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ABSTRACT

The study examines the relationship between sources of finance and the growth of small
and medium enterprises, as well as the role that financial literacy plays. The research
objectives include investigating the effects of personal savings, retained earnings, bank
loans, and support from family and friends on SME growth in the Kumasi metropolis.
Additionally, the study aims to explore the moderating effect of financial literacy on the
relationship between sources of finance and SME growth in the Kumasi Metropolis. This
theory employed the resource-based view theory. A sample size of 135 was considered for
the study. The study employed a random sampling technique. The findings showed that
there is a positive and significant relationship between source of finance and SME growth.
The study revealed that there is a significant and positive relationship between the source
of finance and SME growth in the Kumasi Metropolis. The study concludes that the level
of financial literacy among SME owners or managers can either enhance or diminish the
impact of the source of finance on SME growth. The following recommendations are made
based on the research objectives: It is strongly recommended that organizations initiate
comprehensive programs comprising workshops, seminars, and online courses. These
initiatives should aim to empower participants with the knowledge and skills necessary for
making informed financial decisions, effective budget management, and a solid grasp of
fundamental financial concepts. To ensure the effective application of acquired financial
knowledge and skills, organizations should establish transparent and user-friendly internal
financial reporting systems. These systems aim to enable employees to readily access and
understand financial information, fostering a culture of heightened financial awareness and
responsibility. Also, by encouraging fresh ideas and exploring innovative avenues to

enhance products, services,

or operational processes, SMEs can adapt to evolving market dynamics and remain

competitive.
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CHAPTER ONE
INTRODUCTION

1.1 Background

Small and medium-sized businesses (SMEs) are regarded as the foundation of many
economies because they inspire innovation, create employment opportunities, and promote
economic progress. SMEs are widely regarded as the backbone of many economies because
of their major contributions to employment and economic growth (OECD, 2019). The most
prevalent type of business worldwide is small and medium- sized enterprises (SMES). They
are the main employers, producers of GDP, and innovators in the European Union, in
addition to being the most numerous firms (European Union, 2021). SMEs are companies
with fewer than 250 workers, a balance sheet total under EUR 43 million, or an annual
turnover of less than EUR 50 million (European Commission, 2021). The International
Finance Corporation (IFC) estimates that SMEs account for 50% of all enterprises and 90%
of all jobs globally (IFC, 2019). According to the International Council for Small Business
(ICSB), SMEs account for more than 90% of all businesses worldwide and are responsible
for more than 50% of all jobs (ICSB, 2019). SMEs in Ghana provide over 70% of the GDP
and employ about 80% of the labour force, according to the Ghana Statistical Service's
2017 report. Ghana’s socio economic progress and decrease of poverty are significantly
influenced by the SME sector (Abdul-Salam, 2020). The agility and inventiveness of SMEs
make them important players in the global economy. Governments and international
organizations have put in place a number of policies and programs to encourage the growth

of SMEs because they understand how important they are.



For instance, the European Union created the Small Business Act with the intention of
fostering entrepreneurship and removing obstacles to the expansion of SME (European
Commission, n.d.). Similar to this, the World Bank supports SMEs through its International
Finance Corporation, which provides funding and advisory services to assist SMEs in

accessing markets and expanding their enterprises (World Bank, 2022).

In the current economy, the significance of small and medium-sized businesses (SMEs)
cannot be overestimated. These companies considerably increase a nation's economy,
foster innovation, and create jobs. Access to credit, especially in developing nations,
continues to be a major obstacle for SMEs. Without sufficient funding, SMEs find it
difficult to expand their businesses and grow, which limits how much they can contribute
to the economy. Access to financing continues to be a major obstacle for SMEs, particularly
in developing nations. Investigating the link between financial sources and SME growth

has garnered more attention in recent years.

Financial literacy is a feature that could be important in this relationship. It is the capacity
to make sound financial decisions by having a fundamental understanding of financial
concepts. It makes it possible for SMEs to manage financial risks, effectively employ
financial resources, and access capital. Over the years, a lot of study has been done on the
connection between financial sources and SME growth. Financial literacy is a feature that
could be important in this relationship. Financially literate SME owners may be more
capable of handling their money, choose wise investments, and get access to the right

sources of funding.

It has been stated that the source and kind of financing used by SMEs can have a big impact
on their survival and growth. Considering Ghana, the country has a vibrant SME

sector that contributes greatly to employment creation, poverty reduction, and economic
2



growth.Ghana has a population of approximately 30 million people, and SMEs are
estimated to account for over 90% of businesses in the country. SMEs in Ghana are defined
as firms that employ less than 250 workers and have an annual turnover of less than GH¢10
million (US$1.8 million) (Ghana Statistical Service, 2017). The very presence of SMEs
has saved Ghanaians a lot of harm both to the economic sectors and health sectors of the
country. Subsequently, these small and medium scale businesses have become the seeds of
huge businesses, as well as the fuel for national economic engines and constantly been
referred to as the number one effective and prolific job producers. The need for financial
literacy has been emphasized recently as a key element in gaining access to and efficiently
utilizing finance. Even as SMEs confront a number of difficulties, including restricted
access to capital, a lack of managerial abilities, and legal restrictions (World Bank, 2020).
But they also offer chances for innovation and employment growth, especially in
developing areas (IFC, 2019). Governments and international organizations are creating
policies and programs to encourage SMEs' expansion and development because they
understand how important they are (OECD, 2019). There are several sources of finance
available to SMEs, including traditional bank loans, equity financing, government grants
and subsidies, crowdfunding, and alternative financing methods such as peer-to-peer
lending and invoice financing. Each source of finance has its own advantages and
disadvantages, and the choice of financing method will depend on the specific needs and

circumstances of the SME.

Several studies have investigated the relationship between sources of finance and SME
growth, and the results have been mixed (Njanike, 2020). While some studies have shown
that access to finance is crucial for SME growth (Amadasun and Mutezo, 2022), others

have suggested that factors such as managerial skills, innovation, and marketing



capabilities play a more significant role (Lee & Kim, 2018; Chen et al., 2020). To
understand how financial literacy can contribute to SME growth, it is critical to look at the

interaction between financial sources, SME growth, and financial literacy.

1.2 Statement of the Problem

The expansion and survival of SMEs, which are key to Ghana's economic development,
depend on their capacity to access finance (Smith, 2022). However, the severe financial
limitations they must operate under have a detrimental effect on their growth and have
reduced their potential to stimulate the national economy as intended (World bank,2019).
This is dangerous for a growing economy that doesn’t have the necessary technology and
infrastructure to draw several huge corporations. Despite the emergence of commercial and
public finance support organizations in Ghana, small and medium-sized businesses still
face many obstacles, chiefly among them is restricted access to capital (Gyimah, Akande,

& Muzindutsi, 2022).

Given that SMEs are essential to promoting economic growth and job creation, there has
been an increased interest in studying the relationship between sources of financing and
SMEs growth in recent years (Beck, Demirgiic-Kunt, & Levine, 2020). The expansion of
SMEs is being severely constrained by financial limitations as well as other barriers
associated with the business environment. The main firm-level determinants of SMEs'
inability to access external funds a higher transaction costs related to the smaller loans that
SMEs have requested, information asymmetry, higher risk premiums as a result of the
opaqueness of smaller firms, and the inability of SMEs' assets to meet the collateral

requirements of creditors (Beck, DemirgucKunt, & Maksimovic, 2018).

In Ghana, there are many obstacles to the growth of small and medium-sized businesses

in terms of source of funding (Amoah, 2018). Due to the strict criteria employed by
4



financial institutions in evaluating SMEs loan applications, SMEs' limited financial access
to banks has had an impact on their willingness to invest in their businesses, including
export activities in Ghana (Sijabat, 2018). The absence of proper collateral and credit
information, as well as the high cost of getting money, are further reasons preventing SMEs
from obtaining funding. As a result, a significant firm-specific contributing factor to the
financial challenges experienced by SMEs in Ghana is that the majority of them lack the
qualified staff needed to manage their operations. They are unable to present audited
financial statements, which is one of the necessary conditions for obtaining credit externally
from the financial institution, as a result of not being able to publish financial information
of the same caliber as those big enterprises. The assertion that privately held companies are
not required to report as much or as high-quality financial information as publicly traded
companies is in support of this. As a result, details about their financial condition, income,
and future earning potential may be incomplete or incorrect. When confronted with this
kind of ambiguity, a lender may decline credit, sometimes even to enterprises that are
creditworthy but unable to disclose their results (Nizaeva and Coskun, 2019; Coleman,

2018).

SMEs in countries with stable macroeconomic indicators report lower financing obstacles
than their counterparts operating in an unstable macroeconomic indicator which is
prevalent in less developed economies (Fowowe, 2018; Nizaeva and Coskun, 2019). Over
the past four (4) years, the macroeconomic indicators of Ghana have not been business
friendly at all. With current policy rate and inflation rate at 30.00% and 42.5% respectively
(Bank of Ghana, 2023), deter SMEs from seeking external source of funds particularly
from financial credit institutions funds and this hinders their business operations. Although

recent studies such as those of Carpenter & Petersen (2019), Udell,



(2020), Boateng and Poku (2019) and Al-Maskari et al., (2019) has concentrated on overall
business climate and the various sources of finance as important determinants influencing
SMEs growth and success. These studies did not investigate how financial literacy affects
financial performance, resulting in a research gap. Therefore, this research aims to bridge
the existing knowledge gap by investigating the relationship between sources of finance
and SME growth, while investigating how financial literacy moderates this relationship

within the Kumasi Metropolis of Ghana.

1.3 Objectives of the Study
The study seeks to examine the relationship between sources of finance and small &
medium enterprise growth; the role of financial literacy within the Kumasi Metropolis of

Ghana.

Specifically, the study seeks to:
I. Examine the effect of personal savings, retained earnings, Bank loans & family &

friends on SME growth in the Kumasi Metropolis.

ii. Investigate the moderating effect of financial literacy in the relationship between

sources of finance and SME growth in the Kumasi Metropolis.

1.4 Motivation of the study

According to Okpara and Wynn (2018), the awareness of the crucial role that SMEs play
in promoting economic growth and development serves as the driving force behind the
research of the relationship between sources of funding and small and medium enterprise
(SME) growth. SMEs are regarded as the foundation of many economies since they support
innovation, generate GDP, and create jobs. But nonetheless, SMEs frequently have trouble

obtaining financing, which might restrict their ability to expand. The type



and source of finance can have an impact on SME growth in a number of ways, including
how well the company is able to spend in research and development, grow its business, and
recruit additional employees. Furthermore, how SMEs approach financial management is
greatly influenced by their level of financial literacy. Entrepreneurs that are financially
literate are better able to comprehend the benefits and drawbacks of various sources of
funding and to make decisions that will help their company thrive. Consequently,
examining the link between financial sources and SME growth while taking into account
the importance of financial literacy can provide light on the best ways for SMEs to receive
funding and employ it to promote growth. Such information can guide policy choices and
assist SMEs in overcoming financial obstacles, resulting in long- term economic growth

and development.

Researchers, decision-makers, and business people are all interested in learning more about
the connection between financial sources and the expansion of small and medium- sized
enterprises (SME). The expansion and sustainability of SMEs are significantly influenced
by the availability of financing. Yet, studies have shown that financial literacy also has a
significant impact on how money and SME growth are related. As a result, the purpose of
this study is to examine the connection between financial sources and SME growth, with

an emphasis on the significance of financial literacy.

1.5 Organization of the Study

This study was arranged in five chapters. The first chapter contained the introduction,
which comprises of the background of the study, statement of problem, objectives of the
study, motivation for the study and organization of the study. The chapter two considered
the literature review, which comprises of conceptual review, theoretical review and
empirical review of works concerning the study. Chapter three focuses on the data

7



collection procedure. The data analysis, presentation, and discussion would be presented
in the Chapter four. The fifth chapter of this thesis will consist of the conclusions and

suggestions.



CHAPTER TWO
LITERATURE REVIEW
2.0 Introduction
This chapter presents the theoretical underpinnings used in this study. The chapter is in
four sub sections. This first section presents the definition of concept. The second and third
sections presents theories and conceptual framework underpinning the study. Empirical
studies relating to the relationship between sources of finance and SMEs as well as the role

of financial literacy to SMEs growth are presented in the fourth sub- section.

2.1 Definition of Concept

The following are the concepts that serve as the foundation for this study.

