enter the industry, thereby allowing existing firms to raise prices and 
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reap above normal profit (see, Yip, 1982; Bain, 1956; Shepherd, 1972; Karakaya & Stahl, 

1991).  The theory of contestable market (Baumol et al., 1982) which is often used as a reference 

to explain the theoretical link between barriers to entry and firm performance, state that 

impediments to entry and exit in a market adversely impact on the working of the invisible 

hand. The basic underlying of the contestability theory is that when freedom of entry and exit 

prevails, the entrant can somewhat undercut the incumbents' price, sell fairly more than some 

of the incumbents and reduce their profits. The threat of new entry somehow induce firms to be 

more efficient and competitive. However, in the presence of barriers to entry and exit, firms 

will benefit from monopoly powers, enabling them to achieve monopoly prices and profits, 

causing a welfare cost. According to Harberger (1954), barriers to entry in a market results in 

misallocation of resources such as labour, capital and so on, which in turn adversely impact on 

IC performance.  

El – Bannany (2008, 2012) linked the relationship between barriers to entry and profitability to 

IC performance. He stated that these advantages arising due to barriers to entry will in turn, 

reduce the organizations motivation to enhance and improve the IC performance. Industrial 

economists often consider barriers to entry as distortions to the competitive pressure that prevent 

the invisible hands to function efficiently. In other words, the existence of barriers to entry may 

adversely impact on the allocative and dynamic efficiency of organizations. This may 

discourage them to motivate their staff to be more creative and innovate, thus having a negative 

impact on the performance of labour within the firms while also be harmful on the dynamism 

of the organization as well as on their IC performance.  However, Hidayah and Adityawarman 

(2017) tested for the determinants of IC performance for Indonesian Syariah Bank for the period 

2010 to 2015 and their results show that the existence of barriers to entry in the industry does 

not affect IC performance of the banks.  

Leverage  

The agency theory can also be used to predict the performance of intellectual capital, via, its 

level of voluntary intellectual capital disclosure, in relation to the level of leverage in a company 

(Whiting & Woodcock, 2011). According to Berger and Bonaccorsi de Patti (2006), an increase 

in the leverage level of an organization results in an increase in agency costs as there might be 

the risk of transfer of wealth from debtholders to shareholders. This gives rise to higher 

monitoring costs as highly geared companies will be monitored more closely by stakeholders 

such as financial institutions. The increased in agency costs due to higher leverage level could 

be reduced through increased disclosure (An et al., 2011). To minimize this agency cost, highly 

geared companies have more incentives to disclose more information. This increase in 

leveraging and the associated agency costs has been established as one of the drivers for firms 

to voluntarily disclose information (Oliveira et al. , 2006; White et al, 2007). A higher IC 

disclosure level in turn results in better IC performance.  White et al. (2007) empirical test of 

the determinants of IC amongst Australian biotech companies concluded that leverage was a 

key and significant driver for IC disclosure amongst large firms. Similarly, research by Atena 

and Mehdi (2017) revealed that firms with higher leverage have better IC performance as this 

help them to convey a positive signal to their creditors about their financial position. 

 

METHODOLOGY 

Model Specification 

The main objective of this study is to investigate the determinants of IC performance in 

Mauritius for 152 companies operating across four economic sectors, namely, the financial, 

hospitality, manufacturing and commerce sectors over the period 2007 to 2018.  Grounded on 

the few studies on the topic under investigation (see El-Bannany, 2008; Soheili & Pakdel, 2012; 

Eftekhare et al., 2014; & Sefidgar et al., 2015), the following conceptual model is used to assess 

the impact of the above mentioned determinants  on the performance of intellectual capital:: 

VAIC = (EFF, ROA, SIZE, HRI, BE, LEV)        (1) 
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The empirical equation is thus specified as follows: 

VAICit = β0 +β1EFFit + β2ROAit + β3SIZEit + β4HRIit +β5BEit+ β6LEVit + µit   (2)    

Where: 

VAICit = value added intellectual capital coefficient in company i during year t; 

EFFit= Efficiency of company i during year t 

ROAit = profitability of company i during year t 

SIZEit= size of company i during year t 

HRIit= Human resource intensity of company i during year t 

BEit= Barriers to entry during year t 

LEVit= Leverage level during year t 

β0 = constant; 

 β1-6 = parameters estimated; and 

x= the respective companies in the sample 

t= the time dimension 

This empirical work delineates from most prior research as it also tries to test the reverse 

causality or bi directional relationship that may exist between VAIC and some of its 

determinants, namely efficiency and size.  Equations 2 and 3 shown below are used to assess 

the causality effect between efficiency and size respectively on the intellectual capital 

performance of the companies. 

EFFit = β0 +β1VAICxt + β2ROAxt + β3SIZExt + β4HRIxt +β5BExt+ β6LEVxt + µxt       

(EQUATION 2)    

SIZEit = β0 +β1VAICxt + β2ROAxt + β3EFFxt + β4HRIxt +β5BExt+ β6LEVxt + µxt       

(EQUATION 3)    

 

DEFINITION AND MEASUREMENT OF VARIABLES 

Dependent Variable- Intellectual Capital Performance 

According to Chan (2009), there are forty-two methods identified in the literature to measure 

IC. Among these methods, the value-added intellectual coefficient (VAIC) is advocated as the 

most suitable method to measure IC performance of any organization (Kamath, 2008; Zeghal 

and Maaloul, 2010; Joshi et al., 2010). The value-added intellectual capital (VAIC) method 

developed by Pulic (1998) will thus be used to measure the intellectual capital performance of 

firms in Mauritius.  

Explanatory Variables and their Measurements 

Table 1 below provides details on the measurements of the explanatory variables (discussed at 

length in the previous section) used in this study. 

Table 1:  Definition of Explanatory Variables 

Variables Measurement Prior Studies 

Efficiency Level (EFF) The ratio of company i assets 

divided by total sectoral 

market assets in year t 

El- Bannany (2008) 
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Profitability Level (ROA) The ratio of profit after tax to 

total assets 

Meressa (2016); Hidayah 

and Adityawarman (2017) 

Matar and Eneizan (2018) 

Size (SIZE) Logarithm of total assets Kweh et al. (2015); Meressa 

(2016); Hidayah and 

Adityawarman (2017) 

Human Resource Intensity 

(HRI) 

The ratio of staff costs to total 

revenue for company i in year 

t 

El-Bannany(2008); Meressa 

(2016)  

Barriers to Entry (BE) The ratio of fixed assets to 

total assets for company i in 

year t 

El – Bannany (2008); 

Hidayah and Adityawarman 

(2017) 

Leverage (LEV) the ratio of debt to total assets  Garg (2016), Matar and 

Eneizan (2018) 

 

ANALYSIS OF RESULTS  

Panel Unit Root Tests 

Preliminary tests on the time series properties of the data are crucial and a test for the stationarity 

of the data using the Im, Pesaran, and Shin (IPS) (2003) panel unit root tests is accordingly 

conducted. The result reject stationarity in all cases in favor of a unit root for all the variables 

and confirmed that all variables is integrated of order one. The IPS results are also confirmed 

by the ADF- Fisher, PP- Fisher and Levin, Lin & Chu panel unit root tests at the 5 percent 

significance level for each variable. 

Panel Cointegration TestsIn the presence of all I(1) variables, we subsequently check for co-

integration to detect the existence of a long run co-integration relationship amongst the 

variables.  The Pedroni co-integration test confirmed the presence of long run relationship 

between the variables of interest (rejecting the null hypothesis of no cointegration at 5% 

significance level). The table below summarises the result from the cointegration tests.  

Table 2: Results of co-integration test 

  Statistic Prob. 

Panel v-Statistic -1.910305  0.8187 

Panel rho-Statistic  4.241174  0.9994 

Panel PP-Statistic  2.471166  0.9148 

Panel ADF-Statistic  3.955136  0.9984 

Group rho-Statistic  5.238572  1.0000 

Group PP-Statistic  0.595763  0.7243 

Group ADF-Statistic  3.896689  0.9981 

 

The PVECM model 

Since the variables in the model are cointegrated as shown in Table 2 above, there exists a 

linear, stable and long-run relationship among the variables, in such a way that the 

disequilibrium errors would tend to fluctuate around zero mean. We adopt a Panel Vector Error 

Correction Model (PVECM) framework which adjusts to both short run changes in variables 

and deviations from equilibrium. The PVECM also interestingly allows for the analysis of 
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reverse causality as well as indirect effects while also accounting for dynamism in IC modelling. 

A lag length criteria of one is chosen.  

The Long Run Estimates 

Table 3 below presents the long run estimates from the VAR estimation 

Table 3: The long run estimates 

Variable

s 

Coefficient

s 

VAIC 

Equation 

T Statistics 

VAIC 

Equation 

Coefficients 

EFF 

Equation 

T Statistics 

EFF 

Equation 

Coefficient

s 

SIZE 

Equation 

T 

Statistic

s SIZE 

Equatio

n 

VAIC -  0.000000796  1.95364* 0.1711 2.723 

EFF 0.0000012

6  

1.21285* - - 0.0083 1.735 

ROA 261.71 19.6282**

* 

0.000000020

8 

19.2161**

* 

17.92 16.60 

SIZE 1.0082 1.35002* 0.000000803 0.36091 - - 

HRI 6.827 1.58666* 0.000000054

3 

1.59179 -0.0722 -0.217 

 BE -13.169 -

2.28253** 

0.000000010

5 

2.27757** 1.0683 2.57 

LEV 0.3052 0.88941 0.000000243 0.88927 -0.0548 2.234 

Constant -164117.4  0.00000131  32198  

 ** significant at 5%, ***significant at 1% 

Focusing on column 2 (the VAIC equation/model), the estimated value of ROA shows evidence 

of a direct significant relationship between company’s profitability (ROA) and intellectual 

capital performance. This positive link can be explained by the fact that profits serve as a 

motivational ladder for employees to work harder. The more profits an organization reap, the 

more resources will be available and devoted to intellectual capital activities such as 

encouraging and rewarding staffs to deliver high quality customer service, undertaking research 

and development to improve company’s image and products and so on.  Such a result confirms 

the fact that companies in Mauritius with higher profit earning capabilities have better IC 

performance than those with lower profitability and also support both the agency theory and the 

signaling theory explained above This finding is in line with the works from El – 

Bannany(2008); Soheili and Pakdel (2012); Eftekhare et al. (2014); Sefidgar et al. (2015) and 

Meressa (2016).  

The results also indicate that efficiency (EFF) is statistically significant and affects intellectual 

capital positively. This implies that the more efficient a firm is, the better will be the 

performance of its human capital. It confirms the result of Kweh et al. (2015) that an increase 

in efficiency serves as a motivational factor for employees to work harder and smarter.  

However, our results contradict that of El Bananny (2008) who reported a negative and 

significant relationship between efficiency and IC performance. Besides efficiency being an 

important determinant of intellectual capital, there exist also a causality effect between these 

two variables.  Analyzing the results from model 2( the efficiency equation), relating intellectual 

capital and level of efficiency (column 4 and 5), we note that investment in intellectual capital  

has also a positive and significant influence on efficiency level. This empirical finding is in line 

with the work of Dearden et al. (2006) who found that expenditure on training and human capital 

generates substantial benefits for employers in terms of increased productivity and efficiency 
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gains. The results of Bartel (1995) and Groot (1999) also indicated that increased human 

expenditure, mainly in the form of training causes positive changes in the efficiency of the 

worker in the following years, resulting in more efficient organizations.   

Referring to the variable barriers to entry variable (BE), it is observed that the coefficient  in 

the long run regression results is significant and negative, indicating that the existence of 

barriers to entry reduces the performance of IC and vice versa. The finding is consistent  with 

those of El Bannany (2011, 2012) who also established that barriers to entry kills the incentive 

for organisations to innovate as they are protected from the threat of new entrant, which in turn 

adversely influence the IC performance. This result shows contradiction to that of Hidayah and 

Adityawarman (2017) whose results purport that barriers to entry has no impact of IC 

performance in the enterprise sector.  

Size of organizations (SIZE) is also seen to influence IC performance, confirming that larger 

organisations have better IC performance than smaller ones. Similar results were obtained by 

Taliyang et al. (2011). Our findings of this study with respect to the size variable is inconsistent 

with that of Joshi et al. (2010), Al- Musalli and Ismail (2012) as well as Meressa (2016). It is 

also interesting to note that VAIC also appears to impact positively on the size of the 

organization, thus concluding some indirect effects might be present. Referring to equation 3 

above (column 6), the coefficient of VAIC being positive and significant implies that better 

intellectual capital performance contribute to the growth of the organizations. Such a finding is 

subscribes to those of Gomes and Kuehn (2017) who proved that economies with less skilled 

intellectual assets tend to have smaller firms. The endogenous growth theory can also be used 

to explain the link between intellectual capital performance and firm’s size. Barro (2001) stated 

that improved IC management can generate higher growth mainly because more and better 

intellectual assets facilitates the adoption of better technology and methods of production.  Our 

empirical results purport that increased intellectual capital performance can prove beneficial for 

the growth of companies. Based on existing literature, this can occur in the following ways. 

Better IC facilitates the adoption of new innovations within the firms and also enhances the 

process of “learning by doing”. In addition, firms with better IC performance find it easier to 

both adapt and imitate knowledge that has been created in other firms in the economy. All these 

according to Ballot et al. (2001) and Boschma et al. (2009) contribute positively and 

significantly to the growth of the firms.   

Human resources intensity depicts a positive impact on intellectual capital and indicates that 

the larger the ratio of staff cost to total cost, the better is the intellectual capital performance of 

firms. The positive relationship is well discussed by Meressa (2016) who posited that a higher 

ratio of staff cost may be interpreted as the organization making more valuable investment in 

its human resource. An increase in recognition of labour as an important factor of production 

may in turn encourage the human capital to be more devoted and innovative which in turn boost 

their performance.  Our result is however in contradiction to El Bannanny (2008) who found 

that investment in intellectual capital has a negative and significant coefficient. Further 

analyzing the results, we note that leverage is not an influential determinant of IC performance. 

This shows that variations in VAIC do not change significantly across companies depending on 

their leverage level. 

Short Run Estimates 

In the presence of co integration, we estimate a VECM which allows the long run behavior of 

the endogenous variables to converge towards their co integrated relationships, which 

accommodates short run dynamics. In this study, the VECM is estimated using an optimum lag 

length of 1. The empirical results of the short run estimates for equation 2 of the VECM are 

displayed in Table 4 below and the figures in column two represents the short run coefficient 

and represent the short run equilibrium. The error correction model shows the degree to which 

the equilibrium behavior drives short run dynamics.  It refers to the rate at which the previous 

period disequilibrium of the system is being corrected. The value of the ECM is -0.396 implies 

that the system corrects its previous period disequilibrium at a speed of 39.6%. It denotes that 
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any shock to VAIC will adjust by almost 40% in the first year. The full convergence process 

will take around two and a half years. Therefore, the speed of adjustment is relatively high 

Table 4 : Short Run Estimates 

 

From the estimated short run equation (Table 4), it is found that profitability, proxied by ROA, 

as well as efficiency (EFF), have significant positive impact on the performance of IC. Size, 

leverage, barriers to entry as well as human resource intensity have insignificant positive impact 

on VAIC.   

 

CONCLUSION 

This paper has empirically investigated the determinants of IC performance for 152 companies 

in Mauritius for the period 2007 to 2018 using dynamic panel data analysis namely a PVCEM 

which also allows for the analysis of reverse causality, possible endogenous relationships as 

well as short and long run effects Results from the analysis show that efficiency, profitability, 

size as well as human resource intensity are amongst critical ingredients of IC performance, in 

the long run. On the other hand, barriers to entry negatively impact on the performance of human 

capital while other factor like leverage is proven to have no influence on IC performance. It is 

also important to note that this study departs from the restricted existing empirical works that 

investigate this topic as it has employed a dynamic PVECM methodology that enabled us to 

detect some important causal relationships amongst some of the determinants, namely, 

profitability, size and efficiency and intellectual performance.  Our results also stress on the fact 

that most of the mentioned determinants of IC performance are significant only in the long run, 

implying that a time inertia exist.   

The main findings of this study thus highlights critical factors that determine intellectual capital 

performance which in turn will increase the ability of organization to perform better. The 

practical implications are quite useful to the managements of organizations as our results 

provide them with useful information regarding which variables they should focused upon if 

they intend to improve their intellectual capital efficiency. The result of this paper can also be 

useful to investors and creditors as it will enable them to understand the critical determinants 

influencing an organizations value before making investment decisions (Goh, 2005).    

 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   22 

 

References 

Al-Hamadeen, R., and Suwaidan, M. (2014), “Content and determinants of intellectual capital 

disclosure: Evidence from annual reports of the Jordanian industrial public listed 

companies”. International Journal of Business and Social Science, Vol. 5(8), pp.165-

175. 

Al-Musalli, M.A.K. and Ismail, K.N.I.K. (2012), “Corporate governance, bank specific 

characteristics, and intellectual capital (IC) performance of banks in Arab Gulf 

Cooperation Council (GCC) countries”. Asian Academy of Management Journal of 

Accounting & Finance, Vol. 8. 

Atena, G. and Mehdi, G.S. (2017), “Investigating the factors affecting the disclosure of 

intellectual capital in companies listed on the Thehran stock exchange”. Marketing and 

Management of Innovations, (1), pp.280-288. 

Aziz, M. R. A., & Hashim, A. A. M. (2017), “Intellectual Capital (IC) Determinants:  Impact 

on Productivity of Islamic Banks”. Binus Business Review, 8(3), pp. 189-197. 

Bain, J.S.(1956), “Barriers to new competition: their character and consequences in 

manufacturing industries”. Cambridge, MA: Harvard University Press, Vol. 329.  

Ballot G., Fakhfakh F., Taymaz E. (2001), “Firms' human capital, R&D and performance: a 

study on French and Swedish firms”, Labour Economics, Vol 8 (4), pp. 443-462. 

Barro, R.J.(2001), Human capital and growth, American Economic Review, Vol. 91, pp. 12-17.  

Barro, R. J. & Sala-i-Martin, X. (1995), Economic growth, New York: McGraw Hill. 

Bartel A. (1995), “Training, wage growth, and job performance: evidence from a company 

database”, Journal of Labor Economics, Vol. 13 (3). 

Bartel A. (2000), “Measuring the employer's return on investments in training: evidence from 

the literature”, Industrial Relations, Vol. 39 (3).  

Boschma, R. and Iammarino, S. (2009), “Related variety, trade linkages, and regional growth 

in Italy”. Economic geography, Vol 85(3), pp.289-311. 

Baumol, W. and Panzar, J., 1986. R. Willig. (1982), “Contestable Markets and the Theory of 

Industry Structure”, Hartcourt Brace Jovanovich, New York. 

Becker, G.S. (1964), Human capital: A Theoretical and Empirical Analysis with Special 

References to Education. 

Becker, G.S. (1993), Human capital: a theoretical and empirical analysis with special reference 

to education. Chicago: University of Chicago Press. 

Benhabib, J. and Spiegel, M. (1994), “The role of human capital in economic development: 

evidence from aggregate cross-country data”, Journal of Monetary Economics, Vol. 34, 

pp. 143–173. 

Berger, A.N., & Bonaccorsi di Patti, E. (2006), “Capital structure and firm performance: A new 

approach to testing agency theory and an application to the banking industry”. Journal 

of Banking and Finance, Vol. 30(4), pp. 1065-1102. 

Bharathi Kamath, G. (2008), “Intellectual capital and corporate performance in Indian 

pharmaceutical industry”. Journal of Intellectual Capital, Vol. 9(4), pp.684-704. 

Bidaki, S. and Hejazi, R. (2014), “Effects of profitability on the intellectual capital disclosure 

in listed companies in Tehran Stock Exchange”. International journal of education and 

applied sciences, Vol. 1(5), pp.248-255. 

Bontis, N. (1998), “Intellectual Capital: An Exploratory Study that Develops Measures and 

Models”. Management Decision, Vol. 36(2), pp. 63-76. 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   23 

 

Bontis, N., Janosevic, S., & Dzenopoljac, V. (2015), “Intellectual capital in Serbia's hotel 

industry”. International Journal of Contemporary Hospitality Management, Vol. 27 (6), 

pp. 1365 -1384. 

Chaabane,O.H.E, Shamsul, N.A., Fatima, A.H., Dewan, M.H. (2015), "The determinants of 

intellectual capital disclosure: a meta-analysis review", Journal of Asia Business 

Studies, Vol. 9(3), pp.232-250. 

Chan F. T. S. (2003), “Performance measurement in a supply chain”. The International Journal 

of Advanced Manufacturing Technology, Vol. 21, pp. 534-548. 

Chen Goh, P. (2005), “Intellectual capital performance of commercial banks in Malaysia”. 

Journal of intellectual capital, Vol. 6(3), pp.385-396.  

Chowdhury, A. and Kirkpatrick, C.H. (1990), “Human resources, factor intensity and 

comparative advantage of ASEAN”. Journal of Economic studies, Vol. 17(6). 

Dearden L., Reed H., Van Reenen J. (2006), “The impact of training on productivity and wages: 

evidence from British Panel Data Oxford”.  Bulletin of Economics and Statistics, Vol. 

68 (4), pp. 397-421 

Dewi, K., Young, M. and Sundari, R. (2014), “Firm characteristics and intellectual capital 

disclosure on service companies listed in Indonesia stock exchange period 2008-2012”. 

J Account [Internet], pp.22-35. 

Dzenopoljac, V., Janosevic, S. and Bontis, N. (2016), “Intellectual capital and financial 

performance in the Serbian ICT industry”. Journal of Intellectual Capital, Vol. 17 (2), 

pp. 373 - 396. 

Eftekhare, H., Asgaryan, N. and Seyyedy, S.A. (2014), “Studying the effective factors in 

performance of intellectual capital in banks accepted in Tehran stock exchange”. 

Applied Mathematics in Engineering, Management and Technology, Vol. 2(3), pp.145-

150. 

El-Bannany, M. (2008), “A study of determinants of intellectual capital performance in banks: 

the UK case”. Journal of Intellectual Capital, Vol. 9(3), pp. 487-498. 

El-Bannany, M.(2011), “Earning Quality and other factors affecting intellectual capital 

performance in banks:the UAE case”. Proceedings of the European Conference 

El‐Bannany, M. (2012), “Global financial crisis and the intellectual capital performance of UAE 

banks”, Journal of Human Resource Costing & Accounting, Vol. 16 (1), pp.20 - 36 

El-Bannany, M. (2014), “Determinants of Intellectual Capital Performance in UAE Banks”. 

EProceedings of International Business Research Conference. Cape Town, South 

Africa. 

Ferreira, A.L., Branco, M.C. and Moreira, J.A. (2012), “Factors influencing intellectual capital 

disclosure by Portuguese companies”. International Journal of Accounting and 

Financial Reporting, Vol. 2(2), pp.278. 

Garg, S. (2016), “Determinants of intellectual efficiency value: Empirical evidence of selected 

Indian banks”. Vidyasagar University Journal of Commerce, Vol. 21, pp. 36-51. 

García-Meca, E., Parra, I., Larrán, M. and Martínez, I. (2005), “The explanatory factors of 

intellectual capital disclosure to financial analysts”. European Accounting Review, Vol. 

14(1), pp.63-94. 

Gomes, P. and Kuehn, Z. (2017), “Human capital and the size distribution of firms”. Review of 

Economic Dynamics, Vol. 26, pp.164-179. 

González, E.V., Calzada, M.A.H. and Hernández, B.C.S. (2017), “Mexico's industrial sector 

companies: A measurement of intellectual capital and its impact on financial 

performance”. Contaduría y Administración, Vol. 62 (1), pp.184-206.  

https://www.emeraldinsight.com/author/Eddine%2C+Chaabane+Oussama+Houssem
https://www.emeraldinsight.com/author/Abdullah%2C+Shamsul+Nahar
https://www.emeraldinsight.com/author/Hamid%2C+Fatima+Abdul
https://www.emeraldinsight.com/author/Hossain%2C+Dewan+Mahboob


21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   24 

 

Groot, W. (1999), “Productivity effects of enterprise-related training”. Applied Economics 

Letters, Vol. 6(6), pp.369-371. 

Hang Chan, K. (2009), “Impact of intellectual capital on organizational performance: An 

empirical study of companies in the Hang Seng Index (Part 1)”. The Learning 

Organization, Vol. 16(1), pp.4-21. 

Harberger, A.C. (1954), “The Welfare Loss from Monopoly”. American Economic Review, 

Vol. 44(2), pp.77-87. 

Hermuningsih, S. (2013), “Profitability, growth opportunity, capital structure and the firm 

value”. Bulletin of Monetary, Economics and Banking, Vol. 16(2), pp.115-136. 

Hidayah, K. and Adityawarman, A. (2017), “Determinants of Intellectual Capital Performance, 

Empirical Study: Indonesian Syariah Bank 2010–2015”. International Journal of 

Islamic Business and Economics (IJIBEC), pp.1-12. 

Janošević, S. and Dženopoljac, V. (2015), “The impact of intellectual capital on companies' 

market value and financial performance”. Ekonomika preduzeća, Vol. 63(7-8), pp. 354-

371. 

Joshi, M., Cahill, D. and Sidhu, J. (2010), “Intellectual capital performance in the banking 

sector: An assessment of Australian owned banks”. Journal of Human Resource 

Costing & Accounting, Vol. 14(2), pp.151-170. 

Kamath, B., 2017. “Determinants of intellectual capital disclosure: evidence from India”. 

Journal of Financial Reporting and Accounting, 15(3), pp.367-391. 

Karakaya, F. & Stahl, M.J. (1991), “Entry barriers and market entry decisions: A guide for 

marketing executives”. Quorum Books. 

Kateb, I. (2014), “The determinants of intellectual capital disclosure: Evidence from French 

stock exchange”. International Journal of Accounting and Financial Reporting, Vol. 

4(2), pp. 628. 

Khlif, H. and Souissi, M. (2010), “The determinants of corporate disclosure: a meta-analysis”. 

International Journal of Accounting & Information Management, Vol. 18(3), pp.198-

219. 

Kweh, Q.L., Chan, Y.C. and Ting, I.W.K. (2015), “Intellectual capital efficiency and its 

determinants”. Kajian Malaysia: Journal of Malaysian Studies, Vol. 33. 

Laeven, L., Ratnovski, L. and Tong, H. (2014), “Bank size and systemic risk: Some 

international evidence”. International Monetary Fund. Mimeo. 

Li, J., Pike, R. and Haniffa, R. (2008), “Intellectual capital disclosure and corporate governance 

structure in UK firms”. Accounting and business research, Vol. 38(2), pp.137-159. 

Lucas, R.E. (1990), “Why doesn’t capital flow from rich to poor countries? ”. American 

Economic Review, Vol. 80(2), pp.92-96. 

Matar, A. and Eneizan, B.M. (2018), “Determinants of financial performance in the industrial 

firms: Evidence from Jordan”. Asian Journal of Agricultural Extension, Economics & 

Sociology, pp.1-10. 

Mehrotra, V., Malhotra, A.K. and Chauhan, A.K. (2017), “Determinants of intellectual capital 

disclosure-Indian companies”. International Journal of Learning and Intellectual 

Capital, Vol. 14(4), pp.366-387. 

Mendoza, R. R. (2017), “Relationship between intangible assets and cash flows: An empirical 

analysis of publicly listed corporations in the Philippines”. Review of Integrative 

Business and Economics Research, Vol. 6(1), pp. 188-202. 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   25 

 

Mondal, A., & Ghosh, S. K. (2012), “Intellectual capital and financial performance of Indian 

banks”. Journal of Intellectual Capital, Vol. 3(4), pp. 515-530. 

O’Neill, D. (1995), “Education and income growth: implications for cross-country inequality”. 

Journal of Political Economy, Vol. 103(6), pp. 1289-1301. 

Oliveira, L., Lima Rodrigues, L. and Craig, R. (2006), “Firm-specific determinants of 

intangibles reporting: evidence from the Portuguese stock market”. Journal of Human 

Resource Costing & Accounting, Vol. 10(1), pp.11-33. 

Osinski, M., Selig, P. M., Matos, F., & Roman, D. J. (2017), “Methods of evaluation of 

intangible assets and intellectual capital”. Journal of Intellectual Capital, Vol. 18(3), 

pp. 470-485. 

Ousama, A.A., Abdul-Hamid, F. and Hafiz-Majdi, A.R. (2012), “Determinants of intellectual 

capital reporting”. Journal of Accounting in Emerging Economies, Vol. 2(2), pp.119. 

Porter, M. E.  (1980). Competitive strategy, New York: Free Press. 

Pulic, A. (1998), “Measuring the performance of intellectual potential in knowledge economy”, 

paper presented at the 2nd McMaster World Congress on Measuring and Managing 

Intellectual Capital, January 21-23, Hamilton. 

Romer, P.M. (1989), Human capital and growth: theory and evidence, National Bureau of 

Economic Research. 

Sefidgar, M., Maleki, S. and Minouei, M. (2015), “Studying factors that affect intellectual 

capital performance in listed banks in Tehran stock exchange”. Indian Journal of 

Fundamental and Applied Life Sciences, Vol. 5(1), pp.769-776. 

Seng, D., Kumarasinghe, S. and Pandey, R. (2018), “Intellectual capital disclosure in private 

sector listed companies in India”. Knowledge and Process Management, Vol. 25(1), 

pp.41-53. 

Shepherd, W.G. (1972), “The elements of market structure”. The review of economics and 

statistics, pp.25-37. 

Smith, A. (1776), “An inquiry into the wealth of nations”.Strahan and Cadell, London, pp.1-11. 

Soheili, S., & Pakdel, A. (2012), “Intellectual capital performance, Evidence from Iranian 

banks”. Australian Journal of Basic and Applied Sciences, Vol.6 (1), pp.146-152. 

Solow, R.M. (1956), “A contribution to the theory of economic growth”. The quarterly journal 

of economics, Vol. 70(1), pp.65-94. 

Taliyang, S.M. and Jusop, M. (2011), “Intellectual capital disclosure and corporate governance 

structure: evidence in Malaysia”. International Journal of Business and Management, 

Vol. 6(12), pp.109. 

White, G., Lee, A. and Tower, G. (2007), “Drivers of voluntary intellectual capital disclosure 

in listed biotechnology companies”. Journal of Intellectual Capital, Vol. 8 (3), pp. 517. 

Whiting, R.H. and Woodcock, J. (2011), “Firm characteristics and intellectual capital disclosure 

by Australian companies”. Journal of Human Resource Costing & Accounting, Vol. 

15(2), pp.102-126. 

Yip, G.S. (1982), Barriers to entry: A corporate-strategy perspective, Lexington Books. 

Zeghal, D. and Maaloul, A. (2010), “Analyzing value added as an indicator of intellectual 

capital and its consequences on company performance”. Journal of Intellectual capital, 

Vol. 11(1), pp.39-60. 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   26 

 

ADDRESSING THE DETERMINANTS OF THE 

RELATIONSHIP BETWEEN THE DEGREE OF 

SEVERITY OF COMPANIES IN DECLINE, ASSET AND 

COST RETRENCHMENT AND FINANCIAL 

PERFORMANCE  

Marian C Claite 
Graduate School of Business Leadership 

University of South Africa 
 

Makgopa F Tshehla 
Graduate School of Business Leadership 

University of South Africa 

This study aims to examine factors that can affect the ability of companies in financial 

distress to achieve a turnaround with operational cost as a moderating variable. 

Companies are under intense pressure to be competitive, relevant and achieve positive 

financial gains. In order to achieve this, companies have to continuously re-invent 

themselves. In a South African context, further pressure is imposed upon companies 

who have to mitigate the effects of a volatile economy that is susceptible to recessions 

and being downgraded to sub-investment grade. Most companies at some stage will 

experience declining financial performance that could threaten their survival.  Many 

studies have been conducted internationally to determine the relationship between 

retrenchment and financial performance albeit outdated research. However, there is no 

study that has been conducted within the emerging economy in Africa that examines 

the relationship between retrenchments and financial turnaround. This study will 

include the development of a conceptual framework that will facilitate the identification 

of the critical success factors for retrenchments, leading to bespoke turnaround 

strategies. The retrenchment framework will assist in systematically determining the 

relationship between the degree of severity of companies in decline, asset and cost 

retrenchment and its influence on a company’s financial turnaround. This will validate 

or invalidate retrenchments as an integral component of corporate turnaround in an 

African context.  

Keywords: Asset and Cost Retrenchment, Corporate Turnaround, Financial Distress, 

Financial Performance, Financial Sustainability, Severity 

Introduction 

Due to the declining economic conditions, most companies operating in these conditions impose 

reactive retrenchments to drive turnaround strategies. Retrenchments are the most common 

strategy for underperforming companies and the most crucial stage in the turnaround process 

(Morrow, Johnson & Busenitz, 2004; Lim, Celly, Morse & Rowe, 2013). This study focuses on 

the financial effectiveness of asset and cost retrenchments in the successful turnaround of 

declining companies. This research seeks to identify whether or not retrenchments should be 

instituted as a reactionary measure to address significant financial decline. This research also 

seeks to establish whether cost retrenchment is more effective than asset retrenchment. 

Alternatively, it seeks to determine if a culmination of both asset and cost retrenchment is a 

guarantee of a successful financial turnaround. 

Johnson and Busenitz (2004) suggests that when companies face declining financial 

performance, reactive strategies such as cost, and asset retrenchment can lead to improved 
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financial performance and successful turnaround among poorly performing companies.  

“Developing an appropriate response to a decline in a company’s performance is one of the 

most important decisions that managers must make” (Ketchen & Palmer, 1999).  The validity 

of the success of retrenchments as a successful turnaround strategy remains a critical question 

in retrenchment literature (Love & Nohria, 2005). It can be deduced that headcount reduction 

will lower costs and therefore improve profitability. Cascio, Young and Morris (1997) argue 

that the headcount reduction will have a positive impact on profitability thereby enhancing 

competitive capacity. It is unclear whether retrenching companies have realized the financial 

benefits of retrenchments. The reality is that cost and asset retrenchment do not guarantee 

improved financial performance (Carswell, 2005).  

 

Theoretical Model 

Companies Turnaround 

The turnaround literature is segmented into three areas: cause and severity of the turnaround 

situation, successful turnaround response, and the turnaround process itself (Pearce & Robbins, 

1993; Loui & Smith, 2006; Kazozcu, 2011). These three areas of literature have contributed 

significantly to providing the conceptual building blocks in the formation of unified framework 

models.  

The early models were geared to improve the company’s strategy and improve its financial 

performance (Kazozcu, 2011), subsequent models stressed the cause of decline, financial status 

quo, company’s structure and strategy (Loui & Smith, 2006; Filatotchev & Toms, 2006). As 

research progresses additional critical aspects are incorporated into the model. This is an 

indication that prior models failed to capture the complexity of the turnaround process 

(Arogyaswamy et al., 1995) or rather that the turnaround process and measures are bespoke to 

each company but with a number of common turnaround measures. 

Turnaround model 

Bibeault (1999), Pearce and Robbins (1993), Arogyaswamy et al. (1995), and Graves and Smith 

(2005) all conceded that decline and recovery were the two stages of the turnaround process 

and the key objective of the decline period was to stabilise the company’s financial situation 

and address the cause(s) of decline. They recommended the instituting of cost and asset 

retrenchment as part of the turnaround strategy to gain efficiencies. In addition to soliciting 

greater support from stakeholders and motivating staff as part of the recovery strategy. The 

severity of decline, availability of resources and the size of the company should be key 

considerations in the development of turnaround strategies. Likewise, the key considerations in 

the development of the recovery strategy will be the causes of decline and competitive 

landscape.  

The role of Turnaround models and strategies 

In addition to theoretical development in the turnaround literature, there has also been a focus 

on evaluating the turnaround process and strategies in both the decline and recovery stages. 

These strategies are considered to be operational, strategic or entrepreneurial (Smith & Graves, 

2005) and have been theorized to be determining factors in achieving a successful turnaround 

outcome. Despite this, the importance and effect of the individual turnaround strategies has 

prompted significant debate. While numerous studies exist on the effect of retrenchment, it still 

yields conflicting results (Loui & Smith, 2006). Barker and Mone (1994) argued that 

retrenchment is not an essential element of any turnaround strategy. They argued that 

retrenchment was a consequence of severe and rapid performance decline. Supported by Barker 

and Duhaime (1997) and Arogyaswamy et al. (1995), they are of the belief that retrenchment 

minimises the possibility of successful turnaround due to the adverse effects it has on the human 

element such as staff morale, job enlargement and lack of employee commitment. They 

therefore question the value of retrenchment as an enabler of positive change.  
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Arogyaswamy et al. (1995), view retrenchment as a drastic reactive measure to declining 

performance by comparison to other turnaround actions. Morrow et al. (2004) suggest that the 

effect of retrenchment on turnaround performance is dependent on micro and macroeconomics. 

This suggests that retrenchment initiatives may prove to be more destructive in some situations 

(Filatotchev & Toms, 2006). Subsequent theoretical building suggests that strategic 

reorientation and actions may be sufficient to ensure successful turnaround. The incorporation 

of additional elements in the theoretical framework models is indicative that the turnaround 

process is more multifaceted than yet modelled and that there should be larger focus to address 

the individual details of the many factors that lead to successful turnaround outcomes. In 

response, many researchers (e.g. Barker & Mone, 1994; Bibeault, 1999; Abebe et al., 2011) 

state that the failure of management to effectively respond to the company’s performance 

decline contributes to the outcome of the turnaround process, indicating the significance of the 

role of management in successfully turning the company around.  

Based on the above discussed frameworks, this research serves to draw a connection between 

companies’ turnaround and an evaluation of financial performance as part of the retrenchment 

process in order to measure the value of retrenchments as a viable turnaround strategy.   

 

Literature Review 

When companies face declining financial performance, research suggests that cost and asset 

retrenchment can lead to improved performance among poorly performing firms (Morrow, 

Johnson & Busenitz, 2004). The choice of response to the company’s financial decline is the 

most critical and significant decision a manager is required to make (Ketchen & Palmer, 1999).  

As illustrated in table 1 below, there are numerous international studies, albeit early research 

on the financial impact of retrenchments, however, conflicting results are reported. For 

example, De Meuse et al. (1994), Macky (2004), Palmon, Sun and Tang (1997) conclude a 

negative financial effect from retrenchments, whereas Cascio et al. (1997), Love and Nohria 

(2005), Muñoz-Bullón and Sánchez-Bueno (2011) find no significant effect at all. Other studies, 

such as Chalos and Chen (2002), Chen, Mehrotra, Sivakumar and Yu (2001), Elayan, Swales, 

Maris and Scott (1998), Morris, Cascio and Young (1999) highlight a positive financial effect 

from retrenchment. 
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Table 1 Retrenchment current research 

 

The difference in outcomes seems to originate mainly from the application of different financial 

measurements, retrenchment strategies, size of retrenchments, company specific characteristics, 

and size of the sample. There is limited South African research on the topic, and, taking into 

account how common it is as a driver of change in a South African context it certainly 

constitutes the reason, which necessitates this research. Retrenchments are sometimes a catalyst 

of financial turnaround but can simultaneously be a result of decline. 

In declining industries, cost retrenchment was positively related to improved performance while 

asset retrenchment had a negative effect on company performance (Morrow, Johnson & 

Busenitz, 2003). The realisation of an increase in a company’s efficiency through the reduction 

of costs and/or the elimination of assets is the basis upon which companies should develop their 

turnaround strategies (Pearce & Robbins, 1993; Schendel, Patton & Riggs, 1976). The 

announcements of plant closings (asset retrenchment) and layoffs (cost retrenchment) appear 

regularly and are a reflection of the challenge that companies have with addressing declining 

financial performance (Carey, 2003; Shirouzu, 2002). Retrenchments are a common response 

to poor performance, however empirical research in support of the efficiency of this strategy is 

contained to a relatively small number of companies operating in mature industries. Pearce and 

Robbins (1993) argued that the severity of the decline should be the primary contingency 

variable when deciding between cost and asset retrenchment.  

In order to stabilise operations and restore profitability during periods of declining financial 

performance it is common practice for companies to resort to drastic cost containment, cost 

cutting initiatives and subsequent re-orientation of their market sectors by shrinking back to 

those segments of the business that have the most likely prospects of good profit margins (Hofer 
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& Schendel, 1978; Bibeault, 1982; Hambrick & Schecter, 1983; Slatter, 1984; Finkin, 1985; 

Bailey & Szerdy, 1988; Grinyer, Mayes & McKiernan, 1988; Dumaine, 1990; Grinyer & 

McKiernan, 1990). A second set of researchers have defined retrenchment activities as only a 

tactic or element of a short-term operating plan (Schendel, Patton & Riggs, 1976; Schendel & 

Patton, 1976; Hofer, 1980). A gap within turnaround literature is the failure of researchers to 

operationally define retrenchments as a fundamental part of the turnaround process and to 

methodically measure its value in enabling business recovery. In addition to this gap is a 

shortage of recent research on the relationship between retrenchment and financial performance. 

Current research on financial performance is mainly focusing on the timing of retrenchments; 

market value, ownership and corporate governance.  

Retrenchment impact on financial performance 

The focal point of this research is to explore the validity of retrenchments as a reactive 

turnaround strategy. It is common practice globally that companies in financial decline resort 

to retrenchments to improve their performance and to increase their ability to compete. 

Companies that decrease their labour cost (cost retrenchment) by reducing headcount will incur 

lower operating cost and therefore higher profitability. Similarly, the reduction of assets will 

increase companies’ efficiency (asset retrenchments).  

However, there is no current evidence of the existence of the relationship between asset and 

cost retrenchment in relation to the severity of the companies decline and financial performance, 

despite the prevalence of reactive retrenchments as a strategy for company’s turnaround.  

Researchers have been unable to reach consensus on the impact that retrenchments has on 

financial performance of companies (Farrell & Mavondo, 2005; Chalos & Chen, 2002), despite 

retrenchments being the most popular reactive strategy to curtail cost, improve operating 

performance and improve employee efficiency (Shah, 2007). Despite there being some 

evidence that retrenchment decisions are linked with the increase in profitability ratios of some 

companies (Bruton et al., 1996; Chalos & Chen, 2002; Kang & Shivdasani, 1997), in several 

cases it is reported that companies which implemented retrenchments do not obtain noteworthy 

superior results by comparison to those companies that choose not to undertake retrenchments 

(Cascio, 1998; Morris et al., 1999). Evidence of negative effects as a result of retrenchments 

are evident in research (Suárez-González, 1999; De Meuse et al., 2004, Carswell, 2005).  

Conversely, in several studies: Bruton et al. (1996), Farrell and Mavondo (2005), Chalos and 

Chen (2002) and Kang and Shivdasani (1997), it is reported that retrenchment strategies have 

resulted in the realisation of positive profitability ratios. Farrell and Mavondo (2005) concluded 

that the redesign that facilitates retrenchments had a positive impact on companies’ financial 

performance. 

 The above highlights the difficulty researchers have in reaching consensus from existing 

empirical evidence. It is also compounded by the fact that different financial variables are being 

used across all the studies.    

Datta, Basuil, and Radeva (2013) identified a total of 41 studies on the performance effects of 

downsizing and organized the empirical findings around the framework presented in Figure 1 

below. As indicated in the framework, Stream I studies involve the assessment of downsizing-

related performance in the context of stock price movements and shareholder wealth effects. 

These studies typically examined stock market reactions over relatively short event windows 

surrounding the downsizing announcement date using the event study methodology. In addition, 

a few studies belonging to this stream have examined the impact of downsizing on the 

company’s market-to-book ratio. Stream II research relates to the examination of the effects of 

downsizing on a company’s profitability, with profitability being assessed primarily as return 

on assets (ROA), return on equity (ROE), or return on sales (ROS). Finally, Stream III consists 

of studies that have examined performance in the context of changes in employee productivity.  
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Figure 1 The performance outcomes of employee downsizing  

 

Source: Datta, Basuil, and Radeva (2013) 
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Conceptual framework 

  Figure 2 Retrenchment Model  

 

Source: researchers’ own work 

The above retrenchment model illustrates the inter-relationship between four components that 

make up the retrenchment process namely: the cause of turnaround, retrenchment response, 

recovery strategy and financial performance in relation to organizational turnaround and the 

management of business continuity. It builds on prior research to reflect a visual 

conceptualization of the turnaround process. In order to address an organizations decline it is 

imperative to understand the triggers of such change. The triggers can be as a result of internal 

factors (stock rationalization, skills drain, change of management, etc.) or external forces 

(economic devastation. cannibalization of market share, digitalization, loss of product 

relevance, etc.). The severity of the organization’s situation will determine the strategic 

response. Asset retrenchment is synonymous with a higher adverse financial severity and cost 

retrenchment with a lower severity index as indicated by a Z-score severity index indicator. The 

recovery strategy will outline the redress through a bespoke approach – growth orientation, 

entrepreneurial/ innovation or efficiency (digitalization etc.) Financial performance subsequent 

to the retrenchment will be compared to pre-retrenchment financial performance and will 

determine the success of the retrenchment strategy. This will determine future organizational 

viability and sustainability through Enterprise Risk Management and will direct on-going 

strategic approaches. 

From the literature, it is obvious that the strategy of downsizing has far reaching and more 

negative effects than management realizes when making the decision to resort to a process of 

downsizing. If the reason for reducing the workforce is cost related, managers should consider 

cutting costs elsewhere (Nelson & Burke, 1998). Process improvements may be more effective 

than reducing headcount. As per Nelson and Burke (1998) there are also several short-term 

alternatives to be considered, e.g. attrition, hiring freezes, wage containment, limits in work 

hours and alternative forms of termination, each with advantages and disadvantages. 

In a survey done by Henkoff (1994) it was reported that most retrenching companies failed to 

realize any desired results and that productivity suffered after retrenchments. Research indicates 

that retrenchments in isolation as a turnaround strategy is unlikely to be effective. A side effect 
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of retrenchments is the erosion of organisational memory and the loss of valued skills as the 

most competent staff tend to see alternative opportunities elsewhere, leaving the company with 

a skill drain.  

It is clear from the above that there has been much international research on the financial and 

human impact of retrenchments on a company. Suarez-Gonzalez, 1999, Carswell, 2005 and De 

Meuse et al., 2004 presented negative effects as a consequence of retrenchments whilst Bruton, 

Keels and Shook (1996), Farrel and Movondo (2005), Chalos and Chen (2002) and Kang and 

Shivdasani (1997) stated that retrenchments had a positive effect on a companies’ profitability. 

A more recent study conducted by Rico and Puig (2019) on the successful turnaround of 

bankrupt companies also yielded positive results. These findings present opposing views. This 

inconsistency necessitates further research. 

 

Conclusions 

While retrenchments have become a global feature of organizational life, there is not a definite 

answer to the question on whether such downsizing results in desired organizational outcomes. 

As the review indicates, the results of retrenchments on organisational performance have been 

characterized by considerable ambiguity. The equivocal findings, in turn, suggest the need for 

additional research aimed at obtaining a better understanding of when and how downsizing 

creates value.  

Research suggests that retrenchment decisions are affected by Management bias, specifically 

that employee reductions will invariably result in improved returns by reducing cost associated 

with headcount. The mixed findings suggest that while retrenchments do not create value or 

increases profitability, it might do so under certain circumstances. The appropriateness of the 

retrenchment depends on the context e.g. when efficiency is gained through digitalisation it is 

an appropriate strategy to reduce headcount.   

The intent of this study is to build on to existing research and to provide some of the insights 

that are needed to better comprehend the complex relationship between employee downsizing 

and organizational performance.  

 

References 

Arogyaswamy, K., Barker, V. L., and Yasai-Ardekani, M. (1995). Company Turnarounds: An 

integrative two-stage model. Journal of Management Studies, 32(4), pp.493–525. 

Barker III, V. L., and Duhaime, I. M. (1997). Strategic change in the turnaround process: Theory 

and empirical evidence. Strategic Management Journal, 18(1), pp.13-38. 

Barker, V. L., and Mone, M. A. (1994). Retrenchment: Cause of turnaround or consequence of 

decline? Strategic Management Journal, 15(5), pp.395-405. 

Bibeault, D. B. (1999). Corporate turnarounds: How managers turn losers into winners! 2nd ed. 

New York: McGraw-Hill. 

Bruton, G.D., Keels, J.K., and Shook, C.L. (1996). Downsizing the firm: answering the strategic 

questions. Academy of Management Executive, 10(2), pp.38-45. 

Cameron, K. S. (1994). Strategies for successful organizational downsizing. Human Resource 

Management, 33(2), pp.189-211. 

Carswell, P.J. (2005). The financial impact of organisational downsizing practices – the New 

Zealand experience. Asia Pacific Journal of Management, 22, pp.41-63. 

Cascio, W.F. (1993). Downsizing: what do we know? What have we learned? Academy of 

Management Executive, 7, pp. 95-104. 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   34 

 

Chalos, P., and Chen, C. J. P. (2002). Employee downsizing strategies: Market reaction and 

post announcement financial performance. Journal of Business Finance and 

Accounting, 29(5-6), pp.847-870. 

DeMeuse, K.P., Bergmann, T.J., Vanderheiden, P.A., and Roraff, C.E. (2004). New evidence 

regarding organizational downsizing and a firm’s financial performance: a long-term 

analysis. Journal of Managerial Issues, 16(2), pp.155-177. 

Farrell, M.A., and Mavondo, F. (2005). The effect of downsizing-redesign strategies on 

business performance: evidence from Australia. Asia Pacific Journal of Human 

Resources, 43(1), pp.98-116. 

Filatotchev, I., and Toms, S. (2006). Corporate governance and financial constraints on strategic 

turnarounds. Journal of Management Studies, 43(3), pp.407-431.  

Filatotchev, I., Toms, S., and Wright, M. (2006). The firm's strategic dynamics and corporate 

governance life-cycle. International Journal of Managerial Finance, 2(4), pp.256-279. 

Henkoff, R. (1994). Getting beyond downsizing. Fortune, 129, pp.58-64.  

Hofer, C. W. (1980). Turnaround strategies. Journal of Business Strategy, 1(1), pp.19-31. 

Kang, J.K., and Shivdasani, A. (1997). Corporate restructuring during performance declines in 

Japan. Journal of Financial Economics, 46(1), pp.29-65. 

Kazozcu, S. B. (2011). Role of strategic flexibility in the choice of turnaround strategies: A 

resource-based approach. Procedia -Social and Behavioural Sciences, 24(0), pp.444-

459. 

Ketchen, D.J., and Palmer, T.B. (1999). Strategic responses to poor organizational performance: 

A test of competing perspectives. Journal of Management, 25(5), pp.683–706. 

Kozlowski, D., Chao, G.T., Smith, E.M., & Hoedlund, J. (1993). Organizational downsizing 

strategies, interventions and research implications. An international review of Industrial 

and Organizational Psychology. New York: John Wiley.  

Kumar, N.C., & Pranjal, B. (2009). From emotional reactions to economic slowdown: A 

longitudinal study of HR downsizing in organization. Advances in Management, 2(12), 

pp.11-20.  

Kurebwa, J. (2011). Organizational downsizing and its impact on leavers and survivors: The 

case of the Reserve Bank of Zimbabwe. Journal of Emerging Trends in Economics and 

Management Sciences, 2(4), pp. 264- 269. 

Lim, D. S. K., Celly, N., Morse, E. A., and Rowe, W. G. (2013). Rethinking the effectiveness 

of asset and cost retrenchment: The contingency effects of a firm’s rent creation 

mechanism. Strategic Management Journal, 34(1), pp.42–61. 

Loui, D., and Smith, M. (2006). Financial distress and corporate turnaround: A review of the 

literature and agenda for research. Unpublished School of Accounting, Finance & 

Economics, Edith Cowan University. 

Love, E. G., and Nohria, N. (2005). Reducing slack: The performance consequences of 

downsizing by large industrial firms. Strategic Management Journal, 26(12), pp.1087-

1108. 

Morrow, J. L. Jr., Johnson, R. A., and Busenitz, L. W. (2004). The effects of cost and asset 

retrenchment on firm performance: The overlooked role of a firm’s competitive 

environment. Journal of Management, 30(2), pp.189-208. 

Neil, C., Tykkylainen, M., and Bradbury, J. (1992). Coping with closure: An international 

comparison of mine town experiences. London: Routledge. 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   35 

 

Neil, C., and Tykkyläinen, M. (1998). Local economic development: a geographical 

comparison of rural community restructuring. New York: United Nations University 

Press. 

Noer, D.M. (2001). Healing the wounds: Overcoming the trauma of layoff and revitalizing 

downsized organizations. USA: Jossey-Bassey Publishers. 

Robbins, S.P. (1999). Layoff-Survivor sickness: A missing topic in organizational behaviour. 

Journal of Management Education, 23(1), pp.31-43. 

Robbins, D. K., and Pearce, J. A. (1992). Turnaround: Retrenchment and recovery. Strategic 

Management Journal, 13(4), pp.287–309. 

Shaw, J. B., and Barrett-Power, E. (1997). A conceptual framework for assessing organization, 

work group, and individual effectiveness during and after downsizing. Human 

Relations, 50, pp.109-127. 

Suárez-González, I. (1999). Decisions to reduce the workforce in the large Spanish company. 

European Research for Business Management and Economics, 5(1), pp.79-100. 

Wayhan, V., and Werner, S. (2000). The impact of workforce reductions on financial 

performance: a longitudinal perspective. Journal of Management, 26(2), pp.341-364. 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   36 

 

IN PURSUIT OF ECONOMIC GROWTH: DO AFRICAN 

SECURITIES MARKET CONTRIBUTE TO CAPITAL 

ACCUMULATION? 

Olusegun Felix Ayadi 
Johnnie Williams 

Jesse H. Jones 
School of Business, Texas Southern University, USA 

A well-developed stock market plays a significant role in price determination as well 

as an efficient allocation of resources. This is because a well-structured equity market 

is needed to influence economic growth in a country. African countries have lagged 

behind many countries of the world in effective utilization of equity markets to foster 

economic development and actions are needed to reverse the trend. This study explores 

the possibility that securities markets in selected African countries of Egypt, Kenya, 

Nigeria and South Africa play a significant role in capital accumulation using panel 

data analysis. This is done by exploring the relationship between gross fixed capital 

formation on one hand and financial market development indicators on the other hand. 

Thus, the study examines the nature of the relationship between securities market and 

capital accumulation. The key results indicate that the current level of stock market 

development are incapable of explaining gross fixed capital formation. Therefore, the 

importance of stock market development in promoting capital accumulation and 

subsequently, industrial growth in Africa is seriously questioned. The results throw 

some light on the impact of financial development on economic growth.  Several policy 

recommendations are offered in order for African stock markets to become relevant in 

promoting economic growth and development. 

Keywords: Market Liquidity, Africa, Market Capitalization, Capital Formation, Stock 

market, Economic growth 
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Introduction 

Several financial economists have argued that financial markets are important to the well-being 

of an economy. One of the early scholars is Schumpeter (1911) who concludes that the 

importance of financial markets in an economy derives from channeling funds to the most 

efficient users while fostering entrepreneurial innovation. Dahou et al. (2009) opine that an 

essential ingredient of macro-economic stability is the existence of a vibrant financial market 

which will channel resources into productive projects that are capable of fostering economic 

growth. Stiglitz (1989) tries to show the relevance of financial institutions to an economy’s 

development process, by focusing on the critical role of capital formation. The author argues 

that even though the socialist economies record very high rates of savings, they did not fare 

well in recording a robust rate of economic growth. Thus, capital accumulation is a necessary 

but not sufficient condition for economic growth. The capital markets are responsible for 

aggregating and allocating funds in a way that results in choosing among competing sectors in 

an economy.  According to De Long and Summers (1992), the rate of capital formation a key 

determinant of the rate of economic growth in an economy. Beyond allocating funds, financial 

markets ensure that funds extended to demanders are utilized for the best interest of the 
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providers. In this way, financial markets help to create diversification opportunities and 

consequently reduce risk facing market participants. 

In many economies of the world, the development of a stock market is a common feature of 

financial and economic development.  However, many analysts view stock markets in 

developing countries as “casinos” that have little positive, and potentially a large negative, 

impact on economic growth (Ojo, 1992). According to Mayer (1988), some analysts argue that 

stock markets are not important for economic growth to take place because not much corporate 

investment is financed through the issuance of equity.  Demirguc-Kunt and Levine (1996), 

document several conceptual arguments which emphasized the potentially positive, neutral, or 

even negative implications of stock market development for economic growth. The authors note 

the existence of disagreements on the relative importance of the stock market on economic 

activities, most especially in developing economies with shallow, narrow and grossly imperfect 

capital markets. 

Levine and Zervos (1996) observe that stock markets can affect economic activities through 

risk diversification in an integrated environment, information acquisition, corporate control and 

savings mobilization.  For instance, new equity issues account for a very small fraction of 

corporate investment in many developing countries (Ojo 1992, Mayer 1988).  In an attempt to 

empirically evaluate the relationship between stock market development and long-run economic 

growth, Levine and Zervos (1996), report a positive impact.  However, they caution that the 

results should be viewed as suggestive partial correlations requiring further research rather than 

as conclusive findings.  Using some indicators of economic development, Ojo (1992, 1995, 

2010) reports that Nigeria and other African countries with stock markets had not fared better 

than those without stock markets. 

The literature on finance-growth nexus is replete with evidence suggesting that financial 

markets that are considered to be deep, broad and better functioning are needed to spur 

economic growth (Levine et al., 2000; King and Levine, 1993, Beck et al., 1999). Fischer (2003) 

argues that the financial crisis of 2008 reveals that a weak financial system not only exposes a 

country to international financial flows, but also aggravates its exposure to adverse effects of a 

financial crisis. A financial system is expected to intermediate between suppliers and demanders 

of funds by providing a lineup of investing vehicles with differing risk and return characteristics. 

According to Fischer (2003), financial intermediaries operate to reduce transaction costs to 

participants in financial transactions and also facilitate a reduction in asymmetric information 

problem.  Little wonder, that Bagehot (1873) concludes that the English industrial revolution 

was made possible by the existence of efficient capital markets. 

The market efficiency literature preaches the existence of market prices, which reflect all 

available information. Naes and Skjeltorp (2006), note that a key challenge to the literature on 

efficient market theory centers on the debate on architecture of the market. Market architecture 

focuses on the process as well as the outcomes of exchanging assets under some trading 

mechanisms with consequence on price formation.  The structure of a securities market should 

allow facilitation of order placement, information to market participants and support speedy 

execution of orders.  Moss and Kenny (1996) note that in the 1990s, the trend in Africa was a 

pursuit of economic development financing through the establishment of stock markets. 

Unfortunately, the effectiveness of equity markets in the continent of Africa has not been 

realized. Matadeen and Seetanah (2015) report that only a handful of studies have been 

conducted on the aforementioned relationship in Africa. The objective of this study is to explore 

if securities markets in selected African countries play a significant role in capital formation 

using panel data analysis. This is done by exploring the relationship between gross fixed capital 

formation on one hand and financial market development characteristics on the other hand. 

Iheanacho (2016) reports a statistically negative impact of financial development on real per 

capita income in Nigeria.  The author also reports a positive relationship between gross fixed 

capital formation and real per capital income. Akinlo and Akinlo (2009) also report that stock 

market development has a significant influence on economic growth in Egypt and South Africa. 
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It is critically important to explore if the transmission mechanism between financial 

development and economic growth involves gross fixed capital formation. 

An Overview of African Financial Markets 

Farid (2013) notes that African equity markets are dichotomized into four categories.  The 

dominant and most sophisticated is represented by South Africa.  The medium-sized and 

relatively aged markets represented by Egypt, Nigeria and Zimbabwe. The third category are 

the small but rapidly growing markets such as Botswana, Ghana and Mauritius.  The Last 

category are the relatively small but new markets such as Swaziland and Zambia.  

In the context of African countries, Ndikumana (2001), reports that the limited evidence 

suggests that financial markets exert a positive impact on economic growth. Marwa (2015), 

opines that the fragmented nature of African financial markets as well as the risk level have 

limited the investment capacity of institutional investors.  Consequently, the allocation 

mechanism inherent in African financial markets is described as small, narrow and illiquid. 

While many African countries rely on the banking system, African banks mainly finance trade 

and other related activities with minimal role in intermediation involving the finance of 

manufacturing, infrastructure, agriculture and other related activities that are capable of 

reducing poverty. Marwa (2015) reports that banking services penetration in some Africa 

countries is as low as 10 percent. The author reports that Africa could only boast of a few stock 

exchanges in the 1970s but now with over thirty exchanges. Total market capitalization has 

grown by a multiple of ten in two decades.  However, Marwa (2015) notes that African 

securities markets still lack liquidity with a thin turnover ratio pointing to a less than 0.05 

percent of the global equity turnover.  With a relatively low liquidity, Africa equity markets are 

finding it difficult to support local market participants.  The poor nature of equity markets 

infrastructure creates an impediment to trading, clearing and the settlement process which can 

be very slow to the extent that some exchanges resort to manual operation. 

Andrianaivo and Yartey (2009), report that financial systems in African countries, have gone 

through many transformations in a short period of time. The early history of African countries 

saw the critical role of the banking system.  However, recent transformations show the 

establishment of capital markets. However, the 2017 PWC report does not paint a rosy picture 

for the five-year period covered. From 2013 through 2017, the equity capital market activities 

comprised of only 134 initial public offerings (IPOs) and 385 seasoned issues resulting in a total 

of $52.7 billion of capital. The report indicates an optimistic trend in equity markets activities 

in 2017. However, most of the positive records are from South Africa with the largest 

continental IPO during the year. Moreover, equity activities on the continent are mostly from 

the financial and consumer services sectors. 

Dahou et al. (2009) identify the obstacles to the existence of efficient financial markets in Africa 

and they include inadequacy of regulatory framework, an underdeveloped capital markets, 

insufficiency of innovative financial instruments and a banking system that fails to intermediate 

finance. To increase investment opportunities for domestic as well as foreign investors, a 

financial market must be adjudged to be efficient. Dahou et al. (2009) argue that African 

securities markets are traditionally narrow and illiquid. The factors identified for this condition 

include investors’ low level of income, ineffective system of collateral registration, weak 

judicial institutions, exposure to external shocks and a shortage of human and financial 

infrastructure. A shortage of investment opportunities is a huge impediment to the development 

of dynamic securities markets in Africa. For example, a 2006 United Nations Economic 

Commission for Africa (UNECA) report cites the case of Mozambiquan stock exchange which 

listed only the national brewery. The same UNECA report cites the profitability of African 

securities markets with an average return of 34 percent. 

Market Size 

 Hearn (2009) notes that the average ratio in many OECD countries is in excess of 200 percent. 

Yartey (2007) also reports a ratio of 135% for Malaysia, an emerging market. Figure 1 shows 

maximum values of 352.29%, 106.74%, 41.76% and 51% respectively for South Africa, Egypt, 
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Kenya and Nigeria. The ratio is also as low as 10.89% in Nigeria in 2002. It is evident that the 

regional securities markets in Africa represent an insignificant proportion of economic output 

in their respective countries. Farid (2013) reports that the securities market in Africa represent 

less than 2% of the world market capitalization. 

The size of the stock market relative to the rest of the economy is reflected in the market 

capitalization to GDP.  The Johannesburg Stock Exchange which is ranked 19th largest 

exchange in the world accounts for 75% of Africa’s market capitalization. A review of the stock 

market total value traded relative to GDP reveals an unpalatable picture.  In South Africa, the 

ratio varies from a low 27.99% in 2003 to a high of 136.07 in 2016. The ratio in Egypt varies 

from 3.28% to 50.83% while the ratio in Kenya varies from 0.29% to 4.09%.  Finally, the 

Nigerian ratio is from 0.37% to 8.65%. Moss and Kenny (1996) note that the Johannesburg 

Stock Exchange dwarfs all the other exchanges in Africa. 

2.2 Liquidity 

Liquidity creates an avenue for securities market to have an impact on the economy. Matadeen 

and Seetanah (2014) note that a liquid stock market can potentially facilitate the selection of 

profitable long-term investments and reduce associated risk. Matongela and Karodia (2015) 

also note that African securities markets are relatively small and illiquid. The data reveals some 

insignificant turnover ratios in the selected stock exchanges.  The turnover ratio is the proportion 

of traded value to market capitalization. This ratio is considered a measure of liquidity. A higher 

ratio indicates more liquidity and a lower ratio reflects lesser liquidity. A more liquid market 

suggests that more savings are channeled through it in the capital formation process. The 

liquidity ratio reported for Mexico is 29% and India, 190% (Yartey, 2007). The author notes 

that low level of liquidity in African securities markets is due to relatively low trading volume, 

lack of information flow about securities to investors and a lack of investor education. Yartey 

(2007) further argues that a low level of liquidity is an indication that a local market will find it 

harder to support its own trading system, market analysts, and brokers due to low volume. The 

Egyptian equity market seems to have recorded significant turnover ratios ranging from a low 

of 10.93 % to a high of 111.45%. The turnover ratios for the Nigerian stock exchange range 

from 8.78% to 34.79%. The data for South Africa is from a low 18.81% to a high 41.98%. 

Kenya data range from 1.81% to 11.99%.   

Elliott (2015) connects liquidity to volatility by asserting that illiquid markets are more volatile. 

The author argues that at the extreme, volatility can trigger a financial crisis. Volatility is 

generally considered in the determination of rates return that investors demand and interest rates 

that borrowers pay. Elliott (2015) opines that a key determinant of fundamental value of 

securities is investors’ perception which can be affected by how rapidly prices change. With 

many market participants, transactions can be concluded quickly, easily and cheaply when 

prices move in a smoother many with no extreme volatility. Higher volatility is associated with 

uncertainty about the economic environment. The Egyptian securities market exhibit the highest 

level of volatility with a low of 21.79 and a high of 40.18. The Nigerian equity exchange also 

records a volatility ranging from 11.89 to 27.53. The values for South Africa and Kenya cannot 

be fully ascertained because of incomplete data. 

The annual rates of return if one invests in the selected stock markets are quite revealing. The 

rates for the same time period in Egypt are from negative 33.11% to positive169.91%. As for 

Nigeria, the rates vary from negative 55.02% to positive 71.52%. Kenya’s values are from a 

negative 25.4% to 45.9% in 2011 and 2012 respectively. The South African equity market 

reported a lowest rate of return of a negative 1.6% in 2016 and a highest return of 31.7% in 

2009. An interesting find is that almost all African equity markets recorded negative rates of 

return in 2009 to 2011 period. Opromolla and Bini (2014) report that between 2011 and 2012 

the Nigerian stock exchange had an outstanding 34% rate of return which surpassed South 

Africa’s 23%. The authors conclude that almost all African securities markets gained positive 

strength after the worldwide financial crisis. 
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In view of the aforementioned analyses, African stock markets are far from reaching maturity. 

Senbet and Otchere (2010) conclude that the flow of investment information in Africa is not 

smooth and that this has a significant consequence on market efficiency.  African stock markets 

lack depth, breadth and liquidity.  They suffer from infrequent trading, a lack of supervisory 

regulation as well as experienced institutional investors. Jalloh (2009) identifies the key 

characteristics of African capital markets which include the existence of a high bid-ask spread.  

According to the author, the high spread is a reflection of the cost of trading and the illiquidity 

of the markets. The reasons given by Jalloh (2009) for the high bid-ask spread include the order 

handing costs incurred by dealers who supply liquidity to the market.  Other reasons include the 

presence of non-competitive pricing in the markets, existence of inventory risk and the effect 

of asymmetric information. 

Model 

In line with Ghura (1997), the role of private investment on economic growth can be explored 

within the Solow-Swan modified aggregate production function which is of the form in growth 

rate terms as: 

𝑦 = 𝛼 + 𝛼𝑘𝑝 + 𝛽𝑘𝑔 + 𝛾𝑧        (1) 

In Equation (2), y is the growth rate in output (economic growth), kp is the growth rate in private 

total physical capital stock, kg is the growth rate in government total physical capital stock 

(capital accumulation), and z is the growth rate in labor adjusted for human capital development. 

The parameters, α, β, and γ represent output elasticities with respect to private, government and 

human capital stocks. Romer (1994) reports that (α + β), the elasticity of output with respect to 

capital is closer to unity. Grossman and Helpman (1991) imply that the sustainability of 

economic growth is dependent on the accumulation of inputs. Hall (2001) explores the role of 

securities markets in the determination of accumulated produced capital. The author reports that 

the productivity of capital does not rest sensitively on the speed of adjustment but on 

accumulation of capital is associated with higher productivity especially in the 1950s. Carp 

(2012) argues that stock markets in emerging economies influence economic growth through 

liquidity, market capitalization, risk sharing and diversification. Levine (2005) notes that the 

stock market can stimulate economic development by increasing capital investment liquidity 

thereby encouraging investors to easily buy and sell shares. 

Pagano (1993) employs the endogenous growth model to explain the role of stock markets in 

capital formation through changing the proportion and rate of savings in the economy. The stock 

market is argued by the author, to lower transaction cost, information asymmetry and provide 

liquidity. In order words, the author notes that financial development can affect growth through 

the proportion of savings channeled into investment, an increase in the marginal productivity 

of capital and an increase in private saving rate. In support of the view expressed by Pagano 

(1993), Osaze (2007) argues that the new issues of securities that goes into the investment in 

fixed assets represent a contribution to the stock of capital otherwise referred to as capital 

formation. In view of the aforementioned, one expects the stock market to influence capital 

formation in the economy and consequently affect economic growth. 

Methodology and Data Analysis 

The analysis of the relationship between capital formation and stock market measures of market 

development is done with the use of annual times series from 2001 through 2017 spanning four 

African stock markets. The data are gross fixed capital formation as a proportion of GDP, 

turnover ratio, total value traded as a proportion of GDP and market capitalization as a 

proportion of GDP. The data are sourced from the World Development Indicators database, 

CEIC-Global Economic Data, and the Nairobi Stock Exchange. 

The panel equation is of the form: 

𝑌𝑖𝑡 = 𝛽1𝑋𝑖𝑡 + 𝛽2𝑋𝑖𝑡 + 𝛽3𝑋𝑖𝑡 + 𝛼𝑖 + 𝑈𝑖𝑡      (2) 
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Where αi (i=1, 2, …., n) is the unknown intercept for each country (n country-specific 

intercepts) 

Yit  is the dependent variable with i = country and t = time (Capital Formation) 

Xit represent the independent variables (Turnover, Total Value of Stocks and Market 

Capitalization) 

β1, β2, β3, represent the coefficients  

Uit are the error terms 

According to Gujarati (2003), panel data analysis enhances the quality and quantity of data in 

ways that are not achievable under one-dimensional data analysis. Vijayamohanan (2016) 

reports that panel data analysis makes it possible to control for variables are not observed or 

variables that change over time but across entities. The fixed-effect model is employed to 

explore the relationship between the predictor and associated variables within an entity.  

However, each entity has its individual characteristics that may or may not affect the predictor 

variable. 

The rationale for the model in this study is that capital formation is necessary for economic 

growth to occur.  Moreover, highly developed and efficient capital markets do stimulate capital 

formation.  Therefore, one should investigate if African stock markets are sophisticated enough 

to make contribution to capital formation. In order to explore the aforementioned research 

agenda, the fixed-effect and random-effect models are employed.  The Durbin-Wu-Hausman 

test is used to choose between the two models. The null hypothesis under the Durbin-Wu-

Hausman test is that the preferred model is the random effect model.  The null hypothesis is a 

test of whether the unique errors are correlated with the regressors. 

The results of the fixed-effect model are reported in Table 1 below. The results show that stock 

market turnover, total stock value traded as a percentage of GDP and market capitalization as a 

percentage of GDP have a positive effect on gross fixed capital formation.  However, the results 

lack statistical significance at the conventional levels. Therefore, none of the three variables 

(turnover ratio, total stock value traded as a percentage of GDP, and market capitalization as a 

percentage of GDP) is statistically significant as a determinant of gross fixed capital formation. 

The results of the random-effect model which is not reported is similar to the fixed effect model 

results. That is, turnover ratio, market traded value and stock market capitalization are not 

statistically significant determinants of gross fixed capital formation for the sample period. 

The Durbin-Wu-Hausman test results are reported in Table 2. As indicated earlier, the null 

hypothesis is that the preferred model is the random effect. Since the Hausman test statistic is 

statistically significant, the null hypothesis is rejected and the fixed effect model is the 

appropriate model to use. Therefore, the Table 1 results represent the appropriate model results.  
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Table 1: Parameter Estimates of the Fixed-Effect Model 

 

 

Table 2: Durbin-Wu-Hausman Test Results 
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Conclusion and Policy Recommendations 

The usual perception of a market is like a black box with information going into it and prices 

being the output (Glen, 1994). The fact of the matter is that market institutional characteristics 

do influence trading and price behavior. The market microstructure plays a critical role in the 

market key attributes of liquidity, efficiency, volatility and transaction costs.  A well-developed 

stock market plays a significant role in price determination as well as an efficient allocation of 

resources. This is because a well-structured equity market is needed to influence economic 

growth in a country.  Levine and Zervos (1996, 1998) are among financial economists who 

conclude that stock market development is critical to the prediction of future economic growth 

through capital accumulation.  African countries have lagged behind many countries of the 
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world in effective utilization of equity markets to foster economic development and actions are 

needed to reverse the trend. 

The key results in this study indicate that indicators of stock market development are incapable 

of explaining gross fixed capital formation. Therefore, the importance of stock market 

development in promoting capital accumulation and subsequently, industrial growth in Africa 

is seriously questioned. The results throw some light on the impact of financial development on 

economic growth. The results are somewhat consistent with the conclusion reached by 

Matadeen and Seetanah (2015) that stock market development does not boost economic growth 

in the short run in Mauritius. The implication of the results tallies with the conclusion of Levine 

(2005) that stock market development does not directly translate to greater economic growth. 

In a study of 31 less developed countries, Sarkar (2006) reports that stock market capitalization, 

an indicator of stock market development, does not explain cross-country variations in gross 

fixed capital formation. There are several issues to be resolved in order to make African 

securities markets to become relevant in fostering economic growth through capital 

accumulation. 

On the issue of liquidity, African securities market should imbibe a culture of technological 

innovation which is common in many countries of the world.  Technology must be employed 

in electronic order books with an opening call auction to be followed by continuous trading 

sessions as practiced in many OECD countries. Management of stock exchanges should as a 

policy monitor liquidity on a regular basis. There is ample evidence in the financial economics 

literature supporting an interplay between the banking sector and the stock market (Yartey, 

2007).  A well-developed banking sector contributes significantly to the development of the 

stock market. More specifically, Yartey (2007) concludes that liquid inter-bank markets which 

are a feature of a well-developed banking system are critical to the growth of stock markets. 

African central banks should take into consideration the impact of their monetary policy 

initiatives on securities markets liquidity. Again, this underscores the need to monitor equity 

market liquidity on a regular basis.  

This paper is in agreement with the proposal put forward by Dahou et al. (2009) to bring about 

more effective securities markets in Africa.  There is need for regional integration in order to 

take advantage of economies of scale.  Regional integration will bring several benefits in the 

area of increasing market size, reducing exposure to external shocks, attracting international 

investments, reducing regulatory burdens and integrating information systems to reduce 

screening and monitoring costs. A good example of integration on the continent is Bourse 

Regionale des Valeurs Mobilieres (BRVM), which is an exchange catering to several 

Francophone African countries.  Another notable program is the cooperation between the 

Nigerian Stock Exchange and the London Stock Exchange in the promotion of dual listing of 

securities. These endeavors represent potential sources of innovation. 

The management of African securities markets should strive to promote transparency and 

accountability. There are documented cases of listed firms failing to disclose information on a 

timely basis (Masry, 2015). Masry notes that inadequate provision of information is detrimental 

to the functioning of a stock market because it can lead to market responses that are considered 

irrational and thereby threatening economic efficiency. Moreover, a lack of information about 

available investment opportunities has consequences of risk and return evaluation. Therefore, 

it is critical for rules on information disclosure to be enacted and seriously enforced. In addition 

to this, the management of African stock markets must promote post-trade transparency by 

quickly making available information about completed market transactions.  

African governmental institutions should ensure that investors are protected in order to enhance 

stock market participation rate.  Allied to this is the issue of investor education. There is a need 

to aggressively institute educational programs to motivate individuals to participate as investors 

in African stock markets.  Currently, most African markets are dominated by institutional 

investors. A lack of investor education is the prevalence of unclaimed dividends by many 

investors. With investor education, this problem can be resolved. 
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Finally, African governments should continue to support stock markets by privatizing public 

enterprises using stock exchanges.  In Nigeria, the federal government still owns shares in 

electric companies.  There is no reason for government to be involved in such a business other 

than to create an enabling environment through regulation. Pension funds should be encouraged 

to expand their investment horizons in terms of more product choices including equities.  Small- 

and medium-sizes enterprises should be encouraged to list on African exchanges.  African 

countries with sovereign wealth funds should use African stock markets as investment outlets. 

Therefore, it is imperative that African governments must as a matter of urgency put in place 

measures to address the shortcomings of the African stocks markets in order to reap the benefits 

of economic growth and development. 
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Over the years, researchers have continually pondered on the major distinctive factors 

of successful entrepreneurs; due to the interesting nature of this subject to both 

researchers and entrepreneurs alike, there is to a great extent the likelihood for 

speculations and fallacies, resulting in a lot of ‘war/pet’ stories. In this regard, 

developing a concrete and concise theory for entrepreneurial expertise has so far eluded 

academics and entrepreneurs (Sarasvathy, 2001). In an attempt to understand the reason 

some entrepreneurs succeed and why others fail, scholars and professionals in the field 

of entrepreneurship have always focused on two questions; what do entrepreneurs do? 

And how do they do it? These questions have led to a better evaluation of the 

entrepreneurial process. Effectuation is a groundbreaking theory developed by 

Professor Sarasvathy in 2001 that facilitates entrepreneurial problem solving especially 

in this era that is predominantly characterized by higher risks and uncertainty 

(Woertman, 2014; York & Venkataraman, 2010; Owusu & Janssen 2013). 

Entrepreneurs are encouraged to create the future they desire instead of trying too hard 

to predict it; they are to rely on who they are, what they know, and whom they know. 

Toivonen & Tammela (2012) advised that for entrepreneurs to be more creative and 

innovative, they must imbibe the effectuation approach in their decision-making 

processes by being more open and flexible. The purpose of this paper is to offer an 

updated understanding of both the causation and effectuation models and appraise the 

role of effectuation in ensuring entrepreneurial success. 

Keywords: Entrepreneurial, Success, Business, Entrepreneurs, Effectuation 

Introduction 

Chandler, DeTienne, McKelvie, & Mumford (2011) acknowledged that entrepreneurs are more 

likely to try various approaches before choosing a particular business concept. This is supported 

by Liu (2014), who also suggests that entrepreneurs are more intuitive and are not strictly 

rational. Read and Sarasvathy (2005) in their paper on entrepreneurial expertise asserted that 

effectuation was a direct inversion of rational choice (also known as causal rationality), and 

questions rationality in an environment where the future is to a very large extent unpredictable. 

Rational choice rests largely on the logic of prediction and puts forward the claim that - we can 

control a situation, if we can predict it. On the other hand, Effectuation depends on the logic of 

non-predictive control, which asserts that – we do not need to predict the future if we can control 

it. Read & Sarasvathy (2005) asserted that whilst both causation and effectuation processes are 

at work in reality, earlier studies have proven that strong patterns of one of the other can be 

made dominant.  

