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Abstract

This three-essay thesis examines how national institutions influence firm performance and
activities in sub-Saharan African economies. Most developing countries generally consider
businesses as the key to economic development. Unfortunately, national institutions are weak
in sub-Sahara Africa and hence not conducive, which has hindered firm performance. The
study utilises the World Bank Enterprise Surveys data for firm-level performance and the IMF
Monitoring of Funds Arrangements data for structural reform indexes. Additionally, data from
the World Development Indicators and World Governance Indicators capture inflation, Gross
Domestic Product growth rates, and regulatory quality, respectively. The main finding is that

firm performance depends on regulatory quality in sub-Sahara Africa.

In chapter 2, the first essay examines export orientation and the determinants of
internationalisation of sub-Saharan African firms. In the past two decades, there has been an
internationalisation drive by SSA countries in areas including product diversification and
acquisition of quality management systems certification. The literature on internationalisation
is mainly limited to developed and emerging economies. However, this study views
internationalisation from the SSA perspective. The dataset used is from the World Bank
Enterprise Surveys. The dataset considered 31795 enterprises from 39 sub-Saharan African
countries between 2006 and 2018. The investigation was accomplished by applying export
orientation as the dependent variable against other determinants. This quantitative research
adopted a multiple set of ratio regressions approach and finally settled for the Tobit regression
for the analysis. This essay’s main finding indicates that export orientation, depending on the
firm characteristics, enhances the internationalisation of firms in sub-Saharan Africa. Business
registration and firm size significantly and positively impact export orientation. This
knowledge about the determinants of internationalisation contributes to expanding the

literature on firm growth globally, specifically in sub-Sahara Africa.

In chapter three, the second essay examines the impact of selected structural reforms on firm
performance considering 31795 firms in 39 sub-Sahara African countries from 2006 to 2018.
Enhancing firm performance in a global market is significant for developing economies, which

is why structural reforms are needed. The much-publicized result that structural reforms are



associated with economic growth is evidenced only in middle-income economies. Data from
the WBES, IMF- MONA and WDI are used to achieve the aim of this study. Exploring diverse
options, this study uses a multilevel mixed method to assess the impact of structural reforms
on firm performance. In line with previous studies, the findings are that successful structural
reforms significantly enhance firm performance, and further trade reforms are the key drivers
of firm performance in SSA. Remarkably, corruption is statistically significant and positive,
and trade reforms impact firm performance the most. After a decomposed regression, it is
concluded that sectoral reforms complement each other for structural reforms to be successful.

In chapter four, the nexus between access to finance and firm performance in developing and
emerging economies has recently become topical. This study evaluates the relationship
between firm performance, regulatory quality, quality management certification and access to
finance. Previous research has demonstrated the relationship between access to finance and
firm growth or firm performance, thus neglecting the relationship between regulatory quality,
quality management certification and access to finance. Data from the World Bank Enterprise
Survey (WBES) and World Governance Indicators (WGI) between 2006 and 2018 are used in
this research. The analysis was done using the ordered logit technique, which fits the
categorical dependent variable. The findings of this study provide essential indications to the
literature on access to finance in sub-Saharan Africa. First, the results indicate that adequate
finance encourages firm performance. This is evidenced by estimations that show a positive
sign and statistically significant effect of access to finance and firm performance. Secondly,
the findings indicate that more robust country-level regulatory quality eases access to external
finance as the estimations show a positive and statistically significant effect of access to finance
and regulatory quality. Thirdly, quality management certification is positive and significantly

influences access to finance in SSA.

Key words: Firm performance, structural reforms, regulatory quality, SSA,
internationalisation, WBES, access to finance
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Chapter 1: Introduction

1. Overview of Chapters

Several research have employed diverse quantitative techniques to study firm performance in
developing nations using different firm characteristics. The much-touted industrialisation,
internationalisation, structural reforms, and the ease of access to finance by firms in sub-Sahara
Africa are gaining attention in the academic world, and there are diverse views on whether they
have enhanced firm performance. Arguably, high firm-level performance can bridge the
developmental gap with the rest of the world. It is therefore essential to understand the
challenges and opportunities SSA firms encounter to enhance their performance so that they
can become competitive with firms from other parts of the world. This thesis consists of three
essays which connect to issues in finance and economics that deal with the responsibilities of
governments in the internationalisation of firms and access to finance by firms in sub-Saharan
Africa. The overarching theme that underpins the three essays is the impact of national

institutions on firm performance.

In developing and emerging economies, it is believed that firm performance is poor, as
compared to the developed economies, due to dysfunctional institutions, weak corporate
governance practices, and challenging business environments (Benites & Polo, 2013; Ting et
al., 2019). Similarly, studies have cited factors such as excessive regulations, inadequate supply
of skilled labour, high taxation, market size and conditions, technology, and high information
costs as some of the main causes that impede firm performance in developing countries
(Nugent, 1996; Sleuwaegen & Goedhuys, 2002; Turkson et al., 2022). Regardless of the
methodology and data examined, existing studies agree that firm performance is poor in SSA.
Njikam (2017) posited that firm performance depends on export destination and SSA firms
perform better when they export to the United States of America. Though it is evidenced that
firm level performance is high in the European Union (Kersten et al., 2017; Piza et al., 2016)
it is not the same for labour productivity and total factor productivity (Dvoulety et al., 2021).
Three specific issues which will help evaluate the firm-level performance challenges, in SSA,
are internationalisation, structural reforms, and access to finance. Three dependent variables,
export orientation, firm performance, and access to finance have been used to measure firm

performance, the outcome is indicative that in SSA firm performance is low or poor.



This study focuses on SSA since others have already researched individual countries in SSA,
sub-regions within SSA, and other parts of the world (Abdisa & Hawitibo, 2021; Goedhuys &
Mohnen, 2017; Kumari & Kumar, 2018; Quartey et al., 2017). The research by Quartey et al.
(2017) concluded that firm performance is poor in the ECOWAS sub-region. An important
ongoing concern is the poor firm performance in individual countries in SSA and examples are
Nigeria, Ghana, Mali, Senegal, and The Gambia; results from these individual countries
confirmed the poor performance of firms in SSA (Badu & Appiah, 2017; Ede, 2021; Ganiyu
et al.,, 2019; Quartey et al., 2017). A collective discovery of the problems causing poor
performance in SSA will help project a panacea to the challenges. This study, therefore, focuses

on the SSA sub-region to understand the determinants of poor firm performance.

Enhancing firm performance has become essential to economic growth in SSA. Countries and
trade blocks globally have tirelessly focused on enhancing firm performance in the last twenty
years. Arguably, there are a lot of factors that influence firm performance. These include the
ratio of capital employed, return on assets, industry structure, and ethnic diversity (Awaworyi
Churchill & Valenzuela, 2019; Kumari & Kumar, 2018). Kumari and Kumar (2018) focused
on how macroeconomic factors influence firm performance. On the other hand, researchers
including Odusanya et al. (2018) focused on how firm-level factors impact firm performance.
However, | choose to include macro and microeconomic factors such as internationalisation,

structural reforms, and access to finance in assessing firm performance in sub-Sahara Africa.

The internationalisation of SSA firms is critical in enhancing firm performance in the sub-
region. In this research the primary variable is export orientation which looks at the income
generated by exporting firms. The aim of chapter 2 is to ascertain the significant factors that
determine the internationalisation of sub-Saharan African firms. Essay 1 evaluates the
determinants of internationalisation of 31795 firms in 39 sub-Sahara African countries between
2006 to 2018. Research reveals that studies on the internationalisation of African firms are
increasing. However, most of the studies focused on small and medium-sized firms, although
there are several cross-national and regional studies sponsored by the IMF and The World Bank
(Abor et al., 2008; Agbloyor et al., 2020). In the past, governments in SSA had focused on
import substitution, which failed. The attention is now on export drive, which has been
successful and consequentially brought improvement in firm performance (Illiashenko et al.,
2020; Trachuk & Linder, 2018). Export orientation has become the focus of SSA firms due to

this new opening, and the resultant trade blocks in SSA opening up has also served as a source
2



of encouragement for exporting (Obeng-Odoom, 2020). Existing research is mainly
concentrated on developed countries; however, the few on Africa are either centred on
individual African countries but not on export orientation (llliashenko et al., 2020; Quartey et
al., 2017; Stern & Ramkolowan, 2021).

Again, chapter 2 of this study focuses on export orientation as the dependent variable and the
determinant of internationalisation. Two theories, Resource-based view and Institutional
theory are adopted to achieve this study. The notion is to connect how country-level
institutional development enhances the release of locked-up resources for firm development in
SSA. This essay uses Tobit regression technique which fits the dependent variable, because it
is a continuous fractional variable. Among the findings are that firm registration has a positive
sign and is significant in relation to export orientation. Another result is that Quality
management standards influence export orientation in SSA. For robustness test, fractional and
pooled probit and logit techniques are used in this study. | exploit export orientation as a
catalyst to the internationalisation of SSA firms. To estimate the determinants of

internationalisation of firms in sub-Sahara Africa, the study uses Tobit regression technique.

In chapter 3, this study deals with how structural reforms impact firm performance in SSA.
Essay 2 studies the impact of structural reforms on firm performance in the same 39 sub-Sahara
African countries from 2006 to 2018, among 31975 firms, as in essay 1. Structural reforms
open the argument of how governments and policymakers in SSA support firm performance
with the relevant policies, laws, and regulations. These reforms are described as the pertinent
changes that governments make in terms of regulations and restrictions that enhance
governance to promote economic and business growth (Dau et al., 2020). Structural reforms in
SSA have been undertaken since the 1990s and are mainly part of the conditionalities given to
the countries involved, by the International Monetary Funds. These governments embark on
the reforms with the aim to improve economic growth, reduce unemployment rates, and
enhance firm performance; unfortunately, at the firm level there conflicting arguments as to
the impact of structural reforms (Bordon et al., 2018). Culiuc and Kyobe (2017) argue that the
conditionalities associated with structural reforms create economic and institutional flexibility
for increased efficiency in areas such as investment, productivity, employment, and efficiency.
In nations where the openness of trade policies does not provide for the protection of domestic
firms, domestic firm growth and performance are hindered. It is more likely that the larger

multinationals would take over the local and international markets to the detriment of the
3



smaller domestic enterprises. These arguments support how structural reforms are necessary
for firm growth. However, little is known about the impact of structural reforms on firm

performance.

This chapter identifies the impact of structural reforms on firm performance in SSA. This study
follows the approach used by Kouamé and Tapsoba (2019) by adopting sectoral reforms which
include trade, fiscal, financial and real reforms. To achieve the goal, this study uses the
institutional economic theory, the underpinning argument is that structural reforms reduce a
firm’s operational costs and decrease restrictions on firm activities. Another argument is that
the difference in firm growth in different economies is dependent on factors including national
policies, and the institutional environment (Torkkeli et al., 2018; Urbano et al., 2019). Whereas
previous studies did not consider the impact of corruption in studies such as this, this essay
introduces corruption for the first time. In this chapter, | calculate the total index of the reforms
from the individual reform index. This study uses the multilevel mixed method, and the main
finding is that structural reforms improve firm performance more than the economy as a whole.
Another finding is that corruption is positive and significant, intimating that corruption is a
greasing wheel but not a sanding wheel. Further, the finding suggests that the trade sector is
the main driving force of the reforms because more efficient competitors take advantage of the
released resources. A decomposition regression exercise is prepared to ascertain which reform
drives firm performance and the conclusion is that though trade reform has the most sizeable

impact, the individual reforms complement each other.

The goal of chapter 4 is to identify the determinants of access to finance. Essay 3 examines the
determinants of access to finance by exploring national institutions indicator, the regulatory
quality, and firm performance in sub-Sahara Africa. Though there has been research in this
area they failed to include regulatory quality. This study incorporates regulatory quality as a
novel approach to firm performance and access to finance. The inclusion of regulatory quality
is to help evaluate national institutions influence on access to finance and firm performance.
The literature on access to finance mostly mention financial obstacles, which paints a picture
of firms' problems when accessing external finance (IFC, 2010; Otman, 2021). Many
researchers argue that if financial resources are allocated to more productive firms, their
contributions can increase firm-level growth (Dvoulety & Blazkova, 2019; Larrain &
Stumpner, 2017). Globally, smaller firms find it more challenging to access finance than their

larger counterparts. According to European Union (EU) research, financial institutions are
4



prone to using capital rationing in lending funds to small and medium-sized enterprises
(Andries et al., 2018). Further, Anton and Bostan (2017) using a sample of 25 countries from
the European Union, concluded that access to finance positively influences entrepreneurial
activities. Arguably, large firms have comparatively easier access to finance than smaller ones.
Studies have shown that the level at which firms encounter difficulty accessing finance depends
on size; small firms face more significant problems accessing funding than larger firms
(Abdisa, 2020). The situation in the EU is not entirely different from that in SSA; as posited
by Abdisa and Hawitibo (2021) constraints in accessing finance inhibit firm performance in
SSA. Though registration is essential in accessing external finance, registration in Africa is
complicated. Recently, the registrar-general in Ghana instituted online registration, thus
reducing the burden of moving physically to offices and the long waiting queues and time
(Bediako, 2022). According to Wang (2016) the most severe problem that inhibits firm

performance in SSA is access to finance.

Chapter 4 exploits firm performance as a basis for access to finance, this study therefore
introduces regulatory quality as an explanatory variable, this is the first time this variable has
been used in research such as this. The pecking order theory is applied in this study to help
explain why firms would choose to either use internal or external funds to finance their working
capital. This study uses the ordered logit model for the estimation, this choice is made due to
data availability and the nature of the dependent variable. Due to the data limitations, the
percentage level of internal resources used to finance working capital is utilised to represent
access to finance, instead of, for example, profit. This essay classifies the dependent variable
into 4 groups or levels, and it fits into four ordered categories and hence the ordered logit
model. The main finding is that access to finance is significantly positive and therefore
influences firm performance. The results from the ordered logit regression also reveals that an
improved regulatory quality enhances firm access to finance in SSA. Regulatory quality is
introduced, for the first time to answer the question does regulatory quality influence access to

finance?

Further robustness checks that have been done include analysing only Nigeria and the total
sample without Nigeria, categorising the number of years in the sample to evaluate the impact
of the global economic crisis on access to finance, and comparing access to finance and finance
obstacles. The computation is to analyse the impact of Nigeria on the rest of the sample, since
it is the biggest in the sample. Overall, the robustness results confirmed the main finding.
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Businesses are generally regarded as the key to economic development in most developing
countries. These businesses need a favourable environment to thrive, unfortunately, firms in
sub-Sahara Africa operate in relatively unfavourable business conditions. Due to this, firm
growth is inhibited, and according to the findings of Babajide et al. (2020) about 90% of all
firms in SSA are either small or medium-sized. However, their contributions at the 60%
employment level, are acknowledged. Firms in SSA encounter lots of problems due to the weak
or practical absence of effective monitoring, government policies, inadequate or absence of

infrastructure, insufficient finances, and corruption.

1.1 Problem statement

The motivation of this study is to assess the significance of national institutions in the
performance of firms of sub-Sahara Africa. This interest in sub-Saharan Africa increased after
realising that a better understanding of the determinants of firm performance and determinants
access to finance can help improve the economic independence of the sub-region and can bring
out the potential for firm development. The need for three essays on firm performance has
become necessary because of the diverse approaches, such as business registration, investment
climate, access to finance, financial development, etc, to firm performance in general and in
sub-Sahara Africa specifically (Ahmad et al., 2020; Dollar et al., 2005; Williams & Kedir,
2016). There are many studies that have considered firm performance globally, but only a few
have considered SSA. Many factors influence firm performance in sub-Sahara Africa, and
these factors including macroeconomic and firm characteristics need consideration to bring out
the capabilities in SSA firms. Ironically, it is perceived that SSA countries are characterised by
weak national institutions emanating from inadequate monitoring and a distortionary
regulatory business environment which negatively influence the development and performance
of firms (Alhassan & Kilishi, 2019; Jibir et al., 2019; SN & Sen, 2017).

The weak institutions could possibly undermine firms' performance through high-interest rates,
obstacles to access to finance, and high competition from foreign larger firms (Aigheyisi, 2018;
Babajide Fowowe, 2017). Due to the weak institutions, some SSA countries have undertaken
structural reforms, which have significantly changed national institutional quality. Nigeria has
undertaken financial sector reforms, and the impact has been positive. Nigeria instituted the
second financial sector reforms between 2008 and 2013. Onyekwelu and Iroegbu (2020)
indicated that the reforms undertaken by the Central Bank of Nigeria have yielded significant

results and enhanced the financial system in Nigeria.
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However, national institutions seem stronger in South America than in SSA due among other
issues such as stronger rule of law (Alam et al., 2019). Whereas recent studies suggest that
national institutions are the key players in firm performance (Alam et al., 2019; Jibir et al.,
2019), Kumari and Kumar (2018) suggest that it is rather firm level factors that are the driving

force in firm performance.

Studies have tilted towards ethnicity and firm performance. Others including Awaworyi
Churchill (2019) looked at firm performance in SSA using only financial performance and
linking it with ethnic diversity. The authors further argue that firm performance is impacted by
innovation and entrepreneurship that emanates from ethnic diversity. Similarly, Awaworyi
Churchill and Valenzuela (2019) examined firm performance from the ethnicity point of view
using 62 countries from all over the world, the conclusion of their study is that ethnic diversity

and linguistics are associated with poor firm performance.

In SSA many studies have been done on firm performance. For example, Njikam (2017)
conducted studies on export market destination and firm performance. Quartey et al. (2017)
focused on access to finance and firm performance in the ECOWAS sub-region. and realised
that access to finance is a challenge for firm performance. However, little attention has been
paid to national institutions and firm performance. It is against this backdrop that this study
seeks to examine how the national institutions influence firm performance and firm activities

in sub-Saharan African economies.

To the best of my knowledge, other researchers have not considered regulatory quality, which
is an institutional factor, in the literature on firm performance in SSA. Moreover, this will be
the first thesis that looks at firm performance in SSA from 3 perspectives: internationalisation,

structural reform, and access to finance.

1.2 Aim
This research aims to examine how national institutions influence access to finance and firm

performance in sub-Saharan African economies.

1.3 Objectives
This study will look at the three interrelated objectives underlisted below:
1. To identify the key drivers of determinants of internationalisation of sub-Saharan

African firms.



2. To identify the impact of structural reforms on firm performance in 39 sub-Sahara
African countries from 2006 to 2018

3. To explore the significant determinants of access to finance in sub-Saharan Africa.

To be able to accomplish the overall research objectives on “Three essays on firm performance
in sub-Sahara Africa”, this study will examine determinants of internationalisation, structural
reforms, and financing of firms and how they inform firm performance in sub-Saharan African
countries. This study draws evidence from 39 countries taking into consideration 31795 firms
to enhance the understanding of firm performance in the internationalisation of sub-Saharan
African (SSA) firms. Firm innovation that results from export diversification, international
standards, and structural reforms will be considered to further understand the roles
governments and entrepreneurs need to play to support the performance of firms. This research
uses the World Bank Enterprise Survey data for all three papers. The data covered thirty-nine
sub-Sahara African countries and 31795 firms. The first essay utilises only the WBES data.
Essay 2 uses the WBES, World Development Indicators (WDI), and The International
Monetary Fund Monitoring of Funds Arrangement (MONA) data. To capture the rate of
inflation and gross domestic product the WDI data has been employed. The MONA dataset is
the main tool utilised to capture the structural reform variables. The third essay, after using the
WBES data, incorporates the Word Governance Indicator (WGI) dataset to capture the
regulatory quality index for sub-Sahara Africa.

1.4 Contribution to knowledge

While existing literature has evaluated the determinants of firm performance, the link between
national institutions, particularly regulatory quality and firm performance has not been
considered. First this study provides a new dimension to the literature on firm performance in
SSA by addressing the key issue of national institutions and firm performance in SSA. For
instant, institutional economic theory suggests that weaker national institutions give rise to
corruption, which negatively affect firm performance. This position is confirmed by Kouamé
and Tapsoba (2019) and Dutta and Sobel (2016). However, this thesis suggests that corruption
has a positive impact on firm performance in SSA. The statistically significant and positive
coefficient of corruption can be attributed greatly to the issue of firms circumventing rigid
procedures and benefitting from weak national institutions to the advantage of their operations,
which has been ignored by previous studies. According to Kolstad and Wiig (2012) as cited by
Okafor (2015), Chinese firms are more attracted to countries with weak institutional

8



environment, a confirmation that the Chinese and others like them see corruption as a helping
hand. Arguably, the national institutional factor, regulatory quality as applied in this thesis, is
a very important contribution because it has shown the link between national institutions and
the acquisition of quality management systems certifications and firm performance in SSA.
Firm registration (registered) variable has for the first time been added to a study on export

orientation and internationalisation of SSA firms.

This study finds that registered positively and significantly impact on export orientation.
Export-oriented firms are more likely to register their activities in sub-Saharan Africa so that
they can take advantage of QMS and become competitive internationally. Notably in Ghana,
the introduction of online registration of firms has helped to reduce the cost and time involved
in the process. Existing research has not considered Quality Management Standards in the
setting of export orientation and internationalisation of SSA firms; however, it has been
included in this study, therefore its importance should not be overlooked. The acquisition of
QMS certification is important for SSA firms because it creates opportunities for them on the
global market, it is positive and highly significant.

A major contribution by essay 2 is the inclusion of corruption in the study as an explanatory
variable. The finding is unique as corruption variable is added for the first time in a study such
as this. The estimated coefficient of corruption, structural reforms, and firm performance is
positive and statistically significant. Findings from this study also indicate that foreign firms
perform better than government-owned firms under structural reforms, this result is also novel

as existing studies found that government owned firms are likely to benefit more than others.

A key contribution by the third essay is the consideration of QMS as a determinant of access
to finance. Quality management systems certification is another variable that resulted in a
significant and positive relationship with access to finance. We find that the acquisition of
QMS itself is likely to enhance the firm’s chances to access external finance. Apart from the
above-mentioned contributions in the individual studies, this thesis has introduced the idea that
regulatory quality is positive and statistically significant for firms in sub-Sahara Africa to
access finance. It should be noted that, research is not conclusive whether a better institutional
quality enhances or discourages firm performance (Herckenrath, 2021; Mahendra et al., 2015)
but this study supports the school of thought that indicates that a better regulatory quality

enhances firm performance.



This research also tries to create a cogent environment for analysing the available data
especially the WBES and the MONA datasets by linking them with internationalisation,
structural reforms, and access to finance. Additional data used are the World Governance

Indicators and World Development Indicators.

Regulatory Quality
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Figure 0.1Regulatory quality in SSA and EU

This research is novel and significantly different from existing studies which focuses on high-
income and emerging economies. In those economies, it is believed that their institutions are
comparatively more robust than the SSA institutions. (Agostino et al., 2020; Qu et al., 2017;
Zhu et al., 2019). Hence, the application of those findings to support decision-making in SSA
will not only be misleading but also questionable academically. A close look at the regulatory
quality graph (Figure 1.1) of the European Union (EU) and SSA indicates that SSA has weaker
institutions than the EU. The choice of SSA for this research is unique since existing literature
is mostly centred on Europe and China. On the other hand, those who did similar studies in
Africa neglected the impacts institutions and quality certifications have on firm performance.
Again, the choice of SSA for this research is novel since existing literature is mainly centred

on individual countries or trade blocks in Africa.
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1.5 Themes

It is significant to note that this research through essays 1 to 3 evaluates the regulatory
framework and the performance of firms in sub-Sahara Africa. As mentioned already the study
examines how national institutions influence firm performance in sub-Saharan African
economies. It can be stated with certainty that regulatory quality runs through this research.
The regulatory quality index explains the perception of governments to frame and execute
policies and guidelines that permit and encourage the growth of the private sector in the
economy (Kaufmann et al., 2010). Determinants of firm performance is examined and
positioned in the first essay. These determinants are directly and indirectly linked with
governments and policymakers executed policies and guidelines associated with structural
reforms depending on the perspective one views it. Pritchett (2013) considered public-sector
involvement in human capital development (a determinant of firm performance) as a catalyst
for technological development leading to internationalisation. Apart from human capital
development, mention can also be made of firm registration which is influenced by the
regulatory quality of the country. When institutions are strong, monitored and working well,
SSA firms are encouraged to register. Furthermore, the acquisition of quality management
systems certificate is dependent in part on firm registration. Another notable point is in essay
2, structural reforms deal with the enhancement of national institutions to the benefit of firms
that operate in the environment, and so does essay 3 which looks at the regulatory quality of
the sub-region. Governments undertake reforms to correct market failures, furthermore,
policies and regulations are made to strengthen the regulatory framework of the country. The
objective of financial reforms is to generally create a flexible financial sector environment to
support firm performance, this will strengthen the regulatory quality. Key arguments and links
in essay 3, include access to finance, international standards certification, and the regulatory
environment in which businesses operate because of financial reforms. Regulatory quality is
introduced in the third essay, and this is in conformity with the whole research. Additionally,
quality management certification is another variable that has been highlighted in this research
and it is a theme that runs through essays 1 and 3. It can be concluded that though these three
essays stand alone, they are linked by regulatory quality and to some extent quality

management systems certification.

The following will be presented in the remaining chapters: Chapter 2 presents the determinants

of internationalisation of sub-Saharan African firms. While chapter 3 is the impact of structural
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reforms on firm performance in sub-Sahara African countries, chapter 4 examines the
determinants of access to finance in sub-Saharan Africa. Chapter 5 is the conclusion, main

findings, and contribution to the whole thesis.
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Chapter 2: Export orientation and determinants of internationalisation of
SSA firms

2.1 Introduction

2.1.1 Background to the research

In recent times, Sub-Saharan African firms have embarked on an internationalisation surge.
This increase, over the past two decades, is most particular in areas such as the level of exports,
product diversification, and adoption of quality management standard certification (Boso et
al., 2016; Calza et al., 2019). The upsurge in internationalisation has shifted policy decisions
from import substitution to export drive and firm internationalisation in the sub-region. The
disappointment of import substitution firms and the consequential successes of export-oriented
firms has catalysed this outward growth (Pane & Patunru, 2021; Trachuk & Linder, 2018). This
new era has found many firms exporting to other countries in SSA, with the introduction and
signing of a pact by the African Continental Free Trade Area Agreement (AfCFTA) that
encourages free trade in Africa, more firms are encouraged to export (Obeng-Odoom, 2020).
However, some firms have ventured outside Africa and have become competitive globally
(Adeleye et al., 2015). The literature on the determinants of internationalisation of firms has so
far been focused on developed and emerging economies. Those that are centred on Africa are
sometimes focused on single countries and if even they focus on sub-Sahara Africa the
emphasis is either on international standards or firm productivity (Bernard et al., 1995; Ibeh et
al., 2012; Njikam, 2017). For these reasons, this study examines export orientation and
determinants of internationalisation of 31795 sub-Sahara African firms between 2006 and
2018.

2.1.2 Research Question
The question addressed in this research is what are the determinants of internationalisation of

sub-Saharan African firms?

To answer this question and contribute to this emerging debate on the determinants of SSA
firms, this study takes advantage of the availability of the World Bank Enterprise (WBES)
survey dataset which includes 31795 firms and covers the period between 2006 to 2018. The
WBES dataset is used to investigate export orientation and factors that determine the
internationalisation of firms in SSA. The WBES dataset is a set of firm-level surveys from 39
sub-Sahara African countries, which comprises 31795 firms and is based on random sampling.

This dataset contains a broad range of information including industry sectors, firm age, firm
13



size, annual sales, percentage of sales from export activities, and human capital development,

among others. This information is supportive in addressing the research question.

2.1.3 Relevance and Contribution

This research aims to contribute to a better understanding of the determinants of
internationalisation of SSA firms, through a review of existing relevant literature. Existing
literature draws a link between economic growth and internationalisation rendering it important
to focus on this phenomenon (Jackson & Jabbie, 2020). This agrees with the globally held view
of the need for better managerial standards, innovation, and the availability of a line of credit
for SSA firms to be competitive internationally. It is anticipated that this research would
identify those determinants of internationalisation of SSA firms that are under review and the
relevant gaps highlighted. Hence, data from 31795 firms from thirty-nine sub-Saharan African

countries, between 2006 and 2018, were studied in this research.

Additionally, the study will compute robustness tests to examine firm performance from a
measure of internationalisation, and the impact of internationalisation, using fractional and
pooled probit, logit, and tobit regression techniques. This study will contribute to the literature
by demonstrating that export-orientation, coupled with support from the home country policies
can have an impact on firm performance. It is expected that academics, governments,
policymakers, investors, and potential exporters in both developed and developing countries

will find this study very useful.

This essay will proceed in this manner: the next Section (section 2) will review the relevant
literature on the internationalisation. Section 3 will be variables description and hypotheses.
Section 4 is the research methodology, followed by Section 5 which deals with analysis and

findings, and finally, Section 6 for conclusions and implications.

2.2 Literature Review

2.2.1 Background

In this section, the existing literature will be reviewed. The objective of this literature review
is to examine the determinants of internationalisation of firms in the sub-Saharan region of
Africa.
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In recent times internationalisation of firms has gained more ground in governance and firms
among Sub-Saharan African economies (Boso et al., 2019). Historically, trade for growth and
development perception has been outstanding based on the concept that nations need to
specialize in the production and export of commodities that they have a comparative advantage
(Samuelson, 1948), however, recent developments demonstrate otherwise. According to this
theory, SSA countries should be exporting unprocessed products, while they import
manufactured goods. Nevertheless, Carrasco and Tovar-Garcia (2020) posit that technological
innovation and export diversification has become the emphasis, rather than export
specialization in modern times. The situation in SSA, which is not different from the story of
Chile, needs to be told, the aim is to tell the story from the perspective of the percentage sales
firms gain from their export activities. Classified as export orientation, it involves only the

percentage of the firm’s annual sales that were derived from exports.

Researchers have been able to identify the contributions export-oriented firms make toward the
economic growth of developing economies; however, the findings are inconclusive. The
literature on firm performance concerning human capital development, institutional policies,
ethnic diversity, structural reform, etc, are copious using different methodologies (Boudreaux,
2020; Carbonara et al., 2016; Danquah & Amankwah-Amoah, 2017). Similarly, Njikam
(2017), studied export market destinations and performance of manufacturing firms. In their
studies, Amelie Schmidt and Michael Wendelboe Hansen (2017), paid attention to competition,
internal factors, and institutional conditions. Similarly, export intensity is analysed together
with explanatory variables such as firm size, firm access to a line of credit, and firm
registration, among others (Ibeh et al., 2012; Narteh et al., 2007; Amelie Schmidt & Michael
W Hansen, 2017).

