International Journal of Business and Economics Research

2018; 7(5): 151-157
http://www.sciencepublishinggroup.com/j/ijber
doi: 10.11648/].ijber.20180705.14

(Y J' v I
otlencer

Science Publishing Group

ISSN: 2328-7543 (Print); ISSN: 2328-756X (Online)

The Role of Small and Medium Enterprises (SMEs) to
Employment in Ghana

Seth Kwaku Amoah" *, Alfred Kwabena Amoah®

'Department of Procurement and Supply Chain Management, Faculty of Business and Management Studies, Sunyani Technical University,
Sunyani, Ghana

’Ghana National Ambulance Service, Sunyani, Ghana
Email address:
sethamoah32(@yahoo.com (S. K. Amoah). alfredkwabenaamoah@ gmail.com (A. K. Amoah)

*Corresponding author

To cite this article:
Seth Kwaku Amoah, Alfred Kwabena Amoah. The Role of Small and Medium Enterprises (SMEs) to Employment in Ghana. International
Journal of Business and Economics Research. Vol. 7, No. 5, 2018, pp. 151-157. doi: 10.11648/j.ijber.20180705.14

Received: August 10, 2018; Accepted: September 7, 2018; Published: October 11, 2018

Abstract: The study used descriptive statistics design type to assess the role that MSMEs are playing with respect to
employment in Ghana. The study adopted the methodology employed by Ghana Statistical Service (GSS) to undertake a
nationwide survey on the Integrated Business Establishment Survey II (IBES II, 2016). It used the data generated by GSS from
IBES II 2016 Survey report. The data set used included the employment levels (numbers), size and the status of employment
(permanent and temporary) offered by MSMEs in Ghana. It was revealed from the study that the MSMEs in Ghana offered
employment of about 82 percent to the working population in the country with marked differences in the regions. Out of the
employment offered by MSMEs in Ghana, about 81 percent is for permanent whilst 86 percent is for temporary employment.
The Micro enterprises employed larger percentage of the working population than the Small and Medium enterprises. We are
recommending that the central, regional and district structures of governance in the country should continue to initiate, develop
and implement pragmatic policies that will enhance the growth of the MSMEs’ sector in the country. The programmes and
policies to enhance the growth of the Sector should be focused on specific areas and size of the MSMES. The MSMEs sector at
all levels is still confronting with both endogenous and exogenous challenges such as access to funds, lack of managerial skills
and applications of appropriate technologies, registration and regulations issues as well as record keeping and access to
international market. All stakeholders in the sector should work hand in hand to resolve these challenges for optimum
operation of the MSME:s in the country to help reduce the unemployment situation in the country.
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of Gross Domestic Product (GDP). The SMEs are often
considered as engines for innovation, economic growth,
employment and social mobility as cited by [4, 5]. The jobs
created and employments offered by the SMEs generally
improve the welfare, standard of living, income levels and
social stability of people across the world including African
countries.

The SMEs in Africa are accounting for about 90 percent of
all enterprises and can be found in most rural and urban areas
in the sub-region. For example, in South Africa, the SMEs,
contributes about 84 percent to private sector employment[6,
7] and in Kenya, the sector contributes immensely to the
macroeconomic development of the economy by providing
employment, training entrepreneurs, generating income and

1. Introduction

Small and Medium Enterprises (SMEs) including Micro
enterprises are playing critical roles for socio-economic
development of nations especially in the areas of
employment and job creation throughout the world. The
SME sector is contributing immensely to economic growth,
more importantly to employment and job creation in both
developed and developing nations. In the case of developed
and transitional economies, [1] concluded that, SMEs
provided 60-70 percent of employment in those economies.
In developing nations, [2, 3] were with the view that SMEs
offered about 45 percent of total employment and 33 percent
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improving the living standard of most of the low income
households in the country. Furthermore, the sector
contributes about 71percent to employment and accounts for
about 92 percent of businesses in Ghana respectively [8, 9].
The SMEs sector in Ghana also employed 85 percent of
manufacturing labour force who are sparsely distributed
across the regions including the rural and urban settlements
in the country. This makes the SMEs sector the most
important sector in the Ghanaian economy for policy makers,
development practitioners and community leaders to continue
to initiate, develop and direct pragmatic strategies to improve
the sector. It is observed that, an improvement in the SME
sector in Ghana will help to improve the unemployment
conditions and the well-being of the people in the country.