The Effectuation Process 

In order to explore entrepreneurship as a research field, it is imperative to study 

entrepreneurship in a process oriented way. In focusing on the process of entrepreneurship, an 

academic is looking at what an entrepreneur does and how he/she does it. Various models have 

been developed on the entrepreneurial process, and most part of these models shows that an 
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entrepreneur follows a linear, progressive, and sequential process with evident stages. Past 

research had always suggested that the entrepreneur had total control of their environment, and 

knew how to succeed, however in 2001, professor Sarasvathy with her extensive work on 

effectuation proved that entrepreneurs followed various paths to success and make use of the 

resources they possess. The effectuation process offers valuable insight into the generic and 

distinct parts of the entrepreneurial process (Woertman, 2014).  

 

Figure 1. The Effectuation Process (Read & Sarasvathy, 2005) 

From figure 1 above, entrepreneurs employing an effectuation paradigm will start available 

means, which entails who they are, what they know, whom they know, and what they can afford 

to do. They plunge into their venture by developing pre-commitments and contingency plans 

along the way. When commitments are made, resources become available for the venture, if 

not, the idea is put on hold (Read & Sarasvathy, 2005). 

The Importance of Networks 

Effectuation entails that entrepreneurs make use of what they have to select between possible 

outcomes. Networks are very important in facilitating and acquiring the much-needed resources 

that entrepreneurs require (Christopoulos, 2011; Chiles, Gupta, & Bluedorn, 2008).  A network 

can be seen as a group of actors and the relationship that link them. Networks are indispensable 

tools for entrepreneurs for gathering information and resources that complement their existing 

resources. A network can also be used as a tool for risk sharing, such that risks are reduced by 

sharing them with partners. Networks possess valuable sources of social capital that can help 

entrepreneurs achieve their organizational goals and produce successful results. Scholars have 

classified networks into two noticeable trends; the outcome-oriented networks and the process-

oriented networks. The outcome-oriented trend focuses on the effect of networks on the 

entrepreneurial process which in turn affects the entrepreneurial outcomes. The process-

oriented trend has depicted networks as the dependent variable and very little attention has been 

dedicated to the process-oriented trend in terms of research studies (Woertman, 2014). 

Christopoulos (2011) categorized networks into personal and social networks; personal network 

is a term that refers to those with whom the entrepreneur has a direct relationship, the personal 

network of an entrepreneur consists of family, friends, employee, partners, and advisers 

amongst others, of whom the entrepreneur has close ties with. With the dominant nature of 

technology, for which everyone has a mobile phone, and an email address, it is now easier to 

keep close contact with friends and family outside the entrepreneur’s vicinity. Social networks 
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on the other hand refer to the integration of interfaces that provides the opportunity for 

individuals to communicate with one another regardless of the distance barriers. Social network 

services like Facebook, Twitter, and LinkedIn are bringing together massive numbers of people 

with similar interests. Social networks are very effective in promoting brands and managing 

customers’ relationships.  

Galkina, (2013) proposed that networks constitute an integral part of effectuation. The ‘Who I 

know’ part of effectuation relies upon the networking capability of the entrepreneur. 

Effectuation entails that partnerships are developed in order to secure commitments for 

entrepreneurial ventures. Entrepreneurs must effectively interact with all stake holders so as to 

facilitate creativity and improve upon pre-existing opportunities.  

Difference between Causative and Effectuation 

DeTienne and Chandler (2010) opined that opportunities are not mostly discovered through a 

purposeful process; the major belief of earlier researchers and professionals in the 

entrepreneurial field was that for any entrepreneur to succeed, he/she has to find and exploit the 

opportunities that were needed for a chosen successful venture. Thus, the predominant model 

that have been taught in business schools was the causative model which assumed that 

entrepreneurs must focus on a goal-driven, deliberate, and rational decision-making system. 

The causation model forces entrepreneurs to define a specific end in mind and thereafter derive 

the resources and strategies to meet those ends. In contrast effectuation makes use of available 

resources and means and selects between possible outcomes that can result from those means.  

Causation focuses on deciding on a required effect and selecting between means to bring that 

effect to fruition. Effectuation on the otherhand focuses on using a set of available means and 

selecting between possible effects that can be created from the available means. Thorough 

planning and strategy development are utilized in causation while effectuation employs a non-

predictive approach to entrepreneurship. When an organization is set up using the causation 

paradigm, less emphasis is placed on partnerships, and more emphasis is placed on predicting 

the future, but the effectuator tries to control the future by engaging in partnerships and alliances 

(Nienhuis, 2010; Woertman, 2014; Harms & Schiele2012). Entrepreneurs working from the 

causation frame will first define the market and segment to target and develop a competitive 

analysis based on their choices, in contrast, an effectuator will address key business 

opportunities by developing networks and define his/her market from people who are capable 

of committing the much needed resources that will in turn sustain the organization (Zhang & 

Cueto 2014).  

Sarasvathy (2001) argued that effectual reasoning should be emphasized in the earlier periods 

of a new venture as all new ideas must emerge from uncertainty. She developed principles that 

related to both causation and effectuation, and tested behaviours of entrepreneurs based on these 

principles to differentiate between causation and effectuation. She found out that in causation 

processes, emphasis was on exploiting pre-existing knowledge, planning, competitive analysis, 

logic, and maximizing returns. While in the effectuation process, entrepreneurs focus on 

principles such as affordable loss, leveraging contingencies, and strategic partnerships. 
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Figure 2. Causal Reasoning Path (Baskerville, 2013) 

 

 

Figure 3. Effectual Reasoning Path (Baskerville, 2013) 

Baskerville (2013) showed that causal reasoning (as shown in figure 1) is the model that 

managers use, such that they ask questions like; where are we now? Where do we want to be? 

and How are we going to get there? Causal reasoning involves selecting between available 

means to achieve a predetermined end. Effectual reasoning (as shown in figure 1) invents the 

future instead of trying to predict it; it involves making do with the resources at hand and 

predicting possible goals that can be reached using those resources. 

Liu (2014) presented two examples that clearly differentiated between causation and 

effectuation, in starting up an Indian restaurant, an entrepreneur applying the causation 

paradigm will use the traditional STP Process (segmentation, targeting, and positioning). Such 

process will involve a considerable amount of effort, time, and money in gathering information 

about similar restaurants, and formulating plans for marketing and sales campaigns. In contrast, 

an entrepreneur using the effectuation paradigm will start with given means, using what and 

who he/she knows. The entrepreneur then starts by establishing strategic partners and engaging 

in market analysis enough to convince financiers (who might include family and friends) that 

the restaurant will be a success. 

Table 1 Major Difference between Causation and Effectuation (Sarasvathy, 2001) 

Causation Effectuation 

Goal Driven Means driven 

Focus on expected returns Focus on affordable loss 
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Emphasize competitive analysis Emphasize strategic alliances and 

partnerships 

Exploit pre-existing knowledge Leverage environmental contingencies 

Predict the future Control an unpredictable future 

Principles of Effectuation 

Read, Song, & Smit (2009) reviewed 48 studies, and 9897 ventures and found that there was a 

positive relationship between the five principles of effectuation (means, control, partnerships, 

affordable loss, and leveraging contingencies) and venture performance. This view is also 

supported by McKelvie, DeTienne & Chandler (2013) who found out that effectuation directly 

impacted performance in the short term in plastic industries in the United States. This means 

that entrepreneurs who followed these effectuation principles achieved success in their chosen 

ventures. The principles are explained below.  

The Pilot-in-the-Plane Principle: According to Kraaijenbrink, Ratinho, & Groen (2012), the 

pilot-in-the-plane principle also known as the control principle, centres on how entrepreneurs 

take control of their future. Entrepreneurs operating from the causation paradigm rely on 

predictions, whilst effectual entrepreneurs focus on situations and things they can directly 

control. Causal entrepreneurs emphasize developing a detailed planning strategy thereby 

tending towards prediction and little concern for control. 

The Affordable Loss Principle: This principle concerns how entrepreneurs predetermine what 

they can afford to lose. For causal entrepreneurs, maximizing return is the primary goal while 

effectual entrepreneurs focuses on how much they can afford to lose if the venture does not pay 

off. Causal entrepreneurs therefore focus on the full potentials of opportunities without 

considering the downsides, while effectual entrepreneurs focus on the downsides and only risk 

what they can afford to lose (Lutsch & Mortensen 2013; Ahn, York, Wu, Suharto, & Daim, 

2015). 

The Bird-in-Hand-Principle: This principle also known as the means principle, differentiates 

between entrepreneurial behaviours driven by ends and those driven by means. The causal 

entrepreneur begins with goals as a given while the effectual entrepreneur begins with available 

means and focuses on possible effects that can be derived from using those means (Hakkinen, 

2015; Kraaijenbrink, Ratinho, & Groen 2012).  

The Leveraging Contingencies Principle: Also known as the lemonade principle, the leveraging 

contingencies principle focuses on how the entrepreneur makes lemonades out of lemons. The 

ability of an entrepreneur to see a particular challenge as an opportunity for profit is vital for 

entrepreneurial success. While the causal entrepreneurs already have a fixed goal in mind, and 

any surprises might come as a negative, the effectual entrepreneur sees similar situations as 

natural and expect these contingencies to occur (Lutsch & Mortensen, 2013; Ahn, York, Wu, 

Suharto, & Daim, 2015). 

The Partnership Principle: This principle also known as the patchwork quilt involves 

establishing partnerships with committed individuals in the beginning stages of the 

entrepreneurship process. Causal entrepreneurs focus on engaging in competitive analysis 

activities, while the effectual entrepreneur focuses on developing valuable partnerships 

necessary for the growth of the business (Lutsch & Mortensen 2013; Schluter, Schmitz, Brettel, 

Jarke, & Klamma 2011). 

Criticisms of the Effectuation Model  

Woetmann (2014) argued that both causation and effectuation are two extremes, and every 

entrepreneur utilizes both. When making theoretical explanations especially of two difficult 

concepts, the usual norm is to illustrate them in extremes. In practice however, entrepreneurs 

tend to wander between these concepts, and it is especially hard to judge whether a person is 

effectual or causational. Even Sarasvathy (2001) observed that causation and effectual 
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reasoning are parts of the human mind-frame and can occur interchangeably between various 

situations and actions depending on the context.   

Laaksonen (2010) outlined three levels of analysis in the development of entrepreneurial 

expertise; the first level is deliberate practice which is a phase of causation that facilitates the 

development of superior expertise. After deliberate practice has been carried out, the second 

level requires the use of effectuation by entrepreneurs in their decision-making processes. When 

competence has developed to the point of attracting massive resources, the third level require 

that entrepreneurs revert back to the causation model of decision making. 

 

Conclusion 

What makes great entrepreneurs is not their genetic combination, personality traits, nor family 

background but the ability to use appropriate thinking processes to solve problems and 

implement ideas. Effectuation is a very useful approach when engaging in entrepreneurial 

pursuits, it addresses the major challenges of today in terms of high risk and uncertainty. The 

use of effectuation enables entrepreneurs to rapidly gather resources, utilize their unique 

knowledge, use their abilities, and exploit social networks to achieve success in their 

entrepreneurial ventures. While causation is usually suitable for developed organizations with 

large vaults of resources, it is imperative that the start-up entrepreneur must start with 

effectuation in order to utilize the little resources available to him/her and turn these resources 

into profitable ventures. Thus, we encourage the use of effectuation as an effective decision-

making tool in the entrepreneurial process. 
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CHALLENGES FACING GHANAIAN YOUTH 

ENTREPRENEURS IN THEIR QUEST TO SCALE & THE 

WAYS FORWARD: A CASE STUDY OF YOUTH-LED 

BUSINESSES IN GHANA. 

Prince Adu-Appiah  
Majoreen Osafroadu Amankwah 

Even though Africa’s richest person Aliko Dangote is an entrepreneur who began his 

entrepreneurial journey while a youth, the continent can hardly boast of entrepreneurs 

and businesses that have scaled and continue to make giant strides in the global arena. 

This concern inspired the study, which sought to investigate challenges Ghanaian youth 

entrepreneurs face in their quest to scale their businesses from their immediate 

community, region, country and continent, and the ways forward. A mixed-method 

approach to data collection was employed with a convenient non-probability sampling 

used to sample 238 youth entrepreneurs from the Accra and Kumasi Metropolitan 

Assemblies in a quantitative online survey. Purposive non-random sampling technique 

was also used to select 4 civil societies and non-profits that work with youth 

entrepreneurs, and the Ministry of Business Development, for the qualitative data. 

Quantitatively data was analyzed using Stata 15 while the qualitative data was 

thematically analysed. Key challenges highlighted were mainly external influences 

with a few internal challenges. The way forward emphasized by the respondents include 

adequate support systems and infrastructure, shorter and more flexible processors for 

business registration and regulations, avenues for capacity building, opportunities for 

entrepreneurship networking and collaboration, access to finance, access to essential 

tech support, tech tools and increased market opportunities.  

 

Introduction 

Ghana’s future is its young people, as the saying goes for every nation. The promising future of 

the nation largely depends on the youth - persons between 15 – 35 years (National Youth Policy 

of Ghana, 2010), and their preparedness to take over from where the older generation leaves 

off. This is true for all sectors of the economy, including the area of businesses and 

entrepreneurship. Entrepreneurship has become the backbone for many developed economies 

in the world.  North America and Europe have several examples of such entrepreneurship 

breakthroughs especially within the tech space. Entrepreneurs who began while in their youth 

ages have created innovative solutions and technologies that drive the world today. An 

entrepreneur is someone who recognizes an opportunity to create value and goes through the 

process of acting on the opportunity, whether or not it involves the formation of a new entity 

(Schoof, 2006).  Elsewhere across the world, youths are making significant influences and giant 

strides in the area of entrepreneurship. Ritesh Argawal started Oyo Rooms - a hotel chain in 

India at age 18 in the year 2013 (Pandya-Wagh, 2015). Today, “it is one of the largest and 

fastest-growing hospitality chain of leased and franchised hotels, homes and living spaces” 

(Wikipedia, 2020, para. 1). Steve Jobs, the founder of Apple Inc. started the company at age 21, 

and according to Forbes (2020), Apple boasts of a staff strength of 137,000 people. In Africa, 

the one on the top of the list of the wealthiest people on the continent is an entrepreneur by 

name Aliko Dangote, with an estimated net worth of $8.6 billion (Forbes, 2020). In the 

Ghanaian context however, although there are some successes, the rate of failure is also high. 

Ghana’s Minister for Business Development, Ibrahim Mohammed Awal, said during the launch 

of the second edition of the Ghana Business Development Review (as quoted by bftonline, 

2018) that, “the rate of business failure in Ghana is not acceptable, only 15 percent of businesses 

go beyond three to five years in this country.” “For Ghana to go beyond aid,” he added, we must 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   57 

 

reverse to make sure that at least 60-70 percent of businesses go beyond 10 years; that is when 

they can expand and can employ.” He challenged academia to help salvage the situation by 

helping to train more graduates with the “I-can-do” mentality and attitude. Quoting that, “it is 

estimated that about 75 percent of businesses in Ghana fail within the first three years, while 

those that survive the first three years do not go beyond 10 years.”  

The entrepreneurship association, Allied For Startups (2020) challenged policy makers to meet 

with and listen to 10 startup entrepreneurs, for every big corporate or tech CEO they talk to 

about how regulation of the digital economy influences their businesses. They alluded that 

“sometimes legislation does not take into consideration startups’ specificity and characteristics, 

thus hindering their potential for growth”. Of particular concern is the speculative nature of 

assumed challenges of entrepreneurs in Ghana. Against this backdrop, the specific objective of 

the study was to explore the case of entrepreneurship in Ghana, precisely to discover the 

challenges Ghanaian youth entrepreneurs face in their quest to scale their businesses and the 

ways forward. As scope, the study targeted Ghanaian youth entrepreneurs in the Greater Accra 

and Ashanti Metropolitan Areas. This is because these two regions have the most vibrant youth 

startups in Ghana. They also have very promising youth-led businesses/projects and remain the 

top two destinations for periodic entrepreneurial events organized by civil societies, non-profits 

and the corporates that work with youth entrepreneurs.  

 This study pursues the significance of adding specifics to the literature available on youth 

entrepreneurship in the country, by adding to the available information on the exact challenges 

entrepreneurs in the country are plagued with in their quest to scale. The research seeks to 

inform the actions of policy makers, and key actors in the entrepreneurship growth process by 

documenting what youth entrepreneurs agree to as their perceived ways forward, to influence 

decision-making and intervention design. Further, the study contributes significantly to the fight 

for a better entrepreneurship ecosystem in Ghana by capturing the views of major key players 

in civil society, government, and that of the entrepreneurs themselves by employing a mixed-

method approach to data collection to enhance triangulation. Finally, available research 

supports that claim that entrepreneurship significantly contributes to the growth of national 

economies. It is therefore pertinent to explore the bottlenecks that hinder the progress of 

entrepreneurship in the country, for the key stakeholders to help fill the gaps there are, so that 

Ghana can get the most out of entrepreneurship. The paper is structured as follows. The 

literature review follows this introduction, after which the methodology, analysis and 

discussion. Limitations and implications of the study are discussed. 

 

Literature Review 

The Austrian economist Joseph Alois Schumpeter is believed to be the first scholar to coin the 

concept of entrepreneurship. Schumpeter (1965), defined entrepreneurs as “individuals who 

exploit market opportunity through technical and/or organizational innovation” (as cited in 

Eroglu & Picak, 2011, p. 146).  Entrepreneurs act on what they perceive as trouble. Schumpeter 

(1947) introduced the term creative response, referring to it as the development “whenever the 

economy or an industry or some firms in an industry do something else, something that is 

outside of the range of existing practice” (p. 150). In contrast to this is the adaptive response 

that refers to the development “whenever an economy or a sector of an economy adapts itself 

to change in its data in a way that traditional theory describes” (p. 150). According to Lexico 

(2019), an entrepreneur is a word derived from the French word entreprendre, which means “to 

undertake” (denoting a person who undertakes a project). Several definitions of 

entrepreneurship have been given by scholars based on their deductions from findings, 

exposures, and experiences. Many of these definitions center on the actions, attitude, and 

activities of an entrepreneur. Hebert & Link (1989) describe who an entrepreneur is using 

varying inferences. They include; the owner of an enterprise, the person who assumes the risk 

associated with uncertainty, an innovator, a decision maker, a leader, an organizer, coordinator 

of economic resources, among others. Kuratko (2009) compares entrepreneurs to Olympic 
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athletes who challenge themselves to break old records, to long-distance runners, who persevere 

through the pain of the distance, to symphony orchestra conductors, whose heavy task is to 

ensure there is melody coming from varous skills and sounds, and the like.  

2.1 Entrepreneurial Growth and Life Cycles 

Startups, Small and Medium Enterprises (SMEs), and Small, Medium and Micro Enterprises 

(SMMEs) are common terminologies used in business.  Salamzadeh & Kawamorita (2015) 

posit that a startup is a new company that fights to stay in existence. They are usually started 

when the founder(s) come up with bright ideas from identified problems or spotted 

opportunities, and continue to grow/develop the business to keep thriving. Growth is a necessity 

on the entrepreneurial journey. Alluding to the fact that growth and progressive change is 

expected of an entrepreneur and his or her venture, Kuratko (2009; p. 3) stated that “whatever 

the passion – because they all fit in some way – entrepreneurs are the heroes of today’s 

marketplace. They start companies and create jobs at a breath-taking pace”. The word pace here 

suggests progress. In the case of Ghana, are youth entrepreneurs in the nation experiencing this 

“breath-taking” pace? Is their true heroism still at the potential state? And if this is so, what can 

be done to release and support them to befit Schumpeter’s definition of the creative response, 

for example, to create jobs to help curb unemployment in Ghana. Kuratko gives an example of 

how the United States’ economy has been invigorated by the actions of entrepreneurs and how 

the world now pays attention to entrepreneurship as a model for economic development. How 

true is this? One does not need to search for a long time to see the evidence of entrepreneurship 

on especially the U.S. economy. According to Forbes (2019) the world’s top 5 most valuable 

and richest brands are Apple, Google, Microsoft, Amazon and Facebook. These are all 

companies started in the United States, by entrepreneurs who began while they were youth. The 

stories of these entrepreneurs can be summed up with a statement from Kuratko (2009), “the 

passion and drive of entrepreneurs move the world of business forward. They challenge the 

unknown and continuously create the future” (p. 3). 

2.2 Entrepreneurship and Economic Development 

Entrepreneurship has played a major role in the economic development of many nations. 

Ahortor (2009) posits that entrepreneurs drive the development process anywhere in the world. 

Desai (2011) indicates that the sudden outburst of interest in entrepreneurship has resulted in 

the high demand of research on how it relates with economic development. It is one of the most 

significant contributors in the economic development of a country (Ranjan, 2019). Emphasizing 

this significance, Hisrich, Peters & Shepherd (2017) revealed that entrepreneurship plays a key 

role in the creation and growth of businesses, and the prosperity of regions and nations. Though 

entrepreneurial ventures can start with humble beginnings, they can grow to the level where 

they create tangible economic impact in a nation. 

Naudé (2011; p. 3) believes that the point where economic development and the fields of 

entrepreneurship meet is a “challenging and potentially rewarding area of research for social 

scientists, with important implications for policy-makers, donors, development agencies as well 

as business owners and managers”. Entrepreneurship is usually given the credit for many 

positive changes in developing countries. It is usually associated with job creation, wealth 

creation, innovation and related welfare effects (Desai, 2011). Desai refers to the economic 

development interventions that failed through the 1980s, and how policymakers and researchers 

started looking for solutions and alternative means for economic diversification. 

Entrepreneurship, an unpopular approach at the time was resorted to. Writing on the positive 

impact of entrepreneurship on economic development, Ranja (2019) mentions that 

entrepreneurs who start new ventures to address market needs play key roles in promoting 

economic growth. People need access to goods and services to stay productive, thus the 

providers of such are significant actors. Both entrepreneurs who start based on market needs 

and those who start out of “necessity”, because they have no other alternatives, are vital for 

economic growth. 

Naudé (2013) however presents a diverging view on the subject, indicating that the theoretical 

and empirical cases for understanding the role entrepreneurship has on economic development 
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is not yet solid. And that evidence on whether or not entrepreneurship is a subject matter for 

economic development is not upfront. Toma, Grigore & Marinescu (2014) state that 

entrepreneurship may affect economic development positively or negatively. Ranjan (2019) 

also indicates that entrepreneurship has some negative impact on economic development based 

on two conditions; “perverse allocation towards activities that are personally profitable but 

socially destructive or unproductive; and low-quality entrepreneurship that may have negative 

externalities” (p. 90). 

2.3 Entrepreneurship in Ghana and Africa, and its Impact on Economic Development 

Modern economics investigates factors that influence economic development in countries. In 

developing economies such as countries in sub-Saharan Africa, entrepreneurship has recently 

been embraced as a high-interest area for economic development and seen as one of the key 

alternative approaches to diversifying national economies in the fight of poverty and 

unemployment. Entrepreneurship is widely resorted to because it is known to be a huge boost 

for job creation. Entrepreneurs and SME owners, and their team of employees benefit from the 

venture as it keeps them employed and gives them returns that can be beneficial to they and 

their families. Ventures that grow and scale widely with time have the tendency to employ a lot 

of people and the ripple effect on families begin to be countless. According to Omoruyi, 

Olamide, Gomolemo & Donath (2017) many academics and leaders in Africa now see 

entrepreneurship as a solution to job creation and poverty reduction hence policies are being 

developed to create an entrepreneurial economy. Boer (2015) agrees that African 

entrepreneurship is central to Africa’s future prosperity.  

2.4 Challenges Faced by Youth Entrepreneurs in Ghana & Sub-Saharan Africa 

Youth entrepreneurship - a term that simply refers to young people within defined age brackets 

who are engaged in the practice of entrepreneurship, is on the increase. Boateng, Boateng & 

Bompoe (2014) present youth entrepreneurship as a remedy to the curbing of “unemployment, 

underemployment and vulnerable employment” (p.110) in Ghana. In Sub-Saharan Africa 

though, not much is known of the young entrepreneurs, their actions, challenges and aspirations 

(Gough & Langevang, 2015). Several forces seem to exist in both developing and developed 

worlds that tends to make many of the world’s youth entrepreneurs quit along the journey when 

they cannot take it anymore. According to Attipoe (2013), when an individual makes the 

decision to begin an entrepreneurial venture/business, several challenges await in the way. 

Attipoe presents the following as typical internal and external challenges that entrepreneurs are 

bound to face on the journey; lack of capital or funds, poor management, lack of self-

management skills on the side of the entrepreneurs and their teams, poor time management, lack 

of delegation on the side of the business owners, poor team building, lack of organising skills, 

no risk assessment, competition, among others.  

Opoku (2004) presents four categories of factors that affect entrepreneurship (as cited by 

Bridges.org, 2002), which he states depict the Ghanaian case. They include; Infrastructure (e.g. 

the lack of electricity), Legal and regulatory framework (e.g. the burden that lie in 

administrative processes), Financial support (lack of access to finance) and Social (e.g. the fear 

of failure). On the subject of legal regulations, Nyarku & Oduro (2017) also posit that numerous 

tax levies from authorities is a major burden for entrepreneurs across the world. 

Bonnstetter (2013), had his firm’s research show that most serial entrepreneurs lack a number 

of skills including; self-management, planning and organizing, empathy and analytical 

problem-solving skills, which are key in the growth and scale of an entrepreneurial venture. 

Robertson (2018) also alludes that what holds entrepreneurs back from leaping forward, scaling 

and thriving in their ventures is not only the lack of the right skills they need but the lack of 

understanding of it. Advani (2006) adds that many startups use personal savings in financing 

their business. Unfortunately, Zwilling (2016) notes that most Angel investors do not want to 

be the first to invest in a startup. Mohamed et al (2015) indicated that sourcing finance from 

financial institutions come along with a lot of strict rules, requirements and procedures 

including formal agreements and monitoring directives.  
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In their survey on impediments to youth entrepreneurship, Boateng et al., (2014), whose 

respondents were youth in rural areas in Ghana said their major impediment was the lack of 

capital. 79.41% of the respondents said corruption by local authorities was affecting their access 

to resources and 50% alluded unstable and unpredictable economic environment was a huge 

factor that discourages youth to start and grow their own entrepreneurial ventures. Securing an 

office space is also one of the challenges of entrepreneurs communicated by researchers. Miles 

(2018) presents an online Office Space Calculator to help entrepreneurs know what to expect 

and Ward (2020) suggests co-working spaces as an affordable option.  

In recent times, a number of interventions have been put in place to help address some 

challenges faced by youth entrepreneurs in Ghana. For example, the Ghana government has 

established a flagship policy initiative called the National Entrepreneurship and Innovation 

Programme (NEIP). The NEIP has the primary objective “to provide an integrated national 

support for start-ups and small businesses, by focusing on providing business development 

services; startup incubators and funding for young businesses to enable them grow and become 

successful.” (NEIP, 2020 para. 2). 

 

Methodology 

3.1 Research context 

The data collection of the study was made open for Ghanaian youth entrepreneurs with 

businesses operation based in the Greater Accra, and Ashanti regions of Ghana, respectively. 

The respondents were sampled from the Accra Metropolitan Area, the capital and first major 

city of Ghana, and Kumasi Metropolitan Area, the second major city of Ghana. According to 

the 2010 population and housing census, the Accra Metropolis had a total population of 

1,665,086 people. The number of economically active persons (15 years and above) of the 

population of the Accra Metropolis constituted 70.1% of the population. The 2010 census also 

indicated that the Accra Metropolis had a total youth populace (15 – 34 years) of 709,949 people 

constituting 42.6% of the Metropolis population. The Kumasi Metropolis had a total population 

of 1,730,249 people (2010 population and housing census) which represents 36.2 % of the entire 

Ashanti Region population of 4,780,380. The number of economic active persons in the 

metropolis according to the 2010 census was 769,381. The unemployed in the Metropolis 

constituted 8.6% of the economically active persons and out of the employed persons in the 

metropolis, those who were self-employed (persons with or without employees), or persons who 

owned their own businesses constituted 59.5% (418,412 persons). 

3.2 Sampling technique and sample size 

The study targeted youths between the ages of 15 and 35 years who had seen a need in society 

and interpreted it as an opportunity and thus created a solution to meet that need. The youth 

businesses were factored regardless of age of the business (i.e. whether the business is at the 

startup phase, the growth phase, or the matured phase). A sample size of 238 youth 

entrepreneurs was used for the quantitative survey. This number was arrived at using Slovin’s 

Formula. The formula states: n = N/(1+Ne2), where n is the sample size, N is the population 

size and e is the acceptable margin of error (Ellen, 2018). An estimated number of 282,759 

people deduced from the 2010 population and housing census data as self-employed youth in 

both Accra and Kumasi Metropolitan Assemblies was used. 

Applying the mixed methods research approach implied that both quantitative and qualitative 

data were collected and analysed. The approach was chosen because the study did not only 

target youth entrepreneurs, but also other key stakeholders within the entrepreneurship 

landscape such as civil societies and non-profits whose work revolve around entrepreneurship 

(for example by providing; hub spaces, training programmes, consultancy and tailored services 

to youth businesses), as well as the unit of government that handles entrepreneurship in the 

country. Primary data was collected from all these data sources. 
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The sampling technique used for the quantitative part of the study was convenience sampling. 

Etikan (2016; p. 2) defines this technique as “a type of nonprobability or nonrandom sampling 

where members of the target population that meet certain practical criteria, such as easy 

accessibility, geographical proximity, availability at a given time, or the willingness to 

participate are included for the purpose of the study”. In this sampling method, youth 

entrepreneurs who met these criteria were considered. The 238 respondents from the Accra and 

Kumasi Metropolitan Assemblies were selected based on their ability to access online 

questions, and having businesses operating in Ghana. The criterion of accessibility to online 

questionnaires was used because of the restrictions imposed by the COVID-19 pandemic.  

For the qualitative data, purposive sampling was used. Sharma (2017; p. 751) denotes that the 

purposive sampling technique “reflects a group of sampling techniques that rely on the 

judgement of the researcher when it comes to selecting the units (e.g. people, case/organisations, 

events, pieces of data) that are to be studied”. In this non-random sampling technique, selection 

of the respondents was based on their experience and knowledge of the Ghanaian 

entrepreneurship landscape, work with the youth entrepreneurs, availability and willingness to 

participate, and the number of youth entrepreneurs within their network. The list of respondents 

selected here include; the Ministry of Business Development (MoBD) Ghana (a government 

agency), iSpace Foundation (an entrepreneurship hub), 1Billion Africa, Challenges Ghana and 

WestLion Limited (civil society organizations and non-profits that work with youth 

entrepreneurs in Ghana). 

3.3 Data collection instruments 

The quantitative method of research adopted involved a closed-ended structured questionnaire 

which was developed and programmed into a Mobile Data Collection (MDC) tool using Open 

Data Kit (ODK) Collect. The motivations for using MDC and ODK include the fact that it is 

faster and an efficient approach to data collection; it allows single data entry, reduces errors and 

the time between data collection and analysis. An electronic version of the questionnaire was 

generated and deployed online using KoBoToolbox’s Enketo platform to gather data from the 

entrepreneurs. The questionnaire was divided into four (4) sections; the first focused on the 

demographics of the youth entrepreneurs, the second on the business information, the third 

focused on the challenges (both internal and external challenges) the youth entrepreneurs face 

in their quest to scale and grow their ventures, and the fourth focused on the ways forward for 

youth entrepreneurs to grow and scale their ventures. In both challenges and ways forward, 

respondents were asked to select their degree of agreement and disagreement to a list of 

statements provided. Regarding the qualitative method of research, semi-structured interview 

guide was utilized to collect data. The guide had three (3) major questions; one solicited the 

thoughts of the respondents on the entrepreneurship landscape in Ghana, the second was to get 

the perceived challenges youth entrepreneurs with businesses running in Ghana face in their 

quest to scale their ventures and the third was to gather data on suggested ways forward to curb 

the challenges. 

3.4 Data analyses 

Analysis of the data collected was in two forms; the quantitative and qualitative method. The 

quantitative aspect of the data had descriptive statistics in the form of tables. In addition, the 

mean score rating and standard deviations were used to describe the data. Data was analysed 

using Stata 15 Statistical Package were generated using Microsoft Office application Excel 

2016. For the qualitative data, thematic analysis method was used to present the main themes 

that emerged from the in-depth profiling of key players in the Ghanaian youth entrepreneurship 

space. The thematic areas covered their views on the entrepreneurship landscape in Ghana, what 

they perceived are the challenges facing the youth entrepreneurs and their suggested ways 

forward. Some direct quotations were used to support the explanations during the discussions 

of the findings. 
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Analysis of data 

4.1 Demographic Characteristics of Entrepreneurs 

In all, 85.51% of youth entrepreneurs were between ages 25 years and 35 years, while 14.29% 

of them were within the ages 17 years to 24 years. 59.66% were males while 40.34% were 

females. On the educational background of the entrepreneurs, 86.55% were either at the tertiary 

level or had completed tertiary education, while 13.45% had up to secondary or vocational level 

of education. On marriage, 70.17% were single or had never married, 28.99% were married, 

and 0.84% of were divorced.  

4.2 Demographic Characteristics of Youth Businesses 

Majority (78%) of the youth entrepreneurs had sole proprietorship as their type of business, 

while 12% had the partnership form of business, and 10% had Limited Liability Companies. 

This finding was confirmed by an interviewee (Lead Developer at iSpace) as the commonest 

form of ownership but unfortunately associated this form of sole business ownership to the very 

reason many young entrepreneurs fail. He noted that “more than 60% of youth entrepreneurs 

tend to fail because they have this sole proprietorship mindset that they can do everything by 

themselves”. 

4.3 Location of business 

This majority (50.42%) of the entrepreneurs run a physical location, 36.13% run a virtual office, 

and 13.45% run both a virtual and physical office location. The MoBD Communications 

Specialist interviewed indicated that “the lack of an office space to operate from is one of the 

major challenges facing Ghanaian youth entrepreneurs. You cannot start your business and say 

you are running it fully in your parents’ house. It comes with its own limitations”. The 

interviewee from Challenges Group Ghana, also added that “the current entrepreneurial support 

initiatives or programmes are not decentralized enough to benefit young entrepreneurs outside 

of the big cities”. As well, the Communications Head at 1Billion Africa stated that “Government 

could play a major role in how youth businesses perform in the country. For example, in tax 

cuts and highly discounted office spaces. Many youth entrepreneurs within our network, 

especially those outside the major cities would have their huge burdens taken off if the 

government intervenes”. 

4.4 Sources of Start-up capital 

Table 1 below shows that 80.67% of youth entrepreneurs source their startup capital from 

personal savings, 13.03%, 2.94%, 2.52% and 0.84% said it was support from family, friends 

and family, grants and 0.84% took loans from Financial Institutions (FIs) respectively. The CEO 

of WestLion Limited explained that there is lack of patient capital in the system by intimating 

that “existing financial institutions, whiles their end game is the bottom in terms of growth of 

shareholder value, can also be innovative in creating financial products which can easily be 

accessed by entrepreneurs. The current products and services of financial institutions in Ghana 

now are highly inaccessible. In all cases, a collateral is required which makes it impossible for 

any early stage business with no assets to meet such a requirement.” 

Table 1  
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4.5 Profit margins of businesses (GHS) 

A large cohort of 68.07% of the youth entrepreneurs had their business profit margins standing 

at GHS1000 and/or below each month. 16.81% of them make between GHS1,000 and 

GHS2,000 per month, 6.3% of them make between GHS2,001 and GHS3,000 each month, 

3.78% of them get between GHS3,000 and GHS5,000 every month, 2.94% of them make 

between GHS5,000 and GHS10,000 per month and 2.10% get above GHS10,000 as their profit 

margins. 

4.6 Internal Challenges 

The youth entrepreneurs who responded to the survey were asked to choose from a list of 

variables potential internal challenges that affect their businesses, and to indicate their level of 

agreement or disagreement as to how each challenge was preventing them from scaling their 

ventures. The descriptive characteristics of the variables which include the mean scores and 

standard deviation are shown in Table 2 below.  

Table 2: The mean scores and standard deviation of internal challenges  

  

Lack of capital and scalability of youth businesses 

From the table above, it is shown that the highest mean score was 3.66. This indicates the level 

of agreement by the youth entrepreneurs that they have not scaled their businesses because they 

lack the capital to do so. In the qualitative study, the Project Manager & Associate Consultant 

at Challenges Group Ghana advised the youth entrepreneurs to “seek for financial support and 

invest them in the right aspects of the business to facilitate revenue gains or build traction”.  

Similarly, the lowest mean score of 1.90 indicates the level of disagreement by the youth to the 

claim that they have not scaled their businesses because they were running non-scalable 

businesses. 

Organizational Structure, Staffing, and Team Management 

From the table, a mean score of 2.16 represents the degree of disagreement by the youth 

entrepreneurs to the attribution of their challenges in scaling their ventures to the lack of 

organizational structure. A score of 2.81 showed that the entrepreneurs disagreed that they have 

not scaled their businesses because they lack the right team to do so, and a score of 2.23 reflects 

the disagreement that their team management ability does not accord them the opportunity to 

scale up their businesses. The qualitative respondent from WestLion Limited posited that “there 

is also the lack of skiled workforce needed to grow startups in Ghana. One cannot underestimate 

the importance of skilled workforce, especially at the early stages of an organization. 
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Unfortunately, due to the inability of entrepreneurs to pay highly skilled professionals, they are 

forced to rely on interns. These graduate interns usually lack the needed skill which are easily 

transferable to the world of work”.  

Lack of Skills or Capacity, Innovation and Business Drive 

The table also show means scores of 2.22, 2.32, and, 2.16 indicating the average level of 

disagreements by the youth entrepreneurs to the claim that respectively, they; lack 

skills/capacity to undertake a scale up, lack of innovation/creativity in their teams has hindered 

their ability to scale up, and lack the necessary business drive/confidence required to scale up 

their ventures.  

Financial Bookkeeping & Marketing and Branding 

Again from the table, the lack of financial bookkeeping skills, and the low levels of marketing 

and branding capacities as key factors that impede the progress of youth entrepreneurs from 

scaling their ventures, were attributed the average mean scores 2.67 and 2.80, respectively. The 

qualitative respondent from WestLion stated however that “most Ghanaian youth entrepreneurs 

are unable to scale or grow their businesses in the manner that they are supposed to due to their 

lack of deeper knowledge in their chosen area. They are mostly unable to match their skill set 

to cover the entire value chain such as marketing, research, management, finance etc.” 

4.7 External Challenges 

The youth entrepreneurs were asked to choose from a list of variables potential external 

challenges that affect their businesses, and to indicate their agreement or disagreement as to 

how each challenge was preventing them from scaling their ventures. The descriptive 

characteristics of the variables which include the mean scores and standard deviation are shown 

in Table 3 below.  

Table 3: The mean scores and standard deviation of external challenges 

 

Government Support and Market Opportunities 

From this table, the highest mean score of 3.28 depicts the level of agreement by the youth that 

inadequate support from government is preventing them from scaling. An interview from 

WestLion said “whiles the current government is seen to be creating opportunities for 

entrepreneurs, I believe there’s more room for improvement. I recommend that government step 

up into the funding space to help scale small businesses, especially following a verified fact that 

access to private capital is near impossible”. Also, the least mean score of 2.36 shows the level 

of disagreement that they have not scaled their businesses because there are limited market 

opportunities for their products/services. 
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Legal Bureaucratic Regulations, and Business Ecosystem 

The table shows the next highest mean score of 3.10 in attribution to the level of agreement by 

the entrepreneurs that the legal bureaucratic business regulations such as business registrations, 

taxations, and the like, involved in scaling up their businesses, deters them. As well, the mean 

score of 2.93 shows the level of assertiveness by the youth entrepreneurs that the 

business/entrepreneurship environment/ecosystem is not favorable and that is why they have 

not scaled up. The Communication Head at 1Billion Africa stated that “should there be; an 

environment that helps youth entrepreneurs have enough opportunities to tell their stories, go 

through shorter legal procedures, enjoy tax rebates, have access to affordable workspaces, be 

introduced to vibrant entrepreneurial networks, and get relevant certifications from Government 

made smooth and highly discounted, it would make a significant difference in the lives of the 

businesses”.  

Business Competition, and Level of Demand for Product and Services 

Lastly, the table indicates the mean scores 2.56, to show the level of agreement by the youth 

that so many business competitors exist which makes it difficult/impossible for them to scale 

up their businesses. And a mean score of 2.85 describes the level of agreement that the low level 

of demand for their products and services was the reason for their lack of scaling up their 

ventures. 

4.8 Ways Forward 

As done for both internal and external challenges, youth entrepreneurs were asked to indicate 

their level of agreement or disagreement to a list of variables which stood for ways forward to 

challenges that entrepreneurs face in their quest to scale their ventures. Table 4 below depicts 

descriptive characteristics of the variables in the form of mean scores and standard deviation.  

Table 4: The mean scores and standard deviation of ways forward 

 

Access to Finance and Shorter Processes for Business Registration 

The table presents 4.27 as the highest mean score which means that on the average, majority of 

the youth entrepreneurs indicated that getting access to finance will make them consider scaling 

up their businesses. The lowest mean score 3.38 also indicates the level of agreement by the 

youth that if the processes for registering their business were shorter or more flexible, they 

would have scaled up. 

Support System & Infrastructure, and Market Opportunities 

Also from the table, the next highest mean score of 4.32 indicates the level of agreement the 

entrepreneurs attributed to their belief that if the right support systems and infrastructure are 

available, they will be able to scale up their businesses. The qualitative respondent from 
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WestLion also stated that “in all, I believe there’s a continuous rise in youth entrepreneurship 

in Ghana. With adequate infrastructure, be it funding opportunities, governments support and 

youth driven policies, I can only foresee more momentum in youth entrepreneurship in Ghana”. 

The score of 4.06 in the table also shows the level of agreement that the presence of increased 

market opportunities for their products and services will be a factor for them to scale up their 

ventures 

Capacity Building, Networking & Tech Tools 

The table shows a mean score of 4.10, which stands for the level of agreement by the youth that 

the creation of avenues for capacity building/skills development will help them scale up their 

businesses. The Communications Specialist at Ministry of Business Development Ghana said 

“one of the ways forward for youth entrepreneurs to grow their ventures and scale up is to grow 

their own skills and capacities”. Again “in my candid opinion, I highly recommend to all 

entrepreneurs to fully learn the skills needed across the value chain i.e. marketing, management, 

finance, basic bookkeeping, leadership etc.” A score of 4.21 also aligns to the high level of 

agreement that access to entrepreneurship networks, collaborations/partnerships will enable 

them scale up their businesses. The Project Manager & Associate Consultant, Challenges Group 

Ghana advised the youth entrepreneurs to “form strategic partnerships with players in the 

ecosystem that can offer opportunities for business growth, access to market and expansion”.  

Lastly the table shows a mean score of 4.04 which represents the level of agreement that access 

to technology tools and support will help in their business growth, and facilitate their scaling 

up. One of the qualitative respondent (Lead Developer at iSpace Foundation) touched on the 

subject of tech support. He said that: “On our ecosystem, now we have over 15 innovation hubs 

across the country, of which in Accra iSpace is a tech innovation hub. We are mainly into 

capacity building and provision of tech support to individuals and startups, so we run different 

training programmes where experts take the youth through business training and business 

development; taking them though the essence of having a business model canvas, knowing your 

target market, going through customer acquisition, knowing thoroughly your business model, 

gaining customer traction and all that, as well as tech skills. So, the roles of hubs in supporting 

the entrepreneurs in our ecosystem plays a major role. So, entrepreneurs should reach out to 

hubs in their regions and gain tech and business support, etc. It is up to the entrepreneurs to map 

out what they need, and which hub can provide that.” 

 

Discussion 

It is evident that youth entrepreneurs in Ghana face varied challenges (internal and external) 

that prevent them from scaling beyond their community, region, country and continent. The 

youth entrepreneurs’ engagement mainly as sole proprietors, presents survival issues. The 

perception that working solely is unhelpful and rather serves as a threat to their existence and 

scaling up potential. Further, the youth entrepreneurs’ choice of running mainly using physical 

location should be reconsidered as suggested by Miles (2018) since that can be expensive. Other 

options like co-working space (Ward, 2020) and having online Office Space Calculator (Miles, 

2018) could be exploited to solve the office space challenge due to its affordability. In the wake 

of COVID-19 however, it can be inferred that getting a physical office location may no longer 

be the game changer for youth entrepreneurs to scale their businesses. The entrepreneurs who 

crack the code of creating a virtual office and successfully thriving in the virtual world would 

have the competitive advantage. The Project Manager & Associate Consultant of Challenges 

Group Ghana touched on an important topic in the entrepreneurship ecosystem in Ghana, that 

current support initiatives, programmes and hubs that have the potency to help entrepreneurs 

thrive are inaccessible by youth entrepreneurs in rural and underserved communities in Ghana. 

Today, COVID-19 may have presented us a rare opportunity to create an equitable virtual 

entrepreneurship ecosystem that is accessible by both entrepreneurs in the cities and rural 

Ghana. Provided there is internet infrastructure, rural youth entrepreneurs can get access to 

opportunities that can be accessed virtually such as capacity building, brand visibility, 
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mentoring and the market. The demographic data also showed an overwhelmingly high 

percentage of youth entrepreneurs stating that their startup capital was from their personal 

savings, a finding consistent with the qualitative data and reviewed literature. For example, 

Advani (2006) and Zwilling (2016) both explained that startup capital from Financial 

Institutions and Angel Investors are hard to get. There is therefore little wonder why the least 

number of youth entrepreneurs indicated that funding from FIs served as their startup capital. 

On profit margins, the analysis depicted that majority of the entrepreneurs made below a 

thousand Ghana cedis a month (about 175 US dollars). From this amount, the entrepreneurs are 

supposed to pay themselves and their staff if they do have staff members, pay their operational 

costs and invest in their business. This is discouraging and indicative of the need for support to 

youth entrepreneurship in Ghana. There is therefore no wonder that Ghana’s Minister for 

Business Development agree that most startups in Ghana fail. This substantiates the relevance 

of this study to collate all such challenges that plague youth entrepreneurship and present them 

to the relevant stakeholders for redress.  

Both quantitative and qualitative results indicate that most Ghanaian youth entrepreneurs 

believe that the lack of capital is one of the key factors hindering their scalability, a finding 

consistent with results reported by Boateng et al., (2014) who had all their respondents denoting 

that their major impediment is the lack of capital. A worrying observation is that although over 

half of the youth entrepreneurs believe their businesses are scalable, this is a major impediment. 

Even though Attipoe (2013) highlighted the lack of self-management skills, lack of delegation, 

poor team building and lack of organising skills as internal challenges, majority of the youth 

entrepreneurs indicated otherwise. To them, issues concerning organizational structure, having 

the right team and team management abilities presented no challenges to their scaling up. These 

results are uneven with both the qualitative data and sourced literature. The qualitative 

respondents emphasized that most startups lack structure, the right team members and skilled 

workforce required to scale.  

Moreover, Opoku (2004) indicated the fear of failure, and low regard for creativity and 

innovation as some of the four major categories of challenges that affect entrepreneurship.   This 

does not appear to be the case in the current study as the results on skills and capacity, team 

innovation and business drive indicate that most of the entrepreneurs do not believe they are 

deficient of them. These are probably assumed perceptions because the entrepreneurs remark 

that it is not what hinders them from scaling their ventures. This result is inconsistent with the 

qualitative data too. This again does not confirm the evidence from the work of Bonnstetter 

(2013) and Robertson (2018) who infer that the lack of self-management skills and the lack of 

understanding of the entrepreneurship journey are key impediments for entrepreneurship 

growth. This points to the need for a self-report on challenges confronting these entrepreneurs. 

Further, this study has been unable to demonstrate that low levels of marketing and branding 

capacities are hindrances to scaling up of youth entrepreneurial businesses. Although the 

qualitative data show the lack of finance bookkeeping and the need for entrepreneurs to setup 

the proper finance systems, as challenges, there is no agreement from the youth entrepreneurs.  

This conflicts the finding of Mohamed et al (2015) who posit that the lack of proper monitoring 

and bookkeeping requirements hinders entrepreneurs from accessing capital from Financial 

Institutions who have very strict rules. From the foregoing, it can be inferred that most youth 

entrepreneurs do not see themselves as the main problem or source of problems in the quest to 

scale their businesses. Rather they perceive the challenges hindering them from scaling to be 

more of an external issue than an internal one. 

Comparison of the findings with those of other studies confirms that legal bureaucratic business 

regulations such as business registrations, taxations, etc., involved in scaling up businesses is a 

hindrance to their ventures.  This finding largely supports those of Nyarku & Oduro (2017) and 

Opoku (2004) as major burdens for entrepreneurship. As much as 42.01% of the youth 

entrepreneurs indicated that they have not scaled up their businesses because the 

business/entrepreneurship environment/ecosystem is unfavorable. One unanticipated finding 

was that almost a third of the entrepreneurs were indifferent on the subject. There is thus the 
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need for researchers to probe further. However, one possible reason for this claim could be the 

fact that not all entrepreneurs in Ghana see themselves as a unit within a whole ecosystem. 

Respondents from the qualitative study strongly asserted that there is an existing unfavorable 

business ecosystem in Ghana, which hinders the growth of youth entrepreneurship in the 

country. These results corroborate the findings of a previous work on the entrepreneurship 

ecosystem in Ghana by Boateng et al. (2014) who reported that unpredictable economic 

environment was a huge factor that discourages youths to start and grow their own 

entrepreneurial ventures. Inadequate government support was noted to be one of the challenges 

preventing young entrepreneurs from scaling their businesses. The MoBD in the qualitative 

study is however, very optimistic, asserting that the situation is becoming better due to recent 

interventions from government.  This result is not surprising and appears to be one which the 

government is already working at. Hence, it accords with the objective of NEIP (n.d.) which 

has been established by the government of Ghana to provide support to entrepreneurs with youth 

entrepreneurs inclusive.  

The results further showed that majority of the youth entrepreneurs believe the level of 

competition is low hence not a challenge to scaling their businesses.  Unless the entrepreneurs 

are yet to encounter business competition, this finding is contrary to previous studies by Attipoe 

(2013) which have suggested that business competition is one of the typical challenges 

entrepreneurs are bound to face.  

Suggested Ways Forward 

Analysis from both the youth entrepreneurs and the civil society and non-profit representatives 

show the need for the right support systems and infrastructure to facilitate the scaling up of 

businesses. These results further support the idea of Opoku (2004) and Boateng et al., (2014) 

who highlight infrastructure as the first major factor affecting entrepreneurship and having a 

backing support system. As well, over half the number of the entrepreneurs indicated that if 

shorter and more flexible processors for business registration and regulations is the case, it 

would be of immense benefit to their scaling up. These assertions are consistent with reported 

results by Opoku (2004).  

Additionally, most of the entrepreneurs and the civil societies and nonprofits indicated that the 

creation of avenues for capacity building/skills development will be necessary. This, Attipoe 

(2013) supports, by advocating for capacity building avenues for entrepreneurs in Ghana. 

Similarly, the results (quantitative and qualitative) show that access to entrepreneurship 

networks and partnerships will aid in their scaling process. The qualitative respondents 

connected this with the mandate of entrepreneurial hubs and the need for more hubs. Finally, 

most entrepreneurs stated that with access to tech tools and support, their business growth would 

be at play as well as their scaling up. In the wake of the COVID-19 pandemic, it has become 

mandatory for businesses to explore how to thrive leveraging technology tools in the virtual 

world. There is the need for entrepreneurs to get access to subsidized technologies that can help 

their ventures grow. Google for Nonprofit is a good example of a tech programme or 

opportunity that presents immense value to registered NGOs in Ghana. The platform which was 

made eligible in Ghana in 2020 gives nonprofits access to free Gmail for work with free Google 

tools including 30GB storage for each team member, Ad Grants which provides free access to 

$10,000 USD worth of in-kind advertising every month for text ads., and the ability for 

nonprofits to show the impact of their work on Google Earth and Maps for free. If youth startups 

and entrepreneurial ventures can get access to such technology, it can drive their growth and 

scale in the COVID-19 era. This calls for the need for key stakeholders in Ghana’s 

entrepreneurship ecosystem to forge collaborations with tech giants such as Google, Microsoft 

and Facebook, to create access to productive platforms for youth entrepreneurs. 

Like the finding of Wiens and BellMasterson (2015), the analysis from both the entrepreneurs 

and civil society groups confirm the importance of access to finance to scaling their businesses. 

Indeed, access to funds is a lifeblood. Similarly, a greater number of the entrepreneurs also 

indicated that if there is increased market opportunities for their products and services, it will 

serve as a spring board and facilitate their growth and scale, clearly defining who an 
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entrepreneur is according to Schumpeter (1965) who intimates that an entrepreneur is the one 

who exploits market opportunity. If the assertion by Ranja (2019) is something to go by, then 

stakeholders must ensure young entrepreneurs are adequately motivated because they play a 

key role in promoting economic growth. This way, job creation and poverty reduction as posited 

by Omoruyi, Olamide, Gomolemo & Donath (2017) can be attained. 

Research implications and Conclusion 

The study set out to discover from the perspectives of youth entrepreneurs in Ghana the 

challenges, both internal and external, that impedes their ability to scale their entrepreneurial 

ventures as well as capture their perceived ways forward. Perspectives of key stakeholders in 

entrepreneurship were also captured. These findings contribute in several ways to our 

understanding of specific barriers all stakeholder groups of entrepreneurship might have to fight 

to unleash the goods that youth entrepreneurship presents to the economic development of 

Ghana. There is therefore the definite need for the below stakeholder groups; youth 

entrepreneurs, civil societies and the government to consider the below recommendations; 

Youth Entrepreneurs 

First, it is pertinent for youth entrepreneurs in Ghana to consider capacity building and skills 

development as non-negotiable necessities on their entrepreneurial journeys. They need to 

pursue skills training opportunities, events and workshops that provide enlightenment on 

business know-how, technical skills, and knowledge on the external economic factors that 

influence the business environment they operate in. This also involves finding the right teams, 

or skilled workforce, that can help advance the cause of the vision. All team members onboard 

the entrepreneurial journey must develop an entrepreneurship mindset and understanding of the 

truth about the entrepreneurship pursuit - that it is not all smooth and easy running your own 

business. During this period of the COVID-19 pandemic, it is necessary for entrepreneurs to 

quickly adapt to building virtual capacity, and relevance. Also, youth entrepreneurs must value 

and pursue mentorships. They must find mentors and coaches who are available, have the 

matching experience and align with their vision and values. They must form/join 

entrepreneurship networks with peers, to share challenges, ideas, experiences, and learnings, to 

inspire each other.  There is also the need to forge strategic partnerships with other key parties 

who have the right skills and resources to complement their efforts. 

Civil Societies and Nonprofits 

It is recommended that civil societies, nonprofits and business hubs that work with 

entrepreneurs continue to create and provide strategic opportunities that deliver essential 

services to youth entrepreneurs in Ghana. They must also help extend their services and 

interventions to the other regions of Ghana they are not operating in. Most of the hubs in the 

country, and opportunities for youth entrepreneurs are not easily accessible by the youth in 

underserved regions and communities in the country. The COVID-19 pandemic presents 

stakeholders a rather new beginning to build an inclusive virtual ecosystem that is equitable to 

all entrepreneurs in Ghana. Secondly, civil societies and bodies that has youth entrepreneurship 

entrenched in their goals and objectives must not relent in driving continuous conversations and 

dialogues on how to make Ghana’s entrepreneurship ecosystem a more favourable one. For 

example, they must work with government and financial institutions to design suitable funding 

avenues and opportunities to support youth businesses and must also forge partnerships with 

tech giants to help channel their high-value platforms and tech tools to the reach of Ghanaian 

youth entrepreneurs.  

Government and Government Agencies 

Government or units of government responsible for building and promoting entrepreneurship 

in the country must continue with their efforts to keep providing skills training and capacity 

building avenues needed across the entrepreneurship value chain, especially in the areas of 

leadership development, team management, business development, finance and bookkeeping, 

sales, and marketing. Getting heavily involved in the funding space to help grow and scale youth 

businesses, especially since access to private capital is very difficult; work with FIs and 

regulators to design funding products that are entrepreneurship-friendly; partner with global 
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tech giants to provide avenues for the youth to get access to key technological tools for business 

growth; and facilitate the engagement of the private sector in playing strategic roles in helping 

to boost youth entrepreneurship in Ghana. They must continue to facilitate the design of suitable 

policies to boost the entrepreneurship ecosystem in Ghana, which also targets underserved 

entrepreneurs. As well, they must involve the youth entrepreneurs in their decision-making 

processes and procedures to capture perspectives of the youth. This research serves as a way to 

support their effort as it has collated and presented the views of youth entrepreneurs in the 

country on their internal and external challenges as well as views of their recommended ways 

forward. 

Limitation 

The study has the following limitations. The study is limited by the use of an online 

questionnaire to for the quantitative survey. This decision, was informed by the first lockdown 

in Ghana due to the COVID-19 pandemic. In as much as an online questionnaire has the ability 

to be accessed by a larger number of people, the researcher was unable to ask respondents 

probing questions, and respondents in turn were unable to ask questions and receive quick 

clarification. Furthermore, the study was limited to only 2 out of 16 regions and just 2 

metropolitan areas were considered for the study. Challenge of distance, and internet 

infrastructure in locations that lacked them stood tall before the researcher. Lastly, the study did 

not involve corporate bodies as another key stakeholder. This presents a missing view point of 

the private sector, though they also play a major role in the entrepreneurship landscape in 

Ghana. 
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Business incubator is perceived as a tool that could be used efficiently in fostering 

SMMEs to grow, to be financially independent and sustainable. Although business 

incubators provide a set of methodical incubation processes, the sustainability and 

independence of incubatees within the business incubator is difficult to measure, as 

SMMEs suffer different challenges along the incubation value chain. The purpose of 

this study was to explore why small businesses are prone to failure risk. The study 

assessed the economic value that descends from incubation of start-ups and SMMEs. 

By employing a qualitative methodology, this study aimed at investigating the 

economic contribution by incubators in fostering small micro medium enterprises in 

the province of Gauteng in South Africa.  For this study, two South African incubators 

based in Gauteng Province were identified. This study employed four data collection 

methods: semi-structured interviews, focus group discussion, document analysis, and 

participant observation. The face to face interview technique was applied over both 

incubatees and managers of the targeted incubators. Key findings include the following 

emerging themes as key factors for the sustainability of business incubators: Training, 

Networking and access to information, Mission expectation, and Challenges facing 

business incubators. The implication of the findings on key factors necessary for the 

sustainability of incubators is that the government needs to re-examine the operating 

model of incubators with a view to amend it, to produce sustainable businesses. The 

results of this study would assist both incubator managers and policy makers in running 

and calibrating their policies respectively. 

Keywords: Incubatees, SMMEs, economic value, business incubators 

Introduction 

Entrepreneurship and innovation are widely accepted as essential sources of business success, 

high value-added job creation and national economic development (Regina & Oliveira, 2016).  

The promotion and support of Small Medium Micro Enterprises (SMMEs) is an important 

vehicle for job creation, particularly in the context of the slow growth of new employment 

opportunities taking place in large formal enterprises (Masutha & Rogerson, 2014). The South 

African government is implementing a number of tools to support the growth and success of 

entrepreneurship with the purpose of creating jobs and boosting the economy. Among these 

tools was the establishment of business incubators to facilitate integration of SMMEs in the 

mainstream economy. The services of business incubators are vital for these new companies 

(Lai & Lin, 2015). 

To reduce poverty and unemployment, South Africa government is exploring ways to  improve 

business start-ups, their survival and growth through business incubation (Lose, Thobekani & 

Tengeh, 2015). The goal of business incubators is to increase the growth prospects and the 

resultant success of start-ups, and to shorten the time and cost of establishment. This takes place 
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by providing nurturing, instructive and conducive environments that ensure their survival and 

sustainability. 

Small businesses are recognised as key drivers of economic growth and employment in South 

Africa. However, many start-ups and SMMEs do not make it through the first two years of their 

existence, despite government’s intervention through the rollout of incubation programmes. 

 

Literature Review 

The development of SMMEs is an important and strategic objective within South Africa’s 

economic policy and seek to drive economic development through entrepreneurship. Business 

incubation has emerged as a popular strategy and tool for achieving these objectives.  

Enterprises are forever grappling with ways of how to survive in an increasingly competitive 

and uncertain market (Cruz, Prates and Esteves, 2013). SMMEs can contribute to substantial 

employment and economic welfare (Lose, Maziriri & Madinga, 2016). Cruz, Prates, & Silva 

Esteves (2013) cited The National Business Incubation Association (NBIA) (2011), which 

defines an incubator as “an instrument designed to accelerate the growth and success of new 

enterprises by providing business support services and resources, p. 43”. Khalil & Olafsen 

(2010) define business incubation as the process aimed at supporting the development and 

scaling of growth-oriented, early staged enterprises. Theodorakopoulos, Kakabadse, & 

McGowan (2014) cited Morgan’s (2007, p. 155) definition as “a facility that houses young, 

small firms to help them develop quickly into competitive business.” Bergek & Norman (2008), 

cited in Baraldi & Havenvid (2016, p. 54), define it as an “organisation that supplies joint 

location, services, business support and networks to early stage ventures.”  

Hackett & Dilts (2004), cited in Theodorakopoulos et al. (2014, p. 4), called a business 

incubator “a shared office-space facility that seeks to provide its incubatees (i.e. portfolio- or 

client or tenant companies) with a strategic value-adding intervention system (i.e. business 

incubation) of monitoring and business assistance”. Theodorakopoulos et al. (2014) stated that 

most studies consider business incubators as an entrepreneurship development tool for 

economic and social development, with the underlying logic that more successful start-ups 

would enhance innovation, job creation and social cohesion. 

From the definitions above, there are themes which have been identified, as follows: accelerator; 

business support; resources; early-stage enterprises, place; and services and networking. These 

make up some of the general activities that business incubators provide. Mas-Verdú, Ribeiro-

Soriano, & Roig-Tierno (2015) also highlighted the assistance provided by business incubators 

to entrepreneurs, such as basic infrastructure, financial resources, and different types of services 

and information necessary for creating start-ups. 

Entrepreneurial orientation and practice are the foundation of the model of business incubation 

and is premised on the notion that entrepreneurs are indispensable not only to business 

incubation but also to business and economic development. 

The characteristics of sustainable entrepreneurship could be based on the following: investing 

in natural capital, a service business model, innovation and the increase of natural resource 

production with knowledge insights and capabilities to solve problems in the entrepreneurship 

process (Lose, Maziriri, & Madinga, 2016;Ravesteijn & Sjoer, 2012). 

Despite the opportunities created by entrepreneurs, it is imperative to note that these individuals 

face several challenges in running their businesses, which hinder their full contribution towards 

economic growth and development (Choto,Tengeh, & Iwu,2015).  

Despite their roles as agents of economic development, entrepreneurs are vulnerable from the 

limitation to access basic factors of production, with access to finance remaining a dominant 

constraint (Obaji, Onyemerela, & Olugu, 2015). The essence of establishing incubation centres 

is to assist entrepreneurs (the tenants or incubatees) who are housed by the incubator.  
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While small businesses enter the incubation programme with the hopes of making it, they do 

not all have the same needs. SMMEs’ personal characteristics such as adaptability, flexibility, 

imagination, and knowledge accumulation from the environment can positively affect 

performance (Albort-Morant & Oghazi, 2016). All these factors need to be considered 

independently during success or failures of small businesses. There are different measures of 

the performance of business incubators. There is no clear consensus on what constitutes an 

appropriate measure of performance for business incubators (Barbero, Casillas, Ramos & 

Guitar, 2012). 

An incubator’s size, age and local environment have an influence on its success. However, an 

incubator’s best practice is the most important determinant of its success (Ayatse, Kwahar, & 

Iyortsuun, 2017).   

Effectively, business incubation programmes seek to stimulate enterprise development through 

the reduction of their tenant’s transaction costs as resource and information costs are lowered, 

because of the business incubation services provided through interactions with SMMEs (Peters, 

Rice & Sundararajan, 2004).  

 

Data and Methodology 

The study addresses the value that incubatees derive while in the incubation environment. The 

value is mostly measured quantitatively by using measures such as sales growth, cash flow 

growth, assets growth and growth in the number of employees. These measures do not capture 

the rich experiences and effect that business incubation has on the outcome of incubatees.  

These values need to be measured first-hand and pragmatically. To understand these values, a 

qualitative research approach was adopted for this research.  The process of qualitative research 

involves emerging questions and procedures, data typically collected in the participant’s setting, 

data analysis inductively building from particulars to general themes, and the researcher making 

interpretations of the meaning of the data (Creswell, 2014). This allows the researcher to explore 

the significance and to understand the context and relevance. 

The population of study includes business incubator management and the incubatees. This study 

employed non-probability sampling. The technique identified the developing contexts that 

characterise key subjects or themes in the study. 

For this study, two South African incubators based in Gauteng province were identified. The 

researcher sought permission from the incubators to conduct the research and most importantly 

to use their database of SMMEs.  

The following are the research questions for the study: 

What are the key factors of efficient and sustainable business incubators? 

How effective is the evaluation process of the success of the business incubators? 

Are business incubators an effective tool to fostering SMMEs? 

What are the factors that sustain SMMEs from the incubation environment? 

The sample size for the study is comprised of 20 people consisting of 12 SMME owners / 

managers who are in the incubation programme, and 8 managers, including the CEOs of the 

two incubators. 

This study employed four data collection methods: semi-structured interviews, focus group 

discussion, document analysis, and participant observation.  

The semi-structured interview was administered to the participants in this research: incubator 

CEOs, business incubation and business development managers, and small businesses 

(incubatees) of the two companies. The interviews covered key areas that capture various 

elements relevant to the research.  
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The secondary data was obtained from different organisations. The data gathered between in 

the period 18 June 2017 and 30 June 2017, including one focus group, with the aim of collecting 

data simultaneously. Observations were also covered, as the researcher arrived early to the 

meeting.  

 

Results and Discussions 

The findings from incubatees and the incubator employees are presented in this section. 

Figure 1 below provide an overview of the themes emerging from the interviews. 

 

Figure 1 Theme Development Frequency (incubatee interviews) 

Key factors of efficient and sustainable incubators 

The study conducted two types of interviews: the first series of interviews focused on employees 

of the incubators, while the second series of interviews focused on the incubatees. The study 

found that several factors were critical to the sustainability of incubators. Key to the efficient 

running of the incubators was the provision of structured training that addressed the needs of 

each group of incubatees as they progressed in their three-year incubation period.  

The interviews achieved a 100% response rate on the importance of training of the incubatees.  

Training was the most popular service for incubatees and was also the most popular service that 

employees rendered with less challenges. Figure 2 below shows training modules that 

respondents received. The importance of a training module is denoted by its popularity (its 

frequency, the numbers in the chart). The higher the number, the more popular that module was 

among the incubatees.  



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   77 

 

 

Figure 2 Frequency of Training Modules (incubatee interviews) 

Figure 2 also shows that even though there were only 12 respondents, some training modules 

were mentioned by all respondents, clearly indicating their popularity. The training modules 

that were most important to the incubatees were financial management and ISO 9001, each 

having been mentioned by all the 12 respondents. Creation of bankable business plans came 

second in importance. Bankable business plans were most popular with incubatees nearing 

graduation as incubators put them through the weaning process for them to be able to support 

their own businesses in the real world.  

The structure of the training was important to avoid offering the same modules to the same 

incubatees as they progressed. Duplication of training was cited as one of the weaknesses of the 

incubators. The successful provision of training was strongly supported by the availability of 

resources such as funding, raw materials, and modern and automated manufacturing plants.  

Resources are required to support the business, especially in the early stages of formation, for 

example, employing better qualified and experienced trainers. Incubatees played a pivotal role 

in creating employment in the economy, their limitation to accessing basic factors of production 

was an impediment to the sustainability of their businesses (Obaji et al.,2015). This means 

incubators can only provide minimal training because of their limited access to factors of 

production. As a result, graduates would not be fully equipped to sustain themselves when 

running their businesses.  

Further, it was noted that the recruitment model for incubatees needed to be changed. Most of 

the employees were of the view that the incubator recruitment model was not aligned to 

recruiting aspiring individuals who had entrepreneurship at heart. Employees stated that the 

model needs to be changed so that they attract dedicated and committed incubatees. 

Uncommitted incubatees needed to be identified and dropped at recruitment level. This 

sentiment came out of the employee responses, as they felt most incubatees were either 

uncommitted or lacked appreciation of long-term learning for the benefit of their own 

businesses. The incubator managers felt that they were being pushed to meet numbers set, 

simply to satisfy national goals. What they sought was to provide end-to-end guidelines in 

entrepreneurship, guiding undergraduates they knew had the zeal and passion. 

The employees on managerial levels felt that they needed more decision-making power to run 

the incubators better. Managers needed to be able to create their own budgets and to use the 

financial resources in a way that benefited the incubator and incubatees the most. Incubators 

should be able to configure the assistance they render to entrepreneurs in order for them to 
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remain relevant as economic springboards for young entrepreneurs (Mas-Verdú et al.,2015). 

Incubators can only do so if they have the decision-making power, of which managers felt they 

were currently deprived. Referring almost all decisions to off-site authorities frustrated 

numerous managers, who decried the process as an impediment to the smooth running of the 

incubators. 

Provision of quality training was found by both employees and incubatees to be the most critical 

to the sustainability of incubators in Gauteng province. Such training was central to the 

sustainability of incubators to remain relevant to their stakeholders. Incubatees felt that training 

needed not only to be structured but also relevant to various groups of incubatees at various 

stages of the graduation process. Incubatees noted that some of the courses were repetitive, 

which means proper and progressive curricula need to be developed to support the learning 

demands of the incubatees. Quality training was the foundation of business skills that enabled 

them to successfully pitch for and negotiate business deals leading to their competitiveness. 

Closely linked to the provision of quality training was the availability of multi-skilled and 

experienced trainers that could better respond to issues raised by incubatees. Managers stated 

that at times they felt they did not have the requisite skills and business experience to respond 

to challenges faced by incubatees. Without adequately trained and experienced trainers, 

incubators will be left with many unresolved challenges facing their businesses. 

Another key success factor for the efficient running and sustainability of the incubators was the 

provision of manufacturing space, as it was mentioned that there was a general shortage of 

manufacturing place. The incubators that had manufacturing plants had to request incubatees to 

adhere to strict rosters, which in most cases left them with little time to manufacture. 

Manufacturing plants that catered for more incubatees for longer time was the panacea to this 

challenge. Manual processes were also cited as time and material wasting. Incubatees 

complained that because of manual processes, they spend a lot of man-hours preparing the 

manufacturing plants for their line of production, and then spend more time cleaning up and 

readying the plant for others, thereby reducing targeted output. 

Evaluation process of the success of business incubators 

Respondents were asked questions such as, how is success measured in the incubator; Number 

of Jobs created by the incubator over the past three years; and Are you happy with the number 

of jobs created? The study found that most managers did not know whether to say their 

incubator has been successful or not because they did not have a metric for measuring their 

success. This was not a requirement to measure if they were successful in their mission. Where 

some statistics were provided, there was no proven methodology to support the purpose of these 

statistics and whether their collection has been reliable and valid. In one incubator, employees 

stated that the incubator has been successful, judging by the number of repeat clients incubatees 

were serving. The manager loosely stated that positive bank balances, products on retailer 

shelves and incubatees having their own manufacturing space were some of the metrics that she 

looked at to measure success. However, no records were kept supporting these claims. 

In another incubator, the manager stated that he had devised his own measurement criteria based 

on, (1) how turnover of the incubatees has grown while on the incubatee programme, (2) the 

number of jobs created while on the programme, and (3) the number of those graduates that 

survived the first two years in business after graduation. The recording keeping for these 

measures were not strict and this affects the reliability of these measures. Measuring the efficacy 

of business incubators remains a challenge for policy makers and in some of the cases where 

efficacy was measured, it was to suit the interests of a particular set of stakeholders (Barbero et 

al., 2012; Pompa, 2013). It is not surprising that some of the incubators were under pressure to 

recruit any incubatees into their programme to reach a certain target. The success of the 

incubators depends on the quality of the intake of the incubatee and the measurement tool for 

success of the incubators. There is no consensus on defining success in terms of quality and 

efficiency measures for incubators (Theodorakopoulos et al., 2014). 
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Business incubators as an effective tool to fostering SMMEs 

Incubatee interviews revealed that 67% of them (eight incubatees) had been misinformed about 

the assistance they could get from incubators. 72% of the ‘misinformed’ respondents expected 

funding for their new businesses; 16% came to the incubator seeking assistance with immediate 

product testing, and 12% believed they had a marketable product and needed the incubator to 

assist with access to the markets. One respondent explained that they did not need the business 

training that the incubator offered, but seven of the eight respondents later discovered that they 

needed the business training.  

The respondents of both interviews revealed that incubators were an effective tool of fostering 

SMMEs and employment creation. While success rate statistics were not readily available, 

managers stated that several of their incubatees were engaged in contract manufacturing work 

for larger manufacturers. This finding was consistent with that of Obaji et al. (2015), who 

observed that when there are many SMMEs in the locality, there was a tendency for many 

people to be employed by these businesses which have been standing on their own. 

This study also found that collaborations with big businesses through incubators foster the 

viability of SMMEs. Government funding was becoming a challenge, incubator managers were 

working on supply chain plans with established organisations such as Merk, AECI and Sibanye 

Gold to foster sustainability of small businesses. It was also found that such collaborations were 

not restricted to the contracting of big businesses only, but that incubatees were free to create 

new markets for themselves whenever they could. This was necessary to encourage 

entrepreneurial innovation within their businesses. Kuratko (2013) established that 

entrepreneurs were innovators who recognise and seize opportunities and convert those 

opportunities into workable ideas by adding value through time, effort, money, or skills. This 

kind of engagement with established businesses fosters SMME growth and sustainability 

through innovation. 

Although there was no record of failed and successful incubatees from the incubator managers 

that were interviewed, these economic centres still had a sizeable number of incubatees under 

their programme, for example, Chemin had 205 incubatees in 2017. This indicates that business 

training is reaching many potential entrepreneurs who could go on to become successful 

entrepreneurs. Empowering them with business knowledge is one of the objectives of the 

programme. This study found that imparting soft skills such as business knowledge and 

management skills, business awareness and client networking, was effective for incubators and 

made the incubatees better businesspeople. This finding was consistent with that of Stephens & 

Onofrei (2012), who found that although soft skills were difficult to measure; their contribution 

to the success of the SMMEs can never be underestimated.  

Factors that sustain SMMEs from the incubation environment 

The incubation environment is a platform upon which incubatees can accumulate business 

knowledge and experience. This study found that continued networking was the most critical to 

the survival of SMMEs post-graduation. The study also found that akin to networking was the 

need to have a reference point in the form of mentorship, as most of the time SMMEs face the 

real world alone. This finding was consistent with that of Mas-Verdú et al. (2015), who found 

that the assistance provided by business incubators to entrepreneurs such as basic infrastructure, 

financial resources, and different types of services and information was critical for start-ups. 

Mas-Verdú et al. (2015) did not mention post-incubation SMMEs; however, in this study it was 

found that even graduates of the incubators still need assistance in various forms to face the 

world. 

The implication is that authorities are better off weaning off graduating SMMEs in a phased-

out process. This might affect small businesses that have not learnt to stand on their own to 

survive in the real world. This explains the low number of success stories as reflected in the 

interview responses. Graduates who were left on their own felt that lack of funding was a major 

obstacle to their sustainability. 
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Quick turn-around response when funding is requested was also found to be one of the key 

success factors that aided SMMEs sustain their businesses. With the knowledge of how to create 

business and marketing plans, incubatees still felt that turn-around times for funding requests 

were protracted, a factor which affected their ability to take up opportunities.  

Lack of opportunities or business development was cited by most respondents as a factor that 

contributed to their demise once they leave the incubators. Some managers believe that the 

sudden absence of incubator support they had enjoyed for the past three years while in the 

incubation programme was sometimes overwhelming. 

To overcome the challenge of the absence of incubator support, managers thought that forming 

manufacturing hubs or cluster hubs to serve one big established manufacturer or retailer was an 

example of how SMMEs may sustain their businesses. These manufacturing hubs or clustering 

are important for SMMEs to share ideas, opportunities and equipment (Masutha & Rogerson, 

2014). 

Challenges affecting business incubation 

Seven out of twelve respondents, representing 53% of all respondents, mentioned that several 

challenges were affecting the running of the incubators, which were in turn impacted their 

ability to meet their set objectives. Incubatees felt that protracted responses from product testing 

centres, SABS and other related third parties was the biggest challenge to their progress. The 

respondents indicated that inconsistent feedback negatively affects their planning. No 

intermittent feedback was given once the incubatees had submitted their request for assistance.  

42% of the respondents decried the lack of adequate expertise by the incubator staff as they 

tried to assist. This was attributed to their lack of practical experience in running businesses. 

38% of the respondents felt that there was repetitive training which did not augur well with their 

business progress. They responded that they were looking for structured, tiered training levels 

that would allow a noticeable knowledge input into the progression of their businesses. 

Incubatees felt that lack of technical competences in the employees made them repeat the same 

aspects of the training. 86% of the employees concurred with most of the challenges, especially 

that of training and lack of technical competences. Employees also felt that low funding 

overstretched resources in order to satisfy recruitment targets set at national level. This 

hampered their capability to offer quality service. Further, employees noted that there was 

misalignment of the funders’ purpose with the incubators’ mission, which made provision of 

quality service difficult. 

 

Conclusions 

Several themes on business incubation for SMEs emerged from this research. Training modules 

remained one of the most valuable key success factors for the efficient and sustainable running 

of the incubators. After acquiring proper training, incubatees were looking for extensive 

networking to grow their businesses. For this reason, the Networking theme also proved to be 

a key success factor as a fall-back position that incubatees relied on post the incubation 

programme. The study revealed that both incubators involved in this study did not have a formal 

evaluation process for success.  

The implication of the findings on key factors necessary for the sustainability of incubators is 

that government needs to re-examine the operating model of incubators with a view to amend 

it, to produce sustainable businesses. To do that there are several critical factors which, if 

provided for adequately, will improve the sustainability and efficient running of the incubators. 

The implication to policy makers is that there currently exists a gap between efficient running 

of the incubators, what they are graduating and what they are meant to graduate. There is a need 

to align the operating model of the incubators with their mission and vision in order for them to 

remain economic hubs able to sustain job creation. Continuous communication with current 
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incubatees, as well as postgraduates, will enable policy makers to deal with some of these key 

factors that are affecting the efficient running and sustainability of incubators. 
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CHINESE INVESTMENT IN THE AFRICAN 

CONTINENT: AN ANALYSIS OF THE DETERMINANTS 

OF CHINESE FDI IN AFRICA. 
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BHATHU-BABAJEE R 
GOPY-RAMDHANY N 
University of Mauritius 

The “Chinafrica” relationship has recently been the focus of several international 

political discourses, whereby the motives behind recent breathtakingly fast upsurge of 

Chinese FDI in the African continent is being questioned. Hence, the purpose of this 

study is to analyse why China has been exponentially investing into Africa and it 

examines the determinants of Chinese FDI in Africa. The conceptual model is based 

upon the UNCTAD framework of FDI and the investigation is carried out using a 

balanced panel data from a sample of 25 African countries over the period 2005-2015. 