Okpara (2009) examined strategic orientation, managerial orientation, and exporting as the
key variables. Okpara uses export orientation in a sense that demonstrates the percentage of
firm revenue obtained from export. Several other studies (Agosin et al., 2012; Fosu & Abass,
2019) have empirically examined the determinants of export orientation using data from
developing and developed economies globally, however, Osakwe et al. (2018) limited their
data on African nations. Determinants mostly used in previous research include institutional

policies, R&D, infrastructure, domestic credit, technology, and international competition.
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There is a global perception that exporting firms that are innovative benefit more from the
international market. Other assumptions are that innovation has a direct impact on firm
competitiveness, both abroad and domestically (de-Oliveira & Rodil-Marzébal, 2019; Rodil et
al., 2016). Products meant for export are well researched and improved (R&D) by the firms
before they are processed and sent into the foreign markets. Internationalisation, therefore,
leads to increased innovation, the adaptation of standards, and manufacturing. Similarly,
manufacturing firms improve their products before exporting and gain a potential productivity
advantage after entry into the export market. These improved manufactured products then make

the manufacturing firms competitive in the international market.

Moreover, SSA firms are faced with an unfavourable economic environment dominated by low
technological development, corruption, and institutional void (Hansen et al., 2018; Tvedten et
al.,, 2014). Other unfavourable conditions, according to research include information
asymmetry and lack of export experience (Biswas, 2019; Keddari & Touati, 2020). Information
asymmetry makes it difficult for firms in sub-Sahara Africa to identify opportunities in the
export market. The lack of awareness of both economic and non-economic benefits, non-
availability of experienced and or professional staffing, and knowledge of how to enter the
market. Since the inception of trade liberalisation reforms in the 1980s by SSA countries, local
firms have suffered intense competition from the more efficient multinational companies that
have flooded the continent to benefit from these policies (Moini et al., 2016). Additionally,
competition from local firms oftentimes is a hindrance to export-oriented firms. They both
compete for portions of the local market as well as access to a line of credit, among others. To
be able to understand and develop a policy-oriented broad-based sustainable and inclusive
growth for SSA firms, it has become necessary to study SSA firms and their determinants and
how they affect the international market. Existing literature suggests that national or domestic
circumstances such as market size, marketing resources, technological infrastructure, and
business group affiliation influence the growth of export-oriented firms (Gaur et al., 2014).
According to Amelie Schmidt and Michael Wendelboe Hansen (2017), the presence of both
internal and external competition from the big multinational companies add to the already weak
financial situation of these SSA firms, making them stagnate which is reflected in their weak
annual export sales. These factors and the problems that accompany institutional void need to
be addressed by governments and firms if firms will see growth and become competitive in the

international market. Equally, less attention is given to domestic resources that could be
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mobilized to support the internationalisation process of the firms. As posited by Zander et al.
(2015), the influence of a firm’s country of origin concept needs to be put in the right
perspective, if internationalisation would be understood and incorporated into existing
frameworks. Dysfunctional competition and its impact are sometimes viewed as a hindrance to
internationalisation within SSA firms. Dysfunctional competition is defined by Boso et al.
(2019) as decision-makers perceptions about how to circumvent violations of copyrights,
licenses, patents, competition pressures, and ineffective regulatory and contractual monitoring
in the export market. Likewise, dysfunctional competition is defined by Filatotchev et al.
(2016) as the opportunistic behaviour of firms that can be described as unfair, and sometimes

unlawful.

The nature of domestic markets in sub-Saharan Africa induces firms to veer into the
international market. The size of the market which is not big enough to accommodate the
growing number and size of firms in the sub-region spurs some of the firms to internationalise.
Competition for space and market share forces domestic firms to either diversify or
internationalise to be able to maintain a sustainable turnover (Tvedten et al., 2014). Similarly,
Amelie Schmidt and Michael Wendelboe Hansen (2017) asserted that some firms in SSA
internationalise to escape the difficult nature of the domestic market, for example, the

infiltration by large multinational companies.

2.2.2 Theoretical framework

The theoretical framework consists of theories that have been articulated by authorities in their
fields of study, which relate to this research plan. This research draws on two theories
established by experts, to provide a theoretical structure for the analysis of data and
interpretation of the findings. The Efficient Structure Theory (ESH) states that more efficient
firms are able to expand in terms of market share than the less efficient ones as competition
increases (Catena, 1999). Similarly, the ESH views the influence of firm-specific resources as
important has led to further research into the sources of firm performance (Mahoney &
Pandian, 1992; Zahra, 2021). This has led to the emergence of the resource-based view as a
guiding framework of the determinants of firm-specific performance (Timothy, 2010). Hence
the use of RBV in this study instead of ESH. To be able to evaluate the role national institutions
play to release resources for a better firm performance, the institutional-based theory is added
to the resource-based view, which complement each other. These two main theories that relate

to export orientation, labour productivity, quality assurance certification, and
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internationalisation will be considered. Existing literature mainly uses labour productivity,
quality management standards, or technology licensing as the explained variable in their
studies, however, this study will restrict itself to export orientation. This research investigates
the nexus between the percentage of firms exporting revenues and the other determinants of

internationalisation.

This is based on Resource-based theory which states that “heterogeneity in resources and
capabilities among firms is fundamental in explaining firm performance” (Barney, 1991).
While it is believed that the resource-based view theory is important, recent studies suggest
that the political & legal environment in which the firms operate is also important, hence the
need to add the institutional-based view theory. According to Peng et al. (2008), there exist two
main branches of institutional theory, which are mainly economics and political science, and

organisational theory and sociology.

2.2.2.1 Resource-based theory
To build a more prudent and rigorous model for this research, the resource-based theory (RBV)

of the firm has been applied (Wernerfelt, 1984). The RBV theory is a later development based
on the earlier work of Penrose and Penrose (2009). The main assertion is that a firm’s growth
depended to a large extent, on how the bundle of specific resources available is well managed.
The driving force of internationalisation was mooted from the background that firms have
certain inherent resources that inure to their competitive advantage and this assertion is in
agreement with the claim by Wernerfelt (1984) that two fundamental assumptions underlie the
RBYV theory which are immobility and heterogeneity of resources. The key assumption is that
the capabilities and resources of the firm impact its competitive advantage. These resources
include finances, physical assets, the level of skills employees possess, and production
processes. On the other hand, capabilities consist of management actions and other forms of
activities that help the firm to enhance or process the resources to its maximum advantage.
Resources of a firm are perceived as a strength or weakness which are rare, valuable,
imperfectly substitutable, and inimitable (Barney, 1991). Rare resources of a firm give the
organisation a competitive edge over its competitors both on the domestic and international
front. The inimitability of the company’s resources such as technology creates an added
competitive advantage. Firms without relevant technology will need to access it through
licensing and or technology transfer. Existing studies on firms by and large embrace a

macroeconomic-level method, however, the basic resources essential for a firm’s activities,
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such as human capital and financial assets, are embedded in the individual entrepreneur and
their businesses (Autio & Acs, 2010). Similarly, Li (2019) argues that the extent to which a
microeconomic-level resource-based asset impacts internationalisation is very important. RBV
has become topical in recent times whenever there is an inquiry into internationalisation by
firms. It is applied as a guiding paradigm. Following Penrose and Penrose (2009) description
of a firm as a compendium of both human and physical resources, which are also heterogenous
in nature, existing research recognised three sets of resources. Penrose and Penrose (2009)
categorises the main resources available to the firm into three main groups as enterprise

resources, organisational resources, and technological resources.

Business ownership or type of ownership aligns with enterprise resources. The nexus between
decision-makers and the level of internationalisation of the firm is seen to be positive (Li,
2018). This positive relationship is further buttressed by characteristics of enterprise resources
which include knowledge of technology, knowledge of the export market, access to credit, and
investment capital. However, the human capital that the owners of the firm possess should not
be overlooked. Research (Evald et al., 2011) opines that human capital renders an outward-
looking perception for entrepreneurial firms and therefore their ability to acknowledge and
seize international business opportunities. Mathews (2017) suggests that RBV theory and
internationalisation have a direct link because internationalisation is dependent on the
discovery of new relationships and the quest externally for new resources. Therefore, firms do
not only look for domestic and internal resources to internationalise. Research by Brymer et al.
(2020) in assessing the importance of human capital and relational capital, concluded that these
two variables have positive effects on internationalisation. This point has been stated elsewhere
in this research, that information asymmetry is a problem for exporters, therefore if human
capital is fully developed it will be an asset for sub-Saharan African firms. Turro et al. (2020)
argue that the pivot of a firm’s resources is for the decision-maker to use their knowledge in
the specific field to enhance the opportunities of the firm by being innovative. Similarly,
managerial standards provide that expert knowledge that is internationally accepted should be
an encouragement for decision-makers to become innovative. Agreeably, a major process that
supports a firm to establish a competitive advantage is innovation, thus diversification and

developing new products (Rua et al., 2018; Urbano & Alvarez, 2014).

Penrose and Penrose (2009) indicate that organisational resources are measured by managerial

slack as revealed by the physical and financial resources available for use by the organisation.
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Business size and scale, such as the volume of exports and proportion of sales on the
international market, are indicative of the financial and managerial resources in the
organisation. The excess of organisational resources will encourage the firm to expand. Studies
have shown that there is a positive relation between big firm size and its plan to internationalise.
This position is supported by researchers who focused on annual sales revenue size (Idris &
Saridakis, 2018; Ngoma et al., 2017). Similarly, Moen (1999) in a study identified that eight
out of twelve studies concluded that there is a positive correlation between firm size and export
orientation. Further, it is suggested that small firms that possess relatively fewer organisational

resources will need the appropriate resources to internationalise (Wadhwa et al., 2017).

Technological resources are key assets for a firm’s intent to internationalise. They comprise
both tangible and intangible technological resources available to the firm. Previous studies have
supported the view that there is a positive correlation between technological assets and
internationalisation (Autio et al., 2000; Cahen et al., 2016; Karagozoglu & Lindell, 1998). Kriz
and Welch (2018) suggest that technological advantage is likely to accelerate the
internationalisation process of the firm because of its distinctive sustainable nature. Therefore,
innovative firms that have strong technological capabilities are more likely to internationalise
faster than those firms lacking these resources. Their innovativeness has the advantage of

selling their products on the international market.

2.2.2.2 Institutional theory
While the resource-based view is important, the specific environment in which the firm

operates is also significant. Institutional theory is extensively used by various disciplines to
research the nature of organisational behaviours, as in social innovation (van Wijk et al., 2019),
emerging markets (Kostova & Marano, 2019), and supply chain finance adoption (Wuttke et
al., 2019). According to Zucker (1987), institutional theories ‘provide a rich, complex view of
organisations’. The complex view of organisations emanates from the source of pressure,
which can be external originating from the government, other firms in the sector, or internal
from the firm itself. In other words, the theory elucidates how organisations behave in a
socially acceptable manner. As posited by the theory, an organisation's structure and behaviour
are influenced by the institutional environment, which is composed of trade associations,
competitors, environmental activists, and governments, that provide norms such as policies,
practices, social expectations, operations, and behaviours (DiMaggio & Powell, 1983; Scott,

2008). Similarly, it is significant for organisations to conform to these stakeholder pressures to
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maintain legitimacy which will ensure access to important resources (Azadegan et al., 2020;
Berrone et al., 2020). As postulated by Meyer and Rowan (1977) organisations end up
manifesting the orientation of societal values and corporate ethics by adopting institutional
guidelines.

Several studies have indicated that export orientation is not only encouraged by firm-specific
resources but is also a combination of a formal and informal institutional framework under
which the firm operates (Oliver & Satisfaction, 2018; Scott, 1995). DiMaggio and Powell
(1983) recognised two main divisions of institutional theory, deriving them mainly from
sociology and organisational theory, and political science and economics. The political science
and economics branch explains how human behaviour is influenced by institutional rules and
regulations and these institutions can be informal and formal (North, 2005). Formal institutions
include the constitution, contracts, licenses, regulations, etc, while informal institutions involve
values, attitudes, norms, etc. However, Scott (1995) classified these two categories of

institutional theory into three groups namely coercive, normative, and mimetic dimensions.

The coercive or regulative dimension is described as the procedure through which
entrepreneurs and firms construct legal systems or social rules in the pursuit of their business
activities. It establishes the ground rules for organisations, echoing the legal environment of
the country and the degree to which monitoring and enforcement of these laws and regulations
take place. Yoo and Reimann (2017) looked at the internationalisation of firms in developing
country into developed countries, paying attention to the salient part of the institutional aspect.
They found a higher level of internationalisation among countries that provide better regulative
protection for technology and intellectual property and hence concluded that the home
country's regulatory environment has an impact on export orientation. The registered
intellectual property when better protected encourages the owners to research new products for
the international market. Effective monitoring and supervision of the regulative dimension can

hinder or promote internationalisation.

In furtherance of the assertion that available resources and opportunities should induce firms
to embark on international expansion, a strong domestic regulatory environment will encourage
firms to take advantage of the available resources and opportunities in the country. Given this,
Li (2018) argues that the effects of resources on a firm's propensity to internationalise are

strengthened when the regulative environment of a country is effective. The implication is that
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the organisation will anticipate fewer hindrances and obstacles that should enhance the firm’s

estimation of the ease of doing business.

The normative dimension, as a component of an institution, comprises beliefs, social norms,
values and human behaviour, and assumptions of human nature. Professional groups or
associations use normative isomorphism. According to institutional theorists DiMaggio and
Powell (1983), professionalism can be seen from two important sources. The first form of
professionalism is education and professional training, for example, trained engineers, and
professional accountants. These professionals are supposed to act and practice by following
specific norms, strategies, and practices outside of which they will be deemed unethical. The
second facet of professionals is the varied professional groups, networks, and professional
bodies that hold similar ideas and perceptions of acceptable procedures. Organisations and
individuals in these groups have a culture of exchanging information among themselves
enabling them to copy inherent policies and practices. Additionally, professionals who are
linked with such associations adopt practices and ethics and in turn transfer them for the benefit
of their organisations. Recent research however suggests that there is a difference between what
may be termed legal and legitimate (Guerrero & Urbano, 2020). While legitimacy means rules
stipulated by beliefs, values, and norms, the term legal refers to rules as defined by law and
regulations. In countries where institutions are weak, legitimacy becomes the order of the day.
The absence of fair competition and financial discipline in developing countries (including sub-
Sahara Africa), has given rise to ineffective formal supervisory institutions that depend on
informal norms. Buckley and Casson (2016) observed that norms, beliefs, and values can
enhance the availability of resources and relevant opportunities, and consequently, influence
the desirability for internationalisation. It can therefore be suggested that normative
isomorphism can reinforce the nexus between resources and the degree of internationalisation

of firms.

The mimetic dimension occurs when a firm models its culture after the shared values and
perceptions of the industry it is involved in. Mimetic dimensions, due to their socio-cultural
nature, refer to the firm’s conceptions which constitute their interpretations of reality and the
social framework of the industry (Scott, 1995). This explains the influence firms have on others
in the same industry. Findings by Bosma et al. (2018) reinforced the claim that firm behaviour
across countries has shown that national and regional institutional policies play an essential

role that affect international development.
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2.2.3 Manufacturing sector and internationalisation

Trade agreements and treaties are gradually reducing impediments to cross-country disparities
in production costs, and international trade, and broadening the scale of manufacturing at both
domestic and international levels (Grossman & Rossi-Hansberg, 2006; Obeng-Odoom, 2020)
and in many sectors of both developed and emerging economies, manufacturing activities have
been relocated or extended abroad. In the past, the share of manufacturing exports to total
exports from Africa was between 5 percent and 20 percent and descended to a low level of 5
percent around 2000 (Rutashobya et al., 2003). This was due mainly to the structure of exports
which emanated from the extraction of raw minerals and the export of raw agricultural
products. The new approach to economic development in Sub-Saharan Africa is the promotion
of manufactured products for export. Value is added to the raw agricultural products and other
raw materials by manufacturers before exporting. Trade liberalisation and regional regulations
have brought national and regional advantages or disadvantages due to the diminishing barriers
to international trade. The African Continental Free Trade Area Agreement (AfCFTA) is
extensively perceived as a vehicle for industrialisation and sustainable economic growth
(Saygili et al., 2018). Inter African cross-nation treaties and agreement alone is expected to
help African manufacturing firms either relocate or expand to other African countries. For
example, the regional free movement associated with AfCFTA has enabled Dangote to expand
from Nigeria to other West African countries such as Togo and Ghana mainly in the

manufacturing and agricultural sector.

Since there are a few large firms in the sub-Saharan Africa region it is generally believed that
an alternative way to promote the export-oriented manufacturing sector is to develop the small
and medium-sized (SME) export-oriented firms. Therefore, there is a need for governments, in
the sub-region, to promote SMES by creating an enabling environment that will stimulate SMEs

to become innovative and make them internationally competitive.

The difficulty here is that since most of the large firms in SSA are fully or partly owned by
foreigners, who provide the capital and expertise that the SMEs do not possess, this makes it
difficult for the SMEs to compete with them both at home and globally. Domestically, it is
becoming difficult for governments to make policies that will exclude the promotion of the
larger companies because they are tightly related to the inward foreign direct investors who are

a source of capital and economic growth for SSA economies.
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Arguably, innovation, both managerial and technological is significant for the manufacturer in
sub-Sahara Africa. The common target of the industrialist in Africa is to invest in innovation
that will promote efficiency. However, Barasa et al. (2019) assert that the adoption of foreign
technology has a negative but significant impact on manufacturing firms in SSA. This trend is
considered to be the result of manufacturing firms adopting the inappropriate type of foreign
technology. Additionally, because foreign technology is mainly sourced from developed
nations, there is the likelihood that SSA firms will face low-level operational and factor
endowment issues. It is argued that the adoption of foreign technology may not be appropriate
for SSA firms due to the factor endowment disparities between the developing countries and
developed countries (Acemoglu, 2002; Peng et al., 2018). Scholars (Eichhorst et al., 2018; Fu
et al., 2011) argue that the abundance of low-skilled and unskilled labour in developing
countries hinders the efficient operation of foreign technology. The low level of human capital
development which has resulted in semi-skilled workers in sub-Saharan Africa is a contributory
factor that impedes the development of manufacturing in the sub-region for
internationalisation. However, ownership type seems to change this argument. Foreign-owned
manufacturing firms tend to have well-trained labour with technical expertise to efficiently
operate foreign-owned technology. Barasa et al. (2019) indicated that foreign ownership
improves efficiencies in SSA manufacturing firms. The reason is that foreign direct investment
comes with the needed technology and the expertise, or the training workers need to operate
the imported technology. As per the review of the manufacturing variable above the first

hypothesis is drawn.

Hypothesis 1: Firms in the manufacturing industry are likely to be more competitive and
export more because they develop their products before exporting and they further gain a

productivity advantage after access to the international market.

2.2.4 Management standards and internationalisation

Recently, standards have become topical in the governance of international trade and the global
supply chain. Different forms of standard certifications exist in management, technical or
technological standards. The key objective of the International Organization for
Standardisation (10S) is to set global standards in view to enhance international trade and
worldwide welfare. The 1SO 9000 started in 1987 when the technical committee (TC 176) of
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IOS published the 1ISO 9001 Quality Assurance Standards. ISO 1400 though is the much lesser
used to some extent, deals with environmental management systems and proposes management
systems that help to mitigate the negative effects of the organisation’s production processes on
the environment. Currently, subscribers are in over 190 member countries with over one
million organisations and companies worldwide (Neyestani, 2016). The most internationally
recognised standards frequently used are the 1ISO 9000 and ISO 14000 (Silva et al., 2016). This
is an indication that the Quality Management Systems of the 10S are credible and acceptable

worldwide.

Due to pressure from consumer groups, environmental activists, and other stakeholder groups,
exporting firms in order to project and protect their reputations depend on these standards (De
Marchi et al., 2018). It is also believed that firms in developing countries suffer from poor
management systems which results in low-level productivity and sub-standard quality level
products (Nebo & Ogbuene, 2021). It is therefore appropriate for exporting firms in developing
countries to prove their commitment to global environmental protocols, quality production
processes, and internationally acceptable labour conditions. According to Goedhuys and
Mohnen (2017), this is done by acquiring 1SO certificates and committing to adhere to the
relevant transnational standards. These certified firms have the privilege of adopting quality
management systems that enable them to reach their set targets in terms of sustainability and
processes in production. Zoo etal. (2017) believe that adopting firms can improve their internal
management procedures and organisational practices. The Oslo manual defines organisational
innovation as ‘new business practices, workplace organisation or external relations' (OECD. et
al., 2005), therefore international standards can be considered as a type of organisational

process that introduces a modified procedure to firm practices.

The use of standards is not limited to the manufacturing sector alone, evidence shows that
sectors such as tourism, financial, hospitality, transport, or customer services have increased
their use of international certification (ISO, 2016). Quality Management Systems accredited
firms gain the opportunity and information to increase their share of the global market through
networking. Once accredited the firms are added to the lists of ISO members and it further
indicates that the production processes of the accredited firm are according to international
standards, which is most likely to result in quality products. This accreditation opens
opportunities for internationalisation, networking, and coordination among firms within the
supply chain which creates efficiency with its correspondingly reduced operational costs (Zoo
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et al., 2017). In their studies, Chetty and Holm (2000) indicated that a New Zealand electrical
industry machinery exporting firm called EARLY, benefitted after acquiring quality
management systems accreditation (QMS) as it improved its international sales in different

markets, through networking.

2.2.5 Accreditation procedure

The general approach adopted by 1SO before issuing certificates to firms can be divided into
three groups: a) compliance with national regulations, b) established business links that meet
buyer requirements, and c) internal competence gains (Cai & Jun, 2018). Further, registrars are
nominated in each country for the issuance of certificates, which are under the control of a

national governing body.

Unlike common non-tax and tariff barriers, standards and certifications do not only reduce
barriers but are also important for the expansion of international trade. Though ISO is generally
found to stimulate international trade more than national standards, they have the potential to
be protectionist when large buyers require that products meet international standards which are
accompanied by huge costs (Kareem & Martinez-Zarzoso, 2020). The growing use of standards
has created the need for researchers in international business and strategy, to examine the
rationale behind organisations acquiring a certification and how it affects their performance.
Though studies (Fikru, 2016; Viadiu et al., 2006) have demonstrated that motivations to acquire
certifications and the benefits are almost the same, Gebreeyesus (2014) and others are of the
view that firms need to evaluate the cost of certification procedures against the benefits before

applying.

2.2.6 Accreditation costs

Accreditation costs can be high considering the processes, time, and amount of money
involved. The differences in national regulations, access to finance, and efficiency in
supervision can impact the cost of accreditation, this results in the variation of costs in the SSA
sub-region. Hence the adoption of standards in a country can become a trade barrier if it is
accompanied by substantial compliance costs for both domestic and foreign-owned firms.
Similarly, seeking international management certification standards can be cumbersome due to

the documentation of practices involved during the production activities instead of a singled
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out measured outcome. According to Davis et al. (2018), management certification requires
that procedures and production levels are verified and documented. Therefore, the need for
documentation and coding, evaluation, and adoption is necessary. The local firm accomplishes
this with the support of private consultants and expert suppliers. Devoid of the capacity to meet
international standards, SSA firms are likely to find it difficult to enter the international markets
(Davis et al., 2018). In developing countries, where smaller firms do not have the competence
and additional resources, obtaining international management accreditation becomes a major
obstacle. Arguably, firms with management procedures that are far below international
standards incur higher costs to improve before applying for certification. As a result,
acquisition and adherence to international standards are consequential to the accessibility and
development of available resources (Goedhuys & Mohnen, 2017). The nominated registrars
are supposed to conduct an annual compliance audit to ascertain adherence and offer the
necessary suggestions, which also come with additional costs. However, Sartor et al. (2019)
view this as a conflict of interest situation. They questioned the impact of accreditation in SSA
due to the poorer quality of the audits. They argue that the private firms that assist in the
procedures of application are the same firms that are the regulators for non-compliance.
Debatably, this creates a level of conflict of interest on the part of the regulators which
sometimes reduces the quality of supervision and mismanagement of the structures. There may
be unobserved abuse (influence), but the main predisposition is for firms to enhance their
international presence with the acquisition of accreditation.

2.2.7 Technology licensing and internationalisation

Technology licensing is evolving as a strategic management weapon for the development of
products and firm growth (Min et al., 2020). Original Equipment Manufacturers (OEM) can
license their technology to a third party over a period usually annually. Technology licensing
means that an OEM sells the usufructuary rights of its technology in forms such as patents,
procedures, and technical know-how to another firm for payments of compensation and other
royalties (McDonald & Leahey, 1985). Technological abilities are the attempts and activities
that firms embark on to acquire knowledge and develop their existing knowledge. These
processes involve the adaptation of codified knowledge in management standards, risk-taking,
technological learning and adoption, and investment. As stated elsewhere in this study, firms
assess the costs and anticipate benefits before applying for standards certification. Salgado et
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al. (2016) made a distinction between the two types of benefits. They are innovation
enhancement and efficient means of improving technology, which supports product
development and firm growth. Though the accredited firms seem to benefit, scholars assert that
the licensor may license only the production technology leaving out the process technology,
thus reducing the potential competition that the licensee can create (Li et al., 2021). This
strategy of the licensor disadvantages the third party, especially firms from developing
economies because they compete internationally with the giant that offered them the
technology license.

2.2.8 Export orientation and internationalisation

The literature on internationalisation indicates that most of the research involve the entrance
of large Western multinationals into other markets, firms from developing countries to
developed countries, and the other way around. Firms that increase or are interested in
increasing their involvement in international operations are classified as export-oriented
(Gerschewski et al., 2020; Holmlund et al., 2007). They are identified by the percentage of
sales revenue gained from foreign deals. As stated elsewhere in this study, African firms
initially exported unprocessed products. In recent times due to technology and international
standards, most exporting firms have diversified and now export processed and improved
products. Literature suggests that generally African firms are limited in the volume of exports.
According to Njikam (2017) around 17.7% of sub-Saharan African firms gain about 40% of
their revenue from exports to the European Union. Similarly, the findings of 1beh and Young
(2001) indicated that out of 69% of the exporters in Nigeria surveyed, the volume of annual
turnover from export was as low as 10%. The volume of exports from SSA is still low and

influenced by competition among other things.

Moreover, it is argued that internationalisation is the direct result of using differentiated
products to a firm’s competitive advantage (Autio et al., 2000; Lee & Falahat, 2019). Therefore,
innovative firms that produce unique products, with the use of technology, have the advantage
of competing in the international market. As asserted by Sukaatmadja et al. (2021) young
manufacturing firms become internationally competitive with unique products. The argument
that capabilities and resources create significant competitive advantage cannot be ignored but

it is believed that strategic planning can also support export-oriented firms to internationalise.

28



Buckley and Casson (2016) suggested that firms' internationalisation processes are influenced
by numerous international factors that can promote or hinder export activity. On the other hand,
domestic institutions' operations, the size of the domestic market, and domestic competition
can also hinder or promote an export orientation drive. The nation’s or firm's export drive can
be boosted by the strength of national institutions, which set the outline for both local and

international businesses.

2.2.9 Export orientation and competition

Both domestic and external competition affect the percentage of annual sales return from the
exports of SSA enterprises. There is evidence that Chinese imports to sub-Saharan Africa
reduced South African exports to other countries in the sub-region by 20% in 2010 (Edwards
& Jenkins, 2014). The presence of the Chinese in SSA is becoming a major source of challenge
and competition for SSA firms both in the domestic and external markets. Equally, granted the
factor endowment gap between advanced economies and developing economies specifically
SSA countries, it is more likely that foreign products in the domestic market will be of higher
quality than what the domestic firms produce (Barasa et al., 2019). Since firms need the
domestic market as a base to launch into the international market, losing their domestic market

affects their finances and therefore level of research and productivity.

Small and medium-sized firms find it challenging to survive partly due to the cost of competing
with larger domestic and multinational firms. Statistics from Kenya, Ghana, and Tanzania
around the 1990s indicate that there is a strong correlation between firm survival and
productivity in large firms, however, it is weak amongst small firms (Amakom, 2012).
Innovation in competition means improving products through the adoption of quality
management systems and other international production certification processes to achieve
international leverage. Whereas large SSA firms are able to meet these innovation challenges
due to their financial capabilities, small and medium-sized firms are not able to survive; the
financial costs involved in the accreditation processes are mostly too high for them. Makri et
al. (2017) in their research on antecedents on results of export innovativeness concluded that
innovation is significant in export performance. Previous research held a similar position that
high levels of competition in the national market commonly lead to development in production
processes, innovation, diversification, improved prices, higher returns of total sales from
exports and promotes internationalisation (Goodwin & Pierola Castro, 2015; Nguyen &
Nishijima, 2009; Porter, 1990). Therefore, domestic competition can be considered as a
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motivation for firms to assign their resources to develop the higher capacities required for

international market competition.

Aside from the above, there is an informal competition. Some of the fundamental competitive
impediments that firms face include infrastructure, expertise, and regulation (Newman et al.,
2016). These systemic issues hinder SSA firms in their efforts to compete globally. Weak or
lack of regulation enforcement such as registration (formalisation) of firms with the domestic
country’s registrar of companies can lead to dysfunctional competition. When levels of
dysfunctional competition increase in magnitude the joint effect of market responsiveness and
product innovativeness on export performance are weakened. Informal or unregistered
competitors might push businesses to participate in inefficient operational procedures because
of low pricing (La Porta & Shleifer, 2014). This leads to inferior quality products that may not

meet the international market standards.

This notwithstanding, competition can be viewed as the ability and commitment of firms to
alter products and marketing choices in a bid to gain a competitive advantage (Gokus, 2015;
Song & Parry, 2009). Similarly, Gao et al. (2017) posited that firms that can withstand and
survive through a weak institutional environment are capable to develop sustainable
competitive strengths. Besides, Luiz et al. (2017) demonstrated the value of “institutional
complementarity” to the African firm on the global market. It is argued that SSA firms are
more likely to compete internationally because of their experience of survival under weak
institutional conditions. These firms develop the capability to manage institutional barriers
which offer them a competitive advantage even in the international marketplace.

2.2.10 Export orientation and Registration

Registration (formalisation) of firms in sub-Saharan Africa is a major problem due to the time
constraint and the significant cost involved. The general belief is that non-registration is
damaging to the performance of firms. It has been suggested that the registration of firms
provides a form of legal legitimacy and a reduction in the chances of failure (Stinchcombe,
1965). However, recent research has a different view. Williams et al. (2017) posited that these
benefits generally prevail in developed economies, and it may not be conscionable to transfer
these benefits to the developing world. The argument is that institutions in developing
countries, which include sub-Sahara African countries are not as functional as they are in

developed nations. With the lack of or insufficient supervision coupled with the high costs of
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registration, SSA firms do not find it attractive to register and would rather save their resources.
Godfrey (2015) asserted that though the unregistered firm may lack the level of legitimacy, in
the developing world they have social legitimacy, this form of legitimacy spurs the firms on
for some time. Market imperfections have been a discouraging factor toward firm registration
in SSA.

In their findings, Williams et al. (2017) concluded that registered firms that started as
unregistered for a long time but later got themselves registered have subsequent better or higher
performance than those that initially started as registered. This means that the blended approach
is good for firms in developing countries. It can also be deduced that firm age and firm
registration have a relationship. Williams and Kedir (2018) researched the probability of a firm
start-up as unregistered, and the finding was that older firms are more likely to have begun as

unregistered.

