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Determinants of Access to Credit by Agribusiness Ggrators
in the Kumasi Metropolis, Ghana

ABSTRACT
Aim: The study was conducted to analyze the factoad whfluence access to credit by

Agribusiness operators in the Kumasi Metropolithef Ashanti Region of Ghana.

Study Design The study used a multi-stage sampling technigusetect 151 SME operators
engaged in the agribusiness sector. Well structuresbtly closed ended questionnaires were
used to collect cross sectional data from the medgots.

Location and Place of Study The study was conducted in the Kumasi Metrop@lisich is the
capital of Ghana’s second largest city with a papah of about 2 million people and has a
relatively large agribusiness sector, especialtheinformal sector.

Methodology: Both qualitative and quantitative methods wereleyed to analyze data. The
Logit model was employed as the statistical toolgteantitatively analyze the factors that
influenced access to credit by the agribusinessabges in the study area.

Results and Discussion The empirical results showed that the factorst thignificantly
influenced credit accessibility for respondentsthe study area were the credit management
skills, borrowing experience, possession of cotidteecurity, firm size, extra income earned by
operators and membership of business organizaliba. major constraining factors faced by
respondents in their credit application from thenfal sector include high interest rate,

inadequate loan amount and unfavorable loan terms.
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Conclusion and RecommendationAgri-SME operators should be encouraged to forroior
business organizations and also strengthen sudgiagsns for enhanced networking leverage.
Agri-SME operators should be encouraged to buildtlogir credit management skill by
engaging more with financial institutions and sg#@ning relationship as a means of enhancing
credit access. Financial institutions, especidlly Rural and Community Banks and Savings and
Loans Companies, should strive to offer more competterms and conditions, especially

interest rates to Agri-SMEs that apply for creditaagroup.

Key words: Credit Access, Credit Constraints, Agsibesses, Agri-SMEs Operators, Kumasi

Metropolis, Logit Regression

1.0 INTRODUCTION

The significance of agricultural finance is demoat&d in its capacity to potentially serve as an
enabler of inclusive growth and poverty reductiprgductivity enhancement, improved income
for producers, and overall balanced regional deraknt [1]. For a developing country like
Ghana whose economy is fundamentally agricultuieedy any financial investment in small
scale agribusinesses is very critical and worthsictring since they dominate the sector. Across
the advanced world and developing countries, thallssand medium enterprises (SMESs) sector,
including Ghana'’s Agri-SMEs, generates the bullkeadnomic activity [2], [3], [4], [5] and [6].
There is a huge and widespread consensus thataoc@sance, particularly bank financing, can
radically transform the outlook and performanceéhef SME sector, especially in the developing
countries. For example, a number of studies inalydirm—level data from the World Bank over

the years, show that inadequéiteincing is a greater obstacle for SME’s tharsifar large firms,
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particularly in the developing world, and that ioessibility to finance adversely affects the growth
of the SME sector more than that of large compditig$8], [9] and [10]. For many agribusinesses
access to credit can facilitate investments in pctide operations, the adoption of latest
technologies and the scale-up of production a@wiin order to enhance productivity and

competitiveness [11], [12], [13] and also increpsditability [14].

Although there has been improved support from dgraknt agencies, international donors and
governments to boost agriculture production in megears through various policy interventions
and programs in Ghana (for example, Millennium Depment Authority — MIDA, Root and
Tuber Improvement and Marketing Program - RTIMPytNern Rural Growth Program — NRGP
etc), lack of access to formal credit, especiatly &gribusinesses engaged in downstream
processing, distribution and marketing has consdgihe optimal realization of enhanced value-
added and economic growth [1]. Agribusinesses drmalr tvalue chain actors require a
comprehensive suite of well crafted financial seegi and products to improve their overall
productivity and growth. Smallholder farmers requworking capital to purchase and adopt
modern technologies (improved seeds, fertilizersp cprotection chemicals, basic storage
facilities etc) that enhance output and profit. Aeggators, processors, and marketers of
agricultural commodities also need credit to féai@ product transformation and other
downstream value-adding activities. Conceptualhe flow of adequate, well structured and
timely credit facilities through these agri-valugams can potentially spur on the much needed
growth within the agribusiness sector which remdargely rudimentary for a country like

