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Na de sogu (Thank you!)

 

Ghana where intense enjoyment goes hand in hand with survival was the scene of my thesis. On the 

one hand it was easy to get my many host sisters and brothers giggle and screaming of laughter just 

by tickling them. Spending time with them was pure pleasure. On the other hand life is harsh and 

comfort is an unknown luxury. 

 Communication, not through words but with gestures and facial expressions was a new 

challenge to face. “Is this the same world, or another 

intensive period in a world unknown to time or busy schedules I went back to the Netherlands. 

 Lovely salads, café au lait,

the enjoyment of friends and family. On the other hand there was stress, busy schedules and less 

time together.  

 Full of good spirit I started writing my thesis. Yet motivation, energy and the end of my thesis 

did not correspond.  After many days behind a blank screen it was t

personal growth, endless support of friends and family as well as mind

made.  

Hereby, a document that gives insight in the possibilities and difficulties of microfinance in 

the Northern region. Even though it is a harsh region to live in, I have met remarkably touching and 

friendly people.  

 

Herewith I would like to thank the persons that have assisted and supported me or who have 

otherwise contributed to this thesis: 

 

ξ All interviewee in the Netherlan

ξ Beatrice from Ghamfin for your assistance in my search for documentation; 

ξ Christ Klep voor het Bredaase gezelligheids gevoel, ondersteuning en kritisch oog;

ξ Els de Vos voor begeleiding op het persoonlijk

ξ Family Osman, for your frankness, joy and hospitality. Na de sogu!; 

ξ Greethje voor toewijding en lieve zorg;

ξ John Dupree voor het uitzetten van de contacten en je gedrevenheid; 

ξ Marie for your lovely meals that occasionally w

ξ Meet Africa, Namawu, Ezekiel, Abusco, Shakibu and Muhamin for your introduction in 

Ghana, your assistance and you

ξ Mede vrijwilligers - vooral biri biri 

ontspanning en heerlijke  FAN

ξ Michiel voor je liefde; 

Na de sogu (Thank you!) 

Ghana where intense enjoyment goes hand in hand with survival was the scene of my thesis. On the 

one hand it was easy to get my many host sisters and brothers giggle and screaming of laughter just 

them. Spending time with them was pure pleasure. On the other hand life is harsh and 

Communication, not through words but with gestures and facial expressions was a new 

challenge to face. “Is this the same world, or another planet?” I have often wondered. After this 

intensive period in a world unknown to time or busy schedules I went back to the Netherlands. 

Lovely salads, café au lait, a glass of wine and a toilet were my regained luxuries as well as 

ds and family. On the other hand there was stress, busy schedules and less 

Full of good spirit I started writing my thesis. Yet motivation, energy and the end of my thesis 

did not correspond.  After many days behind a blank screen it was time for a new approach. Through 

personal growth, endless support of friends and family as well as mind-mapping progression was 

Hereby, a document that gives insight in the possibilities and difficulties of microfinance in 

hough it is a harsh region to live in, I have met remarkably touching and 

Herewith I would like to thank the persons that have assisted and supported me or who have 

otherwise contributed to this thesis:  

All interviewee in the Netherlands and Ghana for your contribution and cooperation;

Beatrice from Ghamfin for your assistance in my search for documentation; 

Christ Klep voor het Bredaase gezelligheids gevoel, ondersteuning en kritisch oog;

Els de Vos voor begeleiding op het persoonlijke vlak; 

Family Osman, for your frankness, joy and hospitality. Na de sogu!;  

Greethje voor toewijding en lieve zorg; 

John Dupree voor het uitzetten van de contacten en je gedrevenheid;  

ovely meals that occasionally were all but Ghanaian; 

eet Africa, Namawu, Ezekiel, Abusco, Shakibu and Muhamin for your introduction in 

Ghana, your assistance and your beautiful smiles and laughters;  

vooral biri biri - voor mooie tripjes, goede anekdotes, verzorging, 

ijke  FAN-yogur; 
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ξ Ontmoet Africa, Lianne van Rijsel enorm gedreven en enthousiast maar toch ook realistisch 

in haar levenswerk. Dank je wel voor deze mogelijkheid;

ξ Penny Sandford voor je inzicht in de Engelse taal; 

ξ The women of Lungni who have received me with unprecedented hospitality and who have 

showered me with yams; 

ξ Vincent voor kantoorpanden, goede entrecote en ondersteuning; and,

ξ Vriendinnetjes, voor geduld, 

  

Ontmoet Africa, Lianne van Rijsel enorm gedreven en enthousiast maar toch ook realistisch 

in haar levenswerk. Dank je wel voor deze mogelijkheid; 

Penny Sandford voor je inzicht in de Engelse taal;  

ni who have received me with unprecedented hospitality and who have 

showered me with yams;  

Vincent voor kantoorpanden, goede entrecote en ondersteuning; and, 

Vriendinnetjes, voor geduld, plezier, ruimte en gesprekken. 
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Introduction  

 

Magazines, books and the internet are flooded with success stories about a poor woman who has 

fled poverty through the help of a microfinance project. Microfinance has been presented as a 

panacea, a concept with purely positive connotations, by various sources such as the med

nongovernmental organisations (NGOs) and local governments. How many of these success stories 

are accompanied by failure or unexpected negative impacts of other projects is

 Over the last decades scientists have increasingly expr

subject of microfinance. They advocate that microfinance is not a panacea, but a tool that can be 

used in certain conditions. Furthermore they advocate that programmes should be designed 

according to the specific needs o

formulae. Microfinance is also applied in Northern Ghana where 

reached its full stature. In several parts of Africa, similar rural agrarian savanna

struggle with microfinance.  

In essence microfinance is a very simple concept: supply the poor with financial services such 

as a loan and saving possibilities.

completely different in reality. Russian author Lev Tolstoj encountered a similar dilemma in his 

famous novel Anna Karenina. The book starts with the following words: 

- Все счастливые семьи похожи друг на друга, каждая несчастливая семья несчастлива по

Happy families are all alike; every unhappy family is unhappy in its own way.

 

Here Tolstoy states that for a marriage to be happy, it has to succeed in several key aspects. 

Failure on even one of these aspects could lead to the loss of the marriage. What he is

‘family’ may seem to be a simple concept, but in daily life being a happy family is difficult to achieve 

and maintain. Many families do not manage to obtain the cocktail of circumstances and 

characteristics which is necessary for harmony an

Karenina principle”.
2
  

The Anna Karenina principle is also applicable to microfinance. In order to be successful in 

any microfinance system, many individual aspects need to be dealt with. When neglecting on

these issues, no success will be achieved. Many aspects, such as the economic situation, 

microfinance institutions, social behaviour but also the political system, influence the level of success 

                                                           
1
 'What is Microfinance?', Consultative Group to Assist the Poor, http://www.cgap.org/about/faq01.html (updated 2008) 

accessed May 6th 2008. 
2
 Jared M. Diamond, Guns, Germs, and Steel: The Fates of Human Societies

the internet are flooded with success stories about a poor woman who has 

fled poverty through the help of a microfinance project. Microfinance has been presented as a 

panacea, a concept with purely positive connotations, by various sources such as the med

nongovernmental organisations (NGOs) and local governments. How many of these success stories 

r unexpected negative impacts of other projects is often not mentioned.  

Over the last decades scientists have increasingly expressed constructive criticism on the 

subject of microfinance. They advocate that microfinance is not a panacea, but a tool that can be 

used in certain conditions. Furthermore they advocate that programmes should be designed 

according to the specific needs of a particular environment instead of applying universally applicable 

formulae. Microfinance is also applied in Northern Ghana where – for various reasons 

reached its full stature. In several parts of Africa, similar rural agrarian savanna

In essence microfinance is a very simple concept: supply the poor with financial services such 

as a loan and saving possibilities.
1
  But a simple concept that appears logical and easy might turn out 

ferent in reality. Russian author Lev Tolstoj encountered a similar dilemma in his 

famous novel Anna Karenina. The book starts with the following words:  

 

Все счастливые семьи похожи друг на друга, каждая несчастливая семья несчастлива по

своему - 

 

families are all alike; every unhappy family is unhappy in its own way.

Here Tolstoy states that for a marriage to be happy, it has to succeed in several key aspects. 

Failure on even one of these aspects could lead to the loss of the marriage. What he is

‘family’ may seem to be a simple concept, but in daily life being a happy family is difficult to achieve 

and maintain. Many families do not manage to obtain the cocktail of circumstances and 

characteristics which is necessary for harmony and happiness. This principle is known as “the Anna 

The Anna Karenina principle is also applicable to microfinance. In order to be successful in 

any microfinance system, many individual aspects need to be dealt with. When neglecting on

these issues, no success will be achieved. Many aspects, such as the economic situation, 

microfinance institutions, social behaviour but also the political system, influence the level of success 

                   
'What is Microfinance?', Consultative Group to Assist the Poor, http://www.cgap.org/about/faq01.html (updated 2008) 

ms, and Steel: The Fates of Human Societies (New York 1999) 1.  
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that can be achieved. Taking all these circumstances int

development of a ‘happy’ microfinance project.  As the aspects occur at macro, meso as well as 

micro level it is an arduous task to comprehend, establish and manage a harmonious project.  

In the Northern region of G

factors projects fail and NGOs and banks drop out when financial losses persist. Idem lessons are 

learned from the field, often conflicting previous statements and reports on the successes of 

microfinance.  

 

Central question 

 

This thesis examines and demonstrates the tensions between the inherently ‘beautiful’ concept of 

microfinance – supply financial services to the poor 

As the United Nations have declared 2005 the year of microfinance and have incorporated it within 

their millennium goals, it will be interesting to see what this can signify for the African continent. 

Because of my interest in this subject I decided to work in the Northern region

accessible country in which I could cooperate with a small NGO, ‘Meet Africa’. Accordingly, the 

central question of my thesis is: 

 

 

 

Steps 

 

In order to identify the specific ways in which the local situatio

successes and failures of microfinance, this thesis will first investigate the following steps:

 

1. Introduction to microfinance and the academic discussion on this subject, including the development 

of a  model: Microfinance in the Northern region;

2. Description of social and cultural behaviour; economic situation, political system and microfinance 

institutions in the Northern region; 

3. Impact of these local circumstances on the development of microfinance. 

 

 “How do social, cultural, economic and political elemen

microfinance institutions influence the development of microfinance in the 

that can be achieved. Taking all these circumstances into account is therefore essential in the 

development of a ‘happy’ microfinance project.  As the aspects occur at macro, meso as well as 

micro level it is an arduous task to comprehend, establish and manage a harmonious project.  

In the Northern region of Ghana microfinance is also far from ‘happy’. Due to diverging 

factors projects fail and NGOs and banks drop out when financial losses persist. Idem lessons are 

learned from the field, often conflicting previous statements and reports on the successes of 

This thesis examines and demonstrates the tensions between the inherently ‘beautiful’ concept of 

supply financial services to the poor - and the application of this concept in practice. 

ve declared 2005 the year of microfinance and have incorporated it within 

their millennium goals, it will be interesting to see what this can signify for the African continent. 

Because of my interest in this subject I decided to work in the Northern region

accessible country in which I could cooperate with a small NGO, ‘Meet Africa’. Accordingly, the 

 

In order to identify the specific ways in which the local situation in Northern Ghana affects the 

successes and failures of microfinance, this thesis will first investigate the following steps:

Introduction to microfinance and the academic discussion on this subject, including the development 

n the Northern region; 

Description of social and cultural behaviour; economic situation, political system and microfinance 

institutions in the Northern region;  

Impact of these local circumstances on the development of microfinance.  

“How do social, cultural, economic and political elements as well as 

microfinance institutions influence the development of microfinance in the 

Northern region of Ghana?” 
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Chapters 

 

The first step corresponds with the first chapter of this thesis. This chapter starts with a survey of the 

most commonly used terms in this field followed by the evolution of microfinance including an 

academic framework on microfinance

followed by explaining the relation between poverty alleviation and microfinance. To be concluded 

with the Northern region microfinance model, this brings the different elements influencing 

microfinance together in one image. 

Chapter two to five will deal with the aspects of the situation which apply specifically to 

Northern region of Ghana and how these affect microfinance in this region. Chapter two deals with 

social and cultural element subject

Chapter introduces the economic situation of Ghana and the Northern region in particular. Topics 

concerning labour, economic systems, education and market awareness will be discussed. In c

four the focus is on the political system. The fifth chapter is the last chapter, which examines the 

situation in this region and focuses on a number of microfinance institutions (MFIs) that are currently 

operating in the area. Subjects such as targ

at the centre of this chapter. Chapter two till five will provide the answer for step two and three. 

The final chapter is the conclusion in which the central question of this thesis will be 

answered.  

 

Microfinance in the Northern region of 

Chapter 2: 

Social & Cultural 

The first step corresponds with the first chapter of this thesis. This chapter starts with a survey of the 

most commonly used terms in this field followed by the evolution of microfinance including an 

academic framework on microfinance, the microfinance schism and the triangle of microfinance, 

followed by explaining the relation between poverty alleviation and microfinance. To be concluded 

with the Northern region microfinance model, this brings the different elements influencing 

inance together in one image.  

two to five will deal with the aspects of the situation which apply specifically to 

Ghana and how these affect microfinance in this region. Chapter two deals with 

social and cultural element subjects such as traditional society, density levels and gender. The third 

Chapter introduces the economic situation of Ghana and the Northern region in particular. Topics 

concerning labour, economic systems, education and market awareness will be discussed. In c

four the focus is on the political system. The fifth chapter is the last chapter, which examines the 

and focuses on a number of microfinance institutions (MFIs) that are currently 

operating in the area. Subjects such as target group, scheme design and the three pillars of a MFI are 

at the centre of this chapter. Chapter two till five will provide the answer for step two and three. 

The final chapter is the conclusion in which the central question of this thesis will be 

Microfinance in the Northern region of 

Ghana 

Chapter 1: 

Microfinance 

Chapter 6:  

Conclusions 

Northern region Ghana 

Chapter 3:  

Economic 

elements 

Chapter 4:  

Political 

elements 

Chapter 5: 
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Chapter 5:  

MFIs  



 

 

 

Sources and methodology 

 

To generate insight in the topic, different sources and methodologies have been studied and applied. 

First of all I did a desk research and read up through books and journals of prominent academics in 

the field of microfinance. I also gathered information through sources on the internet as many large 

microfinance networks and NGOs distribute their knowledge through the web. 

Secondly, a research by interviewing experts in the Netherlands as well as Ghana who had 

gained their experience by operating in the field and I followed workshops, seminars, and lectures on 

the topic.  