However, with the assumption that export-oriented firms exhibit higher levels of firm
performance, it can be inferred that firms that are foreign-owned and export-oriented are more
likely to have started as registered than domestic-owned counterparts (Cantner, 2007; Djankov
etal., 2008; Sarkar, 2018). Similarly, QMS accreditation acquisition is dependent on the firm’s
compliance with the country's laws therefore firms deem it necessary to register and formalise
their operations before seeking accreditation. There is a connection between the registered
variable and the two theories (RBV and institutional-based theory) used in this study and how
they influence internationalisation. Firm registration is principally based on the regulations of
the domestic country.

Hypothesis 2: The regulative environment influences specific firm resources and the level of

internationalisation.

2.2.11 Line of Credit and Internationalisation

Access to a line of credit for firms in emerging and developing economies, including SSA, has
been problematic over the years. Owing to the underdevelopment of the capital market in
developing countries, the cost of capital is high. As indicated by Hearn et al. (2017), apart from
the high risk of lending out credits in the African financial market, the issue of weak legal
systems heighten the problem of financial institutions in offering external credit. The problem
is however lessened when the firm is registered, which reduces the risk of non-performing

assets on the part of the lender. Generally, countries in sub-Saharan Africa do not have a digital
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address system, and therefore if a company is registered the credit provider is assured of the

location of the firm.

Nevertheless, exporting SSA firms find it difficult to access lines of credit, not only due to the
high-interest rate but also the need for collateral. Additionally, the processes of obtaining a line
of credit are cumbersome which comes with personal relationships, location of the firm, and
long delays. This position of credit providers sometimes discourages firms from seeking loans,
with the view that the application might be declined due to their location or owners'
(entrepreneur) relationship, among other factors, with the credit provider (Deakins et al., 2009).
Similarly, inflation is another factor that discourages exporting firms from accessing credit in
SSA and should be considered. For example, inflation in Ghana reduced from 15% in 2016 to
12.8% in the first quarter of 2017, but this is still high for investors, especially exporters
(Adarkwah & Santuoh, 2018). Therefore, firms may not seek external credit not because they
do not need it, but because of trust and fear of failure. Some firms are discouraged and would

not go for any line of credit due to the above-stated reasons.

Given that quality management standards provide assurances of good internal management
processes, firms that are accredited find it easier to access a line of credit than those without
(Baffour-Awuah & Adjei-Kumi, 2021; Shapiro & Carney; Zarook et al., 2013). Exporting
manufacturing firms that have QMS accreditation are more likely to get a line of credit for both
short-term and long-term loans. In their study Bokpin et al. (2018) found out that access to
finance is significant and positively impacts firm performance in Africa, however, exporters
perceive it differently due to the level of inflation and the high-interest rates in the sub-region
(Aigheyisi, 2018). High-interest rates and inflation levels contribute to the high cost of
production which make exported products less competitive on the international market.
Aigheyisi (2018) asserted that the upsurge in the line of credit to private firms rather adversely
impacts export diversification due to their lending conduct. The creditors tend to lend to firms
in the extractive industry which grants them the needed security than the manufacturing
exporting firms. Export diversification is the current idea for African firms if they want to

remain competitive in the global market.
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2.2.12 Export orientation and firm size

Firm size is measured by the number of permanent employees, and they are grouped as follows:
small firms have between 5 and 19, while medium and large have 20 to 99, and above 100,
respectively. Others, including Njikam (2017) noted that the average exporting firm size in
SSA has 95 employees as against 35 for non-exporting. Njikam continues that firm size
contributed to the 31.3% export that can be attributed to the manufacturing industries in sub-
Saharan African countries in 2009. The fact that large firms export more than small firms
confirms the initial discourse that large firms are financially stable and stronger than small
companies. Export orientation is somewhat capital intensive taking into consideration the costs

of innovation and accreditation.

Though the size of the firm is important, it cannot be separated from foreign ownership and
age. There is evidence that exporting internationally is mainly dominated by foreign-owned
and older firms (Ibeh et al., 2012). Njikam (2017) holds a similar view stating that for sub-
Saharan African firms the average firm age is 27 years for exporters as against 21.5 years for
the United States of America. The following reasons why firms ought to be big to be
competitive in the international market (Wagner, 1995): management expertise, economies of
large-scale production, high risk-taking capabilities, fully operational functional departments,
access to lower cost of capital, and bulk purchase advantages. In his findings, Njikam (2017)
stated that ownership and firm size are two main determinants that would encourage a firm to
export. Foreign-controlled firms in SSA are the main providers of the needed capital to support
the large firm size among other things to improve their exporting capacities. Firm size as
reviewed above is linked with the firm’s organisational resources. These resources, it is
believed are mainly provided by the large foreign firms that are export oriented. This leads to
hypothesis three.

Hypothesis 3: Firm size is more likely to influence a positive relationship with the degree of

internationalisation.

2.2.13 Summary

To summarise, export orientation will be analysed together with explanatory variables such as
manufacturing, quality management standard certification, firm size, firm access to a line of
credit, and firm registration, among others. To be able to understand and develop a policy-

oriented broad-based sustainable and inclusive growth for SSA firms, it has become necessary
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to study SSA firms and their determinants and how they benefit from the international market.
The fact that large firms export more than small firms confirms the initial discourse that large
firms are financially stable and stronger than smaller ones. Manufacturing firms have the
likelihood to improve their products before exporting and gain potential productivity advantage
after entry into the export market. In furtherance of the assertion that available resources and
opportunities should induce firms to embark on international expansion, a strong domestic
regulatory environment will encourage firms to take advantage of the available resources and

opportunities in the country of operations.

2.3 Variables description

In this section, the variables evaluated and adopted by this research will be described briefly,
and in order to answer the question, “what are the determinants of internationalisation of sub-

Saharan African firms”, three hypotheses will be formulated.

2.3.1 Export orientation

Export orientation is captured as the dependent variable in this research. Researchers usually
use export intensity and or international certification to assess the determinants of
internationalisation of sub-Saharan African firms (Danquah & Amankwah-Amoah, 2017
Goedhuys & Mohnen, 2017). No single approach is perfect. Export orientation is measured as
a proportion of export activities on the total turnover of the firm. Export orientation is the most
commonly used measure for export performance in empirical research (Lau et al., 2020). Both
export intensity and export orientation examine the measurable value of the exports and look
at the percentage of the sale that accrued to the firm in terms of exports as against the total sale

of the firm in the last fiscal year.

2.3.2 Manufacturing

Manufacturing is used as a dummy variable in this study. Generally, studies are done on
manufacturing concerning firm performance on the global market. Many researchers adopted
a dataset that essentially relate to the manufacturing sector, however, this study specifically
looked at the manufacturing sector with other firm characteristics (Calza et al., 2019). It is also

believed that manufacturing firms that export are more productive than those that do not (Tang
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et al., 2019), it, therefore, presupposes that there is a link between manufacturing and export
orientation that should be examined. Thus, the manufacturing variable is adopted as a dummy

variable to determine the link with export performance.

2.3.3 Registration

Registration is used as an explanatory variable and described as firms that are registered with
the registrar of companies or the appropriate body. The institutional theory indicates that at the
country level there are institutions that can enhance or stagnate the growth of firms. Numerous
studies have been done evaluating the link between institutional theory or the significance of
country-level regulations and firm-level internationalisation. According to literature, a nation’s
institutional setting, which comprises social norms, regulations, and cultural-cognitive
structures, sets the agenda for firm transactions in the domestic and international markets
(Alvesson & Spicer, 2019; North, 1991; Scott, 2013). Arguably, given the firm’s resources, a
good country-level institutional environment should influence the firm's prospect to expand
internationally. As part of the research, this study evaluates how the regulative aspect of
institutional theory influences export orientation, hence the use of the registered variable.

2.3.4 Firm size

The following is the usual classification of firm size: between 5- 9 full-time employees is
classified as small firm, the medium-sized firm is between 20 -99, while 100 and above full-
time employees is a large firm. Scholars consider firm size as a pointer to a firm’s
organisational resources (Bartozewski & Trapczynski, 2021). In this study, firm size is
measured by the number of permanent employees in the previous fiscal year. Nevertheless, this
study captures firm size at the median number of permanent employees; thus large firms take
the value of one and zero otherwise (Njikam, 2017). This study used dummy because it enables
us to use a single regression equation to represent multiple groups, which would have been
small, medium, and large firm. In this case we have large or otherwise. This study uses firm

size because size matters in terms of resources and internationalisation.

2.3.5 QMS dummy

The quality management standards variable is used as a dummy in this research. QMS dummy
uses 1 for firms that have accreditation or 0 for those that do not have it. QMS is used in various
firm internationalisation studies (Calza et al., 2019; Goedhuys & Mohnen, 2017) and this study
deems it fit to adopt it as a determinant of internationalisation.
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2.3.6 Other variables

Other variables that were used as explanatory variables in this study include foreign ownership,
firm age, competitors, credit, and human capital development. These are further explained in
Table 2.2.

2.4. Research Methodology

This section presents an outline of the research methodology. To be able to address the goal of
this study and to contribute to this area of research on the determinants of internationalisation,
this study will analyse and evaluate export orientation and internationalisation of sub-Saharan
African firms. This study uses the method of Oster (2019) and Njikam (2017) by conducting a
series of sensitivity analyses of the coefficients of the variables used in the study. The structure
of the dataset used for this study makes it appropriate to adopt robust regression analyses before

selecting the most preferred model.

For an in-depth study and reliable conclusions to be drawn, this study considers export
orientation as the dependent on the explanatory variables. Hence, the proportion of the firm’s
annual sales that come from exports and their effects on the firm’s performance in the
international market will be considered. For the sake of sensitivity analysis, the fractional
regression technique for Probit, and Logit is used. Then, pooled Probit, Logit, and Tobit
regression techniques are also run. These multiple regressions are done for robustness' sake,
however, Tobit model, the preferred technique, is used for the analysis. Additionally, this study
controls an important variable, manufacturing, by focusing only on manufacturing firms that

export in the regression analyses.
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2.4.1 Data

The study uses data from the World Bank Enterprise Survey (WBES) database. The WBES
surveys are conducted in a coordinated manner; however, the survey questionnaire differs from
the type of industry being considered. Consequently, there are different sets of questionnaires
for manufacturing, services, and other industries. Since all the industries are important for the
economic growth and development of firms in SSA countries, all three sectors have been
included in the study. However, special attention is given to the manufacturing sector. The
31795 firms that operate in the selected thirty-nine sub-Saharan African countries are studied
over a period of thirteen years, from 2006 to 2018 inclusive. The WBES database is a
compilation of firm-level surveys from developing nations, based on a sample largely from the
private sector, including manufacturing, services, and other (construction & transport)
industries, which are the main areas of research in the selected countries. The dataset also
reports on firm characteristics including, but not limited to, firm age, firm size, registered,
credit, percentage of sales from export, and foreign ownership. Table 2.1 below lists the
selected SSA countries, and the industries examined in the survey. Congo, Gabon, and the
Central African Republic could not label their industries under the specified designations
during the period of review. Therefore, they have been left out of Table 2.1 below, however,
they are considered in subsequent analyses. The results from Table 2.1 indicate that out of the
29868 categorised firms, about 46% are in manufacturing, while 22% and 32% are in the
services and other industries, respectively.
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Tabulation of country biztype

biz type
Country 1 2 3 Total
ANGOLA 356 176 253 785
BENIN 70 13 67 150
BOTSWANA 201 205 204 610
BURKINA 96 110 188 394
BURUNDI 162 102 163 427
CAMEROON 218 249 257 724
CHAD 74 18 61 153
CONGO DEM 513 312 403 1228
COTE D'IVIORE 275 215 397 887
ETHIOPIA 653 357 482 1492
GAMBIA 96 63 166 325
GHANA 669 247 298 1214
GUINEA 162 59 152 373
GUINEABISSAU 50 54 55 159
KENYA 1265 514 660 2439
LESOTHO 76 45 29 150
LIBERIA 75 23 53 151
MADAGASCAR 485 223 269 977
MALAWI 176 144 203 523
MALI 525 268 242 1035
MAURITANIA 130 58 199 387
MAURITIUS 150 120 128 398
MOZAMBIQUE 628 211 241 1080
NAMIBIA 276 298 335 909
NIGER 41 18 92 151
NIGERIA 2095 1028 1444 4567
RWANDA 59 44 109 212
SENEGAL 506 237 364 1107
SIERRA LEONE 77 20 55 152
SOUTH AFRICA 680 143 114 937
SUDAN 103 139 420 662
TANZANIA 714 186 332 1232
TOGO 45 3 102 150
UGANDA 689 287 349 1325
ZAMBIA 672 245 287 1204
ZIMBABWE 647 257 295 1199
Total 13709 6691 9468 29868

Table 0.1 Country and industry type Manufacturing=1, Services=2, Other sectors=3.
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4.2 Description of variables in the study

Variables

Export orientation (Expori)

Manufacturing

Firm size

Foreign ownership

Log of Firm age

Registered

Competitors

Credit

Human capital development

Quality management standards

Measured (as at last fiscal year) as
Percentage of annual sales in export divided
by 100

Firms in the manufacturing sector
Captured as permanent number of
employees; above the median employment
level for all firms in the survey = 1,
otherwise = 0.

Percentage of firm shares owned by
foreigners.

Number of years the firm has been in
existence as at last fiscal year (logged)

As of last fiscal year, has the firm registered
with the registrar of companies or the
appropriate body

Whether competitors firms face both
domestic and international; formal and
informal, is an obstacle. or not? Obstacle
=1, not an Obstacle = 0

Has the firm got access to a line of credit?
Has firm trained employees in the fiscal
year under review

Is this firm QMS certified? Certified =1, not
certified =0

Type
Dependent variable

Dummy variable

Dummy variable

Explanatory variable

Explanatory variable

Explanatory variable

Dummy variable

Explanatory variable

Explanatory variable

Dummy variable

Table 0.2 Variable description

Table 2.3 provides descriptive statistics of the variables used in this research. The means
derived from this table are indicative that in SSA export-oriented firms make around 18% of
export sales from their total annual sales. The mean for manufacturing firms in SSA is 43.1
percent and 64.1% of all firms are registered or formal. The rate of human capital development

is low with a mean of 23.4%.
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Variables Obs Mean Std. Dev. Min Max pl p99 Skew.
Export 31795 177 .237 0 1 0 1 1.116
manufacturing 31795 431 495 0 1 0 1 278
firm_size 31795 499 5 0 1 0 1 .003
foreign_ownersp 31177 A2 .302 0 1 0 1 2.33
logfirm_age 31795 2.944 .555 0 5.293 1.386 4.29 -.101
registered 31795 .641 48 0 1 0 1 -.588
compertitors_O 31795 A71 377 0 1 0 1 1.746
credit 31795 161 .368 0 1 0 1 1.845
HCD 31795 234 424 0 1 0 1 1.254
QMS_dummy 31795 15 .358 0 1 0 1 1.955

Table 0.3 Descriptive statistics

A correlation analysis was done, and the indicative results show that some variables are
moderately correlated. Consequently, a multicollinearity diagnostic test was conducted by
evaluating the variance inflation factors (VIF) of the total number of variables used in the

analysis, the outcomes indicate that multicollinearity will not be problematic with this dataset.

2.4.2 Methodology and modelling

For the analysis in this study, export orientation is used as the dependent variable with
manufacturing as control and quality management standards as dummy variables. The
dependent variable is used to formulate the model for the research. The business types being
evaluated are all important but manufacturing firms, according to the dataset tend to export

more than the other industries. The general estimation function is as follows:
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Export orientation = f(manufacturing, firm age, percentage of foreign ownership, registered,

firm size, competitors, human capital development, credit, and QMS dummy).

Recent studies concluded that human capital development, firm size, and access to credit
among others are significant determinants for African firms to increase their leverage on the
export market (Agosin et al., 2012; Elhiraika & MBATE, 2014; Wernerfelt, 1984). To
empirically examine factors that determine the internationalisation of SSA firms, this study

uses data from WBES as described above.

To test the economic model, it is necessary to transform it into an econometric model. The
literature is mainly interested in the explanatory variables because this study aims to capture
the determinants of internationalisation of sub-Saharan African firms. Initial tests were
conducted in selecting the variables, using descriptive statistics and a correlation matrix. To be
able to provide evidence of a relationship between internationalisation and export orientation,
this study followed the methodology of Bernard et al. (1995) and Bernard and Wagner (1997).
Their model examines an export premium as a superior level of exporters as compared with
non-exporters, in terms of firm performance and characteristics. Their model focuses on export
premium whereas this study considers export orientation in relation to firm characteristics and
accomplishment in international markets. Given that export orientation, the dependent variable,
is a continuous variable, which is a ratio with values between 0 and 1, the regression techniques
adopted are appropriate. The independent variables are manufacturing, firm size, foreign
ownership, firm age, registered, competitors, credit, human capital development, and quality
management systems certification. Considering the use of an appropriate econometric model
since the dependent variable is a ratio, this study then used fractional Logit, fractional Probit,
Logit, Probit, and Tobit regressions to estimate the coefficients of the variables. All five
techniques are appropriate individually but for the sake of robustness, all of them have been
used together. This is consistent with the methodology of Njikam (2017). The general
estimation equation takes the following form:

Yit = ai + B1X1it + PnXnit + PaDit + &it 1)

Where i and t denote index firms and multiple periods, Y signifies export orientation. The
coefficient of the constant in the regression is represented by ai. The rationale is that exporting
leads to higher firm productivity, innovation, diversification, and therefore internationalisation.

X1 is the explanatory variable which goes through the entities to the nth variable. Specifically,
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Dit, the dummy for QMS takes the value of either 0 or 1, signifying whether a firm is certified

Finally, &i is the random error term.

From the general formula above fractional Logit, fractional Probit, Logit, Probit, and Tobit

regressions were deduced and run accordingly. The model is as follows:
Yiu=Po+ P1Xue + ... + BnXn,ie + P3Dit + & (2
It should be noted that Po denotes the coefficient of the constant.

Secondly, fractional regressions were used for the study because it fits with the dependent
variable which is a ratio. Table 2.5 is constructed with all these five regression techniques

stated above for ease of comparison.

2.5. Analysis and findings

This study examined 31795 firms in 39 SSA countries between 2006 and 2018. Obtained
evidence supports claims in the literature that both a negative and a positive correlation exist
between export orientation and the explanatory variables as per Table 2.5. This study argues
that, depending on the determinants of internationalisation, the result could be either a positive
or negative relationship with export orientation. To test the research hypotheses, a matrix of
correlation, fractional regressions, and three pooled regression techniques were done using
STATA.

To solve Hypothesis 1, the findings in Table 2.4 are instructive. Firms in the manufacturing
industry export more than firms in either the service or other sectors in SSA, out of 31795
exporting firms, 13709 are in manufacturing (group 1) with a mean of 0.203 as against 0.158
for services and other industries. From Table 2.4, it is found that industry type (business
module) has an impact on the number of firms that export. Arguably, sub-Saharan African
manufacturing firms that export are capital intensive firms that are fully or partially foreign
owned. They, therefore, use their financial strength to adopt quality management standards
certification and to improve their products by innovation and diversification. The
manufacturing sector, both local sales and export returns, made a 10.62% contribution to the
Gross Domestic Product of sub-Sahara Africa in 2018 (The World Bank Group, 2020).
Hypothesis 1 is therefore accepted and confirms the findings of Nowak-Lehmann D et al.
(2005) that export diversification has become the recent theory for internationalisation for SSA
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firms. Manufacturing companies meet international market standards due to their ability to

acquire international accreditation as opposed to the firms in the service and other sectors.

Group Mean Std. Dev. Std. Err. Freq. Percent
0 15794203 .22582826 .0016792 18,086 56.88
1 20253039 24850447 .0021224 13,709 43.12
Total 17716713 23690064 .0013286 31,795 100.00

Table 0.4 Relation between industry type and export return. Manufacturing = 1 & services and other industries =0

The results from equations (1) and (2) are shown in Table 2.5. Pooled Probit, Logit, and Tobit
regressions are put together with the fractional Probit and Logit techniques for robustness. This
is the first time this combination has been used for research such as this. Among the pooled
estimations, Tobit is preferred over Probit and Logit regressions because it fits with the
dependent variable which lies between zero and one. Furthermore, Tobit is chosen because the
dependent variable is not discrete but continuous, and it is consistent with the method of
Wagner (1995). The dependent variable, export orientation has values that lie between zero
and one. The results from all the regression techniques demonstrate that all the variables are
significant and positive except competitors and credit which are significant but negative. This
outcome is the same for pooled Probit, Logit, and Tobit regressions. However, foreign
ownership is not significant in the Probit and Logit estimations, which makes it inconsistent

with existing findings. This, therefore, validates the choice of Tobit regression.

The method used by Njikam (2017) differs from this study in that while he used the Probit
model, this study uses a series of regression models including fractional Probit, fractional
Logit, Probit, Logit, and Tobit. This is aligned with the method followed by Calza et al. (2019)
however, as stated above the models used in this study are different from existing studies in

this area of research. This method is followed for robustness and comparison, for both
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fractional and pooled regressions using Probit and Logit, and Tobit models. Further, existing
literature has not used this method, therefore, this study, took advantage to fill this gap with a
more robust modelling. For the sake of fractional regression, the dependent variable export
orientation percentage was converted to decimals. However, it is worth noting that it is only
the fractional regressions and Tobit that indicate a positive and strong statistical significance
(0.001) of foreign ownership in Table 2.5.

Table 2.5 provides the coefficients and the t-values of the study variables. The coefficients and
the t-values, which are reported using marginal effects at the means of the variable, are starred
and in parentheses respectively. The results are largely consistent with previous findings except
for the results from the fractional regressions as stated above. The dependent variable is export
orientation percentage, which has been decimalized so its value stands between 0 and 1
inclusive. Though the Logit and Probit techniques are more popular, econometrically the Tobit
model which is less popular does not change much as a technique. The dummy variable in all
the five models is scrutinised, and it is found that manufacturing is consistently and statistically
highly significant and positive in explaining the likelihood of motivating the

internationalisation of SSA firms.
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(1) O] ©) (4) ()

Tobit Logit Probit Fraclogit Fracprobit
Export
Manufacturing 0.135™ 0.134™ 0.134™ 0.056™" 0.057"
(19.37) (19.63) (19.63) (18.39) (18.30)
firm_size 0.0357"" 0.036™" 0.0362"" 0.0145™" 0.0142™
(5.55) (5.87) (5.86) (5.08) (4.97)
foreign_ownership 0.0336™" 0.0121 0.0122 0.0213™ 0.0214™
(3.41) (1.26) (1.27) (4.57) (4.47)
logfirm_age 0.0540"" 0.067"" 0.067"" 0.019™ 0.019"
(9.74) (12.37) (12.38) (7.63) (7.66)
registered 0.0529™" 0.043™ 0.043™ 0.025™" 0.025™
(8.07) (6.73) (6.78) (8.45) (8.67)
competitor_o -0.105™" -0.094™" -0.094™" -0.047™ -0.048™"
(-11.36) (-10.38) (-10.41) (-11.62) (-11.82)
credit -0.0312™" -0.027™ -0.0265™" -0.0138™" -0.0138™"
(-3.84) (-3.35) (-3.36) (-3.65) (-3.63)
HCD 0.0482™" 0.061™" 0.061™" 0.015™" 0.016™
(6.75) (8.73) (8.71) (4.84) (4.92)
QMS_dummy 0.0684™" 0.081™" 0.081™" 0.026™" 0.026™"
(8.08) (9.65) (9.66) (6.91) (6.87)
N 31177 31177 31177 31177 31177

Marginal effects; t statistics in parentheses
“p<0.05 " p<0.01, "™ p<0.001

Table 0.5 The determinants of internationalisation in SSA

The coefficient results in Table 2.5 have been calculated using marginal effects at the means
of the variables. The results analysed in this section depend on the models in Table 2.5 above.
Columns (1), (2), and (3) are Tobit, Logit, and Probit estimations respectively. The last two
columns (4) and (5) present the fractional Logit and Probit estimations. Apart from the size of
the coefficients, which are not comparable across different regression techniques, the results
are quite similar. However, the t-values of Probit and Logit are very close to each other than
the other techniques. Though all the models are appropriate for this dataset, however, Tobit

technique is preferred for this analysis.
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As indicated, the coefficient of manufacturing is positive and significant in the Tobit
estimation. This, in quantitative terms, means that each unit change in manufacturing will cause
a 13.5% change in export orientation. This result is consistent with the argument that
innovation and diversification of products impact the success of sub-Saharan African firms in
foreign markets. This finding is consistent with the findings of Makri et al. (2017), who asserted
that innovation and product diversification, which arguably emanate from the manufacturing

sector is important in export performance.

The relationship between export orientation and firm size is positive and highly significant.
This is consistent with the literature that larger firms perform better on the international market.
Wagner (1995) attributed numerous reasons why larger firms do compete successfully in the
international market. The argument raised includes economies of large-scale production, lower
cost of financing, full usage of executive expertise, maximum utilization of functional
departments, and high risk-taking. This is consistent with Fosu and Abass (2019) and coherent
with the theory that export diversification leads to growth. Another key finding of this study
confirms that the larger the firm the better position it is for them to export. Firm size is
statistically significant and positive, which confirms hypothesis 3 and aligns with the
arguments of Njikam (2017).

The level of foreign ownership enhances the firm’s propensity to export, and the coefficient is
positive and significant. Studies have shown that foreign-owned firms are better exporters than
highly domestic-owned firms. This according to Wignaraja (2008) and Newman et al. (2014)
is dependent on the fact that they are able to: (i) acquire the best technology; and (ii) develop
human capital. It is also observed that about 43% of manufacturing firms in sub-Saharan Africa

are foreign owned, this supports the claim that foreign-owned firms are export-oriented.

Though firm age is known to be an important determinant, existing literature suggests mature
firms are less likely to export than young firms (Das, 1994). Looking at the regression, it is
found that firm age is significant in explaining the potential for SSA firms to internationalise.
This aligns with the findings of Petruzzelli et al. (2018). They indicate that firm age serves as

a proxy for organisational procedures which include innovation and internationalisation.

Once again, the Tobit model is the preferred tooled used for this analysis. Two variables,
competitors, and credit are negative but significant. The logical argument is that as competition

increases it becomes an obstacle for the firms and therefore, export returns decrease. Access to
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credit is problematic in SSA and this is indicative of this result. Available literature confirms
the results of this study (Misati et al., 2017). They contend that SMEs in Africa lack access to
affordable lines of credit. The regressions of this study also resulted in a statistically significant
but negative coefficient factor for a line of credit. This is consistent with the findings of
Aigheyisi (2018). Though access to credit in sub-Saharan Africa has a significant and positive
effect on total factor productivity, it has a significant but negative coefficient in terms of export
orientation. This is explained by the lending behaviour of financial institutions in the sub-
region. Additionally, in terms of line of credit for the firms, only 16% of the enterprises under

review possess a line of credit.

The workings of national institutions and regulations are important. One of the findings of this
study indicate that registered is positive and significant. This is the first time registered has
been added as an explanatory variable to a study like this. Export-oriented firms are more likely
to register their activities in sub-Saharan Africa. As indicated in this essay, in Ghana, there has
been an improvement in institutional regulation, company registration is online, and this has
reduced the cost and time involved in the process. This confirms hypothesis 2 which is

consistent with findings by Williams et al. (2017).

For the first time, the explanatory variable Quality Management Standards has been added in
the setting of export orientation and internationalisation of SSA firms, therefore its importance
should not be overlooked. This study found that the acquisition of QMS certification is
important for SSA firms to export, it is positive and highly significant. This is consistent with
the findings of Goedhuys and Mohnen (2017). Adding the synthesis together it can be asserted
that QMS, firm size and manufacturing are determinants that enhance the exporting strategies
of SSA firms.

2.6 Conclusions and implications

This study aimed to assess the determinants of the internationalisation of SSA firms using
export orientation as the dependent variable. Overall, the findings of this study indicate that
when, it enhances their ability to acquire international certifications which boosts their
competitiveness on the international markets. A significant contribution is the inclusion of the
registered, and QMS variables in the regression analysis, which previous studies did not

consider. However, copious literature demonstrate that export orientation plays a vital role in
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the internationalisation of firms in sub-Saharan Africa. With evidence from 39 countries, this

study corroborates the view that export orientation enhances internationalisation.

Moreover, there are diverse ways of exporting to become competitive in the international
market, which include managerial innovation, production process innovation, and product
diversification. The firms internationalise by exporting processed and improved products using
quality management systems and innovation, and this accounts for the positive impacts
observed in the study. Another finding is that exporting manufacturing firms is key to the
internationalisation of SSA firms. Furthermore, it is revealed that the manufacturing sector

gains more from exports than the services and the rest of the SSA economic sectors.

This research finds strong evidence that for SSA firms to internationalise they need
international accreditation which will enhance their ability to diversify, export, and become
competitive. A unit change in QMS will cause a 0.0684 change in export orientation. The
literature revealed that quality management systems certification influences firm globalisation
because it provides assurances to the worldwide community that international production
processes and standards have been followed. Moreover, firm size and foreign ownership
enhance the tendency to internationalise. While the results indicate that foreign ownership is
important, firm age and human capital development also contribute to firms’ inclination to
export. The study confirms that large firms in the manufacturing sector obtain accreditation
more than smaller firms in services and other sectors. This can be explained by the costs
involved in the process of obtaining the licenses and certifications. It can also be proved that
manufacturing firms irrespective of size are keener on the acquisition of accreditation than

firms in services and other sectors.

Regarding export orientation and firm size, results indicate that larger firms are more
predisposed to receive more revenue from exports than smaller firms. The larger positive and
significant effects of human capital development found for export orientation indicate that if
constructive attention is given, human capital development can enhance the growth of exports

by sub-Saharan African firms.

2.6.1 Conclusion of research question and hypotheses
The studies conclude that the determinants of internationalisation are the firm characteristics
that when combined with country resources will enhance the internationalisation of sub-

Saharan African firms. Large firms in the manufacturing sector in countries that have strong

48



regulatory institutions and have acquired quality management standard certification are more
likely to internationalise. The fact that not much attention has been given to the development
of national institutions to mobilize and assist in the resource-based internationalisation of SSA
firms, has challenged the growth of the firms. This study however indicates a positive and
significant statistical position for registered firms, which is a sign that firms have geared

towards national institutions.

2.6.2 Implications for theory

Findings indicate that in SSA, manufacturing firms internationalise more than services and
other sectors. Availability of resources and stronger national institutions are found to support
the need for internationalisation. Following the framework offered by institutional theory, this
study finds that stronger domestic country institutions enhance higher returns from exports
hence internationalisation. Results show that about 64% of the SSA firms are formally
registered, which is a sign that national institutions are working. Stronger national institutions
help release both internal and external resources that enable firms to go global. This is one of
the first studies that use export orientation as its dependent variable, registered and QMS as
independent variables among others, to determine the internationalisation of SSA firms.
Further, the model approach is novel and combines fractional regression using fractional Probit

and Logit, and pooled Probit, Logit, and Tobit.