Ghana.
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1.2 Problem Statement

It is rather ironic that in spite of the obviouromic growth potential of the agribusiness sector
to the economy of developing countries includinga@d agribusinesses appear to be the most
constrained when it comes to the provision of faiahinvestments or access to finance [15],
[16], [17]. Currently, only about 6% of total comm@l bank credit goes to the agriculture
sector, including cocoa, forestry and fisheries],[l&8hd overall only 2%-10% of Ghana’s
financial institution’s portfolios support agribasss, which is significantly lower than
agriculture’s share of GDP (30%) in 2010. The fdrfireancial sector particularly, commercial
banks, which constitutes the mainstream sourceénahte for businesses across countries (see
[19], [20], [21] and [22]) are reluctant to provideedit to SMEs in general and the agriculture
sector in particular. The reluctance of the formattor to lend to agribusinesses, including
upstream primary production, stems from the real perceived high risk of the sector. Small
agri-business operators on the other hand alseperéormal credit to be inaccessible due to
rigid terms and conditions. For example the demé&dsecurable collateral, regular loan
repayments typically on monthly basis instead @fsseal repayments and cumbersome loan
applications and disbursement process are all réeteto most agribusiness operators. These
demand side and supply side constraints have eesuit a yawning financial gap within the
formal credit market in Ghana. Increasingly therefomany agribusiness entrepreneurs
including input suppliers, smallholder producersstrébutors, processors, wholesalers and
retailersusually resort to informal sources ofddréo finance their businesses. Unfortunately
these informal credit services tend to be unrefiabbstly, inefficient and very expensive [23].
According to the International Finance Corporat{tfiC), access to finance for agribusinesses

tends to be severe for upstream activities, pdaityufarm production than it is for downstream
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operators like processors, wholesalers, marketed,retailers [24]. However, [25] has argued
that access to credit for downstream Agri-SMEssistaallenging as it is for upstream production

activities that usually occur at the rural and féewel.

Given the crucial role of credit in enhancing tleenpetitiveness of agribusinesses, especially in
value-adding activities, this study attempts to ggthe credit situation for agribusinesses to
ascertain whether or not agribusiness operators hawess to credit. For those who are able to
access credit, what are the major sources of é&udhat factors influence credit access by these
actors and what constraints do they encounteram thedit acquisition process from the formal
financial sector in Ghana? The goal of this paperdfore is to investigate the factors that
influence access to credit by agribusinesses insthdy area. The specific objectives are to
examine the credit status and experience of agnbss operators in the study area; to measure
and quantify the factors that influence credit ascend lastly, identify and rank the constraints

in loan acquisition by agribusiness operators.

While empirical research on credit for SME’s in geal and smallholder farmers in particular
abound in Ghana, there appears to be very littlkwa credit access for Agri-SMEs operating
within the agribusiness sector. The outcome of stigly is expected to fill the research gap,
particularly credit experience and accessibilityAgri-SMEs along the pre-farm and post-farm

end of the agricultural value chain.
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2.0 LITERATURE REVIEW

Agricultural SME finance is defined as financiahgees for small and medium scale enterprises
engaged in agricultural production and productielated activities along the agribusiness value
chain, such as input supply, processing, wholegalirade and marketing [24]. This study
considers those Agri—enterprises engaged in offfifactivities within the agricultural value

chain.

Credit is an instrument whose effectiveness dependfie economic and financial policies that
go with it [26]. According to [27] credit meafi@litagility to command capital in return for a
promise to pay at some specific time in the futudecess to credit is very crucial to
agribusiness, especially in less developed couwntfethe world. Access to credit (formal or
informal) can be explained as the ability of anividbal to borrow from a particular source,
although for a variety of reasons he or she maypshmot to [28]. The extent of access to credit
is measured by the credit limit of the individuBhus individuals with positive credit linflits are

said to have access and vice-versa.

According to [29] ‘credit accessibility’ refers the ease or difficulty of acquiring credit from
borrowers to enhance business performance. Accessetit (also referred to as financial
inclusion) can be seen as the absence of both @nidenon-price barriers in the use of financial
services. [30], therefore posit that access toicrsdrestricted to a small proportion of the
population who can overcome significant barrierciedit such as high minimum balance for

account opening, collateral requirements and a &mcostly bureaucratic process.