2.1.1 Small and Medium-sized Enterprises (SMES)

Globally, there is no single definition of small businesses, making it difficult to define
SMEs. There are several different definitions of SMEs. These definitions are founded on
either quantitative or qualitative judgments. The quantitative definitions consider the
turnover, size, and labour force of SMEs, among other factors. However, qualitative
definitions make use of a characteristic that sets SMEs apart from Large Scale Enterprises
(LEs). Small and Medium- sized Enterprises (SME) are defined differently by different
countries, sectors of the economy, and organizations. The number of employees, turnover,
and assets are the most typical denominators for SME designation (Prempeh et al., 2022).
According to the United States Small Business Administration (SBA), small and medium-
sized enterprises (SMEs) are “independently owned and operated businesses that are not

dominant in their field of operation and have less than 500 employees” (SBA,



n.d.). Most governments, including those of middle- and high-income countries, the
OECD, and the IMF, define a SME as an organization with up to 249 employees. Micro
(1-9 employees), small (10-49 employees), and medium (50-249 employees) firms are the
additional divisions they make for the category. When defining a SME, lower income
economies more typically use a threshold of 50 or 100 employees. In low- income
developing nations, the annual turnover threshold for SMEs ranges between US$ 1 million
and US$ 5 million, while in high-income economies, the threshold ranges between US$ 50
million and US$ 70 million (OECD 2017; Aladejebi and Oladimeji, 2019; Prempeh et al.,

2022).

According to the Ghana Statistical Service (GSS), SMEs in Ghana are any enterprise or
commercial entity that employs 1 to 5 people as a microenterprise, 6 to 30 as a small
enterprise, 31 to 100 as a medium enterprise, and more than 100 as a large enterprise (GSS,
2016). While as, the National Board for Small Scale Industries (NBSSI) defines a small
business as one with fewer than 29 people and a medium business as one with up to 100
employees with plant and machinery valued at less than ten million Ghanaian cedis
(excluding land, buildings, and cars). The NBSSI definition has certain difficulties. The
process of valuing fixed assets in Ghana is difficult, and the ongoing fluctuations in the
value of the local currency relative to the main trading foreign currencies make it difficult
to apply in practical settings, particularly for international comparisons (Amoah and
Amoah, 2018; Prempeh et al., 2022; Yankah et al., 2022). As a result, for the purposes of

this study, the GSS's definition of SMEs is used.
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2.1.2 Financial Literacy

Due to the complexities of the subject matter and the variety of definitions, financial
literacy is almost never clearly defined. One may say that financial literacy includes
knowledge, education, capability, competence, and responsibility all at once. The emphasis
is either on knowledge, or on the ability to apply knowledge, or even on people's confidence
in their ability to make sound financial decisions (Kristanto, 2022). One of the most
commonly used explicit definitions of financial literacy is the ability to read, comprehend,
manage, and communicate about one's personal financial circumstances as they relate to
one's material well-being (Trust, 2020; Musah, Yakubu, and Abagna, 2022; Vidoviova,
2021). The study, however, uses Sharkey's (2020) definition, which states that financial
literacy is the ability to make financial decisions that promote stability, self-sufficiency,

and well-being financially.

These skills include the ability to efficiently find, appraise, and utilize data, resources, and
services efficiently, as well as the ability to make prudent financial commitments,
budgeting, credit, debt, and future planning decisions. Financial literacy is essential for the
development of Small and Medium-sized Businesses, according to Akoto et al. (2020).
Businesses are more likely to manage their finances successfully and make wise financial
decisions if they have adequate financial literacy skills. A lack of financial literacy, on the
other hand, may make it difficult for SMEs to manage their finances, which may result in

subpar financial results and even company failure.

According to a study by the Organization for Economic Co-operation and Development
(OECD), SMEs with higher levels of financial literacy are more likely to grow and remain

competitive (OECD, 2019). Around 70% of employment possibilities and a
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sizeable portion of Ghana's Gross Domestic Product (GDP) are provided by SMEs, which
are essential to the country's economic growth (Ghana Statistical Service, 2021). However,
many Businesses in Ghana find it difficult to adequately manage their money, which has a
negative impact on their financial performance and restricts their access to lending options.
For SMEs to properly manage their money, make wise decisions, and obtain loans, they

need to be financially literate.

High financial literacy rates among SMEs increase their likelihood of managing their
money well, which boosts performance and profitability. Businesses who have a strong
understanding of finance are better able to plan their spending, control their cash flow, and
spot lucrative investment opportunities. Also, SMEs with high financial literacy skills are
more likely to get loan facilities since they can show they are capable of managing their
money well. SME owners that are financially educated can read and evaluate financial
statements, comprehend financial ratios, and figure out critical performance indicators.
With this information, they may spot areas of financial inefficiency and make wise choices
to strengthen their financial position. Also, financially savvy SMEs are better able to handle

cash flow, which is essential for the survival and expansion of any company.

They can spot cash flow problems, come up with practical solutions, and make sure
creditors and suppliers are paid on schedule (Ramsey & Sojka, 2015). Financially literate
SMEs are more likely to attract financing from banks, venture capitalists, and other
investors, as they can present a clear and compelling business case that demonstrates their

financial viability and growth potential (EI Ghoul et al., 2018).
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2.2 Theoretical Framework

The theory underpinning the study are briefly reviewed.

2.2.1 Resource-Based View Theory

Wernerfelt (1984) is credited with developing the resource-based view theory, which is one
of the theories of strategic management that is frequently cited because it is practically
applicable to modern management practices. Exploring a firm's resources with the goal of
achieving a sustained competitive edge over other industry competitors is the central theme
of the resource- based theory. Accordingly, the theoretical ideology of the theory contends
that a business can only gain a competitive advantage by using all of its resources
effectively and efficiently (Olokundun et al., 2018; Kozlenkova, Samaha, & Palmatier,
2017). These resources span the spectrum from financial to human to technological to
marketing to physical. By fusing these resources with organizational dynamics and
characteristics, the company realizes its strategic objective. According to the theory, these
resources are the elements of a company that have an impact on its success, performance,

and profitability (Frimpong, Agyapong, and Agyapong, 2022).

According to the theory's conceptual foundation, a business cannot gain enduring
competitive advantage if its resources are simple for competitors to copy. In order to obtain
superior performance and a competitive edge over other businesses or competitors in the

market, the idea emphasizes the crucial role that a firm's resources play (Peteraf, 2018).

In order to explain how firm-based resources provide sustained competitive advantage
and why some firms may consistently outperform others by becoming more competitive,

the theory is predicated on two key tenets. First and foremost, even if businesses compete
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in the same sector, each business have unique resource combinations (Utami & Alamanos,
2023). According to the assumption of resource heterogeneity certain businesses are better
at doing specific tasks than others because they have access to special resources (Peteraf
and Barney 2018; Kozlenkova, Samaha, & Palmatier, 2017). Secondly, it is feasible for
these resource differences to persist, which also enables the benefits of heterogeneous
resources to persist over time (Barney and Hesterly 2018). This is because moving resources

between firms is difficult (the resource immobility assumption).

The outdated RBV theory is silent on why and how some businesses succeed in an
environment of erratic and rapid change (Holdford, 2018). The growth of a more
comprehensive RBV theory demonstrates that businesses can acquire a competitive edge
not only by making the most of their most valuable assets, but also by creating new
potential capabilities through education, skill development, and the progressive
accumulation of both tangible and intangible assets through time. According to the
rationale based on resources, a small number of businesses with considerable resources—
those that are expensive and difficult to duplicate—might be able to maintain a competitive
edge over time (Barney, 1991). In order to meet market demand, businesses might gain an
edge by continuously integrating or reconfiguring various types of resources and by

developing new applications (Holdford, 2018; Kozlenkova, Samaha, & Palmatier, 2017).

Four criteria are included in the RBV framework to determine whether a resource has the
potential to develop and sustain a competitive advantage and these requirements are that

the resource must be: valuable, rare, immobility, and sustainability. These together are
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referred to as the VRIS framework (Holdford, 2018). In order to benefit from the
opportunities and/or hazards existing in the environment of the firm, the resource must first
be useful. Secondly, the resource must be unique compared to the company's current and
potential rivals. Thirdly, the resource must be imperfectly imitable, making it difficult for
other businesses to easily acquire a firm's valuable and rare assets. The fourth and final
requirement is that the resources cannot be strategically substituted or duplicated; they must
also not be common, valuable, or imperfectly imitated by other businesses (Barney and

Hesterly, 2018; Holdford, 2018; Kozlenkova, Samaha, & Palmatier, 2017).

RBV theoretical framework has inferences for both the success of businesses and financial
literacy. According to Agyapong and Attram (2019), financial literacy has an impact on
how a company chooses, employs, manages, and disposes of financial assets. The degree
of financial literacy a manager possesses or has gradually attained over time is also an
indication of that management's level of financial knowledge (Sibanda, Hove- Sibanda and
Shava, 2018). Such data (resource) is important for the effectiveness of the company's
financial choices and business strategy. This is especially true for SMEs because the owner-
manager typically has the last word when choosing a course of action. One of the most
crucial decisions owner-managers have had to make in managing the finances of their
businesses is a financial one. The success, growth, and longevity of their businesses are
significantly impacted by the outcomes of these decisions. Tuffour, Asantewa, and Otuko
(2022) claim that SMEs' ability to sustain a competitive edge that leads to improved
performance is based on special, immovable tangible and intangible resources. Tangible
resources include physical assets like machines and buildings as well

as financial capital like equity, debt, and retained earnings. Entrepreneurial expertise,
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abilities, experiences, organizational practices, and reputation are examples of intangible

resources.

According to the RBV theory, a company's ability to innovate is diminished by a lack of
organizational, human, financial, and human resources (Tuffour, Asantewa and Otuko,
2022). The delivery of the company's goods and services as well as its performance may
be impacted by this. A significant barrier to the growth of SMEs is the lack of financial
resources, especially as it prohibits them from obtaining new technology that would

increase their productivity and competitiveness.

The RBV has faced some criticisms and notable among such drawback is that, the theory
is static and does not explain how static resources affect sustained competitive advantage
in dynamic markets or how organizational activities over time affect resource efficacy. In
response, the VRIS framework was developed to accept that resources must be properly
utilized by the company rather than just being owned by the firm (Utami & Alamanos,

2023).

2.3 Overview of Small and Medium Enterprises (SMESs) in Ghana

The history of SMEs in Ghana can be traced back to the pre-colonial era when small
businesses such as blacksmiths, tailors, and traders were predominant (Baiden and
Tsamenyi, 2013). The significance of SMEs in Ghana's economy may be dated to the period
before independence, when Ghanaian entrepreneurs controlled the nation's commercial
sector and supplied the populace with goods and services (Abor & Quartey, 2010). This
organization was created with the goal of offering SMESs technical and financial support
(Osei-Boateng & Amponsah-Tawiah, 2017). These measures were taken to strengthen
domestic industries in the nation and lessen reliance on imports. The
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Industrial Development Corporation (IDC) was founded by the government in the 1960s

to offer Businesses financial and technical help (Dzisi and Amponsah- Tawiah, 2019).

However, SMEs encountered considerable difficulties, and many failed as a result of
political unrest and economic downturns in the 1970s and 1980s. With programs like the
Ghana Enterprises Agency (GEA), which was established in 2021 to support SMEs in areas
including business development, access to funding, and market prospects, there has been
an increased focus on encouraging SME growth in Ghana in recent years. To address the
difficulties encountered by SMEs, the Ghanaian government implemented economic

reforms in the 1990s.

In order to support and encourage the expansion of SMEs, these changes included the
liberalization of the economy, privatization of state-owned businesses, and the creation of
the National Board for Small Scale Industries (NBSSI) (Dzisi and Amponsah-Tawiah,
2019). Businesses in Ghana have persevered and innovated in the face of these obstacles.
For instance, many SMEs have embraced digital technologies to address issues like limited
market access (Amoako-Tuffour et al., 2021). Moreover, government initiatives like the
Ghna EXIM Bank, Ghana Appropriate Skilled Industries Service (GRATIS), Business
Assistance Fund (BAF), Ghana Investment Fund, Rural Enterprise Project (REP),

government agencies,

Government Organizations (NGOs), Commercial Banks, Development Finance
Institutions (DFls) and the PAMSCAD Line of Credit for Small Businesses and the
National Entrepreneurship and Innovation Plan (NEIP) have been implemented to aid

SMEs in Ghana (Agyapong & Boachie, 2020).
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SMEs, as the driving forces behind domestic entrepreneurship, contribute significantly to
economic growth by increasing, among other things, technological proficiency, innovation
dissemination, and financial deployment. 92% of all firms in Ghana are SMEs (Amaglo,
2019). According to the records of the Registrar General’s Department in Ghana, about

ninety percent (90%) of registered companies are SMEs (Amaglo, 2019).