The scope of the research is limited to export orientation and internationalisation at the cross-
country level. Therefore, the research does not analyse in detail export orientation and
internationalisation at any specified country level. Secondly, since the results are generated
from export orientation at the cross-firm level, it is, therefore, difficult to generalise it to cover
individual firms. Due to data restrictions, export proceeds have been used whereas profit from

export could have been an alternative.

2.6.3 Policy implications

Policy implications of these findings are important, particularly considering the 39 SSA
countries analysed: not only is it discovered that exporting activities induce further innovation.
The findings produced by this study have pertinent implications for export orientation and
internationalisation in SSA countries. It suggests that human capital development, firm
development (firm size), and foreign ownership are important determinants that should be

encouraged at both the macro and microeconomic levels. The findings of this study signify
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that for firms to develop and become competitive in the global market and internationalise,
there is a need for them to train their employees. The results further indicate that majority of
export-oriented firms are in the manufacturing sector, it is suggested that governments enact
policies such as the industrialisation drive in Ghana, for firms in SSA countries. Certification
of QMS aids customers to decide which firm to keep a trusting relationship with, this study

therefore will be of great support to buyers of SSA products on the international market.

The low level of export orientation of SSA firms, which has a mean of 17.7%, is disturbing,
as exports can potentially catalyse economic development in developing countries (Amelie
Schmidt & Michael Wendelboe Hansen, 2017; Soderbom & Teal, 2003). Due to this disturbing
situation, SSA governments should strengthen export-orientated firms through the regulating
of duties on imported capital goods. Policies made should serve as incentives for links between
SSA firms and foreign firms. Despite the trade liberalisation policies by the African
Continental Free Trade Area, the above-stated policies if implemented will protect the budding

domestic manufacturing firms in SSA.

In general, SSA governments must recognise the potential of export-oriented firms and
introduce policies to support the development of such firms. Tax exemptions and tax holidays
for exporting firms will be a welcome policy for a start. In addition, the introduction of export-
driven policies against the import substitution strategies will help improve industrialisation and
economic development. Finally, knowledge about the determinants of internationalisation and
the fresh introduction of quality management standards and registered as explanatory variables
are contributions to the expansion of the literature on firm growth globally, and specifically for

sub-Sahara Africa.
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Chapter 3: Structural reforms and firm performance in SSA economies
3.1 Introduction

3.1.1 Research background

Globalisation has produced overwhelming changes all over the world, including sub-Sahara
Africa. Reviving firm growth through firm performance in a global marketplace is key to
revitalising developing economies and this is the reason why structural reforms are needed.
Structural reforms, an element of globalisation, refers, essentially to measures that help
improve the institutional, political, and regulatory framework of a country in which people and
firms operate. Structural reforms can also be described as an amendment and reduction of
government regulations and restrictions relating to economic dealings and the enhancement of
governance policies (Dau et al., 2020). Country-level structural reforms are commonly
associated with economic growth, according to research, this is evidenced only in middle-

income economies (Christiansen et al., 2013).

Structural reforms have been undertaken by countries to lift economic growth, create
employment, and consequently aid a better firm performance, astonishingly, arguments are
challenging on its impact, particularly at the firm level (Bordon et al., 2018; Henisz et al.,
2005). Often, these reforms are part of conditionalities accompanying financial bailout such as
those offered by the International Monetary Funds to some of the SSA countries under review.
The slowdown in economic growth is partly due to the recent financial crisis, low population
growth, and structural changes in the world (Eichengreen, 2015). While middle-income
economies are slowly getting out of the melt-down of the early 2000s, developing countries

are yet to grasp its full impact.

Consequently, this essay aims to add a voice to the argument on the impact of globalisation
and the benefits firms derive from structural reforms by analysing 31795 firms and looking at
the impact of structural reforms between 2006 - 2018 on firm performance in 39 sub-Saharan
African countries. Following the work of Kouamé and Tapsoba (2019), the four areas of
structural reforms to be examined for this essay will be the real, financial, fiscal, and trade
sectors. These sectors when efficient, significantly improve firm performance. Structural
reforms spread over an extensive range of activities which in principle help defeat the
hindrances to economic growth. Culiuc and Kyobe (2017) argued that the conditionalities
associated with structural reforms create flexibility, both economic and institutional for

increased efficiency in areas such as investment, productivity, and employment. However not
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much is known about the impact of structural reforms on firm performance. Verboncu and
Zalman (2005) described firm performance as a specific outcome obtained in economics,
management, and marketing that characterises efficiency and competitiveness in an
organisational structure and procedures. In focusing on firm performance this study seeks to
situate the nexus of four related but distinct reforms, the financial sector, trade sector, real

sector, and fiscal reforms.

The aggregate indexes of these sector reforms are juxtaposed with other macro and micro
characteristics (variables) in this study. These aggregate indexes help identify the effects of the
structural reforms on firm performance. These key structural reforms are examined as firm-
level performance developing tools in the economic development of countries. Financial sector
reforms are key to creating flexibility in the financial sector and easy access to the much-needed
finance in the economy. Researchers argue that the efficient allocation of financial resources
can lead to flexible and easy access to both domestic and foreign funding which creates an
enabling environment for efficient firm performance. Demetriades & Rousseau (2016) posited
that for financial reforms to achieve the desired growth, banks should be efficiently supervised
and regulated. In OECD countries, indicators show that policies designed to support insolvency
regimes that remove financial restrictions and barriers can revive firm performance (Andrews
etal., 2017).

Literature on the real sector reforms are copious and they suggest that such reforms contribute
positively toward higher firm-level productivity and performance. Many studies that used rich
firm-level datasets obtained robust results indicating that structural reforms that reduce or
remove barriers improve firm-level growth through enhanced firm performance (Bourlés et al.,
2010; Gouveia et al., 2019; Nicoletti & Scarpetta, 2003). Similarly, trade reforms that promote
competition include policies such as regional and international waivers which when put in place
encourage firms to perform better. Additionally, Bouis et al. (2016) indicated that structural
reforms that promote industrial competition could enhance firm performance through efficient
management, increased productivity, and growth. For instance, flexibility in labour laws
promote firm performance through labour efficiency. Flexibility in work-family balance

among entrepreneurs and workers in China promotes firm performance (Welsh et al., 2017).

Fiscal reforms are set to enhance firm performance through investment in human capital

development and easy access to the labour market. Baneriji et al. (2015) emphasise that labour-
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tax reforms targeted at youth unemployment will help sustain firm performance. Banalieva et
al. (2018) asserted in their studies on Latin American countries that an increase in human
efficiency enhances performance, therefore fiscal reforms in human capital development are
significant for increased firm performance. Additionally, structural reforms aimed at imposing
taxes and levies on excess profits, expenditure capitalisation, and financial account disclosure

could minimise corruption and improve firm performance.

3.1.2 Research questions

The research questions to be answered are i) who benefits from structural reforms, and ii) is
structural reforms significant and positive for firm performance in SSA? To answer these
research questions and make contributions to the studies on structural reforms and firm
performance, The World Bank Enterprise Survey (WBES), International Monetary Fund
Monitoring for Fund Arrangements (MONA), and World Development Indicators (WDI)
datasets have been utilised in this research. A full description of the datasets will be presented
in section three of this essay. While the full explanation of the methodology will be given in
section four, it must be stated that this research uses the Multilevel mixed method.

3.1.3 Relevance and Contribution

While existing literature has examined the impact of structural reforms on firm productivity,
the nexus between structural reforms and firm performance is less explored. The objective of
this study is to contribute toward a better understanding of the impact of successful structural
reforms on firm performance in sub-Sahara Africa. This study examines the aggregate effects
of successful financial sector, fiscal sector, real sector, and trade sector reforms on firm
performance in sub-Sahara Africa. Further, a decomposition is computed to analyse the effects
of the individual reforms, such as financial sector reforms, trade sector reforms, real sector
reforms, and fiscal sector reforms, on firm performance. This study adopted the definition of
Ostry et al. (2009) for structural reforms which states that reforms refer to policies by
governments that are targeted to address market failures, government interventions, trade
restrictions, allow for competent distribution of resources, ease of financial transactions, and
the demolition of national monopolies.

The remainder of the essay is structured as follows. Section two is the literature review on
structural reforms and firm characteristics. Section three describes the variables used in this
study. Section four describes structural reforms data, firm-level data, macroeconomic data, and

the methodology. Section five presents the findings and analysis of how firm performance is
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explained by successful structural reforms. Lastly, section six is the conclusion and

implications.

This section has presented the foundation for this essay. The background to this study, a
definition of structural reform, and the research questions have been introduced, as well as a
brief introduction of the methodology given. The datasets which will be relied on have been
presented and based on this, the essay can progress with the full explanation of the study.

3.2 Literature review

3.2.1 Background

This section deals with the review of existing literature to examine structural reforms and firm
performance. To be able to formulate an independent opinion on the impact of structural reform
on SSA there is the need to also view evidence from other regional blocks such as South

America and the European Union.

The global crisis of the early 2000s has made policymakers rethink their economic
development strategies. Other factors such as external debt crisis, banking sector crisis, and
higher inflation crisis are significant issues that drive policymakers to make the necessary
decisions that lead to the adoption of structural reforms (Agnello et al., 2015). Policymakers in
developing economies, in their bid to revive these economies have resorted to the use of
structural reforms. Countries in sub-Sahara Africa in most cases run to the International
Monetary Funds (IMF) for support, this financial assistance comes with conditionalities that

generally are associated with structural reforms.

The available literature is mostly on the relationship between structural reform and firm
productivity. Dabla-Norris et al. (2016) asserted that structural reforms and institutional
reforms create an enabling environment for firm productivity, growth, and performance. They
further posited the importance of consistency of structural reforms even when the desired result
has been achieved. Others including Prati et al. (2013), and Kose et al. (2010) stated that
structural reforms are associated with growth and efficiency. However, the forms and selected
types of reforms used vary from one research to another. Whereas other studies looked at
reforms and all sectors of the economy, some studies looked at the impact of structural reforms
on specific sectors, for example, manufacturing, agriculture, exports, etc. For illustration,

Dabla-Norris et al. (2016) examined the short- and long-term impact of reforms on productivity
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instead of the economy as a whole. Banerji et al. (2015) also researched the impact of structural

reforms on youth employment in advanced Europe.

Kouamé and Tapsoba (2019) used the International Monetary Fund Monitoring for Fund
Arrangements (MONA) and World Bank Enterprise survey (WBES) datasets to explore the
impact of structural reforms in developing countries. After using the indexes of financial, fiscal,
real, and trade sectors reforms, they concluded that structural reforms improve firm
productivity. Bordon et al. (2018) in studying the impact structural reforms have on
employment, determined that reforms have a positive but lagged effect on employment. This
assertion agrees with many other studies. However, the differences in the types of reforms and
methodology create a problem for generalisation. Kouamé and Tapsoba (2019) cited that the
impact of trade and fiscal reforms on productivity is hindered by factors such as corruption,

nuisance taxes, etc.

Firms operating from developing nations which include sub-Sahara Africa encounter
distinctive or peculiar distortions that affect their economic performance even after structural
reforms (Bah & Fang, 2015). In SSA the national institutions are less developed compared to
developed countries. Factors such as high costs and unreliable supply of electricity and water,
bribery and corruption, security, finance access constraints, information technology, and
transportation glitches pose problems for firm performance. Lora (2001) using five structural
reform indexes from 16 countries in Latin America from 1985 to 1999 concluded that as
reforms increased, growth and performance also increased. Again, the geographical location
and technological distance of a country and firm also influence the impact of structural reforms
on firm performance. Research has shown that technological distance influences the impact of
structural reforms on productivity or firm performance (Dabla-Norris et al., 2016; Prati et al.,
2013). Thus, the impact of reforms is felt more in countries that are close to up-to-date
technological advancement than those that are distant. Using the gravity model for international
trade, Bergeijk and Brakman (2010) posited that geographical distance from trade partners is

important for nations as well as firms.

Due to the importance countries attach to reforms, their timing and reform type or types should
be assessed before it is undertaken. Trade and real sector reforms, for example, raise firm
performance and employment in the short to medium term, therefore this calls for matching

macroeconomic policies to enhance the short-term benefits as stated by International Monetary
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Fund (Fund. & Fund., 2016). The impact of both trade and real sector reforms accrues at
different times, most specifically that of trade reforms differ across diverse categories of
reforms. Timing which includes the economic growth rate of the country or group of countries
before and after the reforms is also important if the stimulus effect is being evaluated. The
stimulus effects of structural reforms are therefore varied depending on many factors among

which consideration should be given to the type of reforms and firm-level characteristics.

Four key structural reforms that cut across most studies are the financial, real, trade, and fiscal.
Financial sector reforms have the objective to alleviate the hindrances and restrictions in the
financial sector and create flexibility and ease of access to finance in both external and domestic
financing. It is generally agreed that external debt, globalisation, and banking crises are the
main triggers of financial reforms in developing countries, including sub-Saharan African
nations. The notion of globalisation triggering financial reforms is a highly held view and
Agnello et al. (2015) posited that the successes gained by firms and countries in globalisation
are directly linked with reforms. Henry (2007) asserted that financial reforms cause falling
capital costs with the associated thriving investment leading to increased firm performance.

Real sector reforms which deal with the public corporations (also called state-owned
enterprises), labour market, private sector, regulatory environment, market restrictions, and
price controls reforms, constitute part of the structural reforms aimed at liberating the labour
and product markets to enhance firm performance and productivity. However, time is
important, evidence has indicated that reforms in the labour market take time to materialise,
(Bouis et al., 2016). There is further evidence that in the short-term the effects of labour market
reforms may not be realised due to the length of training, education, and employment
incentives. There is also the argument that the introduction of flexible contracts may solve the
labour market problem, specifically for the youth and women (Cirillo et al., 2017). This is one
of the policies that is widespread and effective in developed countries. However the discourse
is different in SSA, it is evident that institutional reforms do not have much impact on

unemployment in the short run (Abdulhakeem et al., 2020).

Trade reforms in sub-Sahara Africa have seen numerous development from regional
agreements to continental agreements. Hallaert (2010) asserted that it is not all trade reforms
that achieve the set targets however, it is general knowledge that most trade reforms have been
successful. The Economic Community of West African States (ECOWAS) 1996 signed the
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Free Trade Agreementand in 2000 signed the External Tariff Agreement aimed at encouraging
free trade among member states, however, trade among member states is still very low
(Afesorgbor & van Bergeijk, 2011; MacPhee & Sattayanuwat, 2014). Trade reforms are
deemed to be positive and significant for economic growth in the mid-term and not the short-
term period. However, research shows that this is so mainly in mid-income economies
(Christiansen et al., 2013; Tressel et al., 2009). According to Topalova and Khandelwal (2011),
trade reforms that include input tariff reforms have a greater impact on firm growth. Lanau and
Topalova (2016) merged product market reforms indicators between 2003-2013 and firm-level
data from Italy, and the results were that deregulation in network sectors is positive and strong
in provinces where public administration is more efficient. There is evidence that confirms the
impact of trade reforms on firms, with empirical evidence that points towards more productive
firms (Eaton et al., 2011; Fernandes, 2003; Topalova & Khandelwal, 2011; Yang et al., 2019).
According to this evidence, the level of firm performance before the reforms is a significant
factor that determines the level of impact trade reforms will have on the firm. For trade reforms
to succeed competitive conditions must be created by the reforming country. These conditions
can include the reduction of regulatory barriers to entry, meaningful endeavours in attracting
investors into key industries, and extended trade liberalisation (Faulkner et al., 2013; Lee &
Usman, 2018).

Fiscal reforms can be an important instrument in effecting medium to long-run economic
growth, it is also known to enhance firm performance when the necessary tools are applied
(Gupta, 2015). For example, the reduction of taxes, being corporate or income, enhances firm
performance in the economy as a whole. Expenditure categories and management processes
have a direct impact on firm performance in an economy, and to a large extent, this affects
economic growth (Hodzi¢ et al., 2020). Cottarelli and Keen (2012) contend that fiscal reforms
that aim to improve human capital, through education and health improve firm performance.
The economic growth results of fiscal reforms to a large extent depend on matching other
complementary structural reforms and the necessary macroeconomic policies such as prudent

government expenditure.

Structure reforms as indicated yield the targeted stimulus results when combined or matched

together with other complementarities. The approach to and impact of structural reforms

depend on when the reform is being implemented. Reforms taken before a downturn or a

booming economy will give different results, and with different firm characteristics, can also
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give varied results. The results from reforms are quantified by evaluating the reform indicators,
which are also designated as transition indicators (Georgiev et al., 2017). These may include
reforms in the financial sector, tax policy, fiscal transparency, customs reforms, labour market

reforms, and privatisation of public firms.

The sector-specific structural reforms that are commonly used by researchers are financial,
trade, real, and fiscal. For example, South Africa in its search for sustainable economic growth
resorted to a diagnostic analysis of its economic situation, this resulted in the country
emphasising structural reforms in education and skills, institutional development reform,
labour market reform, black economic empowerment, industrial reform, trade, and competition
reform (Faulkner et al., 2013).

3.2.2 Institutional Economic Theory

Following the argument of institutional economics, it can be stated that the institutional
environment under which a firm operates influences its behaviour. North (1987), explains
institutional economic theory as “a set of rules, compliance procedures, and moral and ethical
behavioural norms designed to constrain the behaviour of individuals in the interests of
maximizing the wealth or utility of principals.” The underpinning assumptions behind this
theory include profit maximisation, bounded rationality, complexities of the market, and

institutional void.

3.2.3 Structural reforms and firm performance

The institutional economic theory, according to North (1990), supports structural reforms to
reduce operation costs and decrease restrictions and hindrances on firm activities, enabling
firms to increase their efficiency and become competitive internationally which improves their
general performance. Cuervo-Cazurra and Dau (2009) adopting large firms in Latin America
in their studies argued that due to the different levels of firm competitiveness and the agency
problem, the impact of structural reforms may vary with different firm ownership types, such
as foreign, domestic, and government. According to Osakwe et al. (2018) trade policies such
as significant tariff reduction, and multilateral and bilateral agreements which are motivated
by trade reforms enhance product diversification, thus making firms more efficient and
competitive globally. Similar views are shared by Adegboye (2020) who indicated that trade
policies that enhance the liberalising of international trade are disposed to reducing tariffs,

removing or limiting trade barriers, stabilising exchange rates, and encouraging the flow of
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capital. More importantly, trade reforms lead to a global competitive advantage for the
domestic firm as it gains access to external capital and new skills are learned which culminate
in efficiency (Newfarmer & Sztajerowska, 2012). Though the impact of exchange rate policies
and trade reforms differ across countries in SSA, it is generally agreed that good exchange rate
policy and trade reforms stimulate firm performance in sub-Saharan Africa (Babatunde, 2009).
Another structural reform through which firms can perform better is real sector reforms. One
of the actions governments in developing countries take in governance is to retreat from active
engagement in the entrepreneurial activities of the country. Governments actively relax price
control systems and marketing restrictions, public firm privatisation and reforms, regulatory
environment and private sector reforms, and labour market deregulation (Cuervo-Cazurra &
Dau, 2009; Kouamé & Tapsoba, 2019). These reforms open opportunities for firms to tap into
the available resources and use the institutions to plan thus becoming efficient and competitive
in the global market. Real sector reforms or economic liberalisation allows firms to efficiently
take advantage of the freed resources and optimise operational activities leading to efficiency
and high competitiveness both domestically and internationally. Secondly, as stated by
Kuczynski and Williamson (2003) privatisation of public enterprises, deregulation of the
labour market and industry, and price liberalisation, will enable firms to act freely and take part
in activities that they were not doing previously. Consequently, firms can be involved in
activities that will enhance their international competitiveness through prudent management of
investment resources and labour.

Real sector reforms do not only support firms to be efficient and internationally competitive,
but they are obliged to do so. This is as a result of the fact that structural reforms create
competition, and efficiency is a consequential effect. For example, with privatisation and public
enterprise reforms, private firms can invest in industries and access resources that were
reserved only for state-owned enterprises. This produces a better investment atmosphere
resulting in several new foreign and domestic investors which increases competition. As a
result, incumbent enterprises lose part of their customer base and are forced to look for
international markets to enable them to sell their products (Jin & Hurd, 2018; Leonidou et al.,
2007). The less efficient firms will therefore become less competitive in both the domestic and
international markets.

Fiscal sector reforms that deal with governance issues at the macroeconomic level are seen as
another conduit for firms to improve their performance. Fiscal sector reforms include the

amendment to tax regulation policies, anti-corruption policies, reforms in education, health and
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social wellbeing, fiscal transparency, and others. In Europe, it is argued that there is a strong
relationship between fiscal reforms, trade reforms, and increased firm productivity (Eggertsson
et al., 2014). The Organisation for Economic Co-operation and Development (OECD) survey
concluded that structural reforms succeed when the countries build an analytical environment
in areas such as efficient and transparent government expenditure, employment effect policies,
growth targeted pensions, efficient tax policies, and infrastructure for distribution (Daude,
2016). A policy well designed to include monitoring and evaluation will ensure stability and
efficacy since an unstable reform will discourage both consumers and enterprises. These
policies through improvements in regulations and rules help reduce the costs of doing business
and increase efficiency. Firm-level efficiency is enhanced and sustained if governments
improve policy implementation, monitoring, speeding up of contracts resolution, and
strengthening fiscal transparency.

The financial health of firms which includes liquidity constraints and access to external
financing does seriously hinder the capability of firms in developing economies, including sub-
Saharan Africa, to perform better (Chaney, 2016; Manova, 2013). There is evidence that an
advanced initial financial development leads to a correspondently higher economic
development (Aghion et al., 2005; Beck et al., 2000). Arguably, a better developed financial
sector can encourage an efficient distribution of the much-needed capital for industries and

firms leading to enhanced firm performance (Galindo et al., 2007; Tressel et al., 2009).

3.2.4 Firm performance, structural reform, and ownership type

The impact of structural reforms on firm performance varies across firm type because of agency
problems, and operational costs among other factors. Ownership types can be categorised as
state-owned enterprises, domestic private-owned firms, and foreign-owned (or foreign-owned
subsidiary) firms. Sabin (2017) researching employment relationships and firm performance,
argued that in the People’s Republic of China after the structural reform of 1978 the number
of state-owned enterprises reduced drastically, while domestic private-owned firms and
foreign-owned firms grew gradually and significantly through the twenty years after the
reforms. This argument is supported by Tsui et al. (2002) stating that different types of firms
in China chose types of employment relationships that fit into their organisational cultures and

or management strategies to achieve a competitive advantage over their rivals.
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Cuervo-Cazurra (2018) contended that, in terms of exports, domestic private investors benefit
more from structural reforms followed by foreign-owned firms. Therefore, depending on the
economy, management strategies, and what the studies are about, who benefits from structural
reforms varies. However, it is contended that overall structural reforms enhance firm
performance because the monitoring and evaluation processes that accompany these reforms
help reduce agency costs for the firms (Dau et al., 2020).

Irrespective of the type and level of structural reforms in developing economies, including sub-
Saharan Africa, foreign-owned firms, or firms with foreign investors as majority shareholders
achieve higher levels of performance because of their access to foreign capital and other
resources that are not available in the reforming nation. The transfer of foreign resources is
made easy because of the inherent interest the parent firm has in the investment in SSA. The
existing network between the foreign investor and international financiers heightens the easier
transfer of funds to favourable economic environments. Research has contended that financial
sector reforms are a key contributing factor in increasing the transfer of foreign capital by
foreign-owned firms (Alvarado et al., 2017; Campos & Kinoshita, 2008). Agency cost is also
decreased through the reduction of tariffs, removal of trade barriers, and the benefits of tax
holidays for foreign firms in the SSA sub-region. These changes in the comparative advantage
stimulate foreign firms to plan and take advantage of the lower operational costs in the country.
Structural reforms, therefore, promote stimulating conditions for foreign firms to benefit more
from comparative competitive advantages in developing countries, and because they form part
of bigger networking internationally, this becomes a platform for these foreign firms to

improve their performance both in the host nation and globally.

3.2.5 Firm performance, structural reforms, and State-owned enterprises

Regardless of the nature and intensity of structural reforms in developing countries, state-
owned enterprises have considerable constraints in terms of performance. In SSA most state-
owned enterprises are reformed or divested anytime there is a structural reform programme as
part of real sector reform (Kouamé & Tapsoba, 2019). State-owned enterprises are owned by
the citizens, but the management team is unfortunately appointed by politicians, a system that
tends to alienate the bona fide owners from the firm. As a result, most management decisions
are politically motivated which does not lead to growth but for political benefits such as

employment promotion (Lauesen & Bjerre, 2020; Vickers & Yarrow, 1988). The first-
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generation structural reform of South Korea targeted market performance through trade
liberalisation and openness which included state withdrawal of firm ownership. For example,
an earlier state policy was unsuccessful because it failed to delegate the investment planning
role to the private sector (Dabla-Norris et al., 2016). This reinforces the point that most reforms
in developing economies either privatise or restructure state-owned enterprises.

However, structural reforms can support state-owned enterprises to better their performance in
terms of exports but not at the rate at which foreign firms will do it. It is therefore argued that
structural reforms drive state-owned enterprises to work towards efficiency in that trade
liberalisation and deregulation create competition which pushes firms owned by the state to
enhance their efficiency (Ugorji, 1995). Improvement in fiscal reforms decreases the
seriousness of agency problems that has always accompanied state-owned enterprises, this will
impact the performance of the firm positively. With the reforms in place management of state-
owned firms are given more liberty to operate, which incentivises them to pursue business-
related agenda. This reduces the agency problem making the state-owned enterprises more
vibrant and efficient. However political influence may still limit the performance of these firms
as compared to the foreign-owned enterprises. Albeit structural reforms help state-owned
enterprises to improve their performance though they are subject to conflict of objectives and

hindrances that limit their competitiveness in both domestic and international markets.

3.2.6 Firm performance, structural reforms, and corruption

Corruption which involves the abuse of power by public officers for personal gain contribute
to the high operational costs associated with doing business in the nation. Anti-corruption
policies or legislation, which is part of fiscal reforms, when well implemented and monitored
help curtail operational costs leading to improved firm performance. Fiscal reforms involve the
enforcement and implementation of rule of law in the jurisdiction. Studies have asserted that
the incidence of high bureaucratic obstacles on firms and investors in developing countries and
increasing transactional and operations costs of firms are some of the causes of corruption
(Aidis & Adachi, 2007; Aidis et al., 2008; McMillan & Woodruff, 2002). The ability to enforce
anti-corruption policies reduces the arbitrariness of government officials thus reducing the
incidence of corruption. The uncertainties in planning, financial indiscipline, and bribery are
reduced with proper monitoring, which helps improve firm efficiency. However, the impact of

corruption on economic activities in SSA is highly debatable. According to research bribery
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and corruption are forms of incentives for government officials to work better and faster, and
secondly, it helps private agents to overcome cumbersome laws and regulations (Sequeira &
Djankov, 2014).

There are different opinions and findings on the impact of corruption on firm performance and
economic growth. It is alleged that corruption can either enhance or retard firm performance
through helping-hand theory or grabbing-hand theory respectively (Imran et al., 2019). Pirtea
et al. (2019) claim that there are arguments for both “greasing the wheels” and “sanding the
wheels”. Kato and Sato (2015) indicated that a helping hand or “greasing the wheels” can help
business operations if government policies are weakly monitored and not effective. Supporting
this claim research indicate that investors use corruption for tax reduction and to circumvent
cumbersome regulations (Elheddad, 2018). The corruption perception index in 2018 indicated
that sub-Saharan Africa was highly corrupt (Froehlich et al., 2020) with an average score of
32% yet foreign direct investment for the sub-region was 46 billion US dollars, an increase of
11% from 2017 (unctad, 2019).

However, other arguments are that corruption increases the cost of operations for firms and
therefore it is grabbing-hand or “sanding the wheels” (Hamilton & Hammer, 2018). This
assertion is supported by Dutta and Sobel (2016) who posited that corruption does not improve
entrepreneurship and firm performance, it only hampers business growth. Ofori et al. (2015) in
their studies on corruption and foreign direct investment in Ghana indicated that rational
foreign investors will be scared away from investing in countries with a high level of corruption
and its consequential bureaucratic barriers, high costs of transactions, and the possibility of
capital embezzlement. Similarly, Al-Sadig (2009) opines that because corruption increases
operational costs, it hinders investments both indirectly and directly. Okafor (2015) also argues
that because of factors such as corruption, among others, foreign investors perceive SSA region
as highly risky to invest in. This ultimately is more likely to affect the outcome of structural
reforms. Corruption is viewed as a key indicator for weak national institutions generally, and
this is applicable to sub-Saharan Africa, in that access to finance, application for permits,
licenses, and basic utilities such as telephone, electricity, and water are all hindered because of
corruption (Aterido et al., 2011; B Fowowe, 2017). Bribes paid by these firms could be used
to pay for legitimate expenses and because bribes are illegal the amounts paid are not entered

in the accounts books as such, creating room for internal book-keeping indiscipline.
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3.2.7 Firm performance, structural reform, and inflation

There is abundant literature that suggests that trade liberalisation relates to low levels of
inflation. The argument is that trade liberalisation opens the host country to foreign competition
making it difficult for domestic firms to increase their prices which keeps pressure on inflation.
Secondly, liberal trade policies are often linked with liberal financial market reforms and this
can be a constraint on imported inflation. Barlow (2010) using GMM and panel logit to study
structural reforms and inflation concluded that price reforms, credit allocation reforms, and
trade liberalisation reduce inflation. Trade liberalisation if well implemented and monitored
leads to high levels of competition in the host country resulting in lower price pressures and
consequently lower inflation.

The impact of structural reforms on inflation and how it even influences firm performance is
not definite. Higher levels of inflation, coupled with weak institutions, weak financial
competition, and political influence affect the relationship between financial growth and firm
performance (Chauvet & Jacolin, 2017; Demetriades & Hook Law, 2006; Rousseau &
Wachtel, 2002). Due to how serious policymakers view inflation, in the last ten years many
Eastern European nations have tried out reforms that will tighten monetary policies to be able
to contain pressures that emanate from inflation, unfortunately, the reforms have had less
impact (Dell’ Ariccia et al., 2015).

On the other hand, the situation is different for flexible economies which are in the European
Union, they tend to react immediately to decreasing prices after a negative demand shock.
Structural reforms can target high rates of unemployment, high taxes and tariffs, and the
removal of trade barriers, to increase the national consumption levels. This type of reform will
increase inflation as consumption starts to rise but the problem of the high cost of doing
business can be curtailed by fiscal policies that support firms against the effects of high
inflation (Draghi, 2015). However, countries that are not economically flexible may experience
a high level of unemployment due to low consumption, which in the long run will result in very
low inflation. Similarly, in the aftermath of the debt and oil crisis, central banks in African
countries that used tightening monetary policies to resolve the inflationary pressures ended up
with high-interest rates (Ojede et al., 2013). In both cases, if relevant reforms are not put in
place the level of inflation may lead to higher interest rates, low demand, and high costs of
operation, harming firm performance.

