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Abstract- Our paper examines the effects of board characteristics on access to finance among Small and Medium Scale
Enterprises (SMEs) in Ghana by controlling for firm specific variables such as firm performance, firm size, owner/manager’s
age and firm’s age. It contributes to our knowledge on how board characteristics facilitate SMEs access to finance. We
employed primary data from 423 SMEs within the Accra Metropolis. Standard regression analysis was used to analyze the
data. The study highlights that board size and intensity of board activity had positive association with access to finance by
SMEs, although intensity of board activity was insignificant. We recommend that owner/managers of SMEs should strive to
involve others with the necessary expertise in the governance of their business.

I. INTRODUCTION

The development of Small and medium sized
enterprises (SMES) sector is now globally considered
as an important element of economic growth. It
contributes to economic development through the
creation of jobs, provision of innovation via
entrepreneurship and increment in international trade
through diversification of economic activities [1, 2].
It has also played key role in industrial restructuring,
competitiveness, income generation and poverty
alleviation. Overtly, the SME sector is critical for the
economic health of both developed and developing
economies, globally.

However, the contribution by the SME sector does
differ greatly between economies and regions. In the
European Union, the SME sector accounts for 99.8%
of all enterprises, employs 67% of all workers and
contributes to 58% of Gross Value Added
(GVA)'[3]. In Australia, the SME sector contributed
60% to the industrial value added in 2009/2010 [4].
In OECD economies, about 95% of enterprises are
SMEs, accounting for some 55% of GDP (Wymenga
etal., 2012).

In developing countries, about 90% of all enterprises
outside the agricultural sector are SMEs [3]. These
enterprises contribute considerably to the growth of
these economies. In Morocco, for instance, about
93% of industrial enterprises are SMEs, contributing
about 38% of total production, 30% of exports and
33% of investment. In South Africa, about 91% of
the formal enterprises are SMEs, accounting for
about 52-57% of GDP. In Ghana, SME sector is even
more important in the local economy and it is a
significant source of employment creation and

1 . . .
The value of their outputs less the value of intermediate

consumption and a key element in GDP.

national revenue through taxation [5-7]. [5] reveal
that SMEs contribute about 75% to Ghana’s GDP
and account for 85% of employment in the
manufacturing sector.

The establishment, nurturing and growth of SMEs
have become the focus of policymakers, academics,
professionals and governments in developing
countries, but for these firms to achieve their full
potential, access to capital is imperative. SMEs in
many developing countries have been greatly limited
in accessing the required capital that they need to
grow and expand. Particularly, in sub-Saharan Africa,
amounts of credit available to the private sector
remain very low when compared with the
phenomenon in other developing countries [8].
Moreover, this limitation of access to finance by
SMEs in sub-Saharan African countries is greater
than that of their large firms [6, 9, 10]. Banks and
other financial institutions fail to provide SMEs in
these countries with capital due to a repertoire of
factors including information asymmetries [2, 11].
Banks and other financial institutions have to
undertake complex measures to evaluate the activities
of SMEs in developing countries since information
that could help their operations is limited[12].

The market efficiency theory contends that
information asymmetry in capital markets forms the
basis of studies on external sources of funding. The
seminal findings of [13] highlight that uncertainties
arising from agency problems (principal-agent
relationship), asymmetric information, adverse credit
selection and monitoring, imply that lending
institutions struggle to distinguish between good and
bad risk. Consequently, financial institutions may
rationally choose to adopt credit-rationing measures.
However, getting access to finance by firms is
connected to how strong a firm’s governance
structures are; in particular, the unassailability and
soundness of the firm’s board of directors [14-16].
This implies that SMEs characterized by active and
well-functioning boards are more likely to narrow the
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financing-gap. The resource dependency theorists
also regard the provision of resources to firms as the
main function of boards.