141

142

143

144

145

146

147

148

149

150

151

152

153

154

155

156

157

158

159

160

161

There are a plethora of arguments about financorgSME operators and the factors that
enhance or constrain their access to or demandréalit. In the forgoing literature, this study
examines some key variables that influence acoefssrmal credit using evidence from SMEs in
agribusiness as well as non-agriculture relatenyiies. In other words, the study assumes that
Agri-SMEs behave and thus share some similar ctearsiics or profile with both regular

SMEs and agribusinesses.

2.1 Ghana’s Financial Sector

Ghana’s financial sector is classified into threemal, semi-formal and informal. The formal
sector includes Commercial Banks, Non-Bank Findnémstitutions (NBFIs), Rural and
Community Banks (RCBs), and Savings and Loans CamlmpdSLCs). As at 2010, Ghana had
23 major banks, including, 3 development banksp#roercial banks, and 16 universal banks.
The NBFI sector includes 36 institutions made upgdBavings companies, 13 safings and loans
companies, 4 leasing companies, 1 discount housk,lamortgage company. The 23 major
banks account for approximately 90% of the totakss of the banking and nonbanking sector,
whereas the NBFIs account for 5% of the total asp&t]. Most financial institutions in the
formal sector are concentrated in the urban andupean areas of Greater Accra, Ashanti and
the Eastern regions, with limited outreach to thelrareas of Ghana. According to [18] the
formal financial sector controls about 40% of thenay supply in the overall financial sector

with the remaining amount believed to be outsigeftrmal system [32]. Thus, institutions such
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as RCBs and semi-formal and informal financial gerproviders play an important role in

addressing the lack of access for many clientsaritee formal sector.

2.2 Empirical Analysis and Evidence of Determinant®f Access to Credit

Access to financial services, particularly creditdependent on or influenced by several factors
which are within and beyond the control of borrosvé8ased on evidence from several empirical
findings, this study can conveniently conceptualthat credit access by agribusinesses is
influenced by four major factors namely socio-ecai@characteristics, managerial attributes,

firm characteristics, and institutional factors.

2.2.1 Socio-economic Characteristicand Management Attributes — Several demographic
and socio-economic variables have been cited ilwsstudies as determining access to credit
by SME borrowers. [33] in a study of determinarftaacess to credit by SMEs in Kenya showed
that the marginal effects of educational le\@ll] acdupation type (salaried, off-farm income,
self-employment) significafifly and positively inflnced access to credit while distance to credit
source and total value of income were negativeyiicant to credit access. However, age,
gender, marital status and group membership did smgrtificantly influence credit access.
Females in many developing countries appear to avéed access to credit and are even
discriminated against [34] and [JB[E0MpPated torthrale counterparts, apparently due to socio-
cultural factors. However, studies by [36] and [8YEthiopia showed that the formal financial

institutions offered more credit to female headeddeholds than their male counterparts.
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Also [38] in an analysis of determinants of accasdnstitutional credit by SMEs in India
showed that business registration, accounts rekeegping, and higher education of business
owners positively influenced access to credit. Tikibecause well educated entrepreneurs are
better placed to have access to information onitcriedve high financial literacy ability and
good managerial skills in production, finance anarketing compared to their less educated or
illiterate counterparts [39]. There is thereforel@se relationship between the educational status
of entrepreneur and their managerial competency remtellifi€ir propensity to easily access
credit. Indeed empirical studies have also provieat tmanagerial competencies of SME

operators greatly influence ease of credit accedw/e—versa [40] and [41].

In another study in Limpopo, South Africa [42], falthat loan repayment periods, risk and
uncertainty, distance between borrower and lenaled, business experience of borrower were
significant but negatively influenced credit accd88], showed that access to credit by SMEs
improved with business registration, record keepiamgd the educational level of the

entrepreneur.