Further, it is contended that inflation and structural reforms are negatively correlated (Bogeti¢

& Smets, 2017; Melo et al., 1996). While such claims are made, it is also argued that it is
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plausible when such studies are done using a cumulative reform index, but it does leave
problematic issues about how structural reforms impact inflation and its significance on firm

performance.

3.2.8 Firm performance, structural reforms, and firm size

The impact of structural reforms on firm performance depends on firm characteristics, such as
firm size, age, export status, sector, and investment level. Using 30 countries across Europe
and Asia, de Almeida and Balasundharam (2018) concluded that firm characteristics influence
the impact of structural reforms. The efficiency of institutions plays a critical role in investment
and firm performance. Different economic policies and strength of institutions are significant
in the resultant economic development (Acemoglu et al., 2005). There is evidence that
improvement in the court system or legal reforms helps increase firm size by the reduction of
eccentric risks faced by entrepreneurs and firms (Laeven & Woodruff, 2007). Hijzen (2016)
posited that smaller firms gain more from trade reforms, which removes market barriers
because they force larger firms to reduce their investments and recruitment so that they can

maintain their existing market share.

3.2.9 Summary

Policymakers in developing countries have resorted to structural reforms to revive their
economies after the meltdown in the early 2000s. To be able to understand the impact of
structural reforms on firm performance in SSA, it is necessary to evaluate existing structural
reforms and how they are applied to firm characteristics in the sub-region. The level of inflation
and GDP growth rate, as macroeconomic factors should also be considered to understand the
current topic. The fact that trade reforms enhance firm performance does not indicate that the
aggregate of or individual sector reforms will give the same results. Institutional economic
theory indicates that structural reforms enable firms to enhance their efficiency and become
competitive due to the consequential reduction in operational costs which improves their
general performance. The impact of structural reform on firm performance varies across firm
types because agency problems, and operational costs among other factors, have different
effects on different types of firms. Ownership types can be categorised as state-owned
enterprises, domestic private-owned firms, and foreign-owned firms. That aside it is argued

that the impact of structural reforms is different for firms depending on the firm characteristics
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such as size, age, level of investment, export status, and sector. The fact that findings are not

conclusive on the impact of corruption on firm performance is interesting.

3.3.0 Datasets

Macroeconomic and microeconomic datasets used in this study are compiled from different
sources. The International Monetary Fund (IMF) Monitoring data of Fund Arrangement
(MONA) is used to compute the five indexes for structural reforms, whereas inflation and GDP
growth are taken from World Development Indicators (WDI). The only microeconomic data

used for firm-level characteristics is the World Bank Enterprise Surveys (WBES) dataset.

As already indicated elsewhere in the literature review it is difficult to quantify the effects of a
typical structural reform in an economy, this limits the generalisation of results on structural
reforms. Structural reforms are identified as a significant tool for the uplifting of potential
economic growth which leads to the removal of impediments to an efficient distribution of
resources and the improvement of institutions and markets with the aim to enhance firm
performance. Structural reforms are also key in addressing market failures that directly or

indirectly influence firm performance in an economy.

3.3.1 Consolidation of datasets

The consolidation of the MONA country-level dataset with the WBES firm-level dataset took
into consideration the successful reforms for the past three years which is in line with the
procedure followed by Kouamé and Tapsoba (2019). An example of how the consolidation
was done is by matching the successful structural reform index of 2011, 2012, and 2013,
against firm-level data of 2014. This strategy reduces potential endogeneity issues that can
arise between firm performance and structural reform indexes. Though the WBES dataset has
39 countries it is only 31 countries that successfully had structural reforms between 2006 and
2018 in sub-Sahara Africa.

Data from World Development Indicators are also matched with the WBES dataset to enable
this study capture inflation and gross domestic product in United States dollars, this is so
captured because of standardisation. Inflation, which is a country-level fixed effect and a
monetary phenomenon, is matched with firm-level data because it affects firm performance

through price levels, productivity, and employment. Finally, the GDP as a macroeconomic
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indicator influences output growth and firm performance and is therefore used as the

denominator to construct the firm performance variable.

3.3.2 The World Bank Enterprise Survey

The firm-level data comes from the World Bank Enterprise Survey (WBES) dataset. The data
sample used in this study covers the years 2006-2018 and consists of over 5 million
observations from 39 SSA countries and 31795 firms. This study focused on countries in sub-
Sahara Africa under the IMF structural reforms programme with at least one WBES survey
between 2006-2018. Kenya and Nigeria are the only countries in the sample that have more
than 2000 firms each, 2439 and 4567 respectively. However, the whole sample has a median
size of 693 firms. The WBES database produces firm-level data from around 125000 firms in
139 countries. The data is used to benchmark the value of the business atmosphere globally
through the creation of more than 100 firm indicators. To compile such firm-level data from
mainly the private sector, surveys are carried in each country every 3 to 4 years. The surveys
spread over a range of business topics such as corruption, human capital development, access
to finance, competition, firm registration, crime, transport network, ownership type, and
industry sector in most countries worldwide. The WBES dataset follows a standardised
regulation in structure and implementation which makes cross-country comparability easy and
contains firm performance information such as sales, firm registration, firm size, investment,
and the number of employees. The presence of such retrospective information assisted in
capturing the dependent variable over the structural reform period in this study. Included in
this analysis are firm characteristics such as access to finance, corruption, size, age, exporter,

ownership, and investment.

3.3.3 International Monetary Fund Monitoring of Fund Arrangements (MONA)

The IMF MONA dataset is used in this research because the dataset covers the conditionalities
the IMF sets for the countries in its programmes. The MONA data includes 94 countries that
have undertaken the IMF structural reform arrangement agenda since 2002. The MONA
database is a piece of complete and comprehensible information on the economic objectives
and outcomes in Fund-supported arrangements. The performance of countries in the
programme is tracked through the MONA database in terms of purchases and reviews,
structural and quantitative conditionalities, and macroeconomic indicators. The MONA
database enhances the IMF’s capacity to readily provide information to countries about their
experiences under the programme and further provide advice for future engagements.
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The MONA database provides information on Fund-supported programmes that are approved
and disbursed by the executive board of the IMF. These Fund-supported programmes are
periodically reviewed to ascertain whether the implementation is within the Fund’s framework,
the progress, and any necessary modifications. The reviews involve both backward- and
forward-looking assessments. Many policy commitments are considered by the Fund and the

domestic country authorities before programmes are approved.

Conditionalities include indicative targets (I1T), structural benchmarks (SB), prior actions (PA),
or quantitative performance criteria (QPC). Prior actions (PA) are procedures that countries
should agree on before the executive board of the IMF approves the financing or evaluation of
the programme. These measures are there to ensure that programmes succeed and in case of
any off tracking, the programme can be reviewed and continued within the IMF framework.
Before the conditions for a review are met QPCs, which are specific and enumerable conditions
would have been met. The QPCs, which are macroeconomic variables are directly under the
control of the country’s authorities and include fiscal balances, international reserves, credit
and monetary aggregates, and external borrowing. Indicative targets (IT) can be established
with QPCs as a quantitative indicator to assess the country's implementation and advancement
of the programme. Therefore, ITs serve to check the uncertainties of the QPCs. Hence, ITs can
be said to be complementary as they serve as a check on the QPCs. Structural benchmarks (SB)
are used to assess how the programme was implemented during a review period. SBs are
procedures that are critical in achieving the programme objectives. They are not fixated but
vary across programmes, they can be measured to enhance the social safety net and strengthen
the member country’s financial management. The standards indexes used in this study for the
structural reforms are the SBs, since SBs met or met with delays under the IMF structural
reform programmes in sub-Sahara African countries can serve as indicators of critical and

major structural reforms.

Following the economic classification used by Kouamé and Tapsoba (2019), the structural
reforms are grouped into four categories as fiscal sector, financial sector, real sector, and trade
sector. The details about the individual sectors have been explained in the literature review and

will be described further under decomposition variables.
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3.3.4 World development indicators

The level of inflation and GDP data are taken from the World Development Indicators
database. The two main macroeconomic indicators that can affect both firm performance and
structural reforms are inflation and GDP growth. The inflation rate determined by the consumer
price index is meant to capture the macroeconomic stability of the country. The GDP is
intended to normalise total asset growth and posit how GDP growth influences firm

performance in the sub-Saharan Africa sub-region.

3.4 Variable description

The two main questions answered are, do structural reforms have impacts on firm performance,
and who benefits from structural reforms. To answer these questions, this essay focuses on the
dependent variable, firm performance, and the independent variables are aggregate index
(structural reforms), inflation and other firm characteristics which can potentially mitigate or

strengthen the impacts of structural reforms.

3.4.1 Firm performance

Firm performance which is analysed as the dependent variable is captured as investment per
Gross Domestic Product in USS$, in this study. There are abundant studies on structural reforms
with many researchers assessing its impact on labour productivity growth, labour productivity
(Sales/GDP per worker), output growth, increase in profitability, firm export, employment
growth, or a combination of two of such variables (Christiansen et al., 2013; de Almeida &
Balasundharam, 2018; Kouamé & Tapsoba, 2019; Ojede et al., 2013). Firm performance, as
the dependent variable, has been captured as investment/log GDP in US$ due to data
constraints. This is in line with the measurement used by Christiansen et al. (2013) and helps
explain the aim of this research. Investment is captured as the log of the current value of total
assets, being land and equipment owned by the firm and this is the same measurement used by
Kouamé and Tapsoba (2019). Since certain years enjoyed zero investment, the values were
scaled before they were logged. Since the level of firm investment is dependent on the
economic growth the dependent variable is captured as such. Due to the limitation of data in
the WBES dataset investment can only be captured using land and equipment as stated above.
GDP in US$ is obtained from the WDI dataset.

Since structural reforms are meant to deal with hindrances to the efficient allocation of

resources in an economy, the purpose of this study is to estimate how structural reforms liberate
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these resources for the firms that operate in sub-Saharan Africa. An increase in firm annual
investment creates opportunities to expand the productivity and profitability of the firm and
further economic growth. In different studies firm performance is measured in different ways
such as using sales growth over two different periods, capital growth, size of employees, and
export volume or size (Delen et al., 2013; Hansen & Wernerfelt, 1989; Taouab & Issor, 2019).

Any of the approaches cannot be seen to be perfect. Firm exports and structural reforms look
at the impact of structural reforms on the ability of firms to export or expand their exports,
while employment and output growth assesses the effect structural reforms have on
employment and output. The method of capturing output also depends on the motive or
problem the researcher wants to solve. In this study, firm performance is measured as
investment/log GDP growth in US$ and this approach considers policy management, firm

management, and marketing efficiency in an economy that boosts firm performance.

3.4.2 Inflation

Inflation, captured at the consumer price index, measures the macroeconomic stability of an
economy, and is used as an independent variable to measure the country-level effects. It
indicates the efficiency of monetary policy, and it can affect growth through its influence on
consumption, investment, and savings decision by firms. Inflation as used in this research is
measured by the consumer price index which helps to assess how the level of inflation in sub-

Saharan Africa influences firm performance even in an era of structural reforms.

3.4.3 Aggregate index

Four specific structural reform indexes were added together and captured as an independent
variable which follows the approach of Kouamé and Tapsoba (2019). The four indexes taken
to represent structural reforms are fiscal, financial, trade, and real sector reforms, the details of
how the indexes are worked out will be explained later. Structural reforms are actions taken by
governments to address market failures, improve market efficiency, and institutions geared
towards removing hindrances to an efficient allocation of resources to encourage and improve
firm performance. The aggregate index just like inflation is country-level effect that has been
examined and used as an independent variable. Therefore, the choice of the aggregate index as

an independent variable is significant for this study.
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3.4.4 Finance access

Access to finance is used as a dummy variable and quantified as to whether firms have access
to loans and lines of credit. In the survey (from the WBES dataset) questions were posed to
managers if their firms had access to loans, and or lines of credit, Yes and No answers were
assigned, 1 and O respectively. This study captures access to finance as the addition of access

to loans and credit lines (Kouamé & Tapsoba, 2019).

3.4.5 Exporter

Firms’ connections to the global markets are captured by the dummy variable Exporter, taking
the value of 1 if the firm receives revenues from export and zero if otherwise. Structural reforms
open economies for domestic firms to have access to opportunities that can enable them to
boost their performance in the global market. Exports are significant keys to firm performance
because it enables them to increase revenue by increasing sales and enhance their

competitiveness via learning from the global market.

3.4.6 Corruption

Corruption is measured as the gifts demanded by officials or gifts paid to them in relation to
the operational activities of the firm. This variable is captured as the addition of expected or
paid informal gifts by the firm towards applications for electricity, water, and telephone. The
level of corruption is captured by the dummy variable with the value of 1 for firms that paid or
were asked to pay a bribe or 0 otherwise. By description, firm performance is influenced by
corruption, and from the WBES dataset corruption can be captured by using the variables stated
above. Structural reforms are meant to improve governance by focusing on reducing the
indiscriminate use of discretion by public officials, hence reducing the possibilities of
corruption. As posited by Shleifer and Vishny (1994), firm performance improves as corruption

is controlled which results in the reduction of transaction costs and other uncertainties.

3.4.7 Firm size

Firm size is measured by the number of full-time employees. The usual classification is as
follows: 5 - 9 employees as small, medium-sized firms with 20 - 99, and above 100 full-time
employees are categorised as a large firm. However, some researchers proxy size by the firm's
total assets (de Almeida & Balasundharam, 2018). Following the classification of Cuervo-
Cazurra and Dau (2009) and Njikam (2017), this study captures firm size at the median of
permanent employees, with large firm size taking the value 1, which is above the median, and
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zero is assigned to small firms. This study uses firm size as a dummy variable because size, as
a firm characteristic, is important in determining the impact of structural reforms on firm
performance. The benefits small and large firms enjoy from structural reforms cannot be
ignored if one must comprehend the impact structural reforms have on the country’s investment

environment and firm performance.

3.4.8 Foreign
This is measured by the percentage share of foreign capital in domestic private firms.

However, it is captured as a fraction in the regression analysis.

3.4.9 Government
This variable is measured by the percentage share the government has in a private domestic
firm. Most of these investments are held by institutional investors that are governmental or

quasi-governmental. It is measured as a fraction in the regression analysis.

3.4.10 Firm age
Firm age is captured at the median age of all firms in the WBES dataset, 0 refers to young

firms, and 1 is equal to matured firms.

3.4.11 Decomposition variables

Additionally, the aggregate index is decomposed into its individual reform indexes as in trade
reforms, financial reforms, fiscal reforms, and real reforms, which is used for the alternative
regression method. From the MONA dataset, the following explanation can be given to the

sector reforms:

Financial sector reforms comprise reforms in the financial sector which include legal,
regulation and supervision of financial institutions, privatisation and restructuring of financial

establishments, other financial sector regulation and supervision, and banking.

Real sector reforms include labour market, state-owned enterprise privatisation and reforms,
price controls and market deregulation, regulatory environment and private sector reform, and

non-financial sector reforms.

Trade reforms involve changes in trade regime and policies which does not include custom

reforms.
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Fiscal reforms include tax reforms, fiscal transparency, pensions and social reforms, debt

management, financial controls, auditing and accounting, and central bank financing to

government (Kouamé & Tapsoba, 2019).

Table 3.1 below reports the descriptive statistics of the variables used in this study. The

reported statistical means from the table indicate that firm performance in SSA has a mean of

0.189. Firm size and access to finance have mean values of 0.499 and 0.335, respectively.

Three variables that reportedly have low mean values are the proportion of government shares

in domestic firms, corruption, and aggregate index, which is the structural reform variable at

0.007, 0.061, and 0.076 respectively. The low observation reported for the aggregate index is

because not all the countries in the dataset had successful structural reforms between 2006-

2018.

Descriptive Statistics

Variables Obs Mean Std. Min Max pl p99  Skew. Kurt.
Dev.
Firm performa 31795 .189 .253 0 1.092 0 .743 .748 1.882
Agg index 11000 .076 919  -1.096 2579  -1.096 2.579 .624 2.798
Inflation 30860 7.165 7.626 -1.8 36.907 -1.566 36.907 2.348 9.141
Corruption 31795 .061 .239 0 1 0 1 3.666  14.437
Finance access 31795 .335 472 0 1 0 1 4 1.49
Exporter 31795 436 496 0 1 0 1 .258 1.067
Fsize 31795 499 5 0 1 0 1 .005 1
Age 31795 .663 473 0 1 0 1 -.689 1.475
Foreign 31177 A2 .302 0 1 0 1 2.33 6.737
Government 31213 .007 .063 0 1 0 25 11.201 146.631

Table 0.1 Descriptive statistics

3.5 Methodology

This study is interested in examining the impact of structural reform on firm performance in

sub-Saharan Africa. Hence, a multilevel mixed method is utilised, in line with the methodology

used by Kouamé and Tapsoba (2019). This study uses firm performance as the dependent
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variable, which is proxied by the investment made by the firms per the country’s GDP at the
local currency level. In similar studies, dependent variables such as total factor productivity

(TFP), labour productivity growth, and labour productivity are frequently used.

3.5.1 Structural reform indexes

The structural reform indexes used in this study are calculated based on the IMF MONA
dataset. The information available in the dataset based on the macroeconomic structural
benchmark involving the trade, financial, fiscal, and real sectors are used in the computation
of the indexes. Measurement is centred on the specific successful reforms in which set goals

have been met or met but with minor delays.

The centred-reduced normalisation method also called the Z-score approach used by Nardo et
al. (2005), Commission (2008), and Kouamé and Tapsoba (2019) have been used to determine
the indexes. This approach involves the computation of composite indexes by the
transformation of the variable X which is characterised by its standard deviation ¢ and the mean
i, to an index. For the purposes of comparison and robustness of this index a Z score is

estimated with the following expression:

o
When X is normally distributed, Z then follows a centred-reduced normal distribution having
a standard deviation equal to one and a zero mean. By this adjustment, the structural reform
variables are all stated in a uniform unit expressed in standard deviation, which can then be

logically matched in terms of its impacts.

A normalised country-level structural reform index is computed for each period and class of

structural reform stated above as follows:

Reformct = W @
The number of successful reforms (met or met with minor delays) which is the IMF's last
review period is represented as N¢, Reform in country c and time t is represented as Reformct.
Both the mean and the standard deviation of the successful reforms for the countries under
review at a given time are assigned Navgt and on¢ respectively. The indexes of the structural
reforms computed are based on the number of sub-Saharan African countries in the IMF

MONA dataset. The results from the above equation are derived from the specific sector
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structural reforms and the index = 0 when the number of reforms matches the average number

of successful reforms.

The aggregate index is then created by averaging the indexes of the different sector structural
reforms namely trade sector, fiscal sector, real sector, and financial sector. The computation of
the aggregate index is done by applying the same weights for the different structural reforms
and the resultant indexes range between -1.096 and 2.579. High scores indicate a higher
concentration of successful structural reforms on average. The selected indexes are focused on
only successful structural reforms that have been implemented within the IMF timeframe or
with a bit of delay and have certainly met the IMF performance benchmarks. The selection
criteria of structural reform indexes are in line with the approach of Kouamé and Tapsoba
(2019) as all other studies do not cover the real sector and the fiscal sector reforms but mainly
focus on financial and trade sector structural reforms (Abiad et al., 2010; Abiad & Mody, 2005;

Arnold et al., 2016). Table 3.2 below presents the structural reform indexes.

The estimation of the impacts of structural reforms on firm performance is difficult because of
the nature of the datasets and possible endogeneity issues. However, the interdependency of
firms operating in the same country cannot be ignored. For example, firms tend to have similar
characteristics if they operate within the same country and these characteristics include factors
such as the macroeconomic environment, institutional framework, and infrastructural network.
However, standard econometric methods often ignore these collective circumstantial
characteristics, which may cause downward-biased standard errors. Therefore, these elements

have been accounted for to avoid a bias in the results.

The challenges linked with the potential endogeneity issues and the structure of the data are
solved by using the multilevel mixed technique. According to Schwerdt and Woessmann
(2020) multivariate regression models are among standard approaches used to cure the problem
of endogeneity by looking out for the variances in results and observing the possibility of other
correlation sources. The multilevel mixed method considers the clustering effects which permit
intercepts that vary across the countries and therefore capture the heterogeneity that occurs at
the country level (Hox et al., 2017). The multilevel mixed model permits the simultaneous
inclusion of country-level variables, industry sector, country, and year fixed effects. The
datasets used in this study, comprise country-level and firm-level data, justifiably multilevel
mixed model suits the nature of the combined data. The projected multilevel mixed model is
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based on a two-level model representing the country level and firm level, highest level, and

lowest level respectively, and is represented by the equation below:
Firm_performanceic; = aoc + pReformse, (-1, +-3) + nXict + YZet + Eict, Eict, N(0, 62) (2)

Where Firm_performance is the performance of the firm i in country c, at year t. Reforms .1,
+-3) IS the reform indexes of 3-year lagged successful reforms in country c, Xic represents the
group of firm separate characteristics that have been described in this study. Z. vector is the
macroeconomic variable inflation and lastly, €i is the firm-level error term. The P is the
coefficient that measures the effects of structural reforms on firm performance. The
anticipation is that structural reforms enhance firm performance in sub-Sahara Africa, it is
therefore likely that structural reform will have a positive sign. The equation for the next level

is stated below.

Oloct= Oloot + Fet, I, N(0,82), 9ce L Eic 3)
the baseline equation can then be deduced from equations (2) and (3) as follows:
Firm_performanceict = toor + PREfOrMS, -1, 3) + 1 Xict + ¥Zet + 9t + Eice (4)

The random part of this model is 3¢ + €ic;, With ¢ representing the country-specific error term
and &ic; the firm-specific error term. The inclusion of the firm, country, and year-fixed effects
is necessary to control for survey differences and conceivably significant variables that may be
omitted. The standard errors are robust in all the regressions. Additionally, the multilevel mixed

method can capture the within and between country impacts of structural reforms.
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Country
ANGOLA
BENIN

BENIN
BURKINA
BURKINA
BURKINA
BURKINA
BURUNDI
BURUNDI
BURUNDI
CAMEROON
CENTRAL AFRIC/
CENTRAL AFRIC/
CHAD

CONGO DEM
CONGO REP
CONGO REP
COTE D'IVOIRE
COTE D'IVOIRE
GABON
GAMBIA
GAMBIA
GHANA
GHANA
GHANA
GUINEA
GUINEA BISSAU
GUINEA BISSAU
KENYA

KENYA

KENYA
LESOTHO
LIBERIA
LIBERIA
MADAGASCAR
MALAWI
MALAWI
MALAWI

MALI

MALI

MALI
MAURITANIA
MAURITANIA
MOZAMBIQUE
MOZAMBIQUE
MOZAMBIQUE
MOZAMBIQUE
NIGER

NIGER

NIGER
NIGERIA
RWANDA
RWANDA
RWANDA
RWANDA
SENEGAL
SENEGAL
SENEGAL
SENEGAL
SIERRA LEONE
SIERRA LEONE
SIERRA LEONE
TANZANIA
TANZANIA
TANZANIA
TANZANIA
TANZANIA
TANZANIA
TOGO
UGANDA
UGANDA
UGANDA
UGANDA
ZAMBIA
ZAMBIA

Table 0.2 Country reforms indexes

Year

2012
2008
2013
2006
2010
2013
2016
2007
2011
2015
2008
2009
2015
2017
2012
2007
2011
2012
2014
2010
2010
2015
2006
2012
2018
2010
2013
2018
2006
2014
2016
2013
2011
2015
2009
2008
2013
2015
2007
2011
2016
2009
2013
2007
2010
2013
2016
2008
2011
2015
2007
2009
2013
2016
2017
2006
2010
2013
2018
2009
2013
2016
2006
2010
2011
2013
2014
2017
2011
2007
2009
2013
2016
2007
2011

Index Trade

-2.

-0.
-1.

-0.
-0.

-1.
-0.

-1.
-1.

-1.
-1.

837

.864

.707

873
o061

.179

864
864

.707

.707
.837

.179

.061

179
864

.091

179
o061

. 707

.061

.864

179
o061

.179

Index_Financial Index_ Fiscal

1.
-1.
-0.
-1.
-1.
-0.
-0.
-0.
-0.
-0.

O.
-0.
-0.
-0.
-0.
-0.
-0.
-0.
-0.
-1.
-0.
-0.

O.
-0.

77

085
377
572
222
218
415
827
450
730
808
674
o014
978
880
145
778
969
587
126
218
602
978
012
391

.793
417
.650
.854
.728
.086
.939
.311
.769
.085
.459
.307
.441
.530
.860
.550
.855
.905
.525
.532
171
. 467
.659
.377
.269
.850
.532
.608
.760
.160
427
222
.540
.311
.793
.202
.546
.491
.259
.691
.269
.232
.086
277
.410
.942
.432
.259
. 463
.696
.730

-0.
O.
O.
1.

-0.
1.

-0.

-0.
2.

-0.
2.

-0.

-0.

-0.
O.

-0.
1.
O.
O.

-0.
O.

-0.
O.
O.
O.

-0.

-0.

-0.

-0.

-1.

-0.

-0.
1.
1.

-0.

-1.

-1.
O.

-0.

-0.
O.

-0.

-0.
1.

-0.
O.

-0.
O.

-1.
1.
O.

-0.
O.
O.

-0.

-0.
2.
1.
O.

-0.

-1.
O.
2.
O.

-1.
O.

-1.

-0.

-0.

-1.

-0.
O.
O.
1.

-0.

837
246
247
o9s8
os6
115
031
836
os7
013
as1
399
990
486
242
543
037
761
317
657
517
263
526
206
882
689
573
104
143
oss
o973
862
504
491
aa2
315
151
884
616
043
000
591
211
364
022
247
612
063
181
808
411
100
922
534
a24
545
a84
139
925
271
103
502
065
961
327
oo6
040
347
043
276
399
127
126
511
072

Index_ Real

2.
O.
-0.
-1.
.169

00000

494
012
163
183

538

.217

101

.o38
.693
.148
.027
.693
.116
.754
.653
.329
.708
.374
.0a1
.0a1
.693
.070
.360
.287
.0a1
.546
.14a4
.870
.966
781
.291
.191
.693
.027
.303
.610
.693
.101
.850
.744
.027
.610
.955
.380
.610
781
.303
.o38
.396
.362
.051
.610
.781
.116
.183
.480
.100
.718
.027
.610
.596
.383
271
.065
.291
.966
.116
.710
.955
.128
.610
.781
.503
.076

Index_Total

1.
-0.
-0.

1.
-0.

O.
-0.
-0.

1.
-0.

2.
-0.
-1.
-0.

O.
-0.

O.
-0.

1.
-0.

O.
-1.

O.

O.

O.
-0.
-0.
-0.
-0.
-0.
-1.
-0.

1.

1.
-0.
-1.
-1.

1.
-0.

O.
-0.
-0.

O.

O.

O.
-0.
-0.
-0.
-1.

1.

O.
-0.

1.

O.
-0.
-0.

2.

O.

O.
-0.
-1.

O.

2.

1.
-1.
-0.
-1.
-0.

O.
-1.
-0.
-0.
-0.

O.

-0

846
o067
125
169
248
708
148
378
393
314
579
401
115
561
227
767
707
o040
a477
894
153
096
640
596
790
605
801
433
367
863
002
722
462
210
a77
073
oe6es
425
637
296
382
686
126
o064
420
172
692
438
373
112
791
097
022
603
446
950
491
629
ooo
439
099
077
123
os8s
511
109
038
285
456
373
249
125
185
531
.116



3.6 Analysis and findings

The results from equations (2), (3), and (4) are reported as per the multilevel mixed method in
Table 3.3. The use of firm performance and the aggregate, vis-a-vis “four sectors” structural
reforms in this type of research are novel. From the literature review, it has been stated that
labour productivity, labour productivity growth, total factor production, and employment
growth, among many, have been used as the dependent variables in similar studies. The
methodology used by Kouamé and Tapsoba (2019) is the same but whereas labour productivity
growth is their dependent variable. This study looked at firm performance captured as
investment weighted to GDP in US$ to depict the relationship between GDP and firm
investment in an economy. This study is of the view that structural reforms affect firms more
than the economy as a whole. The question of whether structural reforms significantly and
positively influence firm performance in sub-Sahara Africa is answered and the result shows
that it is true. A one percent increase in the structural reform index causes firm performance to
increase by 0.007 percentage points indicating strong evidence that structural reforms at the
macro-level influence an increase in firm performance. In this study, the four types of
structural reforms that are aggregated are the financial sector, real sector, fiscal sector, and

trade sector.

Inflation is positive and significant with a coefficient of 0.005 in this study. According to Barro
(2013) the unfavourable impact of inflation on growth may be small, but the influence on
standards of living may be substantial causing demand for higher wages and salaries and low
labour productivity. However, due to increasing market prices during times of inflation large
firms perform better and this accounts for the statistically positive and significant coefficient
value for inflation in this study. This is in line with the findings of Ahmad et al. (2012).
According to existing research, in developing economies, inflation slows down growth only
when the threshold level of inflation rates are outside of 7-11 percent (Khan & Senhadji, 2000;
Tien, 2021). Further explanation is that as inflation rises beyond the threshold level, firms
operations costs rise, consumption decreases, and outputs of the economy reduces. The data
available from 2006 to 2018 has an average range that falls within 7-11 percent, and this
confirms the findings of this study.
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The quadratic form of inflation has been regressed in the Table A1, which is Inflation”2, this
is significant and has a negative sign. This is a formal test that inflation has a nonlinear effect
on firm performance as per (Khan & Senhadji, 2000; Tien, 2021) . The argument is that trade
liberalisation and removal of barriers and tariffs encourage the more efficient foreign firms to
take advantage of the SSA's cheap raw materials and labour. This cost advantage added to their
efficiency renders them more competitive than the domestic firms in both the domestic and
international markets. The relationship between firm size, structural reforms, and firm
performance is positive and statistically significant and this is confirmed by the findings of de
Almeida and Balasundharam (2018).

This study contributed to research by introducing corruption as an explanatory variable. The
estimated coefficient of corruption, structural reforms, and firm performance is positive and
statistically significant. Corruption is statistically significant and positive with a coefficient of
0.093 which can be attributed greatly to the issue of firms circumventing rigid procedures and
benefitting from weak national institutions to the advantage of their operations, for example to
pay lower taxes. This is in line with the findings of Imran et al. (2019) which state that
corruption boosts firm performance. As per the “greasing wheel” and helping-hand theory the
findings of this study indicate that corruption is seen as a helping-hand for firm performance

in sub-Sahara Africa.