The board of directors is one of the major governance
mechanisms to ensuring sound corporate governance
[17], [18, 19]. It ensures effective corporate
governance through long-term sustained value of the
company. There is ample evidence that even with an
absence even with an absence of other corporate
governance mechanisms; the board can solitary
ensure good governance in corporations. Particularly,
in developing countries where most of the corporate
disciplinary measures are ineffective to ensuring
sound governance, there is evidence that the presence
of sound and well-informed board of directors can
serve as an effective disciplinary measure to ensure
that corporate managers act in the best interest of
firms [15, 20].

Whilst a considerable amount of research has focused
on the importance, roles and responsibilities of board
of directors [21-24], the vast majority of these studies
has concentrated on large firms [25-29]. Despite the
increasing interest in the study of how the board of
directors serves as a governance mechanism to
ensuring sound corporate governance in large firms,
studies on how the board of directors can influence
the governance of SMEs are scant. The operations of
large firms differ from that of SMEs and therefore, it
limits the generalizability of findings. Thus, this
study argues that since effective boards positively
contribute significantly to the access of finance of
large companies [22]; the creation of well-functioning
boards of directors in small and medium-sized firms
can narrow the financing-gap between SMEs and
financial institutions [30]. Therefore, in this paper, we
propose to examine the relationship between the
board of directors and access to finance by SMEs in
the context of Ghana.

Our study further contends that the presence of
greater numbers of directors and their activities
provide the potential to create linkages between firms
and their environment, where financial resources can
be accessed. Corollary to this, our paper attempts to
contribute to our knowledge on corporate governance
by establishing how board size and intensity of board
activities influence access to finance by SMEs.

This paper is organized as follows: The next section
review literature on the relationship between board of
directors and access to finance. Ensuing is the
methodology of this paper. Analyses, conclusions and
recommendations are finally presented respectively.

Il. EMPIRICAL STUDIES ON THE
RELATIONSHIP BETWEEN BOARD OF
DIRECTORS AND ACCESS TO EXTERNAL
FINANCE

Access to funding is necessary for the survival of any
enterprise since funds are needed to facilitate access
to inputs, increase productivity, employment and
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profitability [33, 34]. [35] identified three major
sources of finance for SMEs, namely; formal sources
(mainly from commercial banks), informal sources
(the curb or grey market) and internally generated
funds (own savings and borrowing from family and
friends). This study focuses on how boards’ assist
SMEs to access funds from formal sources.

From extant literature [35], three main reasons have
accounted for market failure in formal lending to
SMEs: The first stems from the characteristics and
intrinsic weaknesses of SMEs themselves [36, 37];
the second, is a weak legal and regulatory
environment [38, 39][40, 41], deficiencies and
weaknesses in the banking and financial system [36,
42], and finally, macroeconomic policy [43].

At the micro level, lending institutions perceive
SMEs to be more risky because they tend to have a
more volatile pattern of financial performance and
growth [35]. Also, compared to large firms, SMEs are
smaller; operate in an opaque manner and lack
resources and collateral which enhances default risk
and business insolvency [44, 45][46]. The
unwillingness of lenders to grant credit to SMEs is
compounded by a lack of credit history and credit
rating if these enterprises have not borrowed in the
past and/or have only been existence for a short
period of time. SMEs may also lack the necessary
information and skills to access external finance,
including the compilation of a bankable business
plan.

While SMEs in general have difficulty in accessing
external finance, certain types of these enterprises are
particularly disadvantaged. For example, small-sized
enterprises such as micro and informal enterprises;
start-ups and younger enterprises with a limited or no
credit track record; SMEs managed by less
experienced entrepreneurs and those with limited
collateral [35].

Besides the aforementioned reasons, other researchers
have observed that individual corporate governance
factors influence the firm’s access to external finance
by enhancing the investors’ confidence [47, 48].
However, empirical studies so far have focused
largely on the effects of such governance indices on
the nature of capital structure of companies instead of
the ease of accessing external financing. For instance,
some studies have shown that firms with higher
ownership concentration or weak shareholder rights
tend to have a higher level of debt finance [49].
Others suggest that the controlling shareholders’ fear
of diluting the shareholding dominance, along with
their close links with (or increased reliance on) banks,
causes firms to have risky capital structure by
accessing more debts [50].