Thirdly, I did a field research in the second half of 2007. It would have been difficult to even 

begin to understand the complex impact of the different asp

project if I had conducted the research from the Netherlands only. For that reason I spent almost 

four months with a traditional family in the Northern region of Ghana. This field research was 

facilitated by ‘Meet Africa’ who also greatly contributed to the research by creating access to 

multiple information sources and institutions. 
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1. Microfinance 

 

This chapter starts with defining microfinance followed by the evolution of microfinance including an 

academic framework on microfinance, the microfinance schism and the triangle of microfinance, 

followed by explaining the relation between poverty alleviation and microfinance. To be concluded 

with the Northern region microfinance model, that brings the different eleme

microfinance together in one image. 

 

 

2.3 Microfinance defined  

  

Banking the unbankables is the essence of microfinance: bringing financial services to the poor.

has also been called the global democratization of capital on a large scale 

history.
4
 Microfinance is a much researched discipline and has brought forth an abundance of 

literature. Despite this, there is hardly any agreement on a universally accepted definition of 

microfinance.
5
 Though generally microfinance 

the poor including credit, saving, insurances and pensions. 

Within the microfinance branch the terms microfinance and microcredit are used 

interchangeable however there is a theoretical distinction.

loans provided to individuals that help them to undertake productive activities, stabilize 

consumption or grow their businesses. These are generally uncollateralized loans offered to an 

individual or through group len

with the poor because of lack of collateral, minimal information on the clients and tiny credit 

amounts and therefore seen as cost inefficient.

Microfinance is the whole spectrum of financ

services and other financial products targeted at low

step further and addresses it as: “Microfinance is not simply banking, it is a development tool.”

this thesis the financial products that will be discussed are limited to credit and savings, for that 

reason the term microfinance will be used to indicate only these services. 

                                                           
3
 Gert van Maanen, Microcredit: Sound Business or Development Instrument

http://www.microfinancegateway.com/files/21279_MICROCREDIT.pdf, accessed May 31st 2008, 
4
 Marguerite S. Robinson, The Microfinance Revolution: Sustainable Finance for the Poor 

2001) xxxii. 
5
 Aliya Khawari, Microfinance: Does it hold its promises?, 

Hamburg Institute of International Economics (Hamburg 2004) 
6
 'What is Microfinance?', CGAP. 

7
 Idem. 

8
 Joanna Ledgerwood, The Microfinance Handbook: An Institutional and Financial Perspective

1999) 1. 

This chapter starts with defining microfinance followed by the evolution of microfinance including an 

mework on microfinance, the microfinance schism and the triangle of microfinance, 

followed by explaining the relation between poverty alleviation and microfinance. To be concluded 

with the Northern region microfinance model, that brings the different eleme

microfinance together in one image.  

Banking the unbankables is the essence of microfinance: bringing financial services to the poor.

has also been called the global democratization of capital on a large scale 

Microfinance is a much researched discipline and has brought forth an abundance of 

literature. Despite this, there is hardly any agreement on a universally accepted definition of 

Though generally microfinance is a collective name for different financial services to 

the poor including credit, saving, insurances and pensions.  

Within the microfinance branch the terms microfinance and microcredit are used 

interchangeable however there is a theoretical distinction. Microcredit or microlending are small 

loans provided to individuals that help them to undertake productive activities, stabilize 

consumption or grow their businesses. These are generally uncollateralized loans offered to an 

individual or through group lending.
6
 This unlike the traditional banks, who are reluctant to work 

with the poor because of lack of collateral, minimal information on the clients and tiny credit 

amounts and therefore seen as cost inefficient. 

Microfinance is the whole spectrum of financial services: loans, savings, insurance, transfer 

services and other financial products targeted at low-income clients.
7
 Ledgerwood takes it even a 

step further and addresses it as: “Microfinance is not simply banking, it is a development tool.”

hesis the financial products that will be discussed are limited to credit and savings, for that 

reason the term microfinance will be used to indicate only these services.  

                   
Microcredit: Sound Business or Development Instrument (Hoevelaken 2004)  

http://www.microfinancegateway.com/files/21279_MICROCREDIT.pdf, accessed May 31st 2008, 

The Microfinance Revolution: Sustainable Finance for the Poor I, World Bank (Washington D.C.

Microfinance: Does it hold its promises?, Discussion Paper 276,  A survey of recent literature,

stitute of International Economics (Hamburg 2004) 3. 

The Microfinance Handbook: An Institutional and Financial Perspective, World Bank (Washington D.C. 

15 

This chapter starts with defining microfinance followed by the evolution of microfinance including an 

mework on microfinance, the microfinance schism and the triangle of microfinance, 

followed by explaining the relation between poverty alleviation and microfinance. To be concluded 

with the Northern region microfinance model, that brings the different elements influencing 

Banking the unbankables is the essence of microfinance: bringing financial services to the poor.
3
 It 

has also been called the global democratization of capital on a large scale for the first time in 

Microfinance is a much researched discipline and has brought forth an abundance of 

literature. Despite this, there is hardly any agreement on a universally accepted definition of 

is a collective name for different financial services to 

Within the microfinance branch the terms microfinance and microcredit are used 

Microcredit or microlending are small 

loans provided to individuals that help them to undertake productive activities, stabilize 

consumption or grow their businesses. These are generally uncollateralized loans offered to an 

This unlike the traditional banks, who are reluctant to work 

with the poor because of lack of collateral, minimal information on the clients and tiny credit 

ial services: loans, savings, insurance, transfer 

Ledgerwood takes it even a 

step further and addresses it as: “Microfinance is not simply banking, it is a development tool.”
8
 In 

hesis the financial products that will be discussed are limited to credit and savings, for that 

http://www.microfinancegateway.com/files/21279_MICROCREDIT.pdf, accessed May 31st 2008, 17. 

World Bank (Washington D.C. 

Discussion Paper 276,  A survey of recent literature, HWWA and 

, World Bank (Washington D.C. 
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poor. This broad definition includes a wide range of providers that vary in their legal structure, 

mission, and methodology. However, all share the common characteristic of providing financial 

services to clients who are poorer and more vulnerable.

types of sources: formal institutions, such as commercial and rural banks; semiformal institutions, 

such as nongovernment organizations and

lenders and traders.  

The difference of an MFI with formal financial institutions such as commercial banks is that 

MFIs need to create mechanisms to bridge the gaps created by poverty, illiteracy, gender and 

remoteness.
10

 MFIs often also need to address the necessities of their 

Ledgerwood specific production and business skills as well as better access to markets are necessary 

if they are to make profitable use of the financial services they received.

addressed as enterprise development s

care, education and literacy training. These social intermediations can improve the ability of low

income men and women to operate microenterprises either directly or indirectly.

The numerous institutions within the branch all define MFIs slightly different. The Asian 

Development Bank defines microfinance institutions as institutions whose major business is the 

provision of microfinance services.

devote 50% or more of their current assets to provide microfinance services and/or whose client 

base consists for 50% or more of low

thesis the term microfinance institution

institutions providing financial services to low income people. 

 

 

2.4 The evolution of microfinance 

 

Many among us are familiar with the term microfinance mainly through NGO projects, microcredit 

summits or maybe even through the campaign of Máxima, the princess of the Netherlands. Though 

the concept of microfinance is much older than one might expect. All around the world in history 
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countries such as Indonesia, China, India, Ghana and Mexico ancient financial systems such as the 

arisan, hui, chit funds, susu and tandas 

In Europe one can trace microfinance kindred experiments back to the en

Ages where Pope Leon X in 1515 allowed charging of interest by pawn shops to cover operating 

cost.
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 In Ireland around 1720, as a response to striking famines, self

Swift started with financial intermediations

Not only in Ireland did these experiments sprout but also in Germany during the middle of 

the nineteenth century experiments were initiated. These left a more perman

modern society than their Irish pre

to assist poor farmers who, due to their low level of income, remained in a vicious cycle of poverty. 

Hunger and starvation in the hunger year of 1846

the bankruptcy of many small businesses as well as farmers bereaved of their fields by 

moneylenders.
18

   

By his recommendations, the farmers joined forces and started a cooperati

had evaporated all their savings it was a difficu

each other. The German initiator recognized this problem and asked the rich to invest in the 

cooperative. This process took up to twenty years but afterwards the credit 

successful export product to various parts of the world. 

Raiffeisen was mostly active within the rural areas, another German

operated in the urban areas and laid the ground principles of the 

time passed by the cooperatives

agricultural financial institutions.

although many of the credit unions worldwide find their routes in the spirit of Ra

In Europe, according to Seibel, centuries of experience had created an environment in which 

small microfinance beginnings had evolved into vast networks of local financial institutions which are 

now part of the formal banking system in Northern 

century credit unions had been scattered over Latin America as well as in other far off parts in the 

world.
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 Around the globe people have developed their own methodologies, often based on a 

                                                           
15

 Hans Dieter Seibel, ‘Does History Matter? The Old and the New World of Microfinance in Europe and Asia’, 

presented at: From Moneylender to Microfinance: Southeast Asia's Credit Revolution in Institutional, E

Cultural Perspective, Asia Research Institute, Department of Economics, and Department of Sociology , National 

University of Singapore, 7-8 October 2005, 

http://www.microfinancegateway.org/files/29667_file_Does_History_Matter.pdf, accessed May 31st 2008, i.
16

 ‘Finance for the poor’, Asian Development Bank, 3.
17

 Idem, 3.  
18

 Seibel, ‘Does History Matter?’, 2. 
19

 Idem, 2. 
20

 Maanen, Microcredit, 17. 
21

 Seibel, ‘Does History Matter?’ 1. 
22

 ‘Finance for the poor’, Asian Development Bank, 3.

people have been active in the financial intermediation between microsavings and microcredit.

countries such as Indonesia, China, India, Ghana and Mexico ancient financial systems such as the 

tandas have been operable.  

In Europe one can trace microfinance kindred experiments back to the en

Ages where Pope Leon X in 1515 allowed charging of interest by pawn shops to cover operating 

In Ireland around 1720, as a response to striking famines, self-helpgroups inspired by Jonathan 

Swift started with financial intermediations also known as the Irish loan funds.
17

  

these experiments sprout but also in Germany during the middle of 

the nineteenth century experiments were initiated. These left a more perman

n their Irish predecessor. The German Friedrich Wilhelm Raiffeisen felt th

to assist poor farmers who, due to their low level of income, remained in a vicious cycle of poverty. 

Hunger and starvation in the hunger year of 1846-1847 further deteriorated this situation 

the bankruptcy of many small businesses as well as farmers bereaved of their fields by 

By his recommendations, the farmers joined forces and started a cooperati

had evaporated all their savings it was a difficult task for the farmers to save and provide loans for 

each other. The German initiator recognized this problem and asked the rich to invest in the 

. This process took up to twenty years but afterwards the credit cooperative

xport product to various parts of the world.  

Raiffeisen was mostly active within the rural areas, another German

operated in the urban areas and laid the ground principles of the Volksbanken 

s developed further and in Western Europe they became large scale 

agricultural financial institutions.
19

 In other parts of the world the development was not that rapid, 

although many of the credit unions worldwide find their routes in the spirit of Ra

In Europe, according to Seibel, centuries of experience had created an environment in which 

small microfinance beginnings had evolved into vast networks of local financial institutions which are 

now part of the formal banking system in Northern Europe.
21

 In the beginning of the twentieth 

century credit unions had been scattered over Latin America as well as in other far off parts in the 

people have developed their own methodologies, often based on a 

                   
Does History Matter? The Old and the New World of Microfinance in Europe and Asia’, 

presented at: From Moneylender to Microfinance: Southeast Asia's Credit Revolution in Institutional, E

Cultural Perspective, Asia Research Institute, Department of Economics, and Department of Sociology , National 

8 October 2005, University of Cologne Development Research Center 

teway.org/files/29667_file_Does_History_Matter.pdf, accessed May 31st 2008, i.

Finance for the poor’, Asian Development Bank, 3. 

Asian Development Bank, 3. 

17 

ngs and microcredit.
15

 In 

countries such as Indonesia, China, India, Ghana and Mexico ancient financial systems such as the 

In Europe one can trace microfinance kindred experiments back to the end of the Middle 

Ages where Pope Leon X in 1515 allowed charging of interest by pawn shops to cover operating 

helpgroups inspired by Jonathan 

 

these experiments sprout but also in Germany during the middle of 

the nineteenth century experiments were initiated. These left a more permanent footprint on 

The German Friedrich Wilhelm Raiffeisen felt the need 

to assist poor farmers who, due to their low level of income, remained in a vicious cycle of poverty. 

1847 further deteriorated this situation and led to 

the bankruptcy of many small businesses as well as farmers bereaved of their fields by 

By his recommendations, the farmers joined forces and started a cooperative. As the famines 

lt task for the farmers to save and provide loans for 

each other. The German initiator recognized this problem and asked the rich to invest in the 

cooperative became a 

Raiffeisen was mostly active within the rural areas, another German, Schulze-Delitzsch, 

Volksbanken (People’s Bank). As 

developed further and in Western Europe they became large scale 

In other parts of the world the development was not that rapid, 

although many of the credit unions worldwide find their routes in the spirit of Raiffeisen.
20

 

In Europe, according to Seibel, centuries of experience had created an environment in which 

small microfinance beginnings had evolved into vast networks of local financial institutions which are 

In the beginning of the twentieth 

century credit unions had been scattered over Latin America as well as in other far off parts in the 

people have developed their own methodologies, often based on a 

Does History Matter? The Old and the New World of Microfinance in Europe and Asia’, Paper 

presented at: From Moneylender to Microfinance: Southeast Asia's Credit Revolution in Institutional, Economic and 

Cultural Perspective, Asia Research Institute, Department of Economics, and Department of Sociology , National 

 (Cologne 2005) 

teway.org/files/29667_file_Does_History_Matter.pdf, accessed May 31st 2008, i. 



 

 

 

rotating credit scheme.
23

 In this system people support each other by saving together in small groups 

on a weekly base and in turn each member receives these weekly savings.

financial system has not been based on these indigenous forms of microfinance.

After World War II, when development became an integral part of the international agenda, 

subsidized institutional rural credit programs found their way to the developing countries.

Although, focus remained on education, health and community development.

1970s donors and governments hoped to raise productivity and income through subsidized rural 

credit programs, but most of the rural credit initiatives failed to become a success. Loan repayment 

rates dropped, rural development banks suffered 

the credit found its way to rural élites. Lending without mobilizing deposits also led towards 

dependence on government or donor funds and thus made the institutions vulnerable to changing 

political environments and donor priorities.