2.3.1 The role of Financial Literacy on SMEs Growth

Financial literacy is essential for the development of Small and Medium-sized Businesses,
as it helps businesses to analyse corporate financial management and make financial
decisions because it assists owners-managers manage risk by maintaining financial
reserves, diversifying their investment portfolio, lowering risk, and buying insurance
(Akoto et al., 2020; Kristanto, 2022). It also assists businesses in overcoming obstacles in
difficult financing markets. Businesses that have strong financial literacy abilities are more
likely to manage their money successfully and make sound financial decisions. According
to empirical studies by Hsiao and Tsai (2019) and Ye and Kulathunga (2019), a lack of
financial literacy may make it difficult for SMEs to manage their finances, resulting in
subpar financial results and even company failing beyond the start-up stage. Financial

literacy is a prevalent issue for SMEs.

According to a study by the Organization for Economic Co-operation and Development
(OECD), SMEs with higher levels of financial literacy are more likely to grow and remain
competitive (OECD, 2019). Around 70% of employment possibilities and a sizeable
portion of Ghana's Gross Domestic Product (GDP) are provided by SMEs, which are
essential to the country's economic growth (Ghana Statistical Service, 2021). However,

many Businesses in Ghana find it difficult to adequately manage their money,
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which has a negative impact on their financial performance and restricts their access to
lending options. For SMEs to properly manage their money, make wise decisions, and

obtain loans, they need to be financially literate.

High financial literacy rates among SMEs increase their likelihood of managing their
money well, which boosts performance and profitability. Businesses who have a strong
understanding of finance are better able to plan their spending, control their cash flow, and
spot lucrative investment opportunities. Also, SMEs with high financial literacy skills are
more likely to get loan facilities since they can show they are capable of managing their
money well. SME owners that are financially educated can read and evaluate financial
statements, comprehend financial ratios, and figure out critical performance indicators.
With this information, they may spot areas of financial inefficiency and make wise choices
to strengthen their financial position. Also, financially savvy SMEs are better able to handle
cash flow, which is essential for the survival and expansion of any company. They can spot
cash flow problems, come up with practical solutions, and make sure creditors and
suppliers are paid on schedule (Ramsey & Sojka, 2015). Financially literate SMEs are more
likely to attract financing from banks, venture capitalists, and other investors, as they can
present a clear and compelling business case that demonstrates their financial viability and

growth potential (El Ghoul et al., 2018).

Al Mamun and Sohag (2021) assert that financial literacy is a crucial component of SME
growth. Business owners can efficiently manage their finances and make wise financial
decisions thanks to financial literacy. They can also understand financial statements, create

budgets, and spot financial dangers with its assistance. The findings showed that,
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SMEs with higher levels of financial literacy have a higher chance of surviving and
expanding than those with lower levels (Arouri et al., 2020). Similarly, a study by Agarwal
and Mitra (2018), discovered that financial education programs aided SMESs in improving
their financial management procedures, boosting their profitability, and making it easier
for them to get financing. Smith et al. (2018) discovered that SMEs with higher financial
literacy levels typically display superior financial management practices, improving
financial performance and fostering faster growth rates. According to Johnson and Johnson
(2020), SME owners that are financially savvy are more likely to use outside sources of
funding, such as grants, loans, and venture capital. They are able to effectively express their
financial needs to prospective investors or lenders since they have the essential abilities for
producing accurate financial statements, convincing business plans, and these other tasks.
As aresult, SMEs with higher financial literacy levels have easier access to funding, which
helps them grow and expand. Financially literate SME owners also comprehend financial
risks better allowing them to develop appropriate risk mitigation strategies, which enables
them to navigate economic downturns, market fluctuations, and unforeseen events more

effectively (Parker, 2019).

By managing risks proactively, SMEs can maintain stability and seize growth

opportunities, contributing to their overall success.

Considering the significance of financial literacy for businesses, many SMEs in Ghana find
it difficult to successfully manage their finances. Only 26% of adults in Ghana have basic
financial literacy abilities, per the World Bank (2021). The lack of financial education
programs, restricted access to financial resources, and poor financial infrastructure are to

blame for the low levels of financial literacy. Also, a lot of SMEs in
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Ghana work in the unofficial sector, making it challenging to acquire funding and support.

For SMEs in Ghana to succeed, financial literacy needs to be improved. However, SMESs'
attempts to increase their financial literacy are hampered by a number of issues. Lack of
financial education programs suited to SMEs' requirements is one of the major problems.
Small businesses in Ghana have a hard time accessing financial education programs since
many of them are geared at individuals rather than SMEs. The restricted availability of
financial resources and assistance is another problem. In Ghana, a large number of SMEs
operate in the unregulated market and lack the necessary collateral to obtain loans. Also,
because SMEs are thought to be high-risk, financial institutions in Ghana frequently

hesitate to lend to them.

2.3.2 Source of Funding to SMEs

Every business receives funding from either debt, equity, or a combination of the two. The
International Finance Corporation (IFC) estimates that 65 million companies, or 40% of
formal micro, small, and medium-sized firms (MSMEs) in developing countries, have
yearly unmet financing needs of $5.2 trillion, or 1.4 times the current level of global MSME
lending. According to the World Bank, one of the most frequently stated barriers to SME
growth in emerging markets and developing nations is access to finance. This is a major
restraint on SME expansion. SMES have access to various sources of funds to support their
growth and development. The choice of financing depends on the business's needs, stage
of growth, and financial situation. Previous researchers such as that of Gbandi and Amissah
(2021) have identified the formal and informal sources of finance as the two primary

financing concepts for SMEs. Accordingly, the formal sector, including
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commercial banks, microfinance institutions, and development banks, remains the primary
source of funding for SMEs, while informal financing options such as family and friends,
personal savings, and money lenders remain important sources for some SMEs (Siddiqui

& Joyiae, 2021).

According to Beck et al. (2019), SMEs often face difficulties in obtaining funding from
traditional sources such as banks, and therefore they turn to alternative sources of finance
such as personal savings, crowdfunding, peer-to-peer lending, and venture capital. In
general, internal financing is the best option and a crucial source of funding. Consequently,
SMEs are less likely to be able to obtain bank loans than large enterprises, therefore they
must rely on internal funds or cash from friends and family to launch and maintain their
businesses initially. In Sub-Saharan Africa, of the small businesses that received external
financing, 6.3% received equity, 48.5% received formal foreign debt, 17.4% received semi-
formal financing, and 27.8% received informal financing, according to Kuntchev et al.

(2019), who studied the primary forms of external funding for SMEs.

2.3.2.1 Bank loans

Banking and non-banking financial intuitions have remained one of the major sources of
funds to SMEs worldwide. According to the International Finance Corporation (IFC), bank
loans remain the most common source of external financing for SMEs globally (IFC, 2018).
In many developing nations, bank loans accounted for more than 60% of SME funding
(World Bank, 2018). Over 31% of SMEs in the United States use bank loans to finance
their operations, making bank loans an important source of SME financing there as well
(Federal Reserve, 2019). The bank loan is the cash given to persons or business

organizations whereby monies given out are repaid with interest over
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a predetermined time frame. Both secured and unsecured loans are options for small
business owners to get bank loans. Unsecured loans do not require collateral but often have
higher interest rates. Secured loans must be secured by collateral, such as property or
equipment. The terms of bank loans, such as the payback time and the loan amount, are

negotiable, and the interest rates are often determined by the SME's creditworthiness.

Banks also provide a range of loans to SMEs, such as loans for working capital, loans for
equipment, and loans for commercial real estate. While equipment loans are used to buy
machinery, vehicles, or other equipment, working capital loans are often used to support
the day to-day operations of the business. On the other hand, commercial real estate loans

are utilized to fund the acquisition or development of commercial buildings (Olsen, 2020).

In Ghana, most SMEs have survived mostly because of the presence of these institutions.
Financing to establish or expand a firm was very simple to come by some decades ago. The
current economic crisis of most African countries has more or less changed that narrative.
Accessing bank loans has now become very challenging especially in Ghana. Banks and
other formal financial institutions are reluctant to lend to informal small and medium
companies (SMESs) in developing countries, particularly Sub-Saharan Africa (SSA) as
such, they have very limited access to finance. Since these companies have been unable to
live up to expectations, the issue of inadequate financing has remained despite several
initiatives and advancements in the field of financing SMEs. A report by the World Bank
(2018) highlights the persistent challenges faced by SMEs in accessing finance,
particularly in low-income countries. The report notes that SMEs often lack the necessary

collateral and financial records to obtain bank loans, and that this is
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compounded by limited access to alternative sources of finance, such as venture capital and
angel investors. As a result of greater regulation brought on by the 2008 crisis, several
banks tightened their standards by being more cautious about the risk involved in their

investments.

Small businesses typically have trouble obtaining finance from conventional banks since
they are riskier than large firms. Other major issues such as less profit of smaller loans,
lack of collateral, bad credit or lack of credit history and the downturn in community
banking has led to the many reasons why source of funds to SMEs with respect to bank

loans have become inaccessible in many counties.

2.3.2.2 Personal savings

Personal savings are a significant source of funds for SMEs, particularly in the early stages
of Business development (Adegbite, 2018). According to the Small Business
Administration (SBA), approximately 57% of small business owners use personal savings
as their primary source of funding for their business (SBA, 2021). It is generally
acknowledged that SMEs adopt the financing option known as equity finance. In exchange
for a percentage of a company's worth, equity financing is gained, and it might come from
personal funds. Personal savings have also been used as a backup source of financing
during difficult economic times, such as recessions when banks are reluctant to lend

(Mbaiwa, 2013).

Several studies have looked into how personal funds are used to finance SMEs. For
instance, Akpan and Akpan (2019) contend that personal savings can give SMEs the money
they need to launch or grow their businesses. They point out that business owners can use
their savings as security to acquire financing from banks or other financial
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institutions or as equity to secure loans. Moreover, a study by Alade, Adebayo, and
Adesoye (2020) found that personal savings were critical in financing the growth and
expansion of SMEs in Nigeria. Most studies have found that the owner's personal funds are
the most significant source of equity financing. An entrepreneur's personal savings are
funds that have been accumulated. They are those funds that are set aside from an

individual's income as opposed to being used to purchase goods and services.

To the entrepreneur, it is entirely crucial to have a personal savings account since it offers
security in case of an emergency and can be used to pay for significant purchases or to
support long-term financial objectives. This money can be invested in stocks, bonds,
mutual funds, or other financial products or put in a savings account at a bank. Even though
SMEs first rely on personal savings to get started, the majority of them still require external
financing to expand and grow. The difficulties that entrepreneurs encounter when using
their savings to finance their firms have been brought to light in various research, despite
the fact that personal savings can be a significant source of funding for SMEs. Gazpacho
and Waweru (2016), for instance, point out that using personal funds to finance a business
might be risky because it exposes entrepreneurs to financial losses in the event that the

business fails. The authors contend that entrepreneurs should mix up their funding sources.

2.3.2.3 Retained earnings

Retained earnings are presumably the most common type of corporate financing by default
(Bryant, 2021). Retained earnings are an important source of funds for small and medium-
sized enterprises (SMEs) as they provide the necessary capital for reinvestment and growth

without having to rely on external sources of funding. They are the
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accumulated profits that a company has retained after paying dividends to shareholders.
Thus, they are those net profits of a company that are not distributed as dividends. These
profits can be used to finance a variety of projects, including research and development,
acquisitions, and expansion of operations. According to Brigham and Houston (2019),
“Retained earnings can provide a source of internally generated equity financing. When a
firm retains earnings, it does not have to go through the costly and time consuming process
of selling new equity securities or obtaining debt financing” (p. 83). As a result, on the

balance sheet, retained earnings are reported as a component of shareholders' equity.”