The nature of the activities of the SMEs in Ghana is
diverse and sparsely distributed across the regions including
the rural areas. For instance, employment offered by the
SMEs including Micro enterprises is dotted across the
regions in the country. There are various studies in Ghana on
SMEs in relation to economic growth and development,
challenges facing the sector, the nature and dynamics of the
SMEs sector and factors determining the location of SME
firms in the nation [8, 10-12]. Few of these studies have
considered the role of SMEs to employment at the national
and regional levels [8, 10-12]. It is against this background
that this present study wants to assess the role of SMEs
including Micro enterprises to employment and job creation
at the national and regional levels.

The main goal of the study is to assess the role of SMEs to
employment in Ghana. It will specifically find out the levels
of employment, the size and status of employment by SMEs
at the national and regional levels and to review the
challenges facing the SMEs sector as well as recommending
areas of policy interventions to improve the Sector. Apart
from this section, the rest of the study is organized into five
sections. The section two reviews the related literature
including the definition of SMEs and empirical studies on the
role of SMEs to employment. The section three discusses the
methodology of the study whilst section four presents the
results and discussions of the study. The last section covers
the conclusion and policy recommendations of the study.

2. Literature Review
2.1. Definition of SME

There is no definite definition for Small and Medium
Enterprises (SMEs) including Micro firms that is accepted by
the world. There are various forms of definitions of SMEs
throughout the world. It differs from country to country as
well as organization or industry to industry. Many countries
or organizations define SME differently depending upon the
purpose for defining it [13-16]. Other authors defined SME
as the number of people employed, total assets of the
establishment and sales turnover of the firm [8, 17, 18]. As
cited by [8], the European Commission (EC) used the
number of workers employed by a firm to define SME.

According to the EC’s definition, firms with 0 to 9
employees are micro enterprises; 10 to 99 employees are
small whilst firms with 100 to 499 employees are medium
enterprises. The SME has definitional problem, hence each
country or organization has its own definition to suit its needs
and aspirations at any point in time.

2.2. Definition of SME in Ghana

In Ghana, most of the definitions on SMEs are based on
the number of workers employed by the enterprises [10]. For
instance, [19] used an employment cut-off point of 30
employees as small scale enterprises whilst [20] as cited by
[8] used the number of workers a firm has employed over
time to classify small-scale enterprises into three categories.
They concluded that a firm employing less than 6 people is
micro, employing between 6 to 9 people as very small and
between 10 to 29 employees as small enterprise. Also, [19]
used employment levels of the enterprises to classify SMEs
in Ghana into micro enterprise (less than 5 employees); small
enterprise (5 to 29 employees); medium enterprise (30 to 99
employees); large enterprise (100 and more employees).

Also, Ghana Statistical Service (GSS) has defined SME by
using the number of employees a firm has employed at any
point in time to classify a firm to be small and medium
enterprises. According to GSS, SME is defined as any
enterprise or business entity that employs between 1 to 5 as
micro, a firm employing between 6 to 30 as small, a firm
employing between 31-100 as medium and a firm employing
more than 100 workers as large enterprise [21].

In contrast, the National Board for Small Scale Industries
(NBSSI) in Ghana used both fixed assets and number of
employees to define what constitutes SME in Ghana. It
defined SME as a firm with not more than 9 workers, and has
plant and machinery (excluding land, buildings and vehicles)
not exceeding 10 million Ghanaian cedis. The definition by
NBSSI has some challenges. The process of valuing fixed
assets in Ghana poses a problem as well as the continuous
fluctuation of the local currency as against the major trading
foreign currencies usually makes it difficult to apply it in real
situations especially for international comparisons [10].

2.3. Empirical Evidence

The available literature has a lot of information about the
role of SMEs to employment and job creation in both
developed and developing economies including Ghana.