According to Robinson, especially, “the donor funded NGOs were among the first to identify 

the vast, unmet demand for microcredit in developing countries, to develop methodologies for 

delivering and recovering small loans, and

experimental programs in Bangladesh, Brazil, and a few other countries started with extending tiny 

loans to groups of poor women to invest in micro

Furthermore Robinson sees a gradual sh

credit schemes to sustainable financial intermediaries that capture local savings, access commercial 

finance, and lend these funds to low

recovery and institutional self-sufficiency.

the microfinance revolution.  

Many institutions and many individuals were responsible for the innovative wide ranging 

contributions on which the new commercial micr

nineties the revolution came to mature. One of the most famous contributors in the early stages of 

the development of microfinance is Muhammad Yunus, the founder of the Grameen bank in 

Bangladesh. In 2006 “for their efforts to create economic and social development from below” he 

and his Grameen Bank received the Nobel peace prize.
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 In Latin America the development of solidarity group 

Accion International. For individual

from Fundación Carvajal.
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 In Indonesia, Bank Rakyat, a state owned rural bank was one of the few 

formal financial institutions to move away from subsidized credit schemes and started deliveri

market conform credit schemes.

alternating the trend of the solemn focus on institutional frameworks of the fifties and seventies.

These successes of microfinance, indicates Smith, created

enthusiasts marching in and setting up microfinance schemes of whom many where ill prepared, not 

well grounded in microcredit methods, and not adequately capitalized.

as in any boom cycle, along with the many successes to plenty of failures.

In the last decade microfinance has internationalized and generated worldwide awareness 

and recognition in developing as well as industrialized countries. Large conferences and summits 

have been dedicated to microfinance, for example the microcredit summit of 1997 and the Year of 

Microfinance of 2005 by the United Nations, and have contributed to this awareness and recognition. 

Large international organizations such as the World Bank

(ILO), United Nations Development Programme

scene.
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 On the internet, the Consultative Group to Assist the Poor

consortium hosted by the World Bank

practices.
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1.3 The microfinance schism 

 

Within the microfinance industry there is a separation of thought on how to achieve the overall goal 

of microfinance, this divides academics, donor communities and the pra

addresses this as the ‘microfinance schism’,

formal collective names as such 

‘poverty lending approach’ and the ‘

about the ‘poverty camp’ and the ‘sustainability camp’. Maanen prefers to address them as the 

‘development school’ and the ‘sound business school’. In spite of the different terms, they stand for 

the same purport. 
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of microfinance, this divides academics, donor communities and the practitioners. Murdoch 

in which two schools of microfinance - that have no 

are represented. Robinson, Gulli and Rhyne determine it as the 

Accion International speaks 

about the ‘poverty camp’ and the ‘sustainability camp’. Maanen prefers to address them as the 

‘development school’ and the ‘sound business school’. In spite of the different terms, they stand for 

Bootstraps: Microcredit, Barefoot Banking, and the Business Solution for Ending 



 

 

 

Financial system approach  

 

The financial system approach, sustainability camp or the sound business school all refer to the 

movement that stands for financial sustainability with institutional self

within this approach: “Provision of financial services is the

Robinson explains that emphasis is on large

want to save or obtain a microloan that can be repaid from household a

streams.
43

  

Maanen argues that poverty reduction has nettled in the background and primary focus is on 

institutional development, to create well

set financial criteria.
44

 This, financial sustainability, is stressed in order to guarantee outreach in the 

future without a dependency on donor money.

reach, cost recovery has become as important as loan recovery.

In combination with the thought that underprivileged are not price driven but primarily 

focused on accessibility, this has created a situation in which the cost price of credit has lost its 

priority to access to credit. Therefore cost recovery is passed on to recipients. A

institutional self-sufficiency, Robinson, argues that because of the scale of 

financial sustainability and therefore cost recovery is the only way to meet widespread client 

demand for convenient, appropriate financial services.

Within this school there is no rational for subsidies as they might create political problems 

and undermine sustainable MFIs.

Bank, with the BancoSol in Bolivia and the Bank Rakyat in Indonesia

Critics argue that focus is not on the poor but on the institutions therefore drifting away from 

the original target group, i.e. the poor and poorest of the poor

middleclass. Rippey: “It has produce

have forgotten the social mission they may once had.”

win” situation – combating poverty as well as erecting financial institutions 

empirical evidence.
51
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sufficiency, Robinson, argues that because of the scale of 

financial sustainability and therefore cost recovery is the only way to meet widespread client 

demand for convenient, appropriate financial services.
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Within this school there is no rational for subsidies as they might create political problems 

and undermine sustainable MFIs.
48

 The financial system approach has been adopted by the World 

Bank, with the BancoSol in Bolivia and the Bank Rakyat in Indonesia at it’s fore front.

Critics argue that focus is not on the poor but on the institutions therefore drifting away from 

the poor and poorest of the poor, towards the better of poor and the 

It has produced a pandemic of revenue-maximizing institutions, many of which 

have forgotten the social mission they may once had.”
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 Murdoch argues that the proposed “win

combating poverty as well as erecting financial institutions – cannot be supported 
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Poverty lending approach 

 

The poverty lending approach, poverty camp or the development school approaches microfinance as 

a development tool directed at the poor instead of a business instrument.

this school is therefore that microfinance is 

for the poorest of the poor.
53

 For that reason focus is on dept of outreach instead of breadth of 

outreach. Complementary services, such as business or marketing serv

poorest a necessity and therefore commonly integrated and applied.

Followers of the development school argue that cost recovery is not a central issue as it deals 

with the functioning of the financial intermediary and not wit

concerned with cost recovery are not within the control of the target group to change and should 

therefore not be automatically passed upon the poor.

therefore argue that the poor sho

poverty lending approach is represented among others by Women´s World Banking, the Grameen 

bank and other replica’s of this model. 

Critics argue that this methodology does not allow insti

therefore remain depended on subsidies, limiting continuity. Katawari argues that “unsustainable 

microfinance organizations tend to inflict costs on the poor in the future far greater than the gains 

enjoyed by the poor in the present.”

 

 

1.4 The critical triangle of microfinance  

 

Gulli wonders: “Is there a middle way in the long standing debate on whether microfinancing should 

be commercialised with high interest rates on loans to achieve financial sustainability in the 

or whether it should continue to remain subsidised to reach and aid the poorest of the poor who 

would otherwise be left with no other alternatives for access to financial services?”.

There are pro and cons for the performance of both schools. The

business school are impressive, aiming at achieving sustainable operations world

question remains if this is feasible. The breadth of outreach that is necessary to generate a broad 

playing field will most surely result

the loans will be recovered entirely among the recipients. 
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poorest a necessity and therefore commonly integrated and applied.
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Followers of the development school argue that cost recovery is not a central issue as it deals 

with the functioning of the financial intermediary and not with the target group. The aspects 

concerned with cost recovery are not within the control of the target group to change and should 

therefore not be automatically passed upon the poor.
55

 The advocates of the development school 

therefore argue that the poor should not pay higher interest levels than bankable individuals.

poverty lending approach is represented among others by Women´s World Banking, the Grameen 

bank and other replica’s of this model.  

Critics argue that this methodology does not allow institutions to become donor free and 

therefore remain depended on subsidies, limiting continuity. Katawari argues that “unsustainable 

microfinance organizations tend to inflict costs on the poor in the future far greater than the gains 

he present.”
57

  

The critical triangle of microfinance   

Gulli wonders: “Is there a middle way in the long standing debate on whether microfinancing should 

be commercialised with high interest rates on loans to achieve financial sustainability in the 

or whether it should continue to remain subsidised to reach and aid the poorest of the poor who 

would otherwise be left with no other alternatives for access to financial services?”.

There are pro and cons for the performance of both schools. The ambitions of the sound 

business school are impressive, aiming at achieving sustainable operations world

question remains if this is feasible. The breadth of outreach that is necessary to generate a broad 

playing field will most surely results in a decrease of depth of outreach. Furthermore the cost price of 

the loans will be recovered entirely among the recipients.  
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The cost price in the development school is not of utmost importance as this is not part of 

their core business; alleviating pov

poorest of the poor. Generally this results in donor dependent loans. Zeller justly comments that:  

“Such disbursements of public funds are only justified if the discounted social welfare 

investments in microfinance over a longer period of time are more than its social costs and the 

opportunity costs of the resources used.”

Dichter and Gulli have stepped away from this rigid contradiction between both approaches 

and started to address questions such as to what degree, and under which conditions, microfinance 

can contribute to poverty reduction. They have addressed this as the contingency approach.

and Meyer have also looked beyond the debate by developing a model 

microfinance
61

 - in which core objectives (financial sustainability; outreach and impact) come 

together with institutional innovation and macroeconomic and sectoral policy frameworks and socio

economic environment.
62

 The model according to 

existing trade-offs and synergies between three overarching policy objectives in microfinance”.

 

 

Figure 1.1. The critical triangle of microfinance
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Policy objectives 

 

Within the rectangles the three

financial sustainability; and, welfare impact. These objectives can be analysed from the supply as well 

as the demand side. Most institutions make an effort to contribute to all three objec

generally one objective has greater priority over the other two.

can occur, for example between financial sustainability and geographical outreach. On the other 

hand financial sustainability and outreach can al

 

Outreach to the poor 

The concept of outreach has different dimensions within the industry.

the number of people that have been reached by a microfinance scheme. Breadth of outrea

indicates the number of economic sectors that are engaged. The geographical dimension of outreach 

depicts the playing field of a MFI. The quality of the services provided by MFIs has been referred to as 

the quality outreach. The last dimension, depth of

participants.
67

  

 

Financial sustainability 

Financial sustainability stands for the degree that an institution is capable of generating sufficient 

revenue from offered services to meet full operating costs. This is of

subsidy free environment, eliminating donor and government dependency and guarantee continuity 

on the long run. Then donors and governments will be able to dedicate their resources on other 

needed policy interventions for the poor

A trade-off caused by aiming at financial sustainability is loss of outreach. The poorest of the 

poor as well as poor in sparsely populated areas are difficult to reach making them financially 

unattractive. Impact can also be diminished by cutting cost 

needed to increase the usefulness of a loan for the deprived. Synergy occurs when financial 

sustainability leads to clear understanding of the clients’ demand, which results in new innovative 

ideas that improve quality of outreach.  

 

Impact  

The welfare impact rectangle measures the level of discernible effect of microfinance schemes on 

livelihood and welfare of participants.
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Within the rectangles the three overarching policy objectives are depicted: outreach to the poor; 

financial sustainability; and, welfare impact. These objectives can be analysed from the supply as well 

as the demand side. Most institutions make an effort to contribute to all three objec

generally one objective has greater priority over the other two.
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 Trade offs between the objectives 

can occur, for example between financial sustainability and geographical outreach. On the other 

hand financial sustainability and outreach can also have a positive influence creating synergy. 

The concept of outreach has different dimensions within the industry.
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 Scale of outreach indicates 

the number of people that have been reached by a microfinance scheme. Breadth of outrea

indicates the number of economic sectors that are engaged. The geographical dimension of outreach 

depicts the playing field of a MFI. The quality of the services provided by MFIs has been referred to as 

the quality outreach. The last dimension, depth of outreach, looks at the poverty level of 

Financial sustainability stands for the degree that an institution is capable of generating sufficient 

revenue from offered services to meet full operating costs. This is of importance to generate a 

subsidy free environment, eliminating donor and government dependency and guarantee continuity 

on the long run. Then donors and governments will be able to dedicate their resources on other 

needed policy interventions for the poor.  

off caused by aiming at financial sustainability is loss of outreach. The poorest of the 

poor as well as poor in sparsely populated areas are difficult to reach making them financially 

unattractive. Impact can also be diminished by cutting cost on complementary services that are 

needed to increase the usefulness of a loan for the deprived. Synergy occurs when financial 

sustainability leads to clear understanding of the clients’ demand, which results in new innovative 

outreach.   

The welfare impact rectangle measures the level of discernible effect of microfinance schemes on 

livelihood and welfare of participants.
68

 Impact is difficult to determine and weak empirical bases are 
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common among microfinance impact a

evaluated the impact of microfinance schemes have largely failed in indicating whether measured 

benefits are due to program participation.

unanimous outcome.  

 

Institutional innovations 

 

The smaller inner circle represents innovations that can be developed by the industry to improve 

performance of the three overarching policy objectives. 

lies in simple ideas, like group lending, that have made it possible to provide financial services to 

people previously thought to be ‘unbankable’.”

innovative ideas to increase quality of provided services, expand the impact

outreach as well as the welfare impact. 

 

Macroeconomic and sectoral policy framework and socio

 

The bigger outer circle represents contextual factors, socio

macroeconomic and regulatory framework factors, which have a direct or indirect effect on the 

performance of MFIs. 
72

 The political environment has a direct influence as regulatory frameworks 

are binding and confine institutional possibilities. Economic and social & cultural envi

a more indirect effect and their impact is more difficult to determine. The overall environment 

influences the possibilities of financial sector development in which investments can be highly 

profitable or have a negative social return.

justification of public investments in microfinance activities.  

 

 

1.5 MF as a poverty alleviation tool 

 

The Nobel peace prize committee said: “Lasting peace cannot be achieved unless large population 

groups find ways in which to break out of poverty. Microcredit is one such means.”

has been seen by its advocates as a vital means to break away from the poverty trap by providing 
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evaluated the impact of microfinance schemes have largely failed in indicating whether measured 

benefits are due to program participation.
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 Therefore there is a multitude of impact analyses but no 
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performance of the three overarching policy objectives. As Morduch said “the genius of microfinance 

ple ideas, like group lending, that have made it possible to provide financial services to 

people previously thought to be ‘unbankable’.”
71

 Microfinance is in need of much more new 

innovative ideas to increase quality of provided services, expand the impact of diverse dimensions of 

outreach as well as the welfare impact.  
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atory framework factors, which have a direct or indirect effect on the 

The political environment has a direct influence as regulatory frameworks 

are binding and confine institutional possibilities. Economic and social & cultural envi
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services that fill the gaps and integrate the poor into the market.

orientated MFIs is to service the financial needs of underserved markets as a means of meeting 

development objectives. Ledgerwood states that: “These development objectives generally include 

one or more of the following: t

population groups; to create employment; to help existing businesses grow or diversify their 

activities; to encourage the development of new businesses.”

and commercialising microfinance industry many do not have, assisting the poor out of the poverty 

trap, as their primary mission.
77

  

 

Impact on poverty  

 

In time it has been proven difficult to measure the impact of microfinance programmes, resulting 

into a broad discussion on the achievements of microfinance. Believed impacts are from euphoric to 

despairing and few impact studies have generated discernible empirical evidence. This is because it is 

difficult to generate a control group of the same composition as th

microfinance services, that can be followed over a longer period of time.

it is difficult to write the results towards one factor, microfinance, as societies are very dynamic. 

