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Abstract 

The paper examined the impact of contemporary challenges on the sustainability of microfinance institutions 
in Ghana. Employing a cross-sectional survey design, data were collected using self-administered questionnaires. 
Thirty (36) microfinance institutions across Ghana and sample size of three hundred and thirty-one staff (331) of 
these institutions were interviewed. Exploratory factor analysis and t-test comparisons were used to analyze the data. 
Using exploratory factor analysis, the findings revealed that institutional framework, capacity building and funding, 
regulation and supervision, and coordination challenges were contemporary challenges faced by MFIs in Ghana. With 
t-test comparison analysis, the findings revealed that four extracted factor dimensions (institutional framework, 
capacity building and funding, regulation and supervision, and coordination challenges) have a statistically significant 
negative influence on the sustainability of microfinance. Of the four, supervision and regulations recorded the highest 
challenge whilst institutional framework recorded the least challenge. It was concluded that the four main 
contemporary challenges mentioned were the major threats and contributed adversely to the sustainability of 
microfinance operations in Ghana.The recommendation centered on policy makers‘ strengthening corporate 
governance to enhance the sustainability and long-term survival of MFIs in Ghana.  

 
Keywords: Microfinance institutions, institutional framework, capacity building and funding, coordination, 
supervisions and regulationschallenges and Sustainability of MFIs in Ghana. 

 
1. Introduction 

Credit facilities play a significant role in the development of the informal sector and consequently translate 
into national development. Knowing this, most developing countries including Ghana have opened up structures for 
the influx of microfinance businesses. According to Awojobi (2011), the promises of microfinance in economic 
growth and poverty reduction have placed both the number of microfinance institutions (MFIs) and the subject of 
microfinance at the apex of the agenda in most evolving countries. 
 

Notwithstanding the benefits accrue from microfinance business in other part of the world; most MFIs have 
failed in delivering their promises in Ghana. Literature shows that most Ghanaian MFIs are increasingly collapsing in 
recent times (ghanabusinessnews.com, 2013).  It was reported that in the first quarter of the 2013 fiscal year, the 
number of microfinance institutions in Ghana that collapsed as a result of their inability to sustain their 
operationsexceeds 30(ghanabusinessnews.com, 2013). Consequently, hundreds of account holders in parts of the 
country have lost their savings to such institutions within the past couple of years (Domfeh, 2013).  
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The trend increased in 2015 with the Central Bank published over 50 more MFIs that have collapsed (Addo, 
2015). This has affected the populace who have responded to the calls by these MFIs. Microfinance institutions face 
many challenges that threaten their financial viability and long-term sustainability (Owusu, 2011). The growing fears 
among the Ghanaian public are becoming alarming following the microfinance scandal in Brong- Ahafo Region where 
some microfinance companies such as DKM and GOD is Love could not withstand the panic withdrawals and ability 
to meet their obligations towards customers in terms of deposits. This has led to widespread public apathy in 
depositing funds with microfinance institutions. Thus, Ghana's drive to mobilize deposits from the unbanked 
population and encourage savings habits and credits available to the poor has faced serious challenges from the 
sustained financial health of some of these microfinance institutions (Domfeh, 2013).  

 
This term sustainability refers to the ability of a microfinance institution (MFI) to cover all of its costs 

through interest and other income paid by its clients. Financially, sustainable MFIs can become a permanent part of 
the financial system: they can continue to operate even after grants or soft loans are no longer available. MFIs face an 
apparent tension between achieving sustainability and contributing to poverty reduction.  In furtherance of the above, 
the underlying factors that influence the sustainability are therefore essential not only for the managers of the MFIs 
but for various stakeholders such as the Bank of Ghana, Governments, Apex, MASLOC, GHMFIN and other 
financial authorities etc. The impacts of the exact contemporary challenges on the sustainability of MFIs have not yet 
been demonstrated statistically in the Ghanaian literature. 

 
The objective of the paper is to assess the key level of contemporary challenges and continuously investigate 

how the challenges impact the level of sustainability of MFIs. Since the introduction of microfinance institutions in 
Ghana, the sectors continue to collapse because some of the institutions‘ inabilities to sustain their operations. The 
worse of it all has been the withdrawal of provisional licenses (approval-in-principle) of more than seventy MFIs by 
the Bank of Ghana in January 2016. In March 2018, about 30 Microfinance Companies were summoned by the Bank 
of Ghana to the Economic and Organized Crime Office (EOCO) to investigate their affairs because the companies 
were unable to pay depositors funds.  

 
The problem is that a significant number of those engage in microfinance services continue to struggle with 

sustainability. Most empirical studies on this subject matter have rather focused mainly on the role of microfinance 
sector and challenges facing MFIs without considering its impact on sustainability in the Ghanaian context. (Afrane, 
2002; Gallardo, 2002; Adjei, Arun, &Hossain, 2009; Awojobi, 2011; Bateman, 2012; Akinlawon, Otchere, Pomerantz, 
& Smith, 2013). Meanwhile, there have been a number of empirical studies that focused on the challenges facing the 
microfinance sector in some countries; however, such studies in the Ghanaian context are limited. Muhammad (2010) 
study focused on the opportunities and challenges of the Pakistan microfinance sector. Nasir (2013) also studied the 
contemporary issues and challenges facing the microfinance sector in India. One of the more related studies in the 
Ghanaian setting was conducted by Boateng and Agyei (2013) on the success factors, development and challenges of 
the microfinance companies in Ghana. The findings obtained by Boateng and Agyei (2013) indicated that there were a 
number of challenges facing the MFIs in Madina, however, no quantitative analysis was performed to ascertain how 
these challenges influence the success of the MFIs.  Although, Muhammad, (2010); Nasir, (2013); Boateng and Agyei, 
(2013)and Boateng, (2015) study came out with some useful discoveries as regards the contemporary challenges; 
however, their study fell short in determining the statistically significant impact of these challenges on the 
sustainability of microfinance institutions. The researcher is therefore motivated to conduct this present study since 
much has not been said in the Ghanaian context regarding quantitative empirical evidence let alone high order 
statistical inferential. The present study, therefore, seeks to extend the work of Muhammad, (2010); Nasir, (2013); and 
Boateng, (2015) by establishing the quantitative statistical significant impact of these challenges on the sustainability of 
MFIs in Ghana. 