The research paper published by [22] provided early
evidence that SMEs are the primary engines of job creation.
His findings showed that 81.5 percent of all net new jobs in
the United States during 1969-1976 were created by firms
with 100 or fewer employees. Similarly, [23] conducted a
study in Turkey among non-farm business with 20 -100
employees and concluded that, small firms (firms with
employees between 20 and 100 employees) had higher mean
job creation rates than larger firms.

Another study conducted by [4] showed that SMEs are the
largest contributors to total job creation across developing



153  Seth Kwaku Amoah and Alfred Kwabena Amoah: The Role of Small and Medium Enterprises (SMEs) to Employment in Ghana

countries and have the largest share of employment,
accounting for 71 percent of jobs in the transitional
economies. Not only do SMEs employ the largest number of
people, they also generate most new jobs. Furthermore, [24]
asserted that the promotion of the SME sector is a core
element to foster employment, economic growth, and poverty
alleviation. [25] also found out that SMEs largely contribute
to employment and [26]as well as [27] stated that this
contribution has been increasing particularly in developing
countries. Furthermore, [28] highlighted that SMEs in
developing countries represent approximately 45 percent of
employment and approximately 33 percent of GDP.
Similarly, [29] investigated small and medium-sized
enterprises and concluded that SMEs offered a large share of
jobs in industrialized countries.

Another important aspect is that, SMEs generate the
technical innovation that is needed to move the economy.
The SMEs have the skills, innovative ideas and can take risks
of exploring or discovering potential opportunities that lead
to job creation and subsequently provide employment. For
instance, a study performed by [30], confirmed that SMEs
play a unique, active and critical role in the process of
innovation by investing in new areas, sharing and
transferring of technology among themselves. According to
[31], in Singapore for example, even though SMEs are not as
significant in terms of numbers and employment, they are
important because they provide a flexible, skilled production
base that attracts larger multinational corporations (MNCs).
Also, [29] noted that, SMEs play a vital role in promoting
economic growth and creating employment, and they fueled
social development in a constantly changing economic
environment. SMEs are flexible and have significant capacity
to adjust, encourage by low dimensions and rapid decision
making.

The SME sector serves as a major employer in Ghanaian’s
economy. The sector employs larger percentage of the
working population in both rural and urban communities in
Ghana. The SME sector helps utilize resources such as
undesirable raw materials that might not yield any substantial
foreign earnings to the country and hence would be wasted.
About 92 percent of all businesses in Ghana are micro, small,
medium scale enterprises [21]. This makes the SMEs sector
to be one of the most important sectors in the Ghanaian
economy for fiscal policy makers and development partners
to strengthen and to further enhance the untapped talents and
resources in the sector for job creation and employment.

2.4. Regional Differences in SMEs’ Role to Employment

The evidence from the mature market economies indicate
that significant spatial differences exist in the extent to which
SMEs contribute to employment growth and economic
development. For example, in UK around 1980 and 1990,
there were large regional variations about opening of new
firms and job creation. According to [32] more jobs were
created in London and South East part of UK than the
surrounding regions. It was also indicated by [33] that
regions that were more fertile and good for business were

having higher rate of new jobs openings than those regions
with less fertile business activities. It has been established
that the SMEs in the rural areas in UK perform better than
their counterparts in the urban centers in terms of providing
employment and job opportunities [34, 35].

Besides, [36] were with the view that the differences in the
new firm formation rate is due to the variations in economic
development, occupational structures, entrepreneurial ability,
cultural factors and differences in the factors influencing
demand and supply of factors of production. For example, in
Estonia around 1995, there were marked differences in SME
development where Greater Tallinn accounted for 54 percent
of all registered businesses but with only a total population of
29 percent [37].

[11] asserted that micro firms and SMEs are distributed
across and within countries. The SMEs are sparsely
distributed across regions and countries as a result are
flexible in terms of locational decisions and growth. Due to
this locational flexibility, the SMEs can be used to achieve
industrial dispersal and regional balance in socio-economic
development of countries. The sparsely distribution of the
SMEs make the sector the most important sector for
diversifying and industrializing the economies especially the
rural communities.