To account for the existence of dynamism and endogeneity in the FDI modelling, a 

Panel Vector Error Correction Model is employed accordingly and this framework also 

allows for both short-run and long-run analysis. The findings show that market size, 

resource availability, infrastructure and the Belt and Road Initiative were all positively 

significant in explaining the Chinese investment in Africa in the long run, whereby the 

BRI has the most substantial impact. Moreover, in the long run, it was found that less 

control of corruption was significant in attracting more Chinese FDI, while there exists 

no relationship between trade openness and FDI. The VECM results also demonstrate 

that FDI is dynamic in nature, implying that previous year’s Chinese FDI affects the 

current year’s Chinese investment in Africa.  

Keywords: Foreign Direct Investment (FDI), Chinafrica, VECM Framework,  

INTRODUCTION 

Over the years, globalisation has boasted the level of foreign investments all over the world, 

whereby new international relationships were born while the majority of the historical ones 

were strengthened. One particular historical international relationship that strengthened, 

politically and economically, is the China-Africa relationship. Yet, the recent upsurge of 

Chinese Foreign Direct Investment (FDI) in the African continent is unprecedented, as Africa 

is currently the third largest FDI destination for China. In 2003, Chinese FDI stood at US$ 

74.9m in Africa. One and a half decade later in 2018, this has increased to a staggering US$ 

52Bn. In 2018, during the Forum on China-Africa Cooperation, Chinese President, Xi Jinping, 

declared that his nation would be investing US$ 60Bn in Africa, by 2022. This is in addition to 

the already promised US$ 60Bn, which were invested between 2015 and 2018, mainly by 

private Chinese investors, in 53 out of the 54 African countries. This strong international 

investment relationship is popularly referred to as “Chinafrique” in Africa, as China’s 

investments are highly welcomed and supported by African leaders.  

“Chinafrica” plays a key role in improving infrastructural facilities though better transport, 

roads, water and electricity supply, boosting productivity by providing capital equipment as 

well as advanced trainings to workers, and raising the Africans’ living standard. The Economist 

stated that without China’s consequential involvement in Africa, millions of Africans would 

still be living under conditions of extreme poverty. Additionally, Chinese investments helped 

several African leaders to maintain their political power, such as in Kenya, whereby the Chinese 
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enterprises’ employment potentials were used into the leader’s political agenda. Furthermore, 

Africans appreciate the fact that Chinese investment comes with “no string attached”, compared 

to Western countries. African think that China sees them as equal business partners, whereby 

the Chinese authority does not impose any restrictions upon Chinese firms against investing in 

African parts where there are human rights issues, child labour or environmental scandals. 

Consequently, it became an important issue in the international political discourse, questioning 

the motivations behind such Chinese investments, and their political and economic 

consequences upon Africa’s development. Former US Secretary of State, Rex Tillerson has 

cautioned African countries to be very vigilant when considering agreements with China and 

not to endanger their political and economic freedom in the process. The EU warned the 

continent about the potential implications of China’s diplomatic Debt Trap, which could be 

crowding out the African industries (BBC NEWS, 2018). The debate around China practicing 

neo-colonialism by hooking African economies with “easy money” gained even more 

momentum after the debt crisis in Zambia and Djibouti, whereby both nations’ sovereignty has 

been endangered.  

However, China has perpetually defended its growing engagement in Africa. Liu Kun, China’s 

current Minister of Finance, quoted that “China is investing in Africa to make money, that’s 

what Africa wants too- the challenge is to make it sustainable and not just for the elites” (Staden, 

2018). In a study conducted by Mckinsey (2018), it was indicated that there are over 10,000 

Chinese firms in Africa, among which more than 90% represent private entities, depicting that 

Chinese investments are mainly private companies, responding to market signals. Moreover, 

China says that its involvement in Africa is an important factor in its quest of becoming a 

developed country, as it benefits from Africa’s growth, whereby in the recent years, five of the 

world’s ten fastest growing economies, are Africa countries. Also, China considers Africa as a 

key element for the success of China’s Belt and Road Initiative (BRI).  

In 2013, China introduced the BRI, with the vision to develop and innovate on new overlanding 

maritime corridors, which would promote trading opportunities between the Chinese market 

and other parts of the world. It would connect 65 nations in Asia, Europe, Middle East and 

Africa, involving approximately 63% of the global population, with China at the centre. While 

few people would connect it to Africa, yet, 40 out of the 56 African countries have already 

entered into some form of memoranda of understanding and agreements on the BRI. In 2018-

2019, Xi Jinping visited all 40 African countries involved, whereby transport and port 

constructions projects such as highways, railroads, metros and harbours, were proposed to them 

to develop the BRI in the African region (Li, 2018). Hence, with the Chinese government 

investing large amounts in Africa, Chinese investors from the private sector are also being 

encouraged to invest in Africa. 

While there exists a relatively good amount of literature on the determinants of FDI in Africa 

in general (see Lucas, 1993; Guisinger, 1995, Morisset, 2000, Asiedu, 2002, 2006, and more 

recently Sane, 2016), studies focusing on Chinese FDI to Africa has been more scant. The few 

studies identified natural resources, stock of human capital, infrastructural facilities, domestic 

market size, openness, political instability and labour cost as potential determinants (see Wahid, 

2008 for the case of a sample of 20 African countries; Claassen, 2012; Breivik, 2014 based on 

sample panel data of 49 African countries; Ross, 2015 in his study of 8 African countries and 

more recently, Gandhi 2019 for a dataset of 20 African countries. However, these studies often 

ignored the dynamic nature of FDI and analysed the determinants with a rather limited time 

span.  

The purpose of this study is therefore to analyse why China has been exponentially investing 

into Africa, by examining the determinants of Chinese FDI in Africa. This study focuses on the 

classification of determinant variables of FDI provided by the UNCTAD framework of FDI, 

through a comparative analysis on the impact of market size, resource availability, trade 

openness, infrastructure, corruption level and the BRI on Chinese FDI in Africa. The main 

objective of this study is to analyse the main long and short term determinants of Chinese FDI 

in Africa and it also looks at the impact of the BRI on Chinese FDI in Africa. The research is 
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based on a sample of 25 African countries for the period 2005 to 2017 and employs rigorous 

dynamic panel data analysis, namely a Panel VECM, to account for the possible existence of 

dynamism and endogenous relationship in FDI modelling. This study thus supplements the 

scarce existing empirical literature on the determinants of Chinese FDI in Africa by, i) using a 

more recent and a larger panel dataset, ii) by considering more potential determinants and iii) 

by also accounting for dynamism and potential endogenous relationship in FDI modelling. 

The rest of the paper is organised as follows: section 2 discusses the methodology and elaborates 

on data analysis and interprets the findings while section 3 concludes.  

Research Methodology and Analysis 

Regression Model 

The regression model used in this research study is motivated by availability of data and prior 

diligent studies carried by Asiedu (2002), Breivik (2014) and Wakyereza (2017). This study 

focuses on the UNCTAD framework of FDI determinants, whereby it classifies the five major 

determinant variables of inward FDI, namely (1) Market-related economic determinants, (2) 

Resource-related economic determinants, (3) Policy variables, (4) Efficiency-related economic 

determinants and (5) Business variables and each determinant variable shall be represented by 

a relevant proxy. The proxies used to represent each classification of UNCTAD’s determinant 

variables of FDI are (1) market size, (2) resource availability (3) trade openness, (4) 

Infrastructure facilities and (5) corruption, respectively. Moreover, a dummy variable has been 

included, representing the Chinese BRI, to access its impact in determining Chinese investment 

in Africa. Thus, the function formulated to analyse the relationship between Chinese FDI in 

Africa and the market size, resource availability, trade openness, infrastructure, corruption and 

the BRI is as follows:  

𝑭𝑫𝑰 = ƒ {MSIZE, RES, TOPEN, INFRAS, CORR, BRI} --------- (1) 

Where, 

FDI: Chinese FDI in Africa; MSIZE: Market Size; RES: Resource Availability; TOPEN: Trade 

Openness; INFRAS: Infrastructure facilities; CORR: Corruption; BRI: Belt and Road Initiative 

Data sample   

This study uses an annual secondary dataset, consisting of a balanced panel dataset of 25 

African1 countries over a 13 years time period (based on data availability), starting 2005 to 

2017, with a total of 325 observations.  

Description of Variables 

Chinese investment in Africa (FDI) shall be measured through the Chinese FDI stock in African 

countries over the host country’s GDP (see also Adeisu (2002) and Goospeed (2006). Market 

size (MSIZE) is measured by the real GDP per capita of the host country, representing the total 

national output per head in the country, adjusted for inflation (Tsai (1994), Loree and Guisinger 

(1995), Wei (2000) and Wahid (2008)). The proxy used to measure natural resource availability 

(RES)is the sum total of oil, natural gas, coal, mineral and forest rents as a percentage of GDP 

(Warner (1995), and Aseidu (2002). Trade openness (TOPEN) is measured by trade as a 

percentage of GDP, which is calculated by dividing the total flows of exports and imports over 

GDP (Kandiero and Chitiga (2006) and Wahid et al. (2009). For this study, infrastructural 

facilities’ proxy shall be the number of mobile phones per 100 people. This is in accordance 

 

1 The 25 African countries considered in the sample section are; Angola, Algeria, DR Congo, 

Republic of Congo, Egypt, Ethiopia, Gabon, Ghana, Guinea, Equatorial Guinea, Kenya, 

Liberia, Madagascar, Mali, Mozambique, Mauritius, Namibia, Niger, Nigeria, Sudan, South 

Africa, Tanzania, Uganda, Zambia and Zimbabwe. 
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with the efficiency-related FDI determinants, used in the UNCTAD frame. The proxy used for 

Corruption is the control of corruption index, whereby the index ranges from +2.5 to -2.5. The 

closer the index to +2.5, the better is the public perception that corruption is tackled or mitigated 

in the country; thus less corruption (Wie (2000) and Agostino (2016)). The BRI aims at 

improving connectivity and boost trade activities and investments throughout BRI countries, 

through infrastructural investments. Moreover, it is important to note that while the BRI was 

formally introduced in 2013, yet, as per the Brookings Institution, in 2012, infrastructural 

developments such as railways and harbours in African countries for the Maritime path of the 

BRI had already started. This explains why occurrence year started as at 2012 in this study IBRI 

is measured as a dummy variable). Moreover, the AEIS (2017), through a detailed summary of 

China’s OFDI, shows that since the introduction of the BRI, there has been an increasing 

investment flow in construction projects in BRI countries, both by the Chinese authority as well 

as by private investors. The infrastructural projects such as railways, roads, ports and water 

supply that Chinese government invested in African BRI countries has played a positive role in 

encouraging private Chinese investors to invest in Africa.  

Data were made available from the World development indicator except for Chinese FDI to 

various African countries, which were compiled from the China Statistical Yearbook: "Overseas 

Direct Investment by Countries or Regions" 

The econometric version of model (1) in logarithmic form2 is as follows: 

𝑳𝑶𝑮 𝑭𝑫𝑰𝒊𝒕 = 𝜷𝟎 +  𝜷𝟏𝒍𝑶𝑮 𝑴𝑺𝑰𝒁𝑬𝒊𝒕 +  𝜷𝟐 𝑳𝑶𝑮 𝑹𝑬𝑺𝒊𝒕 +  𝜷𝟑 𝑳𝑶𝑮 𝑻𝑶𝑷𝑬𝑵 +
𝜷𝟒𝑳𝑶𝑮 𝑰𝑵𝑭𝑹𝑨𝑺𝒊𝒕 +  𝜷𝟓 𝑪𝑶𝑹𝑹𝒊𝒕 +  𝜷𝟔𝑩𝑹𝑰𝒊𝒕 + 𝜺𝒊𝒕------ (2) 

𝛽0 refers to the constant term while 𝛽1 − 𝛽6 symbolises the parameters for the exogenous 

variables. The other symbols in the equation include 𝜺𝒊𝒕which represents the random 

disturbance term, 𝒊 referring to the country while 𝒕 represents the time period. 

This paper employs dynamic panel data analysis given the dynamic nature of FDI modelling, 

particularly the fact that past FDI can influence current level of FDI due to word of mouth and 

also increased confidence of current investors (Khadaroo and Seetanah, 2009). Moreover, there 

also exists the possibility of endogenous relationship. Accordingly, a Panel Vector 

Autoregressive model (PVCEM) will be used and it takes into account the above issues.   

Analysis 

Unit root tests (Levin, Lin and Chu (LLC) Test, Im, Perasan and Shin (IPS) Test and 

Augmented-Dickey Fuller (ADF Test) were conducted to test the stationarity of the data 

whereby at level, the tests indicated that the variables were non-stationary. Hence, the tests were 

performed at first difference with an automatic lag length selection using the Schwartz Info 

Criterion (SIC). The results indicated that the variables were stationarity at first difference (I 

(1)). The Pedroni and Kao panel co-integration tests (The Panel and Group PP-Statistic 

alongside the Panel and Group ADF Statistics tests) and Kao Residual Co-integration Test 

confirmed the presence of co-integration among the variables. A Vector Error Correction Model 

(VECM) was subsequently estimated and both the long and short run estimates are presented in 

what follows. 

Long-run Dynamics 

The estimation of the long run coefficients are summarised in table 6 below. 

Table 2: Long-run results of the VECM model 

Variables Coefficient T-Stat 

 

2 Logs were introduced on both sides to transform the variables to their natural logarithmic 

form, in order to diminish the impact outliers might have upon our data and normalize our data 

distribution as well as for ease of interpretation. 
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LOG FDI 1.000000   

LOG MSIZE 5.462947 3.55435*** 

LOG RES 7.848415 1.94317* 

LOG TOPEN -3.694105 -1.08417 

LOG INFRAS 8.234114 3.21340*** 

CORR -9.415047 -1.77011* 

BRI 34.50642 8.36521*** 

Source: Author’s computations 

Level of significance: *(10%), ** (5%), *** (1 %) 

Market Size 

Market size is a key determinant in attracting Chinese FDI in Africa as the findings show a 

positive and significant relationship with FDI, whereby it demonstrates that a 1% growth in 

African GDP per capita would boost its Chinese FDI by 5.5%. This is in line with Hymer, 

Dunning’s Eclectic theory and UNCTAD framework, which elaborate that firms seek for FDI 

destinations with larger market prospects in order to have a much bigger consumer base, as they 

are not looking for niche markets (Agiomirgianakis, 2004). Hence, our findings indicate that 

Chinese FDI in Africa is market-seeking FDI. Furthermore, Duanmun (2006) reports that 

Chinese firms have been heavily engaging in FDI for market-seeking motives based upon the 

greater economic returns that growing markets signifies (Demirhan, 2008). Moreover, the 

works of likes of Erdal (1982), Barrell (1997), and Akpan (2014) confirm the validity of our 

findings. Ross (2015) showed that GDP and real GDP per capita are significant in attracting 

more foreign investment in Africa. Similarly, Loree and Guisinger (1995) and Wahid (2008) 

confirmed the positive and significant relationship between real GDP and FDI inflows in Africa. 

Resource availability  

Due to the deficiency of required capital and expertise in the African extraction industry in 

terms of oil, precious stones and so on, foreign investors with natural resource-seeking motives 

are called upon to bridge the gap in Africa, whereby higher returns are available as well 

(Kinyondo, 2012). This is confirmed by the findings of the present study, whereby there is a 

positive and significant link between the total natural resources rents (% of GDP) and Chinese 

FDI in Africa. This reports Chinese investors undertaking resource-seeking FDI, which aligns 

with Dunning's eclectic Paradigm and UNCTAD framework, as the results indicate that a 1% 

rise in the African natural resources (% GDP) would boost Chinese FDI by 7.8%. Chinese 

investors are willing to tap-in countries which can supply the necessary oil and other natural 

resources (with the aim of remaining a global superpower), for example Chinese investors have 

invested heavily in Angola, Democratic Congo, Nigeria and Congo. 

The result is in line with the results of Warner and Sachs (1995), Aseidu (2002) for African 

case, Kinoshita and Campos (2004) and Sichei and Kinyondo (2012). Ross (2015) also shows 

that Chinese FDI is positively and heavily influenced by the African natural resource 

endowments as he suggests that Africa has gained greater prominence on the Chinese agenda 

due to China being increasingly reliant on energy in order to satisfy its extensive domestic 

consumption of energy resources for production uses. 

Trade Openness  

Trade openness of African countries fails to provide such an impact on Chinese FDI as per our 

findings, with a reported negative yet insignificant relationship.  Evidences through the “tariff 

jumping” theory suggest that if FDI is market seeking, as it is the case from the findings, then 

openness is likely to discourage foreign investments (Blonigen, 2005). Chinese investors are 
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looking for markets that are yet to be exploited; they are seeking to tap-in countries with trade 

barriers, where they can be pioneers.  

The effect and impact of openness on FDI depends on the type of FDI (Asiedu, 2002). The 

insignificant relationship between trade openness and FDI is supported by the studies of 

Kandiero and Chitiga (2006) and Tsaurai (2015). Ross (2015) also reports a negative and 

insignificant relationship between Chinese inward FDI and African trade openness and explains 

Chinese FDI to be resource and market seeking, within closed boundaries, increasing the 

probability of greater economic benefits.   

Infrastructure  

A major obstacle in attracting FDI in African countries has been their poor infrastructural 

facilities (ODI, 1997).The results confirms that there is a significantly positive relationship 

between infrastructure and Chinese FDI in Africa. This aligns with the UNCTAD framework, 

which emphasizes on the importance of well-developed communication infrastructure to reduce 

the investors’ costs and improve efficacy and efficiency in business activities, which would 

ultimately attract more foreign investment in Africa. The results are also in line with several 

empirical studies, such as Wheeler and Moody (1992);Sun (2002); Asiedu (2002)) and Ross 

(2015), whereby the latter indicates that private Chinese investors have been reluctant to invest 

in Africa’s countries, which are notorious for inadequate and poor infrastructure. Moreover, 

Demirham (2008) reported that Chinese companies emphasize on the infrastructure of the host 

country, since proper infrastructure helps boast productivity and protect investments. Hence, as 

international standards deem Africa’s infrastructural facilities as relatively weak, those which 

have been able to provide proper infrastructure, were able to attract Chinese FDI. 

Corruption  

Corruption is another factor of crucial importance in the determination of FDI, yet this study 

highlights its significance in a different way. According to the results, control of corruption in 

Africa has a negative relationship with Chinese FDI, whereby control of corruption is likely to 

discourage Chinese FDI. This implies that Chinese FDI is attracted to the corrupt African 

countries, whereby as the control decreases (equivalent to corruption increasing), Chinese 

investments in Africa also increases. For instance, Zimbabwe, Zambia, Republic of Congo and 

Liberia form part of the African countries, which received the largest Chinese FDI as per the 

measurement of Chinese FDI stock over GDP while they were simultaneously amongst the most 

corrupt African countries in the sample.  

Chinese investors support the famous grease hypothesis, whereby “speedy” or “greasy” money 

accelerates the movement of transactions and activities in Africa. It eases the bureaucratic 

pressures and encourages ease of doing business for those who can afford to bribe. Several 

studies such as Lui (1985), Egger and Winner (2005), and Gutierrez (2015) provided proof that 

corruption is advantageous in developing economies as it ultimately induces FDI inflows by 

greasing the wheels of commerce.  

Belt and Road Initiative 

The World Bank, in a recent report, suggested that aggregate FDI in BRI countries is expected 

to grow by 5% on average, whereby participating countries in Sub-Saharan Africa and East 

Asia and Pacific shall be experiencing greater potential gains. The statement is in line with the 

results, whereby the occurrence of the BRI’s projects in Africa, has boosted China’s investment 

by 34.5% into the continent. The BRI is forecasted to cost over $5-6Tn and China considers 

Africa as a key element for its success, not only for its large customer base, but also to serve as 

Chinese port to trade with countries in Europe such as France and Spain and other parts, such 

as the US (Lin, 2018). It is in line with Kang and Zhu’s (2018) work, indicating that after the 

initiative, China increased investment in BRI countries. 

Researchers have also emphasized on China’s financial involvement in the BRI targeted 

countries. Chen (2018) indicated that there is an increase in FDI across the BRI countries, 
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particularly African countries. Similarly, Qian and Yu (2019) elaborated upon why the BRI 

impacted the Chinese OFDI flows positively, whereby there has been more Chinese 

involvement in the BRI countries compared to other countries from the construction and 

infrastructure, manufacturing, and trade-related sectors. Additionally, Kang and Zhu (2018) 

highlighted that for the period 2010-2015, China’s OFDI in BRI countries is about 40% higher 

than in non-BRI countries. After the initiative, the Chinese FDI in BRI countries has increased 

by 46%, whereby African nations with a good historical, political and economic relationship 

with China have more strongly attracted China’s OFDI. 

Short-run Dynamics 

Table 3: Short-run results of the VECM model 

 

Source: Author’s computations 

Level of significance: *(10%), ** (5%), *** (1 %) 

The positive and significant coefficient of the lagged dependent variables indicates the existence 

of dynamism in the system as it suggests that in the short run, the previous year’s FDI affects 

the current year’s Chinese investment in Africa. This aligns with Quazi’s (2005) study, which 

suggested that foreign investors are usually risk averse, hence they prefer to investment into 

familiar territories. Therefore, by having invested into the continent, Chinese investors are more 

familiar to the African economy and culture, which helps to dispel their fear over such FDI 

destinations and improve investors’ confidence and optimism, whereby encouraging additional 

Chinese investment in Africa. Moreover, such dynamism indicates some remarkable “word of 

mouth” effects, from foreign direct investors to others in the short run. 

It is also observed that resource availability, trade openness, infrastructure, corruption and the 

dummy variable are all insignificant in attracting FDI in the short run and suggest that these 

determinants are essentially long term in nature. The significant coefficient of market size 

consolidates that the latter plays an essential role in attracting Chinese FDI. This can be related 

to the FDI dynamism, whereby, Noorbakhsh et al. (2001) argued that several MNEs assess new 

market opportunities by staggering their investments, which gradually reach the desired levels 

after some time adjustments. However, as reported by Ross’ (2015) study, investors would 

prefer to choose new markets which are already quite large to target a larger customer base, 

which improves the likelihood of more successful and profitable foreign investments, hence 

explaining why Chinese market-seeking FDI in Africa in the short run. 
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Conclusion 

Summary of results 

The purpose of this study was to analyse the possible factors enhancing the attractiveness of 

Chinese FDI in the African region. Based upon a sample of 25 African countries over the period 

2005 to 2017. It examined whether market size, resource availability, trade openness, 

infrastructure, corruption and Chinese BRI were significant determinants of the Chinese 

investment to Africa, using dynamic panel data analysis namely, a VECM framework. The 

results highlight that all the investigated determinants were found to be significant in attracting 

FDI from China in Africa, with the exception of trade openness. The findings therefore 

demonstrate that China’s investment tends to be attracted to larger markets and natural resource 

rich areas in Africa, indicating market-seeking and resource-seeking investments, which is in 

line with KIPEJA (2015) and Gandhi (2019) works. Similarly, Chinese investors consider the 

host country’s infrastructure in their FDI destination decisions as African countries with better 

mobile connectivity are reported to attract more Chinese FDI, which is in line with Kumar 

(2010). Corruption has an important and positive impact in attracting Chinese FDI in Africa, 

whereby it allows for “greasy” investments and ensures investors that they can circumvent 

certain aspects of the legal framework by bribing their way in, as elaborated by Saha (2001). 

This is something China has been accused of by several countries such as the US and this study 

shows that such Chinese “greasy” investments are taking place in Africa as well, whereby 

African leaders are ready to surrender to most of China’s caprices, so as to attract their money.  

Additionally, since it was announced in 2013, the BRI, has been positively significant in 

channelling Chinese investment in Africa, whereby Chinese firms have been more interested to 

invest in BRI-African countries which corroborates with the works of Chen (2018), depicting 

that that after the initiative, China increased investment in BRI countries, particularly African 

countries. Conversely, trade openness is reported to have an insignificant impact in attracting 

Chinese investment in Africa, justifying that Chinese FDI is resource and market seeking. This 

study thus supplements the scarce existing empirical literatures on the specific studies of the 

determinants of Chinese FDI in Africa by i) using more recent data within a larger panel dataset, 

ii) by considering more potential determinants and iii) by also accounting for dynamism and 

potential endogenous relationship in FDI modelling.  

Implications of the study 

The findings show that Chinese investments are market-seeking, and therefore, regional 

integration in Africa should be strengthen, and projects such as the AfCFTA, will certainly 

attract more investment. The AfCFTA aims at integrating the entire African continent into a 

Common market, and if successful, it would lead to much larger market opportunities for 

Chinese investors to profit from. Similarly, there is a need to make the resource-seeking 

investments sustainable and not only deplete the reserves for Chinese benefits. Policies need to 

be implemented to ensure Africa is properly compensated for giving up their natural resources, 

which is not the case in countries like Nigeria, whereby their oil reserves are depleted and only 

a few top African government executives are making the most out of it. 

Consequently, Africa needs to deal with their lack of corruption control. Having a loosed 

corruption control system played a favourable role in attracting Chinese FDI, whereby a 

corrupted investment framework might be good for Chinese investors, but it will certainly 

hinder the African’s economic sustainability in the longer run. China has been accused of 

practicing neo-colonialism in Africa and having corrupted institutions might promote such 

practices. African institutions should rather focus onto other factors to attract foreign investment 

by easing transactions into their country, such as providing fiscal incentives much as tax rebates, 

financial incentives like preferential loans and other incentives such as market preferences to 

foreign investors to encourage them to come and invest in the economy. 
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Moreover, good infrastructures are important for attracting investment, whereby African 

countries lacking in natural resource endowments need to improve their infrastructure to attract 

non-resource based investment from China. Additionally, the BRI has been a key element in 

boasting FDI in Africa since 2013. However, with the Corona Virus breakout, African countries 

need to brace themselves for the huge FDI reductions, whereby the UNCTAD estimates global 

FDI to fall by 15% and with China channelling most of its funds into combating the Corona 

Virus, BRI-countries in Africa will suffer from tremendous declines of Chinese FDI for years 

to come. Hence, in the short term, it might be better if African countries shift emphasis from 

trying to attract Chinese FDI and focus on providing proper health care to their citizens, and 

China will also be of considerable help in doing so, thus honouring the “Chinafrique” status.  

Appendix 1: Chinese Outward FDI 

 

Data Source: World Bank 
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This study examines the impact of firm-specific factors (operational efficiency. 

Managerial competence, and technology utilization) on the productivity and 

performance of manufacturing SMEs in the aluminium industry. The study posited that 

firm-specific factors will influence productivity which will in turn influence 

performance. Using data from 188 SMEs in the aluminum industry in Ghana, a 

hierarchical multiple regression and the Preacher and Hayes (2008) bootstrap analyses, 

the findings indicate that while operational efficiency positively influence productivity, 

managerial competence has a negative impact on productivity. Moreover, productivity 

also influences performance. The bootstrap analysis shows that productivity mediates 

the operational efficiency-performance relationship. Implications are discussed. 

Keywords: Managerial competence, Operational efficiency, Performance, 

Productivity, Technology utilization, Manufacturing SMEs. 

Introduction 

The potential contribution of SMEs, particularly in manufacturing, to industrialization cannot 

be overemphasized. Although the contribution of SMEs to industrialization has long been 

acknowledged in advanced countries (McCormick, 1999), its contribution in developing 

economies is now receiving attention. It is estimated that SMEs account for over 98% of 

enterprises, 50% to 80% of industrial employment and 50% of manufacturing output in 

developing economies (OECD, 2002b). Abor and Quartey (2010) have estimated that about 

92% of all businesses in Ghana are SMEs and they contribute about 70% to the country’s GDP. 

Furthermore, about a decade ago it was estimated that there were over 2.3 million non-farm 

small enterprises in Ghana (Masakure, Henson & Cranfield, 2009), and we believe the figure is 

even larger now. Consequently, SMEs play critical roles in creating value-added, engendering 

industrialization and innovation, reducing poverty, creating employment, and generating wealth 

(Acquaah & Agyapong, 2015; Ayyagari, et al., 2011; Kanyabi & Devi, 2011). 

Despite the importance of SMEs (especially those in the manufacturing sector) in stimulating 

industrial growth and socio-economic development in developing countries little is known 

about the factors that affect their productivity and performance. For instance, the contribution 

of Ghana’s manufacturing sector as a percentage of GDP has declined consistently from 10.2% 

in 2006 to 2.4% in 2016. It has been argued that the declining role of the manufacturing sector 

in Ghana’s GDP growth may be due to weak macro-economic foundation, over liberalization 

of the economy (policy of allowing importation of manufactured goods into the country with 

minimal or no restrictions), the high cost of credit, energy challenges, multiplicity of taxes, 

limited domestic market, and unfavorable business climate, which has dampened the 

competitiveness of local manufacturing (Acquaah & Amoako-Gyampah, 2016; Yusuf & Saffu, 

2005).  However, it is not clear how firm-specific factors affect the productivity and 

performance of manufacturing firms in the country. Gaining insight into the how firm-specific 

factors of manufacturing SMEs affect productivity and performance would, therefore, represent 

a contribution to the entrepreneurship and strategic management literature in developing 
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economies in general as it has received little attention when compared with large manufacturing 

firms (Johnson, Melin, & Whittington, 2003).  The objective of this study is to fill this gap by 

examining the role firm-specific factors play in the performance of manufacturing SMEs in the 

aluminum industry. The firm-specific factors we examine in this study are operational 

efficiency (OE), managerial competence (MC), and technology utilization (TU). We postulate 

that the ability of manufacturing SMEs in the aluminum industry in Ghana to increase their 

competitiveness and performance depends on their capacity to leverage their firm-specific 

advantages in undertaking their business activities. We suggest that the firm-specific factors 

play an important role in the performance of manufacturing SMEs, but their influence on 

performance is not direct, but indirect through increasing the manufacturing SMEs productivity. 

Theory and Hypotheses 

Resource-Based View of the Firm 

We use the resource-based view (RBV) of the firm as the theory underpinning our research. 

The RBV specifies that a firm’s performance is influenced by the resources and capabilities 

available to that firm (Wernerfelt, 1984). Firms are, therefore, able to create competitive 

advantage and earn super-normal performance when they are endowed with resources and 

capabilities that are valuable, rare, difficult to imitate, not easily substitutable, and well 

organized to be exploited (Barney, 1991). The firm-specific factors in an organization in the 

form of the ability to be operationally efficient, managerial competence, and the capability to 

utilize technology for productive activities exhibit the characteristics of value, rare, difficult to 

imitate and not easily substitutable. Thus, when OE, MC and TU are leveraged effectively, they 

would help in the attainment of sustained competitive advantage for manufacturing SMEs in 

the aluminum industry of Ghana. We characterize OE as a manufacturing SMEs ability to utilize 

push and pull production systems to effectively handle inventory and other production and 

processing activities. We define the MC as the possession of knowledge, skills, expertise and 

experience that facilitates the ability of the top executives in an organization to handle difficult 

and complex tasks and to acquire and make informed resource allocation decisions unique for 

the firm (Acquaah & Chi, 2007). We also define TU as the ability of an organizations top 

managers to engender employees to leverage technology in improving production processes. 

Operational Efficiency and Productivity 

OE represents a firm’s ability to use minimal resources and control costs in the process of 

generating revenues from production and sales activities. The efficient use of a firm’s resource 

leads to the attainment of higher productivity. In the context of manufacturing SMEs, cost 

reduction is key to the realization of efficiency in production processes. Thus, OE is an 

important contributor to the productivity of manufacturing SMEs. However, OE would be more 

effective if it is supported by continuous improvement activities. Mañez et al (2013) suggests 

that the introduction of operational efficiency is considered by most firms as a strategic tool 

which boost their productivity growth. It is, therefore, argued that firms that are operationally 

efficient are more likely to achieve certain desired outcomes unlike those that are operationally 

inefficient. We hypothesize that: 

Hypothesis 1 (H1): Operational efficiency will have a positive impact on the productivity of 

manufacturing SMEs in the aluminum industry. 

Managerial Competence and Productivity 

Managers play a very important role in the activities of firms. This is because management 

experience shapes the knowledge, confidence, and imagination of employees (Kor, 2003). Thus, 

management determines how the factors of production will be combined and efficiently utilized 

in a firm (Mefford, 1986). It has been argued by Daveri and Parisi (2010) that both employees’ 

and managers’ experiences positively affect the growth of firm productivity. Mefford (1986) 

has further shown that the most important factors influencing firm productivity are management 

competence, employee skill, and the scale and learning-by-doing effects. We therefore 

hypothesize that: 
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Hypothesis 2 (H2): Managerial competence (MC) will have a positive impact on productivity 

of manufacturing SMEs in the aluminum industry. 

Technology Utilization and Productivity 

There have been numerous studies that have investigated the effect of technology on 

productivity at the national and firm levels. Many of these studies have established that the 

utilization of technology positively impacts both national and organizational productivity (e.g., 

Broadberry & de Jong, 2000).  Therefore, the adoption and use of technology is important for 

manufacturing firms, though it is imperative to recognize that the adoption and use of 

technology varies across manufacturing firms. Hence, manufacturing firms that adopt 

technology in their activities would experience high levels of productivity. Thus, we 

hypothesize that: 

Hypothesis 3 (H3): Technology utilization (TU) will have a positive impact on productivity of 

manufacturing SMEs in the aluminum industry. 

Firm Productivity and Performance 

Productivity has been shown to engender firm growth and performance. In fact, productivity is 

regarded as one of the critical factors affecting a manufacturing firm’s competitiveness (Tangen, 

2005). Productivity is the ratio of output per input used. It could be expressed as the output of 

employees per input (which is usually expressed as the hours that are worked), or the output per 

manufacturing plant capacity. The literature is clear that increased productivity does not 

necessarily lead to increased performance in the short term (e.g., Tangen, 2005), but a higher 

level of productivity is more likely to be associated with performance in the long run. In the 

context of Ghana, we argue that the productivity levels of SMEs in the aluminum industry 

would be reflected in their performance because it allows for dependable operations which 

could be relied upon to deliver products exactly as planned. Thus, we hypothesize that: 

Hypothesis 4 (H4) - Productivity of manufacturing SMEs in the aluminum industry will have a 

positive impact on performance.    

Mediation Hypotheses 

In Hypotheses 1 to 3 we posited that firm-specific factors (OE, MC, and TU) will have positive 

impact on productivity. Furthermore, Hypothesis 4 predicts that productivity will have a 

positive impact on performance. Thus, based on the arguments presented in H1 to H4, we 

suggest that OE, MC, and TU will influence performance indirectly through productivity. We, 

therefore, present the following mediation hypotheses: 

Hypothesis 5a (H5a): Productivity will mediate the relationship between OE and the 

performance of manufacturing SMEs performance in the aluminum industry. 

Hypothesis 5b (H5b): Productivity will mediate the relationship between MC and the 

performance of manufacturing SMEs performance in the aluminum industry. 

Hypothesis 5c (H5c): Productivity will mediate the relationship between TU and the 

performance of manufacturing SMEs performance in the aluminum industry. 

Methods 

Data and Sample 

Data were collected from owner/managers of manufacturing SMEs in the aluminum industry 

operating in all the regions of Ghana. A non-probability sampling approach was used to select 

300 manufacturing SMEs in the aluminum industry for the study. The questionnaires were 

administered personally by one of the authors and three graduate national service personnel. 

After several visits to the SMEs over a period of 6 months and follow-up reminders, 188 

completed questionnaires were received representing a response rate of 62.7percent. The 

demographic characteristics of the SMEs in the study are also as follows: 54.8% were sole 

proprietorships, 61.7% have less than 10 employees, 49.5% were more than 5 years old; while 

57.1% reported that their productivity was more than 30% above plant capacity.  
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Validity and Reliability 

Construct validity was assessed using adapted versions of measures of the constructs that have 

been validated in the literature where possible. We further used exploratory factor analysis 

(EFA) to examine convergent validity of the firm-specific constructs. The items for each of the 

firm-specific constructs had EFA loadings that were greater than 0.40, indicating desirable 

convergent validity. Reliability was assessed using Cronbach Alpha (a) coefficient. The 

Cronbach a coefficient for two of the three firm-specific constructs were greater than 0.70.  

Measurement of Variables 

Performance: Performance was measured as Growth in Turnover (GIT). GIT was 

operationalized with one (1) item. The respondents were asked to rate their firms on GIT 

annually on a scale ranging from (1) Less than 10% to (4) More than 100%. 

Operational Efficiency (OE): OE was measured with seven (7) items. The respondents were 

asked to indicate the extent to which their firms undertook activities such as: business planning 

processes that includes continuous operational improvement; monitoring production processes 

and continuous improvement; implementing and monitoring new business or operational 

procedures are implemented to ensure improvement over previous procedures, etc., on a scale 

ranging from (1) Strongly Disagree to (5) Strongly Agree. The  for this variable was 0.81. 

Technology Utilization (TU): TU was measured with four (4) items. The respondents were 

asked to indicate the extent to which the following activities have taken or takes place in their 

firms: adequate technical expertise and technological know-how is required to undertake tasks; 

use of statistical process control tools are required in monitoring production processes; 

technology usage is normally considered in the design of new products, on a 5-point scale 

ranging from (1) Strongly Disagree to (5) Strongly Agree. The  for this variable was 0.65. 

Managerial Competence (MC):  MC was operationalized with five (5) items. The respondents 

were asked to indicate the extent to which activities such as: continuous quality management 

training of senior management is strictly adhered to; management practices have enhanced 

overall staff performance towards achievement of company goals; management ensures regular 

review of quality performance of products and services, etc., take place in their firms. The items 

were measured on a scale ranging from (1) Strongly Disagree to (5) Strongly Agree. The  for 

this variable was 0.72. 

Productivity: Productivity was measures by one (1) item.  The respondents were asked to rate 

their SMEs on the production levels over the past three years on a scale ranging from (1) Below 

30% of plant capacity to (4) Above 70% of plant capacity. 

Control variables: The study controlled for SME age, and SME size. SME age was measured 

using a dummy variable with 0 = younger SMEs (less than 5 years old) and 1 = older SMEs (5 

years and more). Firm size was measured as the number of employees using a dummy variable 

with 0 = smaller SMEs (less than 10 employees) and 1 = medium-sized SMEs (more than 10 

employees).  

 

Results 

Table 1 presents the means, standard deviations, correlations of the variables, and the 

reliabilities of OE, MC, and TU. The correlations indicate that there are no problems with 

multicollinearity with the highest correlation being 0.54 between Productivity and Growth in 

Turnover. The study examines the impact of OE, MC, and TU on Growth in Turnover through 

Productivity. The findings of the hierarchical regression analyses to test the hypotheses is 

presented in Table 2.  In Model 1, we present the results for the control variables on Productivity 

(the mediation variable). In Model 2, we include the independent variables of interest to 

examine their impact on Productivity. In Model 1, SME age was positively related to the 

Productivity of manufacturing SMEs in the aluminum industry. The results from Model 2 

indicate that while OE enhances Productivity (Coef. = 0.34, p < 0.05), MC is partially negatively 
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related to Productivity (Coef. = -0.17, p < 0.10). However, TU (Coef. = 0.11, p > 0.10) was not 

significantly related to the Productivity.  Thus, while H1 is supported, H2 and 3 are not 

supported.  Model 3 looks at how the control variables affect Growth in Turnover (GIT). Both 

SME Age and Size positively affect GIT. In Model 4, the findings indicate that the only firm-

specific variable that is related to GIT is TU (Coef. = -0.16; p < 0.10), but this relationship is 

partial, and it inhibits GIT. The findings also show that Productivity is positively related to GIT 

(Coef. = 0.48; p < 0.001), supporting H4. 

We used the Preacher and Hayes (2008) bootstrap procedure (with n=1000 bootstrap resamples) 

to examine the mediation effect of Productivity the relationship between the firm-specific 

factors and GIT. The coefficients of mediation (indirect) effects are significant when the 95% 

confidence interval does not contain zero (Zhao et al., 2010). However, if the confidence 

interval contains zero, then the mediation hypothesis would be rejected. The findings from the 

bootstrap analysis is shown in Table 3. The only significant mediation relationship is the 

mediation effect of Productivity in the relationship between OE and GIT, supporting H5a.   

 

Discussion and Conclusion 

The purpose of this study was to examine the direct influence of the firm-specific factors – OE, 

MC, and TU – on Productivity and their indirect effect on the GIT through productivity of 

manufacturing SMEs in the aluminum industry in Ghana. We appealed to the RBV to test our 

hypotheses using data from 188 SMEs. The findings from this study have provided some initial 

evidence about how OE, MC and TU influence productivity and GIT. The findings indicated 

that OE positively influences productivity. This should be expected as OE plays an important 

role in the activities of manufacturing firms and production outputs. This finding corroborates 

the assertion by Amit & Shoemaker (1993) that, OE, which is a capability in the context of 

RBV propagates the effectiveness and productivity of firms. Though we anticipated that MC 

would have strong positive impact on the productivity, it negatively impacted on the 

productivity. This is contrary to the findings from Daveri & Parisi (2010) which indicated that 

MC in the form of managers’ experiences positively affects the growth of productivity. The 

negative impact of MC on productivity may also be explained by the fact that most of the SMEs 

in the aluminum industry in Ghana lack the requisite managerial resources to undertake 

productive activities (e.g., Acquah & Agyapong, 2015). At the same time, TU did not influence 

productivity of the manufacturing SMEs in the aluminum industry. This may be because 

manufacturing SMEs’ in the aluminum industry do not focus as much on technology or it may 

not be a priority in their productive activities. 

The findings from the indirect relationships (mediation hypotheses) indicated that only OE 

influences GIT through Productivity. The findings indicate that OE is the most important firm-

specific factor for SMEs in the aluminum industry in Ghana who want to improve not only their 

productivity, but also their performance (GIT). It should be noted that though TU partially 

influences GIT directly, its role is negative. 

The study has limitations which should be acknowledged to provide opportunities for improving 

this research in the future. The study used cross-sectional data, and this has implications for 

making inferences about causality. Second, we used subjective measures of productivity and 

performance instead of objective measures.  Objective productivity and performance measures 

would have been preferable, especially dealing with manufacturing SMEs. However, it is very 

challenging to obtain objective information from manufacturing SMEs in Ghana. Furthermore, 

we used only one item each to measure productivity and performance. This may have influenced 

the impact of the firm-specific factors on both productivity and performance in the study. We 

encourage researchers to use multiple items for these constructs in future studies. 
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Table 1: Means, Standard Deviation, and Correlations Matrix of Variables (N=188) 

Significance levels: + p < 0.10; * p < 0.05; **p < 0.001 

The values with bold fonts in the diagonals are reliability coefficients (Cronbach ’s) 

Notes: 1SME age coded as (0) for less than 5 years in operation, and (1) more than 5 years in 

operation. 2SME size coded as (0) for less than 30 employees, and (1) for more than 30 

employees. 

 3Operational Efficiency; 4Managerial Competencies; and 5Technological Utilization.   

Table 2: Regression Analysis (Unstandardized Coefficients) 

Significance: 
001.,01.,05.,10. ****** + pppp
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Table 3: Bootstrap Results for Mediation 

 

Significance: 
001.,01.,05.,10. ****** + pppp
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COMPETITIVENESS AND DEVELOPMENT: 

UNEQUIVOCAL DEFINITION, DETERMINANTS, AND 

POLICIES   

Deusdedit Augustine Rwehumbiza 
University of Dar es Salaam Business School 

While there is a broad consensus in terms of defining competitiveness at the firm level, 

there is an ongoing debate about its usefulness at the national level. Yet, at the industry 

level, manufacturing is viewed as a dominant explanation of competiveness and 

development. As such, rich countries have historically been distinguished from poor 

ones based on their capabilities in manufacturing. This study deepens the understanding 

of the notion of competitiveness by exemplifying how policies, industrialisation and 

development relate to all levels of competitiveness (i.e., the individual, firm, industry, 

and national levels). The aim is to define competitiveness, spell out its determinants 

and then draw on the lessons from success stories in East Asia to devise policy 

recommendations to improve competitiveness and development in Africa. Based on 

desk research, a methodological triangulation was involved by using a variety of data 

sources to engender robust findings. Grey literature, consultations with area experts and 

academic studies were used to exemplify how industrial policies are valuable for 

competitiveness and development. Study findings reveal that despite its elusiveness, 

competitiveness is a widely used concept and can be defined and exemplified at the 

level of individuals, firms, industries, and countries. Several policies acknowledge the 

importance of all levels of competitiveness to industrial and economic development. 

Study findings also indicate that in a few selected sectors and products, successful 

enterprises use technology that they consider modern enough to manufacture 

competitively. However, industrialisation today is taking place at a time when some of 

the policy instruments that worked in the past have largely become unavailable, 

especially due to trade agreements and stiff competition. To buffer infant industries 

against the ever-increasing competition, punctual reinforcement and implementation of 

policies geared towards increasing investments in the development of the right skills 

and capabilities are more important than ever before. 

Keywords Competitiveness, Development, Industrialisation, Manufacturing Sector, 

Policies. 

INTRODUCTION 

Competitiveness is a multidimensional notion that is widely used to describe the economic 

condition and development of firms, industries and countries. It generally relates to the 

institutional and economic environments in which firms, industries, and countries compete and 

to the processes that create and sustain a favourable strategic position for them. Competitiveness 

is not only a major concern for individual firms and countries, but also for international 

organisations such as the Organisation for Economic Co-operation and Development (OECD), 

the United Nations Industrial Development Organisation (UNIDO), the World Economic 

Forum (WEF), and the World Bank, as well as academic institutions such as the Institute for 

Management Development (IMD). Several of these organisations have designed indicators of 

competitiveness that help track the increasing disparities in competitiveness across the globe.  

In accordance with the view increasingly accepted in the literature, this article maintains that 

competitiveness is a relative term that is widely used but difficult to define explicitly (Aiginger, 

Bärenthaler-Sieber, & Vogel, 2013; Fagerberg, Srholec, & Knoell, 2007; Feurer & 
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Chaharbarghi, 1994; UNIDO, 2013; Waheeduzzaman & Ryans, 1996). It also recognises the 

role of individuals and acknowledges that while there is a broad consensus in terms of defining 

competitiveness at the firm level, there is an ongoing debate about the usefulness of this concept 

when applied to countries. Despite this, the article discusses the notion of competitiveness at all 

levels (i.e. the individual, firm, industry, and national levels).  

Manufacturing sector is critical for driving both competitiveness and economic development 

(World Bank, 2013). The popular discourse suggests that manufacturing in the global South has 

grown at the expense of industrial decline in the global North. However, most literature reveals 

that the decline of manufacturing as a proportion of gross domestic product (GDP) has been 

more significant in the global South than for instance in the OECD (Rodrik, 2016). This 

phenomenon is referred to as ‘premature deindustrialisation’ because contrary to the pattern 

observed in the OECD it has occurred before increases in wages and productivity in the service 

sector (Rodrik, 2016). This raises a question whether industrial policies implemented in the 

global South facilitate the enhancement of competitiveness. Unfortunately, Tanzania forms no 

exception in this regard. For a number of decades, the country has viewed manufacturing as a 

key vehicle for transformation of the agriculture-based economy. Several policies, plans and 

strategies ranging from import substitution, export orientation to market economy were 

developed to ensure such an explicit role is sustained over time to back up growth and enhance 

competitiveness (see Annex).  

It is against this backdrop that the current study endeavours to achieve a two-fold objective: (1) 

to define the notion of competitiveness and spell out its determinants from different 

perspectives; and (2) drawing on the lessons from success stories in East Asia to devise policy 

recommendations to improve competitiveness in Tanzania and other African countries. Section 

2 begins with a brief literature review on competitiveness, discussing how the term is used and 

then discriminates between different levels of competitiveness. Section 3 looks at the current 

status of Tanzanian competitiveness and discusses some of its major determinants. Section 4 

reviews policy solutions implemented to improve competitiveness in East Asia and proposes 

policy recommendations. Section 5 draws some conclusions. 

 

DEFINING COMPETITIVENESS  

Competitiveness at the individual level 

Competitiveness can be understood as a personal trait and part of one’s identity related to the 

desire to win in interpersonal situations (Hojecki, 2014). The actions and motivations of the 

individuals involved in an organisation inevitably influence all dimensions of the company and 

its performance. A mix of individual capabilities can be manifested in typical company 

activities such as order fulfilment, new product development, and service delivery (Day, 1994). 

The complex bundles of skills and accumulated knowledge, exercised through organisational 

processes, enable companies to coordinate activities and make use of their resources (Day, 

1994; Di Benedetto & Song, 2003). Intangible resources in the form of capabilities are 

considered to be among the most important sources of competitiveness and superior 

performance because of the barriers involved in duplicating them and the difficulties of 

accumulating these capabilities (Bowman & Ambrosini, 2003; Hall, 1992; Teece, 1998). 

Accordingly, human resources, in particular the skills possessed by the workforce, are perceived 

as central to a country’s competitiveness (UNIDO, 2013). This article reveals that the concept 

of capabilities is an important element of competitiveness at the firm, industry and national 

levels. 

Competitiveness at the firm level 

Firm-level competitiveness is the ability of the firm to deliver (design, produce and/or market) 

goods or services superior to those offered by competitors, considering their price and non-price 

qualities (D’Cruz & Rugman, 1992). Sometimes, the term is also used interchangeably with 

competitive advantage and distinctive competence to mean relative superiority in skills and 

resources. Another widespread meaning refers to what is observed in market-positional 
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superiority based on the provision of superior customer value or the achievement of lower 

relative costs, larger market shares, and higher profitability (Day & Wensley, 1988).  

Day & Wensley (1988) analyze competitiveness at the firm level based on the resource 

dimension of the firm, namely its source advantage and positional advantage (Figure 1). Source 

advantage refers to the ability of the firm to implement a value-creating strategy based on its 

superior skills, superior resources, or a combination of these two.3 Positional advantage instead 

depends on the market position of the firm, i.e. superior customer value or lower relative costs. 

This is the result of two different strategies: a focus on cost-leadership, whereby a firm seeks a 

cost advantage; or a focus on differentiation, differentiating its products from those of its 

competitors (Pinnington, 2011). To be competitive, a firm needs to strategically combine source 

and positional advantages (Waheeduzzaman & Ryans, 1996). 

  

FIGURE 1 The elements of competitive advantage at the firm level 

Source: Day & Wensley (1998:3) 

As the framework in Figure 1 shows, the concept of firm competitiveness relates to the cost 

structure of the firm and the value of the goods or services it offers. Whether its primary 

objective is reducing costs or adding value to its goods or services, the competitiveness of a 

firm crucially depends on its capabilities. The notion of capabilities is central to the business 

and economic literature in general, and to the competitiveness literature in particular. Industrial 

success depends on how enterprises manage the process of mastering, adapting, and improving 

existing technologies. To do this, they need to invest in capabilities, i.e. new skills, routines, 

and the accumulation of technical and organisational information (Lall, 2004). The literature on 

firm competitiveness, in particular, has argued that sustainable competitiveness requires 

valuable, rare, imperfectly imitable, and non-substitutable capabilities (Barney, 1991; Peteraf, 

1993).  

According to several observers (Krugman, 1996; McFetridge, 1995; Snowdon & Stonehouse, 

2006), firm-level competitiveness is the level of aggregation where the concept of 

competitiveness can be best understood. For example, Waheeduzzaman & Ryans (1996: 13–

14) argue that “[a]lthough competitiveness may be a national concern, the agents that do the 

competing are firms, not countries, and this is true even for firms that are state-owned or 

sponsored… [I]individual managers in individual firms…make the decision to invest or not 

invest, set a high price or a low one, choose an organisational form, and so on. In short, firms 

are the competitors” 

 

3 In particular, superior skills refer to distinctive capabilities of the workforce or systems and 

organisational structures that enable the company to respond dynamically to fast-changing 

business environments. Superior resources are comprised of tangible requirements such as scale 

of production, location, and distribution coverage, which enable the company to deploy its 

capabilities. 
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.  

BOX 1 Determinants of firm-level competitiveness in Tanzania 

 

Source: Author’s elaboration based on desk research. 

Competitiveness at the industry level 

Competitiveness can also be analyzed at the industry level, looking in particular at the 

performance of the manufacturing industry. The argument behind this starts with structural 

transformation as one of the major determinants of national competitiveness. Empirical 

evidence shows that growth cannot be sustained without a structural transformation process that 

shifts workers from low-productivity informal sectors to higher-productivity activities (World 

Bank, 2013). In addition, countries that have built larger manufacturing industries have 

developed and become rich, while countries that have not managed to industrialise have not 

been able to catch up with the advanced economies (Chang, 2007; Fagerberg et al., 2007; 

UNIDO, 2013). This is why manufacturing is considered an engine of countries’ economic 

growth and development.  

Drawing on the theoretical approaches and empirical findings in the literature on economic 

growth and development, UNIDO (2013: vi) has defined industrial competitiveness as ‘the 

capacity of countries to increase their presence in international and domestic markets whilst 

developing industrial sectors and activities with higher value added and technological content’. 

Hence, based on this definition, due to the role of manufacturing in economic growth and 

development, the economic performance of different countries can mainly be linked to the 

performance of their manufacturing industry.  

Competitiveness at the national level 

There are different definitions of national competitiveness. Table 1 shows some of those that 

have been proposed by scholars and practitioners. Despite the great degree of heterogeneity that 

emerges from the table, these definitions can be grouped into five categories: price-focused 

definitions, trade-focused definitions, technology-focused definitions, outcome-focused 

definitions, and broad definitions.  
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TABLE 1 Selected definitions of national competitiveness  

 

Source: Author’s elaboration based on desk research. 

 Price competitiveness  

Competitiveness has been traditionally conceived as price, or cost, competitiveness, i.e. it has 

been narrowly associated with cost advantages in the form of low wages, competitive exchange 

rates, low taxes, and low energy costs. Today, the concept of price competitiveness is evoked 

when an economy is challenged by new low-cost competitors. By equating national 

competitiveness with price competitiveness, policymakers have been tempted to think of policy 

solutions that focus on cutting wages (and energy prices and taxes). To some degree, this 

preoccupation with costs comes from the very origin of the concept of competitiveness at the 

firm level, even though firm and management theories emphasize that firm success depends on 

product differentiation, capabilities and innovation (Aiginger et al., 2013).  

Export competitiveness  

In a globalised world, the capacity to export is a key ingredient of economic growth and 

competitiveness. The gains from exporting are part of the gains from trade and happen by 

enabling greater specialisation in areas of comparative advantage. There are also potential gains 

from economies of scale, greater exposure to technological developments, and increased 
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competitive pressures (Roberts & Thoburn, 2003). Fitzgerald (2008) asserts that each nation 

demonstrates national competitive advantage through measures related to manufacturing trade, 

particularly export performance. This has triggered the desire for structural transformation 

among many low-income countries and motivated Tanzanian industrial development strategies 

in the 2000s (Brenton & Hoppe, 2007; Leyaro & Morrissey, 2015). 

Technological competitiveness  

Technological competitiveness, also referred to as quality competitiveness, concerns the ability 

of a country to compete based on advanced technologies or better-quality goods and services 

(Aiginger et al., 2013). This aspect of competitiveness, related to the innovativeness of a 

country, has become increasingly important as innovation and technologies increasingly 

contribute to widening the gap between developed and developing economies. The importance 

of innovation and technologies for competitiveness became more evident with the successful 

catch-up of the East Asian economies.  

Outcome competitiveness  

Aiginger & Vogel (2015) propose an approach to assessing competitiveness by distinguishing 

between price competitiveness, quality competitiveness, and outcome competitiveness (Figure 

2). This approach aims to go beyond the traditional views on competitiveness based on costs, 

technologies, or exports in order to focus on a number of ‘outcome indicators’,  i.e. indicators 

that focus on the outcome of certain combinations of inputs, such as more efficient use of 

resources (productivity) or higher investments in research and development (innovation). In this 

framework, outcome competitiveness refers to the ability of an economy to provide its 

population with high and rising standards of living and high rates of employment on a 

sustainable basis (Aiginger et al., 2013; European Commission, 2001). Aiginger et al. (2013) 

relate competitiveness to ‘beyond-GDP goals’, which is particularly relevant in view of the 

socio-ecological transition required by pressing challenges such as population aging and climate 

change.  

 

FIGURE 2  Towards a concept of competitiveness with new perspectives 

Source: Aiginger & Vogel (2015: 501) 

Note: TFP: total factor productivity. 

Finally, in Michael Porter’s view, competitiveness, especially in high-tech areas, rarely depends 

only on a single determinant. Advantages in more than one level and determinant combine to 

create self-reinforcing conditions under which a nation’s firms succeed. Box 2 summarizes 

Porter’s contribution to the literature on competitiveness. 
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BOX 2 Porter’s approach to competitiveness 

Michael Porter’s essence of his approach to competitiveness is contained in the ‘five-

forces’ model (Porter, 1980) and the diamond model (Porter, 1990). His approach 

involves competitiveness at the firm, industry and country levels.  

 Porter’s (1980) ‘five-forces’ model is a tool that can be used to assess the 

‘attractiveness’ of a market or industry. The five competitive forces explain what 

makes a given industry competitive. An industry is composed of a group of competitors 

producing goods or services that compete directly with each other. The industry is 

made up of a number of firms that supply goods and services to satisfy the same, or 

broadly similar, customer needs (Porter, 1998). Competitive forces depend on five 

factors: the bargaining power of buyers, the bargaining power of suppliers, the threat 

of new entrants, the threat of substitutes, and the intensity of rivalry among existing 

competitors (see also Peng, Wang, & Jiang, 2008; Porter, 2008; Rugman & Collinson, 

2006; Wang & Chang, 2009). For example, new entrants can diminish a company’s 

market share. Buyers, if they have enough power, can force companies to lower prices. 

Suppliers can claim a higher profit margin for themselves. Rivalry induces firms to 

increase their expenditure on research and development, marketing, or after-sales 

services, or to lower their prices. These choices correspond to the two basic strategies 

that a firm can pursue: (a) a low-cost advantage strategy, in which the firm designs, 

produces and markets a product more efficiently than its competitors; or (b) a 

differentiation strategy, in which the firm provides superior value to the buyer by 

offering higher quality, special features, or additional services (UNCTAD, 2005). At 

the firm level, customer satisfaction, customer loyalty, market share, and profitability 

are all indicators of competitiveness.  

 Porter’s (1990) diamond model focuses on the determinants of national 

competitive advantage. In this model, Porter moves from his explanation of individual 

company performance to a more ambitious analysis of national economic success. He 

looks at the conditions that a specific country can offer to an industry (UNCTAD, 

2005). In Porter’s view, firms create competitive advantage by perceiving or 

discovering new and better ways to compete in an industry and bring those methods to 

the market, which is ultimately an act of innovation. The model aggregates some of the 

factors that influence national competitiveness into four determinants (see also Liu & 

Hsu, 2009): 

Factor conditions, broken down into basic and advanced factor conditions. Basic factor 

conditions are related to natural factor endowments such as arable land, geographical 

location, and mineral resources. Advanced factor conditions involve human-created 

endowments such as human skills, knowledge, technology, and infrastructure; 

Demand conditions, which entail the nature of home demand for the industry’s goods 

or services (e.g. the degree of sophistication of buyers and market size); 

The role of related and supporting industries, which involves the presence or absence 

(in the nation) of supplier industries and other related industries that are internationally 

competitive and have an important influence on the capabilities of each sector. These 

industries create advantages both in downstream and upstream activities in the value 

chains by delivering inputs or providing services; and 

Firms’ strategy, structure, and rivalry, such as the ways in which firms are created and 

managed and the ways in which they compete. 

 

In this model, there are also two external variables: chance and government. Chance 

events (e.g. new inventions, wars, or significant shifts in world financial markets or 

exchange rates) are important because they create discontinuities in which some 
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countries gain competitive positions and others lose. Government policies (e.g. 

subsidies, education policies, and regulations and tax laws) can positively or negatively 

influence each of the four determinants. Porter’s four determinants and two exogenous 

forces interact in the “diamond” of competitive advantage, with the nature of a 

country’s international competitiveness depending upon the type and quality of these 

interactions. The four determinants of national competitiveness shape the environment 

in which local firms compete, and promote or impede competition (Liu & Hsu, 2009). 

Source: Author’s elaboration based on desk research. 

A number of scholars have criticized the concept of national competitiveness. Among the first 

of these, Krugman (1996: 18) argues that: “[c]ompetitiveness is only a poetic way of saying 

productivity that has nothing to do with any actual conflict between countries”. In Krugman’s 

view, while companies play a competitive zero-sum game in the marketplace, nations engage 

in a non-zero (mostly positive) sum game in the international market (UNIDO, 2013). For 

example, Tanzania is not in competition with Switzerland in the same way that Coke is in 

competition with Pepsi (Snowdon & Stonehouse, 2006).  

Determinants of Tanzanian competitiveness 

The determinants of national competitiveness are as multifaceted as the definition of the concept 

of competitiveness itself. These determinants can be influenced by interrelated and dynamic 

factors at the macro-, meso-, and micro-levels. So limiting the analysis to one perspective would 

be misleading. A thorough analysis of competitiveness would therefore involve the 

simultaneous analysis of a wide spectrum of social, economic, financial, and political aspects. 

The underlying factors can be firm-specific, industry-specific, or country-specific. Indeed, in 

the current turbulent business environment, such determinants could be endogenous or 

exogenous to internationally integrated economies and firms. Thus, drawing on previous 

studies, this article pins down some of the determinants of competitiveness in the context of 

Tanzania.  

The role of structural transformation 

Structural transformation – i.e. the reallocation of economic activity away from low-

productivity sectors (agriculture) to more productive ones (manufacturing and modern services) 

– is critical for driving competitiveness. In Tanzania, the biggest concern has been a general 

lack of a critical mass of firms in a variety of sectors. As a consequence, manufacturing value 

added is highly concentrated in a few low-tech sectors, making the country’s manufacturing 

vulnerable to international competition and thus limiting its ability to improve through learning 

and innovation. In fact, low manufacturing growth has not been able to generate formal 

employment, particularly in small and medium-sized enterprises (SMEs) (UNIDO & URT, 

2012).4  

In 2010, the economic structure of Tanzania was dominated by services, which accounted for 

44 per cent of total output, and agriculture, which accounted for 24 per cent. Within services, 

tourism emerged as one of the most important sectors, contributing more than 10 per cent to 

GDP. Mining has also been growing as a result of massive foreign investment.5 The share of 

manufacturing value added in GDP was only 9 per cent, suggesting that the country still has to 

foster structural transformation towards manufacturing industries. These industries are believed 

to generate externalities in technology development, skill creation, and learning that are crucial 

for competitiveness (UNIDO & URT, 2012). In spite of these low values of manufacturing 

 

4 Academics and policymakers agree that both young and old entrepreneurs, along with new businesses, 

play a critical role in the development and well-being of their societies. In broad terms, entrepreneurship 

is a catalyst for economic development and national competitiveness (Xavier, Kelly, Kew, Herrington, 

& Vorderwuldecke, 2012). 

5 A mining Act adopted in 1998 provides generous fiscal arrangements for investors and has 

attracted foreign direct investment in mining, especially gold mining.  
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shares in value added, during the 2000–2010 period, Tanzania witnessed a remarkable growth 

in manufacturing. The country’s manufacturing value added increased from US$894 million to 

US$1.992 billion (in constant 2000 US dollars), which is equivalent to an 8.3 per cent annual 

growth rate.  

Over the 2000–2010 period, Tanzania was able to shift its production and export structure to 

respond to changes in global demand. The country managed to capture a growing share of at 

least some of the goods for which global demand expanded the most. In particular, high export 

growth was recorded in copper ores, plastic scrap, and fertilizers. Although relatively smaller, 

sugar, molasses, and vegetable oils also showed some encouraging growth. In essence, there is 

a strong possibility for the country to capitalize on these trends (UNIDO & URT, 2012).  

Tanzania is richly endowed with minerals and gas, and it benefits from a favourable geographic 

location. Statistics show that over 60 per cent of manufacturers imported their entire stock of 

raw materials, while the remaining 40 per cent acquired a portion of their inputs from domestic 

markets. For example, the assured availability of material inputs contributed to a great extent to 

the success of agro-processing firms (Wangwe et al., 2014). It is often argued that for countries 

at an early stage of industrialisation, capitalising on natural factor endowments is viable because 

structural transformation can also start within well-established sub-sectors in the short run 

(World Bank, 2013). However, it should be noted that comparative advantages change over 

time. So as natural-resource-based sectors contract, countries should try to escape a natural 

resource trap ahead of time by diversifying into sectors that are beyond their static comparative 

advantage and move into more advanced products to create a dynamic comparative advantage 

(Humphreys, Sachs, & Stiglitz, 2007).  

Survey data indicate that in a few selected sectors and products, successful enterprises in 

Tanzania could upgrade their technology on a regular basis. Those enterprises use technology 

that they consider modern enough to manufacture competitively (Wangwe et al., 2014). For 

instance, Tanzania is the lowest-cost cement producer in East Africa at US$160 per metric ton, 

and it is ranked third in all of Africa after Egypt (US$92) and South Africa (US$134). The 

cement and paint industries have adopted best-practice technologies, enabling them to compete 

efficiently with imports. Two firms, Tanga Cement and Tanzania Cement, have developed 

products that enable them to reduce production costs by using readily available low-cost 

materials, without compromising quality (Sutton & Olomi, 2012). In the services sector, the 

rapid development of mobile money platforms has expanded access to financial services for 

millions of Tanzanians, especially small traders and rural communities. Information and 

communications technologies (ICTs) also offer valuable information in such areas as land 

preparation and sowing, crop health, and input management. These services are particularly 

beneficial for smallholder farmers who would otherwise not have access to such information. 

Similar services are also available in the neighbouring Kenya and other countries in the global 

South such as Rwanda, Mali, and India (WEF, 2015).  

The role of policies 

Tanzania has a stable political environment with well-tested democratic institutions (World 

Bank, 2013). Fostering economic development and competitiveness through industrial 

development has been at the core of Tanzanian development strategy since the 1960s (Leyaro 

& Morrissey, 2015).6 Following the Arusha Declaration of 1967, the government achieved 

some growth in manufacturing, and had a relatively good performance in human development 

indicators. However, by the late 1970s, the country experienced a series of internal and external 

shocks that created severe economic imbalances that led to economic crisis in the early 1980s.7 

 

6 The Annex provides additional details on the policies implemented in Tanzania since the 

1960s. 

7 These shocks include the 1973/1974 drought, the 1973/1974 and 1979/1980 oil crises, the breakup of 

the East Africa Community in 1977, collapses of cash crop prices in the international markets, and the 

1978/1979 Kagera war with Uganda. By the beginning of the 1980s, there were huge shortages of goods 
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Initially, the government responded to these difficulties by launching the National Economic 

Survival Programme for the period 1982/1983 to 1984/1985 to improve the availability of 

foreign capital. This initiative met with limited success, but in 1986, the government adopted 

an Economic Recovery Programme (ERP), an example of a Structural Adjustment Programme 

(SAP) guided by the International Monetary Fund (IMF) and the World Bank.  

The ERP was adopted with the objective of restoring macroeconomic stability (mainly by 

correcting budget deficits and reducing inflation), improving the country’s balance of payments, 

reforming the policy framework, and increasing incentives to agricultural producers (Wobst, 

2001; Wangwe et al., 2014). To that end, the government implemented various policies, 

including currency devaluation, the reduction of import tariffs, changes in the domestic tax 

system, and investment in infrastructure. In the late 1980s and early 1990s, Tanzania also 

experienced a remarkable political and economic transition from a socialist country with a 

centrally planned economy to a multi-party democracy with a liberalised market-oriented 

economy (Wobst, 2001).  

Despite macroeconomic reforms and market liberalisation, social and economic conditions in 

Tanzania improved only moderately. Up to the mid-1990s, macroeconomic instability persisted 

and manufacturing exports remained negligible. By the mid-1990s, the country had managed to 

restore the international donor community’s confidence in its commitment to economic reform8 

and could therefore benefit from a series of aid programmes. Since the early 2000s, Tanzanian 

macroeconomic performance has improved, although manufacturing exports remain low and 

the private sector, especially in manufacturing, still faces considerable obstacles to growth 

(Leyaro & Morrissey, 2015). Macroeconomic stabilisation and structural reforms have also 

been instrumental in attracting foreign direct investment (FDI), considered important to foster 

economic growth and structural transformation, the ratio of which to GDP averaged 3.2 per cent 

from 2001 to 2010 (Sutton & Olomi, 2012).  

Financial liberalisation has to some extent spurred the growth of the emerging manufacturing 

private sector (Wangwe et al., 2014). However, some manufacturing enterprises still face 

difficulties in accessing credit because of high interest rates on loans. Furthermore, Tanzania 

has no credit information bureau, thus there are no credit records that could facilitate some of 

the manufacturers becoming prime borrowers and benefitting from lower credit costs. High 

information asymmetry is another disadvantage because it takes a long time to nurture the type 

of close relationship between a borrower and lender that can generate opportunities to secure 

adequate and affordable financial resources (Wangwe et al., 2014).  

POLICY SOLUTIONS IMPLEMENTED TO IMPROVE COMPETITIVENESS 

Policies can have a large impact on national competitiveness and economic development. The 

Republic of Korea and Taiwan Province of China are exemplary cases. Their fast pace of 

development could offer some useful lessons for African countries such as Tanzania, albeit the 

initial conditions for catch-up are different and the international scenario has also changed. 

Steeply rising growth of both output and living standards in these countries has gone hand-in-

hand with swift industrialisation (UNCTAD, 1994). Africa and East Asia started from similar, 

very low levels of development, but labour in East Asia has since become more productive, 

converging towards the OECD average.  

Industrial development and competitiveness in the Republic of Korea 

The Republic of Korea is one of the most successful newly industrialising economies in East 

Asia. The extant literature attributes the Republic of Korea’s miraculous economic success and 

improvements in competitiveness to the major factors described next. 

 

(particularly food), inputs, and foreign exchange, a growing black market exchange rate premium, capital 

flight, and an emerging debt crisis (Leyaro & Morrissey, 2015; Wobst, 2001; Wangwe et al., 2014).  

8 See Leyaro & Morrissey (2015); Wangwe et al. (2014); and Wobst (2001) for a detailed 

review of the country’s experience with Structural Adjustment Programmes. 
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Export promotion  

An export-led economic development approach enriched with trade liberalisation is one of the 

most critical elements to boost an economy. In the Republic of Korea, a set of incentives spurred 

export growth. For example, the government provided automatic access to loans and 

unrestricted and tariff-free access to imported intermediate inputs needed for export production. 

This regime was applied to the direct exporter (e.g. a shirt manufacturer), its suppliers (e.g. the 

fabric manufacturer), and to suppliers of those suppliers (e.g. the producer of the yarn/cotton 

thread) (UNCTAD, 1994). Industrial policies systematically nurtured new industries with great 

potential for innovation and long-term productivity growth. A good example of such policies is 

the Korean automobile industry. Today, the Republic of Korea stands out as one of the most 

competitive countries in this sector. It took 30 years of production under import protection, 

accompanied by constant acquisition of new skills and technology, to reach this point. Industrial 

policies have also been instrumental for the growth of the iron and steel industries, two key 

inputs for the automobile industry. In particular, the government encouraged technical 

assistance for imported technologies, R&D investments to promote technological and 

managerial upgrading, and labour training schemes to help workers accumulate skills and 

capabilities (UNCTAD, 1996, 1999). 

Efficient governance  

Since the economy’s take-off in the early 1960s, the hallmark of the government’s approach to 

strengthening the business sector has been its pragmatic flexibility in responding to changing 

circumstances. Industrial policy was based on cooperation and reciprocity in which the 

government gave special incentives to firms but required them to meet performance standards 

in line with national objectives.9 There were monthly meetings between top government 

officials and leading exporters. The export targets and monthly meetings provided some of the 

most important information needed to support the export drive (UNCTAD, 1994). The most 

important was the updated information on export performance at very detailed levels and 

reasons for discrepancies between targets and actual performance. The government also 

received information on world market trends, while firms were informed of the priorities and 

undertakings of the government. In addition, regular studies of major export industries gathered 

information on competitors, technological trends, and market conditions (Lall, 1999). The close 

relationship with the private sector also enabled the government to understand what bottlenecks 

firms were facing to grow and improve their competitiveness. This ultimately enhanced the 

effectiveness of industrial policies (UNCTAD, 1994). 

Human capital  

Education and human capital formation were key targets of the Republic of Korea’s industrial 

policies. At the outset of the structural transformation process, the government invited scholars, 

mainly from the United States, and engineers, mainly from Japan, to train the local workforce 

and help workers solve technical problems. Korea’s integration of a skill development strategy 

into its industrial development strategy contributed to increasing productivity. The latter spurred 

economic growth and growth in wages and employment, which in turn contributed to declining 

inequality (Cheon, 2014). During the industrialisation period (1965–1995), skill development 

was led by the government and complemented by the private sector.  

The role of the private sector  

The government promoted the growth of local conglomerates (chaebols) as a way to enter 

capital-intensive industries, promote the generation of local capabilities, and establish an 

international image for its exports. The chaebols were one of the pillars of the country’s 

industrial strategy, and one that differentiated it from the other East Asian Tigers (except for 

Japan). These chaebols were picked from successful exporters and were facilitated in various 

 

9 For instance, various tax incentives spurred firms’ imports of foreign technologies. Moreover, the 

government gave grants and long-term low interest loans to participants in national projects, and gave 

tax privileges and official funds to private and government R&D institutes to carry out these projects 

(UNCTAD, 1999).  
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forms, including by restricting the entry of transnational corporations (TNCs) in their industries. 

In return, the government required them to set up capital- and technology-intensive activities 

geared to export markets (Lall, 2004). The size of the selected chaebols was deemed important 

in view of deficient markets for capital, skills, technology, and even infrastructure. Moreover, 

large and diversified firms could sufficiently internalise many of their functions. They could 

undertake the cost, and assume the risk, of absorbing very complex technologies, set up world-

scale facilities, and create their own brands. The risks were contained by the strict discipline 

imposed by the government that entailed export performance requirements, domestic 

competition, and policies to rationalize the industrial structure (Lall, 2004).  

Industrial development and competitiveness in Taiwan Province of China 

Taiwan is widely considered an example of economic success. It has been argued that it 

underwent an ‘economic miracle’, based on its rapid and sustained economic growth and 

structural transformation starting in the 1960s (Ash & Greene, 2007). The success in industrial 

development and competitiveness of this economy owe much to the factors described below. 

Attracting foreign direct investment  

Taiwan attracted FDI into activities in which domestic industry was weak. The government also 

used a variety of policy instruments to ensure that TNCs transferred their technology to local 

suppliers (Lall, 2004). Like Korea, Taiwan cautiously and selectively directed FDI into areas 

where local firms lacked world-class capabilities. At the same time, the government played a 

very active role in helping SMEs purchase, diffuse, and adapt new foreign technologies. Where 

necessary, the government itself entered into joint ventures, for instance to get into particularly 

difficult technological areas such as semiconductors and aerospace (Lall, 2004). 

Education and technology policy  

Complementary to the policies described before, Taiwan prioritised education and technology 

policies. The government’s flexibility in changing the overall emphasis and specific targets of 

education policies was exemplary in East Asia, where education has always been part of a very 

strong cultural tradition (Ash & Greene, 2007). This element of competitiveness is very relevant 

to least developed countries (LDCs) such as Tanzania. With the investment in education, 

Taiwan could upgrade its industrial policy by incorporating technology policy. Its system of 

support for high-tech SMEs was one of the developing world’s most advanced. Technological 

upgrading strategies were enhanced by strong cooperation between the public and private 

sectors, which facilitated the creation of new and high-technology sectors such as 

semiconductors (Lall, 2004).  

The role of the private sector  

Like in the Republic of Korea, one of the objectives pursued by Taiwan was to develop domestic 

enterprises and innovative capabilities. In order to do so, it relied on TNCs as sources of 

technology, albeit establishing arm’s length relationships (UNCTAD, 1994). Therefore, 

policies towards FDI could be characterised as ‘encouragement with caution’, meaning that the 

government established lists of sectors in which foreign investment was permitted. Investments 

that were not on the list of exclusions were authorised only after the liberalisation of 1988 

(UNCTAD, 1999). Protectionist measures were often implemented to strengthen the private 

sector and encourage industrial deepening. The import control system was used to encourage 

efficient expansion of industries and technological upgrading through imports of capital goods 

(UNCTAD, 1999). For example, in the 1960s, the criterion by which domestic producers could 

get an import licence for importing controlled raw materials and intermediate products rather 

than domestic substitutes was the magnitude of the price difference between international and 

domestic products.10 This encouraged local producers of inputs to become price-competitive. 

Certain machinery imports were allowed if specifications could not be matched by domestic 

 

10 This price difference was calculated differently for exporters and for manufacturers 

producing for the domestic market (UNCTAD, 1999). 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   117 

 

producers. This acted as an incentive for domestic producers to look for the latest machinery, 

but also for domestic machinery manufacturers to upgrade (UNCTAD, 1999). 

Commercial farming  

The transformation of the agricultural sector is generally neglected as a determinant of 

economic success. The export initiative in Taiwan hinged on progressing from rice and sugar 

cultivation to the production of mushrooms and asparagus – non-traditional crops that were 

much more labour-intensive and used labour-saving technologies (Ash & Greene, 2007). Unlike 

many developing countries, these efforts benefitted the majority of rural dwellers because the 

government invested in the development of rural infrastructure in the form of energy, transport, 

and communications.  

POLICY RECOMMENDATIONS FOR TANZANIA 

The industrialisation experiences of the Republic of Korea and Taiwan hold useful lessons for 

Tanzania in at least two areas. First, they point to the need and the ways and means to establish 

dynamic interaction between export and investment in the industrialisation process. Second, 

they demonstrate the need for industrial upgrading and moving up the technological ladder in 

order to raise productivity and per capita incomes. It is also worthwhile to note that successful 

export orientation in these two economies has been accompanied by structural change from 

resource-based to labour-intensive industries, and subsequently to technology-intensive 

industries (Ash & Greene, 2007; Lall, 2004). Consequently, for a resource-rich country such as 

Tanzania to become competitive, mutually reinforcing dynamic interactions among investment, 

diversification, and processing in the primary sector, coupled with exports, are inevitable. With 

the right conditions in place, Tanzania could be able to mobilise and make full use of natural 

resource revenues and abundant unskilled labour before sectors that are intensive in these 

resources become uncompetitive. 

To enhance their competitiveness, both Korea and Taiwan did not expose their domestic 

markets wholly to free trade, at least not during the initial stages of development. A range of 

quantitative and tariff measures were used over time to give infant industries space to develop 

their capabilities. The harmful effects of protection were offset by strong incentives to export 

(Lall, 2004). Tanzania, as an LDC, is eligible for a wider policy space under the provisions of 

Sections B & C of the General Agreement on Tariffs and Trade (GATT) 1994 Article XVIII, 

and other measures adopted by the GATT and the World Trade Organisation to provide special 

and differential treatment to LDCs. However, industrialisation today is taking place at a time 

when some of the policy instruments that worked in the past (such as protection and export 

promotion through subsidies) have largely become unavailable, especially due to regional and 

multilateral trade agreements (Matambalya, 2014). Therefore, measures to develop the 

necessary production capacity are more fundamental for economic transformation than ever 

before.  