Therefore often the impact on poverty is rather assumed than measured.

The comparative research conducted by Hulme and Mosley in the nineties, has become one 

of the standard works within the industry. This research concluded that for the poor levels of 

material poverty were decreasing, but that the poorest of the poor as well as farmers benefited 

less.
80

 There was little evidence to suggest political leverage or empowerment, although some 

women managed to reduce level of social isolation.

that it can contribute to smooth consumption as well as an increase in nutritional food 

consumption.
82

  

Murdoch concludes that even in the best of circumstances, credit from microfinance 

programs rather assists in funding small income generating activities a

household streams than driving fundamental shifts in employment patterns.

microfinance rarely generates new jobs for others, and successes have been especially limited in 
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orientated MFIs is to service the financial needs of underserved markets as a means of meeting 

development objectives. Ledgerwood states that: “These development objectives generally include 

one or more of the following: to reduce poverty; to empower women or other disadvantaged 

population groups; to create employment; to help existing businesses grow or diversify their 

activities; to encourage the development of new businesses.”
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population groups; to create employment; to help existing businesses grow or diversify their 

Although, nowadays in the expanding 

mercialising microfinance industry many do not have, assisting the poor out of the poverty 

In time it has been proven difficult to measure the impact of microfinance programmes, resulting 

discussion on the achievements of microfinance. Believed impacts are from euphoric to 

despairing and few impact studies have generated discernible empirical evidence. This is because it is 

e group that has access to 

Even when achieving this 

it is difficult to write the results towards one factor, microfinance, as societies are very dynamic. 

The comparative research conducted by Hulme and Mosley in the nineties, has become one 

of the standard works within the industry. This research concluded that for the poor levels of 

sing, but that the poorest of the poor as well as farmers benefited 

There was little evidence to suggest political leverage or empowerment, although some 

A more recent study by Khandker concludes 

hat it can contribute to smooth consumption as well as an increase in nutritional food 

Murdoch concludes that even in the best of circumstances, credit from microfinance 

s well as supplementing 

household streams than driving fundamental shifts in employment patterns.
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regions with highly seasonal income pattern

microfinance will never drive the processes that are needed to make a real dent in poverty figures as 

increasing overall levels of economic growth and employment generations are inquired to do.

One can conclude that most of the scientists agree upon the fact that there is some level of 

impact. When trying to define the benefits great differentials surface varying from increase of capita, 

to social impacts as well as empowerment or income redistribution. An

impact is made by Hopes who mentions that microfinance literature often has neglected to mention 

if participants of microfinance schemes benefit at the cost of others in the society.

 

Poverty alleviation  

 

Is microfinance a tool to alleviate poverty? This is a central theme within the microfinance literature. 

As impact remains a debatable concept it is difficult to indisputable determine effect on poverty 

eradication. Poverty alleviation through microfinance has two mayor constraint

especially the poorest of the poor, have low levels of skills and few economic opportunities to 

generate sufficient return on capital invested that limits them in benefiting from microfinance 

schemes.
87

 Secondly, MFIs find difficulties i

Certain, is that many of the poor are excluded from financial services, but serving this group is not 

the only tool to decrease the hardship of the environments in which they operate.

The main constraint for the growth and development of small scale income generating 

activities is not solemnly the lack of credit.

the poor, a combination of tools, including: nutritious foods; shelter; employ

planning services; financial services; education; infrastructure; markets; and communications are 

needed to assist the poor.
91

 As the poor require a multitude of assistance it is important to question 

if microfinance interventions ha

be misplaced.
 92

 Microfinance is not a panacea for poverty and consequently it is not always the 

appropriate tool. A keen balance between the various tools needs to be established to genera

genuine way out of the poverty trap. 

Furthermore there is a new movement within the industry that dissociates itself from the 

poverty discussion. The diversification of the microfinance industry has lead to a development of an 
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s and low population densities.
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microfinance will never drive the processes that are needed to make a real dent in poverty figures as 

increasing overall levels of economic growth and employment generations are inquired to do.
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increased amount of formal institutions to enter the market. These institutions are less occupied 

with poverty reduction and focus primarily on profitability.  

 

Downsides  

 

Microfinance faces the same difficulty as other ‘

of speech. In first instance these concepts have purely positive connotations, however friction and 

unexpected negative impacts appear when broadly applied in the harsh reality of a dynamic world.  

Therefore microfinance does not only achieve positive impacts,

downsides. Critics warn for dependency, abuse of women, burden of debt, low social return as well 

as moral friction. 

Unless participants of a MF scheme are able to establish a profit generating activity, many 

will become permanently dependent on microcredit. Creating a situation where being in debt with a 

microfinance institution become a premise. Therefore Khandker warns that participants should not 

be stretched beyond their means. To prevent this, loans should only be increa

Western feminist have argued that participation of women can create increased vulnerability 

for gender-based conflicts as women can be forced by their spouse to pass on their loans, while 

remaining responsible.
94

 This according to Wright as

as men might be more capable to generate a higher rate of return on capital invested.

these authors argue that women might become the banker of the family, lifting their influence and 

stature within the community.
96

overburdening women. Men will tend to rely even more on their spouses when they are capable of 

making their own earnings.
97

 

Borrowing money means having a negative balance 

often muffled away within the industry.

money but paying back is a sad affair 

debt, should not be neglected. In the long run these issues can also create a counter effect causing 

negative impact on the industry. 

 The overall environment in which a MFI operates can be harsh towards financial sector 

development, creating a situation in which public
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as men might be more capable to generate a higher rate of return on capital invested.
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also addressed by Zeller, as ”issue of pay

poverty relief, and food insecurity must be greater than its social costs.”

 

Moral friction 

 

Especially NGOs are vulnerable concerning 

business is to assist the (extreme) poor. When providing a loan

participant becomes even poorer creating a negative impact. Besides the NG

with its customer where there is full dependency on the NGO. 

In most cases the participants of NGO based microfinance projects live in harsh climates were 

environmental disasters are common. Furthermore their human, physical and f

fully deployed, limiting their access to markets, technology and education.

can result into natural disasters or mismanagement that evaporates investments. A dilemma for the 

NGO - between the principles of th

Clients are without financial means to make repayments, forcing the person to repay often 

indicates that the family will suffer from (severe) malnutrition and most likely children will no 

attend school. To prevent this, a NGO might decide to remit. But this decision does not come without 

a consequence: the result is lack of credibility causing others to refuse to repay. Furthermore it 

negatively influences the extent of an institutio

offered services to meet full operating costs.

Besides the dependency of clients to their MFI, MFIs can be 

government subsidies creating a situation in which loyalties are not

creates a situation in which many 

supply side, neglecting the demand side of the poor borrowers.

 

 

1.6 The Northern region model  

 

The graph of Zeller and Meyer - 

inspiration for the Northern region model. The critical triangle illustrates the entangling character of 

microfinance programmes and the diversity of aspects influencing its outcome. The c

has been integrated in a model which reflects the specific elements that influence microfinance 

within the Northern region of Ghana. 
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also addressed by Zeller, as ”issue of pay-off, where the social benefits such as economic growth, 

poverty relief, and food insecurity must be greater than its social costs.”
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NGOs are vulnerable concerning the entanglement of objectives and reality. NGOs core 

business is to assist the (extreme) poor. When providing a loan, when not invested properly, 

participant becomes even poorer creating a negative impact. Besides the NGO creates a relationship 

with its customer where there is full dependency on the NGO.  

In most cases the participants of NGO based microfinance projects live in harsh climates were 

environmental disasters are common. Furthermore their human, physical and financial assets are not 

fully deployed, limiting their access to markets, technology and education.
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Figure 1.2. The Northern region model 

 

The Northern region model consists of three dimensions. The fi

is reflected within the small circle located on the left, and is the overall theme of this model as well 

as this chapter. Microfinance will move through (see arrow) the largest circle to establish insight in 

the development of microfinance in the Northern region of Ghana. 

The largest circle in the middle reflects

and political elements as well as microfinance institutions operating within the region. In which social 

and cultural elements have a less direct influence compared to politic elements on microfinance. The 

demand side, the receivers of microfinance services, are integrated in the different elements. The 

MFIs circle gives an insight on the supply side of microfinance, 

objectives and innovations. Each of these four larger circles represents a chapter. 

The circle on the right represents the outcome of microfinance and is discussed in each 

chapter. Outreach to the poor; financial sustai

objectives of this dimension. The objectives are connected by arrows as there is a strong correlation.  

 

 

1.7 Conclusion 

 

The development of Microfinance has been tremendous in the last decade. It has evo

agrarian focused government- 

operating globally. Even though there have been reports of thousands of individual success stories, 

Figure 1.2. The Northern region model  

The Northern region model consists of three dimensions. The first dimension, microfinance, 

is reflected within the small circle located on the left, and is the overall theme of this model as well 

as this chapter. Microfinance will move through (see arrow) the largest circle to establish insight in 

microfinance in the Northern region of Ghana.  

circle in the middle reflects the contextual factors: social & cultural

and political elements as well as microfinance institutions operating within the region. In which social 

ral elements have a less direct influence compared to politic elements on microfinance. The 

demand side, the receivers of microfinance services, are integrated in the different elements. The 

MFIs circle gives an insight on the supply side of microfinance, with its three pillars: management, 

Each of these four larger circles represents a chapter. 

The circle on the right represents the outcome of microfinance and is discussed in each 

chapter. Outreach to the poor; financial sustainability; and welfare impact are three overarching 

objectives of this dimension. The objectives are connected by arrows as there is a strong correlation.  

The development of Microfinance has been tremendous in the last decade. It has evo

 or donor-subsidized credit schemes to microfinance institutions 

operating globally. Even though there have been reports of thousands of individual success stories, 
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operating globally. Even though there have been reports of thousands of individual success stories, 



 

 

 

the overall impact of microfinance has not been indis

communities and players within this field all have different and contradicting ideas about the impact, 

goal and methodology of microfinance, although it is widely recognized that microfinance is not a 

panacea for eradicating poverty. 

For the future the microfinance industry will be faced with challenges in the dilemmas 

presented by the industry itself. Both direct and indirect negative effects of microfinance are 

inevitable, for now the question remains whether on bala

positive sustainable impact and if positive to what extent. 

 

  

the overall impact of microfinance has not been indisputably determined. Scientists, donor 

communities and players within this field all have different and contradicting ideas about the impact, 

goal and methodology of microfinance, although it is widely recognized that microfinance is not a 

cating poverty.  

For the future the microfinance industry will be faced with challenges in the dilemmas 

presented by the industry itself. Both direct and indirect negative effects of microfinance are 

inevitable, for now the question remains whether on balance microfinance-interventions have a 

positive sustainable impact and if positive to what extent.  
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2. Social and Cultural elements

“It is hot outside, the heat is clinching to your body, the street is dusty and anim

sun. Then far away a beat can be heard, within time the sound  grows. A group of people in 

beautiful red and black patterned clothes is approaching on a rhythmic beat. Together they 

are mourning the death of one of their beloved family membe

know it is time to move, when the procession

slaughtered. All family members come back home for this social event, work is no reason for 

 

 

2. Social and Cultural elements 

It is hot outside, the heat is clinching to your body, the street is dusty and anim

sun. Then far away a beat can be heard, within time the sound  grows. A group of people in 

beautiful red and black patterned clothes is approaching on a rhythmic beat. Together they 

are mourning the death of one of their beloved family members. The animals on the road 

know it is time to move, when the procession passes the animals remaining on the road are 

slaughtered. All family members come back home for this social event, work is no reason for 
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It is hot outside, the heat is clinching to your body, the street is dusty and animals lie in the 

sun. Then far away a beat can be heard, within time the sound  grows. A group of people in 

beautiful red and black patterned clothes is approaching on a rhythmic beat. Together they 

rs. The animals on the road 

the animals remaining on the road are 

slaughtered. All family members come back home for this social event, work is no reason for 

absence.”  



 

 

 

2. Social and Cultural elements

 

At first sight one might wonder about the relationship between social patterns and cultural habits on 

the one side and financial transactions on the other. One could say that these things should be kept 

strictly separated. But when operating in the field I noticed that microfinance and local circumstances 

are completely interrelated. Behaviour concerning saving money an

social patterns and cultural behaviour. Hence, this chapter will focus on experiences generated in the 

field concerning social and cultural structures that have a correlation with microfinance. 

 

 

Figure 2.1. The Northern region model

 

 

2.1 Social elements 

 

Population 

Ghana has a population of almost nineteen million people of whom a small ten per cent or 1.820.806 

in numbers live in the Northern region.

kilometres and has a population density of thirty

comparison with the rest of the country there are only two other regions that have such a low 
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2. Social and Cultural elements 

At first sight one might wonder about the relationship between social patterns and cultural habits on 

nd financial transactions on the other. One could say that these things should be kept 

strictly separated. But when operating in the field I noticed that microfinance and local circumstances 

are completely interrelated. Behaviour concerning saving money and repaying loans is embedded in 

social patterns and cultural behaviour. Hence, this chapter will focus on experiences generated in the 

field concerning social and cultural structures that have a correlation with microfinance. 

region model - Social & Cultural elements 

Ghana has a population of almost nineteen million people of whom a small ten per cent or 1.820.806 

in numbers live in the Northern region.
106

 The region measures around seventy thous

kilometres and has a population density of thirty-one inhabitants per square kilometre. In 

comparison with the rest of the country there are only two other regions that have such a low 
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At first sight one might wonder about the relationship between social patterns and cultural habits on 

nd financial transactions on the other. One could say that these things should be kept 

strictly separated. But when operating in the field I noticed that microfinance and local circumstances 

d repaying loans is embedded in 

social patterns and cultural behaviour. Hence, this chapter will focus on experiences generated in the 

field concerning social and cultural structures that have a correlation with microfinance.  

 

Ghana has a population of almost nineteen million people of whom a small ten per cent or 1.820.806 

The region measures around seventy thousand square 

one inhabitants per square kilometre. In 

comparison with the rest of the country there are only two other regions that have such a low 
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percentage of population density. All other regions are betw

apart from one stunning exception, Accra, with eight hundred and ninety

kilometre. In comparison the Netherlands and Bangladesh have respectively three hundred and 

ninety-three and one thousand

within the Northern region is the district capital, Tamale. 