2.2.2 Firm-specific characteristics For many Agri-SMEs as with mainstream SMEs the
characteristics of the firm has an influence omlitr&ccess. [43] and [44] in a study of enterprise
access to credit in India, showed that the firne sage, and collateral security of enterprise had
positive and significant influence on access tokldaans. Financial institutions consider and are
more likely to use firm size (proxied by employe@mbers in some cases) as a criterion for
lending [43]. This is because large firms tendeéamore diversified and less prone to failure [45]

9
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and are most often endowed with more real asseitshvémable them to attract long term debt

than smaller firms [46].

The availability of fixed assets by firms also ssnas collateral security which offers borrowers
with high financial leverage to secure credit filieis [47]. Firms with more secured and valuable
collateral security therefore present better charafeaccessing credit than their less endowed
counterparts [48]. [42], again showed that asseturaulation or value of assets though

significant, negatively influenced credit accesshia study area.

The geographic proximity or distance between bamkd customers has a relationship on a
firm’s use of leverage [49], because it allows lsafde example to assess, evaluate and monitor

clients at a cheaper cost and more efficiently.

The number of years a firm has been in operatisa has an impact on access to credit. Thus
Agri-SMEs with long years of operation would haveveloped or built business operational
capacities and experiences including, managemimatnding, and marketing that are likely to
make them more resilient and attractive to/the Brfimancial sector compared {GNEIGINEININeW

firms [50], [51], [52] and [53].

2.2.3 Financial Institutions —Financial institutions which are the suppliersioffcial services

or credit have peculiar characteristics that impactthe availability or otherwise of credit to
borrowers. These institutional factors have beemtified to includdialeonaition like operating
an account with the financial institution which aly givéds an indication of the credit

management capacity of borrowers. Similarly the benof years of operating an account with

10
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the financial institution builds some level of rd@ship between lender and borrower, and thus
enhances credit access. The ability of a firm tepkieasic and proper financial records, including
financial statements, gives an indicatf@n of soevel of management capacity thereby reducing
information asymmetry problems and also builds lthel of transparency from the lenfler's

perspective [54] and [55].

3.0 METHODOLOGY

3.1 Study Area and Location

The study was conducted in the Kumasi Metropolisictv is in the Ashanti Region of Ghana.
The Ashanti Region lies between longitudel8'W— 2 15’ and latitude $N— 7° 30’N of the
equator. Kumasi is Ghana'’s second largest city wigiopulation of about 2,035,064, according
to the 2010 National Housing and Population Cersunslucted by the Ghana Statistical Service
(GSS). The city, a typical cosmopolitan area, dspécfair share of vibrant econonjiclactvities,
particularly commerce and small and medium enteegti within the informal sector. The
vibrancy of economic activities is demonstratedtbg huge presence and dominance of the

small and medium enterprises of which agribusireease Agri-SMEs are well represented.

3.2 Sampling Technique and Data Collection

A multistage sampling technique was used to sedeote 151 respondents for the study. In
particular agri—food processors, agri-food marlsgtand agro-input dealers were purposively
selected for the survey as they are quite domimatite metropolis, particularly within the urban
(central business district of Adum and the centratket) and peri-urban areas. The second stage

involved a random selection of individual resportdenData were collected using well

11
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structured, mostly close ended questionnairesdaptured information on the socio-economic

and firm characteristics as well credit historytlué respondents.

3.3 Analytical Framework and Model Specification

A decision by an entrepreneur to access credinflsienced by a number of factors and
considerations. Decision and choice model of thesure usually involves the use of an
appropriate utility maximization approach such las logistic regression model. The logistic
regression model was employed to determine therathat influence an entrepreneur’s ability
to access credit from the formal financial sectagistic regression is particularly useful where
the dependent variable (access to credit) is dichots. In this analysisy; represerits an
entrepreneur’s decision to access or not to acoesit from the formal financial institution.
Y; is assumed to be dependent on a vector of indiVsh@Eo-economi¢ characteristics, as well
as institutional factorsx( ). The relationship between the dependent and eaeay variables is
stated as:

Yi=a+,8'Xl-+ui .................................................................................................. (1)