2.5. Challenges of SMEs in Ghana

The SMEs in Ghana like others in the world have various
challenges facing the sector. The most typical challenges
facing SMEs in Ghana include constraints to credit facilities,
lack of managerial knowledge and skills, regulatory and legal
challenges, challenges of accessing international market,
equipment and technical know-how as well as lack of proper
administrative and records keeping procedures [19, 38].
These and other challenges facing the SMEs in Ghana are
impeding the full growth and development of the SMEs’
sector to fully play its crucial role in developing the
Ghanaian economy especially in the areas of employment
and job creation.

One of the major challenges of SMEs in Ghana is access to
credit facilities [39, 40]. In practice, it has been observed in
Ghana that, the SMEs mobilise their source of capital for
their business operations and investment through personal
savings, family inheritance, borrowing from friends and
financial institutions. The quantity of financial resources that
could be accessed from these sources is at times limited to
generate the needed set-up processes, growth and expansion
of the firms. Not only that the SMEs in Ghana have the
problem of accessing limited quantity of financial resources,
the process of acquiring these financial resources from these
sources are extremely difficult to come by. For instance, the
documentation process, collateral facilities, high interest
rates, short time for repayment are some of the constraints
the SME operators go through in accessing credit from some
of the financial institutions including banks in Ghana [38].

The second most important challenge of the SMEs in
Ghana is the low level of managerial and knowledge based
application by the SME owners [10]. The diverse nature of
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the SMEs business in Ghana couple with low incomes and
capital, limit the SME owners to employ competent staff with
the required managerial skills and experience to manage the
business for higher efficiency and productivity. The higher
proportions of SME owners and operators in the nation have
low levels of literacy and numeracy to understand, accept and
apply new ways of doing business. This impacts negatively
on the operations and investment motives of the SME owners
[38].

Another crucial challenge confronting the SMEs in Ghana
is regulatory and legal issues [8]. It seems SMEs like all
other business entities; operate well in well-functioning
regulatory and legal frameworks. The high cost including
bureaucratic process of registering business and weak public
intuitions do not work well for SMEs; set-up, operations,
growth and expansion. For instance,[41] observed as cited by
[8], that it takes 127 days to deal with licensing issues and
there are 16 procedures involved in licensing a business in
Ghana.

In addition, the SMEs in Ghana are constraint to
competing with and or entering into the international market
due to high unit cost, low quality of products, non-
standardization of products, poor packaging and inability to
undertake pragmatic market research as compared to their
counterpart in the advanced economies. The SMEs do not
only have the problem of competing with the international
market, they are faced with local level market constraints due
to macroeconomic instability such as higher inputs prices,
poor infrastructure and high rate of taxes [8, 42].

Furthermore, the SMEs’ sector in Ghana is hampered with
rapid development of modern ways of doing business. There
are more new, simple and complex tools, systems, equipment
and machines that are helping business today to strive faster
and improve on output. Again, advancement in technology
and the use of improved tools, machines and equipment helps
business to develop more competitive edge over their
competitors. In Ghana, most SMEs do not have the ability
and the capacity to acquire, adapt and apply the needed new
ways of doing business due to perhaps low levels of income,
managerial capabilities, and owners’ complacency [43-45].

3. The Methods and Data Source
3.1. Methods

The study used descriptive statistics study designed type
and analysed the levels of employment generated by MSMEs
in Ghana by adopting the methods employed by GSS (GSS is
the Government of Ghana department that is responsible for
production and dissemination of official statistics in Ghana)
to collect data on Integrated Business Establishment Survey
IT (IBES I)[21]. The study adopted the sampling frame of
GSS for the IBES II. This is because the data for this present
study were extracted from IBES II, 2016 report to analyse the
role of MSMEs to employment in Ghana. The IBES II survey
sampled 3,102,917 persons from 31,152 non-household
establishments. These non-household establishments were

either engaged in economic activities or were non-profit
institutions and cut across all sectors of the economy. The
IBES II used questionnaire and trained interviewers to collect
the data from the public. The present study adopted the
definition of MSMEs used by GSS to conduct the IBES II
Survey. According to the GSS a Micro firm is the one that
has engaged 1 to 5 persons, Small firm is the one with 6 to 30
employees, Medium enterprise is the one with 31to 100
employees whilst Large enterprise is any business entity that
employees more than 100 workers in Ghana. For the purpose
of this study, the Micro enterprise was part of the total SMEs
for better understanding and analysis.