The population figures may not indicate great pressure of population on land but the 

contrary is true; great pressure is put on n

only in the wet season. In this short period rains are often heavy and cause devastating floods

 

Poverty 

More than three quarters of the region is rural. In these areas most of the population, se

percent, is active within the agricultural sector making it the main source of income. Farmers work 

with limited resources and basic tools, making it difficult to combat severe drought, heavy rainfall 

and all sorts of plant diseases. Often crop failu

vicious circle of poverty, causing many to live below the two dollar poverty line, as set by the United 

Nations.
107

  

Within the past fifteen years due to the economic growth poverty levels have dropped in

Ghana. Unfortunately this poverty decrease has not been equally divided over the entire country. In 

particular the central and coastal regions have strongly benefited. The Northern region in 

combination with the Upper East and Upper West remain the poores

comparison with other regions they have even become poorer. In the nineties thirty

all the poor in Ghana lived in these regions. Nowadays this is a near sixty percent.

side there is a limited poverty decline within the regions of thirty

  

Health care and life expectancy 

Improvements, although not sufficiently, have been made on infrastructure and facilities such as 

schools, hospitals, boreholes and public toilets. Alt

the provided quality remains low and distances are still far, which limits the use of these facilities by 

the poor. This fact combined with a harsh climate, limited medical awareness and

conditions causes and worsens many illnesses. Many people die unnecessarily from malaria, 

tuberculosis and Aids.  

However, life expectancy levels have been boosted since the fifties. At that time one could 

expect to reach the age of thirty
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percentage of population density. All other regions are between eighty and a hundred and sixty, 

apart from one stunning exception, Accra, with eight hundred and ninety-six inhabitants per square 

kilometre. In comparison the Netherlands and Bangladesh have respectively three hundred and 

three and one thousand sixty-four inhabitants per square kilometre. The most dense area 

within the Northern region is the district capital, Tamale.  

The population figures may not indicate great pressure of population on land but the 

contrary is true; great pressure is put on natural resources. Land is very vulnerable as rainfall occurs 

only in the wet season. In this short period rains are often heavy and cause devastating floods

More than three quarters of the region is rural. In these areas most of the population, se

percent, is active within the agricultural sector making it the main source of income. Farmers work 

with limited resources and basic tools, making it difficult to combat severe drought, heavy rainfall 

and all sorts of plant diseases. Often crop failure causes a whole range of chain reactions creating a 

vicious circle of poverty, causing many to live below the two dollar poverty line, as set by the United 

Within the past fifteen years due to the economic growth poverty levels have dropped in

Ghana. Unfortunately this poverty decrease has not been equally divided over the entire country. In 

particular the central and coastal regions have strongly benefited. The Northern region in 

combination with the Upper East and Upper West remain the poorest regions within the country. In 

comparison with other regions they have even become poorer. In the nineties thirty

all the poor in Ghana lived in these regions. Nowadays this is a near sixty percent.

d poverty decline within the regions of thirty-seven to sixty percent.

 

Improvements, although not sufficiently, have been made on infrastructure and facilities such as 

schools, hospitals, boreholes and public toilets. Although more health facilities are being constructed, 

the provided quality remains low and distances are still far, which limits the use of these facilities by 

the poor. This fact combined with a harsh climate, limited medical awareness and

ditions causes and worsens many illnesses. Many people die unnecessarily from malaria, 

However, life expectancy levels have been boosted since the fifties. At that time one could 

expect to reach the age of thirty-five years, fifty years later this number has increased to an average 
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age of fifty-five. However, in comparison with Europe there remains an enormous gap as Europeans 

have an average life expectancy of seventy

 

Religion 

Nearly everyone in the north of Ghana practises 

population is Muslim. Traditional and Christian religions take around twenty percent each, leaving a 

small three percent for other religious groups. Even though there can be a different segregation per 

locality, the different religions maintain a high tolerance for each other, except for the atheists, who 

are in general not understood.  

As the majority of inhabitants are Muslim or followers of traditional religions, it is common 

for men to marry several wives 

older sixty percent is married. Yet in the urban areas there is a trend of people marrying at a later 

age. Only a small two percent lives together in a non

group that is divorced, indicating that marriage is an important aspect of life. 

 

Regional social differences  

Between the Northern region and the southern part of Ghana differences are great. But even within 

the Northern region there are differences between urban and rural areas as well as the different 

tribes.   

Living conditions are of a higher standard in urban areas as tap water, boreholes, public as 

well as private toilets, hospitals and schools are all cluttered within these localiti

electricity poles and tarmac roads are a common sight. Within the rural areas the greater part of the 

houses are made from mud with palm leaf roofs, often without electricity or when available, limited 

to the use of a light bulb and po

and public toilets are available but scarce. For access to water sources, boreholes are becoming more 

common but often natural sources such as rivers and springs are used. 

The difference between urban and rural is also displayed in other demographic figures, such 

as marriage, live expectancy and birth

average of 4,9
109

 children per woman and within the urban Tamale municipality t

less at 3,3.
 
 

Urban and rural areas is not the only regional divergence, many ethnic groups live within her. 

The the Dagomba together with the Mamprussi form the largest  ethnic group, followed by the 

Komkomba and the Gurma. There i

and often it is preferred to interact within the own community. Some of the tribes life in peace other 

have a history of violence. The different ethnicities all have their own languages and di

whole of Ghana sixty-three languages are spoken, not taking into account the different dialects. 
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As the majority of inhabitants are Muslim or followers of traditional religions, it is common 

 in a polygamist marriage. Of the population aged fifteen years and 

older sixty percent is married. Yet in the urban areas there is a trend of people marrying at a later 

age. Only a small two percent lives together in a non-formalized union. This number is

group that is divorced, indicating that marriage is an important aspect of life.  

region and the southern part of Ghana differences are great. But even within 

differences between urban and rural areas as well as the different 

Living conditions are of a higher standard in urban areas as tap water, boreholes, public as 

well as private toilets, hospitals and schools are all cluttered within these localiti

electricity poles and tarmac roads are a common sight. Within the rural areas the greater part of the 

houses are made from mud with palm leaf roofs, often without electricity or when available, limited 

to the use of a light bulb and possibly a radio. Toilets are generally not located within these houses 

and public toilets are available but scarce. For access to water sources, boreholes are becoming more 

common but often natural sources such as rivers and springs are used.  

e between urban and rural is also displayed in other demographic figures, such 

as marriage, live expectancy and birth-rates. Depending on the calculation method the region has an 

children per woman and within the urban Tamale municipality t

Urban and rural areas is not the only regional divergence, many ethnic groups live within her. 

The the Dagomba together with the Mamprussi form the largest  ethnic group, followed by the 

Komkomba and the Gurma. There is a great awareness of the ethnic background of each individual 

and often it is preferred to interact within the own community. Some of the tribes life in peace other 

have a history of violence. The different ethnicities all have their own languages and di

three languages are spoken, not taking into account the different dialects. 

                   
A different calculation method MCEB, Main number of Children Ever Born, comes to 6,3. 

34 

five. However, in comparison with Europe there remains an enormous gap as Europeans 

five percent of the total 

population is Muslim. Traditional and Christian religions take around twenty percent each, leaving a 

small three percent for other religious groups. Even though there can be a different segregation per 

ity, the different religions maintain a high tolerance for each other, except for the atheists, who 

As the majority of inhabitants are Muslim or followers of traditional religions, it is common 

in a polygamist marriage. Of the population aged fifteen years and 

older sixty percent is married. Yet in the urban areas there is a trend of people marrying at a later 

formalized union. This number is similar to the 

region and the southern part of Ghana differences are great. But even within 

differences between urban and rural areas as well as the different 

Living conditions are of a higher standard in urban areas as tap water, boreholes, public as 

well as private toilets, hospitals and schools are all cluttered within these localities. Houses of stone, 

electricity poles and tarmac roads are a common sight. Within the rural areas the greater part of the 

houses are made from mud with palm leaf roofs, often without electricity or when available, limited 

ssibly a radio. Toilets are generally not located within these houses 

and public toilets are available but scarce. For access to water sources, boreholes are becoming more 

e between urban and rural is also displayed in other demographic figures, such 

rates. Depending on the calculation method the region has an 

children per woman and within the urban Tamale municipality this figure is 1,6 child 

Urban and rural areas is not the only regional divergence, many ethnic groups live within her. 

The the Dagomba together with the Mamprussi form the largest  ethnic group, followed by the 

s a great awareness of the ethnic background of each individual 

and often it is preferred to interact within the own community. Some of the tribes life in peace other 

have a history of violence. The different ethnicities all have their own languages and dialects, in the 

three languages are spoken, not taking into account the different dialects.  



 

 

 

2.2 Microfinance and social elements

 

Effect of population density on microfinance

In Accra or a country like Bangladesh microfinance is more s

social element that contributes to this difference is that the population density figures for the 

Northern region are like chalk and cheese compared to the figures for Accra or Bangladesh. This 

difference in number has a substantial influence on the possibility of making microfinance 

sustainable due to the simple reason that great numbers in a close proximity offer cost advantages. 

In Ghana’s rural areas clients will not be able to visit a microfinance institution (MFI) 

distances are too far. In order to solve this problem MFIs invest in transportation methods to visit 

their customers at their homes or in their villages. This is a time consuming task and quickly becomes 

a financial burden. One of the major operators wi

encounters this problem. Working within the rural areas is a drain on their budget. Therefore, to 

prevent bankruptcy, they need to compensate for the losses made in rural areas with cost efficient 

projects in urban areas.  

 

Effect of poverty on microfinance

Poverty is the prime reason for the origin of microfinance, but it is also its pitfall. For a MFI there are 

different target groups ranging in their poverty level. The United Nations has classified two g

the extreme poor, living on less 

operating with the extreme poor difficulties can arise in the fact that they have less knowledge and 

contacts to successfully start a micro enterpri

return, difficulties in reaching the target group and higher costs for training and assistance cause cost 

inefficiencies. On the other hand it does increase depth of outreach but might limit the breach of 

outreach as the poor have limited resources. 

 

Effects of health care and life expectancy on microfinance

Illness is obviously a drain on productivity, limiting the potential of microfinance lenders. Because of 

the failing health care system and the virtua

business operable in case of illness. When an illness ends in death other difficult issues arise. When 

lending works according to the group lending principle (this methodology is described in Chapte

Microfinance Institutions) the other lenders have to take over this responsibility and this 

consequently increases their burden. For this reason the organisation Freedom for Hunger 

propagates that no family members should be in the same lending group 

cope with the personal loss and in addition carry the burden of the burial costs. Especially the social 

orientated MFIs have difficulties in accumulate this debt as their mission is to assist the local 

population.  

Microfinance and social elements 

Effect of population density on microfinance 

In Accra or a country like Bangladesh microfinance is more successful than in northern Ghana. A 

social element that contributes to this difference is that the population density figures for the 

Northern region are like chalk and cheese compared to the figures for Accra or Bangladesh. This 

substantial influence on the possibility of making microfinance 

sustainable due to the simple reason that great numbers in a close proximity offer cost advantages. 

In Ghana’s rural areas clients will not be able to visit a microfinance institution (MFI) 

distances are too far. In order to solve this problem MFIs invest in transportation methods to visit 

their customers at their homes or in their villages. This is a time consuming task and quickly becomes 

a financial burden. One of the major operators within the Tamale area, the Bonzali Rural Bank, also 

encounters this problem. Working within the rural areas is a drain on their budget. Therefore, to 

prevent bankruptcy, they need to compensate for the losses made in rural areas with cost efficient 

Effect of poverty on microfinance 

Poverty is the prime reason for the origin of microfinance, but it is also its pitfall. For a MFI there are 

different target groups ranging in their poverty level. The United Nations has classified two g

the extreme poor, living on less than a dollar a day, and the poor living on two dollars a day. When 

operating with the extreme poor difficulties can arise in the fact that they have less knowledge and 

contacts to successfully start a micro enterprise. Higher transaction costs due to lower rates of 

return, difficulties in reaching the target group and higher costs for training and assistance cause cost 

On the other hand it does increase depth of outreach but might limit the breach of 

outreach as the poor have limited resources.  

Effects of health care and life expectancy on microfinance 

Illness is obviously a drain on productivity, limiting the potential of microfinance lenders. Because of 

the failing health care system and the virtually non-existence of insurances it is difficult to keep a 

business operable in case of illness. When an illness ends in death other difficult issues arise. When 

lending works according to the group lending principle (this methodology is described in Chapte

Microfinance Institutions) the other lenders have to take over this responsibility and this 

consequently increases their burden. For this reason the organisation Freedom for Hunger 

propagates that no family members should be in the same lending group as they already have to 

cope with the personal loss and in addition carry the burden of the burial costs. Especially the social 

orientated MFIs have difficulties in accumulate this debt as their mission is to assist the local 
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distances are too far. In order to solve this problem MFIs invest in transportation methods to visit 
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encounters this problem. Working within the rural areas is a drain on their budget. Therefore, to 

prevent bankruptcy, they need to compensate for the losses made in rural areas with cost efficient 
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return, difficulties in reaching the target group and higher costs for training and assistance cause cost 

On the other hand it does increase depth of outreach but might limit the breach of 

Illness is obviously a drain on productivity, limiting the potential of microfinance lenders. Because of 

existence of insurances it is difficult to keep a 

business operable in case of illness. When an illness ends in death other difficult issues arise. When 

lending works according to the group lending principle (this methodology is described in Chapter 5: 

Microfinance Institutions) the other lenders have to take over this responsibility and this 

consequently increases their burden. For this reason the organisation Freedom for Hunger 

as they already have to 

cope with the personal loss and in addition carry the burden of the burial costs. Especially the social 
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Effects of religion on microfinance

Religion can be a constraint on microfinance activities. Muslims for instance, are for religious reasons 

not permitted to pay interest. This fact can be avoided by applying a different methodology and has 

not been an issue of great concern within many projects. Furthermore, religion can have an indirect 

influence in the performance of small and medium enterprises. Women are, for instance, not 

allowed to conduct their businesses during burials. Another factor is the Ramadan when business 

slowed down altogether.  

Religious tradition among Muslim

stipulates that this is only allowed as long as they can support their wives financially. In the case that 

women are generating more inc

On the one hand there is a greater chance of a second or third wife in the marriage. On the other 

hand, women are becoming more self

marriage. Therefore MF can have the effect of generating more as well as fewer marriages.  

 

Regional social differences on microfinance

As described above the main difference between urban and rural areas for a MFI is reflected 

in the population density figures. Furthermore the low level of infrastructure, economic 

development and facilities form an obstruction for rural microfinance development. 

languages that are spoken in the 

MFI. On the other hand, people are familiar with this language barrier and have found multiple ways 

to deal with this deficiency in communication. 

Ethnic differences in some regions have resulted violent outbreaks of hatred. Especially in 

the Yendi district peace is fragile and unrest is slumbering. In this region everything is seen within the 

context of the opposing tribes. If an microfinance project does not take this fragile status quo into 

account, rebels might use a microfinance 

the inhabitants that their tribe is being misused and misle

outbreaks of violence.  
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women are generating more income they are more self sustainable. This creates a two folded result. 