Where Y; (which is dichotomous) takes on the value of ‘1'®@r

The decision of the agribusiness operator to accesst is informed by the marginal cost and
benefit he or she expects to derive from the usatlerwise of the credit. However, practically
speaking the marginal utility (cost and benefit)nist observed, thus equation (1) cannot be
estimated. The observation can only be derived filmeresponses made by the respondents in
the survey. Thus, another variable is introduceddpture the reality of the use or non-use of

credit asy;’, such that:

12
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1= if respondent was able to access credit from formal sector
Yi =<4 2
0= if respondent did not access credit from formal sector
Thus

Though in the analysis of data involving binary iceomodels, three commonest approaches
such as the Linear Probability Model (LPM), the ltognd the Probit Models, are possible,
several research analysts have settled for ther fato. The Logit and Probit models according
to [56] and [57] are preferred because of theirilanty and most importantly to avoid the

limitations associated with the LPM, where theraatied probabilities can lie outside 0-1 [58].

According to [59] both the Logit and Probit are Aorear models and are estimated using
maximum likelihood (ML) method. In addition, [60pted that both Logit and Probit models
guarantee that the estimated probabilities lie betwthe logical limit of 0 and 1. Due to these
advantages, the Logit and the Probit models arentbst frequently used models when the
dependent variable happens to be dichotomous [[&4] ,and [63]. The main difference between
the Logit and Probit is in the nature of their dimition which is captured by cumulative
distribution function (CDF). In this study, the Ietic regression model is selected because it has
been widely used by many researchers and most temilyr because of its comparative

simplicity, convenience, flexibility and also a pesful estimator of models [64].

Following [59], [62] and [33], the cumulative logis probability model is econometrically

specified as:

13



i-1
291  Where,

292 P; = is the probability that an individual acd@ssesit givenX;.

293 X; = represents thi€" explanatory variables

294 e =represents the base of natural logarithms,wisiapproximately equal to 2.718

295 o= constant terms

296  [; = coefficient of independent variables to be esteta

297  Central to the use of logistic regression is thgittransformation of P given by Z. That is, to
298 obtain linearity, the natural logarithms of oddsaaquation (4) is taken, which results in the
299  Logit model as given by:

P;

1-P

Lzm( )=a+m&+m&+m+mxﬂmmmmmmmmwmm(m

300 WhereZ is the indicator offifhe agribusiness entrepremseaccess to credit or not; P is the
301 probability of the event's occurrence; arXy is a vector of household socio-economic,

302 managerial, firm characteristics, and factors ottaréstic of financial institutions.

303 3.4 Specification of empirical model:

304 In this study, ‘access to credit’ refers to thosgpondents who were able to receive credit from a
305 lending institution. This takes a dichotomous cese variable of ‘yes’ or ‘no’ for those who
306 had credit and those who did not respectively. dteess to credit by agribusiness SMEs can be

307 formulated implicitly as:

Agri — SME Credit Access

= f(socioeconomic characteristics, management characteristics, firm characteristics, Institutional factors)

14
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The Logit Model can therefore be specified as:

Credit access = B, + f1Age + B,Gender + [zEducl + [,YBExp + [sOIncome +
BsMBOrg + B,FirmSize + fgGMSales + foColattsec + [1oCrdtSkill + f1MgtRec +
P12BRegist + L13PTOXFI 4 L14aCrdtEXD 4 L «oeeei i e e e e e e (6)

Table 1: Description of Variables used in Regressinof Access to Credit by Agri-SME’s

Variable Frequency A Priori sign
Age Age of agribusiness entrepreneur (yrs) +/-
Gender Sex of respondent 1=male; O=female +
EducL Educational status/years of schooling (yrs) +
YBEXp Years of experience in business (yrs) +
Olncome Other source of income 1=yes; 0 = no +
MBOrg Membership of business association 1=yes; 0 = no +
FirmSize Firm size measured by number of hired employees +
GMSales Estimated Gross Monthly Sales (GH¢) +
Colattsec Availability of securable collateral 1 = yes; 0 g n +
CrdtSKkill Credit management skill of respondent 1 = gooé ;ndt good +
MgtRec Ability to keep management records 1=yes; 0 = no +
BRegist Registration status of business 1 = registered ptherwise +
ProxFI Proximity to financial institution 1 = close; 0O arf +
CrdtExp Years of banking or credit with FI measured in Jyrs +