3.2. Data Source

This present study used existing data from the IBES II
2016 report[21]. This data was generated, organised and
disseminated by GSS. The data sets used for the study
included the levels (percentage share) of employment
generated by MSMEs, the size and the status of employment
(temporary and permanent employment) across the
administrative regions in Ghana. The Microsoft excel was
used to capture the data and run the descriptive statistics for
the study.

4. Results and Discussions

Table 1. The percentage share of employment in the regions by MSMEs.

Administrative  Micro- Small- Medium-

Region Sized Sized Sized MSMEs
Western 34.0 29.2 12.9 76.1
Central 39.1 36.1 9.8 85.0
Greater Accra 23.0 21.4 15.6 60.0
Volta 41.5 35.8 9.4 86.7
Eastern 38.6 342 9.9 82.7
Ashanti 40.1 329 11.5 84.5
Brong Ahafo 37.1 36.4 10.6 84.1
Northern 42.1 38.9 7.9 88.9
Upper East 36.2 38.0 10.1 84.3
Upper West 41.9 36.6 9.6 88.1
National 37.36 33.95 10.73 82.04
Average

Sourced: Authors Computation, 2018

Table 1, portrays that about 82.04 percent of employment
in Ghana is offered by the MSMEs. This evident was
supported by [25, 29] who concluded that SMEs largely
contributed to employment in both developing and developed
nations respectively. The study further revealed that there are
differences in the employment situations in the Regions due
to differences in the levels of economic development in the
country. In the Northern, Upper West, Volta and Central
regions of Ghana, MSMEs play a critical role in providing
employment to about 89, 88, 87 and 85 percent of the labour
force respectively. These regions are less developed unlike
the other regions in the country. This conclusion was in line
with the study made by [11] that regions that are fertile for
business operations were having higher rate of new jobs
opening and employment generation than those regions with
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less fertile grounds for business. But the picture is different
with respect to the Greater Accra Region (the region with the
national capital). In this region, MSMEs contribution to
employment is the lowest among the regions in the country
(about 60 percent) perhaps based on the fact that must of the
larger industries are in the national capital which have
swallowed the effect of the MSMEs in the region.

Another important conclusion of the study is that the
contributions of MSMEs to employment by size (share of
workers employed by each of the constituents of MSMEs)
are different among the constituents of the MSMEs. The

national averages for the contribution of MSMEs are about
37, 34, and 11 percent for Micro sized, Small and Medium
sized enterprises respectively. This means that Micro sized
firms (with workers between 1 to 5) in Ghana are employing
about 37 percent of the entire labour force in the country with
marked differences across the regions. The most noted
regions where Micro firms are providing crucial employment
to the teeming population include Northern, Upper West, and
Volta regions with 42 percent of labour employed in each of
these regions.

Table 2. The percentage share of status of employment by MSMEs in the Regions.

Temporary Permanent
Administrative Region Micro Small Medium MSMEs Micro Small Medium MSMEs

Sized Sized Sized Sized Sized Sized
Western 41.48 30.11 8.73 80.32 32.16 28.92 13.88 74.96
Central 42.00 30.61 7.33 79.94 38.43 37.34 10.41 86.18
Greater Accra 34.38 27.65 10.27 72.30 21.75 20.71 16.16 58.62
Volta 45.71 37.19 5.79 88.69 40.51 35.52 10.26 86.29
Eastern 43.74 30.73 6.60 81.08 37.41 35.09 10.66 83.16
Ashanti 47.30 35.60 8.09 90.99 38.64 32.36 12.21 83.21
Brong Ahafo 41.29 38.27 8.03 87.59 35.99 35.94 11.27 83.20
Northern 38.52 47.94 5.65 92.12 43.28 35.97 8.61 87.86
Upper East 40.32 44.61 5.58 90.51 34.83 35.68 11.71 82.23
Upper West 41.97 43.04 7.16 92.18 41.85 34.42 10.43 86.70
National average 41.67 36.57 7.32 85.57 36.49 33.20 11.56 81.24

Sourced: Authors” Computation

From Table 2, about 86 percent of the employments
offered by the MSMEs in Ghana are temporary whilst about
81 percent are permanent employment. The study revealed
that there are marked differences in the status of employment
across the regions in the country. In Greater Accra region for
instance (where national capital is located) has the lowest
rate (72 percent) of temporary employment whilst Northern
and Upper West regions with common average of 92 percent
are the regions with highest rate of temporary employment.
Notwithstanding this, the Greater Accra region has the
minimum rate (59 percent) of permanent employment as
against the Northern region with 88 percent being the region
with the highest rate of permanent employment offered by
the MSMEs in the nation.