Mixed-effects ML regression

Firm_performa Coef. St.Err. t- p- [95%  Interval]  Sig
nce value value Conf

Agg index .009 .003 3.14 .002 .003 014 wxx
Inflation .005 0 10.84 0 .004 006 erex
Corruption .093 011 8.28 0 .071 16 ke
Finance_access .08 .005 14.96 0 .07 091 kX
Exporter -.003 .005 -0.62 536 -.013 .007

Fsize .063 005 11.71 0 .053 074 owrx
Age .013 .005 2.53 .012 .003 .024 ok
Foreign .03 .008 3.59 0 .014 046 ek
Government 105 .047 2.21 027 012 198 Hok

Bk H< 01, ¥ p<.05, * p<.1

Table 0.3 Multilevel Mixed-effects regression
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Dreher and Gassebner (2013) and Arif et al. (2020) agree that in a highly regulated economic
environment corruption accelerates firm performance and this is confirmed by the findings of
this study. However, other studies argue that corruption is a “sanding wheel” and therefore
detrimental to firm growth and economic development (Dutta & Sobel, 2016; Glaeser & Saks,
2006; Treisman, 2000).

Answering the question of who benefits from structural reforms, after controlling for foreign
and government variables, this paper finds the following results conclusive and robust. The
directions and significant levels of the other variables in the regression remain the same as

shown in Table 3.4 below.

1) ) @) (4)
Firm_performance Firm_performance Firm_performance Firm_perforn
Firm_performanc
e
Agg_index 0.00879™ 0.00880™ 0.00840™ 0.00868"
(0.00280) (0.00280) (0.00280) (0.00278
Inflation 0.00518™" 0.00516™" 0.00519™ 0.00477"
(0.000477) (0.000477) (0.000477) (0.00046:
Corruption 0.0935™ 0.0934™ 0.0924™" 0.0938™
(0.0113) (0.0113) (0.0113) (0.0112)
Finance_acces 0.0803" 0.0805™ 0.0809" 0.0802"™
(0.00536) (0.00536) (0.00536) (0.00530
Exporter -0.00321 -0.00318 -0.00277 -0.0023:
(0.00518) (0.00518) (0.00517) (0.00513
Fsize 0.0633™" 0.0642™" 0.0668™" 0.0667"
(0.00541) (0.00540) (0.00529) (0.00524
Age 0.0133" 0.0137™ 0.0129" 0.0132"
(0.00527) (0.00527) (0.00527) (0.00522
Foreign 0.0298™ 0.0296™
(0.00832) (0.00832)
Government 0.105 0.104
(0.0474) (0.0474)
N 10641 10644 10669 10850

Standard errors in parentheses
*p<0.05 " p<0.01, "™ p<0.001

Table 0.4 Robustness control effects
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These variables are controlled so that we can answer the question, who benefits from structural
reforms. The findings report that foreign-controlled private firms are more likely to benefit
significantly from structural reforms than government-controlled domestic private enterprises
and it is in agreement with Cuervo-Cazurra and Dau (2009) and Kouamé and Tapsoba (2019).
This paper argues that because firms bear different characteristics and structural reforms differ,
not all firms benefit equally from reforms. The regression resulted in a positive and statistically
significant coefficient for structural reforms. Foreign-controlled firms enjoy high benefits
because they take advantage of trade deregulation, tax reliefs, and their links with external
partners. The result for government-controlled private firms is positive and significant but at 5
percent.

A decomposition exercise was done in this research to ascertain the impact of the specific sector
structural reforms on firm performance in sub-Saharan Africa. The impact of structural reforms
on firm performance might vary depending on the nature of the reform. Equation (4) is re-
estimated for each specific structural reform. Table 3.5 reports different results, using the
multilevel mixed method, from different individual sector reforms. The coefficients are
reported with stars whereas the standard errors are in parenthesis. In the regression report,
column (1) is the baseline results while columns (2) to (5) represent results from trade sector,
financial sector, fiscal sector, and real sector reforms. The outcomes indicate that except for
real sector reforms which is negative and not significant, all the other reforms have a positive
and statistically significant impact on firm performance at the micro-level. In sub-Sahara
Africa, it is argued that financial sector reforms are key to firm performance, however, this
study finds that trade sector reforms turn out to have the highest coefficient, about 1.5 times
higher than the baseline results. This is because resources become redundant in sectors where
there is a comparative disadvantage (Zahonogo, 2016) and the more efficient firms take
advantage of sectors where they have a comparative advantage. The finding of the paper is in
agreement with Topalova and Khandelwal (2011). They argue that trade reforms that include
input tariff reforms have a greater impact on firm growth. Similarly, Irwin (2019), argues that
though there is empirical evidence that trade reforms improve firm performance, the full impact
depends on the level of the firm’s performance before the reforms started.

It is also important to report that the coefficient of the real sector reforms is negative and
insignificant, which is lower than the baseline (aggregate index). The coefficient of the

financial sector reforms is significant and positive. In their findings, Kouamé and Tapsoba
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(2019) had a positive and significant coefficient for the financial reforms, and this is confirmed
by this study. The wealthy foreign-controlled firms import financial capital and take advantage
of the reforms to the detriment of the local firms. Arguably, financial sector reforms that are
accompanied by financial market reforms tend to have positive results as exchange rates
stabilise and interest rates are reduced (Chaney, 2016; Fiestas & Sinha, 2011). Finally, fiscal
sector reforms have a positive and statistically significant coefficient that is lower than that of
the aggregate index. The findings of this study are robust to many sensitivity analyses that used
a step-by-step regression applying the various variables, controlling foreign and government
variables, and an alternative measurement to assess reforms on firm performance in sub-Sahara
Africa.

@) ) ©) (4) (5)
Aggregate Trade Financial Fiscal Real
Firm_performance
Agg_index 0.00879™ 0.0130" 0.00962" 0.00544" -0.00487
(0.00280) (0.00627) (0.00469) (0.00269) (0.00277)
Inflation 0.00518™" 0.0172™" 0.00477" 0.00512"" 0.00478™"
(0.000477) (0.00224) (0.000472) (0.000482) (0.000472)
Corruptione 0.0935"" 0.0818"" 0.0936™" 0.0932"" 0.0927"
(0.0113) (0.0228) (0.0113) (0.0113) (0.0113)
Finance_access 0.0803™" 0.105™" 0.0814™ 0.0803™ 0.0807"
(0.00536) (0.0110) (0.00538) (0.00537) (0.00536)
Exporter -0.00321 -0.0760™" -0.00351 -0.00305 -0.00209
(0.00518) (0.0131) (0.00521) (0.00519) (0.00518)
Fsize 0.0633™" 0.0541™" 0.0625™" 0.0634™" 0.0628™"
(0.00541) (0.0108) (0.00541) (0.00541) (0.00541)
Age 0.0133" 0.0311* 0.0144™ 0.0138™ 0.0152™
(0.00527) (0.0110) (0.00526) (0.00527) (0.00528)
Foreign 0.0298™" 0.0435" 0.0301™" 0.0298™" 0.0294™
(0.00832) (0.0181) (0.00833) (0.00833) (0.00832)
Government 0.105" -0.0344 0.104" 0.105" 0.105"
(0.0474) (0.107) (0.0474) (0.0474) (0.0474)
N 10641 2304 10641 10641 10641

Standard errors in parentheses
*p<0.05 " p<0.01, ™ p<0.001

Table 0.5 Decomposition effects
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3.7 Conclusions and Implications

This study aimed to evaluate the impact of structural reforms on firm performance in sub-
Sahara Africa using both country-level and firm-level datasets with over 5 million observations
from 39 sub-Sahara African countries and 31795 firms. This is the first time such a topic has
been researched in sub-Sahara Africa as per the existing literature review. The findings indicate
that structural reforms influence firm performance, and their impact is felt more at the firm
level than the country level. There is evidence to prove that the IMF structural reforms are very
important in SSA, but less is said about their impact on firm performance. Using evidence from
the WBES dataset, IMF MONA dataset, and the WDI dataset this research agrees with existing
findings that structural reforms enhance productivity and growth, and further states
categorically that structural reforms in SSA promote firm performance. The impact of
structural reforms cannot be generalised at the macroeconomic level as it varies both within
and across countries. Ostry et al. (2018) posited that the processes and impact of structural
reforms in Latin America and some developing economies are still under discussion because it
is difficult to generally quantify its effects both across countries and in specific sectors. A
similar difficulty arises at the microeconomic level. The impacts of structural reforms on firm
performance depend on firm characteristics such as firm size, ownership, firm age, annual
sales, access to finance, and exporting status. These findings further indicate the significance

of pursuing structural reforms in countries based on firm characteristics to boost their impacts.

Another interesting finding is that amid successful structural reforms, it is imperative to state
that 1 find corruption and firm performance are positively related under structural reforms.
There is a general agreement among policymakers and researchers in the literature that the
impact of corruption on firm performance is both a helping hand and a grabbing hand. In the
final analysis corruption, as per this study is a helping hand and therefore enhances firm
performance in SSA.

This study contributes to the research on structural reforms by stating which types of firm
ownership benefit from it. This finding is important because it contradicts earlier findings
which stated that government-controlled enterprises benefited more from structural reforms
than others (Appiah-Kubi, 2001). There is strong evidence that foreign-controlled private firms

benefit more from structural reforms, they, therefore, perform better than government-
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controlled enterprises. This study confirmed that the foreign-controlled firms take advantage
of fiscal sector, trade sector, and real sector reforms to access the SSA economies due to their
financial and efficiency capacity. As earlier explained statistically inflation is significantly and
positively related to firm performance in SSA.

Findings indicate that structural reforms have a positive and significant impact on firm
performance in SSA. After following the institutional economics theory framework, which
indicates that firm behaviour is influenced by the institutional atmosphere under which they
operate, this study can conclude that successful structural reforms enhance better firm

performance.

This study has implications for politicians, researchers, entrepreneurs, and managers in sub-
Sahara Africa. These findings by this study have significant implications for structural reforms
and firm performance. It posits that firm performance is enhanced more than economic growth
under successful structural reforms. Politicians when contemplating structural reforms should
not think only about economic growth but they should rather consider the impact structural
reforms will have on firm performance as well. Entrepreneurs if they follow the findings of
this study stand to benefit from structural reforms through the understanding of better and
liberal institutional policies. As mentioned, trade reforms tend to release resources that were

not available to private firms, entrepreneurs will have to explore these resources to their benefit.

Additionally, this research has implications for managers. This presents an important challenge
for managers to expand their prospects and knowledge about the macroeconomic policies that
impact private businesses. The findings allow managers to understand the advantages of
structural reforms and how they can benefit by efficiently responding to the opportunities
offered by the reforms. Managers may consider engaging government officials with more

integrated reforms to help boost their firm’s performance.

Generally, this study emphasises how structural reforms tend to boost the economic
development of a country to further enhance firm performance. It has also been posited that the
impact of structural reforms varies with the type of firm. Therefore, future studies and policy
discussions need to consider the differences when assessing the benefits. The results of the
Trade sector reforms are still open for further studies by academicians and policymakers.
Further investigations into the findings for inflation and corruption are open for future studies.

The extent of this study is limited to structural reforms and firm performance at the cross-
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country level. This study does not analyse the impact of structural reforms and firm

performance at a specific country and firm level.
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Chapter 4: Determinants of Access to finance across countries in sub-
Saharan Africa

4.1 Introduction

4.1.1 Background

The importance of the determinants of access to external finance has been well researched in
the literature and financing obstacles have become a well-noted terminology, indicating the
inadequacies of access to finance faced by firms (IFC, 2010; Mohammed & Bunyaminu, 2021;
Otman, 2021). The valuation and determination of access to finance by firms have become
topical and therefore an understanding of the factors that shape access to external finance is
important to help determine policies that can address this issue. Adequate or inadequate finance
for firms has implications for economic development, firm performance, regulatory quality,
and financial systems development. Studies on access to finance have focused on firm growth,
productivity, performance, and determinants, but only a few have attempted to examine the
impact of regulatory quality on access to finance. This paper examines the determinants of
access to finance in sub-Sahara Africa.

The determinants of access to finance differ significantly from firm characteristics and country-
level institutional frameworks. Key arguments in the literature include access to credit and
loans, obstacles to finance, crime and corruption, the application process, banking regulations,
industry sector regulations, firm size, legal systems, labour laws, national digital infrastructure,
and ownership type. Easy access to external financing is a challenge for firms in developing
countries which impedes their growth. In sub-Sahara Africa access to finance is counted as the
most significant obstacle to a firm’s investment growth and performance (Wang, 2016).
Hindrances such as those emanating from both commercial banks and non-banking financial
institutions, institutional challenges, and sub-regional influences affect the performance of
firms in sub-Sahara Africa. Factors such as excessive regulations, high taxation, inadequate
supply of skilled labour, technology, market conditions and size, and high information costs
have been cited as some of the main causes that impede firm performance in developing
countries (Nugent, 1996; Sleuwaegen & Goedhuys, 2002; Turkson et al., 2020). In SSA, the
underdevelopment of external financing such as venture capital, crowdfunding, angel
investors, and equity financing lead firms to resort to all forms of financing including the use
of working capital, family loans, etc. Many researchers (Carbonara et al., 2016; Larrain &
Stumpner, 2017) argue that if financial resources are allocated to more productive firms, their

contributions will most likely increase firm-level growth. According to research access to
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finance is important because it helps firm’s operational growth, innovation, and employee
development, among others (Li, 2019; Mertzanis, 2017).

One cannot lose sight of the importance of the macroeconomic environment within which firms
operate. According to research, macroeconomic stability is important for firm performance and
sustainable growth (Bleaney, 1996; Chang et al., 2019). Empirical evidence suggests that
macroeconomic instability, which is an obstacle to access to finance is usually accompanied
by high fluctuating exchange rates, high inflation rates, and high-interest rates which results in
short-term loans and financial instability (Lussuamo & Serrasqueiro, 2020; Manzoor et al.,
2021). Regulatory quality, which is an institutional factor, has been included in this paper to
enhance the understanding of the effects that national institutions have on access to finance.
This study, therefore, has the objective of evaluating and making an impact on access to finance
using both country-level and firm-level variables while examining two different datasets
between 2006 to 2018. These datasets cover 39 sub-Saharan African countries. This study used
the WBES dataset which has 39 countries from sub-Sahara Africa with 31795 firms covering
13 years between 2006 to 2018. Secondly, The World Governance Indicators dataset captures
the regulatory quality of the countries in this study.

4.1.2 Research Questions

The questions this essay will answer are i) does regulatory quality influence access to finance
from external sources ii) does quality management certification impact firm access to finance
and, iii) what is the relationship between firm performance and access to finance? These
questions will be answered by using The World Bank Enterprise survey (WBES) and World
Governance Indicators (WGI) datasets, which have been described in detail in section three.
The method used in answering the research questions is the ordered logit, following the
methodology used by Quartey et al. (2017). Additionally, available literature suggests that
capital structure is a predictor in the decision of whether to access external finance, based on
this and the available data the pecking order theory has been adopted by this paper.

4.1.3 Relevance and Contribution
This study aims to contribute to the literature on determinants of access to finance by the

inclusion of national institutional indicator, regulatory quality, and how it impacts firm
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performance in sub-Sahara Africa using a secondary research approach. The inclusion of
quality management standards certification in this paper is to ascertain its relevance in
accessing external finance by firms in sub-Saharan African. This research explores what factors
determine the availability or not of external financing for firms in sub-Sahara Africa. The
findings will contribute to a clear path of access to finance, regulatory quality, and firm
performance using the pecking order theory. This essay will contribute to the literature on how
regulatory quality and quality management certification influence access to finance by firms in
sub-Sahara Africa.

The remainder of this study is as follows. Section two is the literature review. The variable
description is in section three, with section four drawing on data description relative to the
firm- and country-level. Section five deals with the findings and analysis of how access to
external finance plays a role in the performance of firms in SSA. Finally, the conclusions and
implications are drawn in section six of this study.

The foundation for this study has been set in this section. The research background, questions,
a brief introduction to the methodology, and the datasets have been introduced in this section

of the study.

4.2 Literature review

4.2.1 Background

This section deals with the review of the literature with regards to access to finance and its
impact on firms in SSA. The debate on the connection between access to finance, and firm
productivity, beginning with the thoughtful work of Gatti and Love (2008), findings espoused
that access to finance influences productivity positively. Having used access to an overdraft
facility and a line of credit as an alternative approach to access credit, they also used other
variables which included firm characteristics such as firm age, size, export orientation, and
foreign ownership. Ayyagari et al. (2018) explained that many of the problems facing firms in
developing economies such as agency problems and antagonistic selection by financial houses
are common issues faced by firms in developed countries too, but the issues are more severe in
the developing countries to the extent that it impacts on firm growth. Similarly, Iwara and
Netshandama (2021) posited that two main factors impede access to finance for firms in sub-
Saharan Africa. First, the provision of external financing to firms in Africa is considered high

risk by financial institutions. Most African countries have no digital identification system for
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citizens and firms, which make it difficult to locate clients in case of default and there is no
proper credit scoring system. Secondly, small firms are considered high risk in the provision
of financing than large firms: most of the firms in SSA are small. Additionally, inflation rates
are high in SSA which leads to higher interest rates. In some cases, the difference between the
Central bank’s monetary policy rate and that of the commercial banks is very high. In Ghana,
the 2020 monetary policy rate was 14.50% in December, but commercial banks were charging
as high as 21.10%. Arguably, lenders want security for their services, which means that lending
to high-risk borrowers comes with the resultant high-interest rates. These constraints to access
to finance exert a negative impact on firm performance. Babajide Fowowe (2017) in his study
of 10,888 firms within 30 African economies posited that obstacles to access to finance
significantly and negatively affect firm growth.

Due to the heterogeneity of firms in sub-Sahara Africa, it is difficult to establish the main
causes of the ease or otherwise of access to financing. Quartey et al. (2017) in their research,
concluded that most issues such as the experience of the general manager of the firm, strength
of the legal system, firm size, ownership type, and firm’s export activities, are among the
determinants that influence access to finance. Other factors that influence access to finance
include regulation, corruption, crimes, and infrastructure, which are all institutional indicators.
Bah and Fang (2015) made a comparison of the business environment between sub-Sahara
Africa and The Organisation for Economic Co-operation and Development (OECD), and the
results were that in Africa, more than in the OECD, firms are highly constrained. Due to weaker
institutions such as regulations, inadequate or absence of infrastructure, and corruption, among
others, SSA firms operate in an unfavourable environment than their counterparts in the OECD
and Europe. It is generally accepted that access to finance plays an important role in innovation,
performance, and growth.

However, financial economists have disagreements on the impact of different systems of
financial models, such as informal versus formal and bank versus market-based, on the
economic development of a country (Ayyagari et al., 2018). Access to finance does not depend
on the financial system operational in a country alone but it is also dependent on the quality
and level of monitoring of country-level institutions. There have been existing studies that
merged macroeconomic indicators and firm-level datasets for a cross-section of economies to
evaluate the nexus between financial development and firm performance (Ayyagari et al.,
2017; Beck et al., 2006; Demirguc-Kunt et al., 2006). Ombati and Ojah (2016) asserted that
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national institutional factors and firm-specific characteristics are important in accessing

financing in Africa.

4.2.2 Overview of Access to finance across Europe

It is clearly stated in Figure 1.1 that Europe has a stronger regulatory quality than SSA sub-
region. Access to finance for firms is not a major obstacle for firms in the European economies
as it is in the developing world, it is ranked as either the first or the second-biggest constraint
in Central Asia, North Africa, and sub-Sahara Africa (Babajide Fowowe, 2017). Klapper et al.
(2006) identified that across Europe is it easier for firms to access external financing, further
access to finance is positively responsible for several start-up firms. Though they agree that the
regulatory quality is high in Europe, firm registration is sometimes costly which impedes firm
growth. Access to finance is very high among European economies whereas SSA is far behind
in expanding access to external financing for firms (Peachey & Roe, 2004; Quartey et al.,
2017). Empirical evidence suggests that the continuous financial integration in the European
Union (EU) creates a significant impact on easy access to external finance. In a financially
fully integrated zone, there is a limited restriction on the movement of capital from one
geographical region to another, making it easier for firms in the eurozone to access external
financing (Antonaki, 2019; Dourado, 2017). The EU recognises the importance of the financial
sector and hence the efforts to build a sustainable financial system that can support economic
growth. According to Andries et al. (2018), the concentration of banking markets is categorised
by high levels of credit ratio and their analysis further indicated that small firms are more prone
to credit rationing than larger firms. Vanacker et al. (2017) concluded in their studies across 26
European countries that slack financial resources in the EU enhance firm performance,
however the larger the slack financial resources, the lower the performance of the firm. They
posited further that in the EU countries where credit rights are found to be weak abundant
financial resources have a positive impact on firm performance. Ullah (2020a) suggested that
corruption in the legal system has a negative impact on bank lending, thus hypothesising that
corruption does not contextually encourage firm growth and negatively affects the industry
sector. Overall, the stronger regulatory quality in the European Union supports easy access to
finance than the SSA.
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4.2.3 Pecking order theory

The key prediction of the pecking order theory is that because firms do not have an optimal
capital structure, they instead select a pecking order as a preference for financing. Modigliani
and Miller (1959) defined capital structure as a mixture between debt and equity which is used
by firms to finance their business operations. Jensen and Meckling (1976) investigated the
agency cost theory and pointed to the possible conflict of interest that arises, on the one hand
between shareholders and management, and on the other between shareholders and debtors.
These opinions culminated in the development and growth of other capital structure theories
such as static trade off, market timing, and pecking order theory.

It must be stated that after its initial development, researchers over time have investigated to
either refute or validate these theories viewing them from the relationships between firm
performance and capital structure, in both developed and developing countries globally. These
researchers (Mursalim & Kusuma, 2017; Nassar, 2016; Nenu et al., 2018; Schulz, 2017) ended
up with mixed findings leaving the debate on the relationship between firm performance and
capital structure inconclusive.

The pecking order theory as introduced by Myers and Majluf (1984), explicates that optimum
capital structure does not exist and that the use of internal resources as the main source of
financing and promoting the operational activities of the firm, is the preference of managers.
The theory accepts firm age as an important factor in determining a strategic plan for accessing
external finance. Pecking order theory predicts that principally optimal capital structure will
not be the target of firms, however, they will follow a pecking order of choices that places
funds generated internally at the top of their financing order followed by external debt issues
(Edim et al., 2014; Quartey et al., 2017). This theory is founded on the cost derivative of
asymmetric information, and costs are incremental with asymmetric information. Therefore,
firms consider the cost of issuing new securities and retained earnings and the latter is preferred,
however, if retained earnings are not enough to finance the investments then firms seek external
financing through credits and by issuing new equity. The claim of this theory is the preference
of managers to finance firm operations through internal funding before resorting to external

equity and debt financing.
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4.2.4 Access to finance and regulatory quality

The regulatory quality index explains the perception of governments to frame and execute
policies and guidelines that permit and encourage the growth of the private sector in the
economy. Financial economic literature assesses the environment in which firms operate using
regulatory quality, among others. Institutional development is a condensed variable that
includes political stability, anti-corruption policies, regulatory quality, rule of law, voice and
accountability, and effectiveness of governance (Kraay et al., 1999). Institutional quality is
important for large firms that are not financially constraint, however, research has not
concluded whether a better institutional quality enhances or discourages firm performance
(Herckenrath, 2021; Mahendra et al., 2015). Countries' regulatory quality is evaluated using
factors such as ease of starting and closing business, and government intervention in the
economy, especially concerning market failure. Others include labour market policies such as
employment law, price, and wage controls. The regulatory quality of a country is further
examined by viewing the efficiency and complexity of its tax system, and to what extent the
tax system is pro-investment. Countries are scored according to the strength of their
institutions. The indices of regulatory quality range from -2.5 to 2.5, higher values indicate
stronger institutions and lower values represent weaker institutions (Kaufmann et al., 2010).
Alam et al. (2019) suggested that strong regulatory quality helps firms enter new markets and
also enhances their growth. They further stated that strong regulatory quality opens investment
opportunities for a country. Additionally, the strength of the legal and banking systems is
important if the investment environment will boost firm performance. The quality of
institutions and efficiency of governance contribute positively toward access to finance, firm
innovation, and firm performance (Mahendra et al., 2015). Comparatively, regulatory quality
is stronger in Chile and parts of South America than in Africa (Alam et al., 2019).

4.2.5 Access to finance constraint

Obstacles to access to finance in sub-Sahara Africa have been well researched. According to
literature, access to finance constraints limits firm growth, firm investment, and economic
development (Hussain et al., 2018; Mertzanis, 2017). Wang (2016) and Sibanda et al. (2018)
concluded in their studies that identified obstacles to Small and Medium enterprises that access
to finance is a major obstacle to firm growth in developing economies. Studies have shown that

larger, foreign-owned, and older firms report minimal financing obstacles. The argument about
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financing obstacles is based on the assumption that internal financing is more desirable than
external financing because of information asymmetry, agency problem, and the high cost of
external financing (Brixiova et al., 2020). Coluzzi et al. (2015) indicated in their studies that
firm characteristics such as size, age, industry sector, and sales are impacted by financing
obstacles. Ayyagari et al. (2016) further confirmed that age and size are useful priori
classifications of finance constraints. Finance constraints appear to have an impact on firm
performance as posited by Coluzzi et al. (2015) in their research on financing obstacles in the

Euro area.

4.2.6 Access to finance and firm performance

Access to finance has been a major challenge for firm growth and performance and smaller
firms are found to face this challenge more than the bigger firms. The adequacy or inadequacy
of finance for firms has implications for economic development, firm performance, and
financial systems development. To investigate this, researchers use access to finance constraint,
the level of working capital used to finance operations, the volume of exports, and firms denied
credit, as their dependent variables (Babajide Fowowe, 2017; Levenson & Willard, 2000;
Manova, 2013; Quartey et al., 2017). Babajide Fowowe (2017) found that firms that have easy
access to finance grow faster than the others. A good quality operating financial system eases
the external financing constraints faced by firms which hinder both firm and industry
performance, and the economic growth of a nation. Therefore, it should be noted that access to
finance is one of the most important tools that can enhance firm growth and performance.
Results from various studies support the fact that access to external financing is significant for
firm performance in Africa. This point is supported by academics who asserted that in areas of
easy access to finance the consequential increase in productivity results in increased firm
performance and economic growth (Morris, 2018; Odeleye & Olusoji, 2020). Interestingly,
financial markets are weakly developed in Africa, but it has been argued that firms that
participate in financial markets perform better. According to the findings by Babajide Fowowe
(2017), it is indicative that there is a significant and positive relationship between firm growth
and access to finance. Additionally, Krishnan et al. (2015) in their evaluation of how an
improvement in access to banking finance affects firm productivity in the United States of

America postulated that, for financially constrained firms, an increase in access to finance leads
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to an improved level of productivity. While there exists widespread empirical evidence on the
connection between access to finance and economic performance, the relationship between
access to external finance and firm performance is less evident. According to Ayyagari et al.
(2016) when firms gain access to finance and decide to engage more in capital investment than
increasing labour then there will be less labour growth. Brixiova et al. (2020), using an impact-
evaluation-based approach from 42 African economies and using employment level as firm
performance, found that better-performing firms have better access to finance and vice versa.
However, firms that want to expand are faced with difficulty in accessing financing, this is
more prevalent in developing countries than in developed economies, because of the risk-
coping plans put in place by lenders in developed countries. The existence, monitoring, and
evaluation of better governmental policies and regulations coupled with easy access to finance
support increased firm investment, production expansion, and increase firm performance. The
challenge therefore to governments is that to enable firms to achieve a certain level of

performance, concrete efforts should be undertaken to boost access to finance.

4.2.7 Access to finance and industry sector performance

An evaluation of access to finance should not leave out the industry sector where firms operate.
For example in Vietnam, the manufacturing sector contributed about 25% of the GDP growth
in 2009 alone (Giang et al., 2019). It is argued that access to long-term loans is either non-
existent or difficult for firms in Africa, without which firm productivity, growth, and
performance are negatively affected. Manufacturing firms are mostly affected by the absence
of long-term credit facilities because the processes of manufacturing demand long-term
financing to boost growth. In their study, using Italian manufacturing firms' samples, Galasso
et al. (2018) argued that lack of access to finance in the manufacturing sector negatively
impacts firm productivity and performance. The lack or absence of infrastructure, internet,
regulatory governance, and finance accessibility negatively affects the productivity, growth,
and performance of the manufacturing sector. Giang et al. (2018) measuring investment climate
and productivity in the manufacturing sector of Vietnam concluded that a bad investment
climate does not improve firm performance. In their research, Efobi et al. (2016) found that the
impact of access to finance was not uniform for all sectors and even in the manufacturing sector
performance increased only for certain firms in Nigeria. Similarly, it can be argued that the fact

that a few manufacturing firms obtain loans does not mean that they do not have access to
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finance. To help understand access to finance and manufacturing in Africa, the question to be
asked is do manufacturing firms apply for credits, and do they have easier access? Researchers
investigated this question and concluded that manufacturing is a stronger determinant of access
to finance than the other sectors, however, less than half of firms in manufacturing had a
demand for external financing and of those who applied only 25 percent were granted the loans
(Bigsten et al., 2003; Brixiova et al., 2020).

Another concern is the lending pattern of banks in Africa. Lenders tend to focus on firms in the
extractive industry, other than those in the manufacturing due to their ability to provide
collateral and the required security (Aigheyisi, 2018). It is believed that a good financial system
will endeavour to provide financing or access to finance to all the sectors of the economy to
enhance firm performance and the expansion of the economy. In Africa, it is contended that
access to external finance is challenging, it is also concentrated in a few sectors of the economy,
while other sectors are neglected. This has led to better performance of those sectors leaving
the neglected sectors under-developed.

It is suggested that the services sector in developing countries is more likely to be part of the
informal economy partly due to their smallness in size. According to Brixiova et al. (2020),
small manufacturing firms have relatively easy access to finance than their counterparts in the

service sector because of the higher levels of employment they tend to create.

4.2.8 Access to finance and Quality Management Systems certification

There are diverse types of international standard certifications set by the International Standard
Organisation (ISO), among them is the Quality Management Systems certification. This
certification is the most highly patronised among all the standards. The acquisition of the
quality management certification by a firm is an indication that the management systems and
production processes are up to internationally accepted standards. According to Goedhuys and
Mohnen (2017) firms commit to international standards by acquiring ISO certifications which
they commit to adhere to. The ISO certificates will only be issued to firms if they are registered
or formalised in the domestic country and meet any of the following criteria i) compliant with
their national laws, ii) established relations that meet customer requirements, and, iii) internal
competence gains (Cai & Jun, 2018).

In a study, Ullah (2020b) indicated that certified firms get better access to finance than

uncertified firms in the same category. Certified firms attract the attention of creditors and
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investors, through the acquisition of international accreditation, making it easier to access
external finance. Similarly, Minard (2016), using Chinese small and medium-sized enterprises,
posited that quality management certification reduces information asymmetry, exposes a firm’s
unobserved quality, and thereby improves the firm's access to external finance. Incorporating
access to finance in innovation, Fombang and Adjasi (2018) concluded that there is a
significant and positive relationship between access to finance and quality management
certification. It is further argued that smaller firms and firms in developing countries with the
least developed financial services benefit more from international certification by gaining
enhanced access to finance (Minard, 2016; Ullah, 2020b).