Despite the more limited policy space available today, a growing labour force and a large and 

emerging consumer market could create the conditions for greater competitiveness and 

significant growth opportunities in Tanzania. Tanzanian competitiveness and economic growth, 

however, need a stronger private sector to take off. Most enterprises in Africa fall prey to two 

major issues: first, limited market access and/or market entry, meaning that the degree to which 

they can participate in production for foreign markets is low; and second, limited opportunities 

for upgrading, meaning that inclusion in global markets rarely leads to industrial upgrading.11 

As pointed out earlier, policies for export growth and upgrading were crucial to improving 

competitiveness in both Korea and Taiwan. Tanzania and other African countries have to find 

 

11 Upgrading refers to the shift from lower-value-added to higher-value-added activities. This 

generates higher-quality employment opportunities and lays the foundation for sustained 

growth and competitiveness. 
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out how their local enterprises can benefit from the liberalisation and globalisation of product 

markets (Albaladejo & Schmitz, 2001).  

As explained earlier, structural change towards manufacturing is a crucial determinant of 

economic growth and competitiveness (Fagerberg et al., 2007; UNIDO, 2013). It is indeed 

higher manufacturing capabilities that distinguish rich countries from poor ones. Productivity 

in manufacturing tends to grow faster than in agriculture and services (Chang, 2007). The cases 

of the Korea and Taiwan confirm this. In order to follow a similar trend, Tanzania, as well as 

other African countries, need to more seriously and punctually venture into industrial upgrading 

and progressively move up the technological ladder in order to raise their competitiveness 

(Figure 3). In this regard, the entry point could be light manufacturing. First, given its 

characteristics, manufacturing is likely to offer backward and forward linkages to other 

economic activities. Second, because Tanzania is a factor-driven economy, an industrial 

strategy focusing on light manufacturing is consistent with the country’s competitive advantage, 

requiring abundant unskilled labour and a level of technological capabilities that the country 

possesses. Given its labour intensity, the growth of light manufacturing could create 

employment opportunities and improve job quality, enhancing labour productivity and create 

the conditions for inclusive economic growth and development. 

To spur upgrading and exports, the government might consider the relative shares of these 

economic sectors (i.e. light manufacturing, services and extractive industries) in terms of labour 

composition and capital intensity and assess their potential role in fostering competitiveness. 

Based on this, it could then devise industrial strategies to boost competitiveness. It may consider 

attracting FDI that can help build local capabilities as Korea and Taiwan did in the past. FDI 

should not be a replacement for local enterprises or capabilities: strengthening local capabilities 

raises the chances of attracting FDI and maximising skill and technology spillovers from this 

FDI. In this regard, selectivity in attracting FDI could be useful. To build capabilities, 

governments can selectively target sectors where local enterprises could participate (Lall, 2004; 

UNCTAD, 1999). Moreover, although Africa’s manufacturing has shown signs of 

improvement, import competition (mainly from Asia) has increased and represents a major 

challenge to competing domestic infant industries (MITI, 2016; Leyaro & Morrissey, 2015). 

This makes investments in the development of skills and capabilities an even more pressing 

issue. 
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FIGURE 3: Possible areas of investment in Tanzania and other African countries 

Note: FDI: foreign direct investment; ICT: information and communications technology. 

Tanzania could ensure that quality and less costly resources (particularly labour, capital, and in 

some cases raw materials) are readily available and that rising wages accord with productivity. 

Strengthening institutions and boosting investor confidence through macro-economic stability 

(e.g. low inflation, stable exchange rates, and low external debt) are additional important areas 

of policymaking in Tanzania and other African countries. Aid for Trade may also be a useful 

initiative to build the capacity to enable Tanzania to effectively participate in intra- and extra-

regional production and trade. Regional integration could be oriented in a way that would 

enhance market expansion, investment, fairly distributed infrastructure and fair competition 

within the region. Therefore, synergizing trade and investment policies and institutions in the 

framework of harmonized regional trade arrangements is paramount.  

 

CONCLUSIONS 

This study dealt with the concept of competitiveness, widely used in business and economics, 

but also in policymaking. It briefly reviewed the literature on competitiveness, highlighting the 

different ways in which competitiveness has been defined. It then delved more deeply into the 

Tanzanian case and the policy solutions implemented to improve competitiveness in selected 

East Asian economies. The key messages of this study are: 

Despite its elusiveness, competitiveness is a widely used concept and can be defined at the level 

of individuals, firms, industries and countries; 

Firm-level competitiveness is the level of aggregation where the concept of competitiveness 

can be best understood because, although competitiveness may be a national concern, the agents 

that compete in the market are firms; 

At the national level, the two most-used conceptualisations of competitiveness are price 

competitiveness and export competitiveness; 

There are several policies that acknowledge the importance of all levels of competitiveness to 

industrial and economic development; 

The successful catch-up in the Republic of Korea and Taiwan could offer some useful lessons 

for African countries, albeit with several caveats; 

Just like competitiveness is important for industrial and economic development, manufacturing 

growth is equally crucial for countries’ competitiveness. To spur upgrading and export growth, 

African governments could look at the shares of major sectors in the economy in terms of labour 

composition and capital intensity, and assess and develop their potential for competitiveness.  

It is important that all of these are done punctually to buffer infant industries against the ever 

increasing competition. 
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CONSIDERING BIODEGRADABLE ALTERNATIVES IN 

THE FOOD SERVICE INDUSTRY: PERSPECTIVES 

FROM THE GHANAIAN CONTEXT 
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Biodegradable packaging should be the new phase of packaging in the Ghanaian food 

service industry considering the harmful side effect of the use of non-biodegradable 

packages. However, the concept of biodegradability is far from being established in the 

Ghanaian context. It is against this background that data was collected from 45 

respondents from the food service industry, with the aim of ascertaining the industry’s 

knowledge of how detrimental Styrofoam food packages were to both the health of 

consumers and the natural environment and to determine their level of awareness of 

biodegradable alternatives. The study adopted a qualitative approach employing the use 

of semi-structured interviews. The outcome of the study is that 86.6% of respondents 

used Styrofoam packages and almost 85% had no knowledge of what the term 

Styrofoam meant. They only knew the product by its street names which were “check 

check” or “Takeaway” pack. The effect of Styrofoam was new information to 50% of 

the respondents; however, some had limited knowledge of its effect on human health. 

Its effects on the environment was only known with regard to sanitation in terms of 

poor disposal leading to the clogging of drainage systems and massive littering of the 

environment due to its light nature. Knowledge on its effects on the natural environment 

including marine animals were also limited. Nevertheless, until then, they would rely 

on those available which are primarily paper-based packages and banana leaves.  

Keywords: Styrofoam, Biodegradable, Expanded Polystyrene, Recycle, Ghana 

Introduction 

Packaging, as a storage system is of essential importance to both the vendor, be it retailer or 

wholesaler and the consumer. According to Kuvykaite, Dovaliene and Navickiene (2009) 

packaging functions as a protective cover in handling, transportation, storage, and operation of 

a finished product. It can be argued that it serves as a convenient means for handling food in 

the terrain of the food industry. There are several forms of packaging, some are non-

biodegradable while a few others are biodegradable. Styrofoam is categorized under the non-

biodegradable forms of packaging (Siyal, Memon, & Khuhawar, 2012), which has received 

high patronage in the Ghanaian context. The food service industry in Ghana consisting of hotels, 

restaurants and roadside food vendors have over the years played a major role in the use of 

Styrofoam packages by providing takeout services. This is primarily because it is designed to 

hold a variety of food items in both liquid and solid form under any temperature, it is cheaper 

and readily available and it is extremely light considering its level of durability. These much 

preferred attributes of the use of Styrofoam has overridden important factors to be considered 

in packaging which includes material use, recycling possibilities (Rokka and Uusitalo 2008), as 

well as its impact on the environment (Gronman, Souka, Jarvi-Kaarianen, 2012), and on one’s 

health (U.S. Department of Health and Human Services, 2016).  

Styrofoam is a trade name for expanded polystyrene (EPS) composed of about 5% polystyrene 

(PS) and 95% air (Siyal et al., 2012). The expanded polystyrene is a form of petroleum-based 

plastic commonly used in the production of takeout containers but has been proven to be 
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extremely harmful and also impossible to recycle. Expanded polystyrene used in producing 

Styrofoam poses a threat to the environment, human and animal health throughout its life span 

from production, through its use and then its disposal. Polystyrene contains styrene which is a 

known carcinogen and creates large amounts of greenhouse gases during its manufacture. This 

material takes at least five hundred (500) years to fully decompose making them highly non-

biodegradable (Chandra, Kohn, Pawlitz & Powell, 2016). 

Biodegardability is a concept that has received much attention over the years in countries such 

as U.S. (U.S. Department of Health and Human Services, 2016), Jamaica, Belize, Bahamas, 

Barbados among others (AFN News, 2019), however in the Ghanaian context, it seems the 

concept is now gradually catching on although there has been several discussions on this 

concept in the media and other platforms over the years. Biodegradable packages are recyleable 

and enivronmentally friendly because they usually contain raw materials such as cellulose, 

starch, and proteins or chitin/chitosan which is obtained from marine food processing industry 

wastes (Singh, Laub, Wani & Langowski, 2012) and these biodegradable materials contain 

chemical compounds such as CO2, H2O (Song, Murphy, Narayan, & Davies, 2009) thereby 

making such products both user and environmentally friendly. Several researches have been 

undertaken on expanded polystyrene (EPS) being used in food packaging which includes its 

impact on the environment and health of its users (e.g. Adrienne, Sheila, Samantha, & Julie, 

2009; Clean Up Australia Ltd, 2017; Kremer, 2003; New York City, 2015; Michele et al, 2011), 

unfortunately not many of these researches shine light on the best alternative that can equally 

match styrofoam packages in terms of characteristic qualities, this the paper does. Others  (e.g. 

Maharana, Negi, & Mohanty, 2007; Siyal et al., 2012; Noguchi, Inagaki, Miyashita, & 

Watanabe, 1998; Hearon, et al., 2015) have also gone into researching the best ways to recycle 

styrofoam by examining different recycle methods but unfortunately all these methods have 

drawbacks of cost and quality in addition to the enviornmental threats as well.  

In terms of the scope of this study, to the best of our knowledge no studies have been undertaken 

in Ghana explaining the food industry’s inablilty to find a suitable alternative to styrofoam 

packages. The purpose of the study is therefore to ascertain whether the food service industry 

in Ghana is aware of the detrimental effects of the use of Styrofoam packaging to both the 

environment and the health of their users and if they have any knowledge of biodegradable 

options. The study also aims at identifying sustainable biodegradable alternatives that would be 

appropriate for the Ghanaian market. This study contributes to the non-existent literature on the 

extent of use of styrofaom packages by the Ghanaian food service industry and gives into detail 

the magnitude and extent to which the continuous use of the product causes long term effects.  

The study provides insight into why the food service industry in Ghana as well as manufacturers 

of food packages could consider migrating to using more biodegradable food packages than the 

ubiquitous styrofoam packages and other single use plastics. To cover the entire study, the rest 

of the paper is structured as follows. Section 2 deals with empirical literature and section 3 deals 

with the methods. Whilst Section 4 covers results and discussion, the last section covers the 

limitations and conclusions. 

 

Literature Review 

There have been several researches to uncover the potential harm Styrofoam is capable of 

causing during its production, usage and disposal. All these researches based their studies on 

the chemical composition of the material and studying its history and origin. According to Bellis 

(2019), in 1839, a German apothecary named Eduard Simon discovered polystyrene when he 

isolated the substance (polystyrene) from natural resin. However, this discovery was accidental 

because he did not know what he had discovered. It was Hermann Staudinger, an organic 

chemist, who realized that Eduard’s discovery, which comprised of long chains of styrene 

molecules, was a plastic polymer. In 1922, Hermann Staudinger published his theories on 

polymer, which won him the Noble Peace Prize in chemistry for his research in 1937. The term 

Styrofoam became a trademark of the Dow Chemical Company, who introduced polystyrene 
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products to the United States market in 1937 (Bellis, 2019). Just as the plastic polymer was 

accidentally discovered, Ray McIntire, a chemical scientist who worked with Dow Chemical 

Company, also accidentally invented the Styrofoam material around the time of World War II 

when he was trying to find a flexible electrical insulator. McIntire tried to make a new rubber-

like polymer by combining styrene with a volatile liquid called isobutylene under pressure. This 

resulted in developing a foam polystyrene with bubble which was 30 times lighter than regular 

polystyrene (Bellis, 2019). 

2.1 Chemical Composition, Styrofoam Production Process 

Polystyrene is made of Styrene, which is a chemical compound produced by combining benzene 

and ethylene (Tan & Khoo, 2005). Styrene (C8H8), which is derived from petroleum or natural 

gas is formed by a reaction between ethylene (C2 H4) and benzene (C6H6); benzene is produced 

from coal or synthesized from petroleum (Uihleina, Ehrenbergerb, & Schebeka, 2008). The 

primary chemical component of Styrofoam, which is styrene, goes through a process called 

Suspension Polymerization where tiny drops of styrene are surrounded by water and an adhesive 

substance (Xanthos & Owen, 2015).  By supporting and surrounding the styrene globules, the 

suspension agent produces uniformed droplets of polystyrene. A polymerization initiator such 

as benzoyl peroxide is added to the droplets, which react by causing the polystyrene droplets 

combined to form a chain, which in turn combine to form beads. The mixture of beads is then 

cooled after the polymerization process, washed down and dried (How Products are Made, 

2020). To create the styrene monomer, which is the basic building block of the plastic industry, 

the beads are heated with steam. The plastic, which has now been softened, expands to 

approximately 40 times of its original size as the pentane gas trapped in the plastic expands. 

Using heat, the beads are then cured. Once they are cured, the beads are placed in a block-

molding machine where steam is used to soften and expand the beads causing polymerization 

fusing the beads together. Depending on the level of densification required, the molding process 

can take from five to twenty minutes. The molded foam can be shaped in large rectangular 

blocks that are further processed by cutting with hot copper and nickel wires, melting the EPS 

upon impact to produce standard sized sheets or customized pieces (Xanthos & Owen, 2015). 

2.2 Negative Impacts of Styrofoam 

Styrene, which is the primary chemical component of styrofoam, has carcinogenous effects 

when ingested over a period of time. This chemical enters the human body through inhalation, 

ingestion and direct contact with the skin (U.S. Department of Health and Human Services, 

2016). Unfortunately, the negative impacts of styrene are not limited to just its use but rather 

throughout its lifespan. In the industry setting, factory workers are exposed to fumes that 

emanate during production which is highly concentrated with styrene gas. Short-term exposure 

affects the central nervous system and may result in headaches, fatigue, dizziness, nausea, brief 

discombobulation, drowsiness, poor concentration and feelings of intoxication. It may also 

cause irritations on the skin, the eye as well as digestive effects (Occupational Safety and Health 

Administration, 2016). The long-term exposure results in depression, constant fatigue and 

minor effects on the kidney. The most severe impact is the high risk of the worker getting some 

form of cancer most likely leukemia (U.S. Department of Health and Human Services, 2016). 

Fumes during production also affect the natural environment, which include land and marine 

life. These animals are equally at risk of contracting deadly terminal disease as human are. 

Studies undertaken by the United States Department of Health and Human Services in 2019 

showed that animals that were exposed to styrene fumes reported an increased evidence of 

malignant tumors in their test subjects, which were mice. The study also supported the evidence 

that styrene contains genotoxins, which are chemical agents that damage the genetic makeup 

within cells causing mutations which may lead to cancer. 

During its use, residual styrene monomers migrate or leach from the packages into the food. 

The quantity of styrene that leaches into food can be determined under the following 

circumstances; nature of food; with fatty foods for instance, the migration of styrene from 

Styrofoam packs occurs at a greater rate as compared to less or non-fatty foods. Alcoholic 

beverages also have a higher chance of leaching styrene monomers as compared to other 
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beverages such as tea and coffee or even water (U.S Department of Health and Human Services, 

2016). Secondly, duration or time the food is in contact with the package: the longer the food 

stays in the Styrofoam container, the higher the styrene content when food is finally consumed. 

Thirdly, the temperature of the food: the higher the food temperature, the higher the 

concentration of styrene in the food. Foods with temperatures of 200C up to 600C increase the 

level of styrene leached into food as the temperature increases, which can also be affected by 

the duration the food stays in the container (Amirshaghaghi, Djomeh, & Oromiehie, 2011). 

Finally, the conditions under which it is used. It has been proven that microwaving or heating 

food in styrofoam containers such as leftovers expedites the leaching of styrene into the food 

(Chandra, Kohn, Pawlitz, & Powell, 2016). As an example, Matiella and Hsieh (1991) found 

that eggs stored in polystyrene containers for 2 weeks had deposits of volatile styrene monomer 

on the shells of the eggs. Evidently, this shows the harmful effects on humanity. 

The Food and Drugs Board of some countries like the United States of America, actively 

regulate and monitor the percentage of acceptable level of styrene allowed in styrofoam 

containers. As per the CFR Title 21 of the United States FDA, they have set a limit on the 

amount of styrene present in styrofoam packs at an acceptable 1% by the weight of the total 

residual styrene or 0.5% by weight for certain fatty foods (U.S Food & Drug Administration, 

2018). Styrofoam takes approximately 500 years to completely decompose and unfortunately 

costs more to recycle than to produce making it a futile venture (Chandra, Kohn, Pawlitz, & 

Powell, 2016). The inappropriate disposal of the styrofoam material has been known to affect 

almost all aspects of life which include sanitation, land and marine life. Landfills are the 

commonest forms of disposing off solid waste and some are managed and designed to 

accommodate all types of solid waste. While most of the waste found in landfills can be 

decomposed, styrofoam cannot and it stays in the landfill for as long as it is in use. Due to its 

light nature too, styrofoam materials are carried away by wind resulting in loitering surrounding 

areas and becoming a sanitation issue. If they happen to be carried by winds into the ocean, 

marine life is at risk. The United Nations Envrionemnental Program estimated that every singe 

square mile of ocean hosts 46,000 piece of floating plastic and polystyrene foam forms a 

majority of those plastics. These styrofoam materials break down into smaller pieces during 

transportation and is mistaken for food by marine and land animals which clogs their digestive 

systems, causing painful starvation, malnutrition, swollen bellies and in worst cases death. 

2.3 The Ban on Styrofoam 

Due to the widespread sensitization and dissemination of the harm the continuous use of 

styrofaom for packaging food can cause, many lawmakers and environmental groups have 

begun fighting to get the material banned. In an attempt to reduce the use of expanded 

polystyrene (EPS), some countries and cities have banned the use of styrofoam packages in 

restaurants and grocery stores. As many countries and cities implement or consider 

implementing bans on styrofoam,  its is critical to identify and understand the available 

biodegradable alternatives to dealing with EPS and the tradeoff associated with this alternative 

ban (MacEachern, 2018). The United States is one of many countries that has many states and 

cities ban the use of styrofoam. States like New York, Seattle, Washington DC, Miami Beach, 

Maine among other states have implemented the ban on styrofoam use. Outside the US, 

Carribean countries like Jamaica, Beliza, Bahamas, Barbados, Costa Rica and Trinidad and 

Tobago have banned the import of single-use plastic boxes and polystyrene materials (AFN 

News, 2019). In the case of countries like Costa Rica, the government has mentioned that it 

would promote and encourage the conversion of industries in the import and manufacture of 

polystyrene products to be able to produce and import more environmentally friendly 

alternatives (Cockburn, 2019) 

In Africa, a lot of countries are still at the planning stages of trying to ban styrofoam. The main 

impediment slowing down the process is finding suitable biodegradable alternatives. However, 

some countries have successfully passed laws to stop the use, manufacture and importation of 

styrofoam products as well as other polystyrene products. Rwanda was one of the first African 

countries and one of the nation’s worldwide to pass a law banning the use of Styrofoam. The 
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law was passed in 2006, which later came into full effect in 2008. Rwanda’s mode of enforcing 

this law however, is a bit too stringent as those found guilty breaking this law face harsh 

sentences like huge fines, jail time and public shaming (Armstrong, 2019). Tunisia has also 

successfully enforced a law that bans the use of single-use plastic, specifically styrofoam. They 

have been so successful that since the ban was placed in 2017, single-use plastic usage  has 

reduced by 94%. Since the ban, many supermarkets began supplying shoppers with reusable 

bags, while others looked into reintroducing traditional Tunisian baskets, called “koffa,” into 

daily life (Calderwood, 2018). Shah, Lankaputhra, Britzb and Kyle (1995) argue that this 

directive of banning is imperative in order to protect and conserve the ecology. The main 

challenge however, could be people might shy away from these biodegradable alternatives 

because of the fear of the unknown or convenience as argued by Rollin, Kennedy and Wills 

(2011). Van Dam and Van Trijp (1994) have suggested that the perception of the consumer 

plays an important role in packaging a product, so consumers must be educated on the negative 

effects of Styrofoam as key stakeholders. 

2.4 Biodegradable Alternatives 

Food packages made from biodegradable materials are able to undergo decomposition with the 

help of microorganisms as compared to non-biodegradable materials that take hundreds of years 

to decompose (Song, Murphy, Narayan, & Davies, 2009). There are several alternatives but 

how biodegradable are they? Paper based packaging according to Miller (2018) is the most 

environmentally friendly option on the market now and with advances in science and 

engineering allowing paper to be used in different ways. With paper packages, some can be 

reused and they can be recycled and turned into renewable energy. They also do not cause any 

form of health related issues to humans and animals even when ingested because paper usually 

does not contain toxins. Paper is composed of cellulose which is a harmless organic compound 

found in plants (Song et al. 2009). Additionally, banana leaves have been used in serving and 

packaging food for hundreds of years if not thousands. The fight against single use plastics has 

only now put it under the spotlight. The benefits of using banana leaves to package food include 

but not limited to they being; cheap and readily available, can be used to wrap fairly large food 

items due to the size of the leaves, are waterproof making them easy to clean before and after 

use, compostable and are natural, edible and toxin free (Wilson, 2019). Many people in the food 

service industry are gradually grasping the idea of including and using banana leaves to package 

their takeout food for customers. Some companies have gone the extra mile by creating 

packages by naturally enhancing the leaves, which strengthens the cell walls of the leaves and 

prevents pathogenic agents from destroying them. The preserved leaves can resist extreme 

temperatures and hold more weight than in their original state (Hoeven, 2019). 

 

Research Methodology 

3.1      Research context 

Some decades ago (1981-1983), Ghana was in crisis; impoverished and suffering from drought 

and famine and was on the verge of collapse. Looking at present day Ghana, the country has 

made a remarkable comeback and was predicted to be the world’s fastest growing economy in 

2019 (Edmond, 2019). Once the economy is developing, this manifests in several aspects of the 

economy including the food service industry. Several food establishments, both private and 

franchise have made their way into the country to contribute to and benefit from this growing 

economy. In the past years, we have seen the emergence of several popular fast food franchise 

being introduced in Ghana. According to an article on the Ghana Web (Bruce, 2011),  Yum! 

which is a US-based restaurant group that owns KFC brought the franchise to Ghana in 2011. 

Subsequently, Ghana has seen others like Pink Berry Ice Cream, Pizza Hut and Burger King 

expand their franchises into the country. This has proven that the food service industry in Ghana 

is developing rapidly including the establishment of private restaurants and the increase in food 

vendors as well. This has resulted in increased patronage of take out foods and primarily how 
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these food service industry’s production processes and produce affect the health and safety of 

their consumers and the natural environment be it production waste or food packages. 

3.2 Design, Sampling procedure and sample size 

The research methodology adopted for this study  was the qualitative approach which involves 

the use of qualitative data such as interviews, documents and observations to understand and 

explain social phenomenon (Annan, 2019). This approach was to allow the researchers gain an 

understanding of underlying reasons and opinions with respect to the research objectives. The 

researchers needed to be able to fully engage the respondents and control the direction of the 

data collection so as to arrive at the most accurate information.  

The study areas for the research were the food service industries in the areas of Labone, Osu 

and East Legon, all in the capital city of Ghana. These areas were selected due to their high 

concentration of food vendors making it easier to access as many respondents as possible within 

the sample size. The population target was the food service industry in Accra which was further 

categorized into three. These were Hotels, Restaurants and Roadside Vendors. This grouping 

was necessary due to their distinct and varied characteristics like their population sizes and 

dynamic customer base. It was anticipated that some of these characteristics such as pricing, 

management styles and ownership structure could affect the outcome of the study. In selecting 

a sample of respondents for data collection, the simple random sampling method under the 

probability sampling technique was employed to select which hotels, restaurants and roadside 

vendors were to be interviewed. With this technique, every member of the population target has 

an equal chance of being selected to be part of the population sample. This method is the 

simplest form of random sampling and is an unbiased approach to garner the responses from 

the large population group.  

Interviews were undertaken on the premises of the respondents’ businesses at their own 

convenience and lasted an average of 20 minutes. Interviews had to be undertaken during 

working hours of the respondents’ therefore waiting time and interruptions had to be factored 

into scheduling of the interviews. Interviews were conducted between April to August 2020. 

The sample sizes of the respondents are expressed in the table below; 

Table 1: Sample Size of Respondents 
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3.3 Data Collection Instrument  

Since the main aim of collecting data is to be able to capture evidence and data that translates 

to quality data analysis, the most appropriate was the use of interviews. The interviews were 

semi- structured thereby not strictly following the questions even though all questions were 

asked. This approach was flexible as it allowed respondents to sway away from some questions. 

Some responses led to follow up questions which were not necessarily part of the questions in 

the interview guide. The interview guide contained 20 questions that covered all the research 

objectives. 

3.4 Data Analysis 

Qualitative data analysis is concerned with giving more detailed meaning to the data collected 

since there are no numerical data involved (O'Connor & Gibson, 2003). Data received for this 

study was recorded by writing down responses in spaces provided under the questions on the 

interview guide. Even though responses were required to be descriptive and explanatory, they 

were easily understood and paraphrased by the interviewer and could be easily recorded in 

writing. Analysis of this study underwent the content analysis approach closely followed by 

coding which provided a theme for the analysis. An inductive approach was used to narrate the 

coded data to understand the data that has been analysed and formulate a generalised conclusion. 

Below are the codes generated.  

The figure below summarizes how the inductive codes, sub-themes and main themes were 

developed. 

Figure 1: Development of codes, sub-themes and main themes 
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Results and findings 

Responses gathered from 45 sampled respondents in the food service industry are presented 

with supporting quotes.  

4.1 Knowledge of the detriments of Styrofoam packaging to the natural environment and health 

of customers 

Part of the objectives of the study was to find out how much knowledge respondents have about 

the potential harm Styrofoam could cause to both the health of their customers and that of the 

natural environment.  However, knowing what Styrofoam was before knowing its impacts was 

also key. Generally, a majority (84.4%) of the respondents did not know what the term 

Styrofoam meant but knew the product by its street names which were “check check pack” or 

“takeaway pack”. After some minutes of sensitization which made them now familiar with the 

trade name, 86.6% of the respondents disclosed that they predominantly used Styrofoam 

packages in their food business as compared to other alternatives which included the aluminum 

foil packages (7.2%), plastic containers (4.5%), clear polythene bags (2.7%), paper-based 

packages (1.8%) and banana leaves (0.9%). This clearly shows that most of the packages used 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   135 

 

were all not biodegradable. The dominant reason for patronizing the Styrofoam packs was that 

they were cheap. According to the respondents, a box of 100 pieces was sold at approximately 

Gh₵15 (about 3 dollars).  

When we finally got to the level of harm caused by Styrofoam, 50% of the respondents had a 

general notion that Styrofoam was harmful due to the continuous campaigns against its use and 

other single use plastics. Their knowledge however had a shortfall when asked how much they 

knew about those harmful effects. Only 4.4% knew it contained certain chemicals that caused 

cancer. For instance, a respondent stated that: 

“I am not educated but I know the takeaway pack is not good. That is why I place the paper first 

before packing the food. It will prevent direct contact with the package and also prevent oil 

from soaking the package” (Respondent 28).   

The environmental impacts had almost similar responses to the health impacts. Only 18.8% of 

respondents knew Styrofoam had an impact on the environment. However, they were only 

aware of how it affected sanitation rather than other aspects of the natural environment. This 

they knew mostly due to observations and experiences rather than educational or scientific 

sources. A very concerned respondent expressed her views saying: 

“I do not like it when I see the check check pack flying all over the place and making our 

surroundings dirty. I always sweep and burn my rubbish when I have finished selling for the 

day. I don’t think is it good for our environment and unfortunately waste management systems 

are very poor” (Respondent 15).  

4.2 Determining the level of awareness of other biodegradable options  

Similar to the term Styrofoam, the word biodegradable was unknown to 75% of the respondents. 

Five percent had heard the term before but really had no idea of what a biodegradable material 

was. Of the remaining, 25% knew what a biodegradable material was, 80% mentioned they 

were materials that were capable of easily decomposing. Only two respondents of the 80% 

added that they could be easily recycled. One of the hotel respondent mentioned that: 

“I read somewhere that biodegradable packages are the future but I have never seen any before 

apart from paper box packages which we sometimes use. And at the rate at which we use 

takeaway packs in Ghana I am not sure I will be seeing one anytime soon” (Respondent 8). 

When asked to mention some biodegradable packaging they knew, paper-based packages and 

banana leaves were the most mentioned. Thirty-one percent of the respondents included 

aluminum foil and plastic containers but unfortunately, these were not biodegradable. This is 

proof that most of the respondents did not know what constituted a biodegradable material. 

4.3 Determining knowledge in accessing biodegradable alternatives 

Since a majority of the respondents had no idea of what a biodegradable material was, this 

snowballed into their inability to identify biodegradable alternatives. Alternative food 

packaging is however lacking on the market and this could be the reason the respondents have 

no idea in accessing biodegradable packages. Ghana has not really been an advocate of 

biodegradable food packages even though several attempts have been made to ban the use of 

Styrofoam. This ban would have forced investors and producers to explore other alternatives 

and introduce more ecofriendly packages unto the market. However, this so-called ban has only 

been mentioned a few times and we cannot imagine it seeing the light of day any time soon. 

The respondents revealed that the only biodegradable packages they knew of and could access 

easily were the banana leaves and paper based packages. With the banana leaves, they could be 

easily acquired by purchasing them from the market or just harvesting the leaves from banana 

trees once they have access to them. They would only have to clean and store them properly 

until they are ready to be used. The paper-based packages however are not too common even 

though some in the food service industry use them. The production of paper packages is not as 

intense as that of Styrofoam and aluminum packages. Most of the users are hotels and 

restaurants who due to the nature of the variety of food they serve would be able to make use 

of some of these paper packages. The interview with KFC Food Restaurant revealed that even 
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though they used paper packages, these packages were imported from a manufacturer in China. 

KFC being a franchise and worldwide restaurant can easily afford to import taking into 

consideration the huge patronage. In conclusion, production of biodegradable packages in 

Ghana is massively low as compared to Styrofoam or other non-biodegradable packages and a 

ban on importation may be the only option for now.  The respondent at KFC also added that; 

“KFC wants to maintain consistency with their packages that is why they import them. I cannot 

tell if that is comparatively cheaper than manufacturing here in Ghana but I know they 

considered that before opting to import” (respondent 5).  

4.4 Identifying the best biodegradable food packaging for the Ghanaian market 

This study earlier revealed that the respondents lacked extensive knowledge on biodegradable 

food packages leading to their limited suggestions when asked about the best biodegradable 

packaging for the Ghanaian market. These biodegradable alternatives had to possess the features 

of the current packages being used to be able to satisfy the Ghanaian food service industry. This 

had to take into consideration price, durability and availability. Banana leaves and paper-based 

packages dominated the responses.  Respondents had no idea of any other types of 

biodegradable packages aside these two. Of all the respondents, 60% suggested paper-based 

packages would be best for the Ghanaian market. Some added that the paper-based packages 

required some form of enhancements to make them strong enough to be able to be used to 

package any type of Ghanaian food. The respondents that suggested Banana Leaves further 

expressed themselves mentioning that this form of packaging was limited to certain foods unless 

they could be refined or processed to be able to perform complete packaging functions like 

being able to prevent leakages.  

Eighty-four percent (84%) of the respondents were fully in support of using biodegradable 

packages once they were made available onto the market even if the prices were slightly higher. 

A few (16%) added that even though they were in full support, the feedback from their 

customers to the price change and the food package itself would be a main determinant on 

whether or not they would patronize the products.  

 

Discussion 

Data analysis revealed major and interesting findings that cannot be overlooked. This research 

sought to ascertain whether the food service industry in Ghana was aware of the detriments of 

using Styrofoam packages both on the health of their customers and the natural environment 

and whether the sampled population had any knowledge on biodegradable alternatives. The 

survey evidently proved that Styrofoam was the predominant food package that was used by all 

the respondents. Unfortunately, a substantial number (84.4%) were ignorant of the trade name, 

Styrofoam. The knowledge of the impact Styrofoam had on the health of its users and the natural 

environment was scanty, although there is substantial evidence disclosing the potential harmful 

side effect of the use of Styrofoam. For instance, Matiella and Hsieh (1991) found that eggs 

stored in polystyrene containers for 2 weeks had deposits of volatile styrene monomer on the 

shells of the eggs. It can be argued that this harmful chemical compound may be deposited into 

dishes prepared using these eggs. Hence disregarding the negative impact of Styrofoam may be 

dangerous not only for the retailer but for the consumer as well. As indicated by Gronman et 

al., (2012) and U.S. Department of Health and Human Services (2016), it has negative 

implications on the environment and the health of consumers. It is worrisome to observe that 

many retailers were unaware of the health implications of the continuous use of Styrofoam 

although research (e.g. U.S. Department of Health Services, 2016) confirms it has 

carcinogenous effects when used for long. 

The only impact on the environment according to the respondents was sanitation. How the 

material clogged drainage systems and littered almost every corner of the environment was their 

major concern. This is not surprising because Gronman et al. (2012) reveal that in packaging, 

the major concern is often its burden for the environment and the fact that this waste material 
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has taken over by trash cans and landfills. Although respondents were less knowledgeable about 

biodegradable materials, however, after being educated by the researchers on the effects of 

Styrofoam, they explained that with what they know now, they would be willing to migrate to 

biodegradable packages once several options are available on the market and will be willing to 

pay a little extra as compared to what they pay for the Styrofoam packages. This contradicts the 

finding of Rollin, Kennedy and Wills (2011) that individuals shy away from the use of 

biodegradable alternatives because of the fear of the unknown or convenience. Thus it can be 

argued that in the case of Ghana, there is still continual use of Styrofoam because of 

unavailability of biodegradable packages/ alternatives.  

The only known biodegradable packaging options to the respondents were banana leaves and 

paper based packages. Some cities like New York in the United States of America placed bans 

on the use of Styrofoam and forcing local packaging companies to redesign their business 

objectives by researching and identifying biodegradable options. Although the perception of the 

consumer plays an important role in packaging a product, (Van Dam & Van Trijp, 1994), 

considering the negative impact of the use of Styrofoam, it is imperative that Ghana utilizes the 

approach of U.S.A in banning the use of Styrofoam. There have been talks of placing a ban on 

Styrofoam and single plastic use but due to the lack of alternatives but this ban may never come 

to pass. Although a respondent felt these biodegradable options will be used based on consumer 

preferences, the study suggests that the harmful effects on consumers should rather be discussed 

so as to encourage them to accept the change. Shah, Lankaputhra, Britzb and Kyle (1995) argue 

that this directive is imperative in order to protect and conserve the ecology. Since Rwanda, an 

African country has successfully implemented a ban since 2008, (Armstrong, 2019) probably, 

Ghana could follow suit. The case of Rwanda could be used as an example showcasing the 

possibility of using other biodegradable alternatives. In light of the results of the research, a 

major impact the study had on the respondents was that the researchers were able to educate 

respondents as much as possible during the interviews of these non-biodegradable options.  

Implications for Research and Practice  

Results from the study clearly showed that Ghana is a long way into making biodegradable 

packaging a household name. The study also proved there was a huge gap in the respondents’ 

knowledge of the harm caused by Styrofoam and accessibility and availability of biodegradable 

alternatives. The food service industry is benefiting so much from the use of Styrofoam 

packages due to its affordability and availability that finding or introducing an alternative would 

require a lot of effort from regulatory bodies. There are currently no laws that regulate the use 

of single-use plastics in Ghana forcing Environmental Advocacy Groups to enhance their efforts 

for the ban of Styrofoam and other single-use plastics in Ghana. The Government of Ghana has 

on several occasions mentioned that they are considering placing a ban on the importation, 

manufacturing and use of single-use plastics but unfortunately has not come around to enforcing 

the ban. This can primarily be blamed on the lack of biodegradable alternatives. One thing the 

government can do is to give industries and importers notice of potential ban thereby giving the 

relevant stakeholders enough time to research and identify other biodegradable alternatives. 

Government can also provide tax breaks to companies who are ready to import biodegradable 

packaging while those who through some form of research and development have identified 

ways of manufacturing their own can be given some form of government subsidies to help them 

produce for a couple of years. Once drastic measures are taken, manufacturers and importers 

have no option than to introduce the appropriate and environmentally friendly packaging to be 

able to stay in business.  

Extensive sensitization can also be considered by having health experts and green advocacy 

groups interviewed on the radio or television programs to educate people on the harmful nature 

of Styrofoam on stakeholders: consumers, retailers, environment and workers. This can be 

supported by also introducing companies who have invested in manufacturing and producing 

biodegradable packages by giving them discounted airtime to advertise and bring awareness to 

their products.  
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Limitations and suggestions for future research 

In adopting the qualitative approach, responses were not limited to the questions and questions 

could be reconstructed to be able to arrive at accurate responses. However, using this approach 

came with its weaknesses. The sample size was not representative of the target population. Like 

any other qualitative study, findings cannot be generalized. There are hundreds of hotels, 

restaurants and food vendors and only 45 respondents were selected in all. The use of a mixed 

method approach would have been the best and would have represented a better percentage of 

the target population but that would have taken longer to undertake. Future researchers who 

would want to undertake studies similar to this should consider using a mixed method approach 

with the hope of getting results which would represent a larger percentage of the target 

population and as well as enable the researcher gain insight into the phenomenon under study. 

Responses were also solicited from only organizations without contacting the consumers. 

Probably, the consumers could have provided other useful insights. 

 

Conclusion 

Taking into account the objectives of this study, it can be confirmed that respondents are in full 

support of using biodegradable packaging in Ghana now taking into consideration what they 

have learnt about the extent of harm Styrofoam and other non-biodegradable packaging have 

on the environment and the health of their consumers. They were also in full support of a ban 

on Styrofoam products and single use plastics. Regardless of price difference, they would gladly 

migrate to using more environmentally friendly food packages than using the Styrofoam 

packages. This study has given us a clear picture of the general outlook of the Ghanaian food 

industry on the use of their current food packages and what they expect to be using in the near 

future.  
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Purpose- The purpose of this study is to examine the effect of market orientation on 

firm performance in the Ghana's airline industry. Design – The study adopted a 

quantitative research approach with a structured survey questionnaire as the data 

collection instrument. In all, 388 employees of various airlines operating at Kotoka 

International Airport were sampled and the data analysed using SEM. Findings – The 

study found that, market orientation had an effect on firm performance. Among the 

behavioural constructs utilised in this study, only inter-functional coordination was 

found to have positive significant impact on firm performance. Additionally, safety and 

security measure was found to significantly moderate the relationship between market 

orientation and firm performance in the air carrier industry in Ghana. Theoretical and 

managerial implications –This study adds to the ongoing debate on factors influencing 

performance in the aviation sector by contributing to the comprehensive overview and 

operationalisation of market orientation in the industry. Ghana’s aviation industry 

marketing managers, stakeholders and policy makers should intensify market 

orientation activities and tactics with more attention and resources geared towards inter-

functional coordination for the achievement of continuous positive firm performance 

in the form of customer satisfaction, employee satisfaction and quality service.  

Keywords – Civil aviation, firm performance, market orientation constructs, safety and 

security measure. 

Introduction 

Market orientation in the airline industry has gained considerable prominence in the marketing 

literature over the past decade (Deepa, 2017; Jung Hoon Lee, Chihyung, Lee, 2018; Martín-

Consuegra & Esteban, 2007). Its rising importance is due to the fact that air transport has 

become a major contributor to satisfying the need for movement of people and goods across 

regions (Alonso et al., 2014). Air transportation has a huge influence on modern-day standard 

of living and has made global society more aware of it (Ki-moon, 2010). More than a third of 

all value-added trade is transmitted by air, rendering air transport a significant constituent of 

global business (Jagtap, 2019). This implies that it acts as a catalytic agent in satisfying the 

social, cultural and economic development of modern human society.  

According to the International Civil Aviation Organization (ICAO), the volume of commuters 

transported on planned flights reached 3.7 billion in 2016, an increase of 6.0 percent over the 

year 2015 (Abeyratne, 2018). Furthermore, the International Air Transport Association (IATA) 

also predicted that the rise in air travel in Africa will outperform almost all parts of the globe in 

the next twenty years, although with a considerably low percentage (Turner, 2010). IATA 

anticipates market growth of 8.0 percent in the African airline industry (Kiboi et al., 2017). 
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According to Ghana Airports Company limited, passenger numbers for the year 2017 had 

increased to about 2.5 million from 2016 numbers of 2.3 million (Adu et al., 2018). Domestic 

passenger throughput alone for the first quarter of 2017, increased by 33 percent over the same 

period in the year 2016, increasing from 88,793 in the first quarter 2016 to 118,159 in the first 

quarter 2017 (Ayeh-Paye, 2018). Apart from the amount of employment the industry has and 

continues to offer Ghanaians, it accelerated the inflow of 1.3 million tourists into Ghana, 

contributing a total of $5.2 billion US Dollars to Ghana’s GDP in 2017 and 2018 (Akuffo-Addo, 

2019). These positive statistical indicators will have to be translated into positive performance 

and growth of the individual airlines, especially those operating in Ghana. Though, there are 

numerous studies on MO and performance in Ghana (e.g. Mahmoud et al., 2016; Hinson & 

Mahmoud, 2011; Hinson et al., 2017; Mahmoud & Yusif, 2012; Shamsudeen, 2016; Muumob, 

2016), these were done in sectors other than the airline industry context, despite its contribution 

to the economic growth of the country. Hence, the motivation for this study.  

This study's purpose is set in three folds. Firstly, the call from scholars (See: Charles et al., 

2012; Gudlaugsson & Schalk, 2009; Frösen, Luoma, & Jaakkola, 2016, Prifti & Alimehmeti, 

2017; Mokoena & Dhurup, 2017; Santikary, 2018; Park & Tran, 2019) for further studies of 

MO and firm performance because there are ambiguities as to the exact impact of MO on firm 

performance. Secondly, the call by Mahmoud et al., (2017) that market orientation and firm 

performance would be illuminated if further studies combine all the market orientation variables 

such as competitor orientation, customer orientation, and inter-functional coordination on firm 

performance and that further studies should be done in other sectors in context. This is also 

because, within context, most of the studies focused on sectors such as SMEs, the health sector, 

the banking sector, hotels and others with little or no attention given to the aviation sector in 

context. Therefore, this current study combined all the three market orientation behavioural 

variables of Narver and Slater (1990) on firm performance in the Ghanaian aviation industry. 

Thirdly, based on the assertion of Frambach, Fiss, and Ingenbleek (2016) that, a strong 

comprehension of business success drivers includes awareness of the dynamics of both the 

organisation and its external environment and the position of scholars (Gatignon & Xuereb, 

1997; Ketchen Jr et al., 2007) who postulated that business analysis shows orientations impact 

efficiency significantly, based on the market environment. Hence, the study considered safety 

and security as factors influencing the relationship between market orientation and firm 

performance. 

In an attempt to mitigate these identified gaps, the study considered the following specific 

objectives; (1) To examine the effect of MO on firm performance in Ghana's airline industry 

and (2) To examine the effect of safety and security measures on MO's relationship with firm 

performance. This study is aimed at contributing to the understanding of the level of MO effect 

on firm performance in the airline sector in Ghana and the impact of safety and security 

measures on MO and performance relationships. It is expected as well, to contribute to the body 

of knowledge and offer a foundation for future additional improvement of theory and research, 

predominantly in the area of market orientation and performance in the aviation industry in the 

emerging world context. Furthermore, the study is aimed at assisting marketing managers of 

Airlines, stakeholders in the aviation industry and policy makers to intensify market orientation 

activities and tactics for the achievement of continuous positive firm performance in the form 

of customer satisfaction, employee satisfaction and quality service. The expected contributions 

of this study are based on the arguments of Kohli and Jaworski (1990) as well as Narver and 

Slater (1990) that MO dimensions are the basis for business accomplishment. 

Literature Review  

This part of the study looks at the taxonomical review of literature formulation of four 

hypotheses. The conceptual framework was used to demonstrate the relationship between MO 

dimensions, performance elements, and the moderator, as follows: inter-functional 

coordination, competitor orientation, and customer orientation as MO dimensions, employee 

satisfaction and service quality as performance dimensions, and safety and security measures 

as the moderator. 
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The market orientation constructs were adopted from Narver, Jacobson, and Slater (1993). Firm 

performance dimension is adopted from scholars such as Agarwal et al., (2003) and Day and 

Wensley (1988).    

Concept and Definition of Market Orientation  

MO is usually viewed as an organisation’s commitment to commerce approach (Hunt & Lambe, 

2000), and its remarkable measurements like competitor, customer and inter-functional 

coordination are viewed as significant key business directions (For example. Gatignon & 

Xuereb, 1997; Zhou et al., 2005; Slater and Narver, 1994). According to Agarwal, Krishna and 

Dev (2003), MO is a famous term utilized by marketing professionals as a marker of the degree 

to which a firm executes marketing ideas. There are numerous market orientation definitions in 

management literature (Blois, 2000) and it has transformed over the years (Gainer & Padanyi, 

2001). Kohli and Jaworski, (1990) define MO as the established behaviours and actions in an 

organisation. To reinforce Kohli and Jaworski’s definition, Narver and Slater, (1990) define it 

as a culture of organisation with the expediency of creating effective and efficient behaviour 

necessary for the production of unrivalled incentive for the purchasers and constant 

predominant accomplishment for the organisation. As stated by Julian, Mohamad, Ahmed, and 

Sefnedi (2014), the concepts of MO advocated by both Kohli and Jaworski (1990) and Narver 

and Slater (1990) are similar in many ways. Market Orientation is viewed as a continuous 

variable by scholars in both cases, concentrating on gaining input from consumers and rivals, 

and focussing on the value of collaborative efforts to deliver satisfaction to the customers (Julian 

et al., 2014).  

Furtherance to this, three behavioural components were identified by Narver and Slater (1990) 

as customer orientation, competitor orientation, and inter-functional coordination. Slater and 

Narver (1995) state that MO provides robust standards for learning from competitors and 

customers, of which it must be completed by entrepreneurship and suitable corporate 

configurations as well as learning conveniences in order of hierarchy. However, in 

contemporary times, scholars have described MO as the practices and actions that lead to 

producing and satisfying consumers by continuously measuring their desires and wishes 

(Charles et al., 2012; Mahmoud Abdulai Mahmoud et al., 2017). On the other hand, MO might 

be perceived as a concept of application, or as a business practice which is incorporated into 

corporate undertakings and cultures (Gruber-Muecke & Hofer, 2015; Kohli & Jaworski, 1990; 

Tsiotsou & Vlachopoulou, 2011). In order for a firm to turn into a stronger competitor, the 

market orientation tactic is suggested by literature (Ahmed Zebal & M. Saber, 2014; Appiah-

Adu & Singh, 1998; Gellynck et al., 2012; Jaworski & Kohli, 1993; Seilov, 2015; Tsiotsou & 

Vlachopoulou, 2011). 

Theorised to be the dominant paradigm behind effective marketing management and strategy, 

MO is seen as the tactical option (Wood et al., 2000). According to Gudlaugsson and Schalk 

(2009), MO, which is categorised as a philosophy of business that values consumer 

gratification, should be placed at the centre of business activities. This means that market 

orientation is apprehensive about attaining corporate worth through a perfect appreciation of 

the consumers, the organisation and the broader corporate atmosphere (Sen, 2006). 

Customer Orientation and Firm Performance  

This empirical literature, (Kohli & Jaworski, 1990; Njeru & Kibera, 2014) opined that consumer 

emphasis is a serious factor in decisive MO which leads to positive organisational performance. 

Moreover, meta-analysis of empirical research on MO grounded the positive influence of an 

organisation's general customer orientation on that organisation’s output (Baker & Sinkula, 

2005; Cano et, al., 2004; Kirca et, al., 2005; Langerak, 2003). Extant literature analysis 

established numerous research that gave a consistent positive effect on customer orientation and 

organisational performance (Kiessling et al., 2016; Presenza et al., 2017). This comes from the 

opinion that focusing on the establishment of consumer value allows a company to advance 

consumer fulfilment, allegiance, improvement and ensuring good outcome and achievement 

(Frambach et al., 2016). 
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The above opinion is buttressed by a variety of research that long-established the presence of a 

substantial positive correlation between customer orientation and firm accomplishment 

(Asikhia, 2010; Dauda & Akingbade, 2010; Dev et al., 2009; Kirca et al., 2005; Neneh, 2016; 

Pongwiritthon & Awirothananon, 2014; Smirnova et al., 2018). The reason that the consumer 

is the central topic in the tactics of a consumer-focused company increases the company’s 

probabilities of adopting performance as better handling of clients can lead to firm progression 

(Neneh, 2018). This is the reason that consumer-focused businesses place their clients in the 

middle of their activities, frame operation strategies centred on marketplace intellect as contrary 

to oral consumer sentiments only and make sure that they present products that meet their 

desires (Asikhia, 2010). Considering Ghana in context, not long ago, research conducted by 

Mahmoud (2016) and Anim, Agbemabiese, Acheampong, Adams, and Boakye (2018) similarly 

found positive and significant connections between consumer orientation and business 

performance. However, it appeared that no systematic consideration has been given to the 

evaluation of the correlation between customer orientation and firm performance in the airline 

sector in Ghana. Hence, we hypothesized that: 

H1 - There is a positive relationship between customer orientation and firm performance and  

Competitor Orientation and Firm Performance   

The outcome of a study conducted by Eibe Sørensen (2009) established that a competitor 

orientation of an organisation has a significant positive effect on the firm’s performance. 

Furthermore, Chin et, al., (2013) discovered that competitor orientation had a positive 

connection with business performance. Importantly, Zhou, Brown, and Dev (2009) indicated 

the significance of competitor orientation in producing reasonable advantage and 

accomplishment. However, these empirical scholars (eg. Eibe Sørensen, 2009; Jaworski, 

Macinnis, & Kohli, 2002) revealed that there are few academic studies on how companies 

competently create contender intelligence and information. Intuitively, little experimental 

understanding is accessible about these possibly important drivers of market orientation, as far 

as clarifying organisational performance (Eibe Sørensen, 2009). This clearly demonstrates that, 

despite its importance, competitor orientation has been ignored in theoretical and empirical 

market orientation literature, as well as in context, the airline sector in Ghana. Hence, it is 

hypothesized that: 

H2 - There is a positive relationship between competitor orientation and firm performance and      

Interfunctional Coordination and Firm Performance  

Earlier studies have grounded that conceptualisation of internal marketing identified 

interfunctional coordination as part of the key factors of business performance (Rafiq & Ahmed, 

2000).  Other scholars view the concept of interfunctional coordination as a crucial system of 

in-house social resources and further posit that it has the capability of merging diverse 

operational zones to accept unrelated opinions and toil all over conflicting viewpoints and 

intellectual concepts or models to enhance organisational performance and growth (Auh & 

Menguc, 2005). But the concept of interfunctional orientation has evolved in recent times and 

empirical literature by Farzad et al., (2008) revealed that interfunctional coordination allows for 

speedy and synchronised drift of information and enables the acceptance among structures and 

strategies. Also, this empirical literature, Bouranta, Mavridoglou, and Kyriazopoulos (2005) 

revealed the existence of a significant correlation between interfunctional coordination and 

organisational performance in a contextual setting. This provides us with some evidence that 

interfunctional coordination should be contextualised. Therefore, it is rational to derive the 

concepts of interfunctional coordination equally from in-house marketing and market 

orientation rims.   

According to Mahmoud et, al., (2017) interfunctional coordination positively affects MO, and 

MO is identified with business performance positively. The findings of Farzad et al., (2008) 

indicate that executives regard interfunctional coordination and amalgamation to have the 

utmost important effect on organisational commitment. They opined that firms that look for 

compelling interfunctional coordination do as such from the understanding that cooperative 
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energy among organization individuals is required and esteem for clients is developed 

(Alhakimi & Baharun, 2009). This is an indication that there should be a holistic approach to 

every department and or then again, some other authoritative unit and it must be very much 

characterised and perceived, and that all workers must perceive their job as helping the firm 

accomplishment and continuous positive performance. In view of the above, interfunctional 

coordination may assist firms with creating better client worth and unrivalled firm execution. 

Hence, it is hypothesized that: 

H3 – There is a positive relationship between interfunctional coordination and firm performance 

with Safety and Security Measures as a Moderator 

Largely, a company’s ecological conditions are hypothesized to impact the general significance 

of MO (Kohli & Jaworski, 1990; Slater & Narver, 1994), just as to impact the comparative 

stability of competitor orientation, customer orientation and interfunctional coordination (Day 

& Wensley, 1988; Slater & Narver, 1994). The efficiency of MO is reliant on ecological 

conditions as indicated by Frambach et al., (2016). Additionally, a thorough comprehension of 

the stimulus of organisational performance, entails the affirmation and sequence of the 

multifaceted nature of organisations and their environs (Frambach et al., 2016). 

Safety and security is one of the basic physiological desires of humans (Maslow, 1943). Safety 

has been defined as minimising risk factors to humans from injury or death, while security has 

also been defined as free from danger, risk or doubt (De Nardi & Wilks, 2007; Michelberger Jr 

& Lábodi, 2012). The air carrier industry appears to be highly volatile with safety and security 

threats such as aircraft incidents and accidents, violence, crime, health, harsh weather 

conditions, as well as terrorist activities. An example of such threats is the 9/11 incident in the 

United States of America in which aircraft were used as a weapon of mass destruction to bring 

down the World Trade Centre (Aimable & Rosselló, 2009; Guzhva & Pagiavlas, 2004). 

Various air carrier safety and security strategies are painstakingly intended for some reasons, 

pointing particularly at human safety and security and these procedures should therefore satisfy 

passengers (Seriwatana, 2018). According to Shahrabani and Regev (2019) passengers 

attaching high importance to safety and security are prepared to remunerate extra more for 

safety and security of travelling by air. Notwithstanding, Burdett and Grant (2010) detailed that 

most people are not comfortable with safety and security procedures (See also: Corbett & 

McLean, 2010). From aboard flight surveillance, it was discovered that some travellers feel 

irritated and disappointed when they are educated to follow safety and security procedures and 

therefore could affect their satisfaction (Seriwatana, 2018). A study by Chang and Liao, (2008; 

2009) found that an increase in passengers aircraft cabin safety and security awareness and an 

inspirational mentality concerning cabin safety and security positively affect airline passenger 

conduct. Hence, we hypothesized that: 

H4 – safety and security measure has an effect on the relationship between market orientation 

and firm performance 

Firm Performance  

Because of its complexity, the measurement and definition of organisational performance 

remains problematic for intellectuals (Santos & Brito, 2012). Business performance is said to 

be the gratification of stakeholders, according to Zammuto (1984). Conversely, he stated and 

suggested that satisfying stakeholders holistically may be challenging and, for that reason, the 

company may have to be optionalised according to their importance. Even though the model of 

business performance has a multiplicity of connotations, for example, organisational benefits 

or financial benefits, long or short tenure, it is largely observed from two viewpoints in the 

literature, i.e. subjective and objective accordingly (Protcko & Dornberger, 2014). The 

subjective method according to Pelham (1999) is mainly concerned with the performance of 

businesses with regards to their own anticipations or valuations or as stated by Golden, Johnson, 

and Smith (1995) “relative to the competition”. The subjective method which Agarwal et al., 

(2003) labelled as a judgmental measure of performance is further said to involve consumer and 

personnel-centred measures such as quality service, employee satisfaction and customer 
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satisfaction. According to Banker et al. (2000), growing literature indicates that non-financial 

performance indicators such as service quality, customer satisfaction, employee satisfaction etc. 

are greater predictors of long-term financial performance than financial performance measures 

such as return on assets, profit on investment, return on equity etc. and that they allow managers 

to concentrate on the long-term aspects of their activities. In the view of Ittner and Larcker 

(2003), nonfinancial metrics or judgmental metrics such as service quality, consumer 

experience and staff satisfaction have the ability to complete an image of the company's success.  

The second technique which is grounded on unconditional measures of performance is the 

objective model. According to Protcko and Dornberger (2014), the objective measures are 

mainly related to economic measures, for example, return on equity (ROE), return on assets 

(ROA), profit on investment (ROI), growth in sales, profit growth and others.  

Some research has a natural tendency to use economic performance measures as a gauge of 

general firm performance (Murphy et al., 1996). Other research, on the other hand, favours the 

subjective measure of performance. Analysis of the correlation between market orientation and 

both judgmental measure of performance and objective measure of performance by Jaworski 

and Kohli (1993) established that MO is not related to objective measure of performance but 

then is positively linked to judgmental measure of performance. In addition, Slater and Narver 

(1994) suggested that accounting practice ranges from business to business and major 

performance consequences in the market hinder the use of objective performance metrics. 

Agarwal et al., (2003) postulated that MO is expectedly likely to cause the achievement of 

greater judgmental measure of performance which may, in the end, likely to lead to the 

attainment of a higher objective measure of performance. 

Employee Satisfaction 

Employee satisfaction according to Agarwal et al. (2003) is one of the elements of subjective 

or, as they put it, “judgmental measure of performance”. Employee’s happiness is a related 

objective, particularly in service organizations (Claxton & Sarti, 2014). Hoppock (1935) and 

Argyle (2013) described employee satisfaction as a mixture of psychological, physiological and 

environmental conditions that render an individual genuinely happy with the work. Employee 

happiness is of the highest significance for staff to be satisfied and to deliver at the greatest 

possible level (Ton, 2014). Herzberg (2017) posited that satisfied workers are those who are 

highly committed and adhere to their company even in the worst case situation. They don't work 

because of any compulsion, just because they dream of bringing their company to a different 

level (Herzberg, 2017; Ton, 2014).  

Vroom (1964) argued that job satisfaction depends largely on the role of the employee in the 

workplace. Employee satisfaction was described as an overall attitude on the part of individuals 

towards the work positions they are currently occupying (Aziri, 2011). It is further suggested 

that employee satisfaction is the degree to which goals are compatible with actual awards 

(Faragher et al., 2013). Davis and Newstrom (1985) argued that employee satisfaction is closely 

related to the actions of the employee in the workplace. Employment frustration, on the other 

hand, decreases the efficiency of the job and causes the poor morale and job attrition intentions 

of the workers, leading to a low performance of the organization (Nwobia & Aljohani, 2017). 

According to Kohli and Jaworski (1990), a happy employee is committed to the company and 

has a strong spirit body. Observation by Heskett et al. (1994) indicated that profitability and 

sales growth are the product of consumer engagement, which is generated when highly pleased 

workers offer superior customer satisfaction. 

Service Quality 

Service quality has come to be seen as an important stimulus to economic growth (Park & Jeong, 

2019). Service quality is the secret to pleasing consumers by fulfilling the needs of customers 

to develop customer loyalty (Afthanorhan et al., 2019). According to Prentice and Kadan 

(2019), service quality is significantly related to repurchase and revisit intention, especially in 

the service sector. 
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Parasuraman et al. (1985) defined service quality as the global assessment or attitude of overall 

quality improvement. Parasuraman et al. (1985) further concluded that the consistency of the 

service is the disparity or distance between the requirements of the consumer and the experience 

of the service. Service quality has been acknowledged as an important source of customer 

satisfaction and engagement in the airline industry, which can inevitably contribute to superior 

competitive results (Tiernan et al., 2008). This resulted in Parasuraman et al. (1985) creating a 

five-pronged component of tangibles known as the SERVQUAL scale such as efficiency, 

responsiveness, assurance, empathy used in the calculation of service quality. 

Tian-Cole et al. (2002) further postulated that service quality was shown to have a significant 

effect on potential customer behavioural intentions. De Ruyter et al. (1997) updated the 

SERVQUAL scale and empirically evaluated the chiropractic health care program in an effort 

to evaluate the relationship between level of service and consumer satisfaction. The findings 

suggest that the standard of service should be viewed as an antecedent of customer loyalty and 

firm performance. Hence, the consideration of service quality as one of the elements of 

subjective or judgmental measure of performance as stated by Agarwal et al. (2003). 

The Conceptual framework 

 

Figure 1. Conceptual framework 

Research Methodology 

The study identified as the test area, Kotoka International Airport. The population is composed 

of workers at the chosen airport operating from different airlines. Using Taro Yamane's sample 

size equation grounded on Baridam (2001) attestation, a sample size of 388 was utilised and the 

respondent conveniently selected. The study, which was descriptive in nature, adopted a 

quantitative approach for its analysis. The main instrument used for the collection of data was 

a structured survey questionnaire. Questionnaires have been used in similar studies (Han, & 

Kim, 1998; Mahmoud et al., 2019; Singh & Ranchhod, 2004). However, the questionnaire was 

administered virtually due to the COVID-19 protocols in place at the time of collecting the data 

and this is supported by William (2006), Faleiros et al., (2016), and Ko et al., (2009). 

A total of 388 questionnaires were administered virtually in Google Doc format, but 260 were 

returned and all were usable. Reliability test, factor analysis, descriptive statistics and structural 

equation model (SEM) were done as part of the quantitative data analysis using the Statistical 
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Package for Social Science (SPSS version 20) software. The study made use of a questionnaire 

which was in three parts. The first part of the questionnaire sought to ask for respondents’ 

demographic information and firm information. The second part of the questionnaire pertains 

to interfunctional coordination, customer orientation, competitor orientation and organisational 

performance (employee satisfaction, and service quality). The third part of the questionnaire 

sought to look at how the moderating factor (safety and security measures) influence the 

correlation between the MO constructs and firm performance in the airline industry. 

Analysis and Results 

Factor Analysis, Reliability and Validity Test  

The Cronbach’s alpha technique was utilised in testing the reliability of the instruments. To 

enhance the statistical level of confidence in quantitative study, reliability testing for answering 

of the formulated hypotheses is necessary. Nunnally and Bernstein (1994) revealed that 

Cronbach’s alpha of reliability of the factors should exceed the minimum required level of 0.70 

and this can be found in table 2 below. 

Additionally, the factor loadings and composite reliability values provide evidence of 

convergent validity (Bagozzi & Yi, 1988). Further, if the average variance extracted (AVE) of 

the factors is greater than 0.5, then, thus, the revelation of convergent validity (Fornell & 

Larcker, 1981). Hence, this applied analysis shows the presence of convergent validity and 

reliability which can be found in table 2. 

Table 2. Factor Loadings, AVE, and CR 

Constructs Items Loadings AVE CR 

Customer Orientation CO 
 

0.57 0.95 

 
CO1 .728 

 

 

 
CO2 .749 

 

 

 
CO3 .754 

 

 

 
CO4 .778 

 

 

 
CO5 .614 

 

 

 
CO6 .580 

 

 
Competitor Orientation COMO 

 
0.57 0.99 

 
COMO1 .795 

 

 

 
COMO2 .752 

 

 

 
COMO3 .701 

 

 

 
COMO4 .762 

 

 
Inter-functional Orientation IO 

 
0.55 0.96 

 
IO1 .773 

  

 
IO2 .767 

 

 

 
IO3 .617 

  

 
IO4 .788 

  

 
IO5 .714 

  

 
IO6 .765 

  

 
IO7 .695 

  
Employee Satisfaction ES 

 
0.60 0.97 
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ES1 .757 

 

 

 
ES2 .761 

 

 

 
ES3 .822 

 

 

 
ES4 .767 

 

 

 
ES5 .761 

 

 

 
ES6 .732 

 

 

 
ES7 .655 

 

 
Service Quality SQ 

 
0.55 0.99 

 
SQ1 .782 

 

 

 
SQ2 .739 

 

 

 
SQ3 .751 

 

 

 
SQ4 .701 

 

 

 
SQ5 .619 

 

 
Safety and Security SS 

 
0.63 0.97 

 
SnS1 .761 

 

 

 
SnS2 .716 

 

 

 
SnS3 .851 

 

 

 
SnS4 .846 

 

 

 
SnS5 .811 

 

 

 
SnS6 .817 

 

 
  SnS7 .622     

Source: Field Survey, June, 2020 

Table 3. Cronbach’s Alpha 

Constructs Items Reliability 

Customer Orientation CO 
 

 
CO1 .96 

 
CO2 .95 

 
CO3 .95 

 
CO4 .95 

 
CO5 .95 

 
CO6 .95 

Competitor Orientation COMO 
 

 
COMO1 .95 

 
COMO2 .95 

 
COMO3 .95 

 
COMO4 .95 

Inter-functional Orientation IO 
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IO1 .95 

 
IO2 .95 

 
IO3 .95 

 
IO4 .95 

 
IO5 .95 

 
IO6 .95 

 
IO7 .95 

Employee Satisfaction ES 
 

 
ES1 .95 

 
ES2 .95 

 
ES3 .95 

 
ES4 .95 

 
ES5 .95 

 
ES6 .95 

 
ES7 .95 

Service Quality SQ 
 

 
SQ1 .95 

 
SQ2 .95 

 
SQ3 .95 

 
SQ4 .95 

 
SQ5 .95 

Safety and Security SS 
 

 
SnS1 .96 

 
SnS2 .96 

 
SnS3 .96 

 
SnS4 .96 

 
SnS5 .95 

 
SnS6 .95 

  SnS7 .95 

Source: Field Survey, June, 2020 

Inferable from table 2 and 3 is the reliability of the Cronbach’s alpha of the instruments and 

factor loadings. The values range from 0.95-0.96 indicating internal consistency within the data 

set. Also, this shows that every variable has met the minimum threshold point of 0.70. and above 

(Hair et al., 2010). Furthermore, table 2 and 3 revealed that the loadings of the AVE were above 

the threshold of 0.5, which fell between 0.614-0.851. That is an indication of convergent validity 

(Fornell & Larcker, 1981). In addition, the factors recorded a composite reliability of 0.95 to 

0.99 which surpassed the minimum threshold of 0.70 (Hair et al., 2010). 

Discriminant Validity 

To fulfil the requirement of discriminant validity, the square root of the factors of AVE should 

be greater than that of inter-factor correlation (Fornell & Larcker, 1981). The result in table 4 
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below shows that the outcome of the square root of AVE was more than the correlation numbers. 

Hence, discriminant validity is evidential within the constructs of the study which shows that 

the factors are distinct from each other. Again, the values of the correlation were not above 0.80, 

indicating no multicollinearity within the data set (Hair et al., 2010). 

Table 4. Discriminant Validity 

Constructs AVE CO COMO IO SS CS SQ 

CO 0.57 0.755 
     

COMO 0.57 .667** 0.755 
    

IO 0.55 .682** .625** 0.742 
   

SS 0.60 .677** .614** .582** 0.775 
  

CS 0.55 .637** .673** .601** .327** 0.755 
 

SQ 0.63 .437** .395** .609** .392** .519** 0.794 

**. Correlation is significant at the 0.01 level (2-tailed). 

Normality Test, Hypotheses and Assessing Model Fit 

Normality data distribution is one of the central ideas for the successful usage of statistical 

procedures (Hair et al., 2010; Saunders, 2009). Consequently, the data set in this current 

research was evaluated using skewness and kurtosis to measure the normality distribution of 

the data set (Saunders et al., 2009). According to these authors (George & Mallery, 2010; 

Trochim & Donnelly, 2006), data set is considered to be normally distributed when skewness 

and kurtosis fall between-2 and +2 with the majority of the constructs having higher means. In 

this current research, the result of the normality test revealed that the data was normally 

distributed as indicated in table 5 below. 

Table 5. Normality Test 

 Constructs Mean Std. Deviation Skewness Kurtosis 

CO 4.447 .531 -1.096 2.348 

COMO 4.348 .698 -1.536 2.343 

IO 4.400 .526 -1.190 1.049 

CS 4.221 .763 -1.474 2.047 

SQ 4.877 .379 -1.666 1.975 

SS 4.131 .440 -1.013 1.352 

Source: Field Survey, June, 2020 

Table 6 below provides a summary of the hypotheses path of the model. The results revealed 

that CO has an insignificantly positive effects on FP (𝛽 = 0.261, 𝑝 > 0.05) hence, H1 is 

rejected, COMO insignificant positive effect on FP (𝛽 = 0.228, 𝑝 > 0.05) therefore, does not 

support H2, INTO has a significant positive effect on FP (𝛽 = 1.444, 𝑝 < 0.05) and for that 

reason, H3 is supported. In this research, the coefficient from the interaction effects on 

relationship between MO and FP, (SS * MO → PF) is statistically significant (𝛽 = 0.037, 𝑝 <
0.05) which confirmed H4. Additionally, the model reported a coefficient of determinations 

(R2) value of 68.0% and 78.0% as shown respectively in the table below. The Cohen's (1988) 

recommended method of testing effect size was applied, of which the effect size of 0.02, 0.15, 

and 0.35 are considered as small, moderate and large effect. Again, the significant of the effect 

size was determined using p-value of (0.05) (Tabachnik & Fidell, 2007). The calculated effect 

of this study is (0.037), with corresponding significant value of (0.000) demonstrating that SS 
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is statistically significant to moderate the relationship and has a small effect on FP which has 

been captured in Table 6 below. 

Table 6. Hypothesized Paths 

Hypotheses Path Beta t-values p-value Support R2 

CO → FP 0.261 1.420 0.156 No 0.680 

COMO → FP 0.228 1.750 0.081 No 
 

INTO → FP 1.444*** 8.160 0.000 Yes 
 

 
Moderation 

     
MO*FP 0.037 6.060 0.000 Yes 0.780 

      
GOF Measurement Model 

 
Threshold 

 
RMSEA 0.003 

  
< 0.07 

 
CFI 0.96 

  
> 0.95 

 
TLI 0.98 

  
> 0.95 

 
Chi-square 0.05   

 
< 3.00   

***P<0.001, **P<0.01, *P<0.05 

The confirmatory factor analysis was utilized in measuring the Goodness-of-fit (GOF) indices, 

grounded by the acceptance level of (Steigner, 2007) which include “Chi-square < 3.00, 

RAMSEA ≤ 0.07, CFI ≥ 0.95, TLI ≥ 0.95, SRMSR ≤ 0.05”. The structural model was given as 

“ꭓ2 = 279.34, CFI = 0.97, TLI = 0.97, SRMSR = 0.005, RAMSEA = 0.002”. Furthermore, the 

structural model was estimated and has been captured in table 6 above. This clearly posit that 

the GOF of the model met the stated cut-off points. That is, the factors of the independent 

variables fit for predictions on the dependent variables. 

 

Discussions and Conclusions 

In view of the significance of market orientation and firm performance, the focus of the present 

study was to investigate the components of market orientation (customer orientation, competitor 

orientation and interfunctional coordination) on firm performance of the airlines operating in 

Ghana moderated by safety and security measures. Grounded on empirical review of literature 

and conceptual framework, the study made use of two objectives which are; to examine the 

effect of MO on firm performance in the airline industry in Ghana and to examine the influence 

of safety and security measures on the relationship between MO and firm performance. Out of 

the objectives, four (4) hypothesis were generated and viewed from the employees’ perspective.  

In this study, it has been established that there is a relationship between market orientation and 

firm performance but with a varied correlation of the three components propounded by Narver 

and Slater (1990) on the performance of airlines operating in Ghana. This confirmed the fact 

that past research has shown some key differences between smaller and larger organisations 

(Acs & Audretsch, 1993; Coviello et al., 2000) and, therefore, the distinction of the role of 

market orientation from one context to the other and one issue to the other. The study further 

found a new moderating role of safety and security measures on market orientation and firm 

performance in the aviation industry with a significant impact. Below is the discussion of the 

findings. 

The first hypothesis (H1) was rejected, indicating that there is no positive relationship between 

customer orientation and firm performance. This contradicts previous research (Appiah-Adu & 
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Singh, 1998; Eibe Sørensen, 2009; Slater & Narver, 1994) but is consistent with Chin, Lo, and 

Ramayah (2013) who found no positive impact of customer orientation on business 

performance. The findings further correspond with previous research (Au & Tse, 1995; Chin et 

al., 2013) that found a negative relationship between customer orientation and firm 

performance. This outcomes further affirmed the assertion  that orientations have diverse 

influence on performance, depending on the market environs (Gatignon & Xuereb, 1997; 

Ketchen Jr et al., 2007). 

From the findings, the second hypothesis was rejected, meaning that there is no positive 

relationship between competitor orientation and firm performance. These findings oppose 

earlier research (Chin et al., 2013; Dev et al., 2009; Eibe Sørensen, 2009) that found a positive 

relationship between competitor orientation and firm performance. This is one of the study's 

most intriguing findings because it is unique and does not support what is already known in 

empirical literature. This is because it was expected that the findings would be in alignment 

with past research (Eibe Sørensen, 2009; Mahmoud et al., 2017; Slater & Narver, 1994). The 

findings seem to establish that competitor orientation is not a factor influencing performance of 

airlines operating within the Ghanaian context, confirming the ambiguities as to the exact 

influence of market orientation on firm performance (Charles et al., 2012; Gudlaugsson & 

Schalk, 2009).   

The third hypothesis was “there is a positive relationship between interfunctional orientation 

and firm performance”. The result of the analysis upheld the hypothesis, signifying that there is 

a positive and significant relationship between interfunctional orientation and firm 

performance. The findings corresponds with past research (Auh & Menguc, 2005; Rafiq & 

Ahmed, 2000) which grounded that conceptualisation of internal marketing identified 

interfunctional orientation as part of the key factors of firm performance. It is further in tandem 

with previous authors (Bouranta et al., 2005; Mahmoud et al., 2017) who found a positive and 

significant relationship between interfunctional orientation and firm performance. 

Safety and security measures were found to significantly and positively moderate the 

relationship between MO and firm performance within context. The outcome supports the 

assertion of scholars (e.g., Chauhan, 2019; Aimable & Rosselló, 2009; Guzhva & Pagiavlas, 

2004) that safety and security measures can negatively or positively affect customer satisfaction. 

This is because, according to Seriwatana (2018), from on-board flight observation, it was found 

that some air travellers feel uncomfortable and disgruntled when they are informed to follow 

safety and security measures on and off flights. The finding also appeared to support, on the 

other hand, the view that airline passengers regard safety and security as the most important 

criterion when choosing an airline to travel with, notwithstanding the marketing strategies they 

apply and are willing to pay more for it (Atalık & Özel, 2007; Gilbert & Wong, 2003).  

It additionally supports the assertion by Chang and Liao, (2008; 2009) that an increase in 

passengers' aircraft cabin safety and security knowledge and a positive attitude towards aircraft 

cabin safety and security positively affect airline passenger behaviour. Furthermore, the finding 

also strengthens the claim by Nieto (2020) who stated that “safety and security of air transport 

is the pillar on which customer trust is built and that it is what makes planes the chosen method 

for both personal and business journeys”. This finding is, however, an additional novelty of this 

study because moderating market orientation and firm performance with safety and security 

measures has been shown to be a significant concept within developing countries like Ghana 

but has not been done or scantly researched within literature and context. 

Theoretical and Managerial Implication of the study 

This study presents a number of theoretical implications to MO literature, including the 

following: first, this study contributes to knowledge by indicating that in the Ghanaian aviation 

industry, there is no positive relationship between customer orientation and firm performance, 

contrary to previous studies (Appiah-Adu & Singh, 1998; Eibe Sørensen, 2009; Slater & 

Narver, 1994). Second, among the behavioural constructs utilised in this study, only 

interfunctional orientation was found to have positive significant impact on firm performance 
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in the aviation industry in Ghana. Third, this study found safety and security measures to have 

a significant moderating relationship between market orientation and firm performance in the 

air carrier industry in Ghana. Forth,   Furthermore, the finding also strengthens the claim by 

Nieto (2020) who stated that “safety and security of air transport is the pillar on which customer 

trust is built and that it is what makes planes the chosen method for both personal and business 

journeys”. This contributes to knowledge because moderating market orientation and firm 

performance with safety and security measures has been shown to be a significant concept 

within developing countries like Ghana but has not been done or scantly researched within 

literature and context. 

The following are some managerial implications of the study. Marketing managers, 

stakeholders and policy makers of the aviation industry should intensify market orientation 

activities and tactics with more attention and resources geared towards interfunctional 

orientation for the achievement of continuous positive firm performance in the form of customer 

satisfaction, employee satisfaction and quality service. Similarly, safety and security measures 

in the aviation industry should be considered and taken seriously by marketing managers since 

they are critical for the success of the airline industry in Ghana. Attention should therefore be 

paid to security and safety when designing marketing plans and approaches by marketing 

managers and policy makers. 

Limitations of the Study 

The study was confronted with some limitations from the number of airports and their locations 

and the number of airline companies operating in all the airports in Ghana, hence, the sample 

population selected for this study was limited to employees of airline companies operating both 

domestic and international flights at Kotoka International Airport in the Greater Accra region 

alone. Hence, the ability to generalise the findings of this study to West Africa, Africa and the 

entire world would be severely limited. Another challenge confronted by the study was the 

COVID-19 pandemic, which led to the total closure of the airport and the entire country, making 

it difficult for the researcher to physically select the respondents and administer the 

questionnaire. This situation led to the utilisation of Google Doc virtual format for data 

collection. The virtual method comes with its limitations as mentioned by William (2006), such 

as technical snags arising from electrical power failure, data cleaning requirements, network 

and internet fluctuations and many more. 

Recommendations for Future Studies  

It is suggested that prospective studies should be focused on validating the findings of this study 

within context and in developing countries. For example, within Ghana, more studies could be 

conducted targeting individual airlines, whether domestically or internationally operated. 

Again, a more representative sample size can be used to conduct similar studies within the 

aviation industry. Future research could consider the use of other aviation related environmental 

factors as moderators or mediators in measuring the effect and strength of the correlation 

between MO and firm performance within context. Additionally, the outcome of this study can 

be utilised as a benchmark for comparative and longitudinal study of the effect of MO and firm 

performance moderated by safety and security measures or any other aviation related 

environmental factors. The moderating role of safety and security measures can also be 

measured individually on each MO construct on firm performance. Future studies could also 

use other dimensions of MO other than those (customer orientation, competitor orientation, and 

interfunctional coordination) used in this study. 
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ANALYSIS OF ECONOMIC EFFECT OF COVID-19 

PANDEMIC ON THE KENYAN ECONOMY 

E Siringi 
The East African University, Kenya 

The COVID-19 can be described as one of the worst pandemic ever experienced 

globally in the 21st Century. The virus has plunged the global economy into the worst 

recession which now poses enormous socio-economic development challenges to 

countries of the world including Kenyan. The main objective of the present research 

study was to analysis direct and indirect economic costs of COVID-19 that have 

affected Kenya's Economic sectors contributing to the country’s GDP. The study adopts 

a content analysis approach and therefore relies on diverse secondary database sources 

including: World Health Organization (WHO) on COVID-19 trends, IMF, UNDP, 

Central Bank of Kenya (CBK), KNBS, IPAR, ICA and KIPPRA among others. The 

study results indicate that Kenya’s current account deficits has experienced a sudden 

decline in capital flows. The GDP growth rate has contracted significantly in the recent 

time; the CBK revised estimates for the year 2020 indicates a decline from 6.2% to 

3.4%. Further, there is advent collapse of health systems which are under pressure from 

spread of the virus; households have fallen into poverty; and a huge number of losses 

of employment have been experienced across all sectors estimated to about 4. 64 

million as well as a collapse of other productive informal sectors, such as MSME 

businesses that will take longer to recover. These economic downturn shocks have also 

caused severe economic recessions, loss of revenue, and increased demand for public 

expenditure in the country amidst tightened global financial conditions. The study 

recommends that Kenya should consider adopting appropriate economic 

policies especially fiscal, monetary, wage, and social protection policies to arrest the 

economic recession. With her record of a huge current debt service burden resonating 

at Ksh. 7.2 Trillion; the study recommends that the government may consider sovereign 

debt restructurings. Other domestic policies that may be considered by Government of 

Kenya include expanded loan programs to firms and households in the formal sector 

and transfers to vulnerable households in the informal sector. 