 
The rest of the paper is structured as follows: Section 2 provides a review of the literature. Section 3 presents 

the methodology and the data. Section 4 provides the empirical results of data analysis. Section 5 provides a discussion 
of the study results. Section 6 concludes the paper. 
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2. Literature Review 

The theoretical foundations underlying this study are the action regulatory theory and contingency theory. 
The action theory assumes that entrepreneurial actions are essential to entrepreneurial outcomes (Frese, 2009). There 
is a contention that the actions of entrepreneurs are crucial and must be a basis for theorizing in entrepreneurship 
(McCullen&Shephard, 2006; Frese, 2007).  

 
The theory posits that whether an organization occupies a successful position or not is not an entirely 

accidental process but the outcome of actions (Frese, 2007). A critical evaluation of the prepositions suggests that 
actions and inactions of the entrepreneurs determine the extent of the consequence of challenges on the survivorship 
of an enterprise. Relatedly, the action-regulation theory provides theoretical evidence to support the relationships 
between contemporary challenges and sustainability of MFIs in Ghana in two ways: first, contemporary challenges 
originate from entrepreneurial action. Secondly, the entrepreneurial action may minimize or deepen challenges which 
may influence the sustainability of MFIs. The entrepreneurial action may be directed to develop and strengthen 
institutional structures and frameworks, capacity enhancement and funding and credit delivery management, 
coordination, data information and dissemination and supervision and regulations. The effectiveness of these 
entrepreneurial actions would determine the entrepreneurial outcome including sustaining financial health. Following 
the theory, poor management of these key challenges can threaten any positive entrepreneurial outcome (Gutiérrez-
Nieto, Serrano-Cinca&Molinero 2009). 

 
The contingency theory posits that there are several ways in which a firm could be best organized or led. 

According to the theory, the best approach needed to organize a firm must fit the internal and external circumstances 
of the business (Richard, 2003). This means that the best way in which a firm can be organized is determined by the 
environment in which the firm is run (Betts, 2011). In a similar vein, Donaldson (2006) earlier opined the contingency 
theory suggests that the best organizational structure must fit the contingencies pertinent in the environment wherein 
an organization functions. The implication is that successful organizations must have flexible organizational structures 
which are continually altered whenever requires so as fitting available contingencies at any given period. 

 
Assumptions of the contingency theory are that there is not just a single best approach to organize a firm, and 

also the preferred system or approach is determined by circumstances such as the best activities within reach, the 
environment and the risk profile (Galbraith, 1973). The postulations and the assumptions of the contingency theory 
thus imply that for organizations to perform well so as to achieve success and sustainability, the context and the 
structure of the firm must suit each other (Drazin& Van de Ven, 1985). 

 
The theory helps ease the notion that there exists only one best way to organize a company (Eriksson-

Zetterquist, Müllern&Styhre, 2011). It argues further that firms are no closed systems and that they cannot be 
structured without taking into consideration the characteristics of the environment in which they operate and the 
effect of these characteristics on the organization (Eriksson-Zetterquist et al., 2011). The authors opined that this 
theory explains why rigidity of institutional structures is detrimental to the survivor of organizations. Thus, the 
institutional framework is a key challenge for the sustainability of enterprises including MFIs. In other words, the 
survival of an institution requires the design of an organizational structure capable of efficiently and effectively 
handling uncertainties within the environment. 

 
According to Maina (2013), various sub-units inside an organization might confront separate external 

demands, and so in order to survive these different environments, organizations must create specific sub-units with 
varying structural features and carefully be co-ordinated. The author explained weakness in the co-ordination within 
the organizational process may affect the success of the organization or the going concern.  Maina (2013) asserts that 
these could be varying formalization levels, centralized against decentralized and varying planning time horizons, 
stressing further that the more diverse the types of an organization‘s environments, the more diverse its structure and 
the more co-coordinating activities should be in order to be sustainable. This theoretical position is in line with the 
findings of Bank of Ghana (2007) which concluded that coordination is a challenge to the success of MFIs in Ghana. 
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The contingency theory thus suggests that the organizational structure of MFIs must not be fixed, but must 
be reviewed when the structure adversely affects the performance (i.e. when it becomes a misfit). The theory suggests 
that the organizational adaptation of MFIs to the present technological environment results in organizational success 
and essentially sustainability (Lawrence &Lorsch, 1967). Likewise, Pinzang&Helmig, (2014) claimed based on the 
contingency theory that the success of MFIs depends on effectively adapting to the particular organizational 
environment. 

 
Drawing from the above, the challenges that are influencing the sustainability of many microfinance 

institutions in Ghana could be arising from the external environment and operational environments such as 
institutional structures or framework, capacity enhancement and funding, credit delivery and management, 
data/information and dissemination, regulations and supervision, and coordination. The MFIs may be trying to fit the 
contingencies existing in the external environment. However, this may be a big challenge because the contingencies 
within the environment are not fixed, they keep changing with time.  

 
This suggests that institutional framework; regulations and supervision, co-ordination, data information and 

dissemination, capacity building and funding and credit delivery management which are critical for the success of 
microfinance operations can also become barriers to achieving success if they are relaxed. The implication is that 
achieving explicit sustainability requires that an MFI should develop and strengthen these factors.  

 
Although there are theoretical reasons to investigate the relationship between contemporary challenges and 

sustainability, empirical attentions are relatively not much. Among the few studies including the study conducted by 
Muhammad (2010). Muhammad (2010) conducted a study that sought to explore the challenges and opportunities 
within the microfinance sector of the Pakistan economy. The author discovered that there were a lot of challenges 
facing the sector. Among the challenges were: increasing competition, diversified and innovative products, stability, 
profitability, limited management capacity of MFIs, low knowledge level, insufficient investment into agriculture 
development, and a high cost of the transaction. Although Muhammad's (2010) study came out with some useful 
discoveries as regards the contemporary challenges, the study fell short in determining how these challenges affect the 
sustainability of the MFIs. The present study thus extends the Muhammad's (2010) work by using these explored 
challenges and other challenges indicators and statistically investigates how the contemporary challenges affect 
sustainability.  

