

[image: Cover]



Original Research

Constraints to growth in informal sector activities and formalisation: A case study of Ghanaian slums

Darma Mahadea1,*,[image: symbol] and Luther-King Junior Zogli1

1School of Economics and Finance, Discipline of Economics, University of KwaZulu-Natal, South Africa

Abstract

Background: Globally, people often migrate from rural to urban areas in search of employment. Lack of adequate employment opportunities in cities forced individuals to engage in slum informal economic activities out of necessity.

Aim: The informal sector presently employed about 86% of labour in Ghana, contributing 42% to its gross domestic product (GDP). Various constraints held back the development of slum informal activities. Formalising the informal sector is advocated as a step to generate employment. This article investigated the dynamics of informal sector activities and formalisation among slum operators in Ghana, based on a survey in two major cities there.

Setting: This article investigated the constraints that hinder the development of slum activities in Accra and Kumasi, two cities in Ghana, and examined the informal operators’ subjective well-being and their willingness to graduate to the formal sector, should the constraints be addressed.

Methods: Data were collected by means of a questionnaire, administered to a random sample of 342 informal slum operators. Enterprise constraints are examined by using the principal component analysis (PCA) method and the likelihood of the informal operators’ graduating to the formal sector by using logistic regression.

Results: The PCA identified six clusters as limitations, explaining about 77% of the variation in constraints. These related to a lack of business knowledge, credit access, tools and materials, security and social networking. The logistic regression results reflect that, of all the constraints, it is only when access to capital is addressed, that slum operators will move into formal activities.

Conclusion: When people are happy in what they are doing, they are reluctant to move to the formal sector, despite incentives or interventions that address their enterprise constraints. Hence, slum operators and informal activities are unlikely to disappear. Nevertheless, policy-makers have to devise appropriate financing strategies for slum operators to help in their formalisation and growth pathways.
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Introduction

A slum is a group of households in an urban area lacking durable housing of a permanent nature, sufficient living space, access to safe water, adequate sanitation and security of tenure (UN-Habitat 2007). Slums arise owing to in-migration, poverty, inadequate housing, poor infrastructure and planning for urban growth (UN-Habitat 2003). Slums sprung up in Ghana owing to the lack of adequate response mechanisms to housing, urbanisation and unemployment by the government (UN-Habitat 2009).

The Harris–Todaro model suggests that people migrate from rural to urban areas because of income differentials and lack of employment opportunities (Todaro & Smith 2015). In Ghana, high poverty levels in the north prompt one out of every five people to migrate to the southern regions (GSS 2007; Van der Geest 2011). Furthermore, owing to inadequate housing and employment opportunities in Ghana, migration to the cities results in the growth of slums and informal activities as people look for a place to stay and earn a living out of desperation. Slums are also a springboard for low-level entrepreneurship, associated with informal ventures. Various other reasons influence people in slums to engage in informal activities. These include avoidance of and unwillingness to pay tax, remuneration from illegal activities, unwillingness to register one’s business because of intrusive regulations imposed on formal firms, avoidance of costs or bureaucratic hurdles and the benefit of working flexibly at one’s convenience and being able to balance personal and family interests (Mohr 2016).

An informal enterprise launched today can be an incubating base for a larger venture in the future, more so if the founder has the right entrepreneurial attributes and network support. Indeed, given the heterogeneity of the informal sector firms as a group, some might cease trading soon after start-up, some are likely to survive and remain small and some enterprises might have growth potentials. If the operators of these ventures are assisted to formalise, they can graduate to higher levels of entrepreneurship, experience higher levels of happiness and generate more employment and tax revenue (Urban, van Vuuren & Barreira 2008). Indeed, Bàculo’s (2006) study in Italy revealed that informal operators’ material and non-material needs are to be considered when deciding on their formalisation. A study by Pat Horn (2014) in South Africa indicated that formalisation of the informal sector is not a one-step event. Formalisation is an ongoing, gradual process that partly entails strengthening the rights, security and benefits of the operators and workers, and negotiating with municipalities and other stakeholders. Hence, for slum enterprises in the Ghanaian context to achieve formalisation, their growth constraints and subjective well-being have to be identified and attended to, and this can help policy-makers come up with supportive intervention measures facilitating the informal slum enterprises to transition into the formal sector. This is the main aim of the article.