i Error term

4. RESULTS AND DISCUSSION

4.1 Credit Experience, Status and History of Agri-SME (perators
The summary of credit experience and status oforadgnts is presented in Table 2. The study

showed that the major credit need for most of #spondents was working capital 91 (60%),
business expansion 28 (19%) and start-up capit&lQ%). This confirms the well documented
assertion that for many SMEs, working capital fpeational activities was the most critical
credit need. All the Agri-SMEs operated as solepgetors who typically require funds to take
care of routine operational activities hence thghldemand for working capital loans. All the

respondents indicated that they had businessaefdtip with or patronized at least one of the

15
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financial services or products offered by the fitiah institutions. Most of the Agri-SME

operators either banked with the RCB—Rural and Comiy Banks (29%) or the SLC—Savings
and Loans Company (26%). Also 23% dealt with the-UBiversal Banks whiles, 7% banked
with Micro-Finance Companies. The relatively higlefprence for the services of RCBs and
SLCs in a typical cosmopolitan area like Kumasigasfs and gives an indication of the growing
importance of these financial institutions in theuetry as far as SME financing is concerned.
Although all the 151 respondents had enjoyed sama bf banking services, only about 55%

stated that they had ever applied for a loan befosen the formal financial sector.

The results again revealed that contrary to popaggertion, most respondents 70 (67%) state
that the financial institutions did netrictly demand collateral securifjiilbile 35 (33%) indidate
that collateral security was requirdCiINESeNesale not surprising, as a growing number of
SLCs and RCBs in urban Ghana appear to lay muchasigp on the relationship and bank
transactional history of clients as opposed touhiersal banks where collateral security is a

major requirement.

Furthermore, when the respondents were asked t® stzether they were able to meet loan
application requirements apart from the usual dehiancollateral security, 129@8that indicated

they were always’able to, 67% state@ometimesand about 21% saidot at all’.

Credit management is important for many businessratprs who require especially formal
credit. When respondents were asked to rate tk#lis 81 credit management, 87 (58%) rated it

asgoodwhile 64 (42%) state@iithat it wast good

16



349
350  Finally, the survey showed that a fairly good numiferespondents 80 (53%) declafi@@l that they
351 had access to credit while 47% stated otherwised far those who have ever attempted

352 applying for credit, a little above average (54%®revof the view that loan application was

353 cumbersome while about 46% stated otherwise.

354

355

356 Table 2: Summary of Credit Experience and Status oAgri-SME’s in the Metropolis

VARIABLE FREQUENCY PERCENTAGE (%)
Primary Credit Needs
Working Capital 91 60
Start-up capital 15 10
Inventory/Stocks 7 5
Capital/Assets 10 7
Business Expansion 28 19
" ]

p
Source of Financial Services
Universal Banks 34 23
Savings and Loans 39 26
Rural and Community Banks 44 29
Credit Union 1 1
Micro Finance Institutions 10 7
Others 23 15
Credit Application History
Yes 83 55
No 67 45
Collateral Demands from Lenders
Yes 35 33
No 70 67
Able to Meet Requirements
Always 11 12
Sometimes — partly 61 67
Rarely — Not all at all 19 21