 
A study was conducted by Nasir (2013) on contemporary issues and challenges facing the India microfinance 

sector and to discover the solution to these problems facing the India MFIs.  The study discovered that existing gap in 
the functioning of the India MFIs included lack of product diversification, practices in delivery of credit, customer 
duplications and overlapping, less thrust on enterprise loans, consumption and individual loan demand with absence 
of mitigation measures, collection of loans /savings and highest rate of interest prevailing in the microfinance 
subdivision.  Nasir (2013) did not also determine the impact or influence of the challenges on the sustainability of 
microfinance institutions. Nasir identified numerous challenges, however, as a qualitative study, the significance of 
these challenges to the success and sustainability of the MFIs could not be established. This study, therefore, refines 
Nasir study by quantitatively establishing the significant influence of the challenges on the sustainability of the MFIs 
in Ghana. 

 
One of the more related studies in the Ghanaian setting was conducted by Boateng and Agyei (2013) on the 

success factors, development and challenges of the microfinance institutions in Ghana. The focus of the study was to 
examine the development of microfinance in the Madina area of the Greater Accra region of Ghana. The authors 
used a qualitative research approach and the study employed a primary study design. The study findings obtained by 
Boateng and Agyei (2013) indicated that there were a number of success factors and challenges facing the MFIs in 
Madina, however, no quantitative analysis was performed to ascertain how the success factors had contributed to the 
growth and sustainability of the MFIs. This present study seeks to determine the effect of the challenges on the 
sustainability of MFIs. 
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Recently, Boateng (2015) examined the prospects and the challenges facing microfinance institutions in 
Ghana. The study discovered that the main challenges facing Ghanaian MFIs include regular changes in government 
policies, poor regulatory environment, lack of capital, insufficient professionalism and skills, infrastructural problems, 
poor corporate governance, socio-cultural misconceptions, and forgeries frauds and corruption. However, the study 
was a qualitative study, the effects of the challenges and opportunities on the sustainability of MFIs were not 
determined.  

 
Muhammad (2010), Nasir (2013), and Boateng (2015) failed to determine the statistically significant impact of 

these challenges on the sustainability of microfinance institutions. This present study will make use of recent primary 
data and also determine how contemporary challenges influence the sustainability of microfinance institutions in 
Ghana. 
 
3.0 Methodology 

 3.1 Research Design 

The study adopted the cross-sectional survey design to solicit information from Managers, an Administrative 
and Operational staff of 36 Tier 2 microfinance companies. The study operationalizes microfinance institutions as 
those ―Tier Two‖ MFIs with the word ‗microfinance‘ as part of their names. The 36 companies were randomly 
selected from the list of Microfinance Companies from Western, Central, Ashanti, Greater Accra, Brong Ahafo and 
Eastern.  The choice of the microfinance companies over the other informal financial institutions is that they form a 
major part of the total informal financial companies in the country and also they are pivotal as far as credit for 
development is concerned (Chronicles Business News of Ghana, 2014). In addition, studying these institutions is 
important because in recent times alleged cases have been reported about their operations. The cross-sectional survey 
design was employed to support the quantitative analytical procedure. This is appropriate as the study structure 
requires selection of microfinance institutions and administer data collection instrument. The survey is applied 
through the use of standardized questionnaires to collect the required data of interest (Anlo, 2012, p.79).   
 
3.2 Data 
 

The study uses the structured self-administered questionnaire for collecting responses from the managers, 
administrators and operational staff. The questionnaire sought to collect information on some aspects of challenges 
dimensions of the microfinance sectors and how the components affect the sustainability of microfinance institutions. 
The questionnaires were hand delivered and collected in the same manner. To analyze the data, the study employs 
statistical tools such as exploratory factor analysis and t-test comparisons techniques. Exploratory factor analysis using 
the principal components analysis method with Varimax rotation were applied in order to remove redundant variables 
from the data (highly correlated) so as to be left with  uncorrelated variables in order to  retain acceptable factor 
structures  where low factor loadings, cross-loadings and low communalities (0.5) were eliminated whilst the t-test was 
to find out if there is a significant difference between contemporary challenges indicators of MFIs .The t-test of 
significance was used to test the mean difference of selected indicators for challenges of MFIs.  
 
3.3 Study areas 

 
The study was conducted in six regions of Ghana including Ashanti, Greater Accra, Brong Ahafo, Western, 

Central and Eastern Region. The region with the highest number of Tier two MFIs is Greater Accra followed by 
Ashanti and the region with the least is Brong Ahafo. The motives are that Greater Accra and Ashanti seem to be the 
most developed regions in terms of economic activities whereas the Brong Ahafo region is dominated by farming 
activities and can brag of a few MFIs. The institutions are regulated by the Bank of Ghana and provide financial 
assistance to the masses especially the low-income brackets.  The samples of MFIs were taken from the regional 
capitals (Kumasi, Accra, Sunyani, Takoradi, Cape Coast and Koforidua) of each region. The aim is that MFIs are 
focused in the cities where business activities are booming. 

 
3.4 Sampling approach 
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The study uses a multi-stage sampling technique. This sampling technique is applied in this study by first selecting the 

microfinance companies and finally the staff to respond to the questionnaires. The sample size is 331. This comprises 

of all the level managers, administrative and operational staffs. A total of 360 questionnaires were handed out. Out of 

this number, a total of 331 were returned representing 92% response rate and these valid responses were used for 

analysis. This sample size was deemed to be fairly representative to help arrive at a conclusion that could be 

acceptable.  The results show that the sample is adequate for factor analysis and that variables correlate well. The 

study also follows Tabachnick and Fidell‘s (2007) formula for calculating minimum sample size.  The formula is given 

as N > 50 + 8m (where ‗N‘ = sample size and‘ = the number of dimensions) and m=4 that are the four extracted 

factors. Therefore per the formula, the minimum requirement is 82. However, the study used a sample size of 331 

which is far greater than the minimum requirement.  