Retained earnings are a useful indicator of a company's long-term financial performance
as they are often put back into the organization to support its operations and growth in the
future. Most SMEs in Ghana use these retained earnings to fund initiatives like research
and development activities, acquire upgraded equipment and bigger warehouses as well as
fixed asset purchases. It provides SMEs with a stable source of funds that can be used to
finance growth and expansion. Unlike external sources of financing, such as loans or equity
investments, retained earnings do not require any additional costs, fees, or interest
payments. Additionally, retained earnings provide SMEs with greater flexibility and
control over their finances since they are not subject to external investors' demands or
requirements. By retaining earnings, SMEs can also increase their financial stability and
resilience, as they have a cushion of funds to rely on during periods of economic

uncertainty or unexpected expenses.

According to a 2021 article in Forbes, “Retained earnings are generated through a variety

of methods such as cutting costs, increasing revenue, and improving profitability”
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(Source:https://www.forbes.com/advisor/investing/what-are-retained-earnings/).One-way
SMEs increase their retained earnings is by implementing cost-saving measures such as
reducing waste, optimizing production processes, or renegotiating supplier contracts.
Another way they increase revenue by expanding sales channels, developing new products
or services, or targeting new customer segments. Finally, SMEs can improve profitability
by optimizing pricing strategies, improving efficiency, or reducing overhead costs. The
benefits of using retained earnings as a source of funds are numerous. Firstly, SMEs can
avoid the costs associated with external financing, such as interest payments, loan
origination fees, or equity dilution. According to Chen et al. (2019), one of the benefits of
using retained earnings as a source of funds is that it enables SMEs to avoid the costs
associated with external financing, such as interest payments, loan origination fees, or

equity dilution (p.7).

Secondly, retained earnings provide SMEs with greater financial flexibility, allowing them
to reinvest profits into growth and expansion without having to worry about external
investors' demands or repayment schedules. In line with the argument made in the text,
Ekanayake and Manawadu (2017) noted that retained earnings provide SMEs with greater
financial flexibility, allowing them to reinvest profits into growth and expansion without

having to worry about external investors' demands or repayment schedules (p. 111).

Thirdly, retained earnings can help SMEs increase their financial stability and resilience,
providing a cushion of funds to rely on during economic downturns or unexpected

expenses. Additionally, retained earnings, per Nwachukwu and Nweke (2018), can aid
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SMEs in becoming more financially stable and resilient by giving them a reserve of money

to fall back on in times of recession or unforeseen bills (p. 14).

However, there are also some drawbacks to using retained earnings as a source of funds.
Firstly, retaining earnings can limit SMEs' ability to pay dividends to shareholders, which
may reduce their attractiveness to potential investors. Secondly, retaining earnings may
result in a higher tax liability for SMEs, as profits are subject to corporate income tax.
Finally, retaining earnings may also result in a decrease in the company's return on equity

(ROE), as profits are not being distributed to shareholders.

2.3.2.4 Family and Friends

Accessing financing is a common problem for small and medium-sized businesses (SMES).
According to a study by U.S. Small Business Administration, “Conventional lenders like
banks could be reluctant to lend to SMEs, especially those that are just getting started”
(U.S. Small Business Administration, n.d.). Consequently, many business owners turn to
friends and family for financial support and “manage with a little assistance from their
acquaintances.” To prevent future disputes or misunderstandings, it is crucial for SMEs to
maintain open lines of communication and openness with their family and friend investors.
In terms of networking, Friends and family members serve as brand ambassadors.
Approximately 30% of small firms fail during the first two years, and 50% fail within the

first five years, according to the Small Business Administration (SBA) (SBA, 2021).

Nonetheless, in numerous ways, family and friends are important to Small and Medium
Enterprises (SMEs). When SMEs need capital, their first stop is frequently friends and

family. This is due to the fact that friends and relatives are frequently more eager to
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invest and take a chance in a new business. This is partially a result of the close bonds that
the entrepreneur has with their friends and family, which foster trust and a desire to help
one another. The success of the business may also be in the interests of friends and family,
whether out of a desire to encourage the entrepreneur or to gain from a profitable
investment. They thus contribute money in the form of funds, loans, or investments. This
is most especially useful when these businesses are just getting off the ground or when there

are financial issues.

Moreover, family and friends have been highlighted as significant sources of funding for
small and medium-sized businesses, according to Ogujiuba, Nwekpa, and Nwulu (2019).
Due to personal connections and confidence in the entrepreneur's ability, these people are
frequently eager to offer loans or invest in the company. The authors do warn that
depending primarily on family and friends for financial support can have unfavourable
effects, such as strained relationships or restricted access to more varied sources of money.
As aresult, SMEs should carefully weigh the advantages and disadvantages of using family
and friends as a source of capital and work to balance their personal and business ties.
Spreading the word about the company within their own networks facilitates the company's

expansion into new markets and increases sales (Mendes, 2022).

2.4 Relationship between the sources of funds and SME Growth

Recent research has shown a growing interest in exploring the relationships between
funding sources and the growth of small and medium-sized enterprises (SMESs) in Ghana.
Understanding the financial dynamics that drive SMEs in the country is crucial. VVarious
studies have investigated factors influencing SME growth in Ghana, such as the impact of

external finance accessibility (Agyapong, Mmieh, & Mordi, 2017), the influence of funds
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on organizational performance (Abdul-Razak & Abdulai, 2022), and the connection
between financing sources and small enterprise productivity growth. These studies have
revealed that debt finance has a positive correlation with productivity growth, whereas
donations or charity funding do not significantly impact SMEs. However, accessing credit
or funding from financial institutions remains a challenge for SMEs in Ghana. Formal
finance has been found to positively affect enterprise performance in Ghana, and this effect
has been analyzed within the context of gender (Peng & Adjas, 2022). In view of these
insights, the present study postulates the following hypotheses concerning the interplay

between funding sources and the growth of Small and Medium Enterprises (SMEs).

2.4.1 The relationship between Bank loans and SME growth in Ghana
H1la: Bank loans have a significant and positive relationship with SME growth.

Access to finance remains a substantial challenge for SMEs in Ghana (Gyimah, Akande &
Muzindutsi, 2022). While trade credit, bank overdrafts, and bank loans are identified as
major sources of finance for SMEs in the country, the difficulties faced by SMEs in
securing credit from banks are well-documented (Owusu, 2019). The lack of access to
formal finance is often attributed to the informality of SME operations, which hinders their
ability to provide quantitative data that banks consider reliable (Gyimah, Akande &

Muzindutsi, 2022).

Efforts have been proposed to address this challenge, including the introduction of credit
referencing into the financial architecture (Gyimah et al., 2022). Additionally, external

factors, such as an unfavorable business environment and the economic impact of the
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2021-2022 crisis, have further constrained banks' lending capacity to SMEs (Aikins, 2022).

The commitment of resources by organizations like the International Development
Association (IDA), exemplified by the allocation of US$200 million for the Ghana
Economic Transformation Project with a specific portion designated for SME recovery
following the COVID-19 pandemic, underscores the significance of supporting SMEs
(World Bank, 2022). Ongoing impact evaluations of initiatives like the COVID-19 Support
Scheme and the SME Growth Program further emphasize the need to comprehensively
understand the relationship between bank loans and SME growth (World Bank, 2022).
Given the context outlined above, it is reasonable to hypothesize that bank loans positively

contribute to the growth of SMEs in Ghana.

2.4.2 The relationship between Personal Savings and SME growth
H1b: Personal savings have a positive and significant relationship with the growth of

SMEs in Ghana.

Ghana's micro, small, and medium enterprises (MSMESs) confront substantial challenges
in their pursuit of business expansion, primarily stemming from limited access to finance
and proficient technical assistance providers (World Bank, 2022). These challenges are
exacerbated by constraints in skills and managerial capacities, with women-owned firms
facing additional barriers such as restricted access to capital, land, and advanced business
practices (World Bank, 2022). Scholarly investigations emphasize the role of accessible
financing in fostering SME growth, particularly in developing countries like Ghana

(Adjabeng & Osei, 2022). A noteworthy trend observed over time is that personal
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savings, both from entrepreneurs themselves and their personal networks, often serve as a

vital source of funding for small and medium-sized enterprises.

In light of these observations, it can be posited that personal savings hold a substantial
significance in driving the growth of SMEs in Ghana. This form of funding stands out due
to its inherent advantages, including low or no interest costs, higher ownership stakes,
rapid startup, and minimal expenses (Otoo, 2020). A prevailing choice among SMEs,
personal savings enable entrepreneurs to sustain growth without incurring substantial
external costs, as evidenced by the complete reliance on personal savings for expansion by
numerous SMEs in Ghana (Agyapong, 2017). Empirical inquiries conducted within the
Ghanaian context, such as Amakye's study (2018), further accentuate the prevalence of
owner's personal savings as a financing avenue. Additionally, studies by Aryeetey et al.
(2017) demonstrate personal savings as a substantial contributor to working capital, while
Baah-Nuakoh (2019) underscores its role in equipment expenditure. The focus of these
studies on the availability of personal savings for businesses aligns with findings by Storey
and Greene (2010) and Burns (2011). In view of these insights, it is anticipated that a
positive and statistically significant correlation exists between personal savings and SME

growth in Ghana.

2.4.5 The Relationship between Retained Earnings and SME Growth in Ghana
H1c: Retained earnings has a positive and significant relationship with SME growth.
This hypothesis is drawn from the conceptual framework for financing SME growth in
Ghana proposed by Agyemang et al. (2021). According to their framework, retained
profit exhibits a positive correlation with SME growth. Furthermore, Agyemang et al.

(2021) found that self- financing and bootstrapping financing methods also contribute
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positively to SME growth. Additionally, empirical research by Nyanzu & Quaidoo (2017)
demonstrated a positive association between working capital management and SME

profitability in Ghana.

Aryeetey et al., (2017), revealed that a significant portion of firms' activities are funded
through retained earnings, with 70% of surveyed companies utilizing retained earnings to
finance working capital. Baah-Nuakoh (2019), corroborated this finding, indicating that
profits were employed to cover a substantial proportion (63.8%) of the total equipment
costs. Aryeetey et al., (2017), further emphasized that retained earnings constitute a crucial
financing source for SMEs, highlighting its relevance. Given the cumulative evidence from
Agyemang et al. (2021), Nyanzu & Quaidoo (2017), Aryeetey et al. (2017), and Baah-
Nuakoh (2019), the present study anticipates a favorable and statistically significant
connection between retained earnings and the growth of SMEs in Ghana. As such, the
hypothesis H1c posits that retained earnings exert a positive influence on the growth of

SMEs in Ghana.

2.4.6 The relationship between Family& Friends and SME growth

H1d: Family and friends has a positive relationship with growth of SMEs

SMEs in Ghana face challenges in obtaining credit, and they rely primarily on personal
savings of owners, business profits, family members, or friends for their financing
(Prempeh, 2015). The financing landscape for SMEs in Ghana has been a subject of
extensive inquiry. Research conducted by Owusu (2019) has revealed intriguing insights,
indicating that the demarcation between family-owned businesses and non-family entities

in terms of financing mechanisms is not clearly delineated. This finding underscores the
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intricate interplay between family dynamics, financial strategies, and business growth

within the Ghanaian SME context.

Moreover, the significance of social capital in influencing the performance of SMEs in
Ghana cannot be overstated. Appiah-Gyimah and Rosemond (2019) emphasize the
indispensable role of social capital as a catalyst for enhanced SME performance. The
positive correlation between social capital and firm performance accentuates the role of
relationships, networks, and interpersonal ties in fostering business growth and
sustainability. Consequently, it can be inferred that the involvement of family and friends
assumes a pivotal role in propelling SME growth in Ghana, serving both as a substantial

source of funding and a wellspring of social capital.

H2: Financial literacy moderates the relationship between sources of finance and SME

growth

Recent research conducted in Ghana (Adomako & Danso, 2015) has demonstrated that
financial literacy plays a crucial role in influencing the relationship between sources of
finance and the growth of small and medium-sized enterprises (SMEs). Moreover, a study
conducted by Joseph Owusu, Mohammad Bin Ismail, Mohd Hassan Bin Mohd Osman, and
Garry Kuan (2019) revealed that financial literacy has a positive impact on the relationship

between financial resource availability and SME growth.

Furthermore, the level of financial literacy was found to have a moderating effect on the
association between access to finance and firm growth. Specifically, when financial
literacy was high, access to finance resulted in increased growth for SMEs (Joseph Owusu

et al., 2019). These findings suggest that enhancing financial literacy among SME
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managers in Ghana has the potential to foster greater growth and success for these

businesses.

