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Abstract

Sources of firm growth and development have received much attention in the field of research. These
studies vary in content and perspective. Changes in the size of firms are therefore extremely important events
in a firm’s demography. The growth of firms has consequences for employment and consequently economic
growth. The objectives of this study are to explore the factors that affect business growth and the
determinants of the size of business. The techniques used for data collection included questionnaires and
interviews. Purposive sampling was employed to identify the sample. For robustness, both parametric and
nonparametric methods were combined for the analysis. Further, simple regression analysis was used to
ascertain the factors that affect the size of businesses. Correlation analysis was employed to examine the
nature of the relationship between firm size and other variables. Furthermore, Pearson’s chi-square test of
independence was also used in the study. The correlation analysis showed that business age had a positive
and statistically significant association with businesssize. The regression analysis revealed that business age
and record keeping had significant impacts on business size. For policy, business start-ups should be
encouraged supported to survive over time.
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1. INTRODUCTION

Several studies have investigated the causes or sources of firm growth and development.
These investigations vary in perspective. Growth of an entrepreneurial firm is an indication
of success. According to Kruger (2004), business growth has both quantitative and
qualitative definitions. Growth may be measured in terms of revenue generation, value
addition, and volume of the business. It can also be defined in terms of qualitative features
like market position, quality of product, and goodwill of the customers.

Firms have different stages in their life cycle. They are born, appear in the market, survive,
grow and eventually die. Firm size therefore reflects how the firm evolves and adapts to its
environment. As noted by van Wissen (2002), changes in the size of firms are therefore
extremely important events in a firm’s demography. The growth of firms has consequences
for employment and consequently economic growth. With a positive rate of growth there
would be a net creation of new jobs, while a negative rate implies the net destruction of
jobs. Notably, the evolution of employment therefore has obvious impacts on government
budgets.

The importance of firm growth and its effect on economic growth cannot be ignored. The
evolution of active firms would result in backward and forward linkages. These linkages
would be higher or lower depending on the evolution of active firms. Considering the
general effect of firm growth on an economy, an increase in firm growth may increase its
demand towards other sectors, thus producing an increase in the economic activity of a
region. This dynamism in the economy can lead to major growth. The reverse holds where
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a decrease in the number of employees in a firm may lead to a crisis.

Many existing studies draw inferences about firm growth from aggregate data, rather than
from observation of the internal dynamics of the unit of analysis. This study is an attempt
to fill this gap and extend the literature.

The objectives of this study are to explore the factors that affect business growth and the
determinants of the sizeof business.

The rest of the study is organized as follows. Following is a review of relevant literature.
This is followed by the methodology adopted for the study. The results and discussion
from the study is next and lastly is the conclusion of the study

2. LITERATURE REVIEW

Penrose’s (1959) theory of firm growth was concerned with the firm as an administrative
organisation in the real world. She alluded that the firm's existing human resources
provided both an inducement to expand and a limit to the rate of expansion of the firm.
She explained further that there was a cumulative process of interaction between the
market opportunities of the firm and the productive services available from its own
resources. Further, firm growth was considered as an evolutionary process which involves
the accumulation of knowledge unique to the firm. She further observed that learning takes
place through shared knowledge and action and that the competence so achieved can
extend the firm's productive opportunities.

Several studies have investigated the determinants of business growth and development. A
study by Radiha et al., (2009) on the determinants of small business success opined that
internal and external factors are vital for the success of small business. They identified
eight factors of business success. They were external environment, market accessibility,
entrepreneurial quality, human resource and market support. The rest are government
pricing, delivery and service. Rogoff et al. (2004) revealed that both external and internal
factors affect the size and growth of businesses. The internal factors include characteristics
of the business owner, business size and years in business, the ability to attract outside
capital investment, management, financing, planning, experience, and skill to implement
any identified projects. The external factors are sales tax rates and infrastructure
expenditure.

Mambula (2004) showed that firms getting credit and other forms of assistance do not
perform well as compared to those less restricted firms in that regard. To add, Masuo et al.
(2001) in their study found that definitions of business success are generally hinged on
economic or financial communication. These take the form of return on assets, sales,
profits and employee’s survival rates. A study by Paige and Littrell (2002) concluded that
intrinsic criteria affected business success. They included sovereignty, controlling a
person’s own prospect and being one’s own person in charge. Extrinsic factors identified
included increased financial returns, personal income, and wealth. The role of government
in the success of the business is significant following a number of studies. A study
conducted by Sarder, et al. (1997) conducted on small enterprises in Bangladesh found that
firms getting support services experienced a significant increase in sales, employment and
productivity. Contrariwise, other studies have found that government assistance was not
relevant to the successes of small businesses. Business characteristics that affect the
performance of businesses are age, size, and location of business (Kraut and Grambsch,
1987; Kallerberg and Leicht, 1991). Research has shown that several factors affect the
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growth of small-businesses, especially a lack of capital or financial resources. Some
studies have found that additional capital is often not required and can be overcome
through creativity and initiative (Dia, 1996; Godsell, 1991; Hart, 1972). In a related study,
Kallon (1990) noted that the amount of capital needed to start a business and the rate of
growth for the business was significantly and negatively related. Additionally, access to
commercial credit did not contribute to entrepreneurial success.