Informal sector activities

Although informal trading is a global phenomenon, it is most visible in Africa (Van Rooyen & Antonites 2007). The significance of the informal sector to economic development and employment generation in urban and rural areas of the developing countries is widely recognised in the literature (Altman 2007; Todaro & Smith 2015). The International Labour Office (ILO) mission report in 1972 on employment in Kenya portrayed a dynamic income and employment picture of the informal sector, with notable characteristics, such as ease of entry, reliance on indigenous resources, family ownership, small-scale operations, labour-intensive with adaptive technology, unregulated, competitive and with skills often acquired outside formal education. Thereafter, other studies and international organisations have confirmed the vital empowerment role of the informal sector in both developed and developing countries, with linkages to the organised formal sector, and the necessity of state to support this subterranean economy (Sachs 2005; Van Rooyen & Antonites 2007).

International Labour Office (2014) estimates that the informal sector represents 82% of total employment in South Asia and Mali, 75% in Bolivia, 66% in sub-Saharan Africa, 65% in East and Southeast Asia, 51% in Latin America and 10% in Eastern Europe and Central Asia. The ILO further ranks India as having the largest share of informal sector employment, at 83.5% of the total employment, contributing about 30% to the country’s GDP (Kalyani 2016). Ghana’s informal sector employs about 86% of its labour force, contributing 42% to GDP (Anuwa-Amarh 2015). Of those in formal employment, 7% work in the public sector and another 7% in the private sector (GSS 2010).

Informal business ventures in South Africa, though largely subsistence in nature, provide a safety net for many households that would otherwise be in dire poverty situations, without employment or an alternative source of income (Herrington, Kew & Kew 2010; Lings 2014). About 70% of individuals who start an informal business do so because of unemployment. The informal sector, including the slum operations, contributes between 5% and 7% to the country’s GDP and provides between 16% and 22% of total employment. The shadow economy provides employment to over 3 million people, engaged in diverse activities, ranging from hawking, backyard mechanics and panel beating, street vending, drug peddling, hairdressing to light manufacturing (Davies & Thurlow 2010; Mohr 2016; Valodia 2007). With the recent downturn and apparent jobless economic growth in South Africa, an increasing number of workers are squeezed out of the formal labour market and they seek refuge in the informal sector (Horn 2016; SARB 2018).

Growth constraints in informal activities

In Accra and Kumasi, a large proportion of the population, as indicated above, is engaged in informal activities, ranging from peanut manufacturing to wood processing for many years. Although the operators have been trading for long, they are ‘stuck’ on the fringes of the main economy; they are not graduating to the formal level, partly because of ‘comfortableness’ and constraints they encounter in their attempts to grow.

These constraints inhibit the capital accumulation, physical expansion and employment potentials of the informal enterprises and their likelihood to move to the formal sector. If the linkages between the informal enterprises and formal firms are positive and complementary, then the growth of the latter can induce growth in the informal sector (Valodia 2007). Some of the constraints are internal to the firm, that is, within the control of its owner-operator, and others are external, beyond the control of the owner (Parsons 2013). Empirical studies in various countries have identified numerous growth-limiting factors, such as infrastructure, capital, lack of relevant skills, excessive regulations and security concerns. A summary of these constraints is presented in Table 1.
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Unless appropriate interventions are made to equip the informal operators with relevant skills and resources, they are likely to continue operating on the fringes of the mainstream economy. Although the activities dealt in are usually not capital-intensive, and the operating environment is not sophisticated, many operators feel satisfied with status quo operations, business as usual. Research by Biswas-Diener & Diener (2001, 2006) indicates that although operators in the informal sector may be unhappy with their physical surroundings, such as lack of adequate infrastructure and comfort in slums, they are, most often than not, satisfied with their non-material well-being (happiness). Hence, this article seeks to find out if the perceived subjective well-being of the slum operators acts as a hindrance to them graduating into the formal sector.