2.5 Conceptual Framework

Designing a conceptual framework is based on the fundamental tenet of logically
integrating all pertinent facets of a concept in order to come at an approach that can offer
the best explanation for a given issue (Owusu et al., 2021). The study looks into how
financial literacy plays a part in the growth of SMEs and the interaction between sources
of funding. In particular, it examines how SMEs obtain funding both internally and
externally as well as how owner- manager financial literacy affects the expansion of their
companies. The study’s conceptual framework position is that, as people become more
aware of their financial literacy prowess, they will become more motivated to make
positive behavioural changes, which would eventually have an impact on the performance

of their SMEs. Figure 1, shows the study’s conceptual framework.
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Figure 1: Conceptual Framework

Source: Author’s Estimation (2023)

2.6 Empirical Literature

Frimpong, Agyapong and Agyapong (2022), examined financial literacy, and access to
digital finance on SMEs performance in the central region of Ghana. Using a quantitative
research and purposive sampling technique, 400 participants were selected. The findings
indicated that financial literacy positively affects access to digital finance, and similarly

access to digital finance improved performance.

36



Agyapong, Mmieh and Mordi (2019) examined factors influencing the Growth of SMEs
on 75 owner-managers in Ghana. Employing thematic technique, it was revealed that
access to external finance among other factors such as poor energy supply, and level of

education adversely affected SMEs growth.

Musah (2018) examined the SME financing gap in Ghana on a sectoral basis using 1200
SMEs as sample size. Results of the study showed that, Significant contributors to credit
limitations include the industry in which a SME operates and the size of the company.
Additionally, it was discovered that an SME's asset count is a strong predictor of whether
or not formal lenders will entirely reject the loan application, while the capital needs and
ownership status of the company indicate whether or not less than 40% of the loan

amount requested will really be granted.

Quartey et al., (2018) examined SMEs access to finance within the West Africa sub
region using a linear regression methodology. The finding of the study revealed that, in
most West African countries, for the SME sector, long-term funding in the form of equity
capital was essentially nonexistent. Due to this, debt finance now represents the main

funding source for SMEs.

Abakah-Yhawson (2018), examined financial literacy of small business owners,
financial records keeping and enterprise performance in the Tarkwa-Nsuaem
Municipality of Ghana. They employed an explanatory study design which employed
quantitative methodology on 120 SMEs owner managers. The study findings indicated
that a significant barrier to the performance growth of sustainable small-scale enterprises

is the lack of knowledge, skill, and attitude among most small business
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owners to manage their organization's finances in a professional manner. As a result,

there was a weakly positive correlation between performance and financial literacy.

Bosea et al., (2023), studied financial literacy, investment and savings behavior of SMEs
operators in Ghana. The study used quota and purposive sampling techniques to sample
300 participants. The findings of the study revealed that most of the participants are less

financially literate and this affects their savings behavior.

Patrick (2019) investigated the effect of financial literacy on performance of SMEs in
Trans Nzoia County in Kenya. Using a descriptive research design, the study used
stratified random sampling technique to sample 85 SMES owners-managers. The results
showed that more performing SMEs employ more than three permanent employees, have
been in business for more than five years, have an annual revenue growth of more than
10% and are basically financial literate. It further establishes that there is a positive

strong effect of financial literacy on SMEs performance.

2.7 Chapter Summary
Small and Medium Enterprises (SMEs) are playing critical roles for socio-economic
development of nations especially in the areas of employment and job creation
throughout the world. Additionally, financial literacy is essential for the development of
Small and Medium sized businesses. However, one of the most frequently stated barriers
to SME growth in emerging markets and developing nations is access to finance and also
only 26% of adults in Ghana have basic financial literacy abilities, this further potentially

hinders owner-managers access to funds.

Centring on the resource-based theory and the SCT which indicates that a business can

only gain a competitive advantage by using all of its resources effectively and
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efficiently and that one's immediate social environment has an effect on their behaviours
and actions because it shapes them in a certain way to fit in with that setting respectively,
the study is set in motion as it examines resources, the study examines how SMEs obtain
resources (funding both internally and externally) as well as how owner-manager social

cognitive (financial literacy) affects the expansion of their companies.

Although some studies have concentrated on managerial competency, overall business
climate and the various sources of finance as important determinants influencing SMEs
growth and success. These studies did not investigate how financial literacy affects
financial performance, resulting in a research gap. Therefore, this research aims to bridge
the existing knowledge gap by investigating how financial literacy plays a part in the
growth of SMEs and the interaction between sources of funding within the Kumasi

Metropolis of Ghana.

39



CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the study's methodology section, which is broken down into several
subsections. In this chapter, it will be explored how the data of the research were gathered,
including the study design and type that were employed as well as the study area's profile,
the study population, the data collection tools, data management and analysis. By
examining these areas, the ethical considerations, and study limitations will then be drawn

upon to provide a comprehensive analysis of this research study.

3.2 Study Design

To investigate the relationship between sources of finance and SME growth, a quantitative
method research design is employed, as the study concentrates on the quantity of responses.
This research design allows for quantitative data to be sampled, collected, and analyzed
which provides a more comprehensive understanding into the relationship between sources

of finance and SME growth. Questionnaire was used in the data collection.

3.3 Description of Study Area

The Kumasi Metropolitan Assembly (KMA) is one of Ghana's 261 administrative
Metropolitan, Municipal, and District Assemblies (MMDAS), (ecu.au.libguides.com,
2023). Under the Local Government Law 1988, NDPC Law 207, which replaced the Local
Government Act 462, 1993, the KMA was founded by Legislative Instrument 1614 of 1995
(GSS, 2014). Asokwa, Bantama, Manhyia, and Subin were the first four sub- metropolitan

areas created by LI 1614 of 1995, which also formed the Kumasi
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Metropolitan Area. The Metropolitan Assembly was divided into ten sub-metropolitan
district councils, namely Asawase, Asokwa, Bantama, Kwadaso, Manhyia, Nhyiaso,
Oforikrom, Suame, Subin, and Tafo, according to LI 1914, which was revised as LI 1805
in 2005 (vinuni.libguides.com, 2023).” Adum, which is the study's case study location, is
the lively commercial district of Ghana's second-largest city, located in the center of the
Kumasi Metropolitan Assembly (KMA). Adum is well known for its bustling markets,
malls, and numerous small and medium-sized businesses (SMEs), which make important
contributions to the regional economy. It is known for its vibrant commercial activities and
serves as the hub for many businesses in the city and the Ashanti region as a whole

(ecu.au.libguides.com, 2023).

3.4 Study Population

The target population for this research consists of owner-managers of privately owned
SMEs located in Adum, Ghana, within the central district of the Kumasi Metropolitan Area
(KMA). The research specifically focuses on SMEs that have been registered and
established for more than three years with a total employee count ranging from 6 to 99.
These classifications align with the criteria set forth by the Ghana Statistical Service (GSS,

2016).

3.5 Sample Size and Sampling Technique

According to Mccombes(2019) and Young (2021), a sample size should be a carefully
selected unit, which is a true representation of an entire population. Hence, when
determining the suitable sample size for the primary data collection in this study, the
research employed Cochran's formula. By using this formula, a sample from a population

can be chosen with the appropriate precision, desired level of confidence, and estimated
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fraction of the attribute present in the population. To mention a few, Naing et al. (2022),

and many others used the Cochran’s formula and it is stated as follows:

Std. Dev * (1-Std. Dev)

n = (Z —score)’ *

(e)?

0.5 *

135=(2.326)’
(2.:326)" (1-0.5)

(0.1)2

In this study, the sample size was determined using the formula for sample size, which
involves solving the error bound formula for n. The Z-score representing the confidence
level at 99% was used, which corresponds to 2.326. The standard deviation (Std. Dev) was
also taken into account. The error of margin was estimated at 10% (0.1), represented by 'e".
Thus, a sample size of one hundred and thirty-five (135) was determined. In administering
the questionnaire to the respondents, a probability sampling procedure was used to collect
the study's primary data. The cluster sampling technique was used to divide Adum into four
clusters, with approximately thirty-three (33) respondents identified in each cluster for fair
representation. The cluster sampling technique was convenient for this study as it covers a
wide geographical area of Adum. The study further used a purposive sampling technique
to select small and medium- sized enterprises (SMESs) that have been in operation for at

least three years. The selected
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SMEs were stratified into two groups: those that have experienced growth in the last three
years and those that have not, from each cluster. Within each cluster, the simple random

sampling technique was used to select respondents for the study.

3.6 Data Source, Description and Prior Expectations of Variables

The research employs primary data collection, utilizing a questionnaire as the key
instrument to gather information from the respondents. The selection of a questionnaire as
the data collection method stems from its inherent advantages, offering a rapid and
streamlined approach to acquiring substantial volumes of data from a sizable and diverse
sample of individuals. This methodology choice ensures the study's ability to efficiently

capture comprehensive insights from a broad cross-section of participants.

3.7 Validity and Reliability

A reliability test based on Cronbach's alpha, introduced by Cronbach (1951), is used to
ensure the data collected is reliable. Cronbach's alpha is a metric for determining the
consistency or reliability of a system. It's most typically used when a survey/questionnaire
contains many Likert questions that create a scale and you want to see if the scale is
dependable. A credible questionnaire, according to the National Center for Education

Statistics (2018), should have an alpha value of 0.7 (70 percent) or higher.

3.8 Analysis of Data

Data analysis involves the examination of collected data from both primary and secondary
sources, with the primary goal of addressing research inquiries and achieving research
objectives. To ensure clarity and simplicity, descriptive statistics was used. The findings
were effectively conveyed through the use of tables, means, and percentages. It was
essential to identify the scale type employed in the study, as the choice of statistical
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test depended on it. During data collection, responses were coded to enable their
categorization into specific groups, facilitating analysis through Statistical Packages for

Social Sciences (SPSS). The results were presented in both tabular and narrative formats.

3.9 Ethical Consideration

Berg and Lune (2016) argue that ethical concerns center on "issues of harm, consent,
privacy, and data confidentiality." As a result, it is crucial for researchers to take the study
population's ethical needs into account. Permission letters were sought from the department
to gain access to respondents and clearly defined that the purpose of the study would be
purely academic, that the privacy of the participants would be protected, and that the study
would not disrupt regular activities at respondents' homes or workplaces. In order to
prevent respondents’ rights from being infringed upon and to avoid sharing respondents’
personal information with a third party, the study did not ask for respondents’ personal
information on the questionnaire, such as their names, house numbers, and any means of
contact. The dignity and well-being of respondents were protected at all times. Respondents
were assured of confidentiality with a surety statement indicated on the questionnaire.
Consents of the respondents were also sought to ensure that the study's questions would not
be imposed on them against their will. The letters explicitly stated that the results would

not be used for political objectives in order to allay any participant fears.
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CHAPTER FOUR
DATA PRESENTATION, ANALYSIS AND DISCUSSION OF FINDINGS

4.1 Introduction

This section of the study presents the data presentation, analysis and discussion of findings.
The study examines the relationship between the source of finance and SMEs growth, and
the role financial literacy plays. The research objectives that guided the study include:
examining the effect of personal saving, retained earnings, bank loans and family and
friends on SME growth and the moderating effect of financial literacy in the relationship
between source of finance and SMEs growth. A sample size of 135 respondents was

considered for the study.

4.2 Data Presentation

The data presentation is based on the variables involved: the source of finance, small and
medium enterprise growth, and the role of financial literacy, using a Likert Scale of 1-5 (1
= strongly disagree, 2 = disagree, 3 = not sure, 4 = agree, and 5 = strongly agree). The
demographic information of the respondents was related to the respondents’ age,
educational level, position in the organization, number of respondents in the firms, and

annual revenue of the respondents.

4.3 Demographic information of the respondents
The respondents were to indicate the gender, age, position in the organization, number of
working staff and annual revenue. Table 4.1 below presents the demographic information

of the respondents.
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Table 4.1 Demographic information of the respondents

Demographic Information Frequency Percentage
Gender Male 69 51.1
Female 66 48.9
Educational level JHS 72 53.3
SHS 47 34.8
Diploma/HND 9 6.7
Bachelor’s degree 4 3
Master’s degree 3 2.2
PhD 0 0
Age of the respondents | 18-28 years 5 3.7
29-38 years 34 25.2
49-60 years 38 28.1
Above 60 years 58 42.9
Position of Finance Manager 5 3.7
respondents Accountant 10 7.4
Operations manager 12 8.89
Owner/Manager 108 80
Number of employees | Less than 6 employees 2 1.5
6-9 employees 105 77.8
10-29 employees 16 11.9
30-50 employees 7 5.2
More than 50 employees | 5 3.7
Annual Revenue Less than 100,000 11 8.1
100,000-200,000 36 26.7
200,000-300,000 21 15.6
Above 300,000 67 49.6

Source: Field Study (2023)

According to the results of the field study, 69 of the respondents representing 51.1% were
male, while 66 of the respondents representing 48.9% were female. This result indicates

that the majority of the respondents were male.