[51]found that the presence of large investors (such
as, family or banks) might have a negative effect on
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equity financing because of the possibility of
expropriation of minority shareholders’ rights, which
discourages the latter from investing in the capital
market. Finally, [48] also established that good
governance practices associated with  better
accounting standards and credible disclosures seem to
influence higher equity investment, regardless.

Theoretically, researchers have demonstrated that
greater numbers of directors and their activities
provide the potential to create linkages between the
firm and its environment, where financial resources
can be accessed [52]. However, a review of empirical
studies reveals the dearth of investigations on how
board size and activities impact on the ability of firms
to access external financing, especially within the
SME sector where attracting investments is most
daunting. Hence, to the best of our knowledge our
paper seeks to fill such a gap in literature by
examining the following hypothesis:

H1: There is a relationship between board size,
intensity of board activity and access to external
finance by SMEs.

11l. RESEARCH METHODOLOGY

This section outlines the methodology used to carry
out the study. Specifically, it discusses the study area,
research approach, research design, study population,
study sample, sampling procedure and the methods of
data collection and data analysis. This paper is an
aspect of a doctoral investigation on the effects of
corporate governance on the financial performance of
SMEs in the Accra Metropolis of Ghana. The capital
and largest city of Ghana is Accra, with the
population of the city estimated at 3,963,264 as of
2011. Accra is also the capital of the Accra
Metropolis. Ghana’s first President, Dr. Kwame
Nkrumah, declared Accra a city (the first city of
Ghana) in 1961 and demarcated Accra into six sub-
metropolis namely; Ashiedu Keteke, Osu Klotey,
Ayawaso, Ablekuma, Kpeshie and Okai Koi sub-
metropolis. A correlation research design was used
for the study. Correlational design is undertaken by a
researcher who is interested in the extent to which
two variables or more co-vary, when changes in one
variable are reflected in the other[53]. This study
design was considered a valid method to examine the
effects of board size and intensity of board activity on
SMEs’ access to external funding, given that, the
dependent variable and independent variables could
not be manipulated. . In addition, data collected for
analysis was based on self-reported questionnaire and
could not be subjected to definite cause-effects
analysis as in the case of experimental studies.

The focus of this study is to determine the effects of
board size and intensity of board activity on SMESs’
access to external funding in the Accra Metropolis,
hence, the target population for the study thus
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comprised of all SMEs within the Accra Metropolis.
The accessible population was defined as all
manufacturing and trading SMEs which had
registered with the National Board for Small-Scale
Industries (NBSSI) and the Association of Ghana
Industries (AGI) in the Accra Metropolis as at
September, 2013. These registered businesses appear
more organised and well-structured and lend
themselves to some tenets of corporate governance
and easy data collection. The total number of SMEs
recorded in the NBSSI’s and AGI’s registers by
location in the Metropolis was 2,083 as shown in
Table 1.

Table 1: Distribution of population by sub-
metropolis and firm size.

Sub-metropolis Medivm-sized Small-sized Total Population

Ashiedu Keteke 73 137 210

Osu Klottey, 70 127 197

Axawaso East 48 71

Axawasp Central 30 45

Axawase West 57 102 150

Ablekuma South 91 152 243

Ablekuma Central 22 59 81

Ablekuma North 85 150 235

Okai Koi North o2 179 271

Okai Koi South 121 232 353

La 78 140 218

Total

Source: Survey data, 2014

727 1336 2083

The population was classified using the 11 sub-
metropolis and the size of the firms.In view of the
large size of the population, it was necessary to
determine a sample size for the study. The reasons
advanced for the use of sample surveys instead of
census are that when dealing with a large population
a complete coverage of the population a complete
coverage of the population does not offer any
advantage over the sample [54]. Samples can also
provide accurate information within a relatively fewer
resources (finance, time, and labor) and may be more
efficient than the census. The optimum sample size
would be used to fulfill the requirements of
efficiency, representativeness and reliability since
unnecessarily large sample size would bring about
data duplicity besides having cost and time
implications while a small sample size would not be
representative [54].