Subjective well-being

Subjective well-being is an appraisal of one’s life satisfaction as being happy or otherwise. High subjective well-being made up of positive life experiences is an important concept of positive psychology as it makes life worth living (Diener, Lucas & Oishi 2005). A study by Biswas-Diener & Diener (2001) on slums of Calcutta (India) discovered that, even though the slum dwellers and operators there did not have many material assets, they found satisfaction in many other areas of their lives. This means that, even though the slum dwellers were poor, and unable to satisfy all their material needs, they were very happy with their non-material aspects of well-being. Biswas-Diener and Diener (2006) further studied subjective well-being of the homeless operators in Calcutta (India), California and Portland (United States of America). They found that although the homeless in these countries were dissatisfied with their material quality of life, especially their housing, income, and health, these individuals were inwardly happy.

In South Africa, Blaauw et al.’s (2013) study of the subjective well-being of operators and labour in the informal sector found that personal income, enabling individuals in a poor community to have access to food, is an important determinant of happiness. While Kingdon & Knight (2007) found that relative income is a determinant of subjective well-being, Mahadea (2013) found that both absolute and relative income are important for the happiness of both entrepreneurs and labour in South Africa. Bàculo’s (2006) study of the informal sector in Italy found that if policy-makers’ aim is to assist informal operators in formalising their businesses, both material (e.g. finance) and non-material resources (e.g. operator’s culture and conduct of business) should be taken into consideration. As some limitations inhibiting the growth of informal enterprises are of a material nature and some are non-material, this article also seeks to find if subjective happiness influences informal operators to continue living and working in slums, even if they are helped to overcome their constraints.

Formalising the informal sector

Although entrepreneurship is perceived as a rewarding activity in certain regions, enabling talented individuals of a Schumpeterian mould to bring about innovation, product development and new organisational structures, not many people are able to venture into the formal business and reach their aspirations (Luiz & Mariotti 2008; Mahadea 2013; Urban 2008). Consequently, many end up in the informal sector owing to a combination of push and pull factors. The negative influences, as mentioned earlier, include difficulties in raising finance, insufficient skills, problems in finding formal employment and avoidance of tax and compliance with bureaucratic regulations. On the positive side, people voluntarily choose to operate in the informal sector as they prefer to be their own boss, away from the control of nagging superiors; they prefer the flexibility of working at their pace and leisure, thus balancing personal and family interests (Altman 2007; Naudé 2010). However, there are numerous drawbacks when one operates in slums or in the informal sector.

The necessary infrastructure facilities and market expansion opportunities may be inadequate. Opportunities to do business with registered firms or the government via tenders and state procurement are almost non-existent. Raising funding from banks may pose a problem as the operators, especially women, may not have adequate title deeds to offer as collateral (Davies & Thurlow 2010; Wills 2009).

While the informal sector creates employment and generates revenue, operators in this sector mostly avoid paying tax, which otherwise could have played an important role in infrastructural development (ILO 1972; Loayza 1997; The World Bank 2013). Unlike the South African case, where the informal sector is an under-utilised source of employment (Van Rooyen & Antonites 2007), over four-fifths of the population in Ghana are informally employed and avoid paying taxes; there is thus merit in formalising the informal sector there and augmenting the formal sector employment and tax revenue.

De Soto (1989, 2000) is of the view that, the only difference between the formal and informal sector is the legal status of the former. The informal sector lacks property rights; hence, its assets cannot be used as collateral for securing loans, and this implies that many profitable opportunities to increase investment are left untapped in the informal economy. De Soto (2000) argues that there is a total of $9.3 trillion of dead capital in the informal sector and slums in the developing world. This represents capital that cannot be used as leverage for credit facilities, thus denying the informal sector of growth. Further, formalisation may enable informal slum operators to have access to government support programmes and services (ILO 2009).

Objectives

Policy-makers in Ghana have invested in projects to curb the growth of slums. However, their efforts have not been successful thus far. The problem being that, there has been no conclusive evidence in Ghana regarding what factors hinder the growth of informal slum businesses and what will prompt them to move into the formal sector. The current study, therefore, seeks to provide answers to the growth-inhibiting factors of the informal sector in the slums of Accra and Kumasi, and how these operators can be assisted to enhance their development and transition into the formal sector. The study further investigates whether subjective happiness influences a slum operator’s willingness to stay informal even if the constraints are being addressed.