3.5 Characteristics of selected MFIs 

All the 36 randomly selected MFIs are members of tier two Microfinance Companies in Ghana. .Out of these 36 

institutions selected for the study,  ten (10) staff were selected from every institution with a total of Three Hundred 

and Thirty-One (331) respondents responded population of this study consists of  344 licensed microfinance 

institutions operating across Ghana. The sampling frame comprises of all the top-level managers, administrative and 

operational staffs. The regional distribution of the 36 MFls randomly selected for the study was located in 6 regions 

namely; Greater Accra (17 MFIs), Ashanti (4 MFls), BrongAhafo (3 MFIs), Eastern (3 MFIs), Western (7 MFIs), and 

Central (2 MFls). The participants were : (149 in Greater Accra, (45%,)  (68 in Western,(21%),  (30 in Eastern,(9%),  

(14 in Central, (4%),  (40 in Ashanti (12%), and (30 in Brong Ahafo (BA)(9%) 

These MFIs should be satisfied before obtaining an operating license from the Bank of Ghana.  Another common 

characteristic about the institutions is that they all operate a deposit in small sums from the informal sector on daily 

basis. In addition to deposit mobilization, the institutions mobilize funds from short-term savings, pay interest on 

deposits, and engage in on lending of loans. The structures they adopt are normally individual and group lending. The 

sources of capital for these institutions are internal and external. 

4. Results 
1. Level of Contemporary Challenges of Microfinance Institutions in Ghana 

In order to identify the key challenges of MFIs in Ghana, exploratory factor analysis was performed on the 
study data. All the thirty-six (36) variables measuring contemporary challenges of MFIs on the questionnaire were 
subjected to principal component analysis followed by a Varimax rotation. Initial results showed that some 
variable/items had low extraction communalities (communalities below 0.5) whilst others had significant cross-
loadings. Therefore in line with recommendations by Hair et al (2016), the offending items were eliminated 
sequentially and exploratory factor analysis re-run until the final results obtained acceptable factor structure.  The final 
results of the principal component analysis containing twenty-four variable/items are presented in table 1.  A Kaiser-
Meyer-Olkin (KMO) Measure of Sampling Adequacy value of 0.707, as well as a Bartlett's Test of Sphericity of 
(approx. Chi-square=9309.77, df=276,  p=0.000), were obtained. These results show that the sample is adequate for 
factor analysis and that variables correlate well.   
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Table .1: Contemporary Challenges of MFIs-Principal Component Analysis 

Variable Communality Factor Eigenvalue % of Variance Cumulative 
% 

The institution has no clear mandate and visión 0.805 1 6.032 25.132 25.132 

There is no consensus between the institutional mandate and 
operating values 

0.691 2 4.755 19.814 44.946 

There is lack of good fit between the institution's mandates 
and its activities 

0.833 3 4.246 17.691 62.636 

There is lack of strong leadership 0.820 4 2.395 9.981 72.617 

The institution has no business or strategic plan to cover its 
expansion and sustainability of microfinance institution 

0.828 5 1.182 4.925 77.542 

The role and responsibility of stakeholders currently overlap in 
some cases 

0.794 6 1.136 4.733 82.275 

Organizational and institutional hierarchy and reporting 
relationships among all the stakeholder are not clearly defined 

0.786     

The staff are not qualified for the delivery of the current 
financial services 

0.943     

There is a lack of institutional investment in training and 
support for staff 

0.887     

The current microfinance Apex body lacks adequate cadre of 
in-house trainers 

0.918     

Lack of adequate sources of funds 0.810     

Current strategies for credit delivery are not adequately 
diversified or efficient 

0.864     

There is no framework for categorizing and upgrading 
emerging microfinance institutions in accordance with their 
operational capacities and capabilities and this affects our 
operation 

0.587     

The unwillingness of clients to provide personal information 0.813     

Approaches to and methodology for data and information 
gathering at the national level are not uniform, making it 
difficult to centrally monitor the progress of the microfinance 
for investors’ attention and client confidence 

0.817     

There is lack of well-defined reporting system by both the 
government and development partners with regards to their 
intervention 

0.897     

Lack of adequate client information 0.682     

There is a lack of well specified guidelines for operations 0.894     

there is a lack of  sound governing structure for appointing board 
members 

0.818     

The board members often do not have the required knowledge 
and experience to supervise management activities 

0.860     

There is no effective board oversight 0.875     

Sharing private data is not permitted 0.840     

There is fragmentation, duplication and inadequate collaboration 
between and among service providers, practitioners and end users 

0.840     

      
KMO=0.707;  Barletts Test Chi-square=9309.77, df=276, 
p=0.000; Total variance explained=82.2% 

     

 
Source: Field data, (2016) 
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Table 2: Contemporary Challenges of MFIs-Varimax Rotated Component Matrix  

Variables Factor 1 Factor 2 Factor 3 Factor 4 Factor 5 Factor 6 

The current  micro finance Apex body  lack adequate cadre of in-house 
trainers 

0.892      

There is no effective board oversight 0.882      

There is a lack of well specified guidelines for operations 0.869      

There is  lack of institutional investment in training and support  for staff 0.841      

The board members often do not have the required knowledge and 
experience to supervise management activities 

0.686      

Lack of adequate sources of funds 0.559      

There is a lack of  sound governing structure for appointing board 
members 

0.552      

The staff are not qualified for  the delivery of the current financial 
services 

 0.953     

Lack of adequate client information  0.789     

Current strategies for credit delivery are not adequately diversified or 
efficient  

 0.756     

There is no consensus between the institutional mandate and operating 
values 

 0.701     

There is fragmentation, duplication and inadequate collaboration 
between and among service providers, practitioners and end users 

 0.684     

There is lack of strong leadership   0.892    

 
There is lack of well-defined reporting system by both the government 
and development partners with regards to their intervention 
 

  0.881    

The institution have no business or strategic plan to cover its expansion 
and sustainability 
 

  0.793    

Approaches to and methodology for data and information 
gathering at the national level are not uniform, making it 
difficult to centrally monitor progress of the microfinance 
for investors‘ attention and client confidence 
 

  0.629    

There is no framework for categorizing and upgrading 
emerging microfinance institutions in accordance with their 
operational capacities and capabilities and this affect our 
operation 
 

  0.605    

Organizational and institutional hierarchy and reporting 
relationships among all the stake holder are not clearly 
defined 
 

  0.573    

The institution have no clear mandate and vision 
 

   0.854   

There is lack of good fit between  the institutions mandates 
and its activities 
 

   0.853   

Access to information make coordination costly    0.699   

Sharing private data is not permitted     0.832  

The role and responsibility of stakeholders currently overlap in some 
cases 

    0.774  

Unwillingness of clients to provide personal information           0.812 

Source: Field data, (2016) 
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The analysis produced six (6) factors shown in table 2 above. For the purpose of this study, only factors with loadings 
higher than 0.5 were considered. The six extracted factors account for 82.2% of the total variance explained. As can 
be seen in the table, the six components have cumulative percentage variance of 82.2% which is adequately indicating 
that the other 17.8% is accounted for by other extraneous variables do not form part of the study.  Internal reliabilities 
of the extracted factors was performed in the form of Cronbach‘s coefficient alpha (α) and shown in table 3. The 
Cronbach Test of reliability is the statistical test that is used in the measurement of scales used in a survey. Cronbach 
(1951) suggests that different test should be performed when multiple sub-scales exist .For the purpose of this study, 
the cut off value adopted was 0.6 (Hair et al., 2016) and the acceptable benchmark value of item-to-total correlation 
was set above 0.3 (Narteh et. al. 2014; Hair et al., 2016).  
 