[55] and [56] consider that a sample size should be
determined either by direct calculation using
statistical formulas appropriate to the nature of the
study or by reference to tables which set out
recommended sample sizes for given populations.
Based on the table developed by [56], with an
approximate population size of about 750 for
medium-sized firms and 1400 for small-sized firms
and to ensure a 5 percent margin of error, the sample
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size should be 556 (i.e. 254 and 302 respectively, See
Table 2). Simple random sampling technique was
used to select the sample for the study. The
owners/managers of SMEs were the target
respondents. These owners/managers were chosen
because they had vital information in relation to the
governance and financial performance of these firms.

Table 2: Distribution of the sample by sub-
metropolis and firm size

Sub-metropolis Small-sized

Medium-sized Total

Ashiedu Keteke 26 31

Qsu Klomey. 24
Avawaso East g

Avawaso Central 5 7
Avawaso West 43
Ablekuma South 66
Ablekuma Central 8 21
Ablekuma North 63
Qkai Koi North 71
Qkai Koi South 94

La

Total

Source: Survey data, 2014

302

Both primary data sources were used for the study.
The primary data was collected through the use of
questionnaire administered to owner/managers of
SMEs in the Accra Metropolis. The secondary data
were collected from journal articles, books,
publications, the internet and official reports from the
National Board for Small Scale Industries and the
Association of Ghana Industries. The Institute for
Development Studies library and the School of
Business library were visited for publications such as
books, professional and academic journals, and
reports. The instrument used for this study was
questionnaire administered to owners/managers of
SMEs by the researcher and trained research
assistants of the University of Cape Coast. The
survey method is deemed appropriate when soliciting
for factual information from a large group of
respondents [57].

Board size was measured by the number of directors
and/or advisors of the firm [9, 58] while the intensity
of board activity was measured as the number of
board meetings held annually [59, 60]. Given that
variables used to measure access to external funding
were adapted from previous related literature,
reliability test was conducted to ensure their internal
consistency. This measure reported a Cronbach alpha
score of 0.901. Firm size, firm age, the age of the
owner manager and firm’s financial performance
(proxied by profit growth) were controlled for. The
data obtained were analyzed using the computer
software; Statistical Product and Service Solutions
(SPSS 21.0 version). A standard regression analysis
was employed to test hypotheses.
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IV.  FINDINGS AND DISCUSSIONS
EMPIRICAL RESULTS

OF

This section presents the characteristics of the
respondents and firms. It also examines the effects
board size and intensity of board activity on access to
external finance by SMEs. A total of 423
owners/managers made up of 242 males and 181
females participated in the study. The demographic
characteristics of respondents include sex, age,
educational level, and owner/manager’s years of
experience. It was revealed that 57.2 percent and 42.8
percent of the respondents were males and females
respectively. Concerning the age distribution of
participants, the study indicated that the elderly
(above 35 years) constituted the largest proportion,
which was 64.1 percent. This was followed by the
youth (18-35 years age category) which recorded 35.9
percent.

In terms of educational level, the analysis showed
that the 49.6 percent of the participants had tertiary
level education. This was followed by 29.6 percent
who were senior high school graduates. Also, 18.9
percent of the respondents were junior high school
graduates whereas 1.9 percent had never been to
school. About 49.6 percent of the owner-managers
had between 1 to 10 years of working experience.
The total number of respondents was 423

With regard to the characteristics of the firms, 11.1
percent of the enterprises were into crafts and arts,
19.4 percent in agro-business, 28.1 percent were
trading and 41.4 percent were into other kinds of
businesses not specified. The majority (67.8 percent)
of these businesses have been in existence from 1 to
14 years. Only 2.6 percent have existed for six
decades and above. With regard to ownership
structure, 62.9 percent of the businesses were sole
proprietorship while 16.3 percent were partnerships.
Only 17.3 percent of these businesses were
incorporated companies. These findings are
consistent with several others [61] that have
maintained that the configuration of SMEs are
different from large firms and might therefore have
corporate governance mechanisms departing from the
conventional standards of larger firms.