Methodology

This article adopts a positivist, deductive research approach. This quantitative study gathers cross-sectional data by means of a survey. It uses a structured questionnaire administered to operators in informal activities in two urban slum regions of Ghana. These are the ‘Sodom and Gomorrah’(S&G slum) in Accra and the ‘Akwatia Line’ (AL slum) in Kumasi. Principal component analysis (PCA) is used to examine the constraints to growth, and logistic regression is used to examine the willingness to formalise.

There is no existing data on the number of informal sector operators in urban slums of Ghana, making it difficult to determine a representative sample size. Accordingly, the researchers took into consideration the sample size requirements for PCA. According to Tabachnick and Fidell (2013), a sample of above 300 is appropriate for PCA. Thus, the sample consisted of 344 slum operators selected by simple random sampling from the Akwatia Line (AL slum) in Kumasi (172 respondents) and the S&G slum in Accra (172 respondents). The validity of the questionnaire, which shows the extent to which the measuring instrument is able to measure what it is supposed to measure, was addressed by linking the questionnaire design to literature review and previous research.

To determine the constraints, operators were required to state their level of agreement or disagreement (on a 7-point Likert scale) to 14 questions. Subjective well-being was measured using Layard’s (2011) scale, where respondents were asked to state if they are happy or not on a Likert scale, from 1 to 7, where 1 stands for very unhappy and 7 for very happy. A respondent with a score below 3 may be considered unhappy and one above 3 is regarded as happy. The reliability of the questionnaire was indicated by the Cronbach’s alpha. The Cronbach alpha coefficient was 0.74 (> 0.7), indicating a strong internal consistency.

Sample particulars

Of the 344 respondents interviewed, 59.6% were male while 40.4% were females. In terms of marital status, 70.6% were married and 29.4% were single. Almost 19% were in the 26–30 years age group, and 0.9% were in the old age group (over 60).

With regard to education, over two-fifths (42.2%) did not have a formal education; about 10% had secondary education; and only 1.5% had tertiary education. Males attained a higher education than females; 62% of the males had either a primary or higher education as compared to 51% of the female operators surveyed.

In S&G, foodstuff sales and peanut butter manufacturing are the most represented economic activities, each with a percentage of 16. The most dominant economic activities in AL are wood processing and wood sales, each accounting for 16.3% of the respondents. Operators involved in livestock are the least represented economic activity in AL, representing 3.5% of respondents.

The majority (52%) of the respondents in both regions have been in their current slum activity for over 10 years. About a quarter (28%) have been in operation between 6 and 10 years, while only 20% were operating for less than 5 years. With regard to happiness, 87.5% of the operators scored higher than 3, indicating they are happy and only 12.5% were unhappy, with a low score.

Principal component analysis

Principal component analysis is used to determine the conditions that constrain the growth of the informal sector business in surveyed slums. Literature survey identifies various constraints to informal sector development. In this study, the following constraints were examined: land tenure security, training in book-keeping and management, production inputs and production tools, access to bank loans, harassment by the municipal authority, financial management and planning skills, experience and poor communication systems, electricity supply, weak networking (social relations), state of roads, lack of collateral and access to basic infrastructure. The variables were measured on a Likert scale, ranging from one (strongly disagree) to seven (strongly agree).

Logistic regression

In determining which of the constraints, if addressed, may prompt slum operators to move out and venture into a formal sector business, logistic regression is employed. The variables (components drawn from the PCA) and an operator’s happiness represent the explanatory factors, while an operator’s willingness to move or stay represents the dependent variable. A willingness to move to the formal sector is captured as 1 and 0 otherwise. In introducing the components into a regression equation, variables are generated from the extracted components. SPSS’s ‘compute variable function’ is used to create variables from the component results. This is done by entering the values of the component matrix multiplied by the questions they represent in the PCA (SPSS 2009). Hence, the loading of every variable in a component is multiplied by the question they stand for, generating a value (representing a component) for all 344 respondents. This procedure was also used by Liu et al. (2003) in generating variables for their regression analysis.