Table 3: Contemporary Challenges of MFIs-Internal consistency and related decision of first structure 

Factors and Items Item-total 
correlation 

α value Decision 

Factor 1    

The current  micro finance Apex body  lack adequate cadre of in-house trainers 0.854 0.897 Retained 

There is no effective board oversight 0.699   

There is a lack of well specified guidelines for operations 0.811   

There is  lack of institutional investment in training and support  for staff 0.862   

The board members often do not have the required knowledge and experience to 
supervise management activities 

0.673   

Lack of adequate sources of funds 0.541   

There is a lack of  sound governing structure for appointing board members 0.462   

Factor 2    

The staff are not qualified for  the delivery of the current financial services 0.891 0.869 Retained 

Lack of adequate client information 0.659   

Current strategies for credit delivery are not adequately diversified or efficient 0.684   

There is no consensus between the institutional mandate and operating values 0.643   

There is fragmentation, duplication and inadequate collaboration between and 
among service providers, practitioners and end users 

0.621   

Factor 3    

There is lack of strong leadership 0.808 0.851 Retained 

There is lack of well-defined reporting system by both the government and 
development partners with regards to their intervention 

0.797   

The institution have no business or strategic plan to cover its expansion and 
sustainability 

0.751   

Approaches to and methodology for data and information gathering at the national 
level are not uniform, making it difficult to centrally monitor progress of the 
microfinance for investors‘ attention and client confidence 

0.496   

There is no framework for categorizing and upgrading emerging microfinance 
institutions in accordance with their operational capacities and capabilities and this 
affect our operations 

0.405   

Organizational and institutional hierarchy and reporting relationships among all the 
stake holder are not clearly defined 

0.484   

Factor 4    

The institution have no clear mandate and vision 0.740 0.831 Retained 

There is lack of good fit between  the institutions mandates and its activities 0.746   

Access to information make coordination costly 0.591   

Factor 5    

Sharing private data is not permitted 0.487 0.655 Merge 
with factor 
4 

The role and responsibility of stakeholders currently overlap in some cases 0.487   

Factor 6    

Unwillingness of clients to provide personal information _ 1.000 Merge 
with factor 
4 

Source: Field data, (2016) 
 

The internal consistency and weighted means of the four remaining factors were computed and shown in 
table 4. Factor 1 contains seven items and relates to issues concerning ―Supervision and Regulation of MFIs‖.  Factor 
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2 is made up of five items and relates to issues concerning ―Capacity enhancements andfunding‖. Factor 3 contains 
six items and relates to issues concerning ―Institutional Framework‖. Factor 4 contains six items and relates to issues 
concerning ―Coordination‖.   

 
Table 4 : Contemporary Challenges of MFIs-Factor Loadings, Weighted Means and Cronbach's Alpha 

Factors and Items Number of 
items 

Loadings Weighted Mean α value 

Factor 1 (Supervision and Regulation)      

The current  micro finance Apex body  lack adequate cadre of 
in-house trainers 

7 0.892 4.179 0.897 

There is no effective board oversight  0.882   

There is a lack of well specified guidelines for operations  0.869   

There is  lack of institutional investment in training and 
support  for staff 

 0.841   

The board members often do not have the required 
knowledge and experience to supervise management activities 

 0.686   

Lack of adequate sources of funds  0.559   

There is a lack of  sound governing structure for appointing 
board members 

 0.552   

Factor 2 (Capacity)      

The staff are not qualified for  the delivery of the current 
financial services 

5 0.953 3.582 0.869 

Lack of adequate client information  0.789   

Current strategies for credit delivery are not adequately 
diversified or efficient 

 0.756   

There is no consensus between the institutional mandate and 
operating values 

 0.701   

There is fragmentation, duplication and inadequate 
collaboration between and among service providers, 
practitioners and end users 

 0.684   

Factor 3 (Institutional Framework)      

There is lack of strong leadership 6 0.892 3.205 0.851 

There is lack of well-defined reporting system by both the 
government and development partners with regards to their 
intervention 

 0.881   

The institution have no business or strategic plan to cover its 
expansion and sustainability 

 0.793   

Approaches to and methodology for data and information 
gathering at the national level are not uniform, making it 
difficult to centrally monitor progress of the microfinance for 
investors‘ attention and client confidence 

 0.629   

There is no framework for categorizing and upgrading 
emerging microfinance institutions in accordance with their 
operational capacities and capabilities and this affect our 
operation 

 0.605   

Organizational and institutional hierarchy and reporting 
relationships among all the stake holder are not clearly defined 

 0.573   

Factor 4 (Coordination)     

The institution have no clear mandate and vision 6 0.854 3.583 0.712 

There is lack of good fit between  the institutions mandates 
and its activities 

 0.853   

Access to information make coordination costly  0.699   

Sharing private data is not permitted  0.832   

The role and responsibility of stakeholders currently overlap in 
some cases 

 0.774   

Unwillingness of clients to provide personal 
information 

    

 
Source: Field data, (2016) 
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In order to examine extent of criticality of the four factors on sustainability, in line with Hogg et al. (1996), t-

tests for paired samples was performed and shown in table 5. The results show that four of the six criteria examined 
are statistically significant.  