17
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Loan Application Process

Simple 61 46
Cumbersome 71 54
Credit Management Skills

Good 87 58
Not Good 64 42
Access to Credit

Yes 80 53
No 71 47

Source: Field Survey, 2013

4.2 Logistic Analysis of Factors that Influence Acess to Credit by Agri-SME Operators

The Logistic regression model was employed to amallge factors that affect access to credit by
Agri-SME operators in the Kumasi Metropolis. Restdibm the regression analysis indicate that
the goodness of fit of the logistic model testedrians of the Log-Likelihood Ratio show a 1%
level of significance. This means that the explanatariables included in the model jointly
explain the probability of Agri-SME operators’ dgoin to access credit from financial
institutions. Out of the 14 explanatory variabless; namely, other income, membership of
business organization, firm size, borrower/credipegience, collateral security, and credit
management skills were found to be statisticaliyicant determinants on credit accessibility.
Membership of a business organization was sigmfiead positively influenced access to credit
at 10% level and this is in tandem with the findingf Kiplimo [33]. It is most likely that
business organizations or associations that arestvattured, functional, and vibrant are able to
offer network opportunities, to link up members dedit sources, and thus enhance credit
accessibility. Credit experience of Agri-SME operatjalso had a positive and significant
influence on credit access at 1% level. Similargdit management skill of Agri-SME operators
and their ability to present valuable collateratiséy were significant and positively related to
access to credit at 5% probability level. The maageffects of the Logit model show that the
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probability of credit access by Agri-SME operatarsreases by about 11%, 17% and 30% for
every unit increas@lin the credit experience, tretanagement skill and collateral security
respectively. All these three variables (creditexignce of borrower, credit management skills
and collateral security) and their outcomes in #tigdy corroborate the findings of Fatoki and
Assah [40], Herrington and Wood [41], Kohli [43]pb&r and Quartey [48], and Eastwood and
Kohli [44]. Most formal financial institutions placsome level of premium on client relationship,
credit and financial management skill of clientsl dheir ability to provide valuable collateral

security. These attributes or variables have alwdgged an important role and facilitated ease

of credit access from the formal sector, as exddbin this study.

It was expected that agribusiness operators whatre sources of income would be in a better
position to access credit from the formal finandratitutions. However, results from analysis
showed that the variable rather had a negativeiorkhip with the dependent variable. It is
probable that business operators earning incomewanue from other activities may not be
financially constrained as to warrant external ficiag, hence the negative impact on credit
access. It could also be that the financial instihs did not rate this as a necessary condition.
The study also revealed that firm size though &mpmt at 10%, negatively influenced credit
access by Agri-SME operators. This finding is cantrto the assertion of Kholi [43] and
Burkhart and Ellingsen [46], all of who indicatdtht large firms have relatively easy access to
credit than smaller firms. Indeed it is not sunmgsthat this variable negatively influenced credit

access as most of the Agri-SMEs had on averagesstangth of three persons.
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On the other hand, none of the socio-economic bEsaincluded in the model had any
significant impact or influenced the ability of AGBME operators to access credit. Also
coefficients of variables such as the gross monsales, years of business experience and
proximity to financial institution were not staitslly significant to influence access to credit;
thus contrary to a priori expectation and some engievidence. It is most likely that although
some financial institutions demand collateral sggutheir decision to approve credit fell short
of determining the value of these assets. Agammost likely that the financial institutions did
not consider or make lending decision based onsgrumthly sales of loan applicants probably
because those data could not be verified. Ratherbanks depended more on the relationships

they had with their customers vis-a-vis borrowingerience and credit management skills.

Table 3: Logistic (Marginal effect) Regression Redts of the Factors Influencing Credit
Access to Agri-SME Operators

Number of obs = 102
LR chi2(14) = 67.11
Prob > chi2 = 0.0000
Pseudd R0.5356
Log likelihood = -29.088872

Variable Marginal Coef. Std. Err.  Z P>|z| 95% Conf. Interval
Effect
Age -0.00142 -0.01546 0.039554 -0.39 0.696 -0.0929806206
Gender 0.03635 0.39451 0.73425 0.54 0.591 -1.044583362
EducL 0.01515 0.16442 0.36795 0.45 0.655 -0.5567B85%9
BRegist -0.09513 -1.03256 0.98689  -1.05 0.295 €896 0.90171
Olncome -0.13789 -1.49666 0.88048 -1.70 0.089* 2&37 0.22906
MBorg 0.17524 1.90205 1.10792 1.72 0.086* -0.2694407354
YBexp -0.00152 -0.01647 0.05726  -0.29 0.774 -0.128D.09577
Firmsize -0.03851 -0.41802 -0.23662 -1.77 0.077* .88@75 0.04579
GMsales -0.00002 0.00021 -0.00018 -1.13 0.259 @k00 0.00015
MgtRec -0.09626 -1.04475 0.84876  -1.23 0.218 -23008 0.61880
ProxiFi 0.05469 0.59363 0.91713 0.65 0.517 -1.2032239118
CrdtExp 0.10891 1.18206 0.35270 3.35 0.001**  0.A%0 1.87334
Colattsec 0.30174 3.27502 1.49707 2.19 0.029** 0884 6.20923
CredtSKill 0.17189 1.94944 0.88610 2.20 0.028* 1@722 3.68616
Const -1.41213 1.65883  -0.85 0.395 -4.66337 1.8391