Results: Constraints to engaging in informal activities in slums

Informal activities cannot develop fast when operational constraints inhibit their growth. In this study, 14 variables were considered for the PCA, ranging from lack of accounting skills to poor communication (Table 4). The result (Table 2) from the Kaiser-Meyer-Olkin (KMO) measure of sampling adequacy is 0.625 – somewhat low but acceptable (Hair et al. 2010). The Bartlett’s test of sphericity is significant (p = 0.000), reflecting that the data set is factorable.
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Applying the principal component extraction method and Oblimin rotation with Kaiser normalisation, 6 components emerge, accounting for 77.2% of the total variation in slum operation constraints, as shown in Table 3. Only components with an Eigen value of at least 1 were considered in the analysis.
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The first component explains about 20% of the total variation in constraints (Table 3). The rotated matrix (Table 4) indicates that the first component consists of three variables: lack accounting (loading, 0.896), financial management (loading, 0.857) and business management skills (loading, 0.849). This component, with a Cronbach alpha of 0.841, is labelled as ‘Lack of business knowledge’ (Table 4).
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The second component has a Cronbach alpha of 0.801; it explains 16.4% of total variation (Table 3). This set is represented by variables such as infrastructural challenges, which has a loading of 0.881, electricity problems with a loading of 0.842 and bad roads, which has a loading of 0.785. This cluster of constraints is labelled as ‘Infrastructural problems’.

The third component entails lack of collateral security (loading, 0.973) and difficulty in assessing bank loans (loading, 0.970). This component represents 13.66% (Table 3) of total variation and is named as ‘Difficulty in accessing credit’.

The fourth component accounts for 10.47% of the total variation in constraints of slum activities. This cluster has a Cronbach alpha of 0.743 (Table 4) and is represented by lack of inputs (loading, 0.896) and lack of tools (loading, 0.874).

Municipal harassment (loading, 0.886) and lack of land tenure security (loading, 0.684) represent cluster five. This cluster is labelled as ‘lack of security’, explaining 8.69% of total variation in constraints. The last component, accounting for 8.13% (Table 4) of the variation in constraints is labelled as ‘poor communication and social networking’ and is represented by weak networks (loading, 0.781) and poor communication (loading, 0.734). Although this last component has a low Cronbach’s alpha, social networks and poor communication are retained as variables in the study because they are critical constraints in Ghana. A similar approach was used by Shin, Collier and Wilson (2000).

Willingness to move to the formal sector

Formalisation of the informal sector entails cost and benefits, and poses major challenges, especially taking into consideration the high levels of slums, poverty, unemployment and low level of formal ventures in Ghana (King, Braimah & Brown 2015). The Ghanaian state may be interested in formalising the informal sector for legal and fiscal considerations, while operators are reluctant to go formal, because of tax liabilities and bureaucratic compliance hurdles they are likely to encounter. Formalisation may not progress unless informal operators anticipate real net benefits from this transition. The OECD (2006) is of the view that formalising the informal sector in developing countries is a solution to eradicating poverty there in the long run.

Constraints faced by the operators in AL and S&G slums were categorised under six clusters, in Table 4. These include lack of business knowledge, infrastructural problems, difficulty in accessing credit, lack of tools and materials, security problems and poor communication and social networking. This article also sought to find out if a non-material reason (happiness) acts as a deterrent to slum operators moving into formal sector activities. Happiness, as mentioned earlier, was measured on a 7-point Likert scale, a higher value reflecting a higher level of happiness. Hence, the above identified constraints and happiness are regressed on an operator’s willingness to move, using logistic regression. The surveyed operators were asked to answer a ‘Yes’ or ‘No’, if they were willing to formalise their business, assuming they are helped and their constraints addressed.

The initial logistic model is presented below:
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Generation of variables

In order to conduct the logistic regression analysis, the SPSS’s ‘compute variable’ function is used to generate variables from the PCA results, a method suggested by Liu et al. (2003). To compute a variable, the component loadings (from PCA, Table 4) are multiplied by the question they stand for. For each respondent, the variables from the six components are generated as follows:


	Business Knowledge = [(0.896 × Lack accounting skills) + (0.857 × Lack financial management skills) + (0.849 × Lack business management skills)]

	Infrastructural Problems = [(0.881 × Infrastructural challenges) + (0.842 × Electricity problems) + (0.785 × Bad roads)]

	Capital = [(0.973 × Collateral security) + (0.970 × Bank loan difficulties)]

	Lack of materials and tools = [(0.896 × Lack inputs) + (0.874 × Lack tools)]

	Security = [(0.886 × Municipal harassment) + 0.684 × Land tenure security)]

	Poor communication and social networking = [(0.781 × Weak networks) + (0.734 × Poor communication)].