Regarding the educational level of the respondents, 72 of them representing 53.3% had
completed JHS, 47 respondents representing 34.8% had completed SHS, 9 of the
respondents representing 6.7% held a Diploma/HND, 4 of the respondents representing

3% held a bachelor’s degree, and 3 of the respondents representing 2.2% held a master’s
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degree. None of the respondents held a PhD. This implies that most of the respondents had

completed JHS.

In terms of age, 5 of the respondents representing 3.7% were between 18-28 years old, 34
of the respondents representing 25.2% were between 29-38 years old, 38 of the
respondents representing 28.1% were between 49-60 years old, and 58 of the respondents
representing 42.9% were above 60 years old. This implies that most of the respondents

were above the ages of 60 years old.

With respect to occupation, 5 of the respondents representing 3.7% were finance managers,
10 of the respondents representing 7.4% were accountants, 12 of the respondents
representing 8.89% were operational managers, and 108 of the respondents representing
80% were owners/managers. This implies that the majority of the respondents were

owners/managers.

Regarding the number of employees, 2 of the respondents representing 1.5% had less than
6 employees, 105 of the respondents representing 77.8% had 6-9 employees, 16 of the
respondents representing 11.9% had between 10-29 employees, 7 of the respondents
representing 5.2% had between 30-50 employees, and 5 of the respondents representing
3.7% had more than 50 employees. This shows that most of the respondents had 6-9

employees.

In terms of annual revenue, 11 of the respondents representing 8.1% had annual revenue
of less than Gh¢100,000cedis, 36 of the respondents representing 26.7% had annual
revenue between Gh¢100,000-200,000 cedis and 21 of the respondents representing 15.6%

had annual revenue between Gh¢200,000-300,000 cedis
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4.4 Descriptive Statistics

Using a Likert Scale of 1-5, 1-strongly disagree, 2-disagree, 3-not sure, 4-agree and 5-

strongly agree to the statement that measures source of finance, financial literacy and

SMEs growth.

4.4.1 Source of finance

Using a Likert Scale of 1-5, 1-strongly disagree, 2-disagree, 3-not sure, 4-agree and 5-

strongly agree to the statements that measures the source of finance (bank loans, personal

savings, retained earnings, and family and friends).

Table 4.2 Source of finance

Bank Loans Mean Std.
Deviation

Bank loans have been a reliable source of finance for my 3.325 1.48037

business.

| feel confident in my ability to navigate the process of 3.703 1.30484

obtaining a bank loan for my business.

Bank loans have positively contributed to the expansion and 3.651 1.37851

development of my business.

The interest rates associated with bank loans are reasonable 3.407 1.29463

and feasible for my business.

| believe that utilizing bank loans strategically can lead to 4.051 1.21138

sustainable growth for my business.

Personal Saving

| believe that utilizing personal savings is a secure way to 3.592 1.42628

finance my business.

| have used my personal savings to fund my business. 3.829 1.36338

| think that using personal savings as a source of finance 3.911 1.26648

demonstrates my commitment to the success of my business.

My personal financial stability has influenced my decision to 4.163 .99407

invest in my business.

Retained Earnings

| believe that using retained earnings as a source of finance in 3.659 1.36679

my business demonstrates effective financial management.

Utilizing retained earnings allows my business to maintain 3.785 1.36800

greater control over its financial decisions.

| view retained earnings as a valuable source of internal 4.037 1.21807

financing for my business.

| consider the practice of reinvesting profit into my business as 4.074 1.26744

48




essential.

I have reinvested my profit into the business. 4.200 1.38650
Family and Friends

Utilizing funds from family and friends has supported my 2.985 1.64355
business.

| receive financial support for my business from family and 3.385 1.36034
friends.

| am confident in my ability to manage the dynamics and 3.644 1.34645
expectations associated with borrowing from family and

friends.

Source: Field Study (2023)

With the source of finance, bank loans, most of the respondents were certain about the
following statements: Bank loans have been a reliable source of finance for my business;
they feel confident in my ability to navigate the process of obtaining a bank loan for my
business; Bank loans have positively contributed to the expansion and development of my
business; interest rates associated with bank loans are reasonable and feasible for my
business; and they agree that utilizing bank loans strategically can lead to sustainable

growth for my business.

With personal savings, the majority of the respondents were certain about the following
statements that measure: whether they believe utilizing personal savings is a secure way to
finance their business, whether they have used their personal savings to fund their business,
and whether using personal savings as a source of finance demonstrates their commitment
to the success of their business. Additionally, some of the respondents agreed that their

personal financial stability has influenced their decision to invest in their business.

With retained earnings: Most of the respondents were certain about the following
statement: they believe that using retained earnings as a source of finance in their business

demonstrates effective financial management, and utilizing retained earnings
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allows their business to maintain greater control over its financial decisions. Additionally,
most of the respondents agreed with the following statement regarding measures of
retained earnings: they view retained earnings as a valuable source of internal financing
for their business, and they consider the practice of reinvesting profits into their business

as essential.

With family and friends: Most of the respondents were uncertain whether they have
received financial support for their business from family and friends, but they are confident
in their ability to manage the dynamics and expectations associated with borrowing from
family and friends. Also, the respondents disagree that utilizing funds from family and

friends has supported their business.

4.4.2 Financial Literacy
Using a Likert Scale of 1-5, 1-strongly disagree, 2-disagree, 3-not sure, 4-agree and 5-
strongly agree to the following statement that measures financial literacy. The results are

displayed in Table 4.3 below.

Table 4.3 Financial Literacy

Statement Mean Std. Deviation

| am confident in my ability to read and interpret 3.192 1.2725
financial statements.

| have received training on book keeping. 3.518 1.3813
I am confident in my ability to identify financial risks. 3.540 1.1703
I have a clear understanding of key financial concepts. 3.718 1.2010
I understand the importance of cash flow management. Balb5 1.0255
I am familiar with the concept of working capital. 3.992 9101
| am capable of adjusting my financial plans and 4.022 1.0471
budgets in response to changing market conditions.

Source: Field Study (2023)

From the Table 4.3 above, it can be observed that majority of the respondents were

uncertain about the following statement: confident in my ability to read and interpret
50




financial statements, have received training on book keeping, confident in my ability to
identify financial risks, understand the importance of cash flow management, understand

the importance of cash flow management and familiar with the concept of working capital.

4.4.3 SMEs Growth

Using a Likert Scale of 1-5, 1-strongly disagree, 2-disagree, 3-not sure, 4-agree and 5-

strongly disagree to the following statement that measures SMEs growth.

Table 4.4 SMEs growth

Statement Mean Std. Deviation
My business has increased its profit margin over 3.029 1.61588
the past three years.

My business has increased its productivity over 3.844 1.26884
the past three years.

My business has increased its sales over the past 3.629 1.50492
three years.

My business has opened branches over the past 3.340 1.69355
three years.

There has been an increase in the number of 3.977 1.26648

employees in my business over the past three

years.

Source: Field Study (2023)

From Table 4.4 above, it can be observed that respondents were uncertain to the following
statement that measures SMEs Growth: business has increased its profit margin over the
past three years, business has increased its productivity over the past three years, business
has increased its sales over the past three years, business hasopened branches over the past
three years and there has been an increase in the number of employees in business over the

past three years.
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4.5 Reliability test

Reliability, as described by Choi (2010), is the procedure that ensures that data collection
consistently measures the same results over time. It also ensures that there are no random
errors in the administered data. Another way to conceptualize reliability is the extent to
which a study's data consistently generates scores from the same participants when
analyzed using the same tests with identical sets of questions under various testing
conditions. Additionally, Chop et al. (2011) mentioned that Cronbach's alpha is used to
assess the reliability of a variable. The reliability value should be 0.07 or higher. Table
4.5 displays the reliability test results for the study's variables. An alpha value of 0.764
indicates a reasonably good level of internal consistency among the items in this variable.
This suggests that the 17 items used to measure the source of finance in the study are
moderately reliable as a set. An alpha value of 0.789 is relatively high and indicates a good
level of internal consistency among the 7 items used to measure financial literacy. This
suggests that these items form a reliable scale to measure financial literacy in the study.
An alpha value of 0.729 indicates a moderate level of internal consistency among the 5
items used to measure SME growth. While the reliability is decent, it could be further

improved by considering item revisions or additions.

Table 4.5 Reliability

Variable Number of items Cronbach’s Alpha
Source of finance 17 0.764
Financial Literacy 7 0.789
SME Growth 5 0.729

Source: Field Study (2023)
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4.6 Correlation analysis

The correlation analysis was conducted to examine the degree of association between the
variables in the study. A correlation coefficient isa number between -1 and 1 that identifies
the strength and direction of a relationship between variables. A correlation coefficient is
a descriptive statistic. The correlation coefficient can be very strong, strong, moderate,
weak, or none. Regarding this study, correlation analysis was used to examine the
relationship between the source of finance and SMEs' growth, as well as the relationship

between the source of finance and SMES' growth

Table 4.6 Correlation analysis

Variables 1 2 3 4 5 6
Gender 1

2. Age 5987 |1

3. Education -.140™ |.3807 |1

4.Source of finance -.090 2839 342 | 1

5.Financial Literacy -158™ | .2200 |.2297 |[.635 |1

6. SME Growth -.021 1697 |.050 486 | .488™ 1

**_Correlation is significant at the 0.01 level (2-tailed).

Source: Field study (2023)

Age has a moderate negative correlation with gender (-.598**). This suggests that there is
a moderate relationship between age and gender, where older individuals may be more
likely to have a different gender distribution compared to younger individuals. Education
has a weak negative correlation with gender (-.140**), indicating that education level is
weakly related to gender. The source of finance has no significant correlation with gender
(-.090) and has a weak positive correlation with age (.283**). There is a moderate positive
correlation between the source of finance and education (.342**), indicating that

individuals with higher education levels tend to have a more varied source of finance for
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their SMEs. The source of finance has no significant correlation with financial literacy (-

.090).

It has a weak positive correlation with SME growth (.486**), suggesting that a diverse
source of finance may be associated with greater SME growth. Financial literacy has a
weak negative correlation with gender (-.158**), indicating that financial literacy may
vary with gender. It has a weak positive correlation with age (.220**), implying that older
individuals may have slightly higher financial literacy levels. There's a weak positive
correlation between financial literacy and education (.229**), suggesting that more

educated individuals tend to have slightly better financial literacy.

Financial literacy has a strong positive correlation with SME growth (.635**), indicating
a significant relationship between financial literacy and SME growth. SME growth has no
significant correlation with gender (-.021). There's a weak positive correlation between
SME growth and education (.050). SME growth has a strong positive correlation with the
source of finance (.486**) and financial literacy (.488**), indicating that both a diverse
source of finance and higher financial literacy are associated with greater SME growth. In
summary, the correlation analysis reveals several interesting relationships among the
variables in your study. Education appears to play a significant role in SME finance, and
both financial literacy and source of finance are strongly correlated with SME growth. Age
and gender also show some correlations with these variables, although they are generally
weaker in comparison. These findings can provide valuable insights for understanding the

dynamics between these factors and SME growth in the study.
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4.7 Regression analysis

Regression analysis was employed to examine the relationship between the variables

involved in the study. Regression analysis was used to examine the relationship between

the effect of personal savings, retained earnings, Bank loans & family & friends on SME

growth in the Kumasi Metropolis and the moderating effect of financial literacy in the

relationship between sources of finance and SME growth in the Kumasi Metropolis.

4.7.1 Relationship between personal savings, retained earnings, Bank loans &

family & friends on SME growth

The first regression analysis examines the relationship between personal savings,

retained earnings, Bank loans & family & friends on SME growth.