Due to the high cost of acquiring international certification, low-quality and financially
struggling firms find it difficult to obtain these quality licenses (Ullah, 2020b). The measures
involved in acquiring management certification require that firms verify and document
management procedures, production processes, and production levels (Kaplinsky, 2010). In
developing economies smaller and struggling firms will need to engage the services of an
external consultant, which comes with additional cost. This makes it more expensive for firms

with low-level management procedures to acquire the much-needed certification.

4.2.9 Access to finance and firm size

While firms in sub-Sahara Africa complain about access to finance, the size of the firm also
matters. Ibhagui and Olokoyo (2018) indicated that firm size defines firm performance with
smaller firms performing less efficiently than the larger ones. Large firms are less constrained
in access to external financing than small firms, this is partly due to the presence of external
partners and their country of origin. In both developing and developed countries, small firms
are known to have difficulty in accessing external financing for their operations and expansion.
Small firms that demand small loan facilities face the challenge of the payment of the fixed
transactional costs charged by financial institutions (Ayyagari et al., 2012, 2018; Quartey et
al., 2017). On the supply side, because small firms are seen as high risks, high-risk premiums
are charged by the lender on the small firms since they seldom provide the required collateral.
These among others have made smaller firms finance their operations with a smaller share from
external financing sources (Beck et al., 2008; Quartey et al., 2017). Large firms in developing
nations are capable to raise external financing through debt markets and the issuance of equity.

Using evidence from Pakistan, Ahmad et al. (2020) claimed that since lenders focus more on
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large firms, small firms are bound to suffer. Large firms can increase their working capital
through the issuance of equity at relatively cheap rates, which small firms find hard to do (Singh
& Weisse, 1998). Therefore, any improvement in the financial sector is more beneficial to the
small firms and creates an enabling environment for better performance. Between 2006-2012,
the World Bank’s obligations and expenditure for the support of small firms represented 7
percent of its total portfolio (Adlung & Soprana, 2017). Similarly, about US$20 billion was
committed to small firms financing in 2011 by investors and public donors (Siegesmund &
Glisovic, 2011). Relevant interventions and policies have been directed towards the financing
of small firms to enable them to grow and perform better. For example, the Ghana Enterprise
Agency has in conjunction with The World Bank established a special financing scheme for
small and medium-scale enterprises. The Ghana Enterprise Agency is executing a COVID-19
response grant programme, which is funded by the World Bank to enhance the growth of small
private investments in the country (Ghana Enterprises Agency). Kersten et al. (2017) using
rigorous methods commonly applied in studying microfinance found that there is a positive
and significant relationship between small firm financing and firm performance, as well as firm
growth. Guiso et al. (2004) further explain that since financial reforms increase the prospects
of small start-ups, boost competition, and enhance growth, it is not favourable for large firms.
Alternatively, an increase in the size of the firm is found to be positive increasing the firm's

probability of accessing external sources of finance (Quartey et al., 2017).

4.2.10 Access to finance and exports

The export sector exposes firms to the international market and its associated learning by
exporting which improves firm performance. Access to finance seemingly is not a major
problem for firms that have some exporting experience than new entrants (Cooper & Nyborg,
1998). Popov (2018) contented that the deliberate allocation of credits to the export sectors of
an economy can expand the export products and render an improvement in the sector and
individual firm performance. Focusing on export financing in Ghana, Adarkwah et al. (2019)
found that the high-interest rates and lenders' preference for granting short-term loans rather
than medium-term and long-term facilities makes it difficult for exporting firms in Ghana to
access finance. Financial institutions prefer lending to business activities that have short
gestation periods for them to recuperate their money quickly, this is partly due to the high

incidence of non-performing loans in sub-Sahara Africa. However, the small amount of credit
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that is available to exporters is not evenly distributed. Some export sectors find it easy to access
finance than others. The concentration of exports from a few sectors is a result of the skewness
of access to finance in Africa. The widening and deepening of financial markets can purge the
concentration of exports and create an increase in exports. When access to cheap finance is
open to more exporting firms (widening of the financial markets) and easy access to cheap
financing is promoted (deepening of the financial market) as postulated by Chaney (2016), then
firms can surmount the financial barriers related to exporting and do well on the international
market. Okafor et al. (2020) analysed the impact of bank finance on export performance during
financial crunches, their findings suggested that easy access to finance led to increased export
sales and firm performance. The non-availability of finance also affects the performance of
exporting firms. To promote the performance of exporting firms in China, the City Commercial
Banks have been established across China and the consequence is the enhanced performance
of the sector firms (Chen et al., 2020).

However, exporters do not depend on external borrowing or the use of internal financing alone
to make operational decisions. They evaluate the movement of exchange rates in the domestic
country. Exchange rate shocks directly affect the liquidity of exporting firms. Chaney (2016)
argues that a depreciation in the domestic currency may affect exports or exporters and cause
them to either raise or reduce sales to meet the targeted returns or exit the export sector.
Empirical evidence suggests that smaller exporting firms are less active in managing their
foreign exposure than the larger firms thus making them more vulnerable to the risks associated

with foreign exchange rate fluctuations (Cooper & Nyborg, 1998).

4.2.11 Access to finance and ownership types

Ownership types include foreign private-owned, domestic private-owned, or government-
owned (state-owned), and they all have a strong correlation with firm performance (Babajide
Fowowe, 2017; Tran et al., 2021). Studies have shown that there are varied financing
arrangements across different types of firms. Irrespective of ownership type, firms somehow
face challenges in accessing finance. Government-owned firms are more likely to enjoy easy
access to finance more than the others because of the availability of the government budgetary
support they receive and the favouritism they benefit from state-owned financial institutions in
the domestic country. Similarly, the findings of Mertzanis (2017) is consistent with previous

results indicating that ownership type has a significant impact on access to finance but domestic
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and foreign ownership types are strong predictors of access to finance in developing countries.
The relationship between access to finance and foreign ownership is strong. Foreign-owned
firms arguably have easier access to international and or external financing due to their
international networking relationships. Foreign-owned firms’ easy access to finance is not
facilitated only by their external networking but also due to their adoption of international
quality standards which reduces the risk of bankruptcy. It is asserted that foreign-owned firms
in Latin America enjoyed lesser restrictions when accessing external financing (Chu, 2021,
Galindo & Schiantarelli, 2002). It is also contended that foreign-owned firms in sub-Sahara
Africa are less constrained than domestic-owned firms (Babajide Fowowe, 2017; Harrison &
McMiillan, 2003). The relationship between ownership type and access to finance is moderated
by specific firm characteristics, such as age, size, and the investment environment in the
domestic country. Using samples from Hungarian firms, Colombo (2001) however, found that

foreign ownership has no significant effect on access to finance.

4.3 Summary

Generally, even as firms concentrate on the specific characteristics that drive their capital
structure, governments must work on improving important institutions that can enhance firm
performance, the lack of which could have negative impacts on growth and poor financing
decisions. To comprehend and develop a sustainable policy that will assist SSA firms in their
quest to access finance, it is necessary to evaluate national institutions, firm characteristics, and
the ease or otherwise of access to external finance by firms in the sub-region. There is an
indication that the industry sector and exporting firms play a significant role in accessing
external finance in SSA. Further, it is suggested that firms prefer to rely on internal resources

to finance their operations rather than depend on costly and sometimes risky external finance.

4.4 Research Methodology

The outline of the research methodology is presented in this section. This essay examines how
firm performance is affected by access to finance and regulatory quality in sub-Saharan African
countries. To answer the research questions and contribute to research, the method used by
Quartey et al. (2017) is adopted, this preference is in line with the structure of the available
data. The dependent variable used in this study is access to finance which is proxied by the

level (percentage) of working capital financed by the internal resources of the firm instead of
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external financing, to support operational activities. The availability of information makes it

prudent to focus on manufacturing rather than all the other sectors.

4.4.1 Data

4.4.1.1 World Bank Enterprise Survey
This essay uses data from the World Bank Enterprise Survey (WBES) which are surveys

conducted by The World Bank and its partners across countries and firms over several years.
They are standardised panel datasets that have uniform sampling methods and cover 125
countries with more than 130,000 firms. The WBES data contains information which can be
favourable or unfavourable for firm performance and economic growth (World Bank, 2012).
The data contains information on working capital, obstacles to access to finance, other firm
characteristics, and performance indicators that help to compute firm growth, access to finance,
and firm performance. The surveys use a core questionnaire which makes it easy for cross-
country and years comparison. Further, three distinct sectors categorised as manufacturing,
services, and others, are surveyed and different core questionnaires are designed for each
sector. The core questionnaire contains survey questions that are asked to top managers and
firm owners, who provided both objective and subjective answers related to access to finance
and obstacles to finance respectively. The firm-level sample data used in this study span
between 2006 and 2018 and covers 39 sub-Sahara African countries, which has a good
representation of most of the countries in SSA. The sample included in this research totalled
31795 SSA firms from all the three sectors stated above.

4.4.1.2 World Governance Indicators
A second data used in this essay is the World Governance Indicators (WGI). The averages of

the regulatory environment which are the regulatory quality in this study are taken from the
WGI. The World Governance Indicators estimates report six dimensions of governance for
aggregate and individual governance indicators. The six areas include regulatory quality,
governance effectiveness, voice and accountability, rule of law, political stability and absence
of violence, and control of corruption (World Governance indicators, 2021). These averages
are a combination of the opinions of several firms, citizens, and expert respondents in over 200
countries since 1996. The collation is from numerous think tanks, survey institutions, private

sectors, international organisations, and non-governmental organisations (World Governance
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indicators, 2021). The regulatory quality captures the country’s institutional environment in

which firms undertake their operational activities.

4.4.2 Description of variables

Three main questions are raised by this paper and to answer them, this essay focuses on the
dependent variable, firm performance, and the independent variables which are regulatory
quality and other firm characteristics which can potentially mitigate or strengthen access to

finance. The variables are explained below as they have been used in this study.

4.4.2.1 Dependent variables
This research is focused on the impact of access to finance on firm performance. For robustness

tests, 2 dependent variables are used namely Finance access and Finance obstacles.

4.4.2.1.1 Finance access
Finance access is the access to finance variable, and it is used as the main dependent variable.

Finance access is an objective variable that is computed from the WBES and this is influenced
by the work of Quartey et al. (2017). The WBES includes a large volume of objective issues
on firm characteristics in sub-Sahara Africa. The survey collects objective information on
issues on access to finance such as access to loans, access to a line of credit, and length of loan
applications. Additionally, as part of the survey, information is provided on the internal and
external sources of financing working capital, which has been used to compute the objective
measure of the finance access variable. A variable such as profit could have been used,
however, due to data limitations working capital has been used as Finance access. The value
of 1 is assigned if the firm uses internal resources to fund at least 75% of its working capital, 2
if the firm finances between at least 50% but under 75% of working capital, 3 if internal
resources finance between at least 25% but below 50%, and 4 if internal resources contribute

to less than 25% of working capital.

4.4.2.1.2 Finance obstacles
As stated, this dependent variable is used for the robustness test. Business owners and top

management were asked for subjective information, if access to finance was an obstacle and

they should tick the box from 0 to 4 indicating the severity of the obstacle, with 0 indicating
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no obstacle and 4 very severe obstacles. Subjective measures are likely to be influenced by the

experience and performance of the firm, which is why objective answers are preferred.

4.4.2.2 Firm performance
The growth or performance literature paid little attention to the quantification of growth and

the use of factors such as employment assets, sales, and profit (Cowling et al., 2018). However,
in recent times researchers treat growth as a heterogeneous, multidimensional, and complex
construct (Seibold, 2021). The selection of firm performance variable for this study is based on
the suggestion of Delmar (1997) who advised the use of the yearly percentage change in sales
and or employment. Due to data limitations, this study measures firm performance according
to the available information in the dataset. Firm performance is captured by using firm growth
from the perspective of employment growth taking into consideration only permanent
employees of the firms. This approach is similar to that of Aterido et al. (2011). Firm
performance is calculated using the log of permanent employees for the current number of
employees minus the log of number of permanent employees three years before the survey.
The sum between the two figures is then divided by the difference in the survey years (Dinh et
al., 2012; Babajide Fowowe, 2017). Aterido et al. (2011) indicate that the usage of only
permanent workers will reflect the long-run performance of the firm, which is more significant

for entrepreneurs and policymakers.

4.4.2.3 Regulatory quality
Regulatory quality as an explanatory variable is captured as a macroeconomic institutional

factor used to describe the quality of national institutions in sub-Sahara Africa. It indicates
government interventions during market failures, taxation policies, and banking systems
among many others. Countries are scored according to the strength of their institutions. The
indices of regulatory quality used for this paper, which corresponds with Kaufmann’s
calculations, range from -2.5 to 2.5, higher values indicate stronger institutions and lower
values represent weaker institutions (Kaufmann et al., 2010). According to Kaufmann et al.
(2010), these indicators are produced from over 30 data sources which include non-
governmental organisations, survey institutions, private sector firms, and international
organisations. The regulatory quality of a country depends on how governments perceive and
make policies that are efficiently implemented and monitored to enhance the strengths of

national institutions and improve economic growth. Regulatory quality indices for all the 39
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sub-Sahara African countries between 2006 to 2018 are taken from the World Governance
Indicators and used to assess how national institutions influence access to finance and firm

performance.

4.4.2.4 Manufacturing
Manufacturing firms in the WBEs dataset were used in this study, separating them from

service, and other sector firms. This is a dummy variable; firms are rated 1 if they are in the

manufacturing sector and zero otherwise.

4.4.2.5 Quality management systems certification
In the World Bank Enterprise Survey dataset, the question was asked management if the firm

has acquired quality management systems certification. This is a dummy variable where a yes
answer represents 1, and zero otherwise. Quality management certification has been used in

similar studies as indicated by the literature review (Kaplinsky, 2010; Ullah, 2020b).

4.4.2.6 General manager’s work experience
The general manager’s work experience in the sector is captured as an explanatory variable.

The general manager’s experience comes to play when the firm needs to decide on capital

investment and the sources of funding.

4.4.2.7 Firm age
Firm age is captured at the median age of the firms and used as a dummy variable. This variable

is captured at the median age of all firms in the WBES dataset, 0 refers to young firms and 1 is
assigned to matured or old firms. The age of a firm has a link to ease or difficult access to

external finance.

4.4.2.8 Firm size
The number of employees a firm had as of the last fiscal year before the survey is used to

capture the firm size though others use measures such as total assets, total sales, and market
capitalisation (Hashmi et al., 2020). This paper uses firm size as a dummy variable and

measures it at the median number of permanent employees a firm has, therefore, large firms
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take the value of one and zero otherwise. Firm size is a determinant of access to finance and

this measurement follows the measurement used by Njikam (2017).

4.4.2.9 Exporter
Exporter is a dummy variable to capture the level of the firm’s exposure to the international

market. The percentage of sales accrued to the firm is used as the measure of exposure (export).
Firms that gain income from export are classified as 1 and zero otherwise. Empirical evidence
suggests that easy access to finance leads to increased export sales and firm performance
(Okafor et al., 2020).

4.4.2.10 Domestic
Firms that are fully domestic-owned or have majority domestic ownership in the WBES dataset

are captured in this paper as an explanatory variable. Ownership type has an impact on firm
performance, and it is argued that in sub-Sahara Africa because of the weak institutions firms
face challenges in accessing external finances. Domestic-owned firms contribute significantly
to economic growth and how they access external finance is important and should be looked
into. This variable is taken from the WBES dataset.

4.4.3 Descriptive statistics
The table (4.1) below reports the descriptive statistics of the variables indicating the statistical

mean of each variable.

Descriptive statistics

Variables Obs Mean Std. Min Max pl P99 Skew. Kurt.
Dev.
Finance access 31795 1.786 1.094 1 4 1 4 1.097 2.714
Firm performan 31776 158 347 -3.16 2.979 -.337 1.535 2.427 12.056
Reg quality 31795 -.607 .529 -1.935 .861 -1.935 .861 .093 3.424
qualitycert 31795 15 358 0 1 0 1 1.955 4.822
Manufacturing 31795 431 495 0 1 0 1 278 1.077
Experience gm 30996 14.112 9.511 0 50 1 40 .985 3.566
Age 31795 .663 473 0 1 0 1 -.689 1.475
Firm size 31795 499 5 0 1 0 1 .003 1
Exporter 31795 436 496 0 1 0 1 258 1.067
Domestic 31204 815 364 0 1 0 1 -1.612 3.79

Table 0.1 Descriptive statistics
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Table 4.2 presents summary statistics for access to finance, firm performance, and regulatory
quality. The average figure for access to finance for firms in sub-Sahara Africa is 1.786 with
21 countries having an average below the sample average for the sub-region. The average for
access to finance by firms is lowest in the Congo Democratic Republic while Tanzania has the
highest average. The mean firm performance for the sample is 0.158, while Zimbabwe records
the lowest mean, Angola and the Congo Republic have the highest averages above the sample
mean. The average for regulatory quality is -0.607 and this is a confirmation that the regulatory
quality in sub-Sahara Africa is not strong as stated in the literature. Mauritius reports the

highest mean with Zimbabwe reporting the lowest below the sample average.
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Summary statistics of access to finance, firm performance, and regulatory quality

Summary Access to finance Summary Firm performance Summary Regulatory Quality
Country Mean Std. Dev. Mean Std. Dev. Mean Std. Dev.
ANGOLA 1.405 0.883 0.345 0.425 -1.088 0.048
BENIN 1.987 1.207 0.095 0.285 -0.437 0.091
BOTSWANA 1.911 1.108 0.176 0.368 0.495 0.035
BURKINA 1.812 1.094 0.128 0.345 -0.112 0.000
BURUNDI 1.937 1.110 0.160 0.307 -1.020 0.239
CAMEROON 2.023 1.131 0.083 0.237 -0.776 0.014
CENTRAL AFRI 1.580 0.735 0.185 0.285 -1.192 0.000
CHAD 1.475 0.868 0.090 0.281 -1.088 0.026
CONGO DEM 1.322 0.678 0.120 0.273 -1.359 0.150
CONGO REP 1.987 1.337 0.344 0.512 -1.288 0.000
COTE D'IVIORE 1.521 1.006 0.202 0.405 -0.724 0.298
ETHIOPIA 1.425 0.855 0.176 0.390 -1.018 0.016
GABON 1.352 0.883 0.309 0.486 -0.582 0.000
GAMBIA 1.812 1.042 0.182 0.305 -0.509 0.112
GHANA 1.653 0.919 0.140 0.306 0.031 0.065
GUINEA 1.475 0.841 0.280 0.403 -1.083 0.177
GUINEA BISSAU 1.371 0.661 0.189 0.301 -0.938 0.000
KENYA 2.037 1.160 0.093 0.267 -0.255 0.032
LESOTHO 2.249 1.263 0.147 0.376 -0.507 0.119
LIBERIA 1.581 0.989 0.116 0.201 -1.070 0.126
MADAGASCAR 1.698 1.079 0.141 0.405 -0.592 0.062
MALAWI 2.189 1.316 0.154 0.450 -0.722 0.146
MALI 1.538 0.915 0.144 0.302 -0.447 0.090
MAURITANIA 1.814 0.996 0.178 0.344 -0.576 0.184
MAURITIUS 2.111 1.255 0.135 0.364 0.861 0.000
MOZAMBIQUE 1.444 0.786 0.106 0.285 -0.664 0.099
NAMIBIA 2.266 1.343 0.148 0.321 0.031 0.066
NIGER 1.967 1.200 0.202 0.374 -0.581 0.097
NIGERIA 2.032 1.178 0.222 0.385 -0.846 0.036
RWANDA 1.998 1.143 0.224 0.367 -0.384 0.256
SENEGAL 1.526 0.927 0.161 0.296 -0.281 0.067
SIERRA LEONE 1.417 0.732 0.131 0.243 -0.854 0.065
SOUTH AFRICA 1.745 0.938 0.176 0.294 0.491 0.000
SUDAN 1.470 0.720 0.038 0.186 -1.444 0.000
TANZANIA 2.386 1.333 0.243 0.421 -0.351 0.030
TOGO 1.784 1.129 0.147 0.316 -0.829 0.035
UGANDA 1.725 1.016 0.133 0.333 -0.243 0.001
ZAMBIA 1.671 1.027 0.115 0.271 -0.482 0.009
ZIMBABWE 1.616 1.049 0.015 0.346 -1.827 0.107
Total 1.786 1.094 0.158 0.347 -0.607 0.529

Access to finance, firm performance, and regulatory quality variables (mean and standard deviation) by country

Table 0.2 summary statistics of access to finance, firm performance, and regulatory quality

4.4.4 Two-stage Least Squares (2SLS) regression
The possibility endogeneity problem may arise due to the variables used in this paper. To
address the challenge of endogeneity the 2SLS model has been used and the results have been

represented in Table A2.
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Finance access has been used as the dependent variable, as used in the main regression for the
analysis and the independent variables remain the same. The Table above demonstrates that

the coefficient of Finance access and Firm performance is positive and significant.

4.4.5 Methodology and modelling

This section examines the research methodology. The goal of this study is to evaluate the
determinants of access to finance in sub-Saharan African countries. Based on the earlier
discussions, two models are estimated where access to finance is the dependent variable, and
firm performance, regulatory quality, and quality management certification are the primary
explanatory variables. Other variables including manufacturing, ownership type, and firm
characteristics are added. However, for the sake of robustness and validity, obstacles to access
to finance are also used as a dependent variable with the same explanatory. Hence the analysis
embraces two different segments that first deal with access to finance and second the obstacles
to access to finance. The ordered logit model is used because the dependent variables have four
ordered categories which fits with this technique and helps to answer the research questions.
To contribute to the studies on access to finance in sub-Sahara Africa, this paper followed the
methodology used by Quartey et al. (2017).

To be able to estimate the determinants of impact of access to finance in SSA, objective
measures from the WBES is used. The primary dependent variable is access to finance, and it
is represented as FIN. Access to finance is classified between 1 and 4 depending on the level
of internal financial resources used by the firm to fund its working capital; >75%, 50 - 75%,
25 — 50%, <25% respectively.

The econometric model is estimated as:

FINit= ait + o1 X1,it + ovennnnnn. + anXnit T Eit @)

Where FINitis access to finance per index firm for the multiple numbers of years in the dataset
respectively, and ait represents the coefficient of the constant in the regression. The X1 in the
equation denotes the explanatory variable which runs through to the nth variable, and €j; is the

error term.
From equation (1) above the ordered logit regression is deduced and estimated as follows:

FINit= Bo + B Xg,it + oovennrnnn + B nXnit + €1 2
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The coefficient of the constant is estimated as o and B1 is the coefficient of the independent

variable, through to fn.

FINO is used to denote access to finance obstacles and as stated above this is also used as a
dependent variable, with 0 denoting zero obstacles and 4 representing severe obstacles. All
other variables are included to help in controlling for the differences between FIN and FINO
(Babajide Fowowe, 2017). The econometric estimation for FINO, which denotes access to
finance obstacles, is shown in equation (3) below:

FINOit= Bo + P1Xn,it + .oovne.. + B nXnjit + €2 (3)

4.5 Analysis and Findings

This section deals with the analysis and discussion of the findings. The discussion first deals
with firm's access to finance using the objective measurement of access to finance in sub-
Sahara Africa. For robustness’ sake, these findings are matched with the findings of the other
estimation that uses the subjective measurement to evaluate access to finance. This study
examines the impact of firm performance, regulatory quality, and quality management
certification on access to finance in sub-Sahara Africa. The WBES and WGI dataset, which
examined 39 sub-Sahara African countries and 31795 firms between 2006 and 2018, helped to
answer the three research questions which are i) does regulatory quality influence access to
finance from external sources ii) does quality management certification impact firm access to
finance and, iii) what is the relationship between firm performance and access to finance?
The results from equations (1) and (2) are collated per the ordered logit model after controlling
for country-specific and industry sector type effects. Table 4.3 reports the estimations of the
ordered logit marginal effects. Evidence from the literature reveals that access to finance
constraints, level of working capital used to finance operations, the volume of exports, and
firms denied credit among others have been used as the dependent variables. This paper follows
the methodology of Quartey et al. (2017) exploiting the percentage usage of working capital to
represent access to finance as the dependent variable, with pooled ordered logit marginal
effects as the econometric model.

The pooled ordered logit results in Table 4.3 specify that a unit increase in firm performance

causes a 0.00856 increase in access to external finance. This suggests that efficiency and
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expansion are one of the factors that attract the attention of lenders. Arguably, this can be the
result of past access to finance causing the improvement and expansion in firm performance.
This leads to lenders reposing more confidence in these firms and lending more should the
firms make the request. Firms that can increase the number of employees over the years are
seen to be performing better and therefore have easy access to external finance. Precisely, an
increase in firm performance enhances the possibility that the firm would dedicate fewer than
75% of its internal resources for working capital, which signifies improved access to external
financing. A better performance then alleviates the firm from the burden of depending on
internal resources only to finance its working capital. Pecking order theory suggests that firms
will depend on internal resources as a first option more than debt and equity financing because
of the associated high cost. In line with the theory, more efficient firms take advantage of the
internal competence to access external finance. This result is consistent with the theoretical
position that efficient firms can have better access to external finance (Hosny, 2020; Melitz,
2003). However, Ayyagari et al. (2016) find a negative and significant impact of access to
finance on firm performance, using employment growth.

The results of this study indicate that as the regulatory quality of sub-Sahara Africa improves,
the problem of access to external sources of finance to fund working capital reduces for firms.
There is a positive relationship between access to finance and firm performance if the
regulatory quality is strong or improves. The introduction of regulatory quality in this type of
research is novel. In relation to regulatory quality, firms are about 4.5% more likely to use less
than 25% of their internal resources for working capital. Regulatory quality as referred to in
the literature includes government policies such as private sector development plans, and
financial sector stability that create enabling environment for businesses to grow. This means
that the risks of lending to firms is most likely to be reduced, hence the positive and significant
trend for this variable. The more secure or stronger the national institutions are, the cheaper
external borrowing becomes, therefore a good regulatory environment leads to relatively easy
access to finance. This reduces the risk of lending thus creating the tendency to bring down
costs such as interest rates. Arguably, this is in line with the pecking order theory; firms will
borrow when the cost of money is relatively cheap. This is also linked with the literature
indicating that a good regulatory quality leads to a strong legal and financial system.

Quality management systems certification is another variable that | find as statistically
significant and positive in relationship with access to finance. This result is coherent with the

findings of Minard (2016), who indicated that the acquisition of quality certification improves
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the chances of a firm getting easier access to external finance. Quality certification, as indicated
in the literature, can only be acquired when firms are registered and adhere to the regulations
of their home country. Firm registration gives a form of assurance to the lenders that locating
such firms will not be difficult thus reducing the lending risk. With a strong regulatory quality
that is well monitored and evaluated, the acquisition of quality management certification
becomes easier, and firms are readily accepted. Quality management certification also indicates
that firms are ready and have adopted international standards which should improve their
management procedures and better-quality products. Lenders are assured that their funds are
going to firms that can perform better and therefore be able to pay back the loans.

Regarding firm age, the findings of this study suggest that there is a statistically positive and
significant relationship, from outcomes (1) to (3) of Table 4.3, between age and access to
finance. As a firm grows in age it is less likely to use more than 75% of its internal resources
as working capital. This study therefore concludes that firm age significantly increases its
access to external sources of finance and supports the point that older firms are more likely to
have easy access to finance than newer or younger firms. This is consistent with existing studies
which indicate that access to finance is significantly driven by firm age and size (Kijkasiwat &
Phuensane, 2020; Quartey et al., 2017). These results also add to various studies that evidenced
that firm performance is influenced by firm age (Dinh et al., 2012; Babajide Fowowe, 2017;
Nizaeva & Coskun, 2019).

As stated in the literature existing research has shown that access to external finance and firm
performance is driven by firm age and size. The results of this study as shown in column (1) of
Table 4.3 indicate a statistically significant and positive coefficient for firms that use between
50 - 75% of their internal resources to run their operations. The results are significant and
positive for those in columns (2) and (3) showing consistency with the results in column (1). It
can be stated that smaller firms are more likely to face obstacles in accessing external finance
than larger firms. On the other hand, because larger firms can provide the needed security and
collateral, as stated in the literature review, they have more prospects in accessing external
finance. It has also been stated that quality management certification improves access to
finance. As larger firms find it easier to acquire quality management certifications, it makes it
easier also for them to benefit from the advantages a quality certified firm has in accessing
finance from external sources. This finding is consistent with the findings of Motta and Sharma
(2020)
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Consistent with the findings of Bankowska et al. (2019), this study reports a statistically
significant and positive relationship between exporting firms and access to finance. The
explanation is that exporting firms improve their finances before they enter the international
market, and their presence internationally is more likely to enhance their access to external
finance. Exporting firms are about 0.63% to use between 25 to 50% of internal resources, and
about 1.4% likely to use not more than 25% of internal resources to finance working capital,
implying that the more they export the less internal resources firms use to finance their working
capital. From the literature, it can be confirmed that engaging in exports is typically capital
intensive in sub-Sahara Africa, whether manufacturing or export of extractive minerals hence
exporting firms are more likely to seek external funding.