Logistic regression results

After the computation of the needed variables, a logistic regression was run using STATA, to ascertain which of the constraints, if addressed, will motivate the slum operators to move into the formal sector. The explanatory variables are lack of business knowledge, infrastructural problems, difficulty in accessing capital, lack of tools and materials, security challenges, poor communication and social networks and happiness, while the predicted variable is willingness to move to the formal sector. The results are presented in Table 5.
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The fitted model is stated as:
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The Hosmer–Lemeshow test is used to assess the goodness of fit of the model (Equation 2). A poor fit is indicated by a significance value less than 0.05 (Pallant 2007). In this study, the chi-square value for the Hosmer–Lemeshow is 9.16, with a significance level of 0.24 (Table 5). This value (0.24) is greater than the critical value of 0.05, therefore, indicating support for the fitted model, with an R2 is about 31%. The Wald chi-squared (Prob > chi2 = 0.000) is less than 0.05, signifying that the independent variables are not simultaneously equal to zero. Only three variables are found to contribute significantly to the predictive ability of the model. This implies that infrastructural challenges, lack of capital and happiness explain 31% of variation in the outcome and are significant predictors of an operator’s willingness to move into the formal sector.

The results in Table 5 are in odds ratio. In interpreting the odds ratio as a percentage, the probability of an event occurring is found by subtracting the odds ratio of the event occurring from 1, and expressing the result as a percentage. This approach was also used by Hailpern and Visintainer (2003) in their study.

From the results, an improvement in access to capital is the only constraint, which when addressed will prompt informal slum operators to move to the formal sector (Odds ratio = 1.11). A unit change in greater access to capital will increase a slum operator’s willingness to formalise by 11% (1 – 1.11). Similarly, Blunch, Canagarajah & Raju (2001) concluded that financial capital investments tend to be low in the informal sector. Hence, greater availability of capital to slum operators will help them grow their businesses and graduate into the formal sector.

The log of odds for an operator moving to the formal sector if infrastructural challenges are met is 0.92. This implies that an unit’s increase in efforts to solving infrastructural challenges will lead to an 8% (1 – 0.92) decrease in an operator’s willingness to move. This result perhaps highlights the failure of the Government of Ghana to resettle S&G informal operators in 2006, as a €10.4 million project was set up to resettle them at Adjin Kotoku, a suburb of Accra (Government of Ghana 2008; Smith-Asante 2015). The failure to relocate S&G operators to Adjin Kotoku can be attributed to inertia as the Adjin Kotoku region did not offer the same economic opportunities as S&G (Mukim 2011). This result apparently runs counter to van Rooyen and Antonites’s (2007) findings that the improvement of infrastructure in Johannesburg is likely to help informal enterprises to formalise.

A happy slum operator is less likely to move into the formal sector (Odds ratio = 0.38). A unit increase in slum operators’ happiness reduce their likelihood of moving to the formal sector by 62% (1 – 0.38). This implies that slum operators in Ghana are perhaps happy with staying in their slum activity, a result that is similar to the findings of Biswas-Diener and Diener (2001, 2006) regarding individuals being happy in slums in India and the USA. This result reinforces Horn’s (2014) view that informal work is unlikely to ever disappear and thus many informal activities will remain informal or semi-formal in the future.

Improving access to tools and raw materials, security and communication, and social networks increase an operator’s probability of joining the formal sector by 5%, 1% and 7%, respectively. However, these variables were not significant in the logistic regression.

Limitations of study and areas for further research

The study considered only two slums in Kumasi and Accra, owing to resource constraints. Better results might have been obtained if the study included other urban slums in Ghana. Hence, care should be taken in generalising the results. The logistic regression result indicates that improvement to infrastructure may not necessarily prompt slum operators to move to the formal sector. Many informal operators are happy to stay in the informal sector. Further studies need to be conducted as to why they prefer the informal to the formal sector.