Keywords:  COVID-19 Pandemic Effects, Kenyan Economy, Economic Growth Rate, 

GDP 

Introduction  

The SARS-CoV-2 virus, a type of coronavirus that causes the disease COVID-19, was first 

detected in Wuhan City, Hubei Province, China in late 2019. The pandemic is not only a health 

crisis, but has left deep and longstanding scars on economies of the world today. Every day, 

people are losing jobs and income, with no way of knowing when normality will return. 

According to the World Bank projection report, about US$110 billion remittances have declined 

in the year 2020, which could mean that 800 million people will not be able to meet their basic 

needs12. A study by United Nations Economic Commission for Africa (2020) estimates billions 

worth of losses in Africa due to COVID-19 impact, Using the WHO International Health 

regulations monitoring and evaluation framework; and vulnerability, and using the infectious 

disease vulnerability index analysis, the research survey results indicate that Egypt, Algeria, 

and South Africa have had the highest importation risk, and a moderate to high capacity to 

 

12 UNDP response (2020) COVID-19 pandemic: Humanity needs leadership and solidarity to defeat the coronavirus 

https://www.undp.org/content/undp/en/home/coronavirus.htm  

https://www.healthline.com/health/coronavirus-covid-19
https://www.undp.org/content/undp/en/home/coronavirus.htm
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respond to outbreaks. Nigeria, Ethiopia, Sudan, Angola, Tanzania, Ghana, and Kenya had 

moderate risk with variable capacity and high vulnerability. It is widely thought the economic 

fallout for the continent is likely to be severe and long-lasting13. The UN Economic 

Commission for Africa estimates Africa’s growth will drop by 1.4% from 3.2% to 1.8 % as a 

result of the coronavirus14.  Among other things, the decline is due to disruption of global 

supply chains and a crash in oil prices that will cost up to US$65 billion in export revenues15. 

It is against this background that it’s imperative to assess the COVID-19 effect on sectors of the 

Kenyan economy and other vulnerable groups to inform policy.  

1.2 What is the challenge? 

Declared as a pandemic by the WHO in mid-March 2020, the COVID-19, the pandemic is a 

global shock ‘like no other’, which has devastated many countries, with significant human, 

economic and social costs. The virus, COVID-19 is burdening an already strained healthcare 

system in Kenya. It weakens health systems, costs lives, and also poses great risks to the global 

economy and security16. The shutdown measures to contain it have plunged the global 

economy into a severe contraction17. The pandemic has caused the greatest collapse in global 

economic activity18.The global economy is climbing out from the depths to which it had 

plummeted during the Great Lockdown in April 2020. But with the COVID-19 pandemic 

continuing to spread, many countries have slowed reopening and some are reinstating partial 

lockdowns to protect susceptible populations. Emerging economies are affected by COVID-19 

through three main channels: direct effect of NPIs on economic activity due to; restrictions on 

the output of many industries such as travel and entertainment; restrictions on social contact 

force some people to work from home or to not work at all, also lowering output; terms of trade: 

many commodity exporting countries are experiencing a sharp fall in the prices of the 

commodities they export, affecting a sizable fraction of GDP and government revenues; Global 

financial shock. There is a global liquidity shock that entails massive portfolio shifts from riskier 

assets to safer liquid assets. For emerging economies, this implies capital outflows, an increase 

in their costs of funding, and a drop in the value of their currencies. Consequently, the global 

economy growth projections in time of COVID-19 pandemic crisis is estimated to have 

contracted by 3.50 per cent in 202019. This  is in line with the International Monetary Fund 

(IMF) projected global economic growth to rise from an estimated 2.9 percent in 2019 to 

3.3 percent in 2020 and 3.4 percent for 2021—a downward revision of 0.1 percentage point 

for 2019 and 2020 and 0.2 for 2021 compared to those in the October World Economic Outlook 

(WEO)20.  

 

13 Strategic Policy Advisory Unit (SPAU) in the UNDP Kenya Country Office. Policy Brief: Articulating the Pathways of the 

Socio-Economic Impact of the Coronavirus (COVID-19) Pandemic on the Kenyan Economy. 

file:///C:/Users/User/Downloads/Socio-Economic-Impact-COVID-19-Kenya-Policy-Brief-UNDP-Kenya-April-2020%20(1).pdf 

14 United Nations Economic Commision For Africa (13 March 2020). “ECA estimates billions worth of losses in Africa due to 

COVID-19 impact,” Available at https://www.uneca.org/stories/eca-estimates-billions-worth-losses-africa-due-covid-19-impact 4 

ibid. 

15 United Nations Economic Commision For Africa (13 March 2020). “ECA estimates billions worth of losses in Africa due to 

COVID-19 impact,” Available at https://www.uneca.org/stories/eca-estimates-billions-worth-losses-africa-due-covid-19-impact 

16 Zou, P., Huo, D. & Li, M. The impact of the COVID-19 pandemic on firms: a survey in Guangdong Province, China. Global 

health response policy 5, 41 (2020).available at  https://doi.org/10.1186/s41256-020-00166-z 

17World Bank (2020)  COVID-19 to Plunge Global Economy into Worst Recession since World War II available at   

https://www.worldbank.org/en/news/press-release/2020/06/08/covid-19-to-plunge-global-economy-into-worst-recession-since-

world-war-ii 

18 Christopher Adam, Mark Henstridge, Stevan Lee (2020).The impact of global economic disruption is as big a threat to low-
income countries as the direct effects of COVID-19. https://voxeu.org/article/impact-global-economic-disruption-big-threat-low-

income-countries-direct-effects-covid-19 

19 KIPPRA (2021) Quarterly Market Analysis Report October-December 2020 

20 International Monetary Fund (IMF) World Economic Outlook, October 2020: A Long and Difficult Ascent 

file:///C:/Users/User/Downloads/Socio-Economic-Impact-COVID-19-Kenya-Policy-Brief-UNDP-Kenya-April-2020%20(1).pdf
https://www.uneca.org/stories/eca-estimates-billions-worth-losses-africa-due-covid-19-impact
https://www.worldbank.org/en/news/press-release/2020/06/08/covid-19-to-plunge-global-economy-into-worst-recession-since-world-war-ii
https://www.worldbank.org/en/news/press-release/2020/06/08/covid-19-to-plunge-global-economy-into-worst-recession-since-world-war-ii
https://voxeu.org/article/impact-global-economic-disruption-big-threat-low-income-countries-direct-effects-covid-19
https://voxeu.org/article/impact-global-economic-disruption-big-threat-low-income-countries-direct-effects-covid-19
https://www.imf.org/en/Publications/WEO/Issues/2020/09/30/world-economic-outlook-october-2020
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The small open economies of sub-Saharan Africa are substantially constrained in their ability 

to respond to the COVID-19 shock through fiscal adjustment. Governments have put forward 

swift and significant emergency lifelines to protect people in response to the pandemic. Kenya 

as a country has gotten its share on the pandemic effects. The Quarterly Labour Force Survey 

indicates that nearly 4.64 million people were jobless at the end of June, 2020 up from 2.94 

million at the end of March 2020 — the month when Kenya reported its first case of Covid-

19.This means that 22.61 percent of the 20.5 million labour force, up from 14.3 percent in 

March, reflecting significant business disruptions in the wake of the pandemic21. Data from the 

Kenya National Bureau of Statistics (KNBS) shows the number of people in employment fell 

to 15.87 million between April and end of June compared to 17.59 million the previous 

quarter22. 

It’s for this reason that the Government of Kenya had to quickly implement health and economic 

measures to prevent the pandemic from becoming a health and economic crisis. Even before 

the first COVID-19 case was reported in Kenya, in mid-March, of the year 2019, the 

Government set up five Committees to deal with the pandemic. The government introduced a 

set of restrictions and social-distancing protocols among them: - the closure of educational 

institutions - the suspension of international flights except cargo and evacuation planes with an 

imposition of a 14-day quarantine for returning residents - a reduction of public transportation 

capacity to below 60% - suspension of domestic flight and passenger railway - the 

recommendation for people to stay and work from home and the banning of public gatherings 

including places of worship, hotels, bars and restaurants - movement restrictions from and to 

the counties of Nairobi, Kwale, Kilifi, Mandera and Mombasa - requirement for all persons to 

wear face masks while in public places23 

Thereafter, fiscal and monetary policy measures were put in place to cushion households and 

businesses from the adverse effects of the pandemic, while the CBK adopted accommodative 

monetary policy to support economic activity. The CBK also announced emergency banking 

sector measures to mitigate the adverse impact of the pandemic on the sector and on businesses. 

Additional measures were agreed with the money transfer service operators and commercial 

banks to promote use of digital transactions instead of cash. Internally, protocols to protect staff 

were rolled out including alternative working arrangements. It should be noted that GDP growth 

in Kenya has contracted significantly; the Central Bank of Kenya revised estimates for the year 

2020 indicating a decline from 6.2% to 3.4% which arose from reduced demand by Kenya’s 

main trading partners, disruptions of supply chains and domestic production. The fundamental 

concerns and anxieties centre on the health impact, job losses, and duration of the crisis24. 

Other effect of the pandemic virus include volatility in foreign exchange market and a 

significant strengthening of the US dollar in the global markets. Kenya shilling is under pressure 

due to reduced forex earnings mainly on account of reduced exports and stood at KES 109.6441: 

USD 1 as of 08 January 2021, down from KES 100.9: USD 1 as of 01 January 202025.The 

current account deficit was projected at 4.0–4.6 percent of GDP in 2020, but the outcome 

depended on the duration and intensity of the pandemic, and its impact on exports particularly 

horticulture, transport and tourism services, and imports. A lower petroleum products import 

 

21 Constant Munda (2020): 1.7m jobs lost during Covid-19 lockdown https://www.businessdailyafrica.com/bd/economy/1-7m-

jobs-lost-during-covid-19-lockdown-2300146 

22 Kenya National Bureau of Statistics Quarterly Labour Force report (2020) Kenya: Over 300,000  People Lost Jobs Amid 

Coronavirus Pandemic 

 https://www.republicworld.com/world-news/africa/kenya-national-bureau-of-statistics-claims-300000-kenyans-lost-

jobs.html  

23European Union, Joint Research Centre (JRC) (2020), COVID-19 impacts and short-term economic recovery in Kenya 

https://publications.jrc.ec.europa.eu/repository/bitstream/JRC121284/jrc_technical_report_-_covid-19_kenya_final.pdf 

24 Central Bank of Kenya Annual Report and financial statements 2019/2020 

25 CBK (2021) Key CBK Indicative Exchange Rates available on https://www.centralbank.go.ke/forex/ 

https://www.businessdailyafrica.com/bd/economy/1-7m-jobs-lost-during-covid-19-lockdown-2300146
https://www.businessdailyafrica.com/bd/economy/1-7m-jobs-lost-during-covid-19-lockdown-2300146
https://www.republicworld.com/world-news/africa/kenya-national-bureau-of-statistics-claims-300000-kenyans-lost-jobs.html
https://www.republicworld.com/world-news/africa/kenya-national-bureau-of-statistics-claims-300000-kenyans-lost-jobs.html
https://publications.jrc.ec.europa.eu/repository/bitstream/JRC121284/jrc_technical_report_-_covid-19_kenya_final.pdf
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bill is was also expected to moderate the impact of COVID-19 on the current account. A 

monetary measure, central banks in the major advanced economies are implementing 

accommodative monetary policy to stabilise the financial markets and support economic 

growth. 

A study by Economic recovery in Kenya will depend on how the public finances restoration for 

sustainability. Even if politically feasible, raising taxes and cutting spending makes for a slow 

private sector recovery, especially if spending cuts fall on public investment and the 

maintenance of the public capital stock. This is particularly so in environments where tax 

systems are narrowly based and plagued by ‘leakages’ and exemptions. In such circumstances 

there are no easy public policy options. In the next section of the study we make an attempt to 

come up with a conceptualization framework of the effect of COVID-19 pandemic on the key 

sectors of the Kenyan economy. 

1.3 Conceptual Framework  

The Covid-19 pandemic is one of the most serious challenges the world has faced in recent 

times. The total cost in terms of human lives is yet to unfold. Alongside the cost of lives and 

deep health crisis, the world is witnessing an economic down fold that will severely impact the 

wellbeing of large parts of the population in the years to come. According to World Health 

Organization (WHO).26 By the end January 2021, there have been 96,012,792 confirmed 

reported cases of COVID-19, including 2,075,870 deaths. Understanding the association 

between different elements of the problem to broaden the policy space, with full awareness of 

the economic and social effects that they may bring, is the purpose of this conceptual 

framework. That the research study made an attempt to explore the associations of interplay of 

COVID-19 effect that have direct and indirect effects on Kenya's key economic sectors 

contributing to GDP illustrated in the diagram. These key sectors include Agriculture as the 

mainstay of the economy, tourism, manufacturing, transport and Infrastructure, information & 

communications technology; building & construction. 

 

1.4 Data and Methods  

This is a descriptive research study relying on exiting secondary data where a summative 

content analysis approach is applied to describe COVID-19 effects on Kenyan Economy to 

draw inferences for policy implication. Research using qualitative content analysis focuses on 

text data coded into explicit categories and then described using statistics.  Content analysis 

may be suitable for simple reporting of common issues mentioned in data (Green and 

 

26 WHO Coronavirus Disease (COVID-19) Dashboard 22n Jan, 2021 

https://covid19.who.int/?gclid=Cj0KCQiAjKqABhDLARIsABbJrGlTm5LLZnbBLOLuQs-

4h7aSw6UxuETgRtgqLKmXeTr7Sgy9xVaNgc8aAhpWEALw_wcB 

https://covid19.who.int/?gclid=Cj0KCQiAjKqABhDLARIsABbJrGlTm5LLZnbBLOLuQs-4h7aSw6UxuETgRtgqLKmXeTr7Sgy9xVaNgc8aAhpWEALw_wcB
https://covid19.who.int/?gclid=Cj0KCQiAjKqABhDLARIsABbJrGlTm5LLZnbBLOLuQs-4h7aSw6UxuETgRtgqLKmXeTr7Sgy9xVaNgc8aAhpWEALw_wcB
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Thorogood 2004)27. By using content analysis, it is possible to analyse data qualitatively and 

quantitatively (Grbich 2006)28. Qualitative content analysis goes beyond mere word counts to 

include latent content analysis. Latent content analysis refers to the process of interpretation.   

In the current study a number of reliable and authoritative knowledge sources of database were 

sought and reviewed. These include World Health Organization (WHO) on COVID-19 trends, 

European Union, Joint Research Centre (JRC), IMF, UNDP, Central Bank of Kenya (CBK), 

and KNBS among others. The Research results are important and critical to inform policy in 

Kenyan government and for East African region in general. 

1. 5 Discussion of Results  

In this section the study focuses on COVID-19 pandemic effects in key sectors of the Kenyan 

economy in particular; tourism, agriculture, manufacturing and trade and how the virus has put 

people’s jobs and livelihoods at risk. COVID-19 pandemic triggered panic and extreme 

mitigation policies, with the first cases leading to swift policy actions by the national as well as 

county governments. Movement in and out of major cities was stopped in March 2020. Schools 

were closed, as were market places, bars and restaurants and other social venues. The COVID-

19 pandemic has revealed the state of unpreparedness of countries across the world. The 

upheaval presents an opportunity to recognise the pressing need to build resilience into the 

complex systems we inhabit, as we navigate the crisis and work to rebuild and recover from the 

devastation it has wrought. The COVID-19 pandemic has amplified how effectively people can 

work together in the face of adversity.  

Kenya's economy shrank 1.1% year-on-year in the third quarter of the year 2020, following a 

downwardly revised 5.5% plunge in the previous period (see figure 2). This is in line with the 

World Bank economic analysis for Kenya report (2020) which indicates that the Kenyan 

economy has experienced a sharp decline in tax revenues due to the weakening in economic 

activity, and tax relief, and an increase in COVID-related spending needs, the fiscal deficit has 

widened, and debt vulnerabilities have risen. The fiscal deficit widened to 8.2 percent of gross 

domestic product (GDP), up from the pre-COVID budgeted target of 6.0 percent of GDP, and 

Kenya’s debt to GDP ratio has risen to 65.6 percent of GDP as of June 2020, up from 62.4 

percent of GDP in June 201929. 

The study notes that the main economic actions of Government of Kenya can be categorized 

into three large groups: investment in health/ sanitation, measures to preserve household 

purchasing power (demand-side measures) and actions to support the productive sector (supply-

side measures). From supply-side measures, we distinguish those that support essential 

activities during quarantine and those that impact inactive SMEs. Policy actions to strengthen 

the “inactive businesses” are addressed to reduce the negative impact of the quarantine and 

boost their probability of survival after the crisis. Kenya as a country implemented   an eight-

point new KES 57 billion (USD 540 million) stimulus package as an additional response to 

Covid-19, which aims to revive economic activity and enable businesses to recover from the 

shock. Noteworthy measures include rehabilitating road infrastructure; enhancing liquidity 

support to businesses; increasing expenditure in healthcare and agriculture; reopening the 

tourism sector; and promoting local manufacturers30. 

 

27.Green J, Thorogood N (2004) Qualitative Methods for Health Research. First edition. Sage, London 

28 Grbich C (2006) Qualitative Data Analysis: An Introduction. First edition. Sage, London 

29 World Bank (2020) Kenya’s GDP Contracts Under Weight of COVID-19, Impacting Lives and Livelihoods 

https://www.worldbank.org/en/news/press-release/2020/11/25/kenyas-gdp-contracts-under-weight-of-covid-19-impacting-lives-

and-livelihoods 

30 G.O.K (2020) Government unveils FY2020 budget against Covid-19 backdrop; sets a trajectory for consolidation, available at  

https://www.focus-economics.com/country-indicator/kenya/public-

debt#:~:text=Public%20Debt%20in%20Kenya&text=On%2011%20June%2C%20the%20government,through%20to%2030%20J

une%202021. 

https://devinit.org/resources/socioeconomic-impacts-covid-19-kenya/
https://www.capitalfm.co.ke/news/2020/03/kakamega-shuts-mortuaries-and-markets-to-manage-crowds-in-wake-of-coronavirus/
https://www.worldbank.org/en/news/press-release/2020/11/25/kenyas-gdp-contracts-under-weight-of-covid-19-impacting-lives-and-livelihoods
https://www.worldbank.org/en/news/press-release/2020/11/25/kenyas-gdp-contracts-under-weight-of-covid-19-impacting-lives-and-livelihoods
https://www.focus-economics.com/country-indicator/kenya/public-debt#:~:text=Public%20Debt%20in%20Kenya&text=On%2011%20June%2C%20the%20government,through%20to%2030%20June%202021
https://www.focus-economics.com/country-indicator/kenya/public-debt#:~:text=Public%20Debt%20in%20Kenya&text=On%2011%20June%2C%20the%20government,through%20to%2030%20June%202021
https://www.focus-economics.com/country-indicator/kenya/public-debt#:~:text=Public%20Debt%20in%20Kenya&text=On%2011%20June%2C%20the%20government,through%20to%2030%20June%202021
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In a nut shell the economic policy steps implemented by the Kenyan Government relied mainly 

on fiscal and monetary policy measures. They included: 100 % Tax Relief for persons earning 

gross monthly income of up to Ksh. 24,000; reduction of Income Tax Rate (Pay-As-You-Earn) 

from 30% to 25%; reduction of Resident Income Tax (Corporation Tax) from 30% to 25%; the 

National Treasury shall cause immediate reduction of the VAT from 16% to 14%, effective 1st 

April,2020; and a reduction of the turnover tax rate from the current 3% to 1% for all Micro, 

Small and Medium Enterprises (MSMEs)31. Under the macroeconomic situation, the fiscal 

space for Kenya can be describe as extremely tight. The fiscal measures are tied-up to foreign 

currency availability, which also involves export revenues and external financing. Under the 

absence of external financing, the state will obviously rely on financing the fiscal deficit 

monetarily to accomplish fiscal measures (i.e. those that do not involve foreign currency), with 

a subsequent rise in inflation and depreciation.  

The study analysis further reveals that other monetary policy measures  put in place by the 

Government of Kenya through the Central Bank of Kenya  (CBK) include: lowering  Bank Rate 

from 8.25 percent  to 7.25 percent which  a signal to commercial banks to lower the interest 

rates to borrowers, availing the much needed and affordable credit to MSMEs across the 

country; lowering cash Reserve Ratio (CRR) to 4.25 percent from 5.25 percent to provide 

additional liquidity of Sh35 billion to commercial banks to directly support borrowers that are 

distressed as a result of the economic effects of the Covid-19 pandemic; and the Central Bank 

to provide flexibility to banks with regard to requirements for loan classification and 

provisioning for loans that were performing as at March 2, 2020 and whose repayment period 

was extended or were restructured due to the pandemic32. The monetary policy measures 

implemented by the Bank continued to support economic recovery from the devastating effects 

of the COVID-19 pandemic. 

The study analysis show that  as at the end October 2020, a total of KSh32.6 billion (92.7 

percent) of these funds had been used to support lending to the sectors affected by COVID-19, 

especially to the tourism, trade, transport and communication, real estate, manufacturing and 

 

31 Government of Kenya (2020) https://www.president.go.ke/2020/03/25/presidential-address-on-the-state-interventions-to-

cushion-kenyans-against-economic-effects-of-covid-19-pandemic-on-25th-march-2020/ 

32 Central Bank of Kenya (2020) Monetary Policy Committee Report, October 2020. 

https://www.centralbank.go.ke/uploads/monetary_policy_reports/504457041_MPCOctober2020.pdf 

 

https://www.president.go.ke/2020/03/25/presidential-address-on-the-state-interventions-to-cushion-kenyans-against-economic-effects-of-covid-19-pandemic-on-25th-march-2020/
https://www.president.go.ke/2020/03/25/presidential-address-on-the-state-interventions-to-cushion-kenyans-against-economic-effects-of-covid-19-pandemic-on-25th-march-2020/
https://www.centralbank.go.ke/uploads/monetary_policy_reports/504457041_MPCOctober2020.pdf


21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   167 

 

agriculture sectors. In addition, CBK extended the maximum tenor of Reverse Repurchase 

Agreements (REPOs) from 28 to 91 days. The average commercial banks liquidity increased 

from 51.2 percent in April to 53.3 percent in October, thereby increasing funds available for 

lending. In line with the emergency measures announced by CBK on March 18 to provide relief 

to borrowers, loans amounting to KSh 1.38 trillion (46.5 percent of the total banking sector loan 

book of KSh 2.97 trillion) had been restructured by the end of October 2020. Of this, personal 

and household loans amounting to KES 303.1 billion (36.1 percent of the gross loans to this 

sector) had their repayment period extended. For other sectors, a total of KSh 1,076.9 billion 

had Other Economic measures been restructured mainly to trade (18.7 percent), manufacturing 

(22.7 percent), real estate (14.5 percent) and agriculture (12.8 percent).  

These measures continued to provide the intended relief to borrowers. In March, the Bank 

worked with commercial banks and payment service providers to waive charges on low value 

mobile transactions in order to promote the use of cashless payments and contain the spread of 

COVID-19 through use of cash. This measure resulted in an increase in volumes and values of 

low value transfers between bank and mobile e-wallets indicating a gradual shift towards digital 

platforms and less utilisation of physical access channels. As a result, an additional 1.6 million 

Kenyans, close to 10 percent of the mobile money subscription base, were using mobile money 

as at October following the measures. This also pushed up transactions outside bank branches 

from 90 percent before the pandemic to over 94 percent during the pandemic. 

On the fiscal front, the Tax Relief Measures, the Stimulus Programme, payment of pending 

bills, and transfers to elderly, orphans and other vulnerable groups cushioned businesses and 

households from the adverse impact of the pandemic and supported recovery of the economy. 

At the peak of the pandemic the government stopped international passenger flights in order to 

contain the spread of the virus, but retained cargo flights in order to sustain exports especially 

of horticulture. In addition, the government approved the conversion of passenger planes into 

cargo planes to increase capacity. Consequently, exports were less affected while importation 

of supplies especially medical was achieved. 

A research study commissioned by the Ministry of Tourism and Wildlife of Kenya in June 2020 

to investigate “the impact of Covid19 on Tourism: measures taken and recovery pathways” 

indicates that Kenya is the third largest travel and tourism economy in Africa after South Africa 

and Nigeria. The study further shows that in 2019 2,048,334 international visitors arrived in 

Kenya, 1,423.971 landed at Jomo Kenyatta International Airport (JKIA) in Nairobi, and 

128,222 in Moi International Airport (MIA), Mombasa. 29,462 visitors arrived at other airports 

and 467,179 visitors arrived by land. In 2018 total arrivals were recorded at 2,025,206, 1.2% 

increase in 2019. Entry through Jomo Kenyatta International Airport and Moi International 

Airport registered a substantial growth of 6.07% and 8.56% respectively. The other entry points 

especially land borders registered a significant decline of -12.69. This is a clear indication that 

air transport connectivity is a major driver for the growth of international arrivals to Kenya33 

In addition, the research study further points out that Kenya Airways Limited was losing an 

estimated amount of  USD 8 Million a month, noting that the situation could change more 

dramatically in coming days if more restrictions in global travel came to pass. For instance, the 

China route is important for Kenya Airways since it KQ flight carry about 7,000 passengers per 

month. It is also important to note that IATA projects indicate that Kenya Airways may handle 

2.5 million fewer passengers resulting in a US$ 0.54 billion revenue loss, risking 137,965 jobs 

and US$1.1 billion in contribution to Kenya’s economy.34 

 

33 Government of Kenya Ministry of Tourism and Wildlife  (2020)Impact of Covid-19 on Tourism in Kenya: Measures Taken 

and Recovery Pathways (https://www.tourism.go.ke/wp-content/uploads/2020/07/PRECIS-COVID-19-AND-TRAVEL-AND-

TOURISM.pdf 

34 Ibid 

https://www.tourism.go.ke/wp-content/uploads/2020/07/PRECIS-COVID-19-AND-TRAVEL-AND-TOURISM.pdf
https://www.tourism.go.ke/wp-content/uploads/2020/07/PRECIS-COVID-19-AND-TRAVEL-AND-TOURISM.pdf
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Other research analysis results of the impact of COVID-19 on Travel and Tourism Industry in 

Kenya indicate a reduction in travel in tourism industry which had a spatial effect on 

unemployment because major tourism sites  that are mainly located at the coast of Kenya and a 

few other upcountry destinations. Many accommodation and catering units scaled down 

operations for an indefinite period, notably, a majority (45%) of organizations were lost over 

2.5 Million Kenya shillings as a result of cancellations of bookings for the first half of year 

2020 creating second order adverse effects on other related industries. However, with travel 

restrictions and cancellation of flights worldwide, Kenya’s travel and tourist industry 

experienced turbulence but started to record an impressive growth in late December 2020.  

Meanwhile, some sectors such as Agriculture sector recorded a strong growth in the second 

quarter of 2020, supported by favourable weather conditions that was experienced in the 

country. The study analysis results indicate that the sector grew by 6.4 percent, which was 

stronger than 4.9 percent in the previous quarter and 2.9 percent in a similar quarter of 2019 

(Table 3.1). However, there was reduced activity in April, 2020, attributed to disruption of 

domestic and international supply chains due to the containment measures put in place to 

mitigate the spread of COVID-19. Despite this, production of tea, sugarcane, milk, and fresh 

vegetables, fruits and nuts, for export were higher compared to a similar quarter of 2019. The 

sector contributed 1.6 percentage points to overall GDP growth during the quarter under review, 

higher than 1.3 percentage points in the previous quarter and 0.7 percentage points in a similar 

quarter of 201935 

Even then, the Industrial activity declined during the second quarter of 2020. The sector 

contracted by 0.5 percent, compared to growth of 4.4 percent in the previous quarter and 5.4 

percent in a similar quarter of 2019. The contraction is attributed to reduced activity in 

Manufacturing and Electricity and Water Supply sectors by 3.9 percent and 0.6 percent, 

respectively. Nevertheless, Mining and Quarrying sector recorded strong growth of 10 percent, 

and the Construction sector recorded a growth of 3.9 percent during the quarter. The 

Manufacturing sector contracted by 3.9 percent during the quarter, compared to growth of 2.9 

percent in the previous quarter and 4.0 percent in a similar quarter of 2019 (Table 3.1). The 

sector was adversely affected by the various COVID-19 containment measures, which 

significantly reduced activity in the sector. This was reflected in the contraction of both food 

and non-food processing activity by 2.5 percent and 4.9 percent, respectively. The sector’s 

contribution to overall GDP growth decreased to -0.4 percentage points compared to 0.3 

percentage points in the previous quarter and 0.4 percentage points in a similar quarter of 

201936 

Growth in the Construction sector was positive at 3.9 percent in the second quarter of 2020, 

though lower than 5.3 percent recorded in the previous quarter, and 7.2 percent in a similar 

quarter of 2019 (Table 3.1). The sector contributed 0.2 percentage points to real GDP growth, 

a slight decline compared to 0.3 percentage points in the previous quarter 

The Education sector was severely affected by the COVID-19 pandemic. It contracted by 56.2 

percent due to the closure of all learning institutions during the second quarter of 2020 to 

prevent the spread of the disease through physical contact. 

Health sector recorded strong growth of 10.3 percent during the quarter, mainly due to increased 

activity aimed at controlling the spread of COVID-19 by the Government as well as other 

domestic and international stakeholders. However, the study notes that the government require 

immediate action on strengthening the health system which currently faces an extraordinary 

challenge to containment of the spread of COVID-19.  Other health policy measures such as 

working from home, travel restrictions, the closure of schools, the suspension of public 

 

35 Central Bank of Kenya (2020) Monetary Policy Committee Report, October 2020. 

https://www.centralbank.go.ke/uploads/monetary_policy_reports/504457041_MPCOctober2020.pdf 

36 Kenya National Bureau of Statistics (2020) 

https://www.centralbank.go.ke/uploads/monetary_policy_reports/504457041_MPCOctober2020.pdf
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gatherings, and a nightly curfew, are recognize a critical health protocol that helped to   curb  

the spread while the country ramps-up investment in its healthcare systems. Nonetheless, they 

were also quite costly to the economy by reducing social interaction, production and demand 

across all sectors.  

Meanwhile, the study results   reveals that  Transport and Storage sector growth contracted by 

11.6 percent in the second quarter of 2020 compared to growth of 6.1 percent in the previous 

quarter and 7.6 percent in a similar quarter of 2019.  The contraction was mainly occasioned by 

the COVID-19 containment measures which adversely affected travel, freight and warehousing 

activities. The contribution of the sector to overall GDP growth stood at -0.7 percentage points 

in the second quarter of 2020 compared to a positive contribution of 0.4 percentage points in 

the previous quarter37. 

These research results concur with a research survey that was conducted by the Kenya Private 

Sector Alliance (KEPSA) (2020)38 on the coronavirus pandemic impact on Kenya’s economy 

which indicates that 61% of businesses had been affected by the measures being taken around 

the world to contain the virus. The survey featured ninety five (95) locally owned businesses 

spanning seventeen (17) sectors of the economy. In addition, there were thirty two (32) 

manufacturers surveyed by the Kenya Association of Manufacturers (KAM) with the findings 

integrated into the KEPSA report. According to the report, most businesses expect to be 

disrupted in these various ways: ‐ Most companies foresee a situation where they will have to 

ask employees to work from home thus negatively affecting businesses in the service sector, ‐ 

Stock-outs and delayed deliveries due to the lockdown, ‐ Reduced demand for export products, 

‐ Increased cost of goods which will consequently increase the overall cost of production, ‐ 

Reduced capital flows, restrictions on travel, and reduced staff time, ‐ Difficulty in obtaining 

credit from financial institutions as well as reduced ability to meet their loan interest payments, 

and, ‐ Slowed investment appetite from foreign and local investors. 

It is against this background that the World Bank report (2020) on Kenya’s real gross domestic 

product (GDP) growth is projected to decelerate from an annual average of 5.7% (2015-

2019) to 1.5% in 2020. However, it may take longer than expected to bring the COVID-19 

pandemic under control. GDP could contract by 1.0% in 2020, and see a delay in the projected 

recovery to 5.2% growth in 202139. The downside risks include a protracted global recession 

undermining Kenya’s export, tourism and remittance inflows, further tightening of COVID-

19 health response measures that disrupt the domestic economic activity, fiscal slippages and 

weather-related shocks.   

In general the economic and social disruptions induced by the COVID-19 (coronavirus) 

pandemic have eroded progress in poverty reduction in Kenya, forcing an estimated two million 

more Kenyans into poverty. The new Kenya Economic Update report by the World Bank 

reveals that COVID-19 has damaged livelihoods, especially affecting women, youth, and 

refugees. One in three Kenyan workers are employed by firms facing high risk of temporary or 

permanent closure and reduced revenues, highlighting the vulnerability of household incomes. 

Protecting livelihoods to prevent households from falling into longer-term poverty is essential, 

the report notes, and could be achieved by expanding the beneficiary base of existing social 

protection programs40. 

Data analysis from two parallel rapid response surveys conducted by the World Bank and 

partners confirms that private sector firms are facing lower demand due to reduced consumption 

 

37 Central Bank of Kenya (2020) Monetary Policy Committee Report, October 2020. 

https://www.centralbank.go.ke/uploads/monetary_policy_reports/504457041_MPCOctober2020.pdf 

38 Kenya Private Sector Alliance (KEPSA) (17 March 2020). Agriculture Sector Business Response to CODIV-19, KEPSA, 

Nairobi. 

39 World Bank report (2020) Kenya-Economic-Update-Navigating-the-Pandemic. Available on 

http://documents1.worldbank.org/curated/en/957121606226133134/pdf/Kenya-Economic-Update-Navigating-the-Pandemic.pdf 

40 Ibid 

https://www.centralbank.go.ke/uploads/monetary_policy_reports/504457041_MPCOctober2020.pdf
http://documents1.worldbank.org/curated/en/957121606226133134/pdf/Kenya-Economic-Update-Navigating-the-Pandemic.pdf
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and demand for inputs. This has been compounded by disrupted supply chains, limiting access 

to intermediate goods, labor and sales channels. Local businesses also face weaker access to 

cash and credit. Lastly, uncertainty is dampening prospects for investment and innovation. 

The negative impact of COVID-19 on the private sector trickled down to household welfare via 

reduced job opportunities and lower earnings. Unemployment has almost doubled compared to 

its pre-COVID level. Wage workers–and especially women–who are still employed face a 

reduction in working hours and earnings. Almost 1 in 3 household-run businesses are not 

operating currently, with revenues decreasing across all sectors. Remittances have fallen, and 

few households have benefitted from direct cash assistance. Youth are also negatively affected 

by the pandemic, with revenues and profits strongly reduced for micro-enterprises run by young 

entrepreneurs, with only few of them making use of government and non-governmental 

organizations (NGO) support programs41. 

Consistent with the foregoing analysis, the study observes that the fiscal and monetary measures 

put in place by the Government of Kenya has cushioned the economy; including the Tax Relief 

Measures, the Stimulus Programme, payment of pending bills, and transfers to elderly, orphans 

and other vulnerable groups cushioned businesses and households from the adverse impact of 

the pandemic and supported recovery of the Kenyan economy. However, the weakening of 

Kenya Shilling against the US Dollar resulted to rise in prices of imports and somehow 

contributed to the rise in inflation42. Even then Kenya has taken the opportunity of the 

coronavirus pandemic to promote cashless transactions, where it is already a pioneer. Safaricom 

mobile company in the communication sector in Kenya, took an initiative to scrap fees for 

mobile money transactions below 1,000 shillings ($10; £8) in the year 2020 in order to 

encourage cashless payments in the market. 

In overall the study points out that the Government of Kenya need to make healthcare systems 

more robust and resilient to crisis. This can be achieved by developing health resilience: 

building household capacity, support healthcare workers through appropriate remunerations, 

risk allowances and compensation, training and capacity building program, and financing; 

explore the role of international coordination in bolstering health-system resilience, and in this 

regard, exploring the synergies and potential for entering into strategic collaborations and 

partnership  to support healthcare systems in Kenya. 

 

Conclusion 

It is crystal clear that even before the pandemic, Kenyan economy was fragile. And with the 

emergence of the pandemic, it became worse. Kenya's economy shrank 1.1% year-on-year in 

the third quarter of the year 2020, following a downwardly revised 5.5% plunge in the previous 

period. It marks the first country's recession in nearly two decades, as the adverse effects of 

containment measures to curb COVID-19 infections continued to be felt by the Kenyan people. 

Accommodation and food service activity which includes the all-important tourism sector 

remained severely affected (-57.9% vs -83.2% in quarter two of the year 2020), followed by 

education (-41.9% vs -56.2%) and professional, administrative activities (-12.3% vs -15.3%). 

Meanwhile, strong growth was recorded in agriculture (6.3% vs 7.3%); construction (16.2% vs 

3.9%); mining & quarrying (18.2% vs 10%) and information & communication (7.3% vs 

4.6%)43. 

 

41 World Bank (2020) Kenya Economic Update: COVID-19 Erodes Progress in Poverty Reduction in Kenya, Increases Number 

of Poor Citizens. Available on https://www.worldbank.org/en/country/kenya/publication/kenya-economic-update-covid-19-

erodes-progress-in-poverty-reduction-in-kenya-increases-number-of-poor-citizens 

42 CBK: Monetary Policy Committee Report, (October, 2020) Foreign Exchange Market Developments Pp. 11-12.  Available on  

https://www.centralbank.go.ke/uploads/monetary_policy_reports/504457041_MPCOctober2020.pdf 

43  Kenya National Bureau of Statistics  Available on https://tradingeconomics.com/kenya/gdp-growth-annual 

https://www.worldbank.org/en/country/kenya/publication/kenya-economic-update-covid-19-erodes-progress-in-poverty-reduction-in-kenya-increases-number-of-poor-citizens
https://www.worldbank.org/en/country/kenya/publication/kenya-economic-update-covid-19-erodes-progress-in-poverty-reduction-in-kenya-increases-number-of-poor-citizens
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Meanwhile, numerous countries of the world including Kenya are beginning to ease lockdown 

restrictions and restart economies in different ways. There is therefore evolving, real-world data 

that should be used dynamically by governments and policymakers. The strategies on restarting 

the economy must be balanced against the uncertainty of a possible second wave of COVID-

19. A nuanced approach to easing restrictions needs to take into account not only immediate 

risk to life but longer-term risks of widening inequalities and falling life expectancy. 

Government of Kenya to consider streamlining of the large ongoing public investment portfolio 

to create space for new and impactful projects that could help create jobs; cutting wasteful 

expenditures and increasing the efficiency of spending (including by leveraging digitalization 

to cut operational costs); and taking advantage of debt service relief to free up liquidity that 

would otherwise be absorbed by debt service. 

In considering the policy responses to the challenge posed by this global constellation of shocks, 

we recommend  that the Government of Kenya to assess how much expenditure they can afford 

in emergency spending bills and to include in them a future fiscal adjustment for the time when 

the epidemic is over. This budgeting may include possible sources of funds loans from official 

multilateral lending institutions and from the monetary authority. Countries like Kenya well 

known for her large current debt service burden may consider sovereign debt restructurings. 

Kenya’s   Public debt increased to Ksh 7.2 trillion in December 2020 with increased borrowing 

related to the COVID-1944. The piling public debt has seen Kenya commit more than half of 

taxes to paying loans, leaving little cash for building roads, affordable housing and revamping 

of the ailing health sector. It is for this purpose that we further recommend expansion of loan 

programs to firms and households in the formal sector and cash transfers to vulnerable and 

marginalize groups in the informal sector in Kenya  
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MARKETING TO CHILDREN IN AFRICA: ETHICS, 

BUSINESS, AND PUBLIC POLICY 

Ayantunji Gbadamosi 
University of East London, UK 

The global consumer culture, as facilitated by the technological advancement, now 

links children in Africa and other parts of the world in an unprecedented form in terms 

of their consumption activities. They are now largely exposed to similar marketing 

stimuli and by implication vulnerable to the nefarious actions of unscrupulous business 

organisations. However, while considerable efforts have been made in some parts of 

the world to bring about the required ethical practices in business in relation to 

marketing to children, extant literature indicates that a commensurate system is yet to 

be fully established in Africa. Hence, this conceptual paper explores the possible 

interaction between business, ethics, and public policy towards providing enabling 

business environment in which ethics concerning marketing to children in Africa is 

given the utmost attention it deserves. Essentially, it suggests an all-embracing 

approach involving all stakeholders contributing specific roles in the system  

Introduction 

The dynamic business environment now features several changes on how businesses are 

conducted including consumers’ understanding and reaction to the associated factors. Some of 

these changes such as the prevalence of new and digital media in marketing communications 

are more noticeable among young consumers and tend to enhance how businesses satisfy the 

growing needs of this consumer group. Children are markedly unique as a consumer group with 

fascinating buying roles in their families and the society (Olšanová, 2013; Haryanto et al., 

2016).  Meanwhile, despite the common arguments of the specific roles of culture in 

consumption in various societies (Penaloza, 1994; Husemann et. al., 2015), increasing evidence 

also point to the pervasiveness of Global Consumer Culture (GCC), which indicates the 

emergence of global consumers who share some significant patterns of consumption with others 

in different parts of the world. Fundamentally, there are some ethical issues and challenges 

associated with marketing to children globally. This includes the rising cases of diseases 

associated with unhealthy diets such as obesity, diabetes, and hypertension (Song et al., 2014). 

While the activities of business organisations targeted at children in Africa show that this 

consumer group is receptive to goods and services from various parts of the world as facilitated 

by the explosive developments in the digital world (especially from high-income countries); 

there is no such clear-cut evidence of robustly orchestrated and commensurate efforts directed 

to address the associated ethical issues in the continent. The literature indicates that various 

countries all over the world are establishing the needed institutional framework to support CSR 

practices (Samy et. al., 2015). However, the question of how such institutional systems are 

effectively directed towards the ethics of marketing to children in Africa is the lacuna addressed 

in this paper. Accordingly, this research, conceptually explores the compelling need for the 

interaction of business opportunities available in the Africa, and how public policy could be 

directed towards addressing the menace of unethical marketing activities to children in Africa.  

Children as Consumers: A Conceptual Overview 

Using the age descriptor, there are various definitions of children or young consumers. 

Nonetheless, it is commonly agreed that consumers aged below 18 will be regarded as children 

in most societies (UNCRC, nd; Gbadamosi, 2018) and this patterns the narratives in this paper. 

Irrespective of how they are conceptualized, issues about children as consumers are of 

considerable importance. Firstly, this is because they are intriguing and secondly, they have 

some significant associated ethical issues (Raju et al., 2010; Mason, 2012).  It is considered 

intriguing in that, the literature depicts children as comprising a market segment in which 
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members are users who are rarely purchasers, and in different other contexts, it involves 

purchasers that are rarely users (Fletcher, 2004).  Clearly, there are significant changes in the 

marketing world which cut across the various marketing mix elements. New products are being 

introduced in unprecedented scales and this development has led to several changes in how they 

are priced, distributed, and promoted. Hence, the landscape of marketing has changed and 

interestingly, so is the interaction of young consumers with the marketplace (Gbadamosi, 2018). 

Their needs for several products are becoming more sophisticated even at the very young age. 

They now demand for specific brands and embrace the use of technology in unprecedented form 

(Needham, 2004). For example, studies have suggested that there is a link between self-concept, 

and brand association among children (Chaplin and John, 2005; Gbadamosi, 2015). In some 

cases, they engage directly with several shopping outlets, interacting with channel members, 

and have encounters with several marketing communication messages (O’Sullivan, 2005).  

Consequent upon this, the lines between advertising and entertainment have become blurred to 

consumers including children (Moore, 2004). With specific emphasis on the new media, it is 

noted that young children may be unable to identify advertising messages which in some cases 

may be targeted at them as compared to purely factual information (Pomeranz, 2010; Mason, 

2012).  

This contention around marketing communication meesages is part of what prompted many 

scholars to explore the issues on children’s understanding of marketing stimuli (John, 1999), 

especially as the literature suggests that the cognitive development of a child is positively 

correlated with his or her age (Piaget, 1952; 1970). In this postulation, Piaget perceives children 

as belonging to four stages which are Sensorimotor, Preoperational, Concrete operational and 

Formal operational. Each has a different explication of children development and interaction 

with the relevant stimuli. For example, children who are in the concrete operational stage, aged 

7 to 11 are noted as having the ability of logical thinking and can use more than one dimension 

between functional, perceptual, or cognitive to process information (Piaget, 1970; Raju et al., 

2010). This is different from the characteristics of those above and below this category. In a 

somewhat related and supporting claim, quoting Erickson (1950), it has been argued that 

children in the school age category tend to be aware of their responsibilities, endeavour to do 

the right thing, and tend to have an understanding of the difference between people and culture 

(Harayanto, et al., 2016). Hence, it is sensible to argue that children have some degree of 

knowledge of the marketplace issues and can exhibit it in their consumption activities.   

Invariably, one of the key issues that revolve around children and consumption processes is 

their purchasing power. Evidence shows that this has increased so significantly in recent times 

(Institute of Medicine, 2006; Calvert, 2008; Solomon, 2015). While parents are often 

responsible for most of children’s consumption, further evidence shows that children also have 

sources of income, which are pocket money, earnings, gifts from relations and family friends 

on special occasions and others (Morley, 1968; Liebeck, 1998; Chen et al., 2013). Extant 

literature shows that, in a year, students spend around $3 billion on CDs, $4 billion on personal 

care items and approximately 11 billion USD on snacks and beverages (Solomon, 2015). Their 

influence is not only in terms of the disposable income available to them but also in relation to 

the huge influence they have on their families’ consumption processes. This is of key 

importance to marketers (Calvert, 2008). Haryanto et al (2016) report that US children under 

the age of 12 spend about 30 billion of their money on their desired goods and services annually, 

whereas they influence around 100 billion USD purchases of their families in a year. The figures 

of their consumption and influence have even been noted to be higher in other contexts and 

countries (Mason, 2012; Haryanto et al., 2016).  On their own, children consume a number of 

products including confectioneries and snacks but they influence numerous other products that 

are mainly big-ticket items (Singh, 1998; Halan, 2002; Sharma and Dasgupta, 2009) and in the 

words of Gbadamosi (2012), these consumption patterns can be classified into regular items 

and special items respectively. This is because the former are bought regularly while the latter 

are items bought occasionally. By and large, looking at it from various contexts, children are 

consumers. Nonetheless, the issue of how their consumption activities are synthesised with the 
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ethical and public policy issues in African context is yet to be addressed in the literature. Hence, 

this paper is set to enrich the current understanding in relation to these issues.  

 

Targeting Children Consumers in Africa: Exploring the Business Opportunities in the Global 

Consumer Cultural system 

Africa is notably an enormous continent with radically different climate and environments 

(Ringmar, 2016). Similarly, it has huge market opportunities relating to all categories of 

consumers. Meanwhile, evidence shows that children’s market is big business all over the world 

(Haryanto et al., 2016)). However, it is important to also state that increasing attention is now 

being focussed on children in Africa. From a broad perspective, the current population of Africa 

is stated as about 1.3 billion with a median age of 19.4 (Wordometers, 2018) and one third of 

the countries in Sub-Saharan Africa experience economic growth of 5% or more while the 

average growth of the continent is projected to increase from 2.8% for 2017 to 3.4% for 2018 

(IMF, 2018).  Meanwhile, citing Generation 2030 Africa 2.0:  Prioritising investment in 

children to reap the demographic dividend, the population of under 18 Africans is projected to 

be 750 million by 2030 (Lepodise, 2017). This, largely shows that there are great business 

opportunities in this market.  Meanwhile, it has been shown that marketers of adult products are 

strengthening their strategies for wooing the children, not only because they constitute future 

markets in their own rights but also because they influence their families (Sharma and Dasgupta, 

2009). Meanwhile, some viewpoints in the literature suggest that African children may not have 

a ‘voice’ in terms of consumption of their families (Munroe & Munroe, 1972; Kâğıtçıbaşı, 1996; 

Makusha and Ritcher 2014).  In their study on the role of black fathers in the lives of children 

in South Africa, Makusha and Ritcher (2014) highlight that children socialization in this society 

revolves around respect and obedience to elders, which is linked to the harsh methods  that are 

sometimes used to enforce control. However, the changes in the socio-cultural pattern of the 

business environment as influenced by globalization and advancement in technology has now 

weakened this contention (Gbadamosi, 2012) in that children in Africa, especially those in 

metropolitan cities are also involved in influencing their families’ consumption activities.  A 

closely interesting developments in Africa is that most of the countries in this continent, 

especially in sub-Saharan Africa are experiencing considerable demographic changes including 

the migration of people from rural to urban centre (Amougou et al., 2016) which also enhanced 

the interaction between children in Africa and other parts of the world. This is closely linked to 

the discourse of the Global Consumer Culture (GCC).  

A considerable view in the literature concurs that the business environment tends towards a 

global economy (Sims and Gegez, 2004). The perspective of Appadurai (1996) on globalisation 

is that it could be perceived as a series of flow involving several factors such as people, finance, 

the media, and ideas, which indicates that cultures are not fixed, definite, or geographically 

bounded (Appadurai, 1996; Cherrier and Belk, 2015). This, in a way, also supports the 

contention that homogenous consumer culture does exist in international marketing (See for 

example, Ozsomer and Altaras, 2008; Merz et al., 2008; Schmid and Kotulla, 2011; Carpenter 

et al., 2013). It is not surprising why it is claimed today that many people are hypothetically 

multicultural and have their identities rooted in the national or local culture, in addition to being 

drawn from the emerging global culture (Cleveland et al., 2016). This is strongly in agreement 

with Huang (2016) on the notion of global consumer culture. With reference to a body of 

literature such as Alden et al., (1999) and Akaka and Alden (2010), Global Consumer Culture 

has been defined as a collection of common signs and symbols such as brand, that are 

understood by significant numbers of consumers in urban markets around the world (Huang, 

2016: p.56).  It has been explained as beliefs and consumer tendencies towards globally shared 

consumption-oriented symbols that are generally accepted (Terpstra and David, 1991; Zhou et 

al., 2008). Similarly, this could be applied to the issue of what children buy, where they buy 

them from, why they buy and how they acquire the knowledge associated with these 

consumption activities showing the link of behaviour and consumer socialization between 

Africa and other parts of the world. Consumer socialization is about how children learn the act 
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of consumption and the associated activities. Aside the formal learning that children engage in 

schools, it is interesting to note that childhood is a time of human learning (Nairn and 

Sportwood, 2015). This topic has attracted significant research attention over the years and the 

socialization agents have been identified as parents, other family members, peers, and mass 

media (Ward, 1974; Wimalasiri, 2004; Marquis, 2004; Chan, 2006) as these influence the 

children in a number of ways for a myriad of product and service categories.  

Generally, whether in Africa and in other parts of the world, children engage with marketing 

cues. The literature suggests that TV is key to promoting products and services to children. 

Using the Unites States as an example, available evidence shows that adolescent watch around 

2 hours of TV per week while the preschool children watch between 2 to 2.5 hours per day 

(Robert et al., 1999; Lee et al., 2009; Lascu et al., 2013). In some ways, these socialization 

agents work for international appeal. For instance, Calvert (2008) highlight how businesses are 

using licensing, usually with a fee, to adopt cartoon characters to sell various products to 

children and their families such as cereals and vacation packages. Similarly, the power of the 

internet is also showing a new trend of connection with the children. The use of mobile 

technology among families has not only increased in recent times but also has implications for 

promoting public health globally (Hurwitz et al., 2016). Evidently, the advancement in 

technology has now widen the influence of the socialization agents.  Increasing evidence 

indicates that children constitute a great contributor to the user-generated contents on various 

e-business or social media platforms (BMRD, 2008: Stead and Gilbert, 2001). By and large, 

this now creates avenue for targeting children in Africa in that some of the products and services 

that are often noted in transactions outside the continent now available to  children in Ghana, 

Kenya, Egypt and other parts of Africa. This is also noted by Osei and Gbadamosi (2011) about 

the activities of multinational companies in African countries. So, opportunities are emerging 

concerning marketing to children in Africa in relation to various marketing mix elements. 

Way back in 2001, it was noted that Africa has approximately 50 countries with over 800 ethnic 

and linguistic groups, and has three basic religions, namely Christianity, Islam, and traditional 

beliefs (Wakhungu, 2001). Meanwhile, there are specific characterisation of Africa that cannot 

be ignored both in terms of their scale and significance.  From a very broad perspective, while 

there could be some commonly shared ethical values across cultures, there is evidence which 

indicates that some notable differences exist across national cultures concerning ethical values 

and practices (Buller et al, 2000; Sims and Gegez, 2004). One of these is the philosophy of 

Umbutu which is a way of life associated with many African societies and a call has been made 

to connect it with the imperatives of political power and democracy (Nkondo, 2007). Far beyond 

this, it is also sensible to concur that cultural heritage of Africans has a considerable degree of 

link to how the children consume and has notable business opportunities. Nonetheless, while 

there are peculiar cultural issues in Africa that constitute business opportunities by their own 

nature, the increasing activities involving opening up to the outside world signal several positive 

developments for business organisations around marketing to children.  

Ethical Issues in Marketing to Children and The African context 

Generally, the notion of ethics is of great importance to all societies in one form or another. By 

definition, ethics addresses the issue of what is considered right or wrong. So, morality is pivotal 

to the discourse of this phenomenon. There is a contention in the literature (Etizioni, 1998; 

Vikas and Varman, 2007) that for an act to be noted as moral, it needs to meet four criteria 

which are (1) it should reflect an imperative, (2) there should be symmetry when applied to 

others, (3) it is intrinsically motivating, and (4) generalization. One of the ways of explaining 

business ethics revolves around thinking about offering a level playing ground, respecting 

human dignity, promoting family values, respecting ownership and private property, 

encouraging and asserting the rights of individuals and communities, and protecting from 

exploitation, bad laws and big businesses whose activities have grown bigger than nations and 

persons (Ike, 2011). So, in the context of this current paper, the issues of ethic in marketing to 

children in Africa concerns how the rights of children are preserved and how they are protected 

against the unscrupulous business practices. Rossouw (1997) identify three main trends 
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associated with defining business ethics. Based on this perspective, the first is defining the 

construct in terms of personal values and virtues that should be applied to how businesses are 

done while the second revolves around the application of societal or religious norms to business 

practice. According to this line of thought, the third is a reflection on economic and business 

activities as well as decision-making which will ensure that businesses are beneficial to both 

the individual and the society within the competitive driven economy framework (Rossouw, 

1997). Relating it to the media in Africa, White (2010) presents the notion of ‘Ethics of system 

awareness’. This is simply about everyone playing his or her own role in a particular job, even 

when that individual does not know exactly the beneficiary of such service, the whole system 

involved will be strengthened and the strength of that system will ultimately return to benefit 

him or her. Bardy et al (2012) highlight in their paper on foreign investment and ethics vis-à-

vis contributing to social responsibility in less developed countries that opportunistic and short-

term ventures relating to profitability alone are becoming increasingly less acceptable, hence 

corporations pursing these goals are prone to being targeted by technology-enabled activists 

and NGO. So, the issues of how ethical businesses are when dealing with children in Africa 

cannot be dismissed as inconsequential. 

By and large, there is evidence supporting the contention that there are positive return to 

organisations that embrace Corporate Social Responsibility (CSR) activities (Bardy et al. 2012; 

Kuhn et al., 2015; Ameshi et al, 2016). With these highlighted criteria, it is not surprising that 

the topic has been of keen research interest in marketing since 1990s which has also ultimately 

resulted in businesses developing voluntary codes of conduct (Olšanová, 2013). Logically, there 

are ethical issues associated with all of the marketing mix elements which are fundamentally 

noted as consisting of product, price, place, and promotion (The 4Ps) and the extended 

marketing mix elements involving people, process, and physical evidence. It is particularly 

more required in relation to marketing to children. Concerning ethics, there is a concern and 

debate among business leaders, scholars, consumer advocates, and policy makers that these 

young consumers may not fully comprehend and evaluate marketing communication messages 

(Moore, 2004) especially as  advertising is primarily noted as having a persuasive intent 

(Mason, 2012). This viewpoint thus sees them as vulnerable consumers (Spotswood and Nairn, 

2016).  Accordingly, this claim is supported by Grundey (2007) who lists issues in marketing 

ethics as revolving around product safety and liability, fairness in pricing, power within 

channels of distribution, forthrightness in selling, truthfulness and honesty in advertising, and 

privacy in internet and database marketing. So, logically, all of these issues have significant 

implications in how businesses relate with children in the society. For example, businesses 

spend billions of dollars on advertising and it is a continuously thriving industry in most of the 

societies.  

The ethical issues associated with this marketing mix elements are of key significance that 

cannot be ignored, especially in cases when the associated messages advocate unhealthy 

lifestyle (Mason, 2012). Quoting the Rudd Centre for Food Policy and Obesity (2008) and the 

associated data, Song (2014) suggests that American children of today are likely to be the first 

generation that will live a shorter lifespan than their parents. This is because they are overweight 

or obese and are exposed to a vast majority of unhealthy food marketing messages (Lobsrtein 

and Jackson-Leach, 2007; Harris et al, 2009; Power et al, 2013). As the notion of the global 

consumer culture becomes prevalent, this impact and issues about children’s consumption such 

as unhealthy eating habit are also becoming subtly and in some other cases overtly noticed in 

Africa (Gbadamosi, 2012; 2015). As we experience changes in the landscape of marketing 

activities including the use of new media, a fundamental question to be addressed is how much 

marketing are these young consumers exposed to (Halford and Boyland, 2013). For example, 

Madichie and Opute (2016), using Malawi, Nigeria, and Mauritius as illustrative case  

examples, report how some big multinational tobacco companies are targeting underage 

consumers in Africa. According to them, this organisations use guerrilla and deceptive 

marketing strategy to increase youth smoking culture in the Sub-Saharan African (SSA) 

countries. Similarly, it is noted that over 140 African children out of 1000 are likely to die 

before their 5th birthday (Schönfeldt and Hall, 2012). The growth of obesity is a clear example 
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as the consumption of high sugar content drinks has been linked to increase in incidence of 

Type 2 diabetes mellitus and obesity in South Africa (Malik et al., 2006; 2010; Stacey, 2017).  

The perspective of Morely (1968) underscores the fact that, the issues of whether it is right or 

wrong to let children be involved in influencing consumption and be exposed to outside 

influence will vary with individuals. However, it is sensible to highlight the critical role of 

various stakeholders concerning African children especially in relation to public policy. This is 

palpable gap being explored in this paper.  

Laws, Directives and Guidelines on Children’s consumption 

While some progress has been noted concerning the laws, directives, and guidelines concerning 

online advertising of food directed to children, research shows that these online commercial 

activities are monitored much less compared to conventional advertising (Lascu et al., 2013). 

Nonetheless, Raju et al. (2010) suggest the relevance of the use of social marketing to motivate 

school children in embracing healthy eating. This is one of the areas of bringing ethics into 

marketing activities in relation to children. In using social marketing, Evans (2008) cited three 

examples that have been used previously as the traditional public service announcement with 

the support of media outlets that offered airtime free, the mixed community, multichannel, and 

media-based campaign directed at reducing childhood obesity, while the third was entitled 

Parent Speak up campaign aimed at promoting communication between parents and their 

children about delaying sexual activity. These pinpoint the increasing use and relevance of 

social marketing in various ways to address the issue of ethics in marketing to children. 

Nevertheless, the extent to which these issues have been addressed in the African context has 

not been prominently featured in the literature. 

In a related perspective, there is a strong perspective that suggests that regulation of marketing 

of food to children for health reasons should include the notion of nutrient profile model (Rayner 

et al., 2013). The nutrient profiling has been defined as ‘’the science of classifying or ranking 

foods according to their nutritional composition for reasons related to preventing disease and 

promoting health (WHO, 2017, Rayner et al., 2013). As shown by Raine et al. (2013), the World 

Health of Organisation (WHO) has been strongly advancing arguments for controlling 

marketing activities to children since 2003. Clearly, there is a sustained effort directed at this 

course of action. In the UK, it was highlighted in 2003 in the Hastings report that there is a 

discrepancy between what is recommended as heathy diet for children and what is being 

advertised to them, and this subsequently led to the introduction of relevant regulations such 

that resulted in having a fully curtailed advertising of unhealthy foods and beverages to children 

(Halford and Boyland, 2013).  

Although some of these issues are of global concern, their specific relevance to Africa is 

noteworthy. Africa is a strategic continent with interesting dynamics.  One of the key challenges 

in Africa revolves around the fact that it is regarded as backward in some areas including 

Science and Technology (Wakhungu, 2001), and policy implementation. On a general level, 

while there is evidence of increase in Corporate Social Responsibilities (CSR) and the 

increasing role of government in the phenomenon, notably in the Western Society, the 

government activities on this in Sub-Saharan Africa are still behind in that more of policy 

activities are yet to be done in the region (Samy et al., 2015).  Similarly, using Nigeria as an 

example, there is a claim that children in Africa are also not totally at ease in the care of the 

marketers, as there are still gap to be filled concerning their rights and protection in relation to 

what they consume and the dynamics associated with these consumption patterns (Gbadamosi, 

2010). The case is not particularly encouraging in other African countries. Therefore, a need for 

robust action to address ethical issues in marketing to children in Africa is very compelling. 

Meanwhile, while there is evidence of regulation and corporate governance in Africa, African 

organisations are confronted with the challenge of translating that commitment to high 

organisation ethical standard into organisation practice (Rossouw, 2005).  In the words of Ike 

(2011), Business ethics is not prevalent in West Africa nor is it eloquently pronounced. It has 

even been argued based on an assessment, that it is either that African culture does not regard 

ethics or that the concept of this phenomemon has been gradually lost in the contemporary 
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African society (Gichure, 2006). In relating the discourse to public policy issues on science and 

Technology, there is a claim that problems in Africa could be attributed to ill-conceived foreign 

and domestic policies (Wakhungu, 2001). It has been noted that there is no consensus on what 

constitutes the definition of business ethics in some African regions but issues on this are often 

explained in relation to activities that are irreligious, evil, and attitudes and behaviour that are 

unethical in the course of doing business (Milanzi, 1997). So, it is not surprising why there are 

still considerable grounds to cover in terms of how children’s rights and protection are managed 

in the continent. The key areas of concern for Business ethics for people based in West Africa 

are identified to be: Corporate governance, social responsibility in the management of business, 

corporate compliance and ethics, ethics and employees, work ethics, corporates social 

responsibility, public sector governance, and traditional legal reasoning and business rationality 

(Ike, 2011). In the contribution of Amoah (2010), while there is merit from borrowing public 

policy formulation ideas from abroad, doing so should involve a deep reflection which will 

result in empirical, creative, and contextually sound public policy formation.   

Implication for Business and Public Policy 

Clearly, there are business implications in the issues of marketing to children ethically in 

African context. Generally, marketing and its functions support the economic growth in the 

society. Calvert (2008) pinpoints the significant role of marketing and advertising to the US 

economy. This is in respect of whether the context relate to adult or children. As argued by 

Stead and Gilbert (2001), there is a strong incentive for businesses not only to monitor, but also 

to influence the dynamics and outcomes of the interactions that take place in the digitally 

facilitated social spaces. This emphasises the increasing relevance of market research activities 

of business in different context of interest such Africa. For example, the onus is on the business 

to work towards knowing how well to satisfy the children who constitute a key stakeholder in 

their families’ consumption and by extension the societal consumption.  

More fundamentally, increasing research evidence continue to link diseases and childhood 

obesity to unhealthy food choices (Song et al., 2014: Smith and Irwin, 2016). In fact, 

specifically, children noted as street children, who, as defined by UNICEF, are children in 

difficult circumstance, are vulnerable to poor health as a result of their state of homelessness, 

substance abuse, risky sexual behaviour, and violence (Cumber and Tsoka-Gwegweni, 2015). 

To be more specific, childhood obesity has a huge impact on the children, their families, and 

the society (Wicks et al., 2016). As shown, the cost is high but this will even have a higher cost 

implication on the society as these children become obese adults (Lascu et al,, 2013). 

Nonetheless, it has been argued that a change in policy and the associated environments, just as 

done for tobacco, could help in the curbing of obesity by making it easier to opt for heathy 

options (Marteau, et. al., 2012; Raine et al., 2013). This is specifically required for Africa where 

a gap between policy formulation and implementation has been consistently highlighted as issue 

of great concern.  

There is an indication that policy effort could be targeted at those who are involved with children 

care in one way or another. For example, there is a suggestion that school administrators could 

be equipped with great ideas on how to encourage children to consume more fruits and 

vegetables (Raju et al., 2010). As indicated in the literature, some of these elements such as 

incentives and competition could be used to motivate schoolchildren towards making healthy 

food choices (Raju et al., 2010).   In fact, there has been an increase in the use of mobile 

technology globally which implies that this could be an avenue to promote public health issues 

to families (Hurwitz et al, 2016). Nonetheless, these authors also acknowledge that 

manufacturers could also likely use this as opportunity for targeting children with food-branded 

games and creating some dynamic apps that may be promoting unhealthy food. This suggests 

that addressing ethics in business transactions relating to children in Africa will have to be all-

embracing involving various stakeholders to be effective. 

Stead and Gilbert (2001) argue that some ethical issues will be resolved swiftly due to actual or 

perceived exposure to the public. They argue further that the large volume of data available 

could also constitute a new source of policy-relevant data for monitoring how policy issues 
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progress and how things could be handled in the future. Mason (2012) in a research that looks 

at marketing to children vis-à-vis the epidemic issue of obesity, explained that the public 

response to the problem could range from the extreme of  ‘do nothing’, to having statutory law 

in place while other possibilities are industry self-regulation, and government-led voluntary 

measures. This indicates the variation which exists in how these issues are addressed in various 

countries and regions of the world. For instance, Lascu et al. (2013) whose study revolves 

around high-income countries indicate that, as far as policy issues are concerned, France is 

ahead of both the US and Spain in that France has an elaborate system of regulation in place 

and these are strictly enforced. Unlike France, Spain is noted to have 50% compliance rate in 

relation to marketing of food to children online. Even at this, based on information from World 

Health organisation (WHO), the government in higher-income countries such as Japan, US, 

UK, and France cover over 90% of the cost of vaccination of children, while in other countries 

such as Belgium and Austria, the total cost is covered under a relevant health arrangement, but 

evidence shows that sub-Saharan Africa covers less than half of the associated costs (Cutts, 

1998; Cho, 2008; Jung et al., 2015). Evidently, there is a need for a more strengthened approach 

in relation to public policy on ethical issues associated with marketing to children in the 

continent. 

It has been suggested that monitoring the traditional media for advertising messages concerning 

marketing to children could help gauge the impact that regulation has on the issue (Halford and 

Boyland, 2013). As highlighted by Stacey et al. (2017), the South African National Department 

of Health provided a draft of regulation and guidelines in relation to food labelling and 

advertising which resulted in voluntary front of pack labelling system such that there are three 

colour traffic light indicating high, medium, and low for energy, sugar, fat, and salt content. 

These authors highlight that despite the health risk associated with energy drink consumption, 

it appears more action is required by the South African government to regulate the production 

and consumption of energy to people (Stacey et al., 2017), so there is ample room for 

enhancement on these issues. Similarly, there is a contention that a considerably different 

approach to dietary guidelines and policies associated with food will be needed for developing 

countries compared to their developed counterparts (Schönfeldt and Hall, 2012). 
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Figure 1: Improving Ethics in marketing to children in Africa  

 

Emphatically, the issue on policy and policy making in Africa requires a significant boost if 

considered from a wider perspective. For example, Clark (2000) argues that there are few 

African countries that could claim to have expertise in policy research especially as some 

African countries establish more higher institutions without backing them with adequate budget. 

Meanwhile, there is a clamour that service delivery institutions should be fine-tuned to be highly 

performance oriented and supported by best policies (Schwella, 2001). Concerning the public 

policy issues, Imurana et al. (2014) acknowledge that the formulation and implementation of 

public policy in Africa have been aided by International institutions such as the World Band 

and International Monetary Fund but most of these policies are overshadowed by politics and 

implementation bottlenecks (IMF). It has been noted that basically, every policy pass through 

six stages which are: Setting the Agenda, policy formulation, decision making/adoption, policy 

implementation, policy evaluation and policy termination (Bruce and Smith, 2003; Imurana et 

al., 2014). Meanwhile, it is important to also stress that these stages are not sequentially 

followed in all cases. For example, while good policies may be formulated on specific issues, 

political instability could affect the implementation as it is the case in most of the third world 

countries (Imurana, et al., 2014). However, as stressed by Nkondo (2007), Ubuntu provides the 

platform for social cohesion, so leaders should use resources to introduce new order, invest in 

people, explore a new institutional framework such that new political culture which is based on 

Ubuntu principles is developed while the old ones are jettisoned.  
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Conclusion 

As emphasised by Schonfidt and Hail (2012), while there is a notable decrease in child mortality 

during the period of 1990 to 2008, African continent still remains the place with the greatest 

mortality rate which doubles the global average. This is one of the key challenges in Africa. 

The increase of the prevalence of childhood obesity is noteworthy and Wicks et al. (2012) note 

that there is an increase in the rate of that of South Africa from 10.6% to 18. 2%. This is just an 

example that is symptomatic of very many cases of this quandary in the continent. Accordingly, 

this paper explores marketing to children in Africa, with specific reference to the associated 

ethical issues in marketing in this context. Essentially, the paper shows that there are significant 

business opportunities in Africa in relation to marketing to children. This is because, just as it 

is expected for adults, children are also consumers of products and services ranging from fast-

moving consumer goods like foods items to high-involvement products that they use on their 

own or alongside other family members. Hence, it is important to know how to satisfy these 

needs and to have an understanding of all the associated marketing stimuli. Therefore, part of 

the key challenges confronting marketing concerning children in Africa is having an in-depth 

understanding of how to manage the children’s marketplace interactions in such a way that will 

be of good ethical standards. The key question crucial in this paper is ‘if children in Africa 

consume in a way that mirrors what children in other parts of the world consume through the 

global consumer cultural system, why should less effort be expended on addressing the ethical 

issues associated with this consumption? As shown in Figure 1, this brings in the relevance of 

the compelling interaction between self-regulation, legislation, and activities of the various 

pressure groups towards curbing unethical practices from businesses.  

Essentially, self-regulation are effort being made by the marketers towards ensuring that the 

products they offers are ethically fit in relation to the health of these young consumers, while 

legislations are put in place by the government towards achieving the same objective, 

meanwhile there are other bodies that are neither in these categories but are equally preoccupied 

with mounting pressure on businesses to ensure that ethical business thrives in relation to the 

marketing to children. Just as Schwella (2001) argues, it is very useful if service delivery 

institutions are supported by best policies. In the case of this study, these institutions are those 

working towards ensuring healthy living for children.  Basically, the argument is that these 

institutions and the policies being implemented should be made effective, especially since 

policies could be formulated but not well implemented. Examples have been cited including ‘a 

free education for all’ policy that was put in place in Nigeria which could not establish a strong 

public education system but resulted in people patronising private education system that offers 

a better alternative (Makinde, 2005 in Imurana et al., 2014). Overall, it is very compelling that 

policy formulation on issues pertaining to marketing to children should be backed up by 

implementation robustly in such a way commensurate with the systems existing in the 

developed economies. Moreover, achieving an ethical marketing system that is devoid of 

political hanky-panky and other unsavoury practices would involve active commitment and 

participations from all the stakeholders including governments at various levels, business 

organisations, communities, and NGOs.  
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This research investigates the impact of ‘Trust’ on bank-customer relationship 

management in the Nigerian banking industry, and its roles on their performances over 

the years. The study is interpretive in nature and involves the conduct of thirteen (13) 

in-depth interviews on the subject-matter, with banks’ customers in Gombe, Nigeria. It 

shows that a relationship does exist between Trust, Relationship Marketing and Banks’ 

Performance indicators. The study also found that trust will change in terms of its 

influence and effects over the lifecycle of relationship development.  It identifies 

various aspects of trust in banking and they include: Trust in bank’s liquidity position, 

promise fulfilments, communication systems, staffs, service delivery processes, online 

systems and physical and cyber security apparatus. These could serve as useful tools 

for decision making in the banking system. This paper has contributed to the 

relationship marketing literature by ascertaining the positive role of trust in relationship 

building and the resultant positive impacts on customer’s retention and bank’s 

profitability. Various aspects of bank’s trust were also identified for the first time. 

Keywords: Trust, Relationship Marketing, Banking Industry, Nigeria. 

INTRODUCTION 

The construct of trust has been of interest to various scholars all over the world and has been 

extensively researched across various disciplines including economics, sociology, political 

science, information technology and psychology. Over the years, trust has also been theorized 

in the field of marketing and in various sub-fields such as consumer marketing, retail marketing, 

industrial marketing and service marketing. This has led to the development of a new sub-field 

called relationship marketing. In relationship marketing literature, various researchers (see for 

example, Sheth, 2017; Hollebeek and Macky, 2019) have shown that trust facilitates customer 

retention and loyalty. It is therefore seen as a very important variable in human interactions. 

However; there are few extensive empirical studies regarding trust in the marketing discipline 

from the banking context ( see for example, Sun et al., 2017). Thus; the emergence of this study 

is necessitated in realization of the fact that limited research has been carried out to identify the 

contributions of trust in relationship building between customers and banks. Hence this study 

provides an integrative view of trust and relationship development in the context of banking 

industry. 

 

THEORETICAL BACKGROUND 

Trust Overview 

Trust has been viewed as one of the major variables that foster firm-customer relationship 

quality and customer satisfaction (Hollebeek and Macky, 2019). Fatima et al. (2018) also 

identified ‘trust’ as a means of relationship building and wining customer loyalty in any service 
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industry. Ndubisi & Capel (2011) conclude that it is likely to improve customer’s confidence 

in an organisation, and the resultant customer loyalty. A betrayal of this trust by banks can lead 

to customers’ dissatisfaction with resultant negative effect on relationship management. To 

achieve this, Gronroos (1990) suggests that the resources of an organization should be 

channelled towards maintaining and strengthening customer’s trust. It is therefore seen as 

critical for banks’ survival in today’s competitive environment. However; its impact on bank-

customer relationship management has not been given much attention in the literature.  

Conceptualization and Dimensions of Trust 

The concept of trust in customer-business relationship plays a major role in today’s business 

world that is characterized by risk and uncertainty (Fatima et al., 2018). It is synonymous with 

trustworthiness, confidence, faith and even loyalty. Svare et al. (2019) defined trust as “a 

generalised expectancy held by an individual that the word, promise, oral or written statement 

of a person or group can be relied upon”. It has been a major topic of interest among various 

disciplines. Recent strands of literature provided an in-depth understanding of the concept and 

its role in relationship marketing (Dowell et al., 2015; Fatima et al., 2018; Hollebeek and 

Macky, 2019). In banking, Ahmed et al. (2019) defined trust as the customer trust in banking 

services, based on prior banking experience, bank’s reliability and positive corporate image. 

This paper considers Ahmed et al. (2019) definition as it relates to the banking industry, which 

is the focus of the research. Customers expect their banks to perform banking functions in 

accordance with their contractual agreements. However, Roy et al. (2011) argue that the issue 

of trust is not as simple as it is usually presented by scholars, it is far more complex; with various 

dimensions. As a result, it has been viewed along varying dimensions in different disciplines. 

For example, the personality psychologists see it as an individual characteristic, while social 

psychologists see it from the perspective of behavioral expectations of others involved in 

transactions. Brattström et al. (2019) argue in favour of integrating the divergent views of trust 

development across various disciplines, to provide a deeper understanding of the concept at 

both the individual and institutional level. This paper explored trust dimensions from two 

different perspectives: The macro versus micro-level trust and cognitive versus affective 

elements of trust. 

The Macro and Micro-Level Trust 

One of the classifications of trust is suggested by Bachmann and Inkpen (2011) who used level 

of occurrence to classify it into micro and macro-level trust. ‘Micro level’ trust is a relational-

based trust, which develops through personal experience between two or more people. While 

‘macro-level’ trust is an institutional-based trust, which advocates that trust can be established 

between two parties due to institutional integrity; without any prior relational experience 

(Bachmann and Inkpen, 2011). Institutional-based trust can be of a formal nature such as laws 

or certifications, as well as informal; including corporate reputation or community norms 

(Bachmann and Inkpen, 2011). Therefore, at the macro level; the ‘‘institutional environment in 

which interactions are entrenched are viewed as constitutive elements in trust development’’.  

The Cognitive and Affective Elements of Trust 

The Cognitive Elements of Trust 

The cognitive and affective elements of trust is another type of trust suggested in the literature 

(Punyatoya, 2019). Cognitive elements are of three types: Integrity trust, competency trust, and 

Goodwill or benevolence trust (Young and Albaum, 2002). ‘Integrity element of cognitive trust 

is defined by Young and Albaum (2002) as an act of keeping and fulfilling promises, based 

upon the moral norm of honesty. Thus, ‘integrity trust’ can be said to be contractual trust, 

commitment trust and promise trust. The second element of cognitive trust is ‘competency 

trust’, which is also known as ability trust and expertise trust (Punyatoya, 2019). Punyatoya, 

(2019) described it as the extent to which one party believes that its exchange partner has the 

required professional expertise, relevant skills, qualifications and experience to effectively 

perform the job. The third cognitive element of trust is ‘goodwill or benevolence trust’. 

Punyatoya (2019) defined it as the extent of believes in a person or organization that an interest 

https://www.sciencedirect.com/science/article/pii/S0890838919300964#bib66
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will be adequately protected without a formal request. It is based on a rational assessment and 

knowledge of the other party, based on experiences from past behaviours.  

The Affective Elements of Trust 

Affective’ based trust involves emotional bonds and social skills associated with care and 

concern for the other party (Yang et al., 2019). Massey & Dawes (2007) proposed two elements 

for affective trust, namely: ‘Relational’ and ‘Intuitive’. Relational trust is an aspect of affective 

trust which is associated with the norm of reciprocation and has to do with faith in the other 

party (Yang et al., 2019). It is almost like a religious belief, with faith placed on the other partner 

that they will act as they should, in a trustworthy manner. It is a non-rational assessment of 

trustworthiness based on the norm of reciprocation and not on knowledge or an actual 

assessment of past behaviours, while ‘intuitive trust’ relates to biased judgments based on 

moods and feelings about another person's character.  