Based on these results one can derive the following in descending order of importance regarding the criticality 
of the extent of challenges influencing on overall sustainability of MFIs.  After doing all the six pairings we deduce the 
following order of importance and its effects on overall sustainability of MFIs:Rank 1. Regulation Rank 2 
Coordination Rank 3. Capacity Rank 4. Institutional Framework 

 
Table 5: Comparisons of criteria 
 

  

Pairs Means 
Std. 
Deviations 

Correl
ation T 

P-
Value 

Regulation/Supervision – Capacity 4.179-3.582 0.543-0.658 0.231 14.465 0.00* 
Regulation/Supervision -InstitutionFramework 4.179-3.205 0.543-0.494 0.220 27.235 0.00* 
Regulation/Supervision – Coordination 4.179-3.583 0.543-0.357 -0.133 15.741 0.00* 
Capacity – InstitutionFramework 3.582-3.205 0.658-0.494 -0.092 7.946 0.00* 
Capacity – Coordination 3.582-3.583 0.658-0.357 -0.184 -0.014 0.989 
InstitutionFramework – Coordination 3.205-3.583 0.494-0.357 -0.309 -9.907 0.00* 

Note: ** sig. at p < 0.01;   
     

 
          

 
5. Discussion 
 
1 Contemporary Challenges of Microfinance Institution in Ghana 
 

Microfinance institutions like any other entities face a number of challenges which are threats to their 
sustainability and survivor. Although it is a common knowledge among researchers and experts that the contemporary 
challenges are threats to the MFIs, what constitute the primary contemporary challenges is inconclusive (see for 
instanceLafourcade, Isern, Mwangi, & Brown, 2005;  Das, Srinivasan and Kodamarty, 2010; andTapanakornvut, 
2012).  

To achieve this specific objective, detailed empirical reviews were conducted to identify the primary Ghanaian 
based contemporary challenges to the operations of microfinance institutions in Ghana. Through the review, it was 
revealed that the contemporary challenges produced six (6) factors; namely, institutional framework, capacity 
enhancement and funding, credit delivery and management, data/information and dissemination, regulation and 
supervision, and coordination (BoG, 2007). 

 
The purpose of this objective was to determine whether all six factors produced as contemporary challenges 

indeed are key challenges facing microfinance institutions in Ghana. To achieve this result, exploratory factor analysis 
was used to extract the major contemporary challenges dimensions as initial results presented in Table 1. The 
exploratory factor analysis produces six factors but only the remaining major four factors identified wereSupervision 
and Regulation, Capacity, Institutional Framework, and Coordination. Due to conceptual fitness purposes, the 
researcher decided to merge the fifth and six factors with factor four. These factors are Sharing Private Data is not 
permitted,(0.487), The role and responsibility of stakeholders currently overlap in some cases(0.487), and 
Unwillingness of clients to provide personal information.T he purpose for the use of the Exploratory Factor Analysis 
was to remove redundant variables from the data (highly correlated) so as to be left with smaller uncorrelated 
variables. 

Comparatively, the challenges with the highest weighted mean value were Supervision and Regulation with a 
weighted mean value of 4.179. This is followed by the Coordination with a weighted mean value of 3.583. The 
challenges with the lowest weighted mean value were institutional Framework with a weighted mean value of 3.205. 
The study found that four of the remaining factors: Supervision and Regulation, Capacity, Institutional Framework, 
and Coordination were the main significant contemporary challenges faced by MFIs in Ghana and contributed 
adversely to microfinance operations.  The results imply that the four key contemporary challenges are faced by MFIs. 
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The weighted factor means also revealed that the most significant contemporary challenge faced by MFIs in Ghana is 
supervision and regulation. This is followed by coordination, capacity and institutional framework respectively. These 
findings contribute to the action regulation and contingency theory. Apart from the regulatory and supervision, all the 
other three components can be considered as internal challenges which according to the Action Theory are 
determined by the entrepreneurial actions and decisions (Frese, 2007). The theory assumes that the appropriateness of 
entrepreneurial actions determines the extent of the consequence of challenges on the survivorship of an enterprise. 
Therefore, the failure to institute structures, build capacity and coordination appropriate would breed operational 
challenges. These internal factors emanating from internal decisions and policies are crucial and must be a basis for 
theorizing in entrepreneurship (McCullen&Shephard, 2006). McCullen and Shephard argued that the contemporary 
challenges originate from entrepreneurial actions as evidenced in the findings in this study. 

 
Besides the action theory, the findings also support the contingency theory. The theory assumes that firms‘ 

successes and challenges are situational which can be internal or external (Eriksson-Zetterquist, Müllern&Styhre, 
2011). Therefore the participants in this study generally responding that external factors such as external regulations 
and supervisions among various MFIs are also part of the contemporary challenges of MFIs demonstrate empirical 
support for the contingency theory. 

 
Despite the theoretical consistencies, Adaju (2006); Gyamfi (2012) and Boateng and Boateng (2014) identified 

limited support for institutional structure and human capacity as some of the contemporary challenges. However, the 
findings are similar to the factors identified by Muhammad (2010) as the challenges of microfinance operation. For 
instance, Muhammad discovered that regulations, limited management capacity of MFIs, low knowledge level, and 
insufficient investment into agriculture development (arising from challenges from funding) are some of the 
challenges. These factors are similar to the factors identified in this study. In addition, the findings in the present study 
affirm the conclusions drawn by Aveh, Dadzie and Krah (2013) indicating a reporting framework as one of the key 
challenges of MFIs. This is part of the institutional framework challenges in this study. 

 
In addition, another empirical relevance of the high level of contemporary challenges found in this study can 

be traced to the conclusions drawn by Asiama and Osei (2007). Asiama and Osei showed that there is high regulatory 
and supervisory rigidity in respect of systems used by regulators to manage microfinance institutions and this is a 
severe challenge as the rigidity inhibits microfinance institutions‘ product innovativeness, outreach and have an 
adverse effect on the performance of the institutions. The present study indeed affirms the findings of Asiama&Osei 
as the present study revealed regulatory and supervisory challenges as the highest contemporary challenge 
microfinance institutions are facing. Besides the regulatory and supervisory challenges, Asiama&Osei found co-
ordination as also one of the primary challenges of microfinance institutions in Ghana. Recently, Boateng (2015) also 
found institutional framework indicators such as poor corporate governance and socio-cultural misconceptions are 
some of the challenges of MFIs in Ghana. 

 

The findings suggest that the contemporary challenges of microfinance institutions are both internal and 
external factors. The results also show that the four key classes of challenges identified as crippling the microfinance 
sectors are conclusive per the present empirical evidence. The participants of this study empirically believe that these 
factors contribute adversely to the operations of microfinance institutions in Ghana. The relatively high level of these 
challenges shows how sensitive these challenges are to the survivor of microfinance institutions.  However, to support 
the claims that these factors affect the sustainability of these microfinance institutions, a causal relationship is 
expected to be investigated. 