On the one hand there is a greater chance of a second or third wife in the marriage. On the other 
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microfinance project to advocate their case. They will want to prove to 
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2.3 Cultural elements                                                            

 

Family values and rules 

Funerals are one of the manifestations of a society’s cultural behaviour. In Ghana it is of the utmost 

importance to attend funerals, as family is the most important unit that needs to be taken care of. 

When talking about “your family” in Ghana, this indicates your extended family, including your 

parents, sisters and brothers and also your uncles and aunts, nieces and nephews, cousins, great

aunts and great-uncles, grand-nephews and 

the families and for every member there is clearly defined set of privileges and obligations.  

While growing up from a small child to an adult it is essential to learn how to behave within 

the group. Individual developme

only marginal significance in Ghana. Pinto comes with an explanation for differences in culture by 

observing the underlying composition of culture. He defines three major compositions, co

them to different kinds of ‘webs’, these being very transparent, with big holes between the lines, 

these very dense, where nothing can get through and a mixture of both.

traditional cultures to a web where nothing can get through d

behaviour whereas in modern societies individuals need to translate rules into their own behaviour 

pattern and live in a very transparent web.

 

In-group and responsibility 

In the Northern region the greater part 

strong bond between family members offers protection in times of scarcity. It is a network of people 

that try to achieve the best for their group. This strategy for survival is still often ne

example famines are quite common. As an example: in 2007 floods flushed away great parts of the 

crops and houses of already poor farmers, leaving them with no food or shelter. In this situation it is 

crucial to have family members to assist wit

Without this help it would be almost impossible to survive the long dry season. 

Because of the fact that families live in tightly bonded groups, in

automatically formed. One should always be committed towards one’s own in

this might harm an external partner such as a friend or a business relationship. This is because your 

external partner is also committed towards his or her own in

to achieve the best result for your in

This mentality explains why one becomes responsible for one’s entire family, or in

is a way to smooth income differences. But occasionally the reverse happens: as there is always 

someone who will assist you in times of need it may happen that not all members of the family are 
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Funerals are one of the manifestations of a society’s cultural behaviour. In Ghana it is of the utmost 

importance to attend funerals, as family is the most important unit that needs to be taken care of. 

en talking about “your family” in Ghana, this indicates your extended family, including your 

parents, sisters and brothers and also your uncles and aunts, nieces and nephews, cousins, great

nephews and -nieces. There is a very clear and strong hierarchy within 

the families and for every member there is clearly defined set of privileges and obligations.  

While growing up from a small child to an adult it is essential to learn how to behave within 

the group. Individual development, which is considered of high importance in the western world, has 

only marginal significance in Ghana. Pinto comes with an explanation for differences in culture by 

observing the underlying composition of culture. He defines three major compositions, co

them to different kinds of ‘webs’, these being very transparent, with big holes between the lines, 

these very dense, where nothing can get through and a mixture of both.
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traditional cultures to a web where nothing can get through due to all the rules and strict patterns of 

behaviour whereas in modern societies individuals need to translate rules into their own behaviour 

pattern and live in a very transparent web.
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In the Northern region the greater part of the population lives within a traditional family setting. The 

strong bond between family members offers protection in times of scarcity. It is a network of people 

that try to achieve the best for their group. This strategy for survival is still often ne

example famines are quite common. As an example: in 2007 floods flushed away great parts of the 

crops and houses of already poor farmers, leaving them with no food or shelter. In this situation it is 

crucial to have family members to assist with first aid but also in the longer term to help recover. 

Without this help it would be almost impossible to survive the long dry season.  

Because of the fact that families live in tightly bonded groups, in- and out

uld always be committed towards one’s own in

this might harm an external partner such as a friend or a business relationship. This is because your 

external partner is also committed towards his or her own in-group and therefore can not be

to achieve the best result for your in- group.  

This mentality explains why one becomes responsible for one’s entire family, or in

is a way to smooth income differences. But occasionally the reverse happens: as there is always 

in times of need it may happen that not all members of the family are 
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Funerals are one of the manifestations of a society’s cultural behaviour. In Ghana it is of the utmost 
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parents, sisters and brothers and also your uncles and aunts, nieces and nephews, cousins, great-
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strong bond between family members offers protection in times of scarcity. It is a network of people 

that try to achieve the best for their group. This strategy for survival is still often needed as for 

example famines are quite common. As an example: in 2007 floods flushed away great parts of the 

crops and houses of already poor farmers, leaving them with no food or shelter. In this situation it is 

h first aid but also in the longer term to help recover. 

 

and out- groups are 

uld always be committed towards one’s own in-group even though 

this might harm an external partner such as a friend or a business relationship. This is because your 

group and therefore can not be trusted 

This mentality explains why one becomes responsible for one’s entire family, or in- group. It 

is a way to smooth income differences. But occasionally the reverse happens: as there is always 

in times of need it may happen that not all members of the family are 
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stimulated to work, save or invest in the future. In return for financial support a family member will 

behave in an obedient way towards his beneficiary. For example i

education, you will not attend classes on the day that your beneficiary needs you for all kinds of 

general work or tasks.  

It is a way of sharing responsibilities; you are responsible for many more people besides 

yourself but many more people are also responsible for you. This creates a relationship of mutual 

dependency and this entanglement of behaviour patterns and mutual dependency offers protection 

and security for all members in the in

box thinking and it offers no room for free spirits according to Pinto.

itself within its own limits and remains conservative. The typical “why?” question in modern societies 

is therefore not a common one in Ghana. Consequently innovation and progression are not actively 

stimulated. In Northern Ghana it is often a time time

in this process solidarity and trust are important.   

 

Gender patterns 

A typical male in the Northern region will frown his forehead when you suggest that he might cook 

dinner. Cooking is a task for women and if your wife is not cooking she is very disobedient. There is a 

defined pattern of responsibilities and tasks between the genders.

strong to perform all the work as

 First of all they need to assist their husbands on the field by carrying water for the crops. In 

addition they take care of their own small piec

pay part of the household costs.  Furthermore, women are the caretakers of the children, they buy 

food at the market and sell their food surplus on the market. They also cook for the entire family, for 

which often heavy pounding of foodstuffs is required. For example the pounding of corn into flower 

for coco (breakfast porridge) is a heavy job. Other activities are washing clothes and keeping the 

house clean. For all these activities water needs to be fe

any mode of transport available, hence women have to walk great distances, while they carry 

firewood, water and other supplies on their heads. Lastly, besides all mentioned activities many 

women are also maintaining a small business on the side, such as a tailor shop or a porridge selling 

point.    

Men are responsible for ploughing the land in order to produce the main crops. In addition 

they are responsible to maintain the good reputation of the family and main

the other men. Also bureaucratic jobs such as the position of village chief and elderly advisers are in 

general performed by men. Males are the political and spiritual heads of the family, but behind the 
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stimulated to work, save or invest in the future. In return for financial support a family member will 

behave in an obedient way towards his beneficiary. For example if your uncle pays for your 

education, you will not attend classes on the day that your beneficiary needs you for all kinds of 

It is a way of sharing responsibilities; you are responsible for many more people besides 

y more people are also responsible for you. This creates a relationship of mutual 

dependency and this entanglement of behaviour patterns and mutual dependency offers protection 

and security for all members in the in-group. As a consequence there is no stimulation for out of the 

box thinking and it offers no room for free spirits according to Pinto.
112

 In this way the society keeps 

itself within its own limits and remains conservative. The typical “why?” question in modern societies 

ne in Ghana. Consequently innovation and progression are not actively 

stimulated. In Northern Ghana it is often a time time-consuming activity to come to a joint decision, 

in this process solidarity and trust are important.    

le in the Northern region will frown his forehead when you suggest that he might cook 

dinner. Cooking is a task for women and if your wife is not cooking she is very disobedient. There is a 

defined pattern of responsibilities and tasks between the genders. Ghanaian women have to be 

strong to perform all the work as female tasks are multiple and have a broad range.

First of all they need to assist their husbands on the field by carrying water for the crops. In 

addition they take care of their own small piece of land to generate some extra income to be able to 

pay part of the household costs.  Furthermore, women are the caretakers of the children, they buy 

food at the market and sell their food surplus on the market. They also cook for the entire family, for 

which often heavy pounding of foodstuffs is required. For example the pounding of corn into flower 

breakfast porridge) is a heavy job. Other activities are washing clothes and keeping the 

house clean. For all these activities water needs to be fetched and firewood collected. There is hardly 

any mode of transport available, hence women have to walk great distances, while they carry 

firewood, water and other supplies on their heads. Lastly, besides all mentioned activities many 

ining a small business on the side, such as a tailor shop or a porridge selling 

Men are responsible for ploughing the land in order to produce the main crops. In addition 

they are responsible to maintain the good reputation of the family and maintain good relations with 

the other men. Also bureaucratic jobs such as the position of village chief and elderly advisers are in 

general performed by men. Males are the political and spiritual heads of the family, but behind the 
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scenes women certainly have an influence on their husbands’ opinion.

participants of a microfinance scheme about their experiences, it is often the husband or brother 

who responds to the questions on her behalf, even though she is sitting next to him. 

Also in financial matters there is a clear definition of responsibilities. Men are responsible for 

the bulk of the food supply, the carbohydrates. The soup or sauce that accompanies the meal has to 

be provided by the women. The men pay the school fees but the 

smaller requirements such as pencils and lunch money. Cooking gear and pots and pans to eat from 

are the responsibility of the women as well. A woman who develops economically is often viewed 

with suspicion and might even be re

“It is a woman’s right to have children and without a child you are not a woman.” is a 

common axiom within the Ghanaian society. When becoming pregnant especially with the first child, 

the woman should give birth in the house of her husband’s family, where she moved in after 

marriage. After giving birth the woman and child will live with the woman’s mother, for a period of 

one year. This to learn how to take proper care of a baby. Children are carried on the back

mothers until they are around three years old. In these years babies are always with their mothers. 

After this period the child walks around by itself as often a new baby is on the way. Then the child 

will grow up under the protective eyes of gr

The children within the marriage will always belong to the family of the husband. When 

couples get divorced, the husband’s

does not often occur in the Northern region. Women tend not to divorce easily, partly because it is 

not socially accepted but it is also due to limited access to

the need for divorce as they can marry several wives. 

The segregation between male and female is strong. Clear patterns of behaviour and 

customs are maintained for each gender. Generally it is seen as impolite and not appreciated to cross 

these gender barriers.  

 

Perception on lending and saving

Africans are naturally, and wisely, afraid of debt.

problems in meeting household necessities or when money is required for family rituals. Men take a 

more relaxed view on borrowing. In Lu

a man if you don’t have debts. But I have not been able to properly check this expression. 

Within small communities the possibilities to buy necessary goods are limited. Therefore 

those who do make a proper living often stack the mone

saving it for funerals, weddings or religious activities. For example during a church harvest, in a very 

small and poor community, thirty
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participants of a microfinance scheme about their experiences, it is often the husband or brother 

who responds to the questions on her behalf, even though she is sitting next to him. 

in financial matters there is a clear definition of responsibilities. Men are responsible for 

the bulk of the food supply, the carbohydrates. The soup or sauce that accompanies the meal has to 

be provided by the women. The men pay the school fees but the women are paying for all the 

smaller requirements such as pencils and lunch money. Cooking gear and pots and pans to eat from 

are the responsibility of the women as well. A woman who develops economically is often viewed 

with suspicion and might even be restricted by their uncomfortable counterpart.

“It is a woman’s right to have children and without a child you are not a woman.” is a 

axiom within the Ghanaian society. When becoming pregnant especially with the first child, 

h in the house of her husband’s family, where she moved in after 

marriage. After giving birth the woman and child will live with the woman’s mother, for a period of 

one year. This to learn how to take proper care of a baby. Children are carried on the back

mothers until they are around three years old. In these years babies are always with their mothers. 

After this period the child walks around by itself as often a new baby is on the way. Then the child 

will grow up under the protective eyes of grandmothers, brothers, sisters, nieces and nephews. 

The children within the marriage will always belong to the family of the husband. When 

husband’s family will generally be granted custody of the children. Divorce 

occur in the Northern region. Women tend not to divorce easily, partly because it is 

but it is also due to limited access to legal assistance. Males usually do not see 

the need for divorce as they can marry several wives.  

tion between male and female is strong. Clear patterns of behaviour and 

customs are maintained for each gender. Generally it is seen as impolite and not appreciated to cross 
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 Especially women only borrow when they have 

problems in meeting household necessities or when money is required for family rituals. Men take a 

more relaxed view on borrowing. In Lungni, a small village, there is even a local sa

a man if you don’t have debts. But I have not been able to properly check this expression. 

Within small communities the possibilities to buy necessary goods are limited. Therefore 

those who do make a proper living often stack the money somewhere without spending it, often 

saving it for funerals, weddings or religious activities. For example during a church harvest, in a very 

small and poor community, thirty-two Ghana Cedi (thirty-two dollar) was offered for a rooster. For 
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many that is a month’s salary and in the market this animal would have cost no more than six Ghana 

cedi.  

For all poorer inhabitants saving is not a common habit. Some save by investing in livestock 

or stock money in a jar somewhere in their house. On the other hand, i

people to put savings in a bank. Many market women save money through the ancient 

This system will be thoroughly explained in Chapter 3: Economic elements. 

 

Perception of time 

Time structures are completely different 

not absolute, time is mouldable. Living happens in the present. Where in the Western world time is 

moulded into a seven-day week this can be completely different in Ghana. The women organize their 

days around market day. In most villages the markets occur every three to six days. On these days 

most women go to the market to sell their goods and to buy food ingredients and other household 

necessities. On these market days the markets are crowded and eve

With the influence of Christianity more women are celebrating and respecting Sundays as “the day of 

God” but if it is market day God will often have to wait.  

 

 

2.4 Microfinance and cultural elements 

 

Effect of family values and rules on microfinance

Within the villages families are strongly bound by ethnicity and family. Tradition prescribes that 

wealth should be shared among family members. Difficulties occur as other members of the family 

do not see the provided money as a

situation for the lender who is squeezed between obligations towards her family and the MFI.

projects of diverse NGOs this problem has arisen. On account of a burial, illness or more t

expenditures the money has sometimes evaporated even before it could be invested. In this way 

traditionalism and liberalism collide with each other on grass root level. 