Trust and Relationship Development 

‘Trust’ is seen as an antecedent which influences relationship development. However; Ganesan 

(1994) argues that a stable relationship can influence trust as well. Hollebeek and Macky (2019) 

observed that trust helps partners to build confidence in a relationship from the initial period 

over a very long period. Some have even argued that it is even the key construct in the process 

of relationship evolution (for example, Hollebeek and Macky, 2019). Thus, Fatima et al. (2018) 

concluded that “a customer that is dependent on a trusted firm may establish a long-term 

relationship with the firm. There are also some consensuses in the literature (Dowell et al., 

2015), which agree that trust will change in terms of its influence and effects over the lifecycle 

of relationship development. Therefore, at the beginning of business relationship development, 

Hansen et al. (2013) declared that buyer-seller relationship initiation is important and should be 

based on mutual trust, for long-term relationship development. Therefore, understanding what 

to be done at early stage of relationship development and how it changes as the relationship 

matures is of importance to the continuous customer retention, as marketers adapt various 

relationship marketing strategies to meet the changing relationship life cycle in any 

organisation. Therefore, the concept of relationship marketing is more than just getting the 

customers, but it also includes maintaining the existing customers for long-term business 

relationships. According to social exchange theory as theorized by Ganesan (1994), the 

development of a relationship is like a marriage relationship, and a stable relationship is directly 

associated with the development of trust. Narteh and Nana (2011) asserted that in a credence-

based industry like banking system, trust is an important factor shaping customer-bank 

relationships. Thus; the quality of trust between bank’s customers and the frontline tellers, 

customer care officers, account officers, relationship officers and the role of relationship 

managers, all have impacts on relationship development. Meanwhile, Blomqvist (1997) argued 

that customers’ decision to build relationship with a business organisation is not necessarily a 

positive sign of trust. It might be due to lack of any alternative for the customer to choose from. 

While the central role of trust in relationship building has often been noted in the marketing 

literature, it remains to be established whether the findings of Morgan and Hunt (1994) 

concerning the mediating role of trust are generalisable across the research stream.  

 

RESEARCH METHODOLOGY 

The chosen methodology for this research is qualitative. This is considered most suitable for 

extensive data collection, to understand the various aspects of trust and its impacts on 

relationship marketing. This is because it allows the researchers to generate more data beyond 

the initial planned interview questions, as there is emerging information from the respondents 

during the interviews. 

Participants and procedure  

Specifically, a phenomenological research approach is employed in the study to provide insights 

into the various aspects of trust and their impacts on relationship marketing in banking. This 

paradigm adopted involves understanding human behavior from the participant’s own frame of 
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reference (Cronin, 2017). Although some studies are amenable to the use of positivism research 

paradigm which emphasizes scientific approaches for research, a critical analysis of the 

highlighted aims and objectives of this study suggests that the research propensity is towards 

the phenomenological tradition and logically, the research strategy should therefore be 

qualitative. Considering the nature of banking industry and bank customers in Nigeria, this 

adopted research philosophy was considered most appropriate to achieve the set goal. Since the 

goal of this research was to identify the role of trust on relationship marketing, participants from 

various categories of bank customers were recruited. All the respondents were recruited through 

personal contacts (i.e., convenience sample) and by the snowball sampling method (Miles et al., 

2013). The recruitment was voluntary, and thirteen respondents eventually participated in the 

exercise. These participants comprise eight men (age between 18 and 58), and five women (age 

between 19 and 51), to represent various segments of the bank customers.  

Data Collection Procedure 

Evidence in the literature suggests that method of generating data qualitatively are enormous 

(See for example, Bell et al., 2019), but semi-structured interview method was adopted for this 

study as endorsed by many researchers including Aguinis and Bradley (2014). This is 

considered more useful to generate more insightful data that would help in achieving the overall 

aims and objectives of this study. Thirteen open-ended semi-structured interviews were 

conducted and analysed. The interviews were conducted face-to-face and individually at various 

venues and times of the day, at the convenience of the respondents. Most of the interviews lasted 

approximately for about between 30 to 45 minutes. Substantial length of time was spent to 

understand the individuality of the respondents during this inquiry (prolonged engagement). At 

the end, thirteen (13) individual interviews were deemed appropriate for this study, as this was 

the stage where theoretical saturation was achieved. This is a stage where no new idea was 

produced through the inclusion of another interview (Corbin and Strauss, 2013). The data 

collection was conducted for a period of 4 months and took place in Gombe which is in the 

north eastern part of Nigeria. As suggested by Thomas and Magilvy (2011), direct quotations 

and individual reflective statements of the interviewees were used to strengthen the credibility 

of the study. 

 

PRESENTING THE EMPIRICAL FINDINGS  

Trust is identified as the pillar upon which the relationship management of any business is built. 

The impacts of trust on relationship marketing cannot be over-emphasized. Trust is thus seen 

as a key factor in bank-customer relationship development. Accordingly, this study has 

identified various aspects of trust the banking industry. These include: Trust in bank liquidity 

position, trust in bank’s promise fulfilments, trust in bank communication systems, trust in 

bank’s staffs, trust in bank’s service delivery processes, trust in bank’s online transactions and 

trust in bank’s physical and cyber security systems. These are presented below:  

Trust in Bank’s Liquidity Position 

Bank’s liquidity is the bank’s financial position of the bank, which shows the capability to 

continually provide financial services to the customers. Trust in a bank liquidity has been a 

major consideration in bank-customer relationship development. Nigerian customers have over 

the years witnessed series of banks’ collapses that had led to loss of money saved in many of 

the failed banks. The cash reserves requirements as licenced by the Central Bank of Nigeria 

(CBN) is categorised into national and regional banking operations. National banking licence 

permit a bank to operate its banking operations throughout the country. On the contrary, 

regional banks are lesser banks that operate at a regional capacity. The minimum requirement 

to obtain national banking licence is One Hundred billion (N100 billion) Naira ($328M), while 

banks that cannot afford the financial requirement for national licence can apply for regional 

banking licence; which is Twenty-Five billion (N25 billion) Naira ($82M). The study found 

that Nigerian customers do not trust banks that are operating at regional level due to prior 

negative experiences in bank failure. Therefore, it was established in the study that national 
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licenced banks are more trusted for long-term relationship engagement than regional banks. So, 

customers have more confidence and trust in the safe keep of their financial fortune in in 

national banks than regional banks. Customers’ perception is that banks that operate under the 

regional scheme are weak and prone to liquidity challenges that may negatively affect their 

operations. So, bank’s reserve requirement as prescribed by the central bank of Nigeria (CBN), 

provides a clue on financial viability of a bank to the customers. Some of the participants have 

these to say: 

“I was once a victim of a failed bank during which I lost my life savings, so, I follow the daily 

financial news; to monitor the trends in the industry and my banks’ financial positions”. 

“I prefer to bank with National licenced banks with stronger financial positions, than regional 

banks that are prone to liquidity challenges” 

Trust in Bank’s Promise Fulfilments 

Trust in bank’s promise fulfilment is another area of trust that was discovered during the 

empirical part of this study. At the beginning of any contractual relationship, every bank has 

service level agreement that they always promise to deliver to the customers. Unfortunately, 

banks are often faced with so many internal and external challenges that may prevent them from 

fulfilling their agreed service level promises to the customers. The internal challenges could be 

wrong management decisions, inadequate planning for contingencies, dishonesty on the part of 

the bank management, staff attitude, designing unattainable promises to win customers’ 

patronage and so on. The external challenges could be economic situation, government policies, 

regulatory requirements and frequent customers’ changing needs. The findings indicate that 

banks that always fulfil their service promises will earn customers’ trust than banks that 

constantly fail to fulfil their promises. So, when a bank is trusted for promise fulfilments, the 

customers will be willing to maintain long-term relationship with such a bank. The reverse is 

the case, when a bank is known for breaking promises; with the resultant negative effects on 

relationship marketing. The following is a quote from another respondents: 

“I was misled into opening a salary account with my current bank with loan promises, but after 

opening and moving my salary to the bank, the story changed”. 

“I had an encounter with a bank’s marketing team with lots of financial services promises, but 

the moment of truth came when most of the promises could not be fulfilled after opening a 

business account with the bank”. 

 Trust in Bank’s Communication Systems 

In today’s 21st century digital world, banks are open to so many medium of communication to 

reach their customers. Banks can reach their customers through varieties of electronic media 

like Facebook, twitter, Instagram, WhatsApp, LinkedIn, email, text messages, and phone calls. 

Using these mediums to communicate financial service issues and marketing to the customers 

depends largely on the staffs and banks’ capabilities and such usage varies from bank to bank. 

The study found that bank’s ability to use any of these mediums to market their products and 

accurately communicate service offerings to the customers, positively influence customers’ 

trust in the bank. This helps banks to develop long lasting relationship with the customers. 

Therefore, banks that are trying to build long lasting relationship with their customers, will 

always endeavour to establish a reliable communication system between the banks and their 

customers. This is essential to facilitate understanding, cordiality and mutual agreement that 

would support relationship marketing goal of the bank. For example, communicating changes 

in bank charges to the customers before its implementation, will boost customer’s trust in the 

bank. The use of sms alerts to communicate banks’ transactions on their requests also builds 

trust. Thus, when a customer’s account is debited or credited for a specified sum of money, a 

sms alert is sent to the customer, confirming that the transaction has been successfully 

consummated. This type of real time communication between banks and their customers 

strengthen bank-customer relationships, as differences in the service agreement are easily sorted 

and resolved amicably. 
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“My trust in my bank has been eroded over the years because; new charges are usually 

introduced without prior notice or communication”.  

I subscribed for a sms alert on every of my transaction with the bank, unfortunately, I hardly 

get them. I had to either check online or go to the nearest branch to confirm if the transaction(s) 

were successful. 

Trust in Bank’s Staffs 

Bank staffs play a major role in bank-customer relationship marketing management. The study 

found that banks’ staff attitudes and commitments toward the customers, their skills and service 

delivery mechanisms, as well as their interactions with the customers, all have impacts on 

customer’s trust in the banks’ financial service delivery. So, trust in bank’s staff ability to 

deliver the expected financial services positively influence relationship development. Thus, 

staff with high interaction skills and good attitude towards the customers are more likely to win 

customers’ trust than those with low interaction skills and bad attitude towards the customers. 

Banks’ staff commitment towards delivering financial services also play a fundamental role in 

trust developments. When banks’ staffs are committed, they tend to show empathy and go extra 

mile to satisfy the customers, which enhances long-term relationship development. Therefore, 

bank’s staff skills, attitudes, commitments and interactions with the customers should be 

constantly monitored by bank management executives. This is to ensure that the right skills and 

the right attitudes are constantly presented by committed banks’ staffs, during their interactions 

and delivery of financial services to the customer.  

“My bank’s staffs are not helpful and polite; they don’t even respect their customers.” 

“Some bank’s staffs do not have enough knowledge about the bank’s products, they will ask 

you to wait for several minutes, while they ask their superiors for answers to your questions”.  

Trust in Bank’s Service Delivery Processes 

Bank’s service delivery processes also influence customer-bank trust and relationship 

development. The study found that banks whose service delivery processes are simpler and 

easier are more likely to win customers’ trust and retain them for a very long time, than banks 

with cumbersome processes. The reason is that customers want the delivery of financial services 

to be quick, secured and accurate. The study found that traditional banking system in Nigeria is 

though accurate and secured but very slow. Many of the participants express their frustrations 

at the constant long hours stay on the queue in the banking hall, either for cash deposits or 

withdrawals; and other banking services like fund transfer requests, account opening, account 

balance enquiries and so on. For example, although some customers (especially the educated) 

have subscribed to electronic banking system, to enhance speedy transactions. Unfortunately, 

Nigeria economy is a cash-driven economy, where customers prefer mostly cash transactions. 

More so, it takes days or even weeks for most banks to open a bank account for a prospective 

customer. Lastly, the role of internal control mechanisms put in place by the banks to check 

frauds is also slowing down the processes. To resolve these challenges, banks should endeavour 

to provide more staffs, with more infrastructural facilities; with simpler processing mechanisms 

to deliver services that are quick, accurate and secured to the customers. This will help eradicate 

long stay in the banking hall, with the resultant positive effects on customers’ trust and 

relationship development.  Below are some of the quotes from the respondents during the 

interviews: 

“I get discouraged from using my bank and I am thinking of switching, because of the long 

waiting time for a service. I had to wait for several minutes (almost an hour) on a long queue in 

the banking hall for cash deposits”.  

“The process of opening an account is too cumbersome, it takes almost three days to get my 

account opened; due to various bottlenecks involved in account opening. That almost put me 

off, I was frustrated”. 
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Trust in Bank’s Online Transactions 

The introduction of modern innovative technology has introduced a new way into how banks 

provide financial services to the customers. Thus, the study found that how banks’ online 

transactions are being consummated, significantly influence relationship marketing. The study 

indicates that customers are willing to engage in self-service financial transactions online, if the 

bank’s online platform is secure, reliable, easier, faster and more convenient. Therefore, 

customer’s trust in the sophistication of bank’s online banking application platform for the 

conduct of their financial transactions; positively influence relationship development. Thus, the 

quality of internet banking, mobile banking, Point of Sale (POS) and automated teller machine 

(ATM) transactions all have impacts on trust. For example, Nigeria economy is cash based, 

with banks experiencing large volume of cash withdrawals on their ATMs. Unfortunately, many 

banks often run out of cash and find it difficult to satisfy customers’ ATM cash withdrawals. 

This is often seen as service failure which over time erodes trust and may hamper bank’s 

relationship marketing goal. Thus, banks that are providing uninterrupted 24/7 ATM services 

with minimised cash jam during ATM cash withdrawals are likely to win customer trust that 

would keep them for a long time with the bank. 

“I do most of my banking transactions online and the experience has been wonderful” 

 “One thing I like about my bank that is keeping me, is their seamless online financial services 

delivery processes, including 24/7 uninterrupted ATM transactions”. 

Trust in Bank’s Physical and Cyber Security  

Cyber security is a major concern for many online users around the globe. In banking, customers 

are more concerned with the security of their banking activities online; to avoid loss of funds. 

This feeling of cyber threats is creating mistrust and most customers avoid using banks’ online 

application platforms (electronic banking) for their financial transactions. This has been the 

major cause of fewer interest in the use of electronic banking in Nigeria. However, the findings 

revealed that some customers (especially the educated customers) are now using the electronic 

banking platforms like the Internet and Mobile banking. The findings show that customers will 

always verify the potency of their banks’ cyber security measures, before engaging in 

contractual online banking relationships. Accordingly, banks with the most formidable stronger 

security measures in place are more likely to win customers’ trust than banks with weak security 

measures. This is because customers will not be willing to risk their monies and life savings 

while transacting on an unsecured online bank application platform. Apart from the online 

security measures, the study also found that the physical security measures in place is also 

important to the customer. Bank robbery is a menace in Nigeria and the findings suggested that 

the security of customers’ monies influences their trust and relationship development. Although 

banks bear the responsibilities for armed robbers’ attacks, fire outbreak, stealing by staff among 

others, but customers still prefer to patronize banks with adequate security measures in place. 

It is therefore imperative for banks to always provide adequate physical and cyber security 

measures to protect lives and properties within and around the bank premises, to enhance 

customers’ trust and lasting relationship development. The following quotes from some of the 

respondents buttress the point: 

“I am scared of using my bank’s online platform for security reasons, the reason is that I have 

seen friends and close associates who are victims of cybercrimes”. 

“I am a businessman who is always carrying cash around. So, I prefer patronizing banks that 

allow customers to drive in their cars to the bank premises, and with adequate security measures 

in place. The reason is that most times, customers are being robbed in front of the bank while 

parking their cars outside the bank premises”.  
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DISCUSSION 

This paper examined the influence of trust on relationship marketing in banking, to develop a 

better understanding on how business-to-business and business to customer relationships 

evolve. A key contribution of this paper is that it has been able to identify various aspects of 

trust in banking. Further findings reveal that customers patronize banks of their choices based 

on the trust and confidence that such banks will always satisfy their needs (van Esterik-

Plasmeijer and van Raaij, 2017). Kimpakorn and Tocquer (2009) also argued that trust alone 

cannot win customer loyalty; it must include customer satisfaction. This equally agrees with the 

research findings, as it was discovered that the most trusted and reliable bank in Nigeria (First 

Bank Nigeria Plc), as widely proclaimed by all the participants, still loses its dissatisfied 

customers to the competitors. Bank’s management executives in Nigeria must therefore build 

trust to align with customer satisfaction, to ensure the success of relationship management in 

the industry. Unfortunately; lack of trust is found by this study to be prevalent among bank 

customers in Nigeria, making them to engage in multiple banking behaviours, by patronizing 

two or more banks to meet their banking needs. The following extracts illustrates their common 

observations: 

“I am operating two bank accounts in two different banks to avoid disappointments as banks do 

not always deliver on their corporate promises” 

One can see as demonstrated above that customers clearly give priority to trust in their dealings 

with banks. To create trust, government fight against corruption should be vigorously pursued 

to stop or reduce insider abuse of the system. Customers (depositors) must also be assured of 

the safety of their money. This will help to improve trust in the banks and the society at large. 

Constant change in policies should also be avoided to minimise bad publicity that would create 

fear and mistrust in the mind of the banking public. Policies that will strengthen the banking 

industry against incessant liquidation and persistent merger and acquisitions witnessed in recent 

years should be entrenched, to create a long-lasting trust between the banks and their customers. 

This is important as the institutional environment in which banks and customers interactions 

are entrenched is viewed as constitutive elements in trust development. Furthermore, the study 

equally found employee motivation as essential tools for building trust in the minds of bank 

customers in Nigeria. It is believed that happy employee leads to happy customer, which in turn 

leads to happy bank. Furthermore, keeping to their corporate promises and avoid misleading 

advertisements to lure customers, will lead to favourable corporate image; leading to trust and 

relationship development. Just as a participant put it: 

“Nigeria banks often deceive prospective customers in their adverts, by over promising to 

deliver excellent services to the customers”. 

 

IMPLICATIONS OF THE STUDY 

The implications of the study are enormous. First, bank executive management should seize the 

interactive opportunities with customers, to build trust in the minds of their target customers; 

for long-term relationship benefits. To achieve this; managers need to understand the strength 

of their staff and use this to build customer’s trust. Honesty and delivering on corporate 

promises on the part of the bank management are also important. This can help establish trust 

at the early stage of relationship development. Marketing executives and scholars alike are also 

encouraged to ensure that the various aspects of trust identified in this study: Bank’s liquidity 

position, bank’s promise fulfilments, bank’s communication systems, behaviour of bank’s 

staffs, bank’s delivery processes, bank’s online systems and bank’s physical and cyber security 

apparatus, are considered for improving their banking services delivery. This will help banks to 

have competitive advantage and keep profitable customers for a long time.  
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LIMITATIONS AND RECOMMENDATIONS FOR FURTHER STUDIES 

There are several limitations of this study. The first limitation is the conduct of the research in 

Gombe, north eastern part of Nigeria. Therefore, the study is not a reflection of happenings in 

the entire Africa and other developing countries. Future studies should expand to other Africa 

countries, to ascertain the actual happenings in other parts of Africa. Also; the findings from 

this study are based on information and data collected from the participants during in-depth 

interviews and focus group discussion, and as such; could be biased and may not reflect the 

actual happenings in the banking industry in Nigeria. Finally, the research was restricted to 

banking industry, without separately analyzing the results for business relationships in other 

industries. So, it is possible that different results may be produced; by focusing solely on 

specific industries or relationship types. Further research should therefore extend the studies to 

areas different from banking, to provide a more profound view of happenings in other industries.  

 

CONCLUSION 

The purpose of this research is to establish a more complete conceptualization of trust impact 

on relationship development in Africa, using Nigerian banking industry as a contextual 

platform. Findings have revealed that trust plays a major role in relationship development and 

the resultant effects on organization’s performance. The study identified various aspects of trust 

which should be taken into cognizance, when designing relationship marketing in banking. 

These include: Trust in bank liquidity position, trust in bank’s promise fulfilments, trust in 

bank’s communication systems, trust in bank’s staffs, Trust in bank’s service delivery 

processes, trust in bank’s online transactions and trust in bank’s physical and cyber security 

systems. It is an established fact that every customer wants to maintain a long-term contractual 

relationship with a bank that is financially stable, fulfil corporate promises, communicate 

effectively, delivers high quality service both traditionally and online, and with skilled 

committed staff. Banks are therefore advised to apply these findings to win and retain customers 

for a very long period. 
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Universities play a vital role in a country’s development and are dependent on faculty’s 

job performance. However, there has been an increased job performance concern on 

faculty’s low teaching and research standards with social media, a technological 

phenomenon gaining popularity on its influence on job performance. This study will 

thus investigate the influence of social media use on job performance amongst faculty. 

Descriptive-cross-sectional research design will be adopted. Using purposive sampling, 

a sample of 560 Kenyan private universities’ faculty will be selected. Data obtained 

from questionnaires will be analysed; descriptive statistics will make numerical 

summaries and inferential statistics will establish the variables’ relationship and test the 

hypothesis. Multiple regression analysis will predict the dependent variable. This study 

will contribute to the social media discipline in providing with social media use 

knowledge by faculty, and the role that social media use plays in influencing job 

performance. Evidence supporting relationship between social media use and job 

performance from a developing country, faculty’s perspective will be availed. 

Recommendation to university management and human resource practitioners on social 

media use regulation will be availed. The study will also help universities to be more 

informed on ways of job performance improvement, particularly their faculty.  

Keywords: Social media use, job performance, teaching, research 

Introduction 

Social media is one of the major technological phenomena that faculty is grappling with (Zhang, 

Han & Chang, 2016), notwithstanding there is an increment in social media use by faculty 

(Moran, Diefendorff, Kim & Liu, 2012). Faculty’s social media use has led to concerns and 

hopes about its potential impact on job performance (Mansour, 2015). Studies on the association 

between social media use and job performance are gaining attention though findings on the 

association indicate 1contradicting results (Min, 2017). Job performance is described as one of 

the most key organizational research concepts (Mackey, Roth, Van Iddekinge & McFarland, 

2017), however, concerns have been raised regarding the quality of job performance amongst 

faculty. Teaching and research are described as important job performance indicators for faculty 

(Bozeman & Gaughan, 2011). With regards to teaching quality, the Canada university 

management raised an issue of unmet teaching quality in Canada ( Scott & Scott, 2016). In 

China (Kai, 2009) and the UK (Watson, 2011), teaching has also fallen short of demands. Dawo, 

Simatwa-Enose, and Okwatch (2012) undertook a research in a Kenyan University and reported 

low quality in teaching which was evidenced by relative high student failure rates. 
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With regards to reseach, universities have been unable to undertake quality research and faculty 

has low publications with recognized publishers (Shuva & Taisir, 2016). Research productivity 

has been on the decline where for instance, in the USA scholarly publications reduced from 

24.4% in 2006 to about 17.8% in 2016 (Stupnisky, BrckaLorenz & Laird, 2019). African 

universities are contributing less than 1% in international refereed journals (Mushemeza, 2016). 

As a result of the low job performance, universities’ competitiveness and growth is threatened 

since universities are dependent on faculty’s job performance (Yang, 2017). Universities have 

been recognized for their important role that they play in aiding a country’s development 

(Yonezawa & Shimmi, 2015). For example in Africa, universities have been given the mandate 

of attaining Agenda 2063 (Brajkovic, 2017).  

This study thus seeks to identify ways of improving job performance amongst faculty. The low 

quality of job performance has become an important issue to the extent for example in Kenya, 

the Commission for University of Education has asked relevant stakeholders to deal with the 

low quality and has indicated a need to undertake research on job performance amongst faculty 

so as to improve on the quality (Elton, 2018). Studies that support the use of social media for 

job performance include Akbari, Pilot and Simons (2015) who indicated that instructors are 

being accommodative towards social media platforms such as social networking sites for 

teaching; Akbari and Simons (2018) supported the use of Facebook an example of a social 

media platform for teaching. Additionally, other social media platforms such as Academia, 

ResearchGate, Mendeley and Zotero have become popular amongst faculty for research 

purposes (Asmi & Margam, 2018). This study will thus make a contribution to knowledge in 

job performance by providing empirical evidence showing how social media use affects job 

performance. 

The next section of this article is on literature review on social media use and job performance 

from which a conceptual model is derived with the relevant hypothesis. This is followed by the 

research methodology, data analysis and ethical consideration.  

Social Media Use 

Social media has transformed organization’s way of communication and socialization, hence it 

is important for organizations to be equipped with skills on how to handle social media 

challenges and opportunities (Ngai et al., 2015). The concept of social media was coined in the 

21st century and it allows users to create and exchange user generated content (Kaplan & 

Haenlein, 2010). Social media use affects individual’s performance and it allows for knowledge 

creation, knowledge sharing and knowledge transfer (McFarland & Ployhart, 2015).  

Ali-Hassan, Nevo and Wade (2015) categorised social media use into three dimensions that 

incude; (i) social use which includes making and keeping in touch with friends (Quan-Haase & 

Young, 2010); (ii) hedonic use which includes for example using social media to entertain 

oneself (Muntinga, Moorman, & Smit, 2011) and (iii) cognitive use entails content creating, 

sharing and accessing (Papacharissi & Mendelson, 2010). Faculty has been reported to be astute 

users of social media (Moran et al., 2011;  Dabbagh & Kitsantas, 2012; Tess, 2013; Vivakaran 

& Neelamalar, 2018) and their use of social media has been reported to enhance the faculty’s 

professional identity (Moran et al., 2011; Fitzmaurice, 2013). The commonly used social media 

platform by faculty is YouTube and Facebook (Moran, Seaman, & Tinti-Kane, 2011). 

Additionally, Academia, ResearchGate, Mendeley and Zotero have become popular amongst 

faculty for research purposes (Asmi & Margam, 2018). This research will thus focus on the 

commonly used social media platforms by faculty and will also include Academia, 

ResearchGate, Mendeley and Zotero, and how these social media platforms affect job 

performance amongst faculty.  

Job Performance 

Job performance remains the most important concept in organizational research (Mackey et al, 

2017) and contributes to organization’s objectives. Faculty’s job performance is mostly 

evaluated by assessing faculty’s teaching and research (Bozeman & Gaughan, 2011). Job 
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performance can be evaluated using many models with the Borman and Motowidlo model being 

the most influential job performance model (Choi, Miao, Oh, Berryand Kim, 2018).  

The Borman and Motowidlo model entails three dimensions that includes; (i) task performance 

also referred to as in-role behavior (Edwards, Bell, Arthur & Decuir, 2008) and is a more direct 

contributor to an organization’s core objectives (Kehoe, Lepak & Bentley, 2018), (ii) 

organizational citizenship behavior (OCB) which is behavior that is not within an employee’s 

job description yet employees undertake it  (Organ, 1997) and (iii) counterproductive work 

behavior (CWB) is intentional behavior that is harmful to an organization and its members 

(Kelloway, Francis, Prosser, Cameron, 2010). Task performance amongst faculty is concerned 

with the teacher-student interaction, teaching effectiveness and teaching value (Cai & Lin, 

2006).  

Empirical Literature Review  

Studies have been done indicating mixed results regarding the effect of social media use and 

job performance. For instance a study based in a Korean university by Min (2017) on 234 

respondents, reported that social networking sites use affects job performance either positively 

or negatively. Other studies include that of Moqbel (2012) who investigated the relationship 

between social networking site use and job performance of 426 professionals in Yemen and the 

US. Using structural equation modeling (SEM), Moqbel reported no significant relationship 

between social networking site use intensity and job performance. However, through job 

satisfaction and innovative behavior, social networking site use intensity influenced job 

performance, whereas absenteeism, turnover intention and organizational commitment did not 

affect the relationship between social networking site use intensity and job performance. 

In another study by Charoensukmongkol (2014) investigating the relationship between social 

media use and job performance on 170 Thailand employees, using the snowball sampling 

method, data collected was analyzed. The results indicated a strong relationship between social 

media use at work and job performance. A positive direct relationship between social media use 

at work and job performance was also reported through the mediating effect of job satisfaction. 

This leads to the development of the hypothesis; 

H1:  There is a significant relationship between social media use and job performance among 

faculty in Kenyan private universities 

Conceptual Framework  

Following the above literature review a conceptual framework (figure1) is derived.  

 

Research Methodology  

The nature of the study will be quantitative and will adopt a descriptive cross-sectional survey 

design because the study aims to describe the relationship between social media use and job 

performance (Neuman, 2013). The target population will be all faculty in Kenya Private 

Universities and as per 2018, the number stood at 5,084 (CUE, 2018). Data collected from the 

private universities will be used to establish the relationship between social media use and job 

performance. Sample selection will be done using purposive sampling since it will allow the 

researcher identify key informants who would be willing to give information. Primary data will 

be collected using questionnaires comprising of 5 point Likert scales, targeting a sample size of 
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560. Using the formula proposed by Yamane (1967) cited in Israel (1992) the sample size has 

been calculated as follows: 

( )21 N

N
n

+
=

 

Where: 

n = desired sample size 

N= Population 

= margin of error at 5% 

Sample size will therefore be: 

( )205.0084,51

084,5

+
=n

 

n = 400 

According to Israel (1992), a 10% is added to the sample size so as to cater for respondents that 

the researcher is unable to gain access to, and also a 30% is also included so as to compensate 

for people who may not respond. Thus a 40% increment will be included in the calculated 

sample. 

 n= 400* 1.40 = 560 

Data Analysis   

Data analysis will be performed using both descriptive and inferential statistics. Descriptive 

statistics will be used for making numerical summaries so as to gain an understanding of the 

data distribution. Inferential statistics will be used to establish the relationship between the study 

variables and to test the hypothesis. Pearson’s product moment correlation will be used to test 

the hypothesis and multiple regression analysis will be used to predict job performance as a 

result of social media use changes. 

Ethical Consideration  

The Strathmore University Institutional Ethics Review Committee which was accredited by the 

National Commission for Science, Technology and Innovation (NACOSTI) will inform how 

the study will be conducted. The researcher will submit the proposal to the committee after 

having confirmed that the proposal meets all the requirements as per the proposal submission 

checklist.  The researcher will also inform the respondents the purpose of the study and why the 

study is important and to encourage high response rate, the respondents will be sensitized on 

the benefits of the study to them.  

Additionally, the respondents will be made aware of what the researcher will do with the 

information obtained. Respondents will be informed that participation in this study is voluntary 

and they can drop at any time of the study at no cost. The researcher will also inform the 

respondents the confidentiality that will be maintained during the research process.  
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Public Private Partnership (PPP) in South Africa has gained traction as one of the 

platforms for addressing infrastructure development, service delivery and economic 

investment at a local government level. PPPs provide the private sector with an 

opportunity to play a meaningful investment role in growing the economy of the 

country, while giving credence for government to continue playing the oversight, 

regulatory and partnership role on key projects emerging from the PPPs. Amidst all the 

benefits and challenges experienced in PPP implementation, government has registered 

159 municipal PPPs with only 4 projects completed and signed off since 2000; and 33 

projects currently in preparation phase - registered in terms of Treasury Regulation 16. 

Unfortunately, 122 projects have exited either through withdrawal, de-registering or 

just stopped implementation, and no information is publicly available on the reasons 

why. There is no regulated punitive action to force municipalities to stay on the PPP 

Programme as this is a voluntary mechanism. This paper is a literature review, 

presenting the status of municipal PPPs in South Africa, and is intended to serve as a 

baseline for policy makers, researchers and the private sector to realign and strategically 

plan for improved implementation of PPPs at municipalities.  

Keywords: economic sustainability, local government, local authority, municipalities, 

public private partnership, service delivery, sustainable development.  

Introduction 

South Africa, like most other countries within emerging economies around the world have 

experienced challenges with service delivery and have been considering alternative service 

delivery methods and new project financing options (Samii, van Wassenhove and Bhattacharya, 

2002; Atmo and Duffield, 2014). Most governments do not have the necessary funds to address 

their service delivery shortcomings and have over the years come under pressure to provide 

more and better public services (Koelble and LiPuma, 2010). Furthermore, very few 

municipalities have succeeded in securing partnerships that generally bring forward financial 

support and technical expertise, as well as political and community support (Samii, van 

Wassenhove and Bhattacharya, 2002; Ameyaw and Chan, 2013; Atmo and Duffield, 2014). 

As a measure of addressing this issue, it has been found that advocating and implementing PPPs 

at the municipal level can be beneficial as PPPs serve as a key platform that can produce 

favourable results. PPPs at the municipal level follow the same principles as those under 

national and provincial government level (Singaravelloo, 2017). PPPs are actually more 

valuable to municipalities because they facilitate in fast-tracking service delivery and can play 

a significant role in reducing backlogs in municipal service delivery and infrastructure 

development (National Treasury PPP Unit, 2007). They can also contribute to the overall 

economic development, the expansion of social and economic infrastructure, the improvement 

of human resource management, and the alleviation of poverty (Bruchez, 2014).  
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Successful PPPs and service delivery can be achieved when implementation involves extensive 

engagement and participation between government, investors (private sector), communities and 

organised associations. To garner support, required resources and success; it becomes 

increasingly important to start considering partnership agreements with the private sector 

(BRICS, 2018). In most cases, emerging governments hope to learn and adopt innovative 

strategies from the private sector acumen and aim for better risk management that can be shared 

with, or to a large extent transferred to a third party (Conner, 2006; Roehrich, Lewis and George, 

2014).  

A review of previous literature and official reports from the South African Department of 

National Treasury indicates that most approved South African PPP projects implemented in 

terms of Treasury Regulation 16, Municipal Finance Management Act (Act 56 of 2003) and 

Municipal Systems Act (Act 32 of 2000) were lodged at national and provincial level, with 

some being implemented by public entities/state owned entities because of their strategic nature. 

Municipalities on the other hand were found to steer away from PPP because of the complexities 

and challenges that were presented by the extended length/timeframes of the PPP process and 

implementation, high costs, availability and access to funds and risks associated with the PPP 

process. This reviewed literature also stated that most municipalities conduct feasibility studies 

through the PPP process to assess whether it will be possible to roll out their proposed projects 

using the PPP framework, only to withdraw and not continue (Rwelamila, Chege and Manchidi, 

2006; Levinsohn and Reardon, 2007; Haarhof, 2009; Rwelamila and Phungula, 2009; Fombad, 

2013; Matji, 2013; Matji and Ruiters, 2015a; Cruywagen, 2016; National Treasury, 2019).  

It is therefore necessary to assess the performance and status quo of how these PPPs at 

municipal level are currently performing since the inception of the National Treasury PPP Unit 

in the year 2000. This review serves as a baseline for policy makers, researchers and the private 

sector to realign and strategically plan for improved implementation of PPPs at municipal level.  

 

Review of Related Literature 

Regulatory frameworks and policy on PPP in South Africa 

The South African government has developed world recognised PPP guidelines and 

frameworks that systematically guide public and private parties through implementation of 

turnkey projects that still require government ownership and oversight with large amount of 

investment from the private sector (National Treasury. 2019). 

Regulatory frameworks that enable municipalities to enter into PPP agreements include the 

Municipal Finance Management Act (Act 56 of 2003 known as MFMA), Municipal Structural 

Act (Act 117 of 1998), Municipal Systems Act (Act 32 of 2000 known as the MSA) and the 

Municipal Service Delivery and PPP Guidelines issued by the South African Government 

National Treasury.  

PPP projects that are packaged under the National Treasury PPP Unit are registered under 

Treasury Regulation 16, MFMA and MSA. It is however noticed that PPP projects that are not 

registered under the National Treasury PPP Unit follow the same principles and rules of the 

World Bank and European Commission (European Commission, 2003; World Bank, 2013; PPP 

Development Centre, 2019). 

Implementation of PPP in South Africa 

Reviewing trends from when the South African PPP Unit was established in 2000 to date 

revealed the following: 

• More PPP projects are currently being implemented at municipal and provincial level 

compared to the past when they were lodged at national level; 
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• Most PPP projects have attempted to elevate issues on governance, consultation and 

funding, inclusive of public participation to counter the outcry on lack of transparency 

and increased concerns on corruption and collusion between investors and government; 

• More PPP projects are still at the feasibility phase while only a few were able to 

progress along the PPP project cycle quantum;  

• Most projects have a Transaction Advisor allocated/procured for the project; 

• Most projects are implemented within the energy, waste, water and agriculture sectors; 

• In some instances, numerous projects are a mixture of projects from different sectors 

hence it is difficult to differentiate them. 

(Rwelamila, Chege and Manchidi, 2006; Levinsohn and Reardon, 2007; Haarhof, 2009; 

Rwelamila and Phungula, 2009; Jooste, Levitt and Scott, 2011; Fombad, 2013; Matji, 2013; 

Caporale and Gil‐Alana, 2015; Matji and Ruiters, 2015a; Cruywagen, 2016; National Treasury 

PPP Unit, 2019a and 2019b).  

Challenges for implementation of PPP at a local authority level in South Africa 

Some of the major challenges noted with PPP projects that have been implemented to date 

include the following: 

• Limited appetite for adopting PPP projects largely due to ideological orientation where 

social partners, led by labour have viewed PPPs as a form of back-door privatization; 

• Fear of job loss as the private sector tends to be more concerned with economic returns 

at the expense of social returns such as job creation;  

• Concerns that PPP transactions will be reserved only for the previously advantaged 

companies and organisations;  

• Governance challenges related to shortcomings in the development and maintenance of 

infrastructure; leading to underspending of grants, delays in project completion, poor 

quality workmanship and inadequate monitoring of contracts; 

• Inability to render important functions as required by the country's growth trajectory. 

(Cranko, 1999; National Treasury, 2007; Eadie, Millar and Gran, 2013; da Cruz, Simões and 

Marques, 2013; Tsaluba, 2018; Auditor General South Africa, 2019; National Treasury, 2019). 

 Infrastructure development at local authority level in South Africa 

A report by the Auditor General (2019) for the period 2017/18 on infrastructure development 

in municipalities highlighted the following: 

• For road infrastructure: 41% of municipalities did not develop or approve road 

maintenance plans; 26% of municipalities did not develop or approve priority list of 

roads infrastructure maintenance projects; 23% did not assess conditions of road 

infrastructure; 

• For sanitation infrastructure: it was noted that 49% had no policy/an approval policy on 

sanitation maintenance; 31% did not assess conditions of sanitation infrastructure; and  

• For water infrastructure: 48% had no policy/an approved policy on water maintenance; 

29% did not assess conditions of water infrastructure and water losses above 30% at 

39% of the municipalities.  

The Auditor General (2019) assessment report also highlights a summary of current challenges 

and backlogs of infrastructure development within municipalities. It also presented the depth of 

slow progress and low achievement in delivering infrastructure and services. More importantly, 

such infrastructure projects as indicated above are generally funded through the national fiscus. 

If these projects were purely PPP projects, it is believed there could have been better success 

achieved as the private sector works within timeframes and through efficient project 

management as per their contract delivery milestones (Bruchez, 2014). It is unfortunate that 

there is more information that can be provided on the different municipal services, yet this 

cannot be compressed within this paper. 
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Differentiation of PPP sector projects 

The National Treasury Budget Review Report (2019) differentiates the different PPP sector 

projects under transport, water and sanitation, correctional services, health, tourism, 

information technology and office accommodation. However, there is a grey area when needing 

to identify projects which have mixed criteria/sectors which cover energy/renewable 

energy/solar, and /or agriculture/agri-hubs, and/or waste to energy, development of master plans 

or commercialization of existing infrastructure/amenities/reserves, etc. This might be a 

contributor to sometimes misreporting PPP projects per sector and there seems to be no standard 

criteria used for differentiating such projects. An international literature trawl did not yield 

information that suggests the contrary (i.e. literature on criteria for differentiating PPP projects 

not available).  

The same challenge was noted with the municipal PPP projects implemented to date in South 

Africa. At times, several projects are combined into one project/programme and reported under 

the most favourable sector or where the project received the largest amount of funding (National 

Treasury Budget Review Report (2019). This generally contributes to a skewed picture and 

representation of projects supported per sector. 

 

Progress to date 

PPP projects signed off and closed date 

As of September 2017, a report by the National Treasury PPP Unit (2019a) states that there are 

25 PPP projects that were signed off and closed in terms of Treasury Regulation 16. This 

accounts for 8 (32%) projects at national level, 12 (48%) projects at provincial level, 2 (8%) 

projects implemented by public entities and 3 (12%) projects implemented by municipalities 

(Figure 1).  

 

Figure 1. PPP Projects signed off per 

sphere of government (September 

2017) 

Figure 2. PPP projects signed off per Province (as 

at September 2017) 

The majority of these completed projects were in Gauteng with 7 projects implemented by all 

spheres of government and the Eastern Cape with 4 projects implemented by province and a 

municipality. The North West did not have any projects signed off (Figure 2). As it stands, most 

of the projects implemented at national and provincial level were turnkey, high profile PPP 

projects such as the Gautrain Rapid Rail Link; construction of an Environmentally Friendly 

building for the Department of Environmental Affairs, and the establishment of the Cradle of 

Humankind Interpretation Centre Complex for tourism purposes (Van Esden, 2010; Thomas, 

2013; Frankson, 2015; Netshandama, 2015).   
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Current active PPP projects implemented across all spheres of government  

As of May 2019, a report by the National Treasury PPP Unit (2019b) states that there are 87 

active PPP projects in the country, registered in terms of Treasury Regulation 16, MFMA and 

MSA. These include a total of 13 (15%) projects at national level, with 29 (33%) projects at 

provincial level, 12 (14%) projects implemented by public entities and 33 (38%) projects 

implemented by municipalities (Figure 3).  

 

Figure 3. PPP active projects 

implemented across all spheres of 

government (as at May 2019) 

           Figure 4. PPP active projects implemented per  

           Province (as at May 2019) 

The National Treasury PPP Unit (2019b) statistics reflect that there are currently 33 municipal 

active strategic PPP projects, highlighting a continued appetite for using PPP to fast track 

delivery of key services and infrastructure in the country. Most of these PPP projects cut across 

energy, waste, water and agriculture sectors. The majority of projects lodged at national level 

are mainly for office accommodation for the different national departments while public entity 

projects were mainly for refurbishment or upgrading of tourism facilities (Figure 4). It is 

unfortunate that no information was available to indicate which matrix and location criteria 

were used to approve these particular projects, more specifically because the majority are 

implemented within the Gauteng province, while very few projects are implemented across the 

8 other provinces. Furthermore, it is also noted that some of the provincial PPP projects are a 

partnership between province and the municipality, as a measure to share resources and 

accommodate cross cutting mandates between the province and the municipality in question. 

Local authority PPP projects implemented along the PPP project cycle  

When reviewing municipal PPP projects as at May 2019 in line with the 4 phases according to 

the Municipal Service Delivery and PPP Guidelines (National Treasury PPP Unit, 2007), it was 

observed that the majority of projects were still going through the feasibility phase (16 projects), 

followed by those at inception phase (10 projects) with 4 projects that are going through 

procurement. There are no guarantees that these projects will reach procurement or even the 

contracting phase. There is limited or no publicly available information that would indicate the 

strategies and support they received previously to reach this part of the PPP project cycle and 

what it would take to have these projects progress to contracting. Furthermore, there is no 

publicly available information on projects that have been de-registered/withdrawn or currently 

going through contract management. It was also noted that 3 projects had missing information, 

hence status stands at "not classified".  

Transaction Advisor Appointments 

A Transaction Advisor is a person or persons appointed in writing by an accounting officer (for 

government/municipality), to assist and advise government to make informed decisions 

concerning the effective delivery of the defined service, the preparation and conclusion of a 
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PPP agreement. The term Transaction Adviser is synonymous with the term’s “consultant” and 

“advisor” (National Treasury PPP Unit, 2007).  

Transaction Advisors play a critical role in PPP projects as they bring skills, experience, a fresh 

and independent perspective which sometimes tends to be in short supply within government. 

They are expected to champion the inception, feasibility, procurement and contracting of the 

PPPs, hence the reason why (as a standing principle) all PPP projects are allocated a Transaction 

Advisor.   

When reviewing the appointment of Transaction Advisors for municipal PPP projects as at May 

2019, it was encouraging to see that 19 (58%) of the projects have Transaction Advisors 

appointed while 9 (27%) of the projects are in the process of appointing their own Transaction 

Advisors. 

Unfortunately, the process of procuring Transaction Advisors sometimes takes too long due to 

delays in matching the skills required, budgets, experience and capacity; and these delays affect 

the whole value chain i.e. inception, feasibility, procurement and contract management of PPP 

project. Furthermore, municipalities have to work within the IDP process timeframes and 

budgets for approvals and service delivery, hence the reason for extended delays in procuring 

Technical Advisors, resulting in a longer process for implementing a PPP project. 

Knowledge and information management 

When reviewing data from National Treasury PPP Unit (2019a) on municipal PPP projects 

across the different sectors (Figure 7), it was observed that the majority of projects (55% or 18 

projects) are a mixture of service delivery projects related to energy, waste, water and 

agriculture. Furthermore, 21% of the projects (7 projects) are infrastructure related -comprising 

office accommodation, resorts, facilities and office parks. There are few projects that are related 

to IT, transport and tourism while there are no health-related PPP projects currently being 

implemented by municipalities. The project list from National Treasury PPP Unit (2019a) 

reflects 2 projects that cannot be classified because of missing information. 

 

 

Figure 7. Municipal PPP projects 

classified per sector (as at May 2019) 

 Figure 8. Municipal PPP projects classified under 

"Other" category (as at May 2019)  

In most cases, IT, transport, health and tourism related projects are championed by either 

provincial and/or national departments, hence projects in these sectors currently reflect low 

numbers at municipal level. There are instances where the municipality has partnered with the 

national and/or provincial department and the health-related project is registered under that 

government sphere instead of the municipal name. 

When unpacking the “Other” category as reflected in Figure 8, it emerged that the majority of 

municipal PPP projects are implemented in KwaZulu Natal province and the bulk of these are 

within the water sector. The second highest number of registered municipal PPP projects within 
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the “Other” category is in Gauteng and these projects cut across all 4 sectors -energy, waste, 

water and agriculture. The Western Cape has the third highest number of projects in the waste 

management sector while the Eastern Cape, Free State, Limpopo and Mpumalanga have 

relatively the same number of projects within the waste, energy and water sectors. There are no 

municipal PPP projects registered in terms of Treasury Regulation 16, MFMA and MSA as at 

May 2019 that are being implemented in the North West and Northern Cape.  

From the review, it can be concluded that the number of PPP projects implemented at the 

municipal level is low compared to the 278 municipalities that can be found across the 9 

provinces. The majority of the reported projects are located in Gauteng, KwaZulu Natal and the 

Western Cape and this can be linked to the fact that most of these projects are implemented 

within metropolitan municipalities. The other anomaly may be that there are PPP projects that 

are not registered under Treasury Regulation 16, MFMA and MSA as at May 2019, yet are 

being implemented across the different provinces, hence not accounted for in the reporting by 

the National Treasury PPP Unit. 

 

Accelerating South Africa's PPPs at local authority level: initial 

thoughts 

It is evident that there is a very low number of PPP projects being implemented by 

municipalities, considering that there are generally 278 municipalities across the country. 

Municipalities are the coalface of service delivery, yet get the smallest budgets and struggle to 

raise capital from investors with continuous declining municipal collection rates and weak 

revenue collection.  

It would be interesting to have a broader picture on the PPP projects that are currently on the 

ground even if not registered with the Treasury Regulation 16, MFMA and MSA. As it stands, 

most of the projects that were implemented since year 2000 under the National Treasury PPP 

Unit have been to a large extent been high profile, turnkey projects implemented at the national 

and provincial departments. Some of the most notable projects include the Gautrain PPP in 

Gauteng province - pegged as a provincial initiative but of priority for the country. This project 

was fast tracked to accommodate the World Cup hosted by South Africa in 2010. 

Albeit current programmes such as the Presidential Programme called Operation Phakisa aimed 

at fast tracking delivery of key national targets as set out in the National Development Plan 

2030 (NDP) and government priorities, it is important that the PPP model be considered in its 

entirety as government will not be able to deliver the projected targets while still working within 

current constraints (i.e. constrained budgets, skills shortage, etc at a municipal level). 

Government needs the private sector and relevant stakeholders to invest, bring their expertise 

and roll their sleeves to get things done. 

As a means of accelerating and building momentum for adoption and implementation of PPP at 

the municipal level, it will be important that new and improved rules be considered and 

implemented as a matter of urgency with the following points- 

• Open cards and more refined rules for attracting private investment (both locally and 

internationally) to participate in PPP projects at the municipal level; 

• Simplified and more efficient public procurement process - going back to basics and 

putting in place systems that would favour the investors as well as ensuring that 

communities also benefit and receive their services as mandated to the local authorities; 

• Review of the current PPP framework developed by the South African government in 

order to streamline PPPs and make them implementable, effective and efficient as 

budget and time are a current big constraint; 

• Strengthening of contract management to ensure Value for Money throughout the 

lifecycle of the implemented PPP;  
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• Shortened timeframes for implementing PPP projects (along the PPP project cycle). 

Instead of running the project preparation phase over 25 months and more, this could 

be done in 12 months and less, using the PPP Fast Track process adopted from Thailand; 

and 

• Improved planning and decision-making processes for PPPs by auditing existing 

processes and standardizing these to best practice. 

 

Conclusions 

There is a mammoth amount of research work that has been done on PPPs both locally and 

internationally, with limited information on PPPP at the municipal level. Unfortunately, some 

of this work is not published, or is not made publicly available.  

Local authorities are generally at the coal face of implementation for most international and 

national agreements and policies, as well as key national and municipal development targets 

and mandates. PPP is one of the key platforms identified as important to ensure support and for 

fast tracking service delivery, economic investment and sustainability at the municipal level. 

This disparity of having a small number of implemented and completed PPP projects by 

municipalities creates great concern as the majority of service delivery implementation should 

be taking place at the local level. It is further noted that there is very limited or no budgets and 

skills to facilitate such implementation, hence there is a dire need to have an increased array of 

active PPP projects on the ground to fast track service delivery. Understanding the key 

principles that anchor PPP and how these are pegged for success is critical for any research 

study, policy makers and academics. South Africa is cognisant of this, hence the reason most 

policy, regulations and programmes being developed advocate for PPP as a tool that should be 

adopted and embraced to address areas where government seems to be lacking. 

The ultimate observation is that there is a lot of information that is not available from 

municipalities, and where there is information, it is insufficient to make conclusive statements. 

What is emerging is that numerous information gaps have been identified and these gaps still 

need to be reviewed and evaluated. It is anticipated that this information will provide a much 

better baseline that can be used during the current PPP dialogues. This information will also 

feed into the current South African PPP review process, and will contribute to the development 

and amendment of current policy instruments, regulations and implementation processes. 

It is therefore recommended that future research consider the following- 

• Data collection of PPP projects implemented by municipalities: There is a knowledge 

gap on PPPs at municipal level. Data should be collected and packaged in such a way 

that it can be easily transposed into peer reviewed and published articles, as well as 

policy documents that can be used for informing the PPP landscape on key areas of 

concern and improvement measures that can be applied for fast tracking the 

development and implementation PPPs. There are numerous data collection methods 

and knowledge management systems that can be adopted and used for informing policy 

and future PPP projects, and the best data collection methods should be identified, 

elevated and communicated to the PPP fraternity by future researchers.  

• Review of current PPP planning, decision making and procurement processes at local 

level: The development of simplified and more efficient planning and procurement 

processes is required, and planning should cover the back-to-basics concept. It is 

necessary to audit existing processes and standardize these to best practice. This will 

assist in the development of alternative and more efficient systems that would attract 

investors as well as ensure that there is transparency and proper governance. 

• Review of strategies used by municipalities for decision making on the withdrawal, de-

registering or just stopping implementation of PPP projects: In most cases, there is no 

information publicly available on the reasons why municipalities are not keen to 
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proceed with implementation of PPPs. A review of this information could shed light on 

what should be improved, and which incentives would be relevant to use such that 

municipalities and the investors are attracted to PPPs.  

• Review of the PPP sector projects: It will be of interest to government and investors to 

receive an assessment of which sectors require support, where related projects are 

located and how to integrate these for maximum impact. A database with accompanying 

mapping exercise can shed light and play a significant role during the planning, design 

and decision making of an integrated approach. Current landscape reflects that projects 

are designed and located based on available resources and potentially political interest. 

A more and strategic focus can yield better results for such interventions.  

 

It can be safely concluded that having a status quo report of current progress on PPP projects 

registered under Treasury Regulation 16 is not sufficient. Further research is required to 

supplement current PPP dialogues on improving frameworks, guidelines and policies on PPPs, 

especially those implemented in partnership with municipalities.  
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DERMINANTS OF COST OVERRUNS FOR MEGA 

CONSTRUCTION PROJECTS 

Makgopa F Tshehla 
Graduate School of Business Leadership 

University of South Africa 

Mega construction projects are characterised by cost overruns despite project 

management measures in place. Many studies were conducted to determine the critical 

success factors for construction projects. This study has identified 9 areas associated 

with critical success factors, i.e. Project team skills and competency, Financial 

Management, Resource Management, Contracts management, Project management, 

Management support and innovation, Stakeholder management, Knowledge 

management, and Partnerships. On the other hand, other studies were conducted to 

investigate the determinants of project cost overruns. The top three determinants of the 

cost overruns are schedule delay, improper planning and scheduling, and frequent 

design changes. However, there is no study that integrates the determinants of cost 

overruns with critical success factors across the project life cycle. This study identifies 

specific critical success factors contributing to poor performance of construction 

projects and the determinants of the project cost overruns. By developing a conceptual 

framework that integrates the critical success factors with the project cost overruns 

during all project phases, this study fills an existing gap in the project management 

knowledge regarding the lack of understanding of the determinants of cost overruns 

and associated critical success factors during the life cycle of the project. From practice 

perspective, the framework will assist project management personnel to determine 

critical success factors and the determinants of cost overruns to develop better tools to 

manage projects.  

Keywords: Cost overruns, mega projects, critical success factors, construction 

Introduction 

Mega infrastructure project is often characterised by cost overruns and delays in completing 

project activities. Some of the root causes include delayed access to construction site, visual 

design scope of the work, interface issues and project stability related issues. The root causes 

are often factored into project performance areas called critical success factors (CSFs). The 

CSFs were originally applied in management and organisational strategies. Bullen & Rockart 

(1981) define CSFs as “the few key areas of activity in which favourable results are absolutely 

necessary for a particular manager to reach his goals”. 

For project management discipline the CSFs are the areas of activity that are critical and require 

the project manager or the project team to have appropriate information to determine the 

progress in each activity throughout project life cycle (Tshehla, 2019). The CSFs can assist the 

project team to deploy resources on the activities that are critical to the success of the project. 

They can also assist the project team to address emerging risks in a timely manner. Identifying 

and managing CSFs will assist the project team to address the determinants or root causes of 

project cost overruns. Successful projects should fulfil the goal of triple project constraints, i.e. 

cost, time and scope (PMI, 2013). 
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Literature Review 

There are a number of project attributes that can make a project successful and potentially 

reduce the severity of project cost overruns. These attributes are often referred to as critical 

success factors (CSFs). From project management context, CSFs are project characteristics or 

conditions that could lead to project cost overruns if not properly managed. 

Labour productivity has been identified as one of the most important factors in reducing cost 

overruns. For example, Alaghbari, Al-sakkaf, & Sultan (2019) studied the factors affecting 

construction labour productivity in Yemen. Alaghbari et al. (2019) identified five factors as 

being critical for labour productivity, i.e. labour experience and skills, availability of materials 

on site, leadership and efficiency in site management, availability of materials in the market, 

and political and security situations. Labour productivity factor cuts across all other CSFs 

identified in the literature (see table 1 below). 

Labour productivity has an influence on the constructability of the project scope. 

Constructability deals with alternative construction methods that are efficient and time 

effective. Skilled and experienced project team should be in a position to know how best to 

execute the scope and how best to procure material on the project site. In most of the cases 

project teams do not have a measure of labour productivity and this is one of the contributors 

of cost overruns. Construction projects are experiencing significantly higher labour costs as 

compared to the cost associated with physical completion of construction activities. 

The literature review for this study identified 30 critical success factors which are categorised 

into nine areas. 

Table 1 Ccritical Success Factors 

Project team skills and Competency 

Construction projects teams are expected to possess adequate knowledge and skills in project 

management. Knowledge and skills should be complemented by the conduct of the project team. 

This means a clearly defined roles and responsibilities for these resources. Key to the successful 

completion of the project is adequate leadership of the project manager.  

A number of studies have identified competency of project resources as one of the critical 

success factors for successful projects (Chileshe & Haupt, 2005; Koutsikouri, Austin, & Dainty, 
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2008; Li, Song, Sang, Chen, & Liu, 2019;Nguyen et al., 2004; Sinesilassie, Zafar, Tabish, & 

Jha, 2017; Sinesilassie, Tripathi,Tabishi, & Jha, 2019;Zuo et al., 2018; Yong & Mustaffa, 2012). 

Competency is also extended to the project owner. A competent project owner will be fully 

committed to the success of the project and resolve issues on a timely manner. Commitment 

and the competency of the project owner was also identified as a critical success factor for the 

project team (Sinesilassie et al.,2017; Li et al., 2019). The commitment from the project owner 

will ensure adequate skilling and resourcing of the project team. It will also give assurance to 

the project stakeholders that the project will be managed efficiently, and management will 

provide adequate support to the project team. 

Project manager’s performance and knowledge will ensure that the project is managed within 

cost and schedule (Sinesilassie et al., 2017; Li et al.,2019). This means minimal cost overruns 

for the project. 

Financial Management 

Viability of the project is dependent on proper and detailed cost estimation. Poor cost estimation 

leads to cost overruns and poor workmanship. Cost overruns include cost understatements in 

initial project proposals and escalation of commitment to projects when initial actual costs turn 

out to be higher than expected (Brȕggen & Luft, 2016; Gunduz & Maki, 2018).  

Critical success factors include financial capability, budgeting management, costing and value 

of the project (Chan & Adabre, 2019; Chan, Chan, Lam, & Wong, 2010; Gupta, Gupta, & 

Agrawal, 2013; Meeampol & Ogunlana, 2006; Nguyen et al.,2004; Shokri-ghasabeh & 

Chileshe, 2016; Silverio-fernandez & Renukappa, 2019). 

Resource Management 

Planning for resource management will ensure timely deployment of material and labour 

throughout the project lice cycle. One of the strategies to overcome cost overruns is to prepare 

a detailed material schedule planning in accordance with the scope of works to prevent 

premature material delivery to site (Keng, Mansor & Ching, 2018).  One of the causes of cost 

overruns identified by Gunduz & Maki (2018) is improper planning and scheduling. Planning 

for material delivery on project site should be aligned with the construction schedule. If the two 

are not aligned, then there is an additional cost for storage and preservation. In addition, cost 

associated with the extension of warranty of the equipment must be considered.  

Adequate planning for the deployment of labour is required throughout the project life cycle 

and there must be instruments to measure labour productivity.  

Factors that are critical to labour productivity include labour experience and skills, availability 

of materials on site, leadership and efficiency in site management, availability of materials in 

the market, and political and security situations (Alaghbari et al., 2019).  Poor human resource 

management was identified as a contributing factor for schedule performance of Ethiopian 

public construction project (Sinesilassie et al.,2017). 

Critical success factors for resource management include human resource management and 

construction resource management (Chileshe & Kikwasi, 2014; Tripathi & Jha, 2018; 

Meeampol & Ogunlana,2006; Nguyen et al., 2004; Sinesilassie et al.,2017; Srinivasan & 

Dhivya, 2019; Yong & Mustaffa, 2012). 

Contracts Management 

Contracts management integrates technical aspects of the project (project management) and 

legal aspects of the project (the actual contract). Often these items are treated separately and 

individually. Project manager and the project team should be conversant with contracts 

management. Adequate skills in contracts management will reduce the number of claims 

submitted by contractors. Some of the causes of contractor claims are external risk (socio-

political risks, economic risks, and natural hazards), clients’ organizational behaviour (untimely 

payment, change orders, and inefficient processing), and project definition in contract (unclear 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   222 

 

scope of works, and unclear technical specification) (Shen, Tang, Yu, Duffield, Hui, Wei & 

Fang, 2017). 

The most significant cost overrun factors identified by Gunduz & Maki (2018) are schedule 

delay, improper planning and scheduling and frequent design changes. These are prominent 

causes of construction claims.  Understanding how these factors interactively lead to claims can 

help contracting parties to develop effective claims management strategies, proactively mitigate 

project risks, and ultimately improve project performance (Shen et al., 2017). 

There is very limited literature on the critical success factors for contracts management. 

For an example, the critical success factors under contracts management include concession 

agreement, selection of concessionaire and long-term commitment (Cheng & Li, 2001; Gupta 

et al., 2012). The critical success factor under this category should include the selection and 

management of construction contracts, skills and competency of the project team.  

Project Management 

Project managers and project team are required to be conversant with the triple constraints of 

project management (management of scope, cost and schedule). For an example, time 

measurement was identified as one of the critical success factors for affordable housing projects 

(Chan & Adabre, 2019). 

Most of the cost overruns occur during the planning stages up to the final design and are related 

to design changes and increases in the amount of inputs needed (Lind & Brunes, 2015).  

Sinesilassie et al. (2019) identified scope clarity as a critical success factor for public 

construction projects. The scope should be well-defined before the contractor mobilise 

resources to construction site and it should be documented in the contract documents or the 

project brief (Chan et al., 2010). This will ensure proper project co-ordination, controls and 

planning (Toor & Ogunlana, 2009; Li et al., 2019; Chan & Adabre, 2019). The critical success 

factors for project management are: scope clarity, planning and control, co-ordination, time 

management, construction methods, project risk management (Chan & Adabre, 2019; Chan et 

al., 2010; Cheng & Li, 2001; Chileshe et al., 2014; Jefferies et al., 2014; Li et al., 2019; Kassem 

et al., 2019; Koutsikouri et al., 2008; Meeampol & Ogunlana, 2006; Shokri-Ghasabeh & 

Chileshe, 2016; Silverio-Fernandez et al., 2019; Sinesilassie et al., 2019; Srinivasan &  Dhivya, 

2019;Toor & Ogunlana, 2009; Wu et al., 2017). 

Management support and innovation 

Senior management are expected to show commitment, provide support and leadership 

throughout the project life cycle. For an example, Cheng & Li (2001) identified the support of 

top management as a critical success factor for construction partnering. Critical success factors 

for management support and innovation are organisational structure, involvement of 

client/contractor, and management support (Toor & Ogunlana, 2009; Chan et al., 2010; 

Koutsikouri et al., 2008; Cheng & Li, 2001; Silverio-Fernandez et al., 2019; Srinivasan & 

Dhivya, 2019). 

Stakeholder Management 

Stakeholder management plan is required to identify stakeholders, manage stakeholder 

engagement and updating the stakeholders with the progress of the project. Stakeholder 

engagement will ensure smooth running of the project and minimise other risk that might 

emerge during the project life cycle. This requires structures to be in place to manage conflict 

among project stakeholders (Sinesilassie et al., 2017). The project structure should allow for 

communication and cooperation among project stakeholders (Li et al., 2019). The critical 

success factors for stakeholder management are conflict management, communication, 

participation, and customer service (Chan & Adabre, 2019; Cheng & Li, 2001; Meeampol & 

Ogunlana, 2006; Sinesilassie et al., 2017; Srinivasan & Dhivya, 2019). 
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Knowledge Management 

Knowledge management facilitates the sharing of information among project owners to avoid 

repeating similar mistakes as experienced by other projects.  Continuous improvement and 

learning climate were identified as critical success factors for knowledge management (Cheng 

& Li, 2001; Jefferies et al., 2014; Lindhard & Larsen, 2016). 

Partnerships 

Complex construction projects require partnering arrangement. This includes project 

configurations structures such as joint ventures, subcontracting, management oversight 

company and any form of structure that delegates certain project responsibilities to other party 

other than the project owner. Partnership is one of the risks mitigating strategies for construction 

projects. Risk could be due to lack of financial management or inadequate skilling on the 

project. Critical success factors for partnerships include: partnership experience, partnership 

expertise, partnership structure, risk sharing (Ahmadabadi & Heravi, 2019; Chan, Chan, Lam, 

& Wong, 2010; Jefferies, Brewer, & Gajendran, 2014; Jefferies, Marcus; Gameson & 

Rowlinson, 2002; Sinesilassie, Tripathi,Tabishi, & Jha,  2019). 

 

Discussions 

The critical success factors identified through literature review were grouped into nine areas, 

i.e. Project team skills and competency, Financial Management, Resource Management, 

Contracts management, Project management, Management support and innovation, Stakeholder 

management, Knowledge management, and Partnerships. These factors must be managed 

properly to minimise the impact of cost overruns. In their study of the causes of cost overrun in 

building construction projects, Keng et al. (2018) identified design changes and project delays 

as the main contributors of cost overruns. This is consistent with Gunduz & Maki (2018) whose 

study identified three most significant cost overrun factors being schedule delay, improper 

planning and scheduling and frequent design changes. Meanwhile cost overrun factors 

identified by Brȕggen & Luft (2016) include cost understatements in initial project proposal 

and escalation of commitment to project when initial actual cost is higher than expected. This 

could be attributed to lack of clarity on project scope and the design changes associated with 

scope changes. This in turn leads to the extension of time for the completion of the project. In 

their study on the influence of contractual claims on the performance of construction projects 

in Nigeria, Ujene & Edike (2016) found that extra-work, change orders and delay/extension 

claims are most frequent contributors to cost overruns.  

The assessment of claims requires an understanding of the contract conditions and clauses 

associated with the entitlement of the claim. Hadikusumo & Tobgay (2015) categorised claims 

into change claims and impact claims. Their study found that the cause of claims was 

predominantly due to differing site conditions (55% of claim amount), which resulted in both 

changes and delays that led to several claims. Claims analysis should not only be based on the 

entitlement alone, but root cause analysis should be carried out to assess the extent of the claim. 

Lind & Brunes (2015) suggest a framework that focuses on descriptive part and an explanatory 

part of the claim, the descriptive part covers two dimensions, where the first is when during the 

process the cost overrun occurs and the second is which part of the cost function has changed: 

is it changes in the product (scope changes, quality changes), changes in the amount of inputs 

needed or changes in the price of the inputs. This type of assessment is important more 

especially if there are interface issues among contractors working on the same area (site). Poor 

co-ordination of interfacing contract work affects the constructability due to delayed access and 

configuration of the works for the contractor that access the site late. Design changes affect the 

scope of work and the completion time for the project. Managing design changes will 

significantly reduce the project cost overruns.  
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Proposed model for the determinants of project costs overruns should be integrated with the 

critical success factors for construction projects.  

Managing construction projects in line with the proposed conceptual model (figure 1) will 

ensure project success. The first step in the model is the identification and ranking of the CSFs. 

The CSFs should be monitored throughout the project life cycle. The ranking of the CSF is also 

a continuous process which should be managed throughout the project life cycle. The ranking 

of the CSFs will change throughout the project life cycle. This is dependent on how the project 

is dealing with emerging risks and how these risks are aligned with the CSFs.  

The second step is the identification of the determinants of the cost overruns and aligning them 

with the CSFs. The two steps are dependent on each other. The determinants of cost overruns 

should inform the CSFs. Managing both CSFs and the determinants of cost overruns 

simultaneously will lead to an effective control of the triple constraints (cost, scope and 

schedule).  

The third step is to ensure that the triple constraints of the project are managed and controlled 

through the determinants of the cost overruns. The last step is the project success and it is 

dependent on proper control of the triple constraints. Going through the process throughout the 

project life cycle will ensure minimum project risk and it will increase the chances of project 

success. 

 

Figure 1 Conceptual Model to manage cost overruns for construction projects 

Conclusions 

Managing construction project within the triple constraints (scope, cost and time) requires 

adequate knowledge of the critical success factors. These factors must be ranked according to 

their contribution to overall project delivery. It was further established that design changes are 

one of the determinants of cost overrun. Design changes affect scope and delayed project 

completion time. This leads to claims for both extension of time and the physical completion of 

the project in terms of material and labour. To minimise cost overruns, project team should 

adequately identify critical success factors and align them with the determinants of costs 

overruns. Doing this process on a continuous basis throughout the project life cycle will ensure 

project success. This requires implementation of project governance structure to deal with 

monitoring and control of the project. Monitoring and control should document lessons learnt 

and there should be improvement throughout the project life cycle.  
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Implementation of the supply chain management policies and procedures is a challenge 

in the government and in state owned entities.  The purpose of this research was to 

identify the drivers and enablers for the successful implementation of supply chain 

management policies and National Treasury regulations and guidelines within the state 

owned entity environment so as to develop an appropriate framework. An extensive 

literature was performed that identified possible drivers and enablers. A mixed methods 

approach was utilised to assess suitability, relevance and practicality of these. The 

qualitative part focussed on having in-depth interviews with the senior executives who 

drive strategy implementation within a regulated environment, while the quantitative 

part focussed on the implementation of the policy (both from supply chain analysts and 

internal stakeholders).  On analysis key drivers were identified, and suitable enablers 

unpacked. On this basis, a framework is proposed, which is deemed appropriate for 

successful implementation. The framework provides clarity for deriving supply chain 

efficiencies within an acceptable governance structure.   

Keywords – State Owned Enterprises, South Africa, , drivers, enablers, ethics, 

governance, , supply chain management policy. 

Introduction 

Section 217 of the South African Constitution gives a guideline that procurement of goods and 

services should be done in a competitive, transparent, equitable, fair and cost efficient manner. 

This guideline is the principle in which procurement and contracting is done in organs of state.  

The organs of state include government departments from the national down to the provincial 

levels, municipalities and state owned entities which are schedule 2 and schedule 3. For the past 

23 years and particularly after the 2010 World Cup hosted by South Africa, the ACSA airports 

have been the main ports of entry into other regions of Africa and the world (ACSA1).  There 

was no competition for ACSA but after 2010 World Cup in South Africa, the other African 

states have realised the potential of income from being a transit for visitors to the rest of the 

world and therefore ACSA is experiencing a decline in revenues (ACSA2).  Supply chain 

management has been identified as one of the key supporting functions that can play a critical 

role in ensuring that ACSA remains competitive (ACSA2).   

National Treasury’s 2015 Public Sector Supply Chain Management Review report has 

identified that there is a need for a robust, transparent and smart systematic way of doing 

procuring goods and services to suit the different forms of procurement. The above also applies 

to Airports Company South Africa as an organ of state which follows the prescripts and 

instructions of National Treasury as they pertain to procurement in the Supply Chain department 

as well as the internally developed policies and procedures.  The research was guided by the 
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following objectives: (1) to identify the drivers for the adoption of Supply Chain Management 

policies and procedures by Airports Company South Africa; and (2) to identify the enablers for 

the implementation of Supply Chain Management policies and procedures by Airports 

Company South Africa. The study was anchored on the following research questions: (1) what 

are the drivers for the adoption of Supply Chain Management policies and procedures at 

Airports Company South Africa? (2) what are the enablers for the adoption of the Supply Chain 

Management policies and procedures at Airports Company South Africa? 

Literature Review 

According to the 2015 Public Sector Supply Chain Management Review, supply chain 

management in state owned entities and in the South African government have been marred by 

bad service, low skills, incapacity and suppliers who were taking advantage of the situation and 

charging government inflated prices but the establishment of the Office of the Chief 

Procurement Officer is changing the landscape (Treasury). The Office of the Chief Procurement 

Officer is currently focusing on creating value for the money that government is spending on 

projects as well as ensuring that service delivery happens at all spheres of government and 

driving socio economic transformation (Treasury1).  

One of the challenges that organisations may face in implementing supply chain management 

is the choice of technology or supply chain solutions which may result in customer 

dissatisfaction whilst the business is still trying to get to know how to use the technology 

(Sridharan, Royce Caines & Patterson, 2005). The technology disruption can cause losses and 

decrease the value that the shareholders are expecting (Sridharan, Royce Caines & Patterson, 

2005).  

For a supply chain to be sustainable in the 21st century, organisations need to think about 

greening their supply chains because this will impact on their bottom line as more and more 

stakeholders, particularly customers, are interested in saving the planet and ensuring that 

organizational operations do not harm the environment and the communities in which they 

operate (Sarkis, Zhu & Lai, 2011).  

According to Ambe and Badenhorst-Weiss (2012), some of the other challenges that are facing 

Supply Chain Management in the public sector are  (1) decentralisation of the procurement 

functions – this impedes the strategic sourcing imperatives that are beneficial to an organisation 

that consolidates requirements and forms strategic partnerships with suppliers for economies of 

scale; (2) lack of SCM and procurement professionals – previously all the people who were 

slack performers were transferred to Procurement and as such the function struggles to attract 

skilled resources that can think outside of purely just procuring goods and services; (3) non-

compliance with policies and procedures – Supply Chain Management is seen as a policeman 

and therefore business only follow regulations when they think someone is policing them; (4) 

inadequate planning and forecasting of requirements – most of the time business will know their 

requirements but they wait until the almost the end of the year to spend the budgets that have 

been allocated primarily for capital projects and (5) unethical behaviour - Conflict of interest is 

becoming a big issue within supply chain management because of the organizational powers 

that some of the employees possess within an organisation. Examples include people within 

organisations that have businesses that are always looking to score in the procurement processes 

in an unethical manner. 

Furthermore, the following are some of the other challenges that supply chain functions are 

facing in implementing the supply chain policies and procedures: (1) alignment of supply chain 

management with the company vision and mission – the supply chain management strategy is 

not aligned to the company vision and mission because of a perception that each function can 

perform its own procurement even outside an SCM department (Render and Heizer, 2014); (2) 

lack of skilled resources- the supply chain management function has struggled with appropriate 

levels of skill, competence and capability and often these are deemed to be too expensive 

(Fawcett et al, 2015); (3) lack of buy-in from the business and the general understanding of the 

SCM policies and procedures – the business feels that everybody can do procurement and as 
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such the relevant critical emphasis is not placed on the function (Diabat and Govindan, 2011); 

(4) issues of interpretation especially as it pertains to transformation issues – there has been a 

number of litigations because the business units have a different understanding of what the 

prescripts of the policies are saying and are not sure whether transformation belongs to an SCM 

department or it is a separate department (Ambe & Badenhorst-Weiss, 2012); (5) adherence to 

timelines and quick fixes – the business units are normally very slack when it comes to 

identifying what they need and as such requirements come as emergencies where the proper 

aspects of category management cannot be applied (Heizer & Render, 2014). 

Methodology 

The study adopted a mixed method approach guided by the following objectives: (1) drivers for 

the adoption of Supply Chain Management policies and procedures, (2) enablers of the supply 

chain policies and procedures and (3) the proposed framework. Qualitative primary data was 

obtained from members of the executive team of the organisation who have projects serviced 

by the supply chain function using a structured interview schedule. Quantitative results were 

obtained through a structured questionnaire circulated to managers and specialists of the internal 

client departments, as well as commodity specialists and buyers from the supply chain business 

unit. The study and methodology was granted ethics approval by the Ethics Committee of the 

business school.   

Analysis of Results 

This section is divided into two sub sections. The first part focusses on the presentation of the 

qualitative results while the second sub section presents the quantitative results. 

Qualitative Results 

The profile of respondents for the qualitative part of the study is given in Table 1. 

Table 2: Profile of the Respondents 

 

* - Amounts quoted in South African Rands and are estimates. 

Drivers: the majority of the respondents concurred that the major drivers are (1) awareness and 

communication of the role of the SCM function in the organisation; (2) the design of a proper 

structure for the SCM function; (3) the existence of an appropriate and capable human resource 

to man the SCM function and (4) executive support for the SCM function to make the necessary 

decisions that create efficiencies for the organisation. There were also minority views as 

follows: (1) SCM function should really understand contextual business and (2) the scope and 
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nature of projects undertaken by the business units so as to ensure high levels of service by the 

supply chain unit. These views were eloquently captured by Respondent 4, who says:  

“commitment from top management, an understanding of SCM and supporting the function; 

participation of end users as customers; existence of and or attendance of educational 

programmes for top management and business to create broader awareness of the role of SCM, 

and lastly existence of robust and unambiguous policies aligned to business processes while the 

spur the SCM unit to succeed”. 

Enablers: the dominant view that emerged from respondents on what they consider key enablers 

of supply chain function were the following: people, processes, technology and top management 

support, with respondent 2 emphasizing that people, process and systems are critical for supply 

chain success. This was echoed by respondents 6 and 7 who both highlighted the need for proper 

skills and expertise to enable supply chain delivery, understanding of processes and procedures 

to facilitate compliance and a sound awareness and ensuring of robust systems to accommodate 

needs of different internal clients’ projects. In particular respondent 4 says:  

“Top management support is critical to the success of the SCM function; SCM function should 

have a seat at Executive Committee level (C-Suite) for alignment with business strategy; 

Continuous communication and continuous education to end users is very important for 

understanding the enabling role of the SCM function; Systems like ERP should be always be in 

place to enable faster and efficient service to the internal clients and service level agreements 

(SLA’s) between SCM. function and internal clients should be explicit – performance measure 

being measurable and verifiable.” 

However, there was a minority view that motivated for the ability to distil lessons learnt from 

previous projects and use them as source of improvement on supply chain’s ability to improve 

service delivery for future projects. It further highlighted the need to clarify roles and 

responsibilities, and hence delegation of authority so as to handle issues of deviation. 

Performance: The majority of the respondents alluded to the following as appropriate measures 

to track performance of the SCM unit - reduction of turnaround times and speed of execution; 

ability to provide advisory services to the client; facilitating and tracking rate of transformation 

of supply base; cost savings; consistent adherence to high levels of service level agreements. 

Two respondents were determined to highlight the following minority view - a clear reduction 

in irregular spending and consistence in specifications as indicated by requirements of the 

business – as key drivers.  

Quantitative Results 

Drivers: Table 2 provides the drivers as identified using the quantitative instrument. 
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Table 2: A selection of Drivers for SCM adoption (Source: adaptedMoromane and Ncube, 

2019) 

 

 

Based on the respondents’ data in Table 2 the dominant drivers for the adoption of supply chain 

policies and procedures, listed in order of importance, are (a) the role of SCM is viewed as 

strategic within the organisation, (b) sourcing expertise residing in SCM, (c) most of ACSA’s 

procurement is done through closed or restricted bids, (d) other departmental policies and 

procedures (e.g. Ethics, Finance, IT, HR) support and are aligned with the SCM processes, (e) 

identification of potential suppliers through market intelligence and f) finally cost containment. 
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Enablers: The dominant enablers as indicated by respondents, in order of importance, are the 

following: (a) existence of a well-defined Enterprise Development Strategy, (b) existence of a 

well-defined Supply Chain Strategy that is communicated to operations, (c) ensuring that SCM 

roles and functions are clearly defined and understood by all parties,(d) ensuring that SCM 

processes are designed to improve customer satisfaction, (e) ensuring that the 

business/operations understand the role of SCM, (f) organisational operations understands and 

respects the role of SCM and (g) the organisation practices project sourcing within its SCM 

function. 

Performance Measurement: The following, listed in order of importance, were identified as key 

metrics in the implementation of SCM policies and procedures: (a) consistency in measuring 

customer inquiry resolution time; (b) clear performance indicators  are in place for order 

fulfilment; (c) clear performance measures for the supply chain function; (d) clear measures for 

customer satisfaction; (e) robust supplier performance/contracts management capability in 

place; (f) clear indicators to measure negotiated savings from contracts; (g) inventory is 

measured and reported on periodically; (h) measurement of bankable savings through category 

management 

 

Discussions and Conclusions 

In harmonising results from the two approaches, it is evident that the two samples concurred on 

the following as the key drivers in the adoption of a supply chain policy: (a) the skills set of the 

supply chain personnel; (b) the value add identified, as well as (c) cost containment. There 

appears to be a discrepancy between what the dominant views of the quantitative and the 

qualitative analysis with respect to enablers. In most cases, the views emerging in the qualitative 

study regarded as dominant as they reflect views and opinions of the policy makers within the 

organisation, and consequently influence the implementation of any policy or procedure. 