 
2. The extent of the four extracted factors affecting the sustainability of microfinance institutions 

 
This section discusses the findings of the results of the second objective of the study.  The objective sought 

to investigate how the contemporary challenges discussed under the objective one affect the level of sustainability of 
microfinance institutions in Ghana.  
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2.1 Effect of Institutional Framework on Sustainability of Microfinance Institutions in Ghana 
 
The institutional framework encompasses clear vision, mandate, and consistency between values, mandate 

and visions, strong leadership, clearly defined operations, an absence of role and responsibilities overlap, clear 
hierarchical directions and clear reporting lines. These indicators are cardinal to the success of microfinance 
institutions. However, as revealed in this study and supported by the working paper of Bank of Ghana (2007), this 
rather important structure or framework is lacking imposing severe challenges to the microfinance operation.  

By intuition, this would negatively affect the sustainability of microfinance institutions. This intuition may or 
may not reflect reality. Therefore it was essential to statistically investigate to confirm such a relationship. 

The study finding indicated that institutional framework challenge ranks the least significant negative 
influence on the level of sustainability and it‘s statistically significant at the 1% level of significance (p<0.01.) This 
implies that an increase in the level of institutional framework challenges would deplete the sustainability potentials of 
microfinance institutions in Ghana. The results are consistent with the intuitive analysis above and hence meet the 
study expectations. The results suggest that owners and managers of microfinance institutions do not institute the 
required structures which drive their sustainability. This provides empirical support to understanding the action 
regulation theory. The theory posits that the success of entrepreneurship depends strongly on the entrepreneurial 
action (Frese, 2007). Therefore, weak and ineffective entrepreneurial action would yield adverse results 
(McCullen&Shephard, 2006) as found in this study. This means this assumption of the theory is applicable to the 
microfinance operation in Ghana. 

 
Furthermore, the action regulation theory assumes there is a relationship between goal and results 

(Frese&Sabini, 1985). The theory assumes that where there are no clear and realistic goals, core competencies would 
be immaterial. Therefore, despite the high level of core competency exhibited, a poor institutional framework which 
embodied visions, mandate and goals would generate negative results. This means that theoretically, there is enough 
reason to find the negative relationship between institutional framework challenges and sustainability. 

 
Empirically, the findings affirm the review study of Bank of Ghana (2007). In their working paper, Bank of 

Ghana identified institutional framework challenge that affects the sustainability of MFIs in Ghana. As a review paper, 
Bank of Ghana could not statistically test the extent of such relationship. The results from this statistical investigation 
are consistent with the conclusions drawn by the Bank of Ghana. 

 
2.2 Influence of Capacity Building and Funding Challenges on Sustainability of Microfinance Institutions in 
Ghana 

 
The capacity building and funding were measured by evaluating on the scale of the staffing competencies, 

knowledge level of staff, institutional investment in the training and support for staff, capacity of the apex body and 
associations of microfinance institutions, availability of funds, reliable sources of funds, and funding terms or 
conditions. The participants evaluated the challenges arising from the above indicators. The study expected that where 
the level of this challenge is high, then the sustainability level would also fall. 

 
The study found a significant negative relationship between capacity building and funding challenge and level 

of sustainability. The study finding indicated that this challenge rank the third significant negative influence on the 
level of sustainability and statistically significant at the 1% level of significance (p<0.01.). The results suggested that 
when the level of capacity enhancement and funding challenge of the microfinance institutions increases, all other 
things being equal, the level of sustainability would fall and vice-versa. The finding was consistent with the study 
expectation. The results are also logical and realistic as microfinance operation cannot be sustained when there is no 
reliable cash flow or funding and competent staff to man the institutions. 

 
The findings, however, contradict the results of Kinde (2012). Kinde found that the microfinance capital 

structure and staff productivity have an insignificant impact on sustainability (financial) of MFIs in Ethiopia. The 
differences in the results and the conclusions can be explained from a theoretical perspective. For instance, from the 
contingency theory, it can be argued that differences in situational factors and environment might have accounted for 
the differences (Richard, 2003).  
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In Ghana, where hundreds of account holders operating with microfinance institutions lost their savings to 

such institutions within the past couple of years (Domfeh, 2013), high staff capacity and funding are expected to instil 
customers‘ confidence to boost the sustainability prospects. Therefore challenges in developing such capacity can 
erode the sustainability as indicated in this finding. Thus, capacity enhancement and funding are considered as 
contingencies. The ‗DKM and God is love‘ scandals are evidential that currently capacity enhancement and funding 
would play a significant role in explaining the level of sustainability if not before. Poor capacity enhancement and 
funding would then have a significant adverse effect on sustainability. 

 
Besides the contribution to the contingency theory, the findings affirm earlier conclusions by Boateng and 

Agyei (2013). In the study of Boateng and Agyei (2013), the authors showed that the sampled microfinance 
institutions have funding challenges making it difficult to achieve continuous successes. The authors revealed that 
MFIs were even finding it difficult meeting internal cost such as the cost of technology and transport to support their 
continuity. These findings are similar to the findings in this study. Although Boateng and Agyei (2013) dwelled on 
suppositions to draw inferences about the effect of the challenges on the continuity of the MFIs, the results from the 
statistical analysis of the causal relationship affirm such suppositions 

 
2.3 Influence of Co-ordination Challenge on Sustainability of Microfinance Institutions in Ghana 

 
Another component of the contemporary challenge used in this study was the coordination challenge. The 

relationship between the coordination challenge and sustainability contribute to achieving the second objective of the 
study which focused on how contemporary challenges influence the sustainability of the microfinance institutions in 
Ghana. The study assessed the level of this coordination challenge under objective one using some of the indicators 
included the absence of effective central bodies to coordinate all the activities of the microfinance institutions, 
restrictions and difficulty in sharing private data, fragmentation, duplication and inadequate collaboration between and 
among service providers, practitioners and end users. The t-test comparison analysis was conducted between co-
ordination challenge and sustainability. The finding revealed that the level of co-ordination challenge had the second 
significant negative influence on the sustainability of microfinance institutions in Ghana (p<0.01).   This indicated that 
it was the most important variable in explaining movement in the level of sustainability of the microfinance 
institutions in Ghana. The results meet the expectations of the study and some empirical evidence. For instance, 
according to Littlefield (2006), the absence of reliable and adequate coordination of information about microfinance 
operations including the breadth and depth of clients threaten the sustainability of the institutions. Thus, with the 
assertion of Littlefield, co-ordination challenge has a negative effect on sustainability.  