With respect to the status of MSMEs by size, the national
averages for Micro sized enterprises and Small sized firms
are about 42 and 37 percent for temporary employment
respectively. In all, Micro and Small sized firms generate
more temporary employment status as against permanent
employment.

5. Conclusions and Recommendations

5.1. Conclusions

The study concluded that MSMEs are catalyst for
generating  employment and  enhancing economic
development in Ghana. It was also observed from the study
that the role of MSMEs to employment creation is area

specific. The differences in the characteristics of each of the
regions in Ghana play a pivotal role in shaping the extent of
the MSMEs’ role in creating jobs and employment in
general. The regions in Ghana that are well developed such
as Greater Accra region do not have much impact of the role
of MSMEs in providing employment because of the greater
effect of larger enterprises. It was further revealed that the
employment offered by the MSMEs in Ghana is mostly on
temporary basis (about 86 percent) as against permanent
employment (about 81 percent). The size of the MSMEs
(measured by number of workers employed) is inversely
related to the number of workers the enterprise can
employed. This showed that Micro firms in all, employed
more workers, and followed by Small firms and Medium
firms. As the firm is growing in size, the total number of
these firms becomes smaller thereby employing fewer
workers in aggregate. It is concluding that the MSMEs in
Ghana are generating more employment than that of the
larger enterprises in aggregate.

In spite of this crucial role of MSMEs in providing
employment in every corner in the economy of Ghana in
other to reduce the teeming rate of unemployment and its
associated challenges, the sector is confronted with various
challenges such as:

1. Lack of access to credit
Lack of managerial skills
Regulatory and legal issues
Poor access to international market
Low level of applications of technical know-how and

nRewb
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6. Lack of efficient administration and records keeping
procedures

5.2. Recommendations

The MSMEs in Ghana are playing critical role in
providing employment to the teeming working population
throughout every corner in the economy. As a result, the
study is recommending that:

1. The central, regional and district structures of the
Government including development partners should
put pragmatic structures in place to nurture and groom
infant and emerging MSMEs as well as the existing
ones in Ghana to develop and employ more of the
unemployed population.

2. The Government of Ghana and her development
partners should develop fiscal and monetary policies to
resolve some of the teething challenges such as
difficulty of accessing funding, poor record keeping,
business registration and regulatory issues of the
MSMEs sector. The Government should develop
funding opportunities and advisory services to the
emerging and existing enterprises of MSMEs to make
the sector attractive to the youth.

3. The MSMEs in Ghana are located in every corner in
the country. It means that there is the need for regional
and district specific programmes, initiatives and fiscal
policies to be formulated and developed to meet
specific needs of the MSMEs. For example, tax and
regulatory policies on MSMEs should be regional and
district specific to take care of local level strength,
weakness, threat and opportunities of the regional and
district economies.

4. The key stakeholders in the MSMEs sector at all levels
should be well resourced, restructured and monitored
to work hand in hand with the MSMEs to enhance the
growth of the sector so that MSMEs can offer more
employment to the working population in the country.
The public and private institutions in the country
responsible for the development and promotion of the
MSMEs sector throughout the country should be
proactive. For instance, the Ministry of Trade and
Industry of Ghana, National Board for Small Scale
Industries, Ghana (NBSSI), and Association of Ghana
Industries and the District Assemblies among others
should be very resourceful to develop and assist in
growing the MSMEs sector.

5. And finally, there should be training hubs or
mentorship centers in and around the regions, districts
and communities to groom, train and mentor the local
entrepreneurs in modern ways of doing business
including skills transfer, technology applications,
information sharing and record keeping procedures to
enable the MSMEs to expand their businesses and
create more jobs for the teeming unemployed working
population in the country.
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