 

Effect of in-group and sense of responsibility on microfinance

The sense of in-group creates an array of difficulties for a MFI. Microfinance is based on individual 

commitment colliding with collective traditions within the Ghanaian society. When the MFI requests 

an individual to repay the loan it sometimes occurs that the money has

often does not possess any valuables. When their family owns property it is difficult to sell as no 

villager will be eager to buy the house of another family as in general the property will still be seen 

by everyone as the property of the original owner and family. Claiming back their property is 

therefore not a very successful and profitable solution.

a month’s salary and in the market this animal would have cost no more than six Ghana 

For all poorer inhabitants saving is not a common habit. Some save by investing in livestock 

or stock money in a jar somewhere in their house. On the other hand, it is not common for poor 

people to put savings in a bank. Many market women save money through the ancient 

This system will be thoroughly explained in Chapter 3: Economic elements.  

Time structures are completely different from western time management concepts. In Ghana time is 

not absolute, time is mouldable. Living happens in the present. Where in the Western world time is 

day week this can be completely different in Ghana. The women organize their 

s around market day. In most villages the markets occur every three to six days. On these days 

most women go to the market to sell their goods and to buy food ingredients and other household 

necessities. On these market days the markets are crowded and everyone gathers to do business. 

With the influence of Christianity more women are celebrating and respecting Sundays as “the day of 

God” but if it is market day God will often have to wait.   

Microfinance and cultural elements  

and rules on microfinance 

Within the villages families are strongly bound by ethnicity and family. Tradition prescribes that 

wealth should be shared among family members. Difficulties occur as other members of the family 

do not see the provided money as a loan and are all opting for the money. This creates a difficult 

situation for the lender who is squeezed between obligations towards her family and the MFI.

s this problem has arisen. On account of a burial, illness or more t

expenditures the money has sometimes evaporated even before it could be invested. In this way 

traditionalism and liberalism collide with each other on grass root level.  

group and sense of responsibility on microfinance 

group creates an array of difficulties for a MFI. Microfinance is based on individual 

commitment colliding with collective traditions within the Ghanaian society. When the MFI requests 

an individual to repay the loan it sometimes occurs that the money has been spend, the participant 

often does not possess any valuables. When their family owns property it is difficult to sell as no 

villager will be eager to buy the house of another family as in general the property will still be seen 

erty of the original owner and family. Claiming back their property is 

therefore not a very successful and profitable solution. 
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When taking other items such as livestock and food supplies the family is indirectly 

condemned to starvation which obviously is 

take. Authorities can be involved, though in rural areas these forces are understaffed and it is costly 

and nearly impossible to go to court. A solution that is operable in most cases is social pres

Often local Chiefs will be able to put pressure on the defaulter to pay back debts. The question 

remains whether he will be willing to assist and what price will be demanded for his services. In the 

case of lending to groups the other women are all p

good enough reason for repayment since honour is an important aspect in Ghanaian culture. 

  

Effect of gender patterns on microfinance

Most microfinance projects are exclusively aimed at female participa

more financially responsible and show better repayment performance than men.

that women are more likely than men to invest increased income in the housekeeping and family 

wellbeing.
116

 Freedom for Hunger studies

increased self-confidence in women and improved status within the community.

indication is the tense relationship between family members. This makes it possible for the women 

to become a collection agent for their husbands or other family members, while the responsibility for 

repayment is left with the women. 

On the other hand Mayoux states that the

market activities makes it more likely tha

activities.
118

 This is stimulated through the specific gender 

patterns.
119

 The separation of gender frequently leads to separate `hearthholds', meaning that 

women are more likely to seek to retain their own income, and therefore are more likely to be 

successful. Mayoux warns hat the existence of separate ‘hearthholds’ raises the problem of men 

increasingly withdrawing their own incomes and further decreasing the

wellbeing.
120

 

 

Perception on lending and saving

The handout mentality, NGOs giving goods and assistance for free, is still a common sight in this part 

of the country. Tamale has a history of a multitude of NGOs operating withi

currently invested by national as well as international NGOs and institutions. The perception of NGOs 

offering their services for free has its effect on microfinance as poor repayments compromises 
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When taking other items such as livestock and food supplies the family is indirectly 

condemned to starvation which obviously is a decision that especially social NGOs are not willing to 

take. Authorities can be involved, though in rural areas these forces are understaffed and it is costly 

and nearly impossible to go to court. A solution that is operable in most cases is social pres

Often local Chiefs will be able to put pressure on the defaulter to pay back debts. The question 

remains whether he will be willing to assist and what price will be demanded for his services. In the 

case of lending to groups the other women are all partly responsible for the defaulter. This is often a 

good enough reason for repayment since honour is an important aspect in Ghanaian culture. 

Effect of gender patterns on microfinance 

Most microfinance projects are exclusively aimed at female participants. Women often prove to be 

more financially responsible and show better repayment performance than men.

that women are more likely than men to invest increased income in the housekeeping and family 

Freedom for Hunger studies in Ghana indicate that program participation led to 

confidence in women and improved status within the community.

indication is the tense relationship between family members. This makes it possible for the women 

collection agent for their husbands or other family members, while the responsibility for 

repayment is left with the women.  

On the other hand Mayoux states that the involvement of African women in production and 

market activities makes it more likely that they will use savings and credit for their own individual 

This is stimulated through the specific gender roles, coupled with kinship and marriage 

The separation of gender frequently leads to separate `hearthholds', meaning that 

men are more likely to seek to retain their own income, and therefore are more likely to be 

successful. Mayoux warns hat the existence of separate ‘hearthholds’ raises the problem of men 

increasingly withdrawing their own incomes and further decreasing their responsibility for household 

Perception on lending and saving 

The handout mentality, NGOs giving goods and assistance for free, is still a common sight in this part 

of the country. Tamale has a history of a multitude of NGOs operating withi

currently invested by national as well as international NGOs and institutions. The perception of NGOs 

offering their services for free has its effect on microfinance as poor repayments compromises 
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portfolio quality. This behaviour

attitudes regards default. Non financial NGOs and specifically governments that reclaim their assets 

are an uncommon sight.  

Saving is not common within the local culture either. Within the local commun

that they are too poor to save but in Asia, although there is poverty, this mentality appears to be 

different. Because of this lack of saving a risk that may occur is that some borrowers become 

dependent on loans for household expenditures r

 

Effect of perception of time on microfinance

In African cultures time is mouldable and arranged according to other patterns than the ‘five

working week’. This is important to take into account when op

necessarily on time and sometimes might be cancelled without notification. Especially for the women 

time is bound by market days. On a market day all women will go to the market. It is no good 

arranging a meeting in their houses on this day because all women will be at the market. This is their 

main priority as on this day they sell their surplus and buy their necessities. 

 

 

2.5 Conclusion 

 

Worldwide societies have different social and cultural elements. Modern and tr

be worlds apart but among traditional cultures many distinctions are also to be found. Saving money, 

borrowing and repaying loans are influenced by local traditions, beliefs, behaviour and circumstances 

typical for the community. One social element that influences the development of microfinance 

services is population density figures. 

increases the cost-price of microfinance services and makes financial sustainability diffi

achieve.  

When microfinance programmes in the Northern region are introduced too rashly, without 

adjusting the programme to the local context, the probability of a successful outcome is limited. A 

balance of local conditions and requirements of the

results. Finding this mixture might not always be easy. In general, innovative and locally adjusted 

programs are necessary to deal with all sorts of both expected and unexpected circumstances. 

  

behaviour is stimulated by laid-back and tolerant governments and NGOs 

attitudes regards default. Non financial NGOs and specifically governments that reclaim their assets 

Saving is not common within the local culture either. Within the local commun

that they are too poor to save but in Asia, although there is poverty, this mentality appears to be 

different. Because of this lack of saving a risk that may occur is that some borrowers become 

dependent on loans for household expenditures rather than creating an income generating activity.

Effect of perception of time on microfinance 

In African cultures time is mouldable and arranged according to other patterns than the ‘five

working week’. This is important to take into account when operating in the field. Meetings are not 

necessarily on time and sometimes might be cancelled without notification. Especially for the women 

time is bound by market days. On a market day all women will go to the market. It is no good 

heir houses on this day because all women will be at the market. This is their 

main priority as on this day they sell their surplus and buy their necessities.  

Worldwide societies have different social and cultural elements. Modern and traditional societies can 

be worlds apart but among traditional cultures many distinctions are also to be found. Saving money, 

borrowing and repaying loans are influenced by local traditions, beliefs, behaviour and circumstances 

e social element that influences the development of microfinance 

n density figures. The Northern region is sparsely populated and this therefore 

price of microfinance services and makes financial sustainability diffi

When microfinance programmes in the Northern region are introduced too rashly, without 

adjusting the programme to the local context, the probability of a successful outcome is limited. A 

balance of local conditions and requirements of the MFI must be established in order to achieve 

results. Finding this mixture might not always be easy. In general, innovative and locally adjusted 

programs are necessary to deal with all sorts of both expected and unexpected circumstances. 
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adjusting the programme to the local context, the probability of a successful outcome is limited. A 

MFI must be established in order to achieve 

results. Finding this mixture might not always be easy. In general, innovative and locally adjusted 

programs are necessary to deal with all sorts of both expected and unexpected circumstances.  



 

 

 

 

3. Economic elements

“On a regular day the large square within the village of Katanga is empty. But every sixth day 

this changes completely. In the morning bone breakers 

intensely when on route 

anticipating a good day of business. On top of the old

chickens can be found. The square slowly fills with noise. All kinds of salesmen are gathering 

selling  second-hand clothing, meat, soap, pots and pa

3. Economic elements 

a regular day the large square within the village of Katanga is empty. But every sixth day 

this changes completely. In the morning bone breakers - small old-timer minivans that shake 

intensely when on route -  arrive, filled with colourful women chitchatt

anticipating a good day of business. On top of the old-timers bags full of supplies, goats and 

chickens can be found. The square slowly fills with noise. All kinds of salesmen are gathering 

hand clothing, meat, soap, pots and pans. In the meantime the sun is starting 

to scorch the earth but here nobody seems to notice.”  
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3. Economic elements
 

The focus of this chapter is on economic elements, national as well as regional economic data will be 

discussed. The first paragraph is a general overview of the economic situation in Ghana. In the 

second paragraph structural economic problems 

the correlation between the economic situation and microfinance and how they influence each other 

in the field. The chapter ends with a concluding paragraph.  

 

 

Figure 3.1. The Northern region model 

 

 

3.1 Ghanaian economy 

 

Economic organisation: 

Worldwide, different forms of organising economies are to be found. In Sub Sahara Africa the most 
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organising an economy in the western world.

an economy is organised influences the entire economic chain.  

 

Growth and GDP 

Recently, Ghana has achieved impressive economic growth levels for Sub Sahara Africa. Gross 

Domestic Product (GDP) is estimated to have grown on average by 4,56 percent per annum during 

1991-1999 and 4,98 during 1999

performing almost twice the per capita output, thanks to their rich natural resources. Gold, timber 

bauxite, aluminium, manganese, diamonds

Ashanti, regions and are the major sources of foreign income. 

agriculture around thirty-five percent, industry twenty

in 2005.
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According to the Ghanaian g

is some hard evidence that the greater part of the country has benefited from this growth. The 

government does mention that the southern cocoa

most.
124

 The figures in chapter 2: Social and Cultural elements show that this elevation of income has 

mostly benefited the southern and central regions and only slightly the north. 

The GDP is an important indicator of a country’s elevation from poverty. The Worl

held a survey in nineteen low-income countries and found that one percent of GDP per capita growth 

was associated with a 1, 3 percent fall in the rate of extreme poverty and a 0, 9 percent fall in the 

two-dollar-a-day poverty rate.
125

heavily depends on international financial and technological assistance. The level of necessary 

assistance is specifically high in the

region. 

 

Inflation 

Inflation rates have declined during recent years but not proven to be stable. In January 2001 

inflation was around forty percent; in December of the same year it amounted to twenty percent. In 

September of the following year due to slow depr

to increased fuel prices around one year later in March 2003, inflation doubled to hit thirty percent, 
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to decline again and settle at fifteen percent in December 2005. Inflation therefore remains an 

internal issue. To put an end to this the government redenominated the 

off the value. As a consequence the external purchasing power in 2007 of one Ghana 

one dollar. 

 

Agriculture 

Ghana has a labour force of eleven mill

Sixty percent works in the agrarian sector, in the n

are mainly small landholders and contribute a small thirty five percent towards the national

economy of the north is dominated by agriculture, other activities such as wholesale and retail trade 

show the same small percentage as manufacturing, i.e. around seven percent. In some districts 

example the Zabzugu-Tatale district 

percent. Tamale on the other hand, has by far the lowest number of agrarians, i.e. close to thirty 

percent. 

Within the agricultural sector crops are primarily cultivated in a traditional way. Low leve

technology result in rain dependency and leave crops vulnerable to diseases, offering little insurance 

for a secured income. The lack of mass adoption of high quality cereal crops in combination with 

fertilizer, pesticides and weed-killers

by authors concerned with the development of Tropical Africa.

As farmers are still ploughing the land with man

of the land is common and harvests are small.

the density level was eight per square km and in 2000 it was up to twenty

for the land to provide for all. This has in its wake a dilemma:

of manpower is needed to plough the land but the land is not producing enough to feed all. 

As a reaction many young men migrate to the south in search of fortune. An NGO worker 

called it: ‘The migration to the non

communities, causing ageing of populations and placing sole responsibility for the community on the 

women. This often results in a lower yield per acre as access for women to essential resources such 

as land, training and technology is lacking.

Another disadvantage for the farmers is that they all produce limited quantities of variable 

quality that they individually sell to small middlemen. The latter generally transports the crops to 

populated areas such as the Greate

women or customers. Collaboration among farmers is not common and there a
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to decline again and settle at fifteen percent in December 2005. Inflation therefore remains an 

ernal issue. To put an end to this the government redenominated the cedi by lopping four zeros 

off the value. As a consequence the external purchasing power in 2007 of one Ghana 
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are mainly small landholders and contribute a small thirty five percent towards the national

economy of the north is dominated by agriculture, other activities such as wholesale and retail trade 

show the same small percentage as manufacturing, i.e. around seven percent. In some districts 

Tatale district - the agricultural sector predominates as it hits a near ninety 

percent. Tamale on the other hand, has by far the lowest number of agrarians, i.e. close to thirty 

Within the agricultural sector crops are primarily cultivated in a traditional way. Low leve

technology result in rain dependency and leave crops vulnerable to diseases, offering little insurance 

for a secured income. The lack of mass adoption of high quality cereal crops in combination with 

killers – also known as the Green Revolution - is often commented on 

by authors concerned with the development of Tropical Africa.
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cooperatives. This makes it difficult for farmers to profit from the benefits of a partnership such

economies of scales. 