 
In addition, the findings affirm the results from the study conducted by Nasir (2013). In the Nasir‘s study, it 

was revealed that co-ordination challenges such as duplication, overlapping and fragmentation of data cripple the 
microfinance sector. Although the study failed to statistically test the relationship between coordination challenge 
indicators and sustainability of the MFIs, the author extrapolates a negative effect from these challenges. This 
extrapolation is inconsistent with the findings in the present study. According to Boateng (2015), lack of central 
administrative body to consistently coordinate the activities of microfinance institutions, supervise and provide 
uniform data about the progress of the institutions affect all facets of growth and success of MFIs in Ghana. This can 
be explained from the perspective of contingency theory. The theory posits that organizations can minimize suppose 
threats from its environment by turning threats into opportunities. This can be achieved organizing the activities and 
structures of the organisation based on the environment in which the organisation is running (Betts, 2011). Following 
this and the results from the present study, it suggests that microfinance institutions use poor coordination as a means 
to protect themselves against competition with their proprietary information. Effective co-ordination would have 
exposed them to the risk of releasing competitive information which may be detrimental. 
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2.4 Influence of Regulatory and Supervisory Challenges on Sustainability of Microfinance Institutions in 
Ghana 

 
 According to Dzandu and Krah (2013) in Ghana, the financial liberalisation programme presented a relaxed 

regulatory environment for microfinance and this resulted in marvellous growth and spread of microfinance 
institutions. The rapid growth and spread of the microfinance institutions have resulted in streamlining the regulatory 
and supervisory framework of these institutions. This framework has its own challenges. The results discussed under 
the first specific objective of the study showed that the regulatory and supervisory framework is one of the most 
significant contemporary challenges to microfinance operation in Ghana. How does this challenge statistically 
influence the sustainability of these microfinance institutions? This was one of the focuses of this research study. 

 
The study used dimensions such as assessment of the level of rigidity of the regulatory framework, the lack of 

operational guidelines from the regulators, absence of formal structure to appoint board members, lack of oversight 
responsibility, the inadequacy of relevant knowledge and competency of supervisory body.  The expectation was that 
poor regulatory and supervisory framework would adversely affect the level of sustainability of microfinance 
institutions in Ghana. 

 
The study found that the level of regulatory and supervisory challenge had the most significant negative 

influence on the level of sustainability of microfinance institutions.   This finding was also statistically significant 
within the 1% level of significance (p<0.01). This implies that when the level of regulatory and supervisory challenge 
increases, it would lead to decreasing the rate of sustainability of microfinance institutions, holding other factors 
constant. On the other hand, all other factors being equal, a decrease in the level of regulatory and supervisory 
challenge would increase the rate of sustainability of microfinance institutions in Ghana. The significant negative 
relationship found in this study meets the expectation of this study.  

 
The findings explain some of the assumptions of the consequence of thwarting the goal-action sequence of 

action regulatory theory. The theory assumes that continuity, growth and success are achieved when entrepreneurial 
actions are directed sequentially to entrepreneurial goals (Gutiérrez-Nieto, Serrano-Cinca&Molinero 2009). Firms 
would face the threat of survival when goals generated from environmental opportunities are undermined (Frese, 
2007). The regulatory and supervisory challenge can be seen as barriers to achieving goal-action sequence. For 
instance, there is a restrictive clause in the Bank of Ghana regulation that requires microfinance institutions to provide 
further capital for approval prior to opening additional branches even if those branches would be viable to enhance 
performance, growth and survivor. Therefore, regulatory challenges can be seen as a threat to sustainability, hence the 
empirical results in this study are supported theoretically. 

 
The results are also consistent with the findings of Asiama and Osei (2007). Asiama and Osei revealed that 

the internal supervisory challenges such as board oversight and structure, rigid regulatory and supervisory systems 
inhibit the performance of microfinance institutions. The authors even recommended that though regulations are 
needed to protect depositors‘ funds, a regulatory and supervisory framework should be balanced so as not to cripple 
the microfinance institutions. Thus, poor regulatory and supervisory framework would negatively affect sustainability. 

 

6. Conclusions and Recommendations 

In conclusion, it emerged that the four remaining key contemporary challenges facing microfinance 
institutions are an institutional framework, capacity building and funding, regulation and supervision, and 
coordination. Through an exploratory factor analysis, it was found that the weighted factor means revealed that the 
most significant contemporary challenge faced by MFIs in Ghana is supervision and regulation. This is followed by 
coordination, capacity and institutional framework respectively. The participants believed these factors are primary 
operational challenges of their respective institutions. The second objective covered the influence of contemporary 
challenges dimensions on the sustainability of MFIs.It revealed that the Institutional framework, capacity 
enhancement and funding, regulatory and supervisory and co-ordination challenges had a statistically significant 
negative influence on the level of sustainability and therefore threaten the sustainability of microfinance operations. 
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1. It is recommended that owners and management of microfinance institutions should develop their institutional 
corporate governance structures effectively as it is currently one of the major challenges crippling the operations. 
Besides, capacity building in the form of a skilled and professional development and decent remuneration was 
found to be essential to building a sustainable and efficient microfinance institution. With regards to the funding, 
the findings implied that management should seek external funding to support operations and capacity in order to 
develop comprehensive and coherent training for employees taking into account their respective roles and 
responsibilities as well as their needs. 

 

2. Management of the microfinance institutions should critically formulate operational policies and strategies to 
manage the risk associated with all the four contemporary challenges as their current levels do erode the 
sustainability of the institutions and hence critical attentions are necessary. 

3. It is also recommended that Bank of Ghana should review their policies governing the outreach of microfinance 
institutions in Ghana to ensure that the sector is directed towards sustainability. To help minimise the level of the 
explored contemporary challenges and strengthen critical success factors, Bank of Ghana should not limit the 
opening of branches to capital requirement but also should include factors demonstrations of an institutional 
framework, capacity building, etc.  This risk is eminent given the high level of supervision and regulation 
challenges. 
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