The regression results from Table 3 showed a positive
constant term which is consistent with economic
theory. The coefficient of the corporate governance
variable board size is also significant and positive,
meaning that an increase in board size will to an
increase in the dependent variable, access to external
funding. However, that of intensity of board activity
was positive but insignificant.

The R2is 0.32 and the adjusted R2 is 0.31. This means
that 32 percent of the variation in the dependent
variable, access to external funding, can be explained
by the explanatory variables of board size, intensity
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of board activity, owner/manager’s age, financial
performance, firm size and age and while the
remaining 69 percent can be explained by variables
other than the variables used in the model. Although,
the value of the adjusted R? is low, the F-statistics
confirms that there is a true relationship between the
dependent variable (access to external finance) and
independent variables (board size, intensity of board
activity, owner/manager’s age, financial performance,
firm size and age). In the social sciences, low
adjusted R2 in regression equations are not
uncommon, especially for cross- cross-sectional
analysis. What is probably most important is to
validate the results obtained [62]. The F-statistics is
32.601. This is high and statistically significant at
0.001 level of significance.

The hypothesis sought to establish whether a
statistically significant relationship exists between
board size, intensity of board activity and access to
external financing. With respect to board size, the
results showed a t-statistics of 4.327. This confirms
that there is a significant positive relationship
between board size and access to external funding.
Therefore, the hypothesis is accepted at 0.001 level of
significance.

[31] concluded that greater numbers of directors
provide the potential to access external resources for
firms. Contrary arguments that large boards lead to
less meaningful discussion, since expressing opinions
within a large group is generally time consuming and
difficult and frequently results in a lack of
cohesiveness on the board were not supported in this
study [63]. It is important to state, however, that in
this study, the mean board size was only
approximately three.

This result underscores the relevance of the
networking role of boards in connecting organizations
to their external environment in order to access
resources [31]. The resource dependency theory
hinges the long-term survival and success of a firm
on its abilities to link the firm with its external
environment and views the provision of resources to
firms as the main function of boards [52].

Table 3: Multiple regression analysis results for
Board Size, Intensity of Board Activity and Access
to External Finance

WVariables

Estimated Standard  t-values Sig.

Coefficient BITOLS

Constant term -0.005 0.115 -0.043 0.963
Board size 0.218 0.009 4327 0.000%==
Intensity of board activity 0.009 0.009 0174 0.862
Financial performance 0415 0.059 10.059 0.000%==
Firm’s size 0.176 0.001 3.006 0.000%==
Owner/manager’s age 0.014 0.002 0301 0.763
Firm’s age 0.037 0.002 0.709 0.479

R 0.366

R2 0.32

Adjusted R2 031

F-statistic 32.601
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Note: a) Predictors: Constant, board size, intensity of
board activity, owner/manager’s age, financial
performance, firm size and age.

b) Dependent Variable: Access to external finance
***__significant at 0.01 level; **--significant at 0.05
level

Source: Survey data, 2014.

The control variables (financial performance and
firm’s size) had a significant positive relationship
with access to external finance. It has long been
established that larger and financially sound firms
tend to have an advantage over smaller and less
endowed firms in seeking for external sources of
finance because the latter operate in an opaque
manner and lack resources and collateral which
enhances default risk and business insolvency [44-
46].

CONCLUSION AND RECOMMENDATIONS

This study examined the relationship between board
size and intensity of board activity on access to
external finance. It was found that both corporate
governance variables (board size and intensity of
board activity) used for the study had positive
association with access to external finance, although,
that of intensity of board activity was not significant.
The findings support the view that boards create
linkages between firms and their environment where
financial resources can be accessed.

It is recommended that SMES’ owners/managers
should learn to move away from always seeking to
own and control the affairs of these enterprises and
start involving others with the necessary expertise
through partnerships or through the creation of active
and sizeable boards. These directors tend to have
relational and social capital which can assist firms in
accessing external resources.
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