*Significant at 10%; ** Significant at 5%; and * *Significant at 1%

20



414

415

416

417

418

419

420

421

422

423

424

425

426

427

428

429

430

431
432

433
434

4.3 Constraints in Loan Application Process for Agr—SME'’s in the Metropolis

Agribusiness operators, like most SMEs have pecabastraints in the loan acquisition process.
In this study, the respondents were asked to rantrder of importance or severity the most
constraining factors that affect their credit resjua loan application with their bankers, mostly
formal credit sources. Out of the total of 151 Agsiness operators involved in the survey,
between 74 and 111 responded to the various isgwesdit constraints. The results as presented
in Table 4 show that about 88% and 57% of respasdeankedhigh interest rateand
unfavorable loan termas the first and second most severe constraistgectvely. This was
followed byadequate amounts of loan amo@s0%), which means that half of the respondents
contend that there was a difference between thedozount requested and the amount granted.
Next a Kendall Coefficient of Concordance Test (Yd)ascertain the level of agreement among
the agribusiness operators, showed that there veagndicant difference at 1% level between
the rankings of the constraints encountered byoredgnts. The results of the analysis as
presented in Table 5, revealed that high interatst was ranked topmost with a mean rate of
1.47, followed by inadequate loan amount at 2.98 anfavorable loan term with a mean score
of 3.13. Lastly, the respondents perceived that ifisele of cumbersome loan application

procedures was the least severe constraint amerigth

Table 4: Percentage Distribution of Constraints td_oan Application

Variable Percentage Ranking Ranking
High Interest rate 88.30% 1
Unfavorable term of loan 7.@% 2
Inadequate loan amount 0.06% 3
Delayed loan disbursement 48% 4
Cumbersome procedures 5(6. 5

Source: Field Survey, 2013
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Table 5: Rankings of Constraints Kendall's (W) in Loan Application Process

Constraints Mean Rank
High interest rate 1.47
Unfavorable term of loan 3.13
Inadequate loan amount 2.98
Delayed loan disbursement 3.53
Cumbersome procedures 3.88

Test Statistics: N=30, df = 42 = 42.048; and P<0.000

5. CONCLUSIONS AND RECOMMENDATIONS

The study was carried out to identify the factdrattdetermine access to credit for Agri-SME
operators in the Kumasi Metropolitan Area of Ghartae study revealed that Agri-SMESs in the
study area have a relatively good credit historgtatus, with all the respondents patronizing one
form of financial services or the other, particlyairom the Rural and Community Banks,
Savings and Loans Companies and Universal Banksnidst important or prevalent credit need
for most respondents was working capital loan$oalgh only about 53% were able to access
such credit. The logistic regression analysis fmme hundred and fifty one respondents showed
that credit access was significantly determinedinfluenced by six variables namely extra
income earned by respondents, firm size, borrowee®ence, credit management skills, and
possession of collateral security. Contrary to etgiéon, however, factors such as years of
business experience of Agri-SME operators, proxiratfinancial institution and gross monthly

sales were insignificant and did not influence asde credit.

Finally, the study revealed that factors that iefloe access to credit by Agri-SME operators
were similar to those in the mainstream small lessnsector (or non-agricultural related
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businesses). This study recommends that Agri-SMétatprs should be encouraged to build on
credit history and experience by banking with tberfal sector for the variety of services they
provide. For example, agribusiness enterprises igh daily or weekly sales turnover should
lodge proceeds with their bankers to build thelatrenship and credit history, and thus enhance
the chances of access to credit. Agri-SMEs sholsld lae encouraged to join well-functioning
business organizations or groups which can offgdatiorm for/business networking and linkage
to financial services and also for the developnwntredit skills. Financial institutions on the
other hand, especially from the formal sector, &haocrease engagement with the Agri-SME
operators to improve relationship and credit exgeré of clients by employing innovative

means for credit accessibility.
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