Conclusion and policy implications

Operators in slum activities in Ghana are pushed into the informal sector out of necessity owing to unemployment. These operators face many growth constraints, of which lack of business knowledge and capital are most critical. About 79% of the surveyed operators have no formal education or only had primary education. Hence, government policies should be geared towards creating an enabling environment for formal and informal enterprises to grow through empowering enterprisers with higher levels of education and training. Not much can, however, be achieved through the provision of training alone, as this article found that infrastructural problems, difficulty in accessing credit, lack of tools and materials, security problems and poor communication and social networking are other challenges facing informal slum operators. Therefore, support programmes are necessary for the provision of basic tools and machinery, credit, improved communication facilities, as well as land tenure security to slum operators in Ghana. Hopefully, these measures will go a long way to help forward-thinking operators to grow.

In the quest to formalise, the study found that, if slum operators are helped with access to capital, they might be willing to formalise. The ILO (2014) also found that limited access to finance is a principal reason as to why the informal sector does not expand. The move to a formal economy involves challenges of tax compliance, regulations and bureaucracy. Their consequences may deter informal enterprisers from moving to the formal sector.

Informal operators in Ghana cannot access adequate finance from the commercial banks. About 70% of Ghanaians remain unbanked (Addae-Korankye & Abada 2017; Boateng 2015). Hence, they rely on micro-finance institutes (MFIs), which are presently largely unregulated. It is recommended that the Central Bank of Ghana (BoG) designs an effective regulation policy for the micro-finance institutions to ensure that informal operators have greater access to finance, which in turn may enable them to expand their business and formalise.

Even though addressing infrastructure challenges will not prompt operators to formalise, it may help to modernise their operations. Hence, the improvement of basic infrastructure in Ghana, such as access to sanitation, good roads, an adequate supply of electricity, storage facilities and information technologies, as well as improving land tenure security and no unnecessary harassment from legislation and municipal inspectors, can help informal operators to grow. As Altman (2007) puts it succinctly, policy should focus on productivity, capital, asset accumulation and skills development. However, it must be stressed that enterprise growth may be restrained by internal inertia embedded in the minds of their owners or by personal motivational factors. When people are happy in what they are doing, business as usual in the informal economy, then incentives designed to help their ventures to grow by relieving the growth constraints may have little effect.
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TABLE 2: Kaiser-Meyer-Olkin and Bartlett’s test.

Kaiser-Meyer—Olkin measure Bartlett’s test of sphericity
of sampling adequacy

Approximate chi-square df Sig.
0.625 1818.143 91 0.000

df, degrees of freedom; Sig., significance.
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TABLE 1: Growth constraints in the informal sector.

Constraints

Studies

Study details

Findings from studies

Infrastructural
challenges

Financial
problems

Lack of
adequate skills

Government
regulation

Security

Other factors

Parker, Kirkpatrick,
and Figueira-
Theodorakopoulou
(2008) and USAID
(2012)

Aryeetey (2009)

Reddy, Naidu and
Mohanty (2003)

Okpara (2011)

Schneider (2002)

Skinner (2005)

Rogerson (2016)

Canagarajah and
Sethuraman (2001)

Pisani and Patrick
(2002).

Valodia (2007)

Literature survey in
developing countries

Literature survey in
sub-Saharan Africa

Survey of informal
businesses in Fiji

Survey of small
business owners in
Nigeria

Survey of 110
informal businesses
in developing
countries

Survey of informal
businesses in
Durban, South Africa

Survey of informal
businesses in
Zimbabwe

Literature survey of
the informal sector in
developing countries

Literature survey of
the informal sector in
Central America

A panel study of
informal sector in
South Africa, based
on Stats SA Labour
Force Surveys
2000-2005

Absence of basic
infrastructure, such as
clean water, adequate
sanitation, well-
maintained roads,
power and
information and
communication
technologies

Lack of collateral
security, high
borrowing cost and
unavailability of credit

Lack of experience
and training in
business management
and basic skills in
book-keeping/
accounting and
marketing

Similar results to
Reddy et al. (2003)

High taxation,
prohibitive legislation
towards informal
sector operators, and
inability to obtain
business licenses or
permits

Over-trading; low
profits; lack of access
to infrastructure,
electricity, shelter and
transport; harassment
from inspectors and
crime levels

Intimidations and
forced evictions by
government officials

Lack of social
protection and land
tenure security

Lack of tools,
materials and
machinery; too many
competitors and
over-trading

Barriers to entry,
licensing; restrictive
by-laws, labour
legislation; poor
access to capital, land
and credit; crime and
high transport costs
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TABLE 4: Rotated matrix.