Table 4.7 Model Summary

Model R

R Square

Adjusted R Square | Std. Error of the Estimate

4418 25

170 .80842

a. Predictors: (Constant), Family Friends, Personal Saving, Bank Loan, Retained Earning

Table 4.8 ANOVA

Model Sum of Squares df Mean Square F Sig.

1 Regression 20.549 4 5.137 7.861 .000°
Residual 84.960 130 .654
Total 105.509 134

a. Dependent Variable: SME Growth

b. Predictors: (Constant), Family Friends, Personal Saving, Bank loan, Retained Earning
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Table 4.9 Coefficient

Unstandardized Standardized
Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) 3.905 482 8.099 .000
Bank Loan .185 .106 =147 -1.754 .002
Personal Saving 198 118 189 1.683 .005
Retained_ 070 126 062| 555|  .000
Earning
Family and 254 067 -313| -3.793|  .000
Friends

a. Dependent Variable: SME Growth

The correlation coefficient (R) measures the strength and direction of the relationship
between the predictors (Family Friends, Personal Saving, Bank Loan, Retained Earning)
and the dependent variable (SME Growth). In this model, R is 0.441, indicating a moderate
positive relationship between the predictors and SME Growth. R Square, this value, 0.195,
represents the proportion of variance in SME Growth that can be explained by the
predictors. It suggests that approximately 19.5% of the variance in SME Growth is
accounted for by the predictors in the model. Adjusted R Square, this value, 0.170, adjusts
R Square for the number of predictors in the model. It takes into account the complexity of
the model. The F-statistic of 7.861 is significant at a p-value of .000 (b), indicating that the

predictors collectively have a statistically significant effect on SME Growth.

Bank Loan, Personal Saving, Retained Earning, Family and Friends: These are the

unstandardized coefficients for each predictor. They represent the change in the
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dependent variable (SME Growth) associated with a one-unit change in each predictor. For
example, a one-unit increase in Bank Loan corresponds to a 0.185 increase in SME
Growth. The overall regression model is statistically significant (p < 0.05), indicating that

at least one of the predictors is related to SME Growth.

According to Beck et al. (2019), SMEs frequently struggle to secure funding from
traditional sources such as banks, therefore they resort to alternative sources of finance
such as personal savings, crowdfunding, peer-to-peer lending, and venture capital. Internal
financing is, in general, the best alternative and a critical source of funding. As a result,
SMEs rely on internal funds or cash from friends and family to start and operate their firms
because they are less likely than large corporations to be able to obtain bank loans.
Kuntchev et al. (2019) discovered that of the small firms in Sub-Saharan Africa that
received external financing, 6.3 percent were equity, 48.5 percent were formal external

debt, 17.4 percent were semi-formal financing, and 27.8 percent were informal financing.

Among the individual predictors, “Bank Loan” (p = 0.002), “Personal Saving” (p = 0.005),
“Retained Earning” (p = 0.000), and “Family and Friends” (p = 0.000) are all statistically
significant at the 0.05 significance level, suggesting a significant relationship between
these predictors and SME Growth. The R-square value (0.195) suggests that the predictors
explain approximately 19.5% of the variance in SME Growth, which implies that there are
other factors not included in the model that also affect SME Growth. The regression
analysis indicates that all four predictors (Bank Loan, Personal Saving, Retained Earning,

and Family and Friends) have statistically significant relationships
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with SME Growth in the Kumasi Metropolis. These findings can provide valuable insights

for understanding the factors influencing SME growth in this context.

SMEs in Ghana experience difficulties in acquiring finance and often rely on personal
savings, business revenues, family members, or friends for financing (Prempeh, 2015).
The funding landscape for SMEs in Ghana has been extensively researched. Owusu's
(2019) research uncovered surprising findings, demonstrating that the divide between
family-owned enterprises and non-family firms in terms of funding mechanisms is not
clearly defined. This discovery highlights the complex interplay between family

dynamics, financial strategies, and business growth in the Ghanaian SME context.

Banks also provide a range of loans to SMEs, such as loans for working capital, loans for
equipment, and loans for commercial real estate. While equipment loans are used to buy
machinery, vehicles, or other equipment, working capital loans are often used to support
the day to-day operations of the business. On the other hand, commercial real estate loans

are utilized to fund the acquisition or development of commercial buildings (Olsen, 2020).

Retained earnings are presumably the most common type of corporate financing by default
(Bryant, 2021). Retained earnings are an important source of funds for small and medium-
sized enterprises (SMES) as they provide the necessary capital for reinvestment and growth
without having to rely on external sources of funding. They are the profits retained by a
corporation after paying dividends to shareholders. Thus, they are a company's net profits
that are not dispersed as dividends. These revenues can be used to fund a number of
projects, such as research and development, acquisitions, and business

expansion. “Retained earnings can be a source of internally generated equity financing,”
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write Brigham and Houston (2019). When a company keeps its earnings, it avoids the

costly and time-consuming process of selling additional share securities or securing debt

financing.” As a result, retained earnings are represented as a component of shareholders'

equity on the balance sheet.”

4.7.2 The moderating effect of financial literacy in the relationship between sources

of finance and SME growth in the Kumasi Metropolis

The second regression analysis presents the moderating effect of financial literacy in the

relationship between source of finance and SMEs growth. Table 4.8 presents the

moderating effect.

Table 4.10 Moderating effect

Path Original Sample Standard T-statistics | P-value
sample Mean deviation

Source of finance | 0.189 0.169 0.098 1.923 0.005

-> SMEs Growth

Source of finance | 0.543 0.601 0.079 6.837 0.000

-> financial

literacy

Financial literacy | -0.150 -0.138 0.061 2.474 0.014

-> SMEs’ growth

Source of finance | 0.308 0.364 0.111 2.777 0.001

-financial literacy
-SMEs growth

Source: Field study (2023)

The relationship between the source of finance and SMEs' growth has a path coefficient

of 0.189. The p-value associated with this path is 0.005. The relationship between the

source of finance and financial literacy has a path coefficient of 0.543. The p-value

associated with this path is 0.000. The unmoderated relationship between financial literacy

and SMEs' growth has a path coefficient of -0.150. The p-value associated with this path

is 0.014. This represents the moderating effect where financial literacy moderates the

relationship between the source of finance and SMEs' growth. The path




coefficient for this interaction effect is 0.308. The p-value associated with this interaction

effect is 0.001.

The results suggest that the relationship between the source of finance and SMEs' growth
is statistically significant (p = 0.005). This means that, without considering the moderating
effect of financial literacy, there is a significant relationship between the source of finance
and SMEs' growth. Similarly, the relationship between the source of finance and financial
literacy is highly significant (p = 0.000), indicating that there is a strong link between the

source of finance and financial literacy.

The relationship between financial literacy and SMESs' growth is also statistically
significant (p = 0.014), suggesting that financial literacy has an impact on SMEs' growth.
However, the most interesting finding is the moderating effect of financial literacy on the
relationship between the source of finance and SMEs' growth. This interaction effect is
highly significant (p = 0.001), indicating that financial literacy indeed moderates the

relationship between these two variables.

The analysis suggests that financial literacy plays a significant moderating role in the
relationship between the source of finance and SMEs' growth in the Kumasi Metropolis.
This finding highlights the importance of financial literacy as a factor that influences how
different sources of finance impact SME growth. It suggests that the effect of the source
of finance on SMEs' growth may vary depending on the level of financial literacy among

SME owners or managers.

Recent research in Ghana (Adomako & Danso, 2015) has shown that financial literacy has
a significant impact on the relationship between sources of capital and the growth of small
and medium-sized firms (SMEs). Furthermore, according to Joseph Owusu,
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Mohammad Bin Ismail, Mohd Hassan Bin Mohd Osman, and Garry Kuan (2019),
financial literacy has a beneficial impact on the link between financial resource availability

and SME growth.

Furthermore, financial literacy was discovered to have a moderating effect on the
relationship between access to finance and company growth. Access to funding led to
improved growth for SMEs when financial literacy was strong (Owusu et al., 2019). These
findings imply that improving financial literacy among Ghanaian SME managers has the

potential to promote better growth and success for these enterprises.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATION

5.1 Introduction

Chapter 5 presents the culmination of this study's research findings, draws conclusions,
and offers recommendations. The chapter begins by summarizing the key findings of the
study, which delves into the intricate relationship between various sources of finance and
the growth of Small & Medium Enterprises (SMESs) in the Kumasi Metropolis. This
investigation places a specific emphasis on the role of financial literacy.The research
questions posed in this study were designed to explore the impact of different sources of
finance, including personal savings, retained earnings, bank loans, and contributions from
family and friends, on the growth trajectory of SMEs while examining the moderating
influence of financial literacy within this relationship.Therefore, this study aimed to shed
light on how different sources of finance contribute to SME growth and how financial

literacy can potentially mitigate the obstacles faced by entrepreneurs in Kumasi.

5.2 Summary of findings

The summary of findings is based on the following research objectives: examining the
effect of personal saving, retained earnings, bank loans and family and friends on SME
growth and the moderating effect of financial literacy in the relationship between source

of finance and SMEs growth.
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5.2.1 The effect of personal saving, retained earnings, bank loans and family and
friends on SME growth

The findings of this study revealed significant insights into the relationship between
various sources of finance and SME growth in the Kumasi Metropolis. Each source of

finance was examined individually.

Bank loans: The study affirmed that bank loans have a significant and positive relationship
with SME growth in Kumasi.The study provides compelling evidence that bank loans play
a pivotal and constructive role in fostering the growth of Small and Medium Enterprises
(SMEs). The findings reveal a substantial and positive relationship, demonstrating that
SMEs that secure bank loans are more likely to experience accelerated growth compared
to their counterparts without such financial backing.Furthermore, the findings revealed
that access to bank loans allows SMEs to invest in expansion, technology, and human

capital, thereby stimulating sustainable growth for their businesses.

Personal Savings: Entrepreneurs who harnessed their personal savings exhibited a
steadfast dedication to their enterprises, affording them a sturdy financial safety net to
bolster various growth endeavors. Furthermore, this robust connection between personal
savings and SME growth underscores the importance of fiscal discipline and prudent
financial management among entrepreneurs. Such savings not only serve as a crucial
source of capital for business expansion but also reflect an entrepreneur's confidence in
their venture, which can attract additional investment and foster a conducive environment

for further growth
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Retained Earnings: Retained earnings were also shown to have a positive and significant
relationship with SME growth. SMEs that strategically reinvested their profits not only
witnessed sustainable growth but also underscored the effectiveness of utilizing retained
earnings as a source of business financing. This approach enables companies to exercise
enhanced control over their financial strategies. Furthermore, the research findings
emphasized the invaluable role of retained earnings as an internal financing reservoir for
businesses. Survey respondents overwhelmingly view the practice of reinvesting profits

into their enterprises as a fundamental driver of business expansion and success.

Family and Friends: Family and friends were found to have a positive relationship with
the growth of SMEs. While this relationship was positive, it may also carry risks related

to personal relationships and business dynamics that require careful management.

5.2.2 The moderating effect of financial literacy in the relationship between source
of finance and SMEs growth

The second hypothesis (H2) postulates that financial literacy serves as a moderating factor
in the relationship between sources of finance and the growth of Small and Medium-sized
Enterprises (SMEs). The findings underscore the pivotal role of financial literacy in this
context. Nevertheless, the results also shed light on the formidable challenge of inadequate

financial literacy within the Kumasi Metropolis, impeding the growth prospects of SMEs.

The findings reveal that a significant majority of respondents lacked confidence in their
ability to comprehend and interpret financial statements. Their exposure to bookkeeping

training had been minimal, and they exhibited hesitancy in assessing financial risks. Key
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financial concepts remained elusive to them, although they recognized the importance of
managing cash flow. While they were familiar with the notion of working capital, they
struggled to adapt their financial plans and budgets in response to shifting market

dynamics.

These findings highlight that owner-managers with higher levels of financial literacy were
better equipped to proficiently manage their finances and effectively utilize external
funding sources. Conversely, those with limited financial literacy encountered difficulties
when navigating the intricate landscape of financing options, resulting in suboptimal

resource utilization.

5.3. Contribution of the study

The contribution of this study lies in its ability to advance knowledge in several key areas.
Firstly, it provides valuable insights into the dynamics between different sources of finance
and the growth of SMEs within the Kumasi Metropolis. While previous research has
explored similar relationships in broader settings, this study narrows its focus to a regional
level, shedding light on the unique challenges and opportunities faced by SMES in Kumasi.
Secondly, the study highlights the significance of financial literacy as a moderating factor
in this relationship. It underscores the critical role played by financial literacy in shaping
how SMEs utilize various sources of finance. This nuanced understanding adds depth to
the existing literature on SME finance, offering a fresh perspective on how financial

knowledge and skills can influence business growth.