However, there will always be a concern if there is reluctance at operational levels to execute 

as directed. This creates unnecessary territories that creates bottlenecks and disturb 

collaborative efforts spearheaded by an SCM unit in the resourcing of internal departments. 

This results with internal clients not able to have sufficient resources to deliver their projects on 

time and within scope. This in itself is a source of many inefficiencies in the ability of the SCM 

unit to service internal clients. As a consequence, this objective of the study was not met. With 

respect to performance measurement, there was consistency in the measures identified from the 

two groups.  

Based on this discussion, it was then possible to develop a framework that could be used as a 

guide for the organisation, and also any similarly oriented entities to adopt and utilise in the 

implementation of a supply chain policy. This framework is displayed in Figure 1. 
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Figure 1: Framework for the implementation of SCM policies and procedures  

In conclusion, it is clear that in a space where there is contestation of the availability and 

utilisation of resources, the role and function of an SCM unit is not easily understood and 

accepted. However, with state entities, it becomes even more prudent to regulate, standardise 

and monitor how projects are resourced to minimise leakages of tax-payers funds. While this 

may appear to be negatively motivated, the ability of showcasing immediate benefits of such an 

approach creates a platform for acceptance of an SCM unit, together with its strategies and 

standard operating procedures. Hence the continuous awareness of drivers for success in the 

implementation of an SCM policy is critical for any entity. Coupled with that, a self-

introspection on the SCM’s unit to service internal clients is also important. Therefore, the 

ability to identify enablers in continuous improvement exercises will spur the organisation 

towards having a responsible and leagile supply chain. This study has demonstrated that. 
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While proper utilization of capital resources depends on capital budgeting practices 

(CBPs) of the specific  organization,  there is inadequate  knowledge  on the challenges  

associated  with CBPs  in  Tanzanian  construction-related  public  organizations.  

Challenges  related  to  poor CBPs may lead to late completion of project, cost overrun 

and even creation of projects which do not sale. This paper aimed at assessing the 

challenges associated with CBPs in public organizations that develop buildings for sale 

or lease in Tanzania. The study adopted a case study design where five cases were 

selected, and data was collected by using questionnaires and interviews. The study 

revealed that there is lack of knowledge about some techniques, influence of top 

management in making decisions, political influence and also inadequate advanced 

software for capital budgeting in public organizations. In order to improve capital 

budgeting practice there is need to conduct on the job training, create special fund for 

project implementation,  increase  of advanced  software  in public organizations  and 

involve professionals in capital budgeting process especially with the knowledge in real 

estate projects financing  as  a  way  of  increasing  the  spectrum  on  capital  budgeting  

practices.  The  study unveils challenges that are associated with the CBPs in Tanzanian 

construction-related public organizations. 

Keywords; Building projects, Capital budgeting practices and Tanzania. Introduction 

Even   though   capital   budgeting   has   become   an   important   facet   in   management   of 

organizations’ business, there has been challenges when practicing it. Its vital role stems due to 

the fact that businesses can hardly grow and expand without proper capital budgeting. Its 

effective  role  in managing  investment  is the underlying  reason  for increasing  practices  in 

capital budgeting which rests from the country’s overall investment perspectives down to the 

single organization investment perspectives. Furthermore, it creates accountability and 

measurability   to  determine  the  long  term  economic  and  financial  profitability   of  any 

investment project. The proper growth and expansion of organization’s business depends on 

capital Investment (Batra & Verma, 2017). Without proper capital budgeting, business cannot 

expand  therefore  a  special  care  is  needed  otherwise  the  business  would  always  remain 

dormant.  Capital  budgeting  has  exceedingly  emerged  vital  aspect  as  the  organizations 

continue  operating  in  the  environment  within  which  the  economy  is  not  stable  (Obi  & 

Adeyemo, 2014). Such circumstances call for capital budgeting as a means and pre-requisite 

for a successful investment in building projects. 

There are four reasons that make capital budgeting necessary in management of organization’s 

business. According to Pandey (2009) these four major reasons are; Irreversibility of capital 

investment decisions such that once made cannot be overturned, huge capital outlay needed that 

necessitates proper planning of funds, risk and uncertainty in management of investment and 

finally determination  of company  stability  as the capital budgeting  decisions  produces impact 
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over long period of time. In order to deal with limited capital resources, organizational managers  

have to carefully  implement  capital budgeting  with appropriate  skills; otherwise, they could 

suffer the consequence like incurring big loss for a long while  (Minh-Hang-Vu, et al, 2018). In 

spite of its great importance, researchers indicate that there are challenges for proper capital 

budgeting practices in various countries (Mbabazize & Twesige, 2014; Minh- Hang-Vu, et al, 

2018; Monakgisi, 2015 & Kengatharan, 2016). It was observed from these researches  that,  

while  some  challenges  arise  due  to  nature  of  economy  leading  in  the respective country, 

some challenges are particularly based on technology advancement. That being the case, studies 

need to be undertaken to reveal the challenges for implementing capital budgeting practices 

among public organizations in Tanzania. 

Although  many studies  have been done worldwide  concerning  capital budgeting  practices, 

little has been written on challenges for proper capital budgeting practices in sub-Saharan 

countries like Uganda, Rwanda, Burundi, Kenya and Tanzania. Few among the researches on 

capital budgeting in developing countries include the studies by Mbabazize & Twesige (2014) 

in Rwanda and Kiget, (2014). Even in the context of developed countries, many among the 

studies conducted differ in terms of scope and purposes. For example: while others like Ryan 

&  Glein  (2002);  Kiget  (2014)  and  Ryan  &  Ryan  (2002)  have  researched  about  capital 

budgeting practices in the registered companies, the others have concentrated to all sectors of 

the economy and yet others have focused on only few selected sectors of the economy like the 

study by Monakgisi (2015) in South Africa which covered only the major public infrastructure 

projects. 

This  paper  presents  the  challenges  in  capital  budgeting  practices  in  Tanzanian  building 

projects and suggests the way forward. The study focusses on Tanzania and specifically uses 

Dar es Salaam City as a case study. The city of Dar es salaam is among the fastest growing 

cities in East Africa. Despite its fast growth, the business environment  is still not stable to allow 

stable prices in real estate business. For the last decade the city has undergone transformation 

in building projects and characterized by emergence of numerous building construction  projects  

done  by  public  organizations,   private  companies  and  individuals. However,  the  pace  at  

which  the  individuals  and  private  companies  construct  is  far  low compared to the public 

entities. Despite the heavy investment in building projects, some of ongoing projects have 

existed for more than five years without completion and take full occupation.  According  to  

Mutero  (2010)  the  unfinished  and  unoccupied  housing  projects signify “dead capital” and 

draw attention to considerable economic loss to the organization that develop houses for lease 

or sale. As the projects take more time than expected may result direct to cost overrun. If serious 

measures are not taken, the situation may lead to depression as a lot of funds have already been 

spent on such projects which do not get completed. 

 

Literature review 

The  study  on  capital  budgeting  practices  is  global  and  is  more  pronounced  in  developed 

countries  than  the  developing  countries.  To  ensure  effectiveness  of  investment  decisions, 

capital  budgeting   practices   by  or  the  practicing   organization   must  involve   all  of  its 

dimensions. These dimensions contain the three major aspects namely; determining which 

specific projects an organization should accept, determining the total amount of capital 

expenditure   which   the   organization   should   invest,   and   determining   how   that   capital 

expenditure  will  be  financed  (Drury,  2004).  In  other  words,  the  dimensions  for  capital 

budgeting  are contained  in the whole  process  of capital  budgeting.  The  following  section 

presents challenges for capital budgeting practice in both developed countries and developing 

countries. 
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Capital budgeting practices in the developed countries and related challenges 

Literature on capital budgeting started gaining momentum as far back as 1952 where Harry 

Markowitz  did  a  great  work  in  his  book  Portfolio  Theory  where  capital  budgeting  and 

financial  management  were  discussed  (Markowitz,  1952).  Later  on,  Modigliani  &  Miller 

(1958) came up with the theory of Optimal Capital Structure. In According to Kengatharan 

(2016)  argues  that  the  knowledge  and  theory  on  capital  budgeting  practices  have  been 

contributed  much  by  the  works  of  Markowitz,  (1959);  Modigliani  (1961);  Myers  (1977); 

Jensen (1986); Ritter (1991); Graham & Harvey (2001), all concentrating on efficient market 

theory. Kengatharan (2016) mentions major challenges in capital budgeting practice to be the 

‘country  effect  influence’  and  furtherly  proceed  in  alluding  such  effects  to  include  the 

economic policies, taxation system, government control, political factors, culture of the people 

and  the  infrastructure   facilities.   Another  mentioned   challenge   is  poor  involvement   of 

professionals during the capital budgeting process. All these have effect and create challenges 

in smooth capital budgeting practices. 

In USA, one of the studies on capital budgeting practice was conducted by Graham & Havey, 

(2001) in attempt to research on the theory and Practice of corporate finance among American 

firms. A sample of 352 chief financial officers was approached for data and it was revealed that  

large  firms  with  high  debt  ratio  mostly  used  NPV  and  IRR  techniques  of  capital 

budgeting. Their findings also concluded that pay back method has not been used as a primary 

tool for capital budgeting, however it is kept as an important secondary tool. Nevertheless, the 

study reveals that capital budgeting practice is affected by taxation system of the country and 

government   control.  When  the  government   controls,  tend  to  influence  the  managerial 

decisions. The study also mentions the knowledge gap of the CFOs and organization barriers as 

the challenges in developing countries to use the sophisticated  techniques and insists on more 

research. 

Similarly, the study by Ryan & Ryan (2002) which consisted of 1000 of fortune companies 

where NPV was found to be used mostly followed by IRR or combination of both techniques. 

Their  study  revealed  also  the  use  of  inflation  adjusted  cash  flows,  sensitivity  analysis, 

economic value added, scenario analysis, and incremental IRR alongside the IRR and NPV. 

The study upholds that the use of these techniques needs advanced level of sophistication and 

technology as absence of these techniques may cause serious challenges. 

In UK an important study on capital budgeting practice in developed countries was done by 

Dejong & Keedijk (2004) involving four European countries namely, France, U.K, Germany 

and Netherlands. Their study was longitudinal and involved about 313 companies and results 

showed that that 67% and 47% of the UK companies used Pay back techniques and NPV 

respectively  as a main tool for evaluating  capital  budgeting  decision  while in Netherlands 

results showed that 70% of the companies used NPV and 65% used payback techniques. On the 

side of Germany and France companies it was found that they had lower usage of both 

techniques  by  50  %  for  Payback,  42%  for  NPV  and  51  %  for  Payback,  44%  for  NPV 

respectively. The study highlights that technological advancement is the key aspect effective 

application of capital budgeting techniques. 

A research by Lam, Cheung, & Tang, (2001) was done to examine the capital budgeting 

evaluation procedure used in construction industry in Hong Kong between 1994 and 1999 and 

highlighted  the  financial  management  behavior  in  Hong  Kong.  Their  study  provided  a 

reference for contractors against which they can compare their behavior. This study was 

comparative  and  concluded  that  there  was  general  increase  in  popularity  of  the  usage  of 

capital budgeting techniques between the periods under study. The study, however could not 

mention the exact challenges for capital budgeting except highlighting the need for adherence 

to  professionals  advice  by  the  top  management  and  the  drop  in  the  computer  simulation 

among the Hon Kong construction companies. 

According to Gervais, (2009) explains the problem of overconfidence as a challenge in 

investment. In construction projects overconfidence occurs when the executives are highly 
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motivated in their ambition to develop more properties without considering the real demand. In 

this case, creation of more properties brings satisfaction without necessarily considering its 

applicability and returns. This may lead to creation of underperforming  building projects or the 

so called ‘white elephant projects’. The study on Capital Budgeting practice by Markovics 

(2016) which mainly focused on observing which capital budgeting approach is preferable by 

corporate managers in decision preparation phase of investments, it was revealed that NPV and 

IRR are mostly used among European corporate managers. The study however points out that  

there  is  no  objective  and  exact  method  of  determining  discount  rate.  This  creates  a 

challenge which in most cases leads to erroneous decision making in investment. 

In  general,  the  literature  shows  that  NPV  has  continuously  trailed  IRR  in  management 

preference. In practice, the managers have upheld that the perception of a percentage return is 

more  easily  understood  and  easy  to  compare  than  an  absolute  dollar  value  increase  in 

shareholder wealth. For this reason, managers have preferred IRR over NPV due to some 

challenges related to lack of use of advanced software. The idea is supported by Ryan & Glein 

(2002) who argue that management view IRR as a more cognitively efficient measure of 

comparison. 

Capital budgeting practice in Developing Countries and related challenges 

In developing countries, capital budgeting practices is also being pronounced however not to 

the great pace as it is for developed countries. Kengatharan (2016) admits that there is dearth of 

studies carried out on capital budgeting practices in developing countries during the last two 

decades. According to Monakgisi (2015) in his research that focused on the examination and  

principles  of  capital  budgeting  by  the  public  sector  in  the  Republic  of  South  Africa 

revealed that in South Africa the companies make use of more than one evaluation technique 

with IRR being the most utilized technique followed by NPV, payback period and hurdle rate 

tying in the second position. His study revealed also that there are cases where the capital 

budgeting principles were not thoroughly applied due to the need to execute the projects that 

were classified as emergency and projects that were initiated based on political pressures and 

regarded as urgent. Another challenge that was identified is lack of top management support. 

According to him, these are among the causes for cost and time overrun in the implementation 

of the building projects in South Africa. 

According  to Batra  & Verma  (2017)  who carried  a study  on the use of capital  budgeting 

appraisal techniques in India showed that all companies except one were using the payback 

period to evaluate the projects. The discounted cash flow techniques were used as a secondary 

technique because of their difficulty to understand and using and also that lack of qualified 

personnel  impeded  its  use.  According  to  Kiget  (2014),  capital  budgeting  is  affected  by 

certainity in the cash flow of the organizations, prevailing corporate tax and the prevailing 

limitation in the strategic plan of the organizations. Her study however points out the great use 

of NPV, IRR and the profitability index. A study by Mbabazize & Twesige (2014) in Rwanda 

focused most on the capital budgeting  techniques  and the cash flow techniques  applied by 

firms in Rwanda in order to determine if they operate as per the finance theory in attempt to 

solve the problem faced in applying theory of capital budgeting to real practice.  Their study 

found that most firms in Rwanda use discounted  techniques and no firm was found to use 

payback  period.  Furthermore,  the  study  revealed  that  inflation  is  a  challenge  in  capital 

budgeting  practices  as  it  affects  the  overall  estimation.  As  a  result,  there  is  difficult  in 

estimation because of lack of advanced software. In Tanzania, there is inadequate literature as 

evidence on capital budgeting practices in any industry. The literature finds only the central 

government budget which of course has a general provision for capital budget and expenditure 

budget. However, this is in broad perspective  budgeting  of the whole country, but there is little 

knowledge for individual institutions on capital budgeting evaluation practice. Hence the need 

for research to be undertaken  in order to unveil the capital budgeting practice among various 

organizations in Tanzania. 
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Research approach 

This study adopted a mixed approach method of research. A case study design was adopted to 

assess challenges the capital budgeting practices in public building projects. This design was 

more appropriate to apply as stated by Walliman, (2011) and Cresswel (2013) that selection of 

which  design  to use depends  on the nature  of the problems  demonstrated  by the research 

goals. A population of all public organizations in Tanzania was used where comprehensive 

sampling frame was generated by considering all public organizations which carry out 

developments  of buildings for sale, lease or for increasing  organization  investments  assets. 

Using purposive sampling technique, a sample of five public organizations dealing with 

construction of buildings for lease or sale was studied. This method was used because of its 

ability to reach the targeted study group easily and get information concerning the phenomena 

being researched. These 5 public organizations which made five selected case studies are: 

National Housing Corporation, Public Service Social Security Fund, National Social Security 

Fund,  Watumishi  Housing  Company  Limited  and  Tanzania  Building  Agency.  The 

questionnaires were purposely designed and targeted to the personnel responsible in making 

decision related to building projects in respective organizations. According to Yin (2013), the 

use  of  more  than  one  case  study  can  produce  greater  confidence  in  the  reliability  of  

the findings. 

Data was collected through the use of both questionnaires and interview. The study used both 

closed-ended questionnaires and open-ended questionnaires. The respondents to the 

questionnaires were purposively identified to include the persons responsible in analysing and 

initiating projects within the selected organizations. In this respect the respondents involved 

either one of the executive persons in planning department, investment department or finance 

Department.  According  to the sample  size, a total number  of five (5) questionnaires  were 

issued for the study. Interview method was purposely used to get the ideas and opinions of the 

respondents  concerning  the  capital  budgeting  practice  in their  respective  organization  and 

what  ought  to  be  the  normal  practice.  Specifically,  the  study  adopted  semi-structured 

interview approach to the respondents from the selected organizations in response to capital 

budgeting practices in building projects in Tanzania. 

For the case of obtaining secondary data, various relevant and purposively chosen documents 

from  selected  public  organizations,  university  libraries,  online  published  and  unpublished 

research  reports  and  journal  articles  were  used.  These  methods  have  been  suggested  by 

various scholars such as Kombo & Tromp (2006), who mentioned that the secondary data can 

be collected from technical publications such as books, manuals, data sheets and standards, 

handbooks, bills of quantities, audited reports, financial statements, research journals, official 

publications of the Central government, local bodies, private data services and computer data 

base. Quantitative data was analyzed using descriptive statistics while qualitative data used 

narratives  and was used to support the quantitative  findings.  To ensure that data collected 

from the field makes significance mean and standard deviation were used for analysis. The data 

analyzed was presented through the use of Tables. 

 

Findings and Discussion 

Respondents Profile 

Demographic characteristics of the respondents is presented in Table 1. Table 1. Demographic 

characteristics of the respondents 
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Table 1 presents the demographic characteristics of 10 respondents obtained from the field 

comprised  of  Age,  education,  position,  experience  in  the  organization  and  experience  in 

building projects. Various age groups were involved. Most respondents belong to age between 

29-39 years of age. Followed by 40-50 years. This implies that according to the nature of the 

research  topic  large  number  of  managers  or  decision  makers  have  more  than  6  years  of 

experience in both the organization as well as building projects were involved to give out their 

views on capital budgeting practices in Tanzanian building projects. Generally, this rendered 

an opportunity to explore more and that the information was obtained from people who seem 

to understand well the matter. Education level amongst respondents were also involved during 

data collection whereby all respondents had owned a degree and above. It is correct to say that 

100%  of  the  respondents  and  participants  have  degree  and  above.  This  indicated  all  the 

respondents of the study had an ability to understand the topic precisely. Challenges in capital 

Budgeting practices in public building projects 

The research  sought to study the challenges  encountered  in practicing  capital budgeting  in 

public building projects. Some challenges were obtained from the literature and included in the 
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questionnaires  for the respondents to rank if they apply to the Tanzanian context. They were 

asked to rate the level of agreement by 1= strongly disagree, 2, Disagree, 3= undecided, 

4=Agree, 5 strongly Agree. Lack of advanced software ranked the first by having the total score  

of  20  and  mean  score  of  4  followed  by  adherence  to  professional  advice  by  top 

management  which had mean score of 3. Managerial  influence  in making  decisions  had a 

mean score of 2.6, followed by Poor involvement of professionals which had a mean score of 

2.4, lack of top management support with a mean score of 2 and lack of knowledge among the 

practitioners which had a mean score of 2. Table 2 summarizes the results. 

Table 2 Challenges in practicing capital budgeting 

 

During interviews, the respondents and participants were also asked their opinion on other 

challenges in capital budgeting practice in public organizations and narrated as follows; 

Political Decisions 

It was  noted  that  where  political  decisions  apply,  they  cause  a great  challenge  to  capital 

budgeting  practices  in public  organizations.  This  is mainly  because  the political  decisions 

have to be implemented to fulfil a certain public interest. As such, once made it may influence 

economic  condition  of a certain  area  which  may  be a threat  to projects  already  initiated. 

However,  it  was  noted  that  the  same  political  decisions  can  lead  to  improvement  in  the 

economy and therefore favor the capital budgeting decisions. 

Delays in project implementation 

It was noted from interview that some projects had undergone proper procedures in capital 

budgeting before they were implemented. While a project may have been well initiated, it had 

to  undergo  various  levels  of  approvals  which  resulted  in  the  delay  of  its  implementation 

leading to project cost overrun since the review of capital budget was not done at the 

commencement of the project. 
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Financing challenges 

It  was  noted  from  the  study  that  some  of  the  public  institutions  did  not  have  fund  for 

investment since they only relied on the fund provided by the Government.  The process of 

obtaining funds was taking a significant time and posed challenges in the reality of the project 

under implementation. 

Lack of knowledge among staff 

This  was  another  remark  from  the  study  where  it  was  observed  that  there  was  lack  of 

knowledge among the staff. This was said to be contributed by not practicing CBP techniques 

in various projects due to lack of capital budget knowledge. 

Top management decisions 

It was observed that in public institutions some major decisions were influenced by top 

management as a way to implement or meet the requirement of certain policies initiated by the 

government. Such decisions did not adhere to capital budgeting process and hence it created a 

challenge to smooth capital budgeting practices. 

 

Discussion of the Findings 

The  study  was  inquisitive  to  examine  the  challenges  that  stumble  upon  capital  budgeting 

practices in public building projects in Tanzania. The results show that stakeholders strongly 

agree that lack of advanced software is a great challenge towards capital budgeting practice. 

This  is true due to complexity  in the usage  of some  technique  like IRR  and NPV  which 

involve tedious calculations  of which without advanced software it becomes a challenge in 

using them. The study by Batra & Verma (2017) reveals similar challenge by observing that 

pay back period is mostly used technique for capital budgeting in India while discounted 

techniques are less used due to difficulty in using them and lack of qualified personel. It is 

further supported by Ryan and Ryan, 2002) who assert that, the use of these techniques needs 

advanced level of sophistication and technology and its absence may cause serious challenges. 

It is therefore necessary for public organizations to have advanced software to aid capital b 

budgeting analysis and decisions. 

Stakeholders also pointed that some projects due to its nature are driven by political influence 

as a means to implement certain government policies/initiatives. This posed a great challenge 

since stakeholders were not involved in such decision making and hence it undermined the 

capital budgeting technique usage. This challenge is similarly discussed by Monakgisi (2015) 

who in his study observed the same challenge in South Africa state owned entities. In order to 

have proper investment decision, it is important to consider the view of stakeholders even if the 

project is linked to political decision because by involving stakeholders/professionals in 

decision making creates a good plan and reduce possible errors that may lead to cost and time 

overrun in accomplishing projects. 

Managerial influence in making decision is another challenge observed. This finding is similar 

to  the  observation  by  Gervais  (2009)  who  explains  the  problem  of  overconfidence.  This 

happens where the top executives of the organization are motivated to implement a certain 

building project without full knowledge of the market and the advice from the experts. Such 

motivations create overconfidence and override the professional advices which lead to 

implementation of novel projects that may not only delay the implementation but also be 

unprofitable to the organization. 

Other  challenges  involve  lack  of  knowledge  among  the  staff  since  some  government 

institutions  do  not  conduct/offer  on  job  trainings.  Again,  this  challenge  conforms  to  the 

findings  by  Batra  and  Verma  (2017).  On  the  job  trainings  is important  in  improving  the 

working capacity of the practitioners. 
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Cross-cases Analysis 

A thorough cross-case analysis exposes some common aspects and some slight differences in 

the organizations studied. Cross case analysis in Table 3 presents these similarities and 

differences. 

Table 3 Cross-case analysis 

The findings of this study show that the challenges for practicing capital budgeting in public 

organizations  are  almost  similar,  such  as  lack  of  advanced  and  sophisticated  software, 

inadequate  knowledge  among  the  practitioners,  political  influence,  and  delay  in 

implementation of some projects. It is of no doubt that these similarities exist due to the nature 

of public organizations under selected cases all of which belong to the Government. 

 

Conclusions and recommendations 

The  study  has  established  that  capital  budgeting  practices  in  public  building  projects  in 

Tanzania face several challenges. The observable challenges are lack of advanced software, 

influence  by  top  management  in  making  decisions,  inadequate  knowledge  about  some 

techniques involved in capital budgeting, financing challenges and delays in projects 

implementation. The study also observed that there is ambiguity in deciding the discount rate 

that can be used in calculating  the Net Present Value and the Internal Rate of return in in 

Tanzania due to absence of advanced software. Further, a realization  of basic tools for the 

practice that stakeholders need to apply and the requirement to have interventions. It is 

recommended  that, there is need for procurement of advanced software and conduct proper on-

job training to increase the capacity of the practitioners on capital budgeting. The training can 

also be used as a point to introduce new technologies to practitioners who may happen not to 

be familiar  with  the software.  The  study  also  observed  that  in some  instances  there  is 

influence  of  top  management  in  making  decisions  to  invest  into  building  projects  which 

ultimately   impede   the  proper   capital   budgeting   process   and   practices.      It  is  further 

recommended that the top management should seek guidance from the professionals within or 

outside the organizations and accept professional advice before publicizing the decisions. This 
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will reduce number of ineffective projects. The fact that there is delay in implementation of the 

projects which ultimately distort the already capital budgeting process and the forecasted 

viability of the project made, the public organizations whose core activities is development of 

buildings for sale or lease should have specific funds for implementation of building projects to 

avoid overriding of funds utilizations. 

 

Limitation and contribution of the study 

This  research  has  limited  its  scope  to  capital  budgeting  practices  in  Tanzanian  building 

projects with a specific focus on public building projects hence the results are influenced by the 

nature of decisions made, stakeholders’ involvement, country agenda and priority, procurement 

systems of the organizations, political will of the government officials. However, it  is  Authors  

belief  that  developing  countries  of  similar  economic,  cultural,  population,political and 

business set up could benefit as well as these are among variables that contribute to the country’s 

developmental agenda and investment strategy of which capital budgeting belongs. The study 

unveils challenges that are associated with the CBPs in Tanzanian construction-related public 

organizations. 
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This proposed study aims to explore the development of a PPC framework to enhance 

the resources of a developing country. Despite endowment of various resources, 

developing countries face multiple socio-economic challenges such as unemployment, 

inequality and poverty. Some of these challenges can be averted by productively 

managing those resources. However, the custody of those resources is usually in the 

hands of the public sector which lacks the relevant complementary resources that can 

enhance such value. While the private sector might possess the relevant complementary 

resources, political and economic institutions are sometimes not be set up in a manner 

that facilitates collaboration that is necessary for the benefit to accrue. Using the basis 

of social exchange theory, the study aims to determine the extent to which a PPC 

framework that will be monitored by an agency of public and public representatives 

can be utilised as a tool for effective management of resources in Namibia. 

Keywords: Natural resources, Complementary Resources, Public Private 

Collaboration, Critical Success Factors, Socio-Economic Challenges, Economic 

Growth 

Introduction 

Namibia is experiencing challenges in collaboration between the public and private sectors. 

There is tension and difference of views about what role each sector is playing and should play 

to solve the triple challenges of inequality, poverty and unemployment that are facing the 

country. This tension and the differing views are evident in certain actions that are taken by the 

respective parties to counter the perceived inability and/or unwillingness of the other to act in a 

selfless manner that takes into consideration the benefits all stakeholders in the country.  

To “intervene” where the private sector has failed, government is spending public resources in 

areas that are not in line with their core responsibility and where they are not best placed to 

serve. As a result, resources are not managed in the most effective and efficient manner. In 

addition, government promulgates laws and regulations that they believe are necessary to 

redistribute resources that are concentrated in the hands of the rich few to the impoverished 

multitude. On the other hand, the private sector is taking various actions to protect their 

resources from government. These actions include refraining from investing in new ventures 

and rather keeping their investments idle and unproductive in cash and cash equivalent, money 

market instruments and selling of assets and repatriation of cash proceedings from the country 

to other countries where they believe they can increase their earnings and/or keep such assets 

secured. 

As the economy continues to face headwinds, the government has introduced a PPP regulation 

in order to foster closer collaboration between the public and the private sector. However, PPPs 
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have been implemented in the country to date with limited success. The limitation for current 

PPP in Namibia could be attributed to various factors such as the concept’s focus on specific 

project and the legislation’s prohibition of unsolicited proposals from the private sector (which 

means opportunities are limited to what government bodies introduce), there is no formal 

platform for dialogue between the public and the private sector, the private sector is segregated 

into various sector bodies and do not have a strategy for engaging government and likewise 

government bodies that interface with the private sector are many, segregated and 

uncoordinated. These issues point to a national culture of lack of collaboration and cohesiveness 

in solving the challenges that we face. A PPC framework will be advantageous as there will be 

a partnership between the public and private sectors not only on project by project basis but by 

being involved in setting the national economic development strategy and be active participants 

in the monitoring and execution thereof. 

Despite these challenges, which are detrimental to the economic success of the country, no study 

has been undertaken to understand why collaboration is not happening in Namibia, especially 

during these times of serious economic challenges. Furthermore, even though an understanding 

may be obtained, and willingness might be there to collaborate, there is need for a detailed 

framework that sets out steps and activities that should be taken in order to ensure that such 

collaboration is practical and that it does indeed bear fruit. 

Theoretical Model 

PPCs are founded in the social exchange theory (SET) which asserts that relationships are 

depended upon social connections which involve exchange of interaction to create relationships 

in order to attain the expected outcomes (Cropanzano and Mitchell, 2005; Di Domenico, Tracey 

and Haugh, 2009). 

Developed by sociologist George Homans in 1958, the Social Exchange Theory (SET) posits 

that the social behaviour of humans results from an exchange process. In each exchange, 

individuals act in a manner based on costs versus benefits, i.e. one will only enter a relationship 

where there are more benefits to accrue than the related costs or efforts of that relationship. In 

other words, individuals will compare the risk versus return or rewards of any relationship that 

they engage in. Where the rewards or returns outweigh the risks, then that is established as a 

good relationship that is worth the investment and vice versa.  

While the theory was originally proposed for social relationships, further developments over 

the years have established that it is also equally applicable to business relationships. 

 

Literature Review 

Contrasting PPCs to PPPs 

Although PPPs have become common and are mostly used in two party agreements between 

the public and the private sectors, there has been some criticism levelled against PPPs due to 

the limitations of their nature. Some of those limitations include the lack of involvement of the 

citizen. Wettenhall (2003) explains that while by its nature, partnership implies an arrangement 

with equal rights and responsibilities by the relevant parties, PPPs are usually not equal. He 

raises concerns that the term PPP has been excessively used and does not usually deliver what 

is promised and/or expected. To respond to this challenge, Hui & Hayllar (2010) found the term 

collaboration, which they define as ‘working jointly with others or together especially in an 

intellectual endeavor’ (Merriam Webster Online Dictionary), as a more appropriate term. 

Quélin, Kivleniece, & Lazzarini (2017) define public private collaboration as any form of 

contractual or non-contractual cooperative venture between public and private organisational 

actors with the ability to create new and appropriable private and public benefits through 

voluntary and joint deployment of public and private resources. According to this definition, 

PPCs do not only include PPPs but go much further than these types of partnerships. 
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Going beyond PPPs, there is an increased interest in hybrid forms of collaboration with mixed 

economic and social interest representation, in organisation science and management studies. 

These inter-organisational forms combine the involvement of actors from governmental, 

business, and non-profit domains with focus on delivering value beyond the current locus of 

firms and customers to broader sets of stakeholders (Quélin, Kivleniece and Lazzarini, 2017).  

Impact of complementary resources on productivity of a country's natural 

resources 

Countries that are endowed with abundant natural resources have an opportunity of growing 

their economy from the benefits of these resources. However, abundant resources do not always 

translate into economic growth. The main causes of failure to benefit from natural resources are 

mismanagement of said resources, failure by resource-rich countries to build other sectors and 

lack of complementary resources that are necessary to fully enhance the value of natural 

resources.  

In the case of the resource curse hypothesis, Shahbaz, Destek, Okumus, & Sinha (2019) found 

that while natural resource abundance does contribute to economic growth, natural resource 

dependence usually hampers economic activities, and accordingly, impedes economic growth. 

The results of their study specifically verify that in countries such as Botswana, Cameroon, 

Nigeria and Saudi Arabia, where there is low human capital accumulation, economic activities 

are positively affected by the abundance of natural resources and negatively so when the 

dependence on natural resources increases. Accordingly, they concluded that as the economies 

become dependent on natural resources, mentioned wealth becomes a curse for the economy 

instead of being a blessing if natural resource rents are not transferred to building up 

complementary resources such as increasing the accumulation of human capital. Natural 

resources will, therefore, not benefit countries where governments fail to use natural resource-

based sectors as the leading sectors and use that as a tool for the development of other sectors. 

This finding has been supported by the study of Ayadi (2017) who found out that while natural 

resource endowment is positively related to growth, such contribution is not necessarily 

significant. He revealed that a number of factors may be causing this failure to benefit from 

abundant natural resources. These factors include the mismanagement of resources especially 

during the periods of booms of these resources and the fact that surplus output from these 

resources is mostly squandered on non-productive importations, corruption and consumption. 

There is further concern that poor management of natural resource endowment has been a major 

source of conflicts in resource-rich economies leading to crisis. In this case, there is capacity to 

hinder growth rather than propel it. Finally, the author also noted that resource endowment more 

often than not leads to the abandoning of or failure to develop other sectors and 

overconcentration on resource-rich sectors leading to long term massive unemployment and 

dwindling production of other sectors. 

Another challenge facing resource-rich countries like Namibia is the so called “rent-seeking”. 

Neudorfer (2018) noted that in the absence of democratic institutions and economic 

development, natural resources can be a curse to a country as the government struggles to 

manage corruption that usually follows resources. This is especially the case in countries with 

uneducated communities as individuals compete to accumulate personal wealth at the expense 

of national benefit. 

Sun, Paswan & Tieslau (2016) argued that in order to benefit from resources, natural resource-

rich countries should adopt the resource advantage theory usually employed by companies. 

According to this theory, understanding and developing its resources is critical for a company 

to gain a sustainable competitive advantage in the marketplace. In the same manner, a country 

can utilize its resources to create and sustain its competitive advantages in the world market. 

This can only be achieved if the country is cognizant of its institutions and resources, and it 

takes necessary actions to develop these while using appropriate strategies to be competitive in 

the world market. 
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In summary, literature reveals that the economic performance of a developing country is 

dependent upon the effective management of its resources. However, the complementary 

resources that are necessary to derive economic benefit from natural resources (owned by a 

country) are usually possessed by the private sector. These resources include human capital 

(Barro, 1996; Kurtishi-Kastrati, 2013; Seleteng and Motelle, 2017), entrepreneurship (Naude, 

2008; Schutte and Barkhuizen, 2014) and private sector investment. Namoloh (2017) found that 

there is a positive relationship between investment and economic growth in Namibia. 

Furthermore, in comparison, private investment plays a much larger and more important role in 

the efficient productivity of resources than public investment. At best, public investment has no 

proven significant effect on productivity. It can, therefore, be concluded that there is empirical 

support for the proposition that private investment should be favoured in development (Khan 

and Reinhart, 1990).  

Finally, Kurtishi-Kastrati (2013) found that foreign direct investment when accompanied by a 

level of technological, educational and infrastructure achievement in a developing country, 

other things being equal, gives it a better chance of socio-economic success. 

Understanding PPCs 

PPCs are relatively new and have started to gain momentum in the USA, although for some 

developed and several developing countries, the concept was relatively unfamiliar in the early 

2000s. However, Donahue & Zeckhauser (2006) noted that there is a body of literature on 

similar phenomenon dating back as far as 1961 in several disciplines such as political science, 

public administration, economics and administrative law. 

The normal practice is for government and private sectors to work together usually with one 

party determining the course of the relationship. Such relationships happen in cases of donors 

and philanthropy where the donor sets the objectives of the projects or in PPPs or traditional 

procurement where, usually, the public entity sets the objectives and brings a private actor on 

board to help with the financing or implementation. PPCs are more strategic collaborative 

governance in which both parties have an input in defining not only the means by which an 

objective is achieved but the details of the objective itself. Although this leads to relationships 

that are expected to augment the capacity available for public missions, in terms of financial, 

productivity, or both, and increase the flexibility with which such missions are undertaken, the 

price paid is the resulting lines of authority that are more blurred and far greater strategic 

complexity (Donahue & Zeckhauser 2006). 

Unlike partnerships which are supported by a legal contractual relationship, however, and due 

to the informal nature and lack of structure of these collaborations, there is an increasing 

concern about the governance and management of some of these collaborations (Quélin, 

Kivleniece and Lazzarini, 2017). With informal structure and the possible conflicting interests 

of the parties involved in these collaborations, there is a concern that mutual objectives might 

not be achieved. It is, therefore, of paramount importance that there be mutual trust and an 

ability to develop a shared vision while still providing space for each actor to achieve their 

individual interests (Paulsson et al., 2018). 

Furthermore, while there are challenges with collaborations due to the size of a diverse number 

of involved parties as well as the lack of formal structures, the advantages are also usually seen 

as obvious and include the ability to create common objectives, access to secure application of 

a pool of competencies represented by all organisations, provision of mutual information 

exchange and establishment of procedures that allow organisations to work together in a 

mutually beneficial manner to influence decision making and outcomes (Paulsson et al., 2018). 

Critical Success Factors for PPCs 

The best economic outcome of a country is dependent on the combined involvement of the 

public and private sectors. However, in mixed economies like Namibia, boundaries between 

private and public sectors are not always clearly defined and can be blurred (Pongsiri, 2002). It 

is often noted that while the public sector acts in public interest, the private sector also expects 
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binding government agreement to prevent expropriation and secure long-term maximization of 

wealth. Accordingly, it is very important that a well-defined collaboration framework be put in 

place to ensure that the interests of both parties are protected as they both deploy their resources 

and concentrate on enhancing the performance of the country’s resources. 

It should, however, be noted that achieving collaboration is not as easy as competition.  

Successful collaboration requires a coherent value alignment strategy which includes building 

the trust necessary to share information needed to make better decisions (Erakovich and 

Anderson, 2013).  

Once trust is built, another critical success factor for collaboration is co-ordination and dialogue. 

Lack of co-ordination among parties involved in national programmes, and often insufficient 

dialogue between relevant authorities and private entities who operate in the country can lead 

to lack of emphasis on collaboration and achievement of mutual objectives (Eidhammer, 

Andersen and Johansen, 2016). With lack of co-ordination, operators from the private sector do 

not always understand the national planning processes and on which level of bureaucracy the 

plans are accomplished. Eidhammer et al. (2016), in addition, found another challenge to be the 

fact that more than one government agency is involved in the planning, explanation and 

decision-making processes. Multiple agencies dealing with various matters, complicate the co-

operation between the public and private actors. Eidhammer et al. (2016), however, noted that 

those challenges could be solved by the development of structured plans. Designing and 

implementing a successful PPC strategy would require involvement of all stakeholders in the 

exploitation and planning processes, as well as actors involved in policy development and 

strategic planning processes (Eidhammer et al., 2016). 

Furthermore, for PPCs to be successful, there should be knowledgeable trusted advisors for both 

government and the private sector. Donahue & Zeckhauser (2006) listed some analytics steps 

that government needs to approve and implement before they can entertain collaborations. 

However, they raised concerns regarding the level of analytical skills required to fulfil the role 

of the public sector as these skills are usually possessed by corporate leaders, venture capitalists 

and consultants, and less so by public line managers. Donahue & Zeckhauser (2006) further 

remarked that due to the excess of demand for public value over government’s capacity to 

deliver, collaborative governance is becoming imperative as long as there is a public entity 

robust enough to hold up government's side. In conclusion, Donahue & Zeckhauser (2006, 522)  

stated that: 

“This form of governance (though it entails undeniable risks) promises great benefits, on 

balance, when employed advisedly and managed adroitly. This presents scholars and 

practitioners with an urgent agenda to develop analytical frameworks and management 

tradecraft that can bolster the benefits and curb the costs of the collaborative approach to 

governance.” 

Finally, it should be noted that leadership, inter-dependence and community involvement are 

critical factors to the successful implementation of collaborations (Ramadass, Sambasivan and 

Xavier, 2017). 

PPPs and PPCs in Namibia 

The practice of PPPs and PPCs has not been very common in Namibia. PPPs have been 

implemented to some extent since independence, but the policy framework was only formulated 

in 2014 while the enabling legislation was only enacted into law in the latter part of 2017. 

However, the study thereof to date has also been limited and focused mainly on how PPPs can 

be used to solve the country’s challenges relating to infrastructure development especially in 

the water and electricity sectors. This study will cover available literature in the country to date. 

PPCs and Productivity of a country's resources 

Copenhagen City & Port Development Corporation deployed joint ventures with specialized 

partners, which enabled it to productively employ its assets more than it would have been able 
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to if it acted without those partnerships. This, in turn, helped generate more income for further 

redevelopment and infrastructure investments (Noring, 2000). 

There are three key factors that should be considered if PPP/PPCs are to be engaged as economic 

enablers (Shediac et al., 2008). These factors are 1) The number of PPP projects under way, 2) 

The types of PPP contracts in use and 3) The country’s political and economic policies and 

institutions. Shediac et al. (2008) continued to state that PPP/PPCs cannot be successful in the 

absence of the right framework accompanied by knowledgeable and trusted advisors, for both 

public and private sectors. Evidence gathered by Ruiz-Nunez, Dinthilac, & Wei (2016) clearly 

showed a significant and positive impact of private sector participation in quality of services, 

labour productivity and reduction in technical losses. 

Another positive impact of collaborations lies in capacity building. When public, private and 

not-for-profit organisations bring their individual strengths together and focus on a common 

goal, there are synergies that can be gained so that the combined output of the collaboration is 

greater than the sum of the efforts of the individual organisations (Erakovich and Anderson, 

2013).  

Conceptual Framework 

Uaandja (2017) conducted a study on constraints to implementing PPPs in Namibia. The results 

of that study indicated that 87% of the sample of private and public sector participants believe 

that PPPs are an important tool for the economic development of the country. However, the 

same group also indicated that there are several hindrances to implementing PPPs resulting in 

limited to no progress in such implementation. 

In summary, of the 12 constraints noted, the top 4 low rated constraints (rating of 6.5 and higher 

out of 10 - 1 not an issue and 10 worst) relate to issues that were perceived to be government-

controlled challenges, i.e. Lack of consistency and poor governmental management; Unrealistic 

or unclear government’s criteria for project award; Lack of policy direction among political 

leaders and Policy bias toward traditional public procurement systems over PPPs. These 

constraints were followed by the concern about poor governance and ethical issues. Of the least 

4 rated items which all received an overall rating below 5, two relate to private sector-controlled 

matters i.e. Lack interest from the private sector and Private sector delivery of Public Private 

Partnership and the other two are Macroeconomic and Political stability. In the category of 

other, while a few unrelated items were brought to the fore, the one concern raised by more than 

one respondent relates to the issue of trust between the public and private sectors. 

Following the findings of that study and the introduction to this paper, it is apparent that the 

country is facing serious challenges and that the private and public sectors need to collaborate 

and find ways to solve these challenges together. However, the level of trust between the two 

sectors remains strained as has been demonstrated by the limited implementation of Public 

Private Partnerships despite the introduction of policies in this regard. To determine the reason 

for failure to collaborate, some studies have been made on understanding the constraints to 

implementing PPP in various sectors. However, no comprehensive study that aims to address 

the root cause and propose an alternative approach has been conducted in this regard.  

Accordingly, this proposed study will not only focus on PPPs but will focus on collaboration in 

general and actions that should be taken to improve better working relationship and trust 

between the two sectors. Without building trust between the public and private sectors and 

without a good understanding of what drives the behaviours of each sector, the gap between the 

sectors cannot be bridged. The purpose of this study is to develop an integrated Public-Private 

Collaboration (PPC) Framework to enhance the country resources for Namibia. In particular, 

the study aims to: 

• Determine the allocation of ownership and control of the country’s natural resources 

between the public and the private sectors and the current performance thereof. This 

will be followed by the determination of complementary resources that are a pre-

requisite for exploiting and deriving maximum benefit from the country’s natural 
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resources and the current ownership thereof. Finally, there will be an evaluation of how 

complementary resources can be deployed further to enhance value derived from the 

country’s natural resources; 

• Establish the extent to which the country has implemented PPPs or PPCs to date, the 

successes and/or failures thereof and identify gaps that can be exploited for further 

collaboration between the two sectors; and 

• Identify how further collaboration between the public and private sectors can enhance 

the productivity of the country’s resources and lead to better economic performance of 

the country. 

The specific outcomes of the study will be a detailed framework plotting the natural resources 

owned by the country, identification of what complementary resources are required to derive 

maximum benefit from those resources and the ownership thereof. There will then be 

recommendations of what procedures should be followed to allocate the ownership and/or 

management of those resources based on the competency, qualification, experience and 

ownership of complementary resources. The framework will further indicate the expected 

outcome of the allocations. Each sector should be held accountable for the outcome of the 

resources allocated to them with specific metrics attached to each allocation. 

In order to maintain effective monitoring and evaluation, an agency with representatives from 

both sectors would need to be created. The main responsibilities of that agency will be to co-

ordinate economic activities and create a platform for the public and private sectors to engage 

formally in dialogues and adopt country strategies that will promote efficient management of 

resources and subsequently achieve the country’s social and socio-economic ambitions. Finally, 

the agency will be responsible for periodic review and reporting on the success and/or lack 

thereof for each respective sector. 

 

Discussions 

The triple challenges of inequality, unemployment and poverty that Namibia faces cannot be 

single-handedly solved by the public or private sector. All current indicators point to the fact 

that if the country is to have a breakthrough, leaders cannot continue operating the way they 

have done for the past 30 years since independence. The public and private sectors will have to 

build the necessary trust that will enable them to go beyond building ad-hoc partnerships on 

individual projects, collaborate more and allocate the responsibility and management of certain 

resources to the party most suited to derive maximum benefit for the country. Accordingly, 

there is a need to understand, evaluate and investigate a number of issues such as a) what factors 

determine/influence the country resource performance in general? b) How is the country 

currently performing in managing these resources? c) What is the expected role of each sector 

and how are they currently performing in that regard? and d) What actions should be taken to 

address issues of non-performance and increase the productivity of the country’s resources? 

Finally, from the results of this study, an Integrated PPC Framework to enhance the country’s 

resources will be developed. 

The benefit of the framework developed through this study is that it will help the private and 

public sectors focus on finding solutions that will benefit the country and in turn enable each 

sector to achieve their respective objectives. The framework will set out specific practical steps 

that should be embraced and taken by each sector to ensure that they operate within their limits 

and appreciate that their individual contributions will be monitored, measured and evaluated 

accordingly. This will help create transparency and accountability about the performance of 

each sector not only to each other but also to the nation at large. 
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Conclusions 

This paper provided high-level insight into PPCs and PPPs and outlined the shortcomings of 

PPCs when compared to PPPs especially in relation to the lack of governance structure. The 

review revealed that there are several critical success factors needed for the implementation of 

PPCs. These factors include trust, co-ordination, dialogue and availability of knowledgeable 

advisors for both private and public sectors.  

Finally, the literature was reviewed to determine what it reveals about how PPCs can be used 

as a catalyst for socio economic success. In that regard, there is evidence that PPCs can be 

implemented with success. Such success is noted especially in areas of capacity building, 

quality of services, labour productivity, and reduction in technical losses. 

From the review, there is clear indication that there is a gap in the study of PPC in Namibia, 

especially regarding why there is no collaboration taking place even though both the private 

and public sectors believe that this will help grow the economy. Furthermore, there is an overall 

gap in literature on the significance of PPC on the performance of a country’s resources as most 

studies have been done either at industry/sector or subject matter level.  
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The quest to optimise supply chain performance has attracted many firms to invest in 

enterprise resource planning systems. Yet, several private firms are clustered with 

numerous failures and still underperforming to justify the implementation of these 

systems. Against this background, there is little literature that explicitly addresses the 

role and justifies the investment of enterprise resource systems particularly, in an 

emerging country as South Africa. For this reason, this article investigated the role of 

enterprise resource planning systems in enhancing supply chain performance within the 

private firms in Gauteng. The article is descriptive in nature and based on a survey 

approach conducted among supply chain practitioners in Gauteng, South Africa. Data 

was analysed using descriptive statistics. The principal findings of the study revealed 

that enterprise resource planning systems significantly contribute in enhancing supply 

chain decision making, collaboration and a driving enabler within the private firms` 

performance. These findings provide evidence that the role of enterprise resource 

planning systems is not a myth, but imperative in influencing supply chain performance 

in private firms within Gauteng in their business ventures. 

Keywords: Enterprise resource planning (ERP) systems; supply chain (SC) and supply 

chain management (SCM)  

Introduction 

In the 21st, the promptness of the information flow is becoming more and more important 

(Ociepa-Kubicka 2017:238). Yet to this end, firms today often find it difficult to manage the 

geographically dispersed supply chain (SC) network, and to establish clear communication 

channels and service links between SC networks (Chan, Ip & Lam, 2011:1333). In their quest 

to create value and enhance SC system integration the emergent of enterprise resource planning 

(ERP) systems has enable firms to manage dispersed SC network systems (Bowersox, Closs, 

Cooper & Bowersox 2020:27; Gavidia 2016:99; Lechesa, Seymour & Schuler 2012:152). To 

this end, the use of ERP systems in supply chain management (SCM) has been embraced by 

firms in developing regions, such as Asia, the Middle East and Africa, owing to fierce 

competition (Kaaria & Mwangangi 2017:9; Maguire, Ojiako & Said 2010:88). Therefore, there 

is a growing interest in understanding the reasons behind the investment of ERP systems, 

particularly in South Africa for both researchers and practitioners in SC. 

In South Africa, for example, ERP systems attract many organisations and industry sectors, 

such as manufacturing, construction, aerospace, defence, finance, education, insurance, retail 

and telecommunications (Mbanje & Lunga 2015:103; Mushavhanamadi & Mbohwa 

2013:1630). Essentially, many ERP systems are the cornerstones that enable most firms to 

achieve their business goals and achieve market growth through enhanced productivity, 

customer service and cost reduction (Aburub 2015: 571; Le Roux 2015:68). Meanwhile, 

Alkatheri and Almandeel (2019:11) argued that the success and failures of ERP systems is 

dependent upon the firm`s objectives. From the above facts, it is clearly important to 
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acknowledge that the adopting ERP systems is not a means to an end, but integrated with the 

objectives for a particular organisation. 

To this end, most of the studies on the impact of ERP systems within SC were conducted in 

developed countries within Europe, North America and Asia, to mention a few, yet little and 

recent studies have been done in the emerging countries within Africa. In particular, studies 

conducted by Mukwasi (2012:1) asserted that 70 per cent of the ERP system implementations 

in South Africa do not meet users` expectations and they frequently fail to yield the expected 

benefits. Furthermore, an estimated 90 per cent of ERP deployments are delivered late or they 

run over budget. These systems have not always led to significant organisational enhancement; 

and many projects in which these systems have been implemented turn out to be over budget, 

not on time, and unsuccessful, given the challenges of a lack of knowledge; a lack of skilled 

staff; and a lack of tools (Erasmus, Rothmann & Van Eeden 2015:1; Modimogale & Kroeze 

2011:1).    

There are diverse outcomes of the application and implementation of ERP systems. In this light, 

Iris and Cebeci (2014:262) state that there is a need to be conscious of the reasons why the ERP 

system is required to support SC. Furthermore, Eyitayo (2014:53) asserted that there is a need 

to do more research and develop ERP systems that are more suited for the intended environment 

instead of attempting to customise the people to the system, which is a more difficult process. 

Against this background, it is still ambiguous to assert that ERP systems have a direct effect on 

SC performance (Devaraj, Krajewski & Wei 2007:1199; Su & Yang 2010:93). Hence, it would 

be naïve to conclude that the adoption of ERP systems will guarantee firms to achieve their 

expected outcomes without considering several factors that can affect these systems 

In view of the above, there is a knowledge gap as little and recent studies have been undertaken 

to understand the role of ERP systems to optimise the supply chain performance within the 

private firms from a South African perspective. Again, given the differences of the business 

landscape between developed countries and developing countries, this gap could be addressed 

by explicitly delineating the role of ERP systems in enhancing SC performance from a South 

African perspective. On the same premise, the purpose for this study is to understand the role 

of ERP systems in enhancing supply chain performance within the private firms in Gauteng, 

South Africa. Therefore, before any adoption decision can be made, the study seeks to lend 

credence to the notion that an understanding of the role of ERP systems can enhance SC 

performance within the private firms, particularly in Gauteng.  

The remaining section of the article presents the literature review of ERP systems in SC, 

research method, the findings and discussion as well as the conclusion. 

 

LITERATURE REVIEW  

This section of the article presents a theoretical framework of the use of ERP systems in SC 

environment. It begins with a review on the concept of ERP systems and SCM. This is followed 

with a discussion on the perspectives of ERP systems in enhancing SCM. Lastly, the section 

ends with a discussion on the perspectives of ERP systems in enhancing SCM. 

The concept of ERP and SCM 

Given the rapid changing business environments, technological enhancements and pressure of 

competition, firms are forced to implement ERP systems and integrate their existing 

information systems (Barth & Koch 2019:656; Gavidia 2016:99). From a concept perspective, 

an ERP system is a computerised system that integrates various functions in an organisation, 

and it manages resources throughout the SC (Boateng 2016:222; Sanders 2012:83). In line with 

this notion, Baily, Farmer, Crocker, Jessop & Jones (2015:216) describe an ERP system as a 

multi-mode suite of software that operates on a company-wide basis and is concerned with all 

aspects of the business. The objective of ERP systems is to improve significantly on the non-

holistic nature of earlier organisational information systems (Hawari & Heeks 2010:135). 
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Furthermore, Mushavhanamadi & Mbohwa (2013:1630) state that an ERP provides a 

framework that enables companies around the world to provide the right products of the right 

quality at the right time and the right price. On the same premise, effective adoption of such 

ERP systems is becoming more important than ever before, because these systems are complex 

and require significant investment of capital and time, especially in developing a customised 

ERP system and when undertaking continuous system improvements (Greasley & Wang 

2017:2; Jagoda & Samaranayake 2017:91).  

With regard to SCM, firms cannot be successful if they stand as silos in the business 

environment (Tuan 2016:95). As a result, firms are beginning to realise that, in order to survive, 

improve their performance and remain competitive in the global business environment, they 

must improve not only their individual firm efficiency, but also their whole SC (Iris & Cebeci 

2014:261; Su & Yang 2010:456). An SC consists of all parties that are directly or indirectly 

involved in a set of processes and resources that begins with the sourcing of raw materials and 

concludes with the delivery of final items to meet a customers’ needs (Boateng 2016:533; 

Chopra & Meindl 2013:10). The success of the SC depends a lot on its design and management. 

Horn, Badenhorst-Weiss, Cook, Heckroodt, Howell, Phume & Strydom (2015:13) define SCM 

as a function that links major business functions and processes within and across companies to 

form a cohesive and high-performing business model. Therefore, as a result of its encompassing 

nature and its basis of collaboration and integration between an organisation and its key 

customers and suppliers, SCM is uniquely placed to enable organisations to achieve sustainable 

competitive advantages (Peristeris, Kilbourn & Walters 2015:8-9). 

The perspectives of ERP systems in enhancing SC performance  

Various ways of measuring SC performance are discussed in the literature. The Supply Chain 

Operations Reference (SCOR) model and the Global Supply Chain Forum (GSCF) are the 

common frameworks used to achieve best practices in a business environment (Peristeris et al. 

2015:3). Meanwhile, Bala and Kumar (2011:28) argue that there is no single model that can be 

used to analyse the performance of SC holistically. In the attempt to improve SC performance, 

the quest to measure performance through IT systems as the ERP system in SCs is 

indispensable, because it drives SC excellence and helps the firm to achieve business goals and 

a competitive advantage (Arlbjørn & Lüthje 2012:1061; Chan et al. 2011:1334).  

In the current study, SC performance is viewed as a three-dimensional construct of namely: 

supply chain management decisions (SCMDs); supply chain management collaboration 

(SCMC); and supply chain management drivers (SCMDRs) (Chopra & Meindl 2013:20; Ivanov 

2010:4001; Matopoulos, Vlachopoulou, Manthou & Manos 2007:179; Mbanje & Lunga 

2015:15). As a result, from these viewpoints the study underpins that the measurement 

instruments of SC performance are incorporated into the theoretical framework that can reflect 

the potential role of ERP systems. The specific rationales of the research hypotheses are 

presented in the following section. 

Hypothesis development  

The perceived role of ERP systems in enhancing SC performance is briefly discussed in the 

following sub-sections:  

The perspective of ERP systems in SCMDs 

In this study, the dimension of supply chain management decisions (SCMDs) measures the 

extent to which SCM practitioners perceive strategic, tactical and operational decision-making 

levels. The pursuit for high-performance SCM depends on the ability to regularly comprehend 

SC tactics and strategies through decision-support systems (Liu, Leat, Moizer, Megicks & 

Kasturiratne 2013:2135). More specifically, Dantes and Hasibuan (2011:2) state that every 

technological adoption has an impact on the organisation at all the SCMD levels. In the same 

line, Mushavhanamadi and Mbohwa (2013:1631) asserted that ERP systems are effective 

software that offers a distinct advantage to companies that adopt as they improve decision-

making by providing appropriate and timely information. Contrary, Kambarami, Mhlanga and 
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Chikowore (2012:14) contend that having a good ERP system is essential for any firm, but what 

matters most is which data are being provided to the decision-makers. Meanwhile, Dantes and 

Hasibuan (2011:3) advocate that the competitive advantage of a company is affected more by 

the companies’ business strategy than by the technology it adopts. Based on the arguments 

above, it is imperative to understand the significance of ERP systems to support SCMDs. As a 

result, H1 is proposed: 

H1: The perceived role of ERP systems in SCMDs enhances SC performance.  

The perspective of ERP systems in SCMC  

In this study, the dimension of supply chain management collaboration (SCMC) measures the 

extent to which SCM practitioners perceive the following: customer service and sales; inventory 

management and distribution; manufacturing planning and scheduling; procurement and order 

processing; product design and new product development. Collaboration has become the 

driving force behind effective SCM. As a result of this, the aim of investing in e-business 

technologies is to create a seamless integration of entities in an SC. This calls for the sharing of 

accurate and timely information and the co-ordination of activities between business entities 

(Devaraj et al. 2007:1199; Ivanov 2010:4002; Nagashima, Wehrle, Kerbache & Lassagne 

2015:418). More specifically, companies can develop and foster collaborative relationships 

with suppliers, and outsource the manufacturers and the customers through ERP systems 

(Chopra & Meindl 2013:57; Nagashima et al. 2015:418). This allows firms to provide real-time 

SC information by enabling better inter-firm co-ordination in SC activities. To explain the 

concept of SCMC, the article uses the theories developed by Matopoulos, Vlachopoulou, 

Manthou and Manos (2007:179), who state that a number of collaborative benefits are centred 

on common SCM activities. Figure 1 illustrates the linkage and connection that an ERP system 

has in harnessing SCM collaboration. 

Figure 1: A sample application of an ERP system in SCM collaboration 

 

Source: Adapted from Matopoulos et al. 2007:179 

Figure 1 indicates that the development and application of ERP systems in a firm do not only 

harness SCM collaboration within the firm, but also enables smooth connection and 

communication with the firm’s suppliers and customers. To enhance SCMC, the ERP system 

serves as a database that facilitates consistent and accurate information-sharing on SCM 

activities. As a result, H2 is proposed: 

H2: The perceived role of ERP systems in SCMC enhances SC performance 

The perspective of ERP systems in SCMDRs  

In this study, the dimension of supply chain management drivers (SCMDRs) measures the 

extent to which SCM practitioners perceive the following: facilities, inventory, transportation, 
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information, sourcing and pricing. In line with this notion, Ambe (2012:154) maintains that the 

SCMDRs are essential instruments in determining best practices in SC. The implementation of 

ERP systems aids cross-functional transaction automation, synchronisation and the sharing of 

business processes in real-time, resulting in the compression of delivery speed, reduced order-

cycle times and enhanced efficiency (Wang, Rodrigues & Evans 2015:7). Firms should be able 

to realise these benefits when they adopt ERP systems to optimise and support SC operations 

and any related processes, such as CRM, warehouse management systems (WMSs); 

transportation management systems (TMSs); supplier relationship management (SRM); quality 

management (QM); procurement; production; distribution; and sales (Bowersox et al. 2020:29). 

Therefore, the achievement of optimum SC and improvement in SC performance depend on 

good IT systems such as ERP systems. As a result, H3 is proposed: 

H3: The perceived role of ERP systems in SCMDRs enhances SC performance.  

Drawing from the preceding literature review, a research model is conceptualised in Figure 2. 

The article conceptualises the role of ERP systems in enhancing SC performance as a three-

dimensional construct of supply chain management decisions (SCMDs); supply chain 

management collaboration (SCMC); and supply chain management drivers (SCMDRs).  

Figure 2: Conceptual framework for the study 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Own Compilation 

Based on the review of the salient literature discussed in this sub-section, Figure 1 presents the 

conceptual framework. This research model can be used to describe the role of ERP system in 

enhancing SC performance. In the conceptualised model, the perceived role of ERP systems in 

SCMDs, SCMC and SCMDRs are the predictor variables while SC performance is posited to 

be the outcome variable. 
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RESEARCH METHOD  

Research Design 

This study followed a descriptive research design. Descriptive research describes the 

characteristics of an existing phenomenon by focusing on the events that occur in the present 

(Salkind 2014:74). Given the nature of the closed-ended questions that were used to determine 

the status of whether ERP systems enhance ERP systems, this allowed the researchers to 

describe the perceptions that SCM practitioners have on the phenomenon under study. 

Population, Sampling and Data Collection 

The study used a probability, simple random sampling method (N = 1001) from one of leading 

professional boards of SCM in South Africa. The sample size of (N = 200) was derived from 

the sample calculator, with confidence level = 95% and margin of error = 6% respectively. With 

simple random sampling, each participant has an equal chance of being selected from the 

population, thereby ensuring that the sample would be representative of the entire population 

(Creswell 2013:215; Salkind 2012:96; Saunders et al., 2012:273-274). 

This method provided an opportunity to randomly select the respondents within the different 

industries from the SCM practitioners on the database of the professional body without any bias 

to the research and to make generalisations about the larger group. 

A total of 1001 SCM practitioners were contacted for data collection out of which 205 offered 

completed answers to the questionnaire. In the first month, only 107 SCM practitioners 

responded to the survey questionnaire. Over the next period of six weeks, follow-up emails 

were send to the SCM practitioners after every three weeks interval. After the first reminder, 63 

SCM practitioners responded and after six weeks 35 SCM practitioners responded to the survey 

questionnaire. Out of the 205 returned questionnaires, only 200 completed responses were 

usable. Therefore, yielding the response rate of 20%.  

Measurement instrument 

The development of the measurement instrument was guided by using the literature. To 

comprehend the role of ERP systems in enhancing SC performance, the survey questionnaire 

presented 50 statements measuring the perceived role of ERP systems in SCMDs, SCMC and 

SCMDRs, and SC performance. The respondents were required to indicate the extent of their 

agreement on the given statements, by choosing the appropriate number against each question 

using a five-point Likert scale, where 1 = strongly disagree and 5 = strongly agree. The 

Cronbach`s alpha coefficients were computed, in order to examine the internal consistent 

reliability on the dimensions and subscales of the statements.  

Prior to using a survey questionnaire to collect the data, the researcher firstly did a pilot test to 

ascertain some assessment of the questions` validity and the likely reliability of the data that 

were collected. A total of 20 SCM practitioners without active CIPS membership and details of 

their firms were considered in the pilot test. The purpose of the pilot test was to refine the 

questionnaire; so that the respondents would have no problems in answering the questions; and 

there would be no problem in recording the data (Saunders et al. 2012:451). 

Procedure 

To perform the research, permission was obtained from the University of South Africa`s ethical 

committee, in accordance with the standards of the university. The ethical clearance certificate 

was obtained after the ethics team found the research proposal and research ethics application 

to be satisfactory. Prior to this, the SCM professional body supplied the researcher with a letter 

confirming the permission to conduct the study in their organisation. The respondents were 

informed that participation is voluntary; and therefore, no gifts, nor compensation, were given 

to the respondents. There were no penalties; should the respondents wished to withdraw at any 

time in the survey. 
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Data analysis 

The data collected were analysed by using descriptive statistical analysis and inferential 

statistical analysis. The data analysis was done to preserve the uniqueness of each participant’s 

experience, while permitting an understanding of the phenomenon under study. To understand 

how SC performance can be enhanced, the study used descriptive statistical analysis to assess 

the perceived role of ERP systems and the dimensions of SC performance namely: SCMDs, 

SCMC and SCMDRs. In addition, inferential statistics was conducted by using multiple-

regression analysis to make predictions on the perceptions that SCM practitioners have on the 

use of ERP systems.  

For the purpose of this study, R2 value larger than 0.50 (large effect) at p ≤ (Millsap & Maydeu-

Olivares 2009:292) were considered as practically significant. Furthermore, the coefficients of 

the R2 indicated the degree of the ‘goodness of fit’ for the estimated multiple-regression 

equation. Prior to performing the regression analysis, the collinearity tests were examined to 

make sure that the zero-order correlations were below the level of concern (r ≥ 90), that the 

variance inflation factors did not exceed 10, and that the tolerance values were close to 1.0 

(Hair, Black, Babin & Anderson, 2010:225). Prior to the analysis, the data had to be coded; 

since the study had adopted a quantitative analysis approach by using MS Excel spreadsheet. 

Finally, the data was analysed according to the requirement of each statistical analysis by using 

the Statistical Package for the Social Sciences (SPSS) programme.  

 

RESULTS AND DISCUSSION  

Descriptive statistical analysis 

This section presents a summary of the role of ERP systems in enhancing SC performance by 

integrating the findings of the empirical study with the theories of the literature review. As 

discussed earlier, the role of ERP systems in enhancing SC performance was conceptualised as 

a three-dimensional construct of SCMDs, SCMC and SCMDRs.  

The responses are arranged with their respective scores of mean (M) and standard deviation 

(SD) in the following subsections. Table 1 shows a summary of the descriptive statistics from 

the perspectives of respondents on the role of ERP systems in enhancing SC performance where 

M=Mean, SD= Standard Deviation and α= Cronbach alpha coefficients. 

Table 1: The role of ERP systems in enhancing SC performance 

Variables M SD α 

Overall SCMDs 3.89 0.81 0.96 

Strategy 3.83 0.87 0.89 

Tactical 3.90 0.87 0.91 

Operation 3.93 0.86 0.90 

Overall SCMC 3.75 0.77 0.97 

Customer, supply, demand 3.84 0.80 0.85 

Customer service 3.83 0.83 0.86 

Inventory management and distribution 3.64 0.86 0.88 

Manufacturing, planning and scheduling 3.73 0.85 0.75 

Procurement, ordering and processing 3.75 0.87 0.75 

Product designing and new products 3.63 0.83 0.85 
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Overall SCMDRs 3.70 0.82 0.98 

Facilities 3.87 0.81 0.78 

Inventory 3.74 0.89 0.90 

Transportation 3.58 0.91 0.93 

Information 3.79 0.88 0.91 

Sourcing 3.71 0.88 0.90 

Pricing 3.63 0.89 0.89 

Source: Calculated from survey results 

With reference to Table 1, the three-dimensional constructs of SCMDs, SCMC and SCMDRs 

are further discussed in the subsections to address the role of ERP systems in enhancing SC 

performance. 

Supply chain management decisions (SCMDs) 

As can be observed in Table 1, the study obtained relatively the highest score on SCMDs with 

operations (M =3.93; SD = 0.86) variable and the lowest for SCMDs with strategy (M = 3.83; 

SD = 0.87) variable. The sample of respondents obtained the mean score for SCMDs with 

tactical (M = 3.90; SD = 0.87) variable. The respondents’ overall perception on SCMDs was 

also relatively high (M = 3.89; SD = 0.81). The results reveal that respondents recognise the 

role of ERP systems in enhancing the dimensions of SCMDs to be sequentially significant from 

the operational level to the tactical level and finally to the strategic level. This suggests that the 

respondents perceive that ERP systems are significant for the short-term decisions and day-to-

day activities. The respondents perceive ERP systems to play a significant role in arranging, 

implementing and organising SCMDs.  

These findings mirror those of Dantes and Hasibuan (2011:4), who find that most of the SAP 

ERP modules predominantly support the company’s operational level to elevate productivity 

and lower the operational costs. Similarly, Baymout (2014:6) and Ivanov (2010:4002) indicate 

that the implementation of ERP systems enhances the co-ordination of decisions in SCM to 

mitigate uncertainty with the help of synchronising information flows from the point-of-sale up 

to the raw material suppliers and material flows. These findings are supported by those of 

Bowersox et al. (2020:32) and Liu et al. (2013:2135), who indicate that high-performance SCM 

requires regular comprehensive analyses of SC tactics and strategies through the decision-

support systems. This implies that an ERP system is the most effective software that offers a 

distinct advantage to those companies that adopt them for improving their decision-making 

process by providing appropriate and timely information at all SCMD levels (Dantes & 

Hasibuan 2011:2; Mushavhanamadi & Mbohwa, 2013:1631). Meanwhile, Kambarami et al. 

(2012:14) advocated that having a good ERP system is absolutely essential for any firm, but 

eventually what matters most is which data are being provided to the decision-makers. 

Therefore, from the results, this study confirms and supports the hypothesis H1 that perceive 

the role of ERP systems to be significant in SCMDs, and consequently enhances SC 

performance. 

Supply chain management collaboration (SCMC) 

The respondents’ overall perception on SCMC was relatively high (M = 3.75; SD = 0.77). The 

sample of respondents obtained the highest score on SCMC with customers, supply and demand 

(M = 3.84; SD = 0.80) variable and the lowest for SCMC with product, designing and new 

product (M = 3.63; SD = 0.83) variable respectively. Sequentially, the results indicate that the 

respondents acknowledge that ERP systems play a significant role in harnessing SCMC from 

the variable of customers supply and demand; customer services; procurement, ordering and 

processing; manufacturing, planning and scheduling; inventory, management and distribution; 

and product design and new products.  
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This in turn suggests that ERP systems give respondents the opportunity to participate 

collaboratively in the harnessing of SCM activities. This can be explained by the fact that ERP 

systems are the enablers of SCMC as they break down silos and self-centred thinking in the 

value chain, thus ensuring the creation of a shared vision for sustainable long-term, win-win 

partnerships (Boateng 2016:534; Ivanov 2010:4002; Matopoulos et al. 2007:179). This finding 

corroborates those of Chopra and Meindl (2013:57) and Musyimi and Okelo-Odongo 

(2015:24), who state that ERP systems provide for the transactional tracking and global 

visibility of information from within a company and across its supply chain, which in turn can 

enhance efficiency through integration and the sharing of business processes in real-time. In 

contrast, Matopoulos et al. (2007:179) argue that if collaborators find it difficult to integrate 

their ERP systems, it may lead to an increased complexity in technology integration; and 

therefore, it can terminate any collaboration ventures. Similarly, Prajogo and Olhager 

(2012:515) assert that over-reliance on technology without the willingness to share critical SC 

information will prevent firms from achieving meaningful connections and fail to produce 

SCMC. 

The results show that respondents perceive and acknowledge the significance of ERP systems 

for SCMC activities aimed at satisfying customers’ needs by having products available and 

delivered on time. These findings uphold those of Baymout (2014:13), who indicates that ERP 

systems can facilitate the integration of upstream and downstream activities; and they promote 

collaboration between stakeholders by aiding the greater visibility of products along the SC. 

Subsequent studies by Kambarami et al. (2012:2) and Forslund (2010:354), show that corporate 

computing with ERP systems allows companies to implement a single integrated system by re-

engineering their mostly incompatible legacy information systems; and shift the focus from 

internal optimisation to external relationships.  

Furthermore, Wu and Barnes (2011:256) contend that companies must be aligned with their 

supply partners to streamline their operations. They must work together to achieve the necessary 

levels of agility throughout the entire SC - and not just within an individual company. Therefore, 

from the results, this study confirms and supports the hypothesis H2 that perceived the role of 

ERP systems to be significant towards the variables of SCMC, and consequently enhances SC 

performance.  

Supply chain management drivers (SCMDRs) 

As can be observed in table 1, the study obtained relatively the highest score on SCMDRs with 

facilities (M = 3.87; SD = 0.81) variable and the lowest for SCMDRs with transportation (M = 

3.58; SD = 0.91) variable respectively. The respondents’ overall perception on SCMDRs was 

also relatively high (M = 3.70; SD = 0.82). Sequentially, the results indicate that respondents 

acknowledge that ERP systems play a significant role in SCMDRs from the variable of 

facilities; information; inventory; sourcing; pricing and transportation. This in turn suggests that 

the respondents perceive that the ERP systems provide them with a system framework for the 

type of decision-making that integrates drivers, such as transport, inventory, trade-off 

inventorying cost and service in the supply chain. These findings are consistent with those of 

Bányai (2014:11), Chopra and Meindl (2013:70), Mbanje and Lunga (2015:15) and Shakantu, 

Tookey, Muya and Bowen (2007:106), who have found that the alignment of an individual 

business strategy is achieved through the proper deployment of SCMDRs - with the assistance 

of ERP systems - to manage the material, information flows; to monitor SC performance on a 

real-time basis; to identify potential operational bottlenecks; and to take timely corrective action 

within the organisation and throughout the SC. 

These findings are supported by those of Chopra and Meindl (2013:500–501), who indicate that 

determining the location, capacity and schedules of a facility requires the use of IT systems to 

capture and analyse information, which can have a significant impact on a firm`s performance. 

In this regard, Bowersox et al. (2020:33) and Helo and Szekely (2005:12) advocate that SCM 

software applications, such as ERP systems, can optimise and support SC operations and related 

processes, such as WMSs; TMS; SRM; QM; procurement; production; distribution; sales; and 
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CRM. Furthermore, Horn et al. (2015:189) state that an ERP system provides a mechanism for 

SC members to share information so that scarce resources can be fully utilised to meet demand.  

Similarly, Baymout (2014:13) highlights that ERP systems are designed to enhance the 

management of inventories, to determine the best delivery routes and to configure the whole 

SC network, such as the number and location of production and distribution units of the 

SCMDRs. There is clear evidence that respondents perceive the role of ERP systems to be 

significant, as it enables them to execute decisions effectively, including decisions about 

transportation, inventory, sourcing, facilities, information and pricing to drive the SC positively. 

Therefore, from the results, this study confirms and supports the hypothesis H3 that perceive 

the role of ERP systems to be significant in SCMDRs, and consequently enhances SC 

performance. 

Based on the findings, it can be deduced that the respondents recognise that the role of ERP 

systems in enhancing the dimension of SCMDs is sequentially significant - from the operational 

level to the tactical level and finally to the strategic level. This suggests that the respondents 

perceive that ERP systems are significant for short-term decisions and day-to-day activities. 

These findings mirror those of Dantes and Hasibuan (2011:4), who state that most of the SAP 

ERP modules predominantly support the companies’ operational level to improve productivity 

and lower operational costs. Therefore, these findings confirm that most of the respondents 

acknowledge the important role that ERP systems play in SCMDs by influencing SC 

performance.   

Concerning SCMC, the results indicate that the respondents acknowledge the role of ERP 

systems to be significant as they give SCM practitioners with the opportunity to collaborate and 

harness SCM activities. These findings are supported by those of Prajogo and Olhager 

(2012:515), who indicated that ERP systems allow firms to provide real-time SC information 

by enabling better inter-firms co-ordination in SC activities. Hence, this propels a positive 

relationship between SCM integration and performance. Therefore, these findings imply that 

most of the respondents acknowledge the role of ERP systems in enhancing SCMC and 

influence the SC performance positively.  

With regard to SCMDRs, the results indicate that respondents acknowledge the role of ERP 

systems to be significant in SCMDRs. These findings are consistent with those of Chopra and 

Meindl (2013:70), Mbanje and Lunga (2015:15) and Shakantu et al. (2007: 106), who state that 

the alignment of an individual business strategy is achieved through the proper deployment of 

SCMDRs – with the assistance of ERP systems - to manage materials, information flows and 

the monitoring SC performance on a real-time basis. 

Inferential statistics analysis 

With reference to Table 2, Table 3 and Table 4, the results of the multiple regression analysis 

were presented and summarised to establish whether the variables of SCMDs, SCMC and 

SCMDRs are predictors of each other in the use of ERP systems.  

SCMDs and SCMDRs as predictors of SCMC 

The discussions in this sub-section were drawn from Table 2 to establish whether the variables 

of SCMDs and SCMDRs are predictors of SCMC.  

Table 2: Multiple regressions: SCMDs and SCMDRs as predictors of SCMC. 

MODEL (SCM-C) B Standard 

error 

Beta t P F R R2 

Step 1 (constant) 4.16 1.78  2.34 0.00 96.57*** 0.82 0.81 

Strategic level 0.51 0.26 0.12 1.96 0.05    

Tactical level 0.46 0.29 0.11 1.61 0.10    

Operational level 0.25 0.28 0.06 0.89 0.37    
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Facilities 0.04 0.49 0.15 2.04 0.04    

Inventory 0.15 0.39 0.04 0.38 0.70    

Transportation 0.49 0.21 0.16 2.35 0.02    

Information 0.54 0,32 0.13 1.68 0.09    

Sourcing 0.57 0.32 0.14 1.61 0.11    

Pricing 0.48 0.35 0.12 1.71 0.09    

Source: Calculated from survey results 

Table 2 depicts the first regression model; and it shows that the model was statistically 

significant (Fp ≤ 0.05). The model accounted for 81% (R2= 0.81: overall SCMDs and SCMDRs 

of the variance in the SCMC variables). As can be seen in this model, transportation (β = 0.16; 

p = 0.002), facilities (β = 0.15; p = 0.004) and strategic level (β = 0.12; p = 0.002) acted as 

significant positive predictors of the overall SCMC, with transportation, facilities and strategic 

level contributing the most towards explaining the variance in SCMC variables. 

The results showed that SCMDs (strategic) and SCMDRs (transportation, facilities, information 

and pricing) significantly and positively predictors of SCMC. This result suggests that SCM 

practitioners perceive the strategic decision level to provide the direction and scope of 

organisation over a long-term, perceived also a higher level of transportation, facilities, 

information and pricing, thereby achieving the collaborative objectives of the entire SC 

environment in the use of ERP systems. The findings imply that the variables of SCMDs and 

SCMDRs are important in enhancing SCMC, thereby this outcome contributes in establishing 

the relationship between ERP systems and SC performance. 

These findings are in line with those of Su and Yang (2010.92) who found that strategic 

decisions contribute to the benefits of ERP, which include building external linkages, extending 

the value chain and improve the firms’ ability to make important integration decisions. 

Furthermore, Wang et al. (2015:7) and Musyimi and Okelo-Odongo (2015:24) indicated that 

ERP systems aid cross-functional transaction automation, synchronisation and sharing of 

business processes in real-time resulting in compression of delivery speed, reduced order cycle 

times and enhance efficiency. Therefore, the ability to acknowledge the significance of inter-

firm collaboration through IT systems as ERP systems will enhance joint decision making 

between firms (Kim & Lee, 2010:958). Hence, the results suggest that the variables of SCMDs 

and SCMDRs are predictors of SCMC to enhance SC performance in the use of ERP systems. 