Component
1 2 3 a4 5 6

Lack of accounting skills 0.8961 -0.006 -0.018 0.094 0.091 0.027

Lack of financial skills 0.857% -0.122 0.085 -0.069 -0.003 0.060

Lack of bus management skills 0.849% 0.116 -0.031 -0.062 -0.057 -0.082
Infrastructural challenges 0.010 0.881% -0.006 0.054 -0.085 -0.038
Electricity problems 0.083 0.842% 0.096 -0.122 0.056 -0.017

Bad roads -0.077 0.785% -0.039 0.011 0.012 0.040
Collateral security 0.004 0.004 0.973f 0.017 -0.020 0.020

Bank loan difficulties 0.016 0.018 0.970% 0.022 -0.044 -0.027

Lack of inputs 0.015 -0.075 0.033 0.896% -0.033 -0.031

Lack of tools -0.029 0.041 0.003 0.8741 0.056 0.027
Municipal harassment -0.014 -0.189 -0.043 -0.003 0.8861 -0.039

Land tenure security 0.042 0.348 -0.016 0.112 0.6841 0.040

Weak networks (social relations) 0.110 0.021 -0.089 0.045 -0.286 0.781%

Poor communication -0.098 -0.028 0.094 -0.045 0.290 0.734%
Cronbach’s alpha 0.8417 0.8011 0.9511 0.7431 0.5601 0.245F
Labels Business knowledge  Infrastructural Difficulty in Tools and materials Security Poor communication

problem accessing credit and social networking

Note: Extraction method, principal component analysis; Rotation method, Oblimin with Kaiser normalisation.
f, Cronbach's alpha measures internal consistency, signifying how closely related is a set of items within a group. Component one has a Cronbach's coefficient of 0.841, suggesting that the three
variables have a relatively high internal consistency.

1, The variable loading within each cluster shows the strength of that variable within the component. Accordingly, lack of accounting skills (loading 0.896) is a constraint with a greater weight than
lack of management skills. Component 1 (business knowledge) has three latent variables, each with a different loading. Similarly in component 2, infrastructure is a stronger constraint than bad
roads, though they belong to the same component- infrastructure problem.
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TABLE 3: Total variance explained.

Component Initial eigenvalues Extraction sums of squared
loadings

Eigen % of Cumulative  Eigen % of Cumulative
values variance % Values variance %

1 2782 19.869 19.869 2782  19.869 19.869
2 2300 16.426 36.295 2300 16.426 36.295
3 1912  13.657 49.951 1912  13.657 49.951
4 1.465 10.468 60.419 1.465 10.468 60.419
5 1.216 8.689 69.108 1.216 8.689 69.108
6 1.138 8.129 77.238 1.138 8.129 77.238
7 0.794 5.669 82.907 = = =
8 0.588 4.202 87.109 - - -
9 0.451 3.219 90.328 = = =
10 0.366 2.613 92.941 - = -
11 0.319 2.275 95.216 = = =
12 0.304 2.170 97.386 - B -
13 0.276 1.974 99.360 5 = 3

14 0.090 0.640 100.000 - N
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TABLE 5: Willingness to formalise.

Willingness to formalise Coefficient Odds ratio SE z P
Business knowledge -0.01 0.99 0.03 -0.30 0.770
Infrastructure challenges -0.08 0.92 0.04 -2.14 0.030
Capital 0.11 NI 0.05 2.54 0.010
Tools and materials 0.05 1.05 0.04 122 0.220
Security challenges 0.01 1.01 0.06 0.18 0.861
Communication and 0.07 107 0.1 0.71 0.477
association problems

Happiness -0.96 0.38 005 -7.85 0.000

_cons 2.52 12.00 12.2 2.56 0.010

SE, standard error; Z score, standard score.

Note: Pseudo R? = 0.3068; Hosmer-Lemeshow chi2 (8) = 9.16, Prob > chi2 = 0.24; Wald chi2
(7) = 64.92: Prob > chi2 = 0.0000.