As per the findings, domestic ownership significantly reduces the firm’s ability to contract
external sources of finance and this is consistent with the findings of Quartey et al. (2017). The
coefficient is statistically significant and negative. It is important to state that firms with most
of their shares owned by domestic investors struggle to gain access to external finance. In other
words, as domestic shares increase in a firm the more difficult it becomes for it to access
external finance. From the literature, it can be deduced that domestic firms are not like foreign
and government-owned firms because they do not have the security that the lenders require. It
is believed that in times of bankruptcy, governments will most likely provide support
government-owned firms to pay the loans and debts. Foreign-owned firms which are mostly
large provide the needed collateral which domestic owned firms mostly do not have.
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Pooled ordered logit regression (marginal effects) access to finance in SSA

1) (2 3)
Finance access Finance access Finance access
Finance_acces
Firm_perform 0.00856™ 0.00586™ 0.0127™
(0.00271) (0.00186) (0.00402)
Reg_quality 0.0303"" 0.0208"" 0.0450""
(0.00171) (0.00118) (0.00243)
qualitycert 0.0102™ 0.00731™" 0.0163™"
(0.00227) (0.00171) (0.00390)
Manufacturing 0.00738™" 0.00509™ 0.0111™
(0.00176) (0.00122) (0.00266)
Experience_g 0.000140 0.0000960 0.000208
(0.0000959) (0.0000657) (0.000142)
Age 0.00793™" 0.00535™" 0.0115™
(0.00208) (0.00138) (0.00294)
Firm_size 0.0212™ 0.0145™" 0.0317™
(0.00185) (0.00128) (0.00275)
Exporter 0.00915™ 0.00632™" 0.0138™"
(0.00174) (0.00121) (0.00265)
Domestic -0.0125™" -0.00858™" -0.0186™"
(0.00242) (0.00166) (0.00358)
N 30474 30474 30474

Marginal effects; Standard errors in parentheses * p < 0.05, ™ p < 0.01, ™ p < 0.001
Access to finance = 1 (column 1) if firm uses between 50-75% internal resources for WC; = 2 (column 2) if
between 25-50%; = 3 (coluimn 3) if below

Table 0.3 pooled ordered logit regression (marginal effects) access to finance in SSA

There is yet an interesting observation about the regression analysis in Table 4.3. The signs and
statistical significance of the coefficients are consistent across the columns. Despite the
consistency of effects across all three columns, firm size, regulatory quality, and quality
management certification are more impactful in terms of securing access to external finance if

the firms use less than 25% of internal resources to fund their working capital.
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Pooled ordered logit( marginal effects) Robustness Table

Regresors

Regressors

Dependent variable:

Access to finance

Full sample Without Nigeria Only Nigeria
Outcome (1) Firm_performanc 0.00856™ -0.00269 0.0000279
(0.00271) (0.00313) (0.0000263)
Reg_quality 0.0303™" 0.0391™" -0.159™
(0.00171) (0.00193) (0.0577)
qualitycert 0.0102™" 0.0149™" -0.00402
(0.00227) (0.00251) (0.00575)
Manufacturing 0.00738™" 0.00447" 0.00997™
(0.00176) (0.00204) (0.00316)
Experience_gm 0.000140 0.000329™ -0.0000423
(0.0000959) (0.000110) (0.000227)
Age 0.00793™ 0.00646™ -0.00469
(0.00208) (0.00225) (0.00350)
Firm_size 0.0212"" 0.0313"" 0.00686
(0.00185) (0.00216) (0.00601)
Exporter 0.00915™" 0.00685™" 0.0485™"
(0.00174) (0.00201) (0.00923)
Domestic -0.0125™" -0.00202 -0.0889™"
(0.00242) (0.00272) (0.00846)
Outcome (2) Firm_performanc 0.00586™ -0.00170 0.0000325
(0.00186) (0.00198) (0.0000306)
Reg_quality 0.0208™" 0.0247*** -0.185™
(0.00118) (0.00124) (0.0653)
qualitycert 0.00731™ 0.00999*** -0.00445
(0.00171) (0.00180) (0.00607)
Manufacturing 0.00509™" 0.00283* 0.0118™
(0.00122) (0.00130) (0.00373)
Experience_gm 0.0000960 0.000208** -0.0000491
(0.0000657) (0.0000695) (0.000264)
Age 0.00535™" 0.00407** -0.00552
(0.00138) (0.00141) (0.00416)
Firm_size 0.0145™" 0.0198*** 0.00909
(0.00128) (0.00139) (0.00926)
Exporter 0.00632"™ 0.00435*** 0.0564™"
(0.00121) (0.00129) (0.0104)
Domestic -0.00858™" -0.00128 -0.103™"
(0.00166) (0.00172) (0.00850)
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Outcome (3) Firm_performanc 0.0127™ -0.00360 0.0000692
(0.00402) (0.00419) (0.0000651)
Reg_quality 0.0450™ 0.0524™ -0.395™
(0.00243) (0.00243) (0.138)
qualitycert 0.0163™ 0.0219™ -0.00931
(0.00390) (0.00407) (0.0125)
Manufacturing 0.0111™ 0.00602" 0.0253™
(0.00266) (0.00276) (0.00800)
Experience_gm 0.000208 0.000441™ -0.000105
(0.000142) (0.000147) (0.000563)
Age 0.0115™" 0.00861™ -0.0118
(0.00294) (0.00297) (0.00893)
Firm_size 0.0317™ 0.0422™ 0.0203
(0.00275) (0.00287) (0.0217)
Exporter 0.0138™" 0.00925™" 0.120™
(0.00265) (0.00273) (0.0215)
Domestic -0.0186™" -0.00271 -0.220™"
(0.00358) (0.00365) (0.0149)
N 30474 26240 4234

Dependent variable: access to finance = 0 if firm uses at least 75% internal resources for WC; = 1 if between
50-75%; = 2 if between 25-50%; = 3 if below 25%. Marginal effects; Standard errors in parentheses

*p<0.05 ™ p <001, p<0.001

Table 0.4 Pooled ordered logit (marginal effects) Robustness Table
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Since Nigeria alone has 14% of the firms in the SSA sample, it is significant to ascertain if the
results in Table 4.3 are driven predominantly by Nigerian firms or if those findings can be
generalised across the whole SSA. As such, results for the sample without Nigeria are posted,
as well as results for Nigeria alone. Compared with the whole sample column (1) of Table 4.4,
it can be stated that controlling for Nigeria in column (2), firm performance remains
insignificant and negative, hence, Nigeria does not influence access to finance in SSA and at
the same time renders ownership type insignificant. Additionally, regulatory quality is
significant and negatively associated with access to finance in Nigeria, as demonstrated by the
results of Nigeria only in column (3). The significantly negative result could be due to the
global financial crisis. The impact of the global financial crisis which led to the collapse of
financial institutions also affected Nigeria (Adamu, 2009; Ngwube & Ogbuagu, 2014; Olatunji
& Weihang, 2017). Ademola and Marshal (2018) posited that in Nigeria attention is focused
on the industry sector rather than firm performance. In their findings, which confirms the
results of this paper, the manufacturing sector has a positive and significant influence on access

to finance rather than firm performance.

Arguably, the determinants of access to external finance vary across the different countries and,
therefore, they have a different impact on sub-Sahara Africa as a whole. Estimates without
Nigeria in column (2) indicate that apart from firm performance and domestic ownership, all
the other variables influence access to finance with positive coefficient signs and are
significant. The regulatory quality which creates an enabling environment for firms to thrive
remains positive and significant in the rest of sub-Sahara Africa without Nigeria. The results
in column (2) are a further indication that quality certification significantly and positively
influences access to external finance in SSA with or without Nigeria. Column (3) represents
the results for Nigeria alone. Firm performance does not influence access to finance. More
importantly, regulatory quality is significant but negative. As regulatory quality grows weaker
its impact on access to finance becomes negative. As stated elsewhere in this study, regulatory
quality is pivotal in attracting quality management certification, its negative impact in Nigeria
has rendered quality management certification negative and insignificant towards access to
finance. A point of illustration is that, as the acquisition of quality management licences
increases, the constraints to access to external sources of finance reduces in sub-Sahara Africa
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as demonstrated in the first two columns in Table 4.4. The varied determinants of access to
finance have different impacts in individual countries and these differences influence access to

finance in SSA, though that is not always the case.

Further robustness checks of results were done to compare access to finance and access to
finance obstacles, additionally, some years were separated and analysed, specifically between
2006 — 2012 (early years), and 2013 to 2018 (recent years), to ascertain their impact on firm
performance in sub-Sahara Africa. The early years (2006 to 2012) encapsulate the major world
financial crisis of the early 2000s. The recent years, 2013 to 2018, were chosen because they
are more recent, and can explain recent connections between access to finance and firm
performance in SSA.

Access to finance used as the dependent variable in Table 4.5 is the same as described and
used in Tables 4.3 and 4.4. The findings of the early years indicate different results from the
study sample. Firm performance is positive but not significant. Regulatory quality is significant
and negative. In the crises period between 2007 and 2009, sub-Saharan African financial

institutions experienced a downward trend.
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Pooled ordered logit margins for 2006-2012 & 2013-2018

2006-2012 2006-2012 2006-2012 2013-2018 2013-2018 2013-2018
1 ) @) (4) ®) (6)
Finance access Finance access Finance access Finance access Finance access Finance access
Finance_acces
Firm_perform 0.00340 0.00245 0.00305 0.0157™" 0.0103™" 0.0380™"
(0.00464) (0.00333) (0.00416) (0.00295) (0.00194) (0.00709)
Reg_qual -0.00389** -0.00279** -0.00349** 0.0289™ 0.0189™ 0.0702"
(0.00139) (0.00100) (0.00125) (0.00246) (0.00164) (0.00565)
qualitycert 0.00926* 0.00688* 0.00872* 0.0123" 0.00874™ 0.0343™
(0.00386) (0.00298) (0.00382) (0.00239) (0.00186) (0.00764)
Manufacturing 0.0170*** 0.0124*** 0.0156*** 0.00247 0.00162 0.00601
(0.00299) (0.00220) (0.00277) (0.00198) (0.00130) (0.00483)
Experience_g 0.000311 0.000223 0.000279 -0.000240" -0.000157" -0.000582"
(0.000178) (0.000128) (0.000160) (0.000110) (0.0000719) (0.000266)
Age 0.0182*** 0.0132*** 0.0165*** 0.00865™ 0.00566™" 0.0210™
(0.00338) (0.00247) (0.00310) (0.00218) (0.00143) (0.00525)
Firm_size 0.0316*** 0.0229*** 0.0288*** 0.0129™" 0.00846™" 0.0314™"
(0.00315) (0.00231) (0.00289) (0.00208) (0.00137) (0.00500)
Exporter -0.00402 -0.00289 -0.00361 0.0143™" 0.00938™" 0.0350™"
(0.00648) (0.00465) (0.00581) (0.00200) (0.00133) (0.00485)
Domestic -0.00781 -0.00561 -0.00701 -0.0133™" -0.00870™" -0.0323™"
(0.00431) (0.00310) (0.00387) (0.00263) (0.00173) (0.00633)
N 15884 15884 15884 14542 14542 14542

Marginal effects; Standard errors in parentheses * p < 0.05, ™ p < 0.01, ™ p < 0.001 Access to finance = 1 (columns 1 & 4) if firm uses between 50 — 75% internal resources
for WC; = 2 (column 2 &5) if between 25 —50%; = 3 (column 3 & 6) if below 25%

Table 0.5 Pooled ordered logit margins for 2006-2012 & 2013-2018
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According to Brambila-Macias and Massa (2010) and Africa (n.d), economic growth in sub-
Saharan Africa dropped from 6.9 percent in 2007 to 5.5 percent in 2008 due to the global
economic crises which started in August 2007. Koh and Yu (2021) posited that the International
Monetary Fund twice reviewed its forecast growth of SSA in 2009 to 3.5 percent and 1.7
percent in January and April respectively. This was due to the slow inflow of private capital
and portfolio equity in SSA. Further, cross-banking lending started tightening in the sub-region,
declining by 11 percent in 2008. All these factors contribute to the results for 2006-2012 in
Table 4.5. Regulatory quality is consistently significant but negative, it is more likely that the
global financial crises led to the negative sign.

Regulatory quality only turns significant and positive after the global financial crisis (2013-
2018). One of the reasons could be attributed to the reforms that were carried about in some
SSA countries. For example, Nigeria instituted the second financial sector reforms between
2008 and 2013, the results were positive. According to Onyekwelu and Iroegbu (2020) the
Central Bank of Nigeria reforms has significantly enhanced the financial system in Nigeria.
Quality management certification though positive is significant at 5 percent in the early years.
Further, the results indicate that the marginal effects of quality management certification and
regulatory quality on access to finance is stronger between 2013 and 2018 than the period
between 2006 and 2012 when the global financial crisis might have had a major impact. The
post-recovery period, from 2013, as indicated in Table 4.5, significantly impacted firm
performance, regulatory quality, and quality certification in sub-Saharan Africa. The test is
consistent with the marginal effects on exporter variable as foreign direct investments and
international trade improved post global financial crisis. This can be due to the recovery and
reforms that has taken place both in SSA and globally. Additional interpretation stands the
same as the discussion given for the results in Table 4.3.

Further robustness check of results was computed to compare access to finance and access to
finance obstacles to ascertain their impact on firm performance, regulatory quality, and quality
management certification in sub-Sahara Africa. This is presented in Table 4.6 with columns
(1) and (2) representing access to finance and access to finance obstacles respectively. The
signs and statistical significance of variables in column (1) confirm the results already reported
by this study. Firm performance, regulatory quality, quality management certification, and
access to finance have a positive and statistically significant relationship. This study finds that

firm performance is not significant as per the results in column (2). The negative sign and
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statistically significant coefficient for regulatory quality, and quality certification are a
confirmation of previous discussions as already indicated in this study. The negative signs and
significance of the coefficient imply that as regulatory quality grows weaker access to finance
obstacles gets severe. As the obstacles become more severe, they further render regulatory
quality weak and therefore not impactful. Regarding quality management certification, the
more severe the financing obstacles the less influential it becomes. The existing literature
confirms that financial constraint is among the important considerations that hamper firm
development, growth, and performance. Similarly, others have documented the impact of
access to external finance on firms in developing countries with diverse results (Ayyagari et
al., 2017; Babajide Fowowe, 2017; Girma & Vencappa, 2015; Rajan & Zingales, 1998).

Pooled ordered logit (access to finance and obstacles to access to finance

1) (2)
Finance access Finance obstacle
Firm_performance 0.112™ 0.0234
(3.16) (0.72)
Reg_quality 0.397™ -0.338™"
(18.71) (-17.03)
qualitycert 0.139™" -0.322""
(4.32) (-10.51)
Manufacturing 0.0973™" 0.230™"
(4.19) (10.44)
Experience_gm 0.00184 0.00155
(1.46) (1.31)
Age 0.103™" 0.118™"
(3.87) (4.87)
Firm_size 0.279™ -0.367"
(11.59) (-16.18)
Exporter 0.121™" -0.185™"
(5.24) (-8.56)
Domestic -0.164™" 0.444™
(-5.20) (15.13)
N 30474 28067

t statistics in parentheses * p < 0.05, ™ p < 0.01, ™ p < 0.001

Dependent variables: Access to finance = 0 if firm uses at least 75% of internal resources for WC; 1 if firm uses
between 50-75%; = 2 if between 25-50%; = 3 if below 25; Finance obstacles =0 if firm has No Obstacle
through to 4 representing Severe Obstacle.

Table 0.6 Pooled ordered logit (access to finance and obstacles to access to finance)
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It is noteworthy to indicate that the results reported in Table 4.6 above is when the dependent
variables = 0. The results from the other quartiles are not reported but they display the same

signs and levels of significance.

4.6 Conclusion and implication

The main aim of this essay is to evaluate the determinants of access to finance within sub-
Sahara Africa. Specifically, these research questions are pursued: i) does regulatory quality
influence access to finance from external sources ii) does quality management certification
impact firm access to finance and, iii) what is the relationship between firm performance and
access to finance? To answer these questions, the ordered logit marginal effects technique was
conducted using the WBES and WGI datasets. As postulated by the pecking order theory firms
prefer internal financing more than debt and equity financing due to the relatively high cost of
external borrowing. Firms in SSA are confronted with limited financing options, due partly to
the weaker regulatory quality, making it difficult for them to depart from the use of retained
earnings and other sources of internal funding. Secondly, because of the weak business
environment, firms encounter various problems in trying to access external funding and some
of these problems are linked with the lack of security, information asymmetry,
creditworthiness, high transaction costs, low export drive, high-risk premium, and collateral.
This paper concludes that access to finance is driven by a combination of factors such as
regulatory quality, quality management certification, firm performance, and other firm
characteristics. On the other hand, financing obstacles are high among sub-Saharan African
firms and render firm performance insignificant. The findings of this study have provided five
important indications to the literature on access to finance in sub-Saharan Africa. First, the
findings indicate that adequate finance encourages firm performance. This is evidenced by
estimations that indicate a positive sign and statistically significant effect of access to finance
and firm performance. Secondly, the findings indicate that stronger country-level regulatory
quality eases access to external finance as the estimations show a positive sign and statistically
significant effect of access to finance and regulatory quality. Thirdly, quality management
certification, which is linked with firm formalisation, influences access to finance in SSA.
Fourthly, no single country in SSA predominantly drives access to finance in SSA, irrespective

of the number of firms the country might have. Lastly, during the global financial crises period
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firm performance was rendered insignificant, while regulatory quality became negative but
significant.

Evidently, the inclusion of regulatory quality in this study is unique to studies like this. The
improvement in national institutions is important, it is key to cheap borrowing, which helps
ease the financial challenges faced by firms. The persistent government failure and borrowings
create pressure on financial institutions making it difficult for them to lend to firms. Studies by
Zaheer et al. (2017) posited that a one percentage point in borrowing by the Pakistani
government led to a decrease of eight percentage points in credit allocation to the private sector.
Therefore, government involvement and intervention should be well measured to create a sense
of improvement in the domestic institutions in developing countries, especially in SSA. The
determinants of access to finance are many and varied. as represented in Table 4.3 it is only
domestically controlled firms which shows a negative relationship with access to finance. The
main finding is that the firms in SSA have easy access to finance when they perform better and
when the regulatory quality is strong.

This study is not conclusive, and researchers are encouraged to study the determinants of access
to finance. A key limitation is that this study cannot be generalised for the individual countries
in the sample because each country and firm have their distinctive determinants and
characteristics. | draw the attention of researchers to areas that need more explanation, such as

regulatory quality and quality management systems certification with access to finance.

4.6.1 Implications

The findings imply that firms that perform better are more creditworthy and can overcome the
obstacles to access to finance which enhances their chances to obtain more external funding.
This presents an important responsibility for governments, lenders, and firms in sub-Sahara
Africa. Solid and positive efforts that can help alleviate the hindrances to access to finance
need to be put in place so that firms can easily access financing when they are in need.
Governments need to initiate policies, such as financial sector reforms and monitoring, and low
government borrowing, that will strengthen the domestic institutions and render it less risky
for financial institutions to lend to firms. However, firms are also encouraged to make business
decisions that will make them attractive to financial institutions.

Since quality management certification significantly influences a firm's access to external

finance, this study agrees that governments should encourage firms to acquire this certification,
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however, it is suggested that governments should also create a favourable environment that
will increase the liquidity of lending institutions so that lenders can provide the needed credits
to needy firms. Further, given that exporting activities and firm size positively and significantly
influence access to finance, to be able to enhance their opportunities in accessing finances, this
paper proposes that firms register with groups like Ghana Enterprise Agency, African
Continental Free Trade Area, sector industry associations and many more. These bodies should
provide managerial and financial training, among others to the managers so that it will become
easier for them to manage and apply for loans. Finally, given that domestic ownership is
negative and statistically significant it means that any policy that will support them to be credit

worthy and able to provide the needed security and collateral can create creditor confidence.
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Chapter 5 Conclusion

5.1 Conclusion

This research has examined how national institutions influence firm performance in sub-
Saharan African economies. The discussions were centred around the influence of
policymakers in strengthening the domestic institutions in sub-Sahara Africa, and its impact on
firms in the sub region. To be able to do these three distinct but interconnected essays have
been written, these followed the three main objectives of this study. They are: 1) export
orientation and determinants of internationalisation of sub-Saharan African firms; 2) structural
reforms and firm performance in 39 sub-Sahara African countries from 2006 to 2018; 3)

examine the determinants of access to finance.

To achieve the objectives the quantitative method has been used relying on secondary datasets
such as The World Bank Enterprise Survey (WBES), International Monetary Fund Monitoring
of Funds Arrangements (MONA), World Development Indicators (WDI), and the World
Governance Indicators (WGI). Each essay used specific methodology that fits the type of
question or questions answered. In essay 1 though tobit technique was used for the analysis,
for robustness checks other techniques such as logit, probit, fractional logit, and fractional
probit have also been applied. The multilevel mixed method was used for the modelling and
analysis in essay 2. Finally, the marginal effects ordered logit technique was utilised in essay
3.

In the first essay in chapter 2, to be able to evaluate the role national institutions play to release
resources for a better firm performance, institutional-based theory and the resource base view
are used. Existing literature argue that if the internal resources of a firm are managed well and
linked with external (national and international) resources then firms will have a competitive
advantage, basically this is part of the assumptions of RBV ((Li, 2019). As we deem that the
specific domestic institutions are important, the institutional-based theory is also used in the
first essay. According to the theory, the institutional environment influences the behaviour and
structure of organisations (DiMaggio & Powell, 1983; Scott, 2008) hence making it relevant
for this study. To the best knowledge of this researcher, this is the first paper, in a study like
this, to have used registered variable. One of the findings is that export orientation SSA firms
are more likely to be registered with the national institutions such as registrar general, this
confirms hypothesis 2. This is more likely to encourage the exporting firm to acquire QMS,

which can make the firm competitive globally. The findings of this study include the fact that
123



export diversification has become the recent theory for internationalisation. This confirms
hypothesis 1, and the position of existing literature and theory that export diversification
enhances firm performance (Fosu & Abass, 2019). Another variable, quality management
certification has been introduced for the first time in such research. It is found to be
significantly and positively related to export orientation. Since home markets are not
expanding, the acquisition of quality management certification (international accreditation)
enhances firms’ capability to become competitive in the international market. The main finding
is that depending on the characteristics of the firm, export orientation influences firm

internationalisation in SSA.

The main conclusion drawn on essay 1 is that the determinants of internationalisation are the
SSA firm characteristics which when combined with country resources will enhance their
internationalisation. Theoretically, findings from this study indicate that the availability of

resources and stronger national institutions support the internationalisation of SSA firms.

The first essay makes several significant implications for policymakers, academics, and
investors. Existing research has not combined statistical techniques as done in this paper. This
is the first paper that has used research setting of 5 statistical techniques (fractional probit,
fractional logit, probit, logit, and tobit) together. Additionally, variables such as registered and
quality management certification are variables that have been added for the first time to export
orientation and internationalisation studies. The need for firms to provide training for their
employees is important. Additionally, it was found that if sub-Sahara African firms can become
competitive then the acquisition of quality management certificates are necessary. For
policymakers, this study has revealed that regulations and policies that can promote and

strengthen export orientation should be their preoccupation.

The second essay in chapter 3 uses institutional economic theory to help evaluate the impact
of structural reforms on firm performance. The firm’s operational behaviour is impacted by the
institutional policies where it operates, and this includes the institutional environment.
According to North (1987) structural reforms positively influence firm performance because it
is a catalyst for the reduction in restrictions and hindrances on firm operations, and reduction
of operations cost. Among the findings is that structural reforms positively and significantly
influence firm performance in SSA. Corruption has been introduced to this study for the first

time as a contribution towards literature. Using multilevel mixed effects method, the coefficient
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of corruption, structural reforms, and firm performance is found to be statistically positive and
significant. Corruption is therefore seen as greasing wheel in SSA. A robustness test has been
computed to answer the question “who benefits from structural reform reforms”. The result is
that foreign-controlled firms are the ones that benefit the most from structural reforms, and this
is in line with the findings of Kouamé and Tapsoba (2019). Splitting the aggregate index to
their four original sectors, another regression is performed, and the result indicate that the

impact of structural reforms on SSA firms may vary depending on the type of the reform.

This second essay contributes towards academia by stating that foreign-control firms benefit
more from structural reforms than government-controlled firms, this is contrary to earlier
findings (Appiah-Kubi, 2001). Secondly, policymakers need to understand the positive impact
successful structural reforms have on SSA firms by promoting trade reforms above the other

three elements.

Essay 3 is presented in chapter four of this study. This essay investigates the determinants of
access to finance in sub-Sahara Africa. The pecking order theory was used to mainly examine
access to finance and firm performance in sub-Sahara Africa. As postulated by the pecking
order theory firms prefer internal financing more than debt and equity financing due to the
relatively high cost of external borrowing, this is the position of SSA firms. Firms in SSA are
confronted with limited financing options, due partly to the weaker regulatory quality, quality
management certificates, among others, making it difficult for them to depart from the use of
retained earnings and other sources of internal funding. The estimations for this essay were
done by applying the ordered logit model. The main finding is that the firms in SSA have easy
access to finance when they perform better and when the regulatory quality is strong. It has
also been found out that regulatory quality influences firm access to external finance in SSA,
a stronger regulatory quality means eases of access to finance. Regulatory quality, according
to Kaufmann et al. (2010) depends on how efficient government policies help to strengthen
their institutions which leads to create enabling environments for both business and economic
growth. Another important finding is the significant and positive impact of quality management
certification on access to finance. According to the literature, firms can acquire quality
management certification if they have met the domestic country regulations which includes
registration of the firm. Regulatory quality and quality management certification are variables

that have been newly introduced in access to finance studies. The findings and argument in this
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section point to the fact that national institutions influence access to external finance in sub-

Sahara Africa.

To determine if Nigerian firms, the country with the largest number of firms in the selected
sample, has a predominant influence on the results in Table 4.3, a robustness test is done as
indicated in Table 4.4. The results indicate Nigeria alone does not predominantly drive access
to finance in SSA. However, it needs to be stated that the determinants of access to finance
vary across the different countries and therefore the various countries have different impact on
access to finance in SSA. A second robustness check of results is computed to ascertain the
impact of global financial crisis on access to finance in SSA. The estimation (Table 4.5) proved
that between 2006 and 2012, firm performance though positive is not statistically significant
as against a positive and significant firm performance in SSA in 2013- 2018. Regulatory quality
(2006-2012) is negative but significant then the sign of the coefficient changes to positive
between 2013 and 2018. Quality certificate is statistically positive and significant in the early
years but not as strong as in the years between 2013 and 2018. These results can be explained
by the impact of the global financial crisis, for example, SSA economic growth dropped from
6.9 percent to 5.5 percent in 2007 and 2008 respectively (Brambila-Macias & Massa, 2010). A
third robustness check of results was done to compare access to finance and access to finance
obstacles to ascertain their impact on firm performance, regulatory quality, and quality
management certification in sub-Sahara Africa. Column (1) in Table 4.6 confirms the result in

Table 4.3 however, the result in column (2) does not show firm performance to be significant.

The results from this third essay imply that better performing SSA firms tend to be seen as
creditworthy and can overcome obstacles to access to finance thus enhancing their chances of
accessing more external finances. Governments, policymakers, lenders, academics, and
entrepreneurs will benefit from this study. Since policymakers control the regulatory quality of
a country, the findings of this essay should influence how to monitor and evaluate the national
institutions to the advantage of firms but more especially domestic firms, to make is easier for
them to access external finance. Firms that have acquired quality certificates should be seen as
credible to lenders and therefore make it easier for them to access external finance. Academics
and governmental agencies need to understand that domestic firms are not thriving partly due
to the weak regulatory quality and the lack of or a smaller number of firms that have acquired

international certification in SSA.
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The main finding of this thesis is that firm performance depends on regulatory quality in sub-
Sahara Africa. Based on the findings, a number of policy implications have been suggested.
The overall recommendation by this research is that policymakers in sub-Sahara Africa pay
much attention to the regulatory quality of the sub-region to enhance the performance of firms.
From figure 1.1 it is indicative that the regulatory quality of SSA is very weak as compared
with that of the European Union. Governments need to pay attention to issues such as ease of
starting and closing businesses, prompt intervention in case of market failures, tax systems,
and formulate policies that will strengthen and improve the regulatory quality. A key factor
that needs to be looked at is the trade sector reforms. Further policy implication that should be
implemented is the enhancement and sustenance of trade diversification, trade liberalisation,
corruption control, human capital development and investing in both physical and
technological infrastructure. This suggested policy implication is in agreement with Okafor et
al. (2015). Opening the SSA economies to international trade is good but should be approached

with policies and guidelines that can also protect the domestic budding firms.

This can be done by strengthening industry sector associations, and procedures that will require
foreign firms to only invest if their capital level is huge, of a certain criterion. The tax regime
in SSA should be reviewed to rather favour the domestic firms, tax holidays should be given
to domestic firms as well. Thirdly, the financial sector in SSA needs reforms. Security is a
problem for lenders in this region since factors such as digital address systems and credit score
data are non-existence or at the development stage. It is recommended that digital address
systems are instituted and infrastructure for credit score data is accelerated. The results of this
study confirm an inflation threshold of between 7 and 11 percent, the suggestion therefore is
that SSA governments should target this inflation threshold to foster economic growth and firm
performance. It is proposed that sub-Saharan African governments should introduce

macroeconomic policies that will achieve mild inflation targets to enhance economic growth.

Governments, entrepreneurs, and managers of firms in SSA should focus their attention on the
acquisition of quality management systems certification. From the results it is concluded that
QMS enhances firm performance. Entrepreneurs should understand that their firms will be
competitive in the international markets if they are QMS certified. Another point is that it
facilitates access to external financing, therefore much attention should be given to the
acquisition of QMS. SSA governments should not only encourage firms in its acquisition but

also promulgate policies that will make the acquisition of QMS easier for SSA firms. Managers
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and entrepreneurs should not always depend on policymakers when acquiring QMS, they need
to do a cost benefit analysis before the application. The application process and procedures can
be costly and cumbersome therefore, applicants need to be sure of what they are getting before

committal.

This research has its limitations. The first issue is the availability of data on sub-Sahara Africa,
for example firms’ annual profits have not been included in the WBES data. Another limitation
is since the study has been performed using data on sub-Sahara Africa (cross-country) it limits
the generalisation of the results on individual countries in the sample. This can be confirmed
by an example in essay 3, Table 4.4, where a robustness test separated Nigeria from the main
sample. The result for Nigeria is visibly different from the rest of the sample.

The scope of the research is limited to export orientation and internationalisation at the cross-
country level in chapter 2. Therefore, the research does not analyse in detail export orientation
and internationalisation at particular firm or country level. Another challenge, relates to chapter
3, is the difficulty to quantify the effects of a typical structural reform in an economy, this limits
the generalisation of results on structural reforms. This study does not analyse the impact of
structural reforms and firm performance at a specific country and individual firm level. The
results of the financial sector reforms are still open for further studies by academicians and
policymakers. Further, different studies select sector reforms of their choice and therefore the

generalisation of structural reforms is a challenge.

Areas for further studies include looking at the impact of corruption on firm performance in
SSA. Corruption significantly and positively influences firm performance as per this research
and | encourage researchers to further study these results. Additionally, | draw the attention of
researchers to areas that need more explanation, such as regulatory quality and quality

management systems certification with access to finance.
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Appendix

Mixed-effects ML regression

Coef. StErr.  tvalue  p-value [95% Conf Interval] Sig
Firm_performance
Agg_index .007 .003 2.67 .008 .002 013 Ak
Inflation 014 .001 11.78 0 012 016wk
Corruption 091 011 8.12 0 .069 13 ek
Finance_access .085 .005 15.82 0 .075 .096 Hokok
Exporter -.0006 .005 -1.14 255 -.016 .004
Fsize 062 .005 11.55 0 .052 073 Hek
Age 012 .005 2.37 018 .002 023 ok
Foreign 032 .008 3.83 0 016 048 A
Government 109 047 2.31 .021 017 202 ok
Inflation2 0 0 -8.06 0 -.001 0 e
R p<. 01, ** p<.05, * p<.1

Table A1

Instrumental variables (2SLS) regression

Finance_access Coef. StErr.  tvalue  p-value [95% Conf Interval] Sig
Firm_performance .07 019 3.68 0 033 107 A
Reg_quality 213 011 18.62 0 191 236 bk
qualitycert .086 018 4.89 0 .052 A21 0 okek
Manufacturing 032 013 2.53 011 .007 .056 ok
Experience_gm .002 .001 2.55 011 0 .003 ok
Age 026 014 1.82 069 -.002 .053 *
Firm_size 146 013 11.28 0 121 A71 0 okek
Exporter 084 012 6.78 0 .06 109 ke
Domestic -.103 017 -6.00 0 -.137 -069  wrk
XX p<.01, *¥* p<.05, * p<.1

Table A2
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