Also, some researchers have argued that small businesses are under-capitalized. In Africa,
most businesses depend on their own or family savings. Most of them cannot meet the
requirements for commercial loans, and those who do find such loans expensive (Gray,
Cooley, and Lutabingwa, 1997; Trulsson, 1997; Van Dijk, 1995). In a recent study in
Ghana, Mumuni et al. (2013) revealed that the major barriers facing women entrepreneurs
are access to credit, managerial skills and cultural barriers. They noted further that the
main source of financing businesses was own savings. Additionally, Keyser et al. (2000)
found that, lack of starting capital was a commonproblem facing entrepreneurs in Zambia.
Okpara and Wynn (2007) in their study observed that the principal constraints to success
included poor management, lack of capital, corruption, weak infrastructure, and poor
recordkeeping.

Inexperience in the field of business, lack of technical knowledge, inadequate managerial
skills, lack of planning and lack of market research have also been identified as negatively
affecting the growth of firms (Lussier, 1996 and Mahadea, 1996). Corruption, poor
infrastructure, poor location, failure to conduct market research, and the economy are some
of the negative factors that affect the growth of firms and business (Mambula, 2002). In a
similar study by Krasniqgi et al. (2008), they examined the impact of the Firm, the
Entrepreneur and the Business Environment on the growth of new versus much established
firms. They found that the age of the entrepreneur atthe startup and entrepreneurial teams
exert a positive effect on firm growth.

Mateev and Anastasov (2010) have opined that firm size, financial structure and
productivity affect the growth of enterprises. Furthermore, they noted that the total assets
has a direct impact on the sales revenue. However, the number of employees, investment in
R & D, and other intangible assets do not have much influence on the growth of firms. In a
recent study, Lorunka et al. (2011) have found that the gender of the founder, the amount
ofcapital required at the time of starting the business, and growth strategy of the enterprise
are important factors that affect growth of a small enterprise. They have also identified
commitment of the person starting a new enterprise to be a good predictor of business
success.

Similar growth indicators have been found and used in the empirical literature. They are
the financial or stock market value, the number of employees, the sales and revenue and the
productive capacity. The remaining are the value of production and the added value of
production (Delmar, 1997). Comparing three indicators of firm size, Kirchhoff and Norton
(1992) considered employment, assets and sales. These were tested over a seven year
period and they produced the same results. They therefore concluded that they can be used
interchangeably. Earlier studies have revealed that the number of employees is the most
widely used measure of size. Kimberley (1976) opined that the organization of the internal
process is revealed by the number of employees. Penrose (1959) agreed that employment is
a direct indicator of organizational complexity. She thus considered it as a suitable
indicator for analysing the managerial implications of growth.
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3. METHODS AND MATERIALS

The population comprised small medium enterprises within the Wa Municipality. A
sample of hundered (100) business owners was used for the study. The techniques used for
data collection included questionnaires and interviews. Purposive sampling was employed
to identify the sample. This is appropriate since the cross- sectional data will allow an
examination of the association between exposure and outcome instead of cause and effect.
For robustness, both parametric and nonparametric methods were combined for the
analysis. Further, simple regression analysis was used to ascertain the factors that affect the
size of businesses. Correlation analysis was employed to examine the nature of the
relationship between firm size and the factors that affect it. Furthermore, Pearson’s chi-
square test of independence was used to test the hypothesis formulated in the study. The
size of the business defined as BSIZE is the number of employees in the business. Gender
is represented by SEX which indicates male or female. Records keeping is defined by REC
and the age of the business owner is also defined as AGE. The remaining are the level of
education represented as EDUC and age of the business as BAGE.

3.1 Hypotheses

Hypothesis 1

Ho: There is no relationship between business size and age of business. Ha: There is a
relationship between business size and age of business. Hypothesis 2

Ho: There is no relationship between business size and gender. Ha: There is a relationship
between business size and gender. Hypothesis 3

Ho: There is no relationship between business size and educational level. Ha: There is a
relationship between business size and educational level Hypothesis 3

Ho: There is no relationship between business size and records keeping. Ha: There is a
relationship between business size and records keeping.