From a managerial perspective, the study's findings underscore the importance of financial
literacy among SME owners and managers. It emphasizes that enhancing financial literacy
can either amplify or dampen the impact of different sources of finance
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on SME growth. This insight serves as a practical guide for SMEs in Kumasi, as well as
in similar contexts, suggesting that investments in financial education and training for their
management teams can lead to more effective financial decision-making and resource

utilization.

Furthermore, this study's contributions align with the Resource-Based View theory by
highlighting the importance of unique resources (financial literacy) and their interaction
with external factors (different sources of finance) in influencing SME growth. It
underscores the need for a nuanced understanding of resources and capabilities in the

context of regional variations, managerial decisions, and policy interventions.

Lastly, the study has implications for policymakers and financial institutions. It calls for
tailored financial literacy programs designed to address the specific needs and challenges
of SMEs in the Kumasi Metropolis. This recommendation acknowledges the role of local

initiatives in fostering economic growth and entrepreneurship within the region.

5.4 Limitations of the study

While this study has provided valuable insights, it is essential to acknowledge its
limitations. The study's sample size was limited, potentially impacting the generalizability
of the findings to a broader population of SMEs. Future research could consider larger and
more diverse samples. The study relies on self-reported data from SME owners and
managers, which may be subject to bias or inaccuracies. Future studies could incorporate
additional data sources or employ more objective measures. The findings were specific to
the Kumasi Metropolis and may not be directly applicable to other regions or countries.
Researchers should exercise caution when extrapolating these findings to different

contexts. Moreover, the study primarily focuses on self-assessed financial
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literacy levels among SME owners and managers. Future research could employ more
standardized measures of financial literacy to provide a more robust assessment. lastly,
while the study identifies relationships between various sources of finance, financial
literacy, and SME growth, it does not establish causality. Further research, such as
experimental designs or longitudinal studies, may explore causative relationships in more

depth.

5.5 Direction for Future Research

Building on the insights gained from this study, there are several avenues for future
research: There should be a conscious effort to conduct longitudinal studies to track the
impact of financial literacy interventions on SME performance over time, providing a
clearer understanding of causality. Researchers must compare the financial literacy levels
and SME growth dynamics in the Kumasi Metropolis with other regions or countries to
identify regional variations and best practices. Researchers must evaluate the effectiveness
of local policy initiatives aimed at promoting financial literacy among SMEs and assess
their impact on business growth. Also, researchers could employ the use of qualitative
methods to gain a deeper understanding of the challenges faced by SMEs in accessing
different sources of finance and the role of financial literacy in their decision-making
processes. Lastly, researchers must investigate how the relationship between finance,
financial literacy, and growth varies across different industries within the SME sector.
These avenues for future research can further enrich our understanding of the complex
interplay between sources of finance, financial literacy, and SME growth, ultimately

contributing to the development of more effective strategies for SMEs and policymakers.
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5.6 Conclusion

In conclusion, this study has illuminated a substantial and positive relationship between
sources of finance and SME growth within the Kumasi Metropolis. These findings hold
paramount significance for SME proprietors, policymakers, and financial institutions
operating in the region. SMEs aspiring to foster growth and innovation can gain a
competitive edge by diversifying their financial sources. However, a critical insight that
emerges from this study is the pivotal role of financial literacy in moderating this

relationship.

Practically speaking, the study underscores that the level of financial literacy among SME
owners and managers can either enhance or hinder the impact of financial sources on SME
growth. Therefore, it is imperative for SMEs to invest in financial literacy training for their
management teams. By fortifying financial acumen, SMEs can maximize the positive

effects of their chosen financing mechanisms.

This study concludes that financial institutions and policymakers can play a pivotal role in
promoting and facilitating tailored financial literacy programs for SMEs. Such initiatives
can empower SMEs to leverage their full growth potential. This recommendation is
particularly pertinent to the Kumasi Metropolis, recognizing the unique challenges and

opportunities it presents for SMEs.

5.7 Recommendation

Based on the findings of this study, the following recommendations are proposed:
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5.7.1 Enhance Financial Literacy Among SME Owners and Managers:

Invest in Financial Education and Training Programs: To bolster financial literacy
among SME owners and managers, it is strongly recommended that organizations initiate
comprehensive programs comprising workshops, seminars, and online courses. These
initiatives should aim to empower participants with the knowledge and skills necessary for
making informed financial decisions, effective budget management, and a solid grasp of
fundamental financial concepts. Collaborating with local organizations or governmental
agencies can facilitate the development and implementation of tailored financial literacy
programs explicitly designed for SMEs. These specialized programs will equip SME
proprietors with the necessary competencies to proficiently manage their firm's financial

affairs, interpret financial statements, and make strategic financial decisions.

Establish Transparent Internal Financial Reporting Systems: To ensure the effective
application of acquired financial knowledge and skills, organizations should establish
transparent and user-friendly internal financial reporting systems. These systems aim to
enable employees to readily access and understand financial information, fostering a
culture of heightened financial awareness and responsibility. By implementing these
measures, organizations can actively contribute to the financial empowerment of their
workforce, equipping them with the tools needed to enhance their financial acumen and

positively impact the overall financial health of the organization.

5.7.2 Formulate an Effective Growth Strategy for SMEs:
Develop a Comprehensive Growth Strategy: SMEs should develop a multifaceted growth

strategy that includes precise objectives, measurable targets, and well-defined
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milestones. Sustainable growth can be catalyzed by meticulously identifying market
opportunities, conducting thorough competitive analyses, and leveraging the inherent
strengths of the business. Encourage Innovation: Foster an environment that nurtures
innovation among employees. By encouraging fresh ideas and exploring innovative
avenues to enhance products, services, or operational processes, SMEs can adapt to
evolving market dynamics and remain competitive. Stay Informed: Continuously monitor
industry trends, consumer preferences, and technological advancements. This vigilance
enables SMEs to adapt to changes swiftly and seize growth opportunities as they arise.
Collaborate Strategically: Consider collaborating with complementary businesses,
suppliers, or distributors to broaden reach and expand the customer base. Strategic
partnerships can provide access to untapped markets, facilitate resource sharing, and fuel

mutual growth.

5.7.3 Diversify funding sources

Explore multiple sources of finance beyond traditional bank loans, such as venture capital,
angel investors, crowdfunding, or government grants. Diversifying funding sources
reduces dependency on a single channel and increases financial resilience. Management
should implement robust financial management practices, including effective cash flow
management, working capital optimization, and prudent budgeting. This enhances the
financial health of the business, making it more attractive to potential investors or lenders.
Build strong relationships with banks and financial institutions by maintaining transparent
financial records, demonstrating creditworthiness, and communicating growth plans

effectively. This can facilitate access to financing options and favorable terms.
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APPENDIX

QUESTIONNAIRE

INVESTIGATING THE RELATIONSHIP BETWEEN SOURCES OF
FINANCE AND SMALL & MEDIUM ENTERPRISE GROWTH: THE

ROLE OF FINANCIAL LITERACY

Dear Respondent,

Thank you for participating in this study which seeks to examine the effect of sources
of finance on SME growth considering the moderating role of financial literacy. The
study is undertaken by a postgraduate student from the KNUST, School of Business,
Kumasi

Kindly note that you are not under any compulsion to complete the survey. Your
responses need NOT be right or wrong. For confidentiality reasons, kindly do not
indicate your name or the name of your organization anywhere in the survey. We can
assure you that all data collected will be anonymized and only average and aggregate
responses will be reported.

The survey has specific instructions to follow and scales to use to indicate your
responses. Every statement included in the survey is relevant and although some appear
quite similar, they are also unique in many ways, so kindly do well to respond to each.

The survey will take about 10 minutes to complete. Once again, we are most grateful
that you take the time to participate in this study.

Please, indicate your consent for participation here L7 | agree L7 | disagree

SECTION A: SOURCE OF FINANCE

Indicate the extent to which you agree or disagree with each | Strongly Strongly
statement by checking the appropriate number from SCALE: | Disagree Agree
1 = Strongly Disagree to 5 = Strongly Agree

Bank Loans

Bank loans have been a reliable source of finance for my 1 (2 |3 (4 |5
business.

| feel confident in my ability to navigate the process of 1 2 |3 |4 |5

obtaining a bank loan for my business.

Bank loans have positively contributed to the expansionand | 1 2 |3 |4 |5
development of my business.
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The interest rates associated with bank loans are reasonable |1 |2 |3 |4 |5
and feasible for my business.
I believe that utilizing bank loans strategically can lead to 1 |2 |3 |4 |5
sustainable growth for my business.
Personal Savings

I have used my personal savings to fund my business. 1 |2 |3 |4 |5
| believe that utilizing personal savings is a secure way to 1 12 |3 |4 |5
finance my business
My personal financial stability has influenced my decisionto |1 |2 |3 |4 |5
invest in my business.
I think that using personal savings as a source of finance 1 |2 |3 |4 |5
demonstrates my commitment to the success of my business.
Retained Earnings

I have reinvested my profit into the business. 1 (2 |3 |4 |5
| view retained earnings as a valuable source of internal 1 |2 |3 |4 |5
financing for my business.
Utilizing retained earnings allows my business to maintain 1 |2 |3 |4 |5
greater control over its financial decisions.
I consider the practice of reinvesting profit into my business |1 |2 |3 |4 |5
as essential.
| believe that using retained earnings as a source of finance |1 (2 |3 |4 |5
in my business demonstrates effective financial management.
Family and Friends

I receive financial support for my business from familyand |1 (2 |3 |4 |5
friends.
Utilizing funds from family and friends has supported my ¥ |24 3 19
business.

I am confident in my ability to manage the dynamics and T g 3 (5
expectations associated with borrowing from family and
friends.

SECTION B: FINANCIAL LITERACY

Indicate the extent to which you agree or disagree with each statement by checking the
appropriate number from SCALE: 1 = Strongly Disagree to 5 = Strongly Agree

I have a clear understanding of key financial concepts. 1 |2 |3 |4 |5
I am confident in my ability to read and interpret financial 1 |2 |3 |4 |5
statements.

I understand the importance of cash flow management. 1 |2 |3 |4 |5
I am familiar with the concept of working capital. Tap? |3 | A5
I am confident in my ability to identify financial risks. 1 2 | 3N U5
I have received training on book keeping.

I am capable of adjusting my financial plans and budgetsin |1 |2 |3 |4 |5
response to changing market conditions.

SECTION C: SME GROWTH

Indicate the extent to which you agree or disagree with each statement by checking the
appropriate number from SCALE: 1 = Strongly Disagree to 5 = Strongly Agree
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My business has increased its profit margin over the past 1 12 |3 |4 |5
three years.

My business has increased its productivity over the pastthree (|1 |2 |3 |4 |5
years.

N
w
o
(@a]

My business has increased its sales over the past three years. | 1

N
w
o
(62]

My business has opened branches over the past three years. 1

There has been an increase in the number of employees in 1 12 |3 |4 |5
my business over the past three years.

>>What is your gender?  []Male [] Female

>> What is your educational level? [ ] JHS [ ] SHS [] Diploma/HND [ ] Degree [ ]

Master’s Degree [1PhD
>> What is your age group? [ ] 18-28 []129-38 []39-48 [149-60 []
above 60

>> Please indicate your position in the firm

[ ] Finance Manager [ ] Accountant [ ] Operations Manager [ ] Owner/Manager
>> Number of employees in the firm: [ ] Less than 6 employees [16-9
employees [ ] 10-29 employees [ ]30-50 employees [ 1 More than 50
employees

>> Firm’s annual revenue (in Ghana Cedis)? [ ] Lessthan 100,000 [ 1100,000 -
200,000 [ 1200,000 — 300,000 [ ] Above 300,000

SURVEY, THANK YOU ONCE AGAIN FOR YOUR PARTICIPATION IN THIS
SURVEY

Source

Source: Buchdadi, A. D., Sholeha, A., & Ahmad, G. N. (2020). The influence of
financial literacy on SMEs performance through access to finance and financial risk
attitude as mediation variables. Academy of Accounting and Financial Studies
Journal, 24(5), 1-15.
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