SCMC and SCMDRs as predictors of SCMDs  

The discussions in this sub-section were drawn from Table 3 to establish whether the variables 

of SCMC and SCMDRs are predictors of SCMDs.  

Table 3: Multiple regressions: SCMC and SCMDRs as predictors of SCMDs. 

MODEL(SCM-D) B Standard 

error 

Beta t P F R R2 

Step 1 (constant) 4.02 1.48  2.71 0.00 40.97*** 0.72 0.71 

Customer, supply & 

demand 

0.77 0.26 0.26 2.96 0.04    

Customer service 0.05 0.27 0.02 0.17 0.86    

Inventory 0.12 0.40 0.03 0.29 0.77    

Manufacturing 0.44 0.43 0.10 1.01 0.31    

Procurement 0.30 0.38 0.07 0.80 0.43    

Product 0.14 0.30 0.05 0.47 0.64    
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Facilities 0.93 0.42 0.21 2.21 0.03    

Inventory 0.21 0,33 0.08 0.63 0.53    

Transportation 0.01 0.18 0.00 1.61 0.96    

Information 0.45 0.28 0.16 0.03 0.09    

Sourcing -

0.34 

0.29 -0.12 -

1.64 

0.10    

Pricing 0.24 0.24 0.09 1.02 0.25    

Source: Calculated from survey results 

Table 3 displays the first regression model and shows that the model was statistically significant 

(Fp ≤ .05). The model accounted for 71% (R2= 0.71: overall SCMC and SCMDRs of the 

variance in the SCMDs variables). As can be seen in this model, customer, supply and demand 

(β = 0.26; p = 0.04), facilities (β = 0.21; p = 0.03) and manufacturing (β = 0.12; p = 0.31) acted 

as significant positive predictors of the overall SCMDs, with customer, supply and demand, 

facilities and manufacturing contributing the most towards explaining the variance in SCMDs 

variable. 

The results reveal that SCMC (product, design and new product; customer supply and demand 

and procurement) and SCMDRs are closely associated and positively predictors of SCMDs in 

the use of ERP systems. The results suggest that higher level of product, design and new 

product; customer supply and demand and procurement are associated with higher levels of 

facilities; information; inventory; sourcing; pricing; and transportation which determine and 

support SCMD across the SC when it comes to the use of ERP systems. These findings 

corroborate with those of Baymout (2014:19), who found that adding SCM into an ERP system 

enables firms to integrate their business processes with other firms in SC hence, this is because 

once integrated, the firm has at their hands all the valuable information they need to make 

strategic decisions.  

On the same premise, studies by Su and Yang (2010.92) indicated that the managerial benefits 

of ERP, which include better resource management and improved decision-making and 

planning, performance improvement, partnership management, scheduling, and quality 

management, are the most important factors impacting the operational process of SCM. 

Therefore, this result suggests that the variables of SCMC and SCMDRs are important in 

enhancing SCMDs in the use of ERP systems; therefore, this outcome contributes in 

establishing the relationship between ERP systems and SC performance. 

SCMDs and SCMC as predictors of SCMDRs  

The discussions in this sub-section were drawn from Table 4 to establish whether the variables 

of SCMDs and SCMC are predictors of SCMDRs. 

Table 4: Multiple regressions: SCMDs and SCMC as predictors of SCMDRs. 

MODEL (SCM-

DRIVERS) 

B Standard 

error 

Beta t P F R R2 

Step 1 (constant) 2.20 2.37  0.93 0.35 101.03*** 0.83 0.82 

Strategic level 0.42 0.35 0.07 1.18 0.24    

Tactical level 0.46 0.38 0.08 1.21 0.23    

Operational level 0.33 0.37 0.07 0.90 0.37    

Customer, supply 

& demand 

1.08 0.42 0.17 2.55 0.01    

Customer service 0.71 0.42 0.12 1.67 0.10    
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Inventory 1.05 0.62 0.12 1.69 0.54    

Manufacturing 0.43 0.71 0.05 0.61 0.09    

Procurement 1.33 0.58 0.15 2.27 0.02    

Product 1.16 0.47 0.19 2.47 0.02    

Source: Calculated from survey results 

Table 4 displays the first regression model; and it shows that the model was statistically 

significant (Fp ≤ 0.05). The model accounted for 82% (R2= 0.82: overall SCMDs and SCMC 

of the variance in the SCMDRs` variables). As can be seen in this model, product (β = 0.19; p 

= 0.002), customer, supply and demand (β = 0.17; p = 0.01) and procurement (β = 0.15; p = 

0.02) acted as significant positive predictors of the overall SCM drivers, with product, customer, 

supply and demand and procurement contributing the most towards explaining the variance in 

SCM drivers’ variability. 

The results revealed that the variables of SCMC (customer, supply and demand) and SCMDs 

are positively and significantly predictors of SCMDRs (facilities and information) in the use of 

ERP systems. Respondents perceived that a high level of customer, supply and demand, 

facilities and information is associated with a higher level of operational, tactical and strategic 

decisions. This result suggests that the variables of SCMDs and SCMC are important in 

enhancing SCMDRs; therefore this outcome contributes to establishing more understanding on 

the relationship between ERP systems and SC performance.  

Based on the summaries of the results indicated in Table 2, Table 3 and Table 4, where multiple 

regression analysis was conducted to establish the level of association for SCMDs, SCMC and 

SCMDRs, the results indicated that the dimensions of SC performance and their variables are 

predictors to each other on the usage of ERP systems. This finding further implies that there is 

a significant association and link between the perceived role of ERP systems and SC 

performance. These findings were similar to those studies conducted by Ince, Imamoglu, 

Keskin, Akgun & Efe (2013:1131-1132) who posits that the success in increasing SC 

performance and competitive advantage is established on effective SCM practices and ERP 

systems; because they occur simultaneously; and they affect each other positively. For instance, 

Shatat and Udin (2012:594) found that ERP systems predict the organisational performance. In 

a subsequent study, Voulgaris et al. (2015:112) asserted that the performance of ERP adopters 

is superior to that of the non-adopters from a financial perspective. Therefore, in comparison to 

these past studies, the findings generated in this study demonstrate that there is a significant and 

unique contribution of each independent variable to the prediction of SC performance in the 

usage of ERP systems.  

 

CONCLUSION  

The implementation of ERP systems alone cannot enhance SC performance to its optimum 

without full understanding of how the dimensions of SC performance can affect each other. For 

this reason, this study was conducted to clarify the role of ERP systems in enhancing SC 

performance by using a quantitative approach and descriptive research design among SC 

practitioners within a leading SCM professional body in Gauteng. A survey questionnaire was 

used. To understand SC performance, the study used a three-dimensional construct of (SCMDs, 

SCMC and SCMDRs) as measures in the usage of ERP systems. Throughout the study, the 

results confirm that the respondents perceive the role of ERP systems to be significant on the 

variables of SCMDs, SCMC and SCMDRs. This implies that the implementation of ERP 

systems has a definitive contribution to enhance SC performance within the firms. In the same 

vein, the findings of this study provided evidence that there is a positive level of association 

between the dimensions of SC performance and they can make predictions in the use of ERP 

systems.   
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Firms can implement, apply and use ERP systems successfully in their SCM practices. 

However, it is imperative for SCM practitioners to understand the role of ERP systems in their 

SCM environment to ensure that they are able to successfully implement them in a way that 

will promote their business operations. This research article adds value to the existing literature 

by providing insights on how SCM practitioners perceive the role of ERP systems in enhancing 

SC performance in Gauteng. Firms stand a great chance to leverage the best from ERP systems 

in their SC practices. Meanwhile, further research can still be done on a broader sample size in 

the other sectors such as the public enterprises to gain more insight into the role of ERP systems 

in enhancing SC performance. Again, a framework can be developed for adopting ERP systems 

that can be suitable for both private and public institutions considering appropriate factors and 

measurement constructs that can fit the SC environment of a developing country, such as South 

Africa. This could enable SC practitioners make long-term positive contributions to transform 

their entire business ventures.   
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CONSTRUCTION PROJECTS 
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Mega construction projects are characterised by cost overruns despite project 

management measures in place. Many studies were conducted to determine the critical 

success factors for construction projects. This study has identified 9 areas associated 

with critical success factors, i.e. Project team skills and competency, Financial 

Management, Resource Management, Contracts management, Project management, 

Management support and innovation, Stakeholder management, Knowledge 

management, and Partnerships. On the other hand, other studies were conducted to 

investigate the determinants of project cost overruns. The top three determinants of the 

cost overruns are schedule delay, improper planning and scheduling, and frequent 

design changes. However, there is no study that integrates the determinants of cost 

overruns with critical success factors across the project life cycle. This study identifies 

specific critical success factors contributing to poor performance of construction 

projects and the determinants of the project cost overruns. By developing a conceptual 

framework that integrates the critical success factors with the project cost overruns 

during all project phases, this study fills an existing gap in the project management 

knowledge regarding the lack of understanding of the determinants of cost overruns 

and associated critical success factors during the life cycle of the project. From practice 

perspective, the framework will assist project management personnel to determine 

critical success factors and the determinants of cost overruns to develop better tools to 

manage projects.  

Keywords: Cost overruns, mega projects, critical success factors, construction 

Introduction 

Mega infrastructure project is often characterised by cost overruns and delays in completing 

project activities. Some of the root causes include delayed access to construction site, visual 

design scope of the work, interface issues and project stability related issues. The root causes 

are often factored into project performance areas called critical success factors (CSFs). The 

CSFs were originally applied in management and organisational strategies. Bullen & Rockart 

(1981) define CSFs as “the few key areas of activity in which favourable results are absolutely 

necessary for a particular manager to reach his goals”. 

For project management discipline the CSFs are the areas of activity that are critical and require 

the project manager or the project team to have appropriate information to determine the 

progress in each activity throughout project life cycle (Tshehla, 2019). The CSFs can assist the 

project team to deploy resources on the activities that are critical to the success of the project. 

They can also assist the project team to address emerging risks in a timely manner. Identifying 

and managing CSFs will assist the project team to address the determinants or root causes of 

project cost overruns. Successful projects should fulfil the goal of triple project constraints, i.e. 

cost, time and scope (PMI, 2013). 
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Literature Review 

There are a number of project attributes that can make a project successful and potentially 

reduce the severity of project cost overruns. These attributes are often referred to as critical 

success factors (CSFs). From project management context, CSFs are project characteristics or 

conditions that could lead to project cost overruns if not properly managed. 

Labour productivity has been identified as one of the most important factors in reducing cost 

overruns. For example, Alaghbari, Al-sakkaf, & Sultan (2019) studied the factors affecting 

construction labour productivity in Yemen. Alaghbari et al. (2019) identified five factors as 

being critical for labour productivity, i.e. labour experience and skills, availability of materials 

on site, leadership and efficiency in site management, availability of materials in the market, 

and political and security situations. Labour productivity factor cuts across all other CSFs 

identified in the literature (see table 1 below). 

Labour productivity has an influence on the constructability of the project scope. 

Constructability deals with alternative construction methods that are efficient and time 

effective. Skilled and experienced project team should be in a position to know how best to 

execute the scope and how best to procure material on the project site. In most of the cases 

project teams do not have a measure of labour productivity and this is one of the contributors 

of cost overruns. Construction projects are experiencing significantly higher labour costs as 

compared to the cost associated with physical completion of construction activities. 

The literature review for this study identified 30 critical success factors which are categorised 

into nine areas. 

Table 1 Ccritical Success Factors 
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Project team skills and Competency 

Construction projects teams are expected to possess adequate knowledge and skills in project 

management. Knowledge and skills should be complemented by the conduct of the project team. 

This means a clearly defined roles and responsibilities for these resources. Key to the successful 

completion of the project is adequate leadership of the project manager.  

A number of studies have identified competency of project resources as one of the critical 

success factors for successful projects (Chileshe & Haupt, 2005; Koutsikouri, Austin, & Dainty, 

2008; Li, Song, Sang, Chen, & Liu, 2019;Nguyen et al., 2004; Sinesilassie, Zafar, Tabish, & 

Jha, 2017; Sinesilassie, Tripathi,Tabishi, & Jha, 2019;Zuo et al., 2018; Yong & Mustaffa, 2012). 

Competency is also extended to the project owner. A competent project owner will be fully 

committed to the success of the project and resolve issues on a timely manner. Commitment 

and the competency of the project owner was also identified as a critical success factor for the 

project team (Sinesilassie et al.,2017; Li et al., 2019). The commitment from the project owner 

will ensure adequate skilling and resourcing of the project team. It will also give assurance to 

the project stakeholders that the project will be managed efficiently, and management will 

provide adequate support to the project team. 

Project manager’s performance and knowledge will ensure that the project is managed within 

cost and schedule (Sinesilassie et al., 2017; Li et al.,2019). This means minimal cost overruns 

for the project. 

Financial Management 

Viability of the project is dependent on proper and detailed cost estimation. Poor cost estimation 

leads to cost overruns and poor workmanship. Cost overruns include cost understatements in 

initial project proposals and escalation of commitment to projects when initial actual costs turn 

out to be higher than expected (Brȕggen & Luft, 2016; Gunduz & Maki, 2018).  

Critical success factors include financial capability, budgeting management, costing and value 

of the project (Chan & Adabre, 2019; Chan, Chan, Lam, & Wong, 2010; Gupta, Gupta, & 

Agrawal, 2013; Meeampol & Ogunlana, 2006; Nguyen et al.,2004; Shokri-ghasabeh & 

Chileshe, 2016; Silverio-fernandez & Renukappa, 2019). 

Resource Management 

Planning for resource management will ensure timely deployment of material and labour 

throughout the project lice cycle. One of the strategies to overcome cost overruns is to prepare 

a detailed material schedule planning in accordance with the scope of works to prevent 

premature material delivery to site (Keng, Mansor & Ching, 2018).  One of the causes of cost 

overruns identified by Gunduz & Maki (2018) is improper planning and scheduling. Planning 

for material delivery on project site should be aligned with the construction schedule. If the two 

are not aligned, then there is an additional cost for storage and preservation. In addition, cost 

associated with the extension of warranty of the equipment must be considered.  

Adequate planning for the deployment of labour is required throughout the project life cycle 

and there must be instruments to measure labour productivity.  

Factors that are critical to labour productivity include labour experience and skills, availability 

of materials on site, leadership and efficiency in site management, availability of materials in 

the market, and political and security situations (Alaghbari et al., 2019).  Poor human resource 

management was identified as a contributing factor for schedule performance of Ethiopian 

public construction project (Sinesilassie et al.,2017). 

Critical success factors for resource management include human resource management and 

construction resource management (Chileshe & Kikwasi, 2014; Tripathi & Jha, 2018; 

Meeampol & Ogunlana,2006; Nguyen et al., 2004; Sinesilassie et al.,2017; Srinivasan & 

Dhivya, 2019; Yong & Mustaffa, 2012). 
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Contracts Management 

Contracts management integrates technical aspects of the project (project management) and 

legal aspects of the project (the actual contract). Often these items are treated separately and 

individually. Project manager and the project team should be conversant with contracts 

management. Adequate skills in contracts management will reduce the number of claims 

submitted by contractors. Some of the causes of contractor claims are external risk (socio-

political risks, economic risks, and natural hazards), clients’ organizational behaviour (untimely 

payment, change orders, and inefficient processing), and project definition in contract (unclear 

scope of works, and unclear technical specification) (Shen, Tang, Yu, Duffield, Hui, Wei & 

Fang, 2017). 

The most significant cost overrun factors identified by Gunduz & Maki (2018) are schedule 

delay, improper planning and scheduling and frequent design changes. These are prominent 

causes of construction claims.  Understanding how these factors interactively lead to claims can 

help contracting parties to develop effective claims management strategies, proactively mitigate 

project risks, and ultimately improve project performance (Shen et al., 2017). 

There is very limited literature on the critical success factors for contracts management. 

For an example, the critical success factors under contracts management include concession 

agreement, selection of concessionaire and long-term commitment (Cheng & Li, 2001; Gupta 

et al., 2012). The critical success factor under this category should include the selection and 

management of construction contracts, skills and competency of the project team.  

Project Management 

Project managers and project team are required to be conversant with the triple constraints of 

project management (management of scope, cost and schedule). For an example, time 

measurement was identified as one of the critical success factors for affordable housing projects 

(Chan & Adabre, 2019). 

Most of the cost overruns occur during the planning stages up to the final design and are related 

to design changes and increases in the amount of inputs needed (Lind & Brunes, 2015).  

Sinesilassie et al. (2019) identified scope clarity as a critical success factor for public 

construction projects. The scope should be well-defined before the contractor mobilise 

resources to construction site and it should be documented in the contract documents or the 

project brief (Chan et al., 2010). This will ensure proper project co-ordination, controls and 

planning (Toor & Ogunlana, 2009; Li et al., 2019; Chan & Adabre, 2019). The critical success 

factors for project management are: scope clarity, planning and control, co-ordination, time 

management, construction methods, project risk management (Chan & Adabre, 2019; Chan et 

al., 2010; Cheng & Li, 2001; Chileshe et al., 2014; Jefferies et al., 2014; Li et al., 2019; Kassem 

et al., 2019; Koutsikouri et al., 2008; Meeampol & Ogunlana, 2006; Shokri-Ghasabeh & 

Chileshe, 2016; Silverio-Fernandez et al., 2019; Sinesilassie et al., 2019; Srinivasan &  Dhivya, 

2019;Toor & Ogunlana, 2009; Wu et al., 2017). 

Management support and innovation 

Senior management are expected to show commitment, provide support and leadership 

throughout the project life cycle. For an example, Cheng & Li (2001) identified the support of 

top management as a critical success factor for construction partnering. Critical success factors 

for management support and innovation are organisational structure, involvement of 

client/contractor, and management support (Toor & Ogunlana, 2009; Chan et al., 2010; 

Koutsikouri et al., 2008; Cheng & Li, 2001; Silverio-Fernandez et al., 2019; Srinivasan & 

Dhivya, 2019). 

Stakeholder Management 

Stakeholder management plan is required to identify stakeholders, manage stakeholder 

engagement and updating the stakeholders with the progress of the project. Stakeholder 
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engagement will ensure smooth running of the project and minimise other risk that might 

emerge during the project life cycle. This requires structures to be in place to manage conflict 

among project stakeholders (Sinesilassie et al., 2017). The project structure should allow for 

communication and cooperation among project stakeholders (Li et al., 2019). The critical 

success factors for stakeholder management are conflict management, communication, 

participation, and customer service (Chan & Adabre, 2019; Cheng & Li, 2001; Meeampol & 

Ogunlana, 2006; Sinesilassie et al., 2017; Srinivasan & Dhivya, 2019). 

Knowledge Management 

Knowledge management facilitates the sharing of information among project owners to avoid 

repeating similar mistakes as experienced by other projects.  Continuous improvement and 

learning climate were identified as critical success factors for knowledge management (Cheng 

& Li, 2001; Jefferies et al., 2014; Lindhard & Larsen, 2016). 

Partnerships 

Complex construction projects require partnering arrangement. This includes project 

configurations structures such as joint ventures, subcontracting, management oversight 

company and any form of structure that delegates certain project responsibilities to other party 

other than the project owner. Partnership is one of the risks mitigating strategies for construction 

projects. Risk could be due to lack of financial management or inadequate skilling on the 

project. Critical success factors for partnerships include: partnership experience, partnership 

expertise, partnership structure, risk sharing (Ahmadabadi & Heravi, 2019; Chan, Chan, Lam, 

& Wong, 2010; Jefferies, Brewer, & Gajendran, 2014; Jefferies, Marcus; Gameson & 

Rowlinson, 2002; Sinesilassie, Tripathi,Tabishi, & Jha,  2019). 

 

Discussions 

The critical success factors identified through literature review were grouped into nine areas, 

i.e. Project team skills and competency, Financial Management, Resource Management, 

Contracts management, Project management, Management support and innovation, Stakeholder 

management, Knowledge management, and Partnerships. These factors must be managed 

properly to minimise the impact of cost overruns. In their study of the causes of cost overrun in 

building construction projects, Keng et al. (2018) identified design changes and project delays 

as the main contributors of cost overruns. This is consistent with Gunduz & Maki (2018) whose 

study identified three most significant cost overrun factors being schedule delay, improper 

planning and scheduling and frequent design changes. Meanwhile cost overrun factors 

identified by Brȕggen & Luft (2016) include cost understatements in initial project proposal 

and escalation of commitment to project when initial actual cost is higher than expected. This 

could be attributed to lack of clarity on project scope and the design changes associated with 

scope changes. This in turn leads to the extension of time for the completion of the project. In 

their study on the influence of contractual claims on the performance of construction projects 

in Nigeria, Ujene & Edike (2016) found that extra-work, change orders and delay/extension 

claims are most frequent contributors to cost overruns.  

The assessment of claims requires an understanding of the contract conditions and clauses 

associated with the entitlement of the claim. Hadikusumo & Tobgay (2015) categorised claims 

into change claims and impact claims. Their study found that the cause of claims was 

predominantly due to differing site conditions (55% of claim amount), which resulted in both 

changes and delays that led to several claims. Claims analysis should not only be based on the 

entitlement alone, but root cause analysis should be carried out to assess the extent of the claim. 

Lind & Brunes (2015) suggest a framework that focuses on descriptive part and an explanatory 

part of the claim, the descriptive part covers two dimensions, where the first is when during the 

process the cost overrun occurs and the second is which part of the cost function has changed: 

is it changes in the product (scope changes, quality changes), changes in the amount of inputs 
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needed or changes in the price of the inputs. This type of assessment is important more 

especially if there are interface issues among contractors working on the same area (site). Poor 

co-ordination of interfacing contract work affects the constructability due to delayed access and 

configuration of the works for the contractor that access the site late. Design changes affect the 

scope of work and the completion time for the project. Managing design changes will 

significantly reduce the project cost overruns.  

Proposed model for the determinants of project costs overruns should be integrated with the 

critical success factors for construction projects.  

Managing construction projects in line with the proposed conceptual model (figure 1) will 

ensure project success. The first step in the model is the identification and ranking of the CSFs. 

The CSFs should be monitored throughout the project life cycle. The ranking of the CSF is also 

a continuous process which should be managed throughout the project life cycle. The ranking 

of the CSFs will change throughout the project life cycle. This is dependent on how the project 

is dealing with emerging risks and how these risks are aligned with the CSFs.  

The second step is the identification of the determinants of the cost overruns and aligning them 

with the CSFs. The two steps are dependent on each other. The determinants of cost overruns 

should inform the CSFs. Managing both CSFs and the determinants of cost overruns 

simultaneously will lead to an effective control of the triple constraints (cost, scope and 

schedule).  

The third step is to ensure that the triple constraints of the project are managed and controlled 

through the determinants of the cost overruns. The last step is the project success and it is 

dependent on proper control of the triple constraints. Going through the process throughout the 

project life cycle will ensure minimum project risk and it will increase the chances of project 

success. 

 

Figure 1 Conceptual Model to manage cost overruns for construction projects 

 

Conclusions 

Managing construction project within the triple constraints (scope, cost and time) requires 

adequate knowledge of the critical success factors. These factors must be ranked according to 

their contribution to overall project delivery. It was further established that design changes are 

one of the determinants of cost overrun. Design changes affect scope and delayed project 

completion time. This leads to claims for both extension of time and the physical completion of 

the project in terms of material and labour. To minimise cost overruns, project team should 

adequately identify critical success factors and align them with the determinants of costs 

overruns. Doing this process on a continuous basis throughout the project life cycle will ensure 
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project success. This requires implementation of project governance structure to deal with 

monitoring and control of the project. Monitoring and control should document lessons learnt 

and there should be improvement throughout the project life cycle.  
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Enterprise risk management (ERM) is the most popular tool to manage risk within an 

organisation. ERM is a coordinated program that addresses the impact of organisation 

objectives, key dependencies, opportunities and interrelated risk. A successful ERM 

program is fundamental in protecting companies from failure by providing reasonable 

assurance that significant risks have been reduced. Risks can be reduced through 

effective controls. When the shareholder, board of directors, management and risk 

practitioners of companies take an explicit cognisance and appreciation of such a 

program, they can protect companies from failure and facilitate company’s overall 

performance. This study is a systematic literature review on the Critical Success Factors 

for Enterprise Risk Management. The literature review identified 14 critical success 

factors (CSFs) associated with ERM. These CSFs are dependent on the three integrants 

of ERM, i.e. ERM posture, ERM process and ERM assurance. However, there is no 

study that integrates ERM program to align the risks from organisational and 

operational levels. By developing a conceptual framework that integrates the ERM 

program with the CSFs to preserve organisational value, this study fills an existing gap 

in the prisk management knowledge regarding the lack of understanding of the ERM 

program and associated critical success factors applied continuously throughout the 

value chain of the organisation. From practice perspective, the framework will assist 

organisations to determine critical success factors and the integrants of the ERM 

program to develop better tools preserve the organisational value. 

Keywords: Enterprise Risk Management, Critical Success Factors 

Introduction 

The adoption and implementation of risk management has been popular for most organisations 

in recent years. This was important in order to safeguard organisations against possible failures. 

Subsequently, organisations that deployed risk management have established risk management 

governance structures, the risk management strategies, frameworks and policies. In addition, 

the risk registers focusing on the organization's strategic objectives or outcomes have been 

documented as a reflection of initiatives reflective of the adoption and implementation of risk 

management. 

However, despite these key risk management initiatives having been deployed in most 

organisations, there are still numerous risk management failures that are eminent. These include 

variance between strategic and operational level practices in managing risk. Other studies have 

also identified the failure to consider risk management as a phenomena with both social and 

technical considerations (Jean-Jules and Vicente, 2020); the lack of robustness, disaster 

readiness and inability to provide resilience on the part of the risk management programs 

(Cairns-Gallimore and Motion, 2019); and the over management and under management of 

risks due to lack of total risk aggregation (Jankensgård, 2019).  
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The risk failures hinder risk management programs from facilitating the attainment of an 

understanding of the actual risks that an organisation is exposed to. It is supposed to be received 

by all key stakeholders such as the board of directors and management. This is critical in 

ensuring appropriate responses are undertaken by these key stakeholders in order to avoid risk 

management failure. 

 

Literature Review 

Studies within the risk management effectiveness focus area tend to examine the organisational 

performance and/or value generation effects of risk management. This focus area has been 

researched extensively (Kommunuri et al., 2015; Pagach and Warr, 2010; Yaraghi and Langhe, 

2011; Quon, Zeghal and Maingot, 2012; Gatzert and Martin, 2013; Lundqvist, 2014; Yegon, 

Mouni and Wanjau, 2014; Alawattegama, 2017; Meidell and Kaarbøe, 2017; Olayinka et al., 

2017; Ping and Muthuveloo, 2017; Soliman and Adam, 2017; Brockett, 2017; Florio and Leoni, 

2017; Lechner and Gatzert, 2018; Nasir, 2018; Annamalah et al., 2018; Anton, 2018; Fletcher 

and Abbas, 2018; Altanashat, Dubai and Alhety, 2019; Silva, Fernandes and Chan, 2019; 

Bohnert et al., 2019). Although numerous studies have been conducted in this focus area, 

inconsistent results have been found by these studies on how risk management affects 

organisational performance or value generation.  

Studies within the risk management design focus area have investigated architecture of the risk 

management programs in line with the regulatory environment, internal factors, ownership 

structure, firm and industry- related characteristics factors, and how these contribute to the risk 

management design choices (Paape and Speklé, 2012). A study such as Mcshane and Mcshane 

(2018) falls within the risk management design focus area since it examined the evolution of 

risk management and how this influences the ‘personality’ of the risk management program. In 

addition, other studies such as Didi-quvane, Smuts and Matthee (2019) falls within this focus 

area and assessed risk management capabilities and an appropriate risk management design for 

responsive organisations, whilst a study by Zungu (2018) focused on the risk management 

program quality. Although previous studies within the risk management design focus area have 

addressed key issues such as critical success factors (CSFs) for risk management in various 

contexts such as the Chinese Construction companies (Zhao, Hwang, Low, et al., 2014), the 

responsive and transformative companies (Didi-quvane, Smuts and Matthee, 2019), 

international construction companies (Zhao, Hwang and Low, 2015; Zhao, 2015), South 

African financial services industry (Gibson, 2012), Thailand financial industry (Ranong and 

Phuenngam, 2009) ,financial and non-financial contexts of USA and Europe (Oliveira et al., 

2019), various Swedish corporations (Yaraghi and Langhe, 2011), and for projects (Kikwasi, 

2018). These studies did not develop a CSFs driven ERM model in a clear classification 

belonging to ERM posture, process and assurance integrant. This classification is important 

since each integrant is a responsibility of differing stakeholders, whether board of directors, 

management and/or risk practitioners. 

Studies within the risk maturity focus area are those that investigated the level of the 

organisation's consistency with risk management fundamentals and advanced techniques. These 

studies tend to develop and suggest frameworks for risk management maturity and risk 

management assessment (Zhao et al., 2014; Ngwenya, 2017; le Roux, 2016). Although these 

studies focused more on the risk management maturity models instead of the risk management 

theoretical framework, they would benefit from a CSFs based ERM model. This model also 

aims at facilitating prioritization of ERM initiatives in order for key stakeholders such as the 

board of directors and management to make decision that will protect the organisation's value, 

improve risk maturity and company performance. 

Studies that focused on Risk Management implementation generally have an objective of 

investigating how the adoption or implementation was executed within organisations, and 

whether this contributes to a successful risk management program. Studies in this focus area 

therefore tend to examine factors such as the extent of risk management implementation, and 
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its challenges (Ahmad, Ng and Mc Manus, 2014; Fraser and Simkins, 2016; Aleisa, 2018). 

However, these studies are limited since they did not consider the critical initiatives within the 

frameworks of the risk management program that were key in driving the success of the 

implementation of risk management programs 

CSFs for ERM posture 

This study refers to ERM posture as an integrant of the ERM program comprising of ERM 

strategy (Hopkin,2018:215), ERM principles and framework (Didi-quvane, Smuts and Matthee, 

2019; ISO31000:2018; Fraser and Simkins, 2016), ERM policy (Fraser and Simkins, 2016), 

ERM culture, Risk Appetite, ERM maturity, ERM change management and ERM governance 

(Fraser and Simkins, 2016). This is where the support of the ERM program by the board and 

management through resources, tone from the top and integration of ERM into decision making 

is pivotal for the success of the program (Hopkins, 2018:286). Various studies have identified 

the CSFs for ERM that relate to posture such as: improved decision making (Zhao, 2015; 

Gibson, 2012; Didi-quvane, Smuts and Matthee, 2019); greater management consensus (Zhao, 

2015); commitment of the board and senior management (Ranong and Phuenngam, 2009; 

Oliveira et al., 2019; Zhao et al., 2014; Zhao, 2015; Yaraghi and Langhe, 2011; Kikwasi, 2018). 

These may be summarised as tone and commitment from the top. 

In addition, previous studies have also identified ERM CSFs that relate to the corporate strategy 

and the business model such as: competitive advantage through ERM (Zhao, 2015); reduced 

earnings volatility through ERM (Zhao, 2015); improved control of an enterprise over its 

projects through ERM (Zhao, 2015); increased profitability and earning (Zhao, 2015); reduced 

costs and losses (Zhao, 2015); better resource allocation (Gibson, 2012; Zhao, 2015; Zhao et 

al., 2014; Oliveira et al., 2019; Yaraghi and Langhe, 2011; Kikwasi, 2018); improved clients’ 

satisfaction through ERM (Zhao, 2015); goals and objectives of the organization (Zhao et al., 

2014; Kikwasi, 2018); business type (Yaraghi and Langhe, 2011); the external environment  

(Yaraghi and Langhe, 2011; Kikwasi, 2018); general management skills  (Yaraghi and Langhe, 

2011), organizational structure (Gibson, 2012; Yaraghi and Langhe, 2011; Ranong and 

Phuenngam, 2009; Kikwasi, 2018), customer requirements (Kikwasi, 2018), management 

priorities, (Kikwasi, 2018). 

Others studies also addressed issues that are relevant to ERM culture such as: risk appetite and 

tolerance (Zhao et al., 2014; Gibson, 2012;Oliveira et al., 2019), awareness and risk culture 

(Oliveira et al., 2019; Ranong and Phuenngam, 2009; Zhao et al., 2014), training programmes 

for ERM (Zhao et al., 2014; Ranong and Phuenngam, 2009), formalized key risk indicators 

(Zhao et al., 2014; Didi-quvane, Smuts and Matthee, 2019), integration of ERM into business 

processes (Zhao et al., 2014), a common risk language (Zhao et al., 2014), responsibility job 

design and descriptions and also level of employee involvement in Risk Management System 

(Yaraghi and Langhe, 2011), reward and recognition system strategy in respect of ERM 

(Yaraghi and Langhe, 2011),  well-defined and clearly understood vision, mission, and long-

term strategy toward risk management in the organization (Yaraghi and Langhe, 2011), team-

building, existence of developed teams and teamwork spirit within the organization (Gibson, 

2012; Yaraghi and Langhe, 2011; Kikwasi, 2018), education competence, awareness, training, 

and education  (Yaraghi and Langhe, 2011; Kikwasi, 2018), leadership characteristics of risk 

and top managers (Yaraghi and Langhe, 2011; Kikwasi, 2018), organizational culture, staff 

morale and commitment (Gibson, 2012; Ranong and Phuenngam, 2009; Yaraghi and Langhe, 

2011), having documented risk management policy or guidelines (Gibson, 2012; Kikwasi, 

2018); trust (Kikwasi, 2018; Ranong and Phuenngam, 2009), cooperative culture (Kikwasi, 

2018), impact for environment (Kikwasi, 2018), change management (Gibson, 2012;Didi-

quvane, Smuts and Matthee, 2019). 

However, these studies on ERM posture are limited since they did not address the need for CSFs 

based ERM governance or demonstrate how to derive such. Moreover, these studies did not 

address reputational risk management which is also of strategic nature. 



21st ACADEMY OF AFRICAN BUSINESS AND DEVELOPMENT CONFERENCE 

MAY 2021   286 

 

CSFs for ERM process 

The ERM process entails the identification, analysis, evaluation, risk response strategies, risk 

monitoring and risk communication. This is referred to as risk management process within the 

ISO 31000:2018 standard. Previous studies on CSFs for ERM identified the systems related 

aspect of the ERM process such as: advances in information technology and information 

technology infrastructure (Kikwasi, 2018; Ranong and Phuenngam, 2009) and issues of 

resilience such business continuity management (Didi-quvane, Smuts and Matthee, 2019). 

Additionally, previous studies also identified the assessments related aspect of the ERM process 

such as broader scope of risk (Zhao, 2015); risk identification, analysis and response (Zhao et 

al., 2014; Oliveira et al., 2019; Gibson, 2012); iterative and dynamic ERM process steps (Zhao 

et al., 2014); leveraging risks as opportunities  (Zhao et al., 2014); focal point for ERM process 

(Oliveira et al., 2019; Yaraghi and Langhe, 2011); seizing opportunities (Oliveira et al., 2019), 

documentation (Oliveira et al., 2019); process design (Oliveira et al., 2019; Kikwasi, 2018); 

effective usage of methods and tools (Kikwasi, 2018). 

Finally, previous studies on CSFs for ERM identified the communications and monitoring 

related aspect of the ERM process such as: risk communication (Ranong and Phuenngam, 2009; 

Zhao et al., 2014; Oliveira et al., 2019; Kikwasi, 2018; Gibson, 2012); monitoring, review and 

improvement of ERM framework (Zhao et al., 2014; Oliveira et al., 2019; Kikwasi, 2018). 

These studies are however limited since they do not prove guidelines on how an effective and 

efficient ERM process can be implemented. Additionally, these studies do not identify the ERM 

champions and ERM operational committees, which are also key in the ERM process. 

CSFs for ERM assurance 

An integration of ERM items such as a review and expert opinion on ERM, make up what this 

study refers to as ERM assurance. This study found a need to add this integrant to the ERM 

operational model since there ought to be assurance provided to the ERM program in order to 

ensure its continuous improvement. Previous studies have identified CFSs for ERM assurance 

such as increased management accountability (Zhao, 2015), non-mandatory reports or standards 

(Zhao, 2015; Kikwasi, 2018), legal and regulatory compliance requirements (Oliveira et al., 

2019; Yaraghi and Langhe, 2011; Kikwasi, 2018), usage of consultant for  ERM (Gibson, 2012; 

Kikwasi, 2018), end-user input (Gibson, 2012), internal audit control throughout 

implementation (Gibson, 2012), and vendor support and past experience (Gibson, 2012). These 

studies are however limited since they do not provide a guideline on how to determine CSFs 

for ERM assurance.  Additionally, these studies did not address the external audit role on ERM, 

as well as the inclusivity aspects of ERM such as ERM reporting to stakeholders.   

Conceptual Model for ERM 

There are 14 CSFs for ERM identified by the literature review.  These factors are dependent on 

the three integrants of the ERM. The integrants are ERM posture, ERM process and ERM 

assurance. Proposed model for the determinants of the CSFs for ERM should be integrated with 

the three integrants.  

Managing ERM in line with the proposed conceptual model (figure 1) will ensure company 

performance and value preservation. The first step in the model is to set up the ERM program 

in terms of the three integrants of ERM. This should be monitored and applied throughout the 

value chain of the organisation or the business. 

The second step is the identification of the CSFs for each integrant. For ERM posture, these 

factors relate to the measurement of success in respect of how the board of directors ensured 

effective and efficient governance of ERM. For ERM process, these factors relate to the 

measurement of success in respect of effective and efficient implementation of the ISO 

31000:2018 standards in respect of principles, framework and process. And ERM assurance, 
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these factors relate the measurement of success in respect of effective and efficient ERM review 

and monitoring. 

The third step is the integration of all the CSFs into the measurement tool for company 

performance and value protection. This last step is important as it provides a control and 

monitoring tool for company performance.  

Going through this process continuously throughout the value chain will ensure minimum risk 

exposure to the organisation and the value of the company will also be preserved. 

Figure 1: CSFs based ERM model (Researcher’s Own Compilation based on ISO 31000:2018) 

 

 

Conclusions 

This study identified three integrants of ERM, which are ERM posture, ERM process and ERM 

assurance. The CSFs driven ERM posture recommends for board of directors, management and 

risk management practitioners to seek to implement factors that allow effective and efficient 

governance and oversight of risk management. These are factors such as: tone and commitment 

from the top, ERM culture, corporate strategy and business model.  

In respect of ERM process, board of directors, management and risk management practitioners 

seek to implement factors that allow effective and efficient implementation of the ERM 

principles, process and framework as outlined in the ISO 31000:2018. These are factors such 

as advances in information technology and information technology infrastructure; Risk and 

opportunity identification, analysis, response, monitoring, communications; effective usage of 

methods and tools; ERM structures such as risk champions and ERM operational committees; 

and Business Continuity management.  

In respect of ERM assurance, board of directors, management and risk management 

practitioners seek to implement factors that allow effective and efficient review and monitoring 

of ERM implementation. These are factors such as non-mandatory reports or standards to both 

internal and external stakeholders; adherence of ERM to legal and regulatory compliance 

requirements; usage of consultant(s) for ERM; and internal and external audit review on ERM. 
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 State-Owned Enterprises (SOEs) are established to meet social and economic goals 

which, includes economic growth, job creation, enterprise development and innovation. 

In South Africa, SOEs include Majors SOEs that can be partially or fully owned by the 

government. The Major SOEs are classified as Schedule 2 SOEs and are also referred 

to as Commercial SOEs.  These SOEs have the biggest obligation to effectively manage 

their finances in order to remain financially self-sustainable. However, most are 

characterised by poor leadership, mismanagement of funds, debt burdens and constant 

under-performance. As a result, they no longer contribute effectively to their social, 

economic and developmental mandates, and thus remain loss-making and over reliant 

on frequent government bailouts. Many studies have been conducted on the 

sustainability and performance of SOEs. However, no study was ever conducted on the 

funding models and procurement management of commercial SOEs in South Africa. 

Furthermore, studies conducted on commercial SOEs with Private sector participation 

(PSP) and their likelihood to either outperform or underperform government owned 

SOEs remain limited. This paper argues that ineffective procurement management 

practices and funding models are central to the poor performance and financial 

instability of Major SOEs. As a solution, study used a content analysis research method 

to develop a conceptual framework, aimed at assisting managers and policy makers 

when making critical decisions regarding commercial SOEs. The paper concludes that 

government funding and guarantees should be reserved for developmental objectives 

and capital investments, while internally generated profits used to fund operations. 

Keywords: Financial sustainability, funding models, procurement legislations, 

procurement management, State owned enterprises (SOEs) 

Introduction 

State-Owned Enterprises (SOEs) are typically institutions that exist to achieve a mix of 

industrial policies, social and commercial objectives (Landoni, 2018). In most countries, 

including South Africa, SOEs in strategic sectors such as infrastructure, manufacturing, energy 

transport, defence, are perceived as critical mechanisms to assist governments to achieve 

economic growth and to accelerate global expansion (Mashamaite and Raseala, 2018). In South 

Africa, SOEs are governed by Public Finance Management Act (PFMA) to avoid 

mismanagement of government funds (PFMA section 66 (3)). The PFMA lists approximately 

300 public organisations consisting of 9 constitutional institutions, 21 major public entities, 153 

national public entities, 26 national government business enterprises, 72 provincial public 

entities, and 18 provincial government business enterprises. Constitutional institutions are listed 

as Schedule 1 organisations, major public entities as Schedule 2 organisations, and the 

remainder as Schedule 3 organisations (Mashamaite and Raseala, 2018). Major SOEs have 

more autonomy than any other SOEs and also have the far-reaching  powers to lend and borrow 
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and to operate as commercial SOEs, engaging in economic activities in markets where 

competition occurs. These Major SOEs are also referred to as Commercial SOEs, and defined 

as “SOEs that are fully owned by the government but operate as profit-making businesses 

(Christiansen, 2013). The Department of Public Enterprises (DPE) is the largest department 

responsible for most of the Major SOEs in strategic sectors. As a result, the focus of this paper 

is on selected major SOEs under the management of the DPE.  The DPE has oversight 

responsibility for six of the major SOEs namely Alexkor (diamonds), Denel (military equip-

ment), Eskom (electricity generation), South African Express Airways, South African Airways 

(SAA), South African Forestry Company (SAFCOL) (forestry), and Transnet (transportation). 

These SOEs employ approximately 105,000 people with fixed investment estimated at 19% of 

the GDP (Madumi, 2018).  

Despite the continuous financial support from government in the past, major SOEs in South 

Africa have proven to be financially unsustainable and loss making (Eshun and Amoako-

Tuffour, 2016), with signs of soft-budget constraints that include but not limited to high 

operating costs, increasing debt, loan guarantees and low investments, particularly innovation 

(Huang, Kabir and Zhang, 2018). In the 2019 budget speech, the minister of finance announced 

that “Cabinet is considering a proposal to end the issuing of government guarantees for 

operational purposes” (Mboweni, 2019). This decision poses a risk to the financial sustainability 

for major SOEs that are still relying on the government support in the form of guarantees to 

maintain their operations. The non-compliances towards applicable legislation and policies 

requirements is also becoming burdensome despite the SA National Treasury’s (NT) efforts in 

increasing procurement controls to contain uneconomical spend. Furthermore, the South 

African government have put pressures on SOEs to improve their procurement management 

and service delivery (Setino and Ambe, 2016) since the procurement and contract management 

accounts for significant portion of these non-compliances (Van Zyl, 2019). This has led to the 

identification of E-procurement as a tool with the capability to enable operational efficiencies 

through cost reduction and increased transparency (Anthony, 2018).  

The main legislations that drive SOEs include but not limited to: 

• Public Finance Management Act (PFMA)  

Similar to Nigeria’s Public Procurement Act, 2007 (PPA), which aims to establish and sustain 

an efficient procurement system that meets international best practices and also ensure 

transparency, efficiency, competition, integrity and value for money (Muhammad, Adamu and 

Ladi, 2015), the PFMA requires businesses to establish an appropriate procurement system 

which is fair, equitable, transparent, competitive and cost effective (National treasury, 1999). 

• Preferential Procurement Policy Framework Act 5 of 2000 (PPPFA)  

An Act established by the PFMA as a regulatory framework for Supply Chain Management 

(SCM), to implement preferential procurement policies. 

• Broad-based Black Economic Empowerment Act 53 of 2003 (B-BBEE)  

Act which aims to promote broad-based and effective participation of black people in the SA 

economy. B-BBEE is measured through the B-BBEE scorecard, where the levels 1 indicate 

good performance while level 9 indicate poor performance (DTI, 2019). 

Schedule 2 SOEs are mandatory to comply to these legislations to ensure financial sustainability 

and to be less reliable from government on bailouts and liquidity injections. 

 

Literature Review 

Funding models and financial sustainability 

Financial performance is the achievement of the company's economic performance for a 

sustained period entailing the collection and allocation of funds and it is measured by 

investments, efficiency, and profitability (Fatihudin, Jusni and Mochklas, 2018). According to 

Matar and Eneizan (2018) companies with sustainable financial performance are those 
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companies that have proven capability to effectively and efficiently utilise company resources. 

Sustainability, is perceived as a businesses’ long-term survival in global competitive markets, 

while taking responsibility to external needs (Bateh and State, 2014). Financial sustainability is 

thus defined as “the company's ability to manage and control its own resources to meet the 

needs of the present without compromising the future of the business” (Assagaf and Ali 2017). 

Imhanzenobe (2019) defines financial sustainability as “the ability of a project, a program or an 

organization to maintain effective sources of funding in order to provide the required products 

and/or services to customers over time and can be evaluated through profitability, liquidity, 

efficiency, and effectiveness. This study is aligned to all the definitions of financial 

sustainability that puts emphasis on the maintenance of healthy finances now and in the future.  

Major SOEs in South Africa have three main sources of funding namely revenue, borrowings 

and shareholder support. Government guarantees remains the most commonly used and crucial 

funding model that enable SOEs to participate in both the domestic and international market 

using the guarantee as security (Sadiki, 2015). In 2019, Government guarantees for Schedule 2 

SOEs amount to R529.4 billion, which translates to approximately 16.8% of the country’s gross 

domestic product (GDP) (Statistics SA, 2019). In 2019, Eskom alone accounted for 55.7 % of 

the guarantees. At the end of the financial year end 2018/2019, government funding for Transnet 

and Denel was reported at approximately R4 billion, while to Eskom and SAA were reported at 

R350 billion and R38 billion respectively  (National Treasury Republic of South Africa, 2018). 

SA’s innovation leader in advanced systems technology reported a sharp decline in R&D 

investments between the years 2016/17 (R609m), 2017/18 (R769m) and 2018/2019 (R108m) 

(Denel Group, 2019).  

The dual mandate instructed to schedule 2 SOEs contributes to decreasing profits, caused by 

Principal-Agent Problems, where the SOE leadership fails to balance business interests with 

those of the government resulting in social and development initiatives being funded by profits 

(Denel Group, 2019).  

 Data from annual reports of SOEs shows that between 2017 and 2019 only one of the Schedule 

2 SOEs under study was profitable. Both commercial and developmental goals were not 

achieved by other SOEs under the study. The overall analysis that the presence of the 

government as the majority shareholder has negative consequences, leaving little room for 

improvement in operations (Tomasic and Xiong, 2017). 

Project procurement management 

Procurement project management is “the process necessary to acquire products and/or services 

needed to ensure project success (Project Management Institude, 2017). This process includes 

procurement tendering, contracting and supplier outsourcing. According to Nganu and 

Mwangangi (2019), project success is determined by reduced procurement delays, costs and 

bureaucratic procedures with long chains of command. Research affirms the importance of an 

effective supplier selection process when outsourcing suppliers, as another contributor to  
project success (Mgawe and Masanja, 2018). Wahaj et al. (2017) agrees that the choice of a 

suitable supplier and procurement process contributes to customer satisfaction and project 

success making the supplier tender management and supplier outsourcing processes essential in 

project success (Borges de Araújo, Alencar, and Mota, 2017). Due to the significant influence 

that suppliers have on the project delays and costs, many public companies have adopted the 

supplier tender management procedure, a process for selecting suitable contractors and 

obtaining from them an acceptable offer upon which a contract can established (Ibem and 

Laryea, 2016).  

Some organisations have gone a step further to introduce E-procurement system as new form 

of integrating and automating procurement processes, including the tender process, to improve 

project delivery performance (Oladimeji and Olusegun, 2018). The automation of the tender 

management process is referred to as the E-tendering process. Similar to a typical tendering 

process, the E-tender process consists of seven major activities, including: (i) pre-qualification 

and registration; (ii) public invitation to tender; (iii) tender submission; (iv) close of tender; (v) 
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tender evaluation; (vi) award of contract; and (vii) archiving of tender documents (Ibem and 

Laryea, 2016). Through the E-tender process, the South African government enforces 

transparency, fair competition and cost competitiveness (National treasury, 2016), by 

demanding all SOEs to invite as many suppliers as possible when outsourcing or contracting 

out work. Other SOEs globally have also adopted E-procurement as a means of reaching a 

broader supplier market while resulting in reduced costs and the selection of competent 

suppliers (Oladimeji and Olusegun, 2018). E-Procurement forms an integral part of the financial 

management system in SA, since it contributes towards costs reduction and increased 

transparency in the selection of suppliers.  

Major SOEs have reported increasing inventory cost at 40% of current assets (Denel Group, 

2019, Eskom Holdings Ltd, 2019), while another SOEs indicated significant inventory write-

offs in the prior years (Transnet, 2019). Increasing inventory not only contributes to the 

operational costs, but also signals major challenges in the procurement management practices. 

Through the national treasury, the SA government strives to reduce costs in procurement by 

automating and digitalizing public procurement through the use of e-Tender, and also centralise 

sourcing through the use of the central supplier database (CSD). 95 000 suppliers have 

registered on the CSD and the estimated cost saving for government is R350 million, achieved 

mainly through eliminating duplication in the registration of suppliers (SCM Review update, 

2016). E-Tender Publication Portal is expected to save the Government R25 billion a year over 

the next three years, of a government procurement budget of about R500 billion a year.  

There is a positive growth in E-procurement applications, spanning across transactional and 

strategic sourcing activities (Ali Qalati et al., 2019). However, in spite of this growth and 

anticipated benefits, SA has not fully migrated to E-procurement system (Kramer, 2016). 

Submission of tenders remain manual and paper-based (Sirengo and Ndolo, 2019). The 

interrupted electricity supply resulting from Eskom’s load shedding is assumed to be a major 

contributor to SA not taking full advantage of the end to end procurement system. The 

assumption is consistent with Kramer, (2016), who states that the transitioning of procurement 

to electronic and digital platforms, requires government to ensure that basic infrastructure, such 

as electricity supply, is dependable. 

Preferred procurement legislations 

In order to advance political and transformational goals, the PPPFA legislation requires all 

public and private sector companies to give preference to preferred suppliers such as historically 

disadvantaged individuals (HDI) and local suppliers in their procurement contracts (National 

Treasury, 2017). Some international state governments in developing countries have adopted 

preferential procurement (PP) policies to benefit suppliers located within their borders 

(Abutabenjeh, Gordon and Mengistun, 2017). In these counties, PP policies are referred to as 

in-state preference policies and have similar mandates of accelerating the economic growth, 

particularly for the local government, (Abutabenjeh, Gordon and Mengistu, 2018).  

Advocates of PP emphasise the fact that such policies stimulate the economy and, as a result, 

improve the well-being and advancement of the collective  interests of business partners and the 

local society at large (Abutabenjeh, Gordon and Mengistun, 2017). According to findings from 

Shelton and Minniti (2018) preferential procurement programs have demonstrated to be 

successful for Black and Hispanic minority entrepreneurs seeking to expand their product 

market access. The findings support the PPPFA in the assumption that small enterprises tend to 

rely on SOEs instead of private businesses because of the greater resource support and lower 

potential discrimination as a result of preferred procurement programs. Other advocates support 

the “infant industry protection” argument that developing countries require time to develop 

manufacturing sector before the sector can compete with established industries in developed 

countries. Infant industry protection is necessary to enhance enterprise or supplier 

development”, where governments through, preferential treatment provide financial support 

and market access to ensure that small enterprises thrive (Israel  and Kazungu, 2019).  
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Opponents of PP argue that because preferential treatment policies oppose the open market 

principles and open competition in the marketplace, global supply chains opportunities might 

be sacrificed (Abutabenjeh, Gordon and Mengistu, 2018). Formal policies employed by 

government to promote political objectives often discriminate against foreign businesses (Israel 

and Kazungu, 2019). In Ghana, preferential treatment towards local businesses and SMMEs is 

based  on Section 60 of the Public Procurement Act No. 663 (PPA, 2003) and has  disadvantages 

over foreign competitors during the procurement tender process for the same products and 

services. The SA government encourages preferential procurement despite the disadvantages 

indicated by literature. In the amended BBBEE scorecard, procurement spends on ESD 
accounts for about 40 points of the total 105 points (DTI, 2019). The ESD element incorporates 

preferential procurement (PP) whereby SOEs are required to spend on goods  and services from 

preferred suppliers including local suppliers and small Medium and Micro-sized Enterprises 

(SMMEs). Supporting the preferential procurement becomes challenging for some of the major 

SOEs with significant business from foreign businesses (Denel Group, 2019). Furthermore, 

since the funds required to develop supplier must be balanced against the financial capital or 

profits, some of these SOEs have reported a decline of more than 50% (when compared to the 

previous financial year) in the funds spend on procuring from or developing local suppliers 

(Eskom Holdings Ltd, 2019). It is therefore clear that without sufficient funds to developing 

local suppliers, government policy mandates aimed at self-sufficiency and stimulating  
innovation will not be achieved (Yu, 2019). 

 

Research Methodology 

The research methodology for this study is based on a systematic literature review and it follows 

a conceptual approach. This methodology is relevant for this research as it conducts content 

analysis of literature sources to determine the emerging themes. 

The content analysis research method involves a set of procedures that enables the researcher 

to collect and analyse data in a systematic manner (Erlingsson and Brysiewicz, 2017). In the 

beginning, the literature review focused on identifying the different topics and themes covered 

by previous studies on SOEs. This was done to give a clear indication of the areas that needed 

to be addresses by future studies. The study was confined to SOEs similar to the 21 Major SOEs 

classified as Schedule 2 of the public entities in the PFMA. 

 

Discussions 

The study framework is derived from the input-output-transformation model for analysing 

operations. The Input-Output-Transformation model applies equally in service and project-

oriented organisations, and in both the private and non-profit sectors.  
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Figure 3: Financial sustainability framework 

 

Framework 

Operations management transforms inputs (labour, capital, equipment, land, buildings, 

materials and information) into outputs (goods and services) that provide added value to 

customers. Similarly, the framework requires SOEs to identify and understand all applicable 

legislations that govern major SOEs as inputs to the framework. Ineffective key practices that 

determine how commercial SOEs are funded and how these funds are used must also be 

identified and interrogated (transformation process) to provide added value to the business 

leading to financial sustainability (output). 

Inputs 

The main legislations include; PFMA, PPPFA and B-BBEE, were identified as the study’s 

independent variables. Literature indicates that multiple legislations are at times in conflict with 

the broad strategic drive of the government. This is evident with the PFMA which enforces 

transparency, fair competition and cost competitiveness by enforcing SOEs to invite as many 

suppliers as possible when outsourcing or contracting out work (National treasury, 2016). 

While, the PPPFA and B-BBEE enforces preferential treatment policies which oppose the open 

market principles and open competition in the marketplace (Abutabenjeh, Gordon and  
Mengistu, 2018). Consistency in legislation thus becomes vital for commercial SOEs to achieve 

their mandates.  

Transformation system 

The “Transformation System” is the critical element in the framework. During the 

transformation process, factors identified as having a major impact on financial sustainability 

will need to be probed and changed to achieve a positive outcome. For this study, the factors 

identified in the transformational system are categorised as funding models and Procurement 

management practices. These are also the studies in depended variables. 

Funding models 

A business can be funded with a combination of equity and debt (Sadiki, 2015). Literature 

identifies financial capital, government intervention, Private sector participation (PSP) or 

strategic equity partnerships (SEP) as appropriate funding models.  Competitive Supplier 

Development Program (CSDP), is a collaborative effort employed by both the SA SOEs and 

the private sector to establish metrics to use in the identification, development and the selection 

of competent local suppliers (Vermeulen, 2017). Although the CSDP has been reported 

successful in reducing the over-reliance on government financial support (Transnet, 2019), this 

form of PSP has only been implemented by Eskom and Transnet (Setino and Ambe, 2016). 

Other Major SOEs in SA should consider transitioning towards CSDP, PSP or similar capital 
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funding that does not include government. Such funding models are viewed to be sustainable 

in the future. This is aligned to the conclusions from Peng et al. (2016), that while most 

traditional SOEs were the classic, state-owned and state-controlled businesses, it is assumed 

that future SOEs will involve substantial Private Sector Participation and a sustainable  financing 

model that is efficient and internationally competitive (Mustapha, Kruss and Ralphs, 2018). 

This is also affirmed by the words of the SA Minister of Finance, “The strength of our major 

state-owned companies does not lie in protecting their dominant monopoly positions, but in 

their capacity to partner with business investors (Gordhan, 2016). 

Procurement management 

The reviewed literature on the selected SOEs indicates that significant amount of funds is spend 

in the procurement of products and services. Therefore, when procurement is managed properly, 

it can result in efficient and cost-effective processes with positive impact on business 

profitability (Kiundu, 2018). Several studies have proved that the transition from manual 

procurement processes to E-Procurement processes leads to increased profits (Kumar, Garg and 

Garg, 2019), mostly through cost savings and reduced inventory costs (Nawi et al., 2017). SA 

has failed to reap the full benefits of E-procurement since SOEs tenders that advertised on the 

national treasury website include clauses that require bidders to submit tenders in sealed 

envelopes in order to promote transparency (National treasury). However, this manual 

submission of tenders delays the drive to automate and digitise public procurement to reduce 

costs in the procurement processes (Nasrun et al., 2016). While the manual tender management 

process is favoured in SA for transparency, other studies have demonstrated that digitalising 

and automating the process can better enforce integrity and transparency in the procurement 

process through improved audit trail (Ingavo and Moronge 2019). It thus becomes clear that a 

transition to E- Procurement is vital in order for commercial SOEs to achieve their mandates.   

Output 

Based on the literature reviewed, Financial performance is enhanced whenever there is growth 

in performance indicators (Assagaf and Ali, 2017) such as revenue, profits and efficiency. For 

the framework to produce positive results, the output factors must always result in increased 

efficiency revenues and/or profitability. During the transformation process, the study was able 

to demonstrate a positive relationship between PSP as a sustainable funding model and profits. 

The study was also able to demonstrate a positive relationship between E-procurement and 

increased business profits through cost reduction and savings. As a result, financial 

sustainability can be anticipated in the future if the SOEs transition towards PSP as a funding 

model and E-procurement as a procurement management tool. Since financial stability for 

commercial SOEs depends not only on the optimal funding sources and efficient procurement 

practices, it is critical for all business operations to be conducted within the requirements of the 

applicable legislations. 

 

Conclusions 

The evidence from literature suggests that the mismanagement of finances, ineffective 

procurement management and funding models hinders SOEs from contributing towards their 

developmental and commercial mandates thereby undermining government’s objectives to 

achieve national growth objectives. As a result, government funding and guarantees should be 

reserved for developmental objectives and capital investments, while internally generated 

profits used to fund operations. The conclusion supports the view of Kanyane and Sausi (2015) 

that “since, politicians and officials do not function as profit-motivated shareholders, SOEs that 

operate commercially, should operate as commercial enterprises with very limited government 

intervention, where necessary”. The study further recommends that there must be a separate 

legislation for commercial SOEs to remove the confusion that often results from conflicting 

objectives and mandates. 
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Even though the business environment in developed and developing countries is 

fundamentally different, private small-and-medium-sized businesses are generally 

considered as the key components for fuelling economic development and growth. 

According to results of the Global University Entrepreneurial Spirit Students' Survey 

(GUESSS) 2016, university students in developing countries are more interested in 

entrepreneurship and entrepreneurial careers than those from the developed ones 

(Rydvalová et al., 2017). Nevertheless, no African country was included in the research 

sample. The objective of this survey is, therefore, to examine whether African 

university students are interested in entrepreneurship more than their colleagues from 

European universities. By using a huge amount of quantitative data, gained from the 

GUESSS, 2018, this paper compares the approach of the students to business. By 

testing a couple of hypotheses based on extensive literature sources, the existence of 

the dependence between the student's approach to the "entrepreneurship" and their 

"place of origin" has been proved. In general, we can confirm the results from 

Rydvalová et al. (2017) and claim that the interest in entrepreneurship and 

entrepreneurial careers is higher in developing countries including African countries, 

than in the developed ones. 

Keywords: entrepreneur, developed countries, developing countries, family business, 

motivation, university students. 

Introduction 

The demographic changes in the population composition, decreasing birth-rate of the 

inhabitants in developed countries and a rapidly growing population in developing economies 

- the topic widely described in the literature - brings many problems to both sides. According 

to the World Bank study, most of the states of Sub-Saharan Africa face the problems of 

increasing labour force on the one side and lack of jobs on the other hand (Fox and Sohnesen, 

2012). Low level of governmental social care, demographic and structural changes, and low 

household incomes are causing the low living standard of the majority of the inhabitants in 

developing countries and growing of their dissatisfaction (Costanza et al., 2009). 

The support for creating new enterprises and the emergence of new small and medium-sized 

companies are undoubtedly one of the most important tools for economic development (Fang 

et al., 2012), while as the driving force for the business activities and economic growth are 

considered the family businesses (Fang et al., 2012; Fox and Sohnesen, 2012; Khavul et al., 

2009; Mgudlwa, 2017). This kind of companies emerged in developing countries many years 

ago - primarily as a tool to fight poverty and ensure the livelihoods. At this time, where the 

government role in creating and running public institutions in developing countries often fails, 

family firms are replacing some of its functions. They significantly contribute to the generation 

of new job positions and wealth, which positively affects the population's standards of living 

(Khavul et al., 2009). For these reasons, Khavul et al. (2009) see the family business as 

a powerful tool in the fight against poverty, which effects many African countries (Collier, 

2007). 
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Despite the fact that in the majority of the countries there is no official legal definition of the 

family business, this term is discussed on many levels. In general, according to Perret (2016), 

every enterprise in which two or more family members are involved in corporate governance 

and own most of the company's shares can be considered a family business. Based on this 

definition is assumed, that almost 50 % of all private companies operating in the European 

market are family businesses (EFB, 2017). The expectations about the market share in 

developing countries are even higher (Fox and Sohnesen, 2012). 

Regardless the existence of the Offices for National Statistics in most of the African countries 

and mandatory business enrolments at the level of Registration Offices, there is a problem with 

information access at a public level, especially the information about family business (Byers, 

2016). Moreover, in many countries, the phenomenon of informal entrepreneurship, in the 

meaning of unregistered micro-business without licenses and authorizations, is highly 

widespread (Leino, 2009). For these reasons, it is assumed that the actual number of operating 

private enterprises in the Sub-Saharan African countries could be even higher than the official 

World Bank statistics claims. 

The emerging and rapidly changing market in the developing countries is unfortunately highly 

volatile and unstable, which threatens the survival of business entities, including family 

businesses (Pounder, 2015). According to recent surveys, only 10 % of family businesses 

survive the first decade, while the vast majority fail and cease their activity during the first three 

years (Mgudlwa, 2017). According to Craig et al. (2013), from that one-tenth of the outlasting 

firms, it will survive only 30 % to the second family generation, 12 % to the third and only 3 % 

to the fourth family generation. 

Besides, according to Fox and Sohnesen (2012), most of the family business owners in Sub-

Saharan Africa do not have even a basic primary education, which may be one of the reasons 

for their failure and closure of their companies. Great potential for private business in African 

countries could thus be seen at the educated part of society, which should have enough 

competence not only to set up a business but also to run and manage and then pass it on to the 

future generations. This population group is mostly represented by university students. They 

belong to the most educated group of inhabitants and they are considered as a powerful resource 

for economy, because of their enormous potential in the field of innovations and development 

(Antlová et al., 2017). The Fang et al. (2012) study observes that the degree of 

professionalization in the developing countries, where most of the companies are managed by 

non-professionals, the professionalization could be one of the big competitive advantages in 

leading the businesses. Therefore, if the family firm is set up by graduates or university students, 

the expected viability and sustainability of the company is higher. 

Moreover, according to the results of the GUESSS 2016 survey (Rydvalová et al., 2017), it was 

proven that university students in developing countries are more interested in entrepreneurship 

and entrepreneurial careers than students in the developed ones. However, none of the African 

states was included in the research sample. The aim of this article is, therefore, to find out 

whether this phenomenon can be applied to the African countries as well. 

The next section describes the methodology of the survey, including the determination of the 

hypotheses to be tested. The subsequent section presents and discusses the data and results. 

Lastly, the summary and the conclusion of the paper is presented with some suggestions for 

further research. 

Methodology 

In this part, the GUESSS 2018 survey is described from which the necessary data are obtained. 

We also introduce and examine the hypotheses and their basis. 

The Global University Entrepreneurial Spirit Students' Survey was established and initially 

administered among the students of the University of St. Gallen (Switzerland) in 2003. 

Although the GUESSS project leadership is still in the hands of the Swiss Institutes and running 

through a cooperation between the University of St. Gallen and the University of Bern (both in 
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Switzerland), it has been gradually spread and expanded in many other universities all around 

the world. Its purpose is nowadays to understand students' business plans and activities through 

geographical and temporal comparison. The Czech Republic is involved in this project since 

the year 2016 and is supervised and guaranteed by the Faculty of Economics, Technical 

University of Liberec. 

The last survey took place in 2018 and involved 54 countries from Europe, Asia, Middle and 

South America, the USA, Australia and 3 African countries. In each of the involved countries, 

a national team was created to be responsible for selecting the universities and their students for 

the study. The online survey link was sent afterwards to all students at the selected universities. 

Finally, the research ran at more than 3000 universities and received more than 208 thousand 

responses. For the intent of this research, not all the data were included, but only those from the 

African countries represented by Algeria, Sierra Leone and South Africa and the data for the 

European Union (EU) participants (Austria, Czech Republic, England, Estonia, Finland, France, 

Germany, Greece, Hungary, Ireland, Italy, Lithuania, Poland, Portugal, Slovakia, Slovenia and 

Spain). This is because our research focused on comparing the approach to the entrepreneurship 

between African students and European students. 

Given the scope of our study, only a few points from the 15-pages questionnaire were selected 

to find out, whether the African students are higher motivated to establish their business than 

their European colleagues. To answer the mentioned research question, the validity of five 

formulated hypotheses is tested.  

The hypotheses 

Hypothesis 1: African university students start their businesses already during their studies more 

often than university students in the European Union. 

Hypothesis 2: African university students are trying to start their businesses already during their 

studies more often than university students in the European Union. 

Hypothesis 3: African university students, who have not started their businesses yet, are more 

often considering to become entrepreneurs right after graduation than university students in the 

European Union. 

Hypothesis 4: University students from the European Union rate the level of agreement to the 

statement "Being an entrepreneur implies more advantages than disadvantages to me" higher (1 

= strongly disagree, 7 = strongly agree) than African university students. 

Hypothesis 5: African university students consider their parents' businesses more often as 

a family business than university students in the European Union. 

The first, the second and the third hypotheses are based on the statement from Rydvalová et al. 

(2017), that the students in developing countries have a more positive attitude on starting their 

business than the students from developed countries. 

The fourth hypothesis arose from the World Bank publication written by Fox and Sohnesen, 

(2012) where it is shown that tertiary-level educated people in Africa usually earn higher wages 

working in the public sector than in the private one. On the other hand, one of the most featured 

arguments by students in developed countries on the question about "why they consider starting 

own business" was: firstly, the freedom to pursue new opportunities; secondly, following their 

passion; thirdly, to gain the independence from other's control; and fourthly, the money (EMyth, 

2013). 

The creation of the last hypothesis is based on the expectations, that in African countries more 

than 80 % of all private companies are family businesses, compared to about 50 % in the 

European countries (EFB, 2017; Fox and Sohnesen, 2012). 

All the hypotheses were subsequently tested in the program Statgraphics Centurion 18. 
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Data and Results 

As it was mentioned, this study used the GUESSS 2018 survey data collected from all the 

participating countries from the EU and Africa. We were able to process 79324 responses from 

the EU and 4826 correctly filled questionnaires from the African countries. 

The gender representation is shown in Figure 1 (African gender representation) and Figure 2 

(EU gender representation). From the African countries, 45 % of the respondents are females 

and 55 % are males, which is quite similar to the representation of the EU with 41 % of females 

and 59 % of males. 

Figure 4: Africa gender representation   Figure 5: EU gender representation 

  

The education level is shown in Figure 3 and shows that the representation of education is quite 

similar in both surveyed regions. Most of the students are undergraduate (70 % from Africa and 

74 % from the EU), followed by the graduate master students (18 % from Africa and 19 % from 

the EU). The rest of the students are PhD degree or other programs. 

Figure 6: Level of education 

 

Hypothesis 1 

African university students start their businesses already during their studies more often than 

university students in the EU. To run the test of independence, we first made the contingency 

table (Table 1) showing the individual answers. 
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Table 3: Region and Running own business during the study 

 No Yes Row Total 

Africa 4294 532 
4826 

 88.98 % 11.02 % 

EU 75189 4135 
79324 

 94.79 % 5.21 % 

Column Total 79483 4667 84150 

 94.45 % 5.55 % 100.00 % 

This was followed by the Chi-square test of independence as shown in Table 2. 

H0: Variables "Region" and "Running own business during the study" are independent 

H1: non H0 

Table 4: Independence test "Region" and "Running own business during the study" 

Test Statistic Df P-Value 

Chi-Square 293.231 1 0.0000 

G = 293.231 

P-value < α  

0.0000 < 0.05 → H0 reject, H1 accept 

The P-value is less than 0.5 which means that we can reject the H0 hypothesis that the variables 

"Region" and "Running own business during the study" are independent at the 95 % confidence 

level. Therefore, the observed value of "Region" for a particular case is related to its value for 

"Running own business".  

To determine the strength of variable relation, Cramer’s V test was used. According to Steinberg 

(2008), if the Cramer value is less than 0.30, the association is less strong. If Cramer value is 

between 0.30 and 0.50, it represents a moderate or medium-strong association while a Cramer 

value greater than 0.50 reflects a strong association. The strength of dependency between the 

variables "Region" and "Running own business during the study" in this case is 0.0590, which 

indicates a less strong association. 

Hypothesis 2 

African university students are trying to start their businesses already during their studies more 

often than university students in the EU. To start the test of independence, the same procedure 

was applied as for hypothesis 1. The Chi-square test of independence is shown in Table 3. 

H0: Variable "Region" and "Trying to start own business during the study" are independent 

H1: non H0 

Table 5: Independence test "Region" and "Trying to start own business during the study" 

Test Statistic Df P-Value 

Chi-Square 2409.868 1 0.0000 

P-value < α 

0.0000 < 0.05 → H0 reject, H1 accept 

The P-value is less than 0.5 which means that we can reject the H0 hypothesis that the variable 

"Region" and the variable "Trying to start own business during the study" are independent at 

the 95.0 % confidence level. Therefore, the observed value of "Region" for a particular case is 

related to its value for "Trying to start own business".  
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The strength of the Cramer’s value between the variables "Region" and "Trying to start own 

business during the study" is 0.1692, which suggests a less strong association. 

Hypothesis 3 

African university students, who have not started their businesses yet, are more often 

considering to become entrepreneurs right after graduation than university students in the EU. 

To carry out the test of independence, the same procedure as in hypotheses 1 and 2 was applied. 

The students got the possibility of choosing one of the 10 options about what they are going to 

do right after their graduation. The answers were subsequently merged into the following four 

groups: employee, founder, successor and other. In the Mosaic Chart (Figure 4) are shown the 

individual merged answers. The Chi-square test of independence is shown in Table 4. 

H0: Variable "Region" and "Future job" are independent 

H1: non H0 

Table 6: Independence test "Region" and "Future job" 

Test Statistic Df P-Value 

Chi-Square 494.256 3 0.0000 

P-value < α 

0.0000 < 0.05 → H0 reject, H1 accept 

The P-value is less than 0.5 which means that we can reject the H0 hypothesis that the variable 

"Region" and the variable "Future job" are independent at the 95.0 % confidence level. 

Therefore, the observed value of "Region" for a particular case is related to its value for "Future 

job".  

The strength of the Cramer’s value between the variables "Region" and "Future job" is 0.0766, 

which is a less strong association. 

Figure 7: Mosaic Chart - Region and Future job 

Hypothesis 4 

University students from the European Union rate the level of agreement with the statement 

"Being an entrepreneur implies more advantages than disadvantages to me" higher (1 = strongly 

disagree, 7 = strongly agree) than African university students. To test this hypothesis, the 

Kruskal-Wallis Test for Statement agreement (Being an entrepreneur implies more advantages 

than disadvantages to me) by Region was used, see Figure 5. 

H0: The medians of the Statement agreement within each of the 2 levels of Region are the same 

H1: non H0 
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Figure 8: Kruskal-Wallis Test for Statement agreement by Region 

Region Sample Size Average Rank Median 

Africa 2564 41805.3 5 

EU 65113 33525.3 4 

Test statistic = 458.0  P-Value = 0.000 

P-value < α 

0.0000 < 0.05 → H0 regret, H1 accept 

Since the P-value is less than 0.05, there is a statistically significant difference amongst the 

medians at the 95.0 % confidence level.  

For each region, we subsequently made a test of normal mean to check the assumption that the 

average rating by each group will be higher (or equal) than 4, which is the mean value. 

H0: µ ≥ 4 

H1: µ < 4 

African region: Computed t statistic =17.0606; P-Value = 1.0 → do not reject the H0 for 

α = 0.05. 

Since the P-value for the test is greater than or equal to 0.05, the null hypothesis cannot be 

rejected at the 95.0 % confidence level. The confidence bound shows that the values of µ 

supported by the data are less than or equal to 4.66962. 

EU region: Computed t statistic = -17.907; P-Value = 0.0 → reject the H0 for α = 0.05. 

Since the P-value for the test is less than 0.05, the null hypothesis is rejected at the 95.0 % 

confidence level. The confidence bound shows that the values of µ supported by the data are 

less than or equal to 3.89486. 

From the hypothesis tests of significance, the values of the average rank of the statement "Being 

an entrepreneur implies more advantages than disadvantages to me" supported by the data is 

ranked higher by the African students than the student from EU, which means that the previous 

statement was not right at the 95.0 % confidence level. 

Hypothesis 5 

African university students consider their parents' businesses more often as a family business 

than university students in the EU. 

In testing this hypothesis, we considered only the students whose parent or parents have their 

own business. To start the test of independence, the same procedure as in hypothesis 1, 2 or 3 

was applied. The Chi-square test of independence is shown in Table 6. 

H0: Variable "Region" and "Considering the parents' business as a family business" are 

independent. 

H1: non H0 

Table 7: Independence test "Region" and "Considering the parents' business as a family 

business" 

Test Statistic Df P-Value 

Chi-Square 10.247 1 0.0014 

 P-value < α 

0.0014 < 0.05 → H0 reject, H1 accept 

The P-value is less than 0.5, which means that we can reject the H0 hypothesis that the variable 

"Region" and the variable "Considering the parents' business as a family business" are 
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independent at the 95.0 % confidence level. Therefore, the observed value of "Region" for 

a particular case is related to its value for "Considering the parents' business as a family 

business". According to the contingency table of the answers, it seems that there is an opposite 

dependence, compared to what has been claimed as shown in Figure 6. This means that African 

university students consider their parents' business less often as a family business than 

university students in the European Union. 

Figure 9: Considering the parents' business as a family business 

 

The strength of the Cramer’s value between the variables "Region" and " Considering the 

parents' business as a family business" is 0.0214, that means a less strong association. 

Interpretation and results 

Five hypotheses were tested in the preceding section to answer the main research question - 

namely: whether African students are more interested in the entrepreneurship and 

entrepreneurial careers than the students in the EU. According to available data, more than 11 % 

of the African students are already running their business compared to 5.2 % respondents from 

the EU and more than 42 % of the Africans are trying to start their business compared to 15.5 % 

in the EU. Even though the dependence in the variables mentioned in the statements was proven, 

the Cramer’s V measuring the dependency strength between the values "Running own business 

during the study" and "Trying to start own business" on one hand and on the other hand "Region 

of origin" (meaning if the student is from Africa or the EU) was found to be less strong in both 

cases. This means that the place of origin influences the students' decision making whether to 

establish their business. But from overall variability, only 5.9 % of the total assessment can be 

explained by first hypothesis and only 16.9 % by the second hypothesis.  

Similar results were obtained by testing the third hypothesis. It is quite obvious from Figure 4 

that the African students are more often planning to start their enterprise or to be successors in 

a family business than the EU students. However, the place of origin explains only 7.7 % of the 

overall variability. 

According to the World Bank study, it has been shown that tertiary-level educated people in 

Africa usually earn lower wages if working as entrepreneurs compared to wages in the public 

sector. Nevertheless, the students from Africa ranked the statement "Being an entrepreneur 

implies more advantages than disadvantages to me" on average more positive than the EU 

students even though, according to Martínez et al. (2007), the average income in the EU is 

higher for entrepreneurs than for public sector employees. That is why it is probable that the 

level of income is not the highest priority for African students considering their own business. 
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Finally, the last hypothesis based on the fact that in African countries more than 80 % of all 

private businesses are family businesses (compare to around 50 % in the area of European 

countries) was tested and proven. Nevertheless, Cramer's V strength of association, which 

shows the dependence between the variables "Region" and "Considering the parents' business 

as a family business", was again low. Moreover, according to our results, more of the EU 

students whose parents are running own business, consider the parents' business as a family 

business (53,93 %) compared to the African respondents (48,19 %) so the expectation in this 

hypothesis was incorrect. 

Limitations 

Like every research, this paper has some limitations. First is the voluntary involvement of 

countries in "The Global University Entrepreneurial Spirit Students' Survey", which is based 

solely on their interest. Because GUESSS was established in 2003 in Switzerland (Europe), 

most of the participants come from this part of the world.  

The second limitation is in the huge difference between the sizes of the groups compared - the 

smaller one composed of the university students from three African countries and the larger one 

by students from 17 EU countries. The results would be more accurate if more African countries 

participated in this survey. 

Another limitation could result from the differences in the understating of the questions due to 

the diversity of cultural habits, as well as the possible changes in the meaning of questions due 

to translation into mother-tongue of each participating country. 

 

Conclusions 

This study aimed to find out if university students from African countries are more interested 

in entrepreneurship and entrepreneurial careers than their EU peers. From the hypothesis's tests, 

we find that African students have much more positive attitude to establishing or even to 

running businesses even during their study period (or to become entrepreneurs right after the 

graduation) than their EU colleagues. Moreover, this study has proved that the African students 

believe that being an entrepreneur implies more advantages than disadvantages to them. That is 

a reason why they are more open to start their business career before their graduation. On the 

other hand, despite the fact that most of the private businesses in Africa are acknowledged to 

be family businesses, less than 50 % of the African students consider the parents' business as 

a family business.  

To summarize, although this study focused on the dependence between the place of origin and 

the attitudes to entrepreneurship, there exist plenty of other factors that impact the students' 

approach to the entrepreneurship and entrepreneurial careers. This remains a potential area for 

further research opportunities. 
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