3.2 Model

From the theoretical and empirical review of literature, the conceptual model to be
investigated takes the form:

BSIZE =f (SEX , REC, AGE, EDUC, BAGE) (1)
The econometric specification would involve concentrating on the cross section aspect of
the Time Series Cross Section (TSCS) Model. The Generic TSCS model is of the form

Yii= Xi,tB T & (2)
wherei=1,...,N;,t=1 ..., T, and X is a K vector of exogenous variables and

observations are indexed by unit i and time t. In this specification, time would be fixed
since it does not vary. The equation may thus be modified as

yi,= XiB + &; (3)
The estimable model for the study would thus become
BSIZEj = Po + B1SEX; + B2REC, + B3 AGE; + B4EDUC, + BsBAGE; + uj (4)
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4. RESULTS AND DISCUSSION

The relationship or association that exists between business size and the determinants is
established. This is established using correlation analysis. It is observed that among the
variables, gender and education have the same correlation coefficients. These coefficients
are very low and negative. The correlation coefficients are

0.034 and not statistically significant. In addition, age of the business owner has a positive
and low correlation coefficient that is not statistically significant. The low but relatively
higher correlation coefficients are with the business age and records keeping. The
correlation coefficient for record keeping is 0.33. This coefficient is negative and
statistically significant at the alpha 0.01 level. It suggests an inverse relationship between
record keeping and size of business. To add, business age also had a low but positive
association of 0.26 with business size. This coefficient is positive and also statistically
significant at the 0.01 alpha level. These are shown in table 1.

Table 1 Correlations between Business Size and other variables

Variables | Correlation Coefficient
SEX -0.034

REC -0.33*

AGE 0.068

EDUC -0.034

BAGE 0.26*

*  denotes significance at the 1% level.Source: Authors’ Construct

The chi-squared test results indicate that the null hypothesis cannot be rejected in all cases
except for records keeping. There is therefore no significant relationship between age of
business, gender and educational level. However, the null hypothesis is rejected for records
keeping. This means that there exists a significant relationship between records keeping
and business size. These are presented in table 2.

Table 2 Chi-Square Test Results

Varibles | Chi-squared Value | Asymptotic Significance
SEX 10.876 0.367

REC 17.587 0.004

AGE 6.508 0.97

EDUC 25.2 0.451

BAGE 28.035 0.569

*  denotes significance at the 1% level.Source: Authors’ Construct

The outcome of the regression reveals interesting facts on the determinants of business
size. Among the determinants, only two variables; records keeping and age of business
were significant. The marginal effect of record keeping on the size of business is a negative
0.69. The interpretation is that if record keeping changes by 1%, size of business changes
by 69% but in the opposite direction. This indicates that as record keeping increases
(decreases), the size of the business decreases (increases). This coefficient is significant at
the 1% level. Furthermore, the marginal effect of age of business is positive and significant
at the 5% level. It indicates that a 1% change in the age of the business would result in a
13% change in the size of the business. This relationship is however positive. This finding
supports existing studies (Kallerberg and Leicht, 1991; Kraut and Grambsch, 1987; Rogoff
et al. (2004). Meanwhile, gender, level of education and age have very low numerical
coefficients and do not have any impact on the size of business. They are not also
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ststistically significant. This finding is emphasized by the correlation coefficients.
However, the finding on entrepreneurial quality or education contradicts a study by Radiah
et al. (2009). Finally, the ANOVA table suggests a non rejection of the null hypothesis.
The p-value compared with alpha = 0.01 is statistically significant at the 1% level. There
the model is a good one since the model coefficients are not zero. These are shown in table
3.

Table 3 Summary of Regression Results

Dependent Variable: BSIZE |Coefficient t-statistic [Significance
CONSTANT 2.723*(0.605) 14.505 0.000

SEX 0.044(0.107) 0.415 0.679

REC -0.686%(0.224) |-3.059 0.003

AGE -0.045(0.106)  |-0.426 0.671

EDUC -0.064(0.065)  |-0.99 3.25

BAGE 0.129**(0.075) [1.722 0.088

Adj. R? = 0.11, ANOVA [Fstat = 3.425*, Sig. = 0.007], Figure in () indicates standard
error.
*  denotes significance at the 1% level.Source: Authors’ Construct

5. CONCLUSION

This study examined the determinants of firm size in Ghana. It sought to explore the
factors that affected business growth and the determinants of the size of business. To
achieve these objectives, questionnaires and interviews were conducted to collect data.
Purposive sampling was employed to identify the sample. For robustness, both parametric
and nonparametric methods were combined for the analysis. Regression analysis was used
to ascertain the factors that determine business size. Correlation analysis was employed to
examine the nature of the relationship between firm size and other variables. Furthermore,
Pearson’s chi-square test of independence was also used in the study. This made it possible
for the test of hypothesis. The correlation analysis showed that business age had a positive
and statistically significant association with business size. The regression analysis
revealed that business age and record keeping had significant impacts on business size. It is
therefore recommended that business start-ups should be encouraged and supported to
survive over time since age of business played a significant role in the determination of
firm size.
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