 

Small income generating opportunities

Besides farming, many Ghanaians display a talent for deploying small

industrial activities. Even in the small communities, where opportunities are few, market days o

an opportunity to generate an extra 

everyone is busy, talking, laughing and negotiating. The women sell surplus products from their land, 

agro processed products or prepared foods. The men n

foodstuffs such as corn, yams and groundnuts. Market days make it possible for all to earn a ‘small 

small’.
129

  

In the larger communities a variety of small income generating opportunities (IGA) are found 

not only on market days but also throughout the week. Citizens are engaged in petty trading or run 

small business shops such as a barbershop, a foodstall or a bicycle repair shop. This is a small step 

towards realising a diversification within the local economy. In Tamal

the small and medium entrepreneur, making internet cafés, telecom shops and hotels sprout up all 

over the city. But large-scale enterprises remain an uncommon factor 

Generally small IGAs all operate within

part of the economy takes place within this sector. The government therefore misses out on a large 

part of its income and in addition the Gross National Product (GNP) remains low. 

 

Unemployment 

According to the data of the Ghanaian government unemployment levels are around seven percent. 

In this statistic “those currently unemployed, but actively seeking employment” are regarded as 

economically active and not as unemployed. The same applies to a small twe

economically active who work as unpaid family workers and the group of young apprentices who 

work for free in order to learn a profession. 

It is also important to consider that those who are eager to find a job outside the agricult

sector cannot find one and that sixty

employed, leaving only a little over five percent to be employed.

estimation of seven percent for unemployment i

demonstrates the high rate of hidden unemployment.
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towards realising a diversification within the local economy. In Tamale more options are available for 

the small and medium entrepreneur, making internet cafés, telecom shops and hotels sprout up all 

scale enterprises remain an uncommon factor - even in Tamale.

Generally small IGAs all operate within the informal economy. In Sub Sahara Africa a large 

part of the economy takes place within this sector. The government therefore misses out on a large 

part of its income and in addition the Gross National Product (GNP) remains low. 
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economically active and not as unemployed. The same applies to a small twenty

economically active who work as unpaid family workers and the group of young apprentices who 

work for free in order to learn a profession.  

It is also important to consider that those who are eager to find a job outside the agricult

sector cannot find one and that sixty-eight percent of the economically active are classified as self

employed, leaving only a little over five percent to be employed.
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demonstrates the high rate of hidden unemployment. 
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3.2 Structural problems 

 

Economic environment  

 

The economic environment in the 

enterprises not attracted to investing in the region, small income generating activities (IGAs) are also 

struggling. Stability is a must for economic development but difficult to achieve. When attracting 

(international) investors stability is crucial. The whole of Su

stability. The most important factors for investors are (un)certainty about the government, 

corruption and infrastructure (ICT, energy and transportation). The first two topics will be discussed 

more thoroughly in chapter 4: Political elements and infrastructure will be addressed later in this 

chapter. 

Besides the stability factor there is also an image problem. Ghana for example, borders on 

Ivory Coast which has been tormented by internal disputes. This could refle

remains difficult to get and keep the different factors up to standard to create a good investor’s 

climate. This is even the case in the better performing countries of Sub Sahara Africa.

As in the other Sub Saharan countries t

principle of markets. The characteristics of this type of economy are as follows:  small enterprises, 

many entrepreneurs commonly operating within various activities in a given network, few fixed 

salaries, decentralised markets, unequal access to information and lack of hierarchical 

organisations.
131

  

Furthermore, network externality, a situation where one consumer’s action will influence 

that of others, is of the utmost importance. In this type of economic organiza

transaction with personal trade of goods and services are central, social and cultural behaviour 

patterns play a crucial role in conducting business. This is a major difference compared to the 

western world, where non-personal trade

utmost importance because of the personalised character of trade and because opportunism is a 

widespread principle throughout Sub Sahara Africa.

 

Infrastructure  

Transportation system 

For the development of the economy the state of the road network is of great importance. Until the 

nineties the road connecting Tamale, the regional capital, with Accra, was a dirt road. The road has 

become an asphalted dual carriageway on which many heavily loaded truck
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Burkina Faso. Heavy traffic in combination with tropical rains and blistering sun make renovation of 

the road a continuing story.  

Lack of permanent maintenance is the reason why the almost seven hundred kilometres to 

Tamale will take at least 12 hours. In the 

handful of the connecting roads between district capitals have an asphalted road

the condition of the road but also the frequent police barriers cause 

necessary to pass these stops. In this region, especially those who depend on public transport, have 

to travel through the transport hub of Tamale in order to reach their destination, making travelling 

and transporting goods a time-consuming activity. 

 

Energy 

Energy supply is another essential element of the infrastructure that does not perform optimally. 

Ghana is the proud owner of the largest artificial water

was constructed to provide electricity for the entire nation. But in these modern times the demand 

for electricity is high and the dam at Akosombo is far from sufficient to meet all demands. 

Consequently, power cuts are common. In many regions agreements have been made about which

part of the day power is available and at what time it is not.

 

ICT 

In northern Ghana certain aspects of modern life have been fully embraced. One example is the 

mobile telephone. Many Ghanaians own a phone and a person of importance often has more than 

one.  Access is increased as more and more areas are covered by the diverse telecom operators. 

Other ICT products such as internet are spreading in the region but mainly within the urban areas. A 

connection at a private address is still uncommon and difficu

 

Banking 

In the Northern region banking is a time

common practice. But banks are also professionalising and ATMs are slowly being introduced. 

Another issue related to banking is the

were thirty-five to fifty percent in 2001, in 2005 this went down to between twenty and thirty 

percent.
132

  

 

Regional differences 

The north has clear disadvantages compared to the south when i

north remains heavily dependent on agriculture with near to no industrial activities. Meanwhile, the 

economy of the south is slowly diversification through natural resources and upcoming industries 
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at least 12 hours. In the Northern region most of the roads are dirt roads and only a 
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In northern Ghana certain aspects of modern life have been fully embraced. One example is the 

mobile telephone. Many Ghanaians own a phone and a person of importance often has more than 

ne.  Access is increased as more and more areas are covered by the diverse telecom operators. 

Other ICT products such as internet are spreading in the region but mainly within the urban areas. A 

connection at a private address is still uncommon and difficult to obtain.  

region banking is a time-consuming activity. Long queues and piles of paper work are 

common practice. But banks are also professionalising and ATMs are slowly being introduced. 

Another issue related to banking is the lack of available capital at good interest rates. Interest rates 

five to fifty percent in 2001, in 2005 this went down to between twenty and thirty 

The north has clear disadvantages compared to the south when it comes to economic climate. The 

north remains heavily dependent on agriculture with near to no industrial activities. Meanwhile, the 

economy of the south is slowly diversification through natural resources and upcoming industries 
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to travel through the transport hub of Tamale in order to reach their destination, making travelling 

Energy supply is another essential element of the infrastructure that does not perform optimally. 

reservoir in the world, Lake Volta. This lake 

e electricity for the entire nation. But in these modern times the demand 

for electricity is high and the dam at Akosombo is far from sufficient to meet all demands. 

Consequently, power cuts are common. In many regions agreements have been made about which 

In northern Ghana certain aspects of modern life have been fully embraced. One example is the 

mobile telephone. Many Ghanaians own a phone and a person of importance often has more than 

ne.  Access is increased as more and more areas are covered by the diverse telecom operators. 

Other ICT products such as internet are spreading in the region but mainly within the urban areas. A 

consuming activity. Long queues and piles of paper work are 

common practice. But banks are also professionalising and ATMs are slowly being introduced. 

lack of available capital at good interest rates. Interest rates 

five to fifty percent in 2001, in 2005 this went down to between twenty and thirty 

t comes to economic climate. The 

north remains heavily dependent on agriculture with near to no industrial activities. Meanwhile, the 

economy of the south is slowly diversification through natural resources and upcoming industries 



 

 

 

and services. Nevertheless, both are struggling with issues such as frequent shortcuts in the energy 

supply and corruption.  

There are also differences: for instance the south is struggling with the side

economic and population expansion such as traffic jams and polluti

people, on the other hand, presents advantages

market access. Moreover, political power and influence on the political system is greater in the 

south. Another advantage of the south is the better condition of the roads and the proximity of 

international airports and harbours which provide better accessibility and ease transportation. In 

addition, Kumasi and Accra have already grown accustomed to modern ICT facilities which 

novelty in Tamale.   

 

Market Access 

 

Farmers sell about eighty percent of their marketed surplus within four months of harvesting.

indicates that for farmers in the 

can generate an income, as there is only one harvest season per year due to the single rain season. 

During this period crops are plentiful and prices are low as the greater part of the farmers is selling. 

This behaviour restricts the farmers to generate a genui

reduces their income. 

Lack of market access is a reason behind this behaviour. Market access consists of different 

aspects that all influence the level of income that can be generated by a farmer. Usually farmland is

located in remote rural areas with limited physical access, making it difficult for farmers to transport 

goods over greater distances as farmers have only few transportation facilities at their disposal. 

Therefore middlemen and urban traders usually buy t

they have the capital to pay for transportation. If farmers were able to access more distant markets 

they would be able to get better prices.

This raises another point: traders are better organised and form a

farmers who are generally not united. Consequently this reduces the bargaining position of farmers. 

There is also often a dependency relationship between the farmer and the trader, as traders offer 

credit on conditions. Another disad

the part of farmers about up-to-

the right information.  

Prices for produced goods vary heavily according to the season.

generate more control over prices for the farmers. But currently storage facilities are so bad that 

post-harvest losses are immense 
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s, both are struggling with issues such as frequent shortcuts in the energy 

There are also differences: for instance the south is struggling with the side

economic and population expansion such as traffic jams and pollution. The large conglomerations of 

, on the other hand, presents advantages as it provides many market possibilities and proper 

market access. Moreover, political power and influence on the political system is greater in the 

the south is the better condition of the roads and the proximity of 

international airports and harbours which provide better accessibility and ease transportation. In 

addition, Kumasi and Accra have already grown accustomed to modern ICT facilities which 

Farmers sell about eighty percent of their marketed surplus within four months of harvesting.

indicates that for farmers in the Northern region there is only a period of four months in which they 

enerate an income, as there is only one harvest season per year due to the single rain season. 

During this period crops are plentiful and prices are low as the greater part of the farmers is selling. 

This behaviour restricts the farmers to generate a genuine price for their produce, and thereby 

Lack of market access is a reason behind this behaviour. Market access consists of different 

aspects that all influence the level of income that can be generated by a farmer. Usually farmland is

located in remote rural areas with limited physical access, making it difficult for farmers to transport 

goods over greater distances as farmers have only few transportation facilities at their disposal. 

Therefore middlemen and urban traders usually buy the goods from rural markets or at farm gates as 

they have the capital to pay for transportation. If farmers were able to access more distant markets 

they would be able to get better prices. 

This raises another point: traders are better organised and form an alliance against the 

farmers who are generally not united. Consequently this reduces the bargaining position of farmers. 

There is also often a dependency relationship between the farmer and the trader, as traders offer 

credit on conditions. Another disadvantage in the trader–farmer relation is the lack of information on 

-date prices in urban areas. Here too, they depend on the traders for 

Prices for produced goods vary heavily according to the season. Storage facilities would 

generate more control over prices for the farmers. But currently storage facilities are so bad that 

harvest losses are immense - up to eight percent after one month and twenty percent after 
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s, both are struggling with issues such as frequent shortcuts in the energy 

There are also differences: for instance the south is struggling with the side-effects of 

large conglomerations of 

as it provides many market possibilities and proper 

market access. Moreover, political power and influence on the political system is greater in the 

the south is the better condition of the roads and the proximity of 

international airports and harbours which provide better accessibility and ease transportation. In 

addition, Kumasi and Accra have already grown accustomed to modern ICT facilities which are still a 

Farmers sell about eighty percent of their marketed surplus within four months of harvesting.
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region there is only a period of four months in which they 

enerate an income, as there is only one harvest season per year due to the single rain season. 

During this period crops are plentiful and prices are low as the greater part of the farmers is selling. 

ne price for their produce, and thereby 

Lack of market access is a reason behind this behaviour. Market access consists of different 

aspects that all influence the level of income that can be generated by a farmer. Usually farmland is 

located in remote rural areas with limited physical access, making it difficult for farmers to transport 

goods over greater distances as farmers have only few transportation facilities at their disposal. 

he goods from rural markets or at farm gates as 

they have the capital to pay for transportation. If farmers were able to access more distant markets 

n alliance against the 

farmers who are generally not united. Consequently this reduces the bargaining position of farmers. 

There is also often a dependency relationship between the farmer and the trader, as traders offer 

farmer relation is the lack of information on 

date prices in urban areas. Here too, they depend on the traders for 

Storage facilities would 

generate more control over prices for the farmers. But currently storage facilities are so bad that 

up to eight percent after one month and twenty percent after 
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storing for four months.
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 Besides b

their products unprocessed or unpackaged. Here again they lose out on added value to their 

products. By processing and packaging a wider market can be accessed and perishable products can 

be preserved. The lack in quality and quantity of the farmers’ produced goods is a disadvantage for 

farmers as well as traders.  

For farmers the lack of proper market access results in a fluctuation in prices which causes 

instable income levels, leaving famil

farmers suffer from the lack of market access, IGA entrepreneurs encounter these difficulties too. For 

an example of the teething troubles that an entrepreneur in northern Ghana can encounter 

B.3.1: Business in Lungni. 

 

 

Box 3.1. Business in Lungni 

A businesswoman who runs a small shop in Lungni, a small village in the Namuba South district, is 

faced with many problems, for example the supply of goods. In most villages there is a syste

wholesalers but their prices are almost equal to the selling prices on the street. This makes it 

impossible to earn enough money for a proper living. Therefore she needs to find her own supply 

route. It is expensive to travel to Accra but also difficu

responsible for child caring and household chores and is therefore restricted in her freedom of 

movement. She will have to trust someone else to purchase and deliver her supplies. 

Consequently the businesswoman wil

ask him to purchase the goods for her and to bring or send them up north. In the meantime the 

businesswoman can only pray that this person will not run off with her money, that the bus company 

will not run off with her goods and thirdly that when she gets her goods they will be what she had 

ordered. These aspects do not add towards a stable environment for undertaking business and 

achieving a stable and secured income. 

 

 

Business Ghanaian style 

 

Conducting business in Ghana is completely different from operating in the western world. First of all 

the concept of market forces - the interaction of supply and demand that shapes a market economy 

is still unknown to many villagers, making it difficult for a

daily needs. An example can be read in Box B.3.2: The fishmongers of Lungni.  

Secondly, when someone introduces a new idea, copycats are ready to duplicate the 

concept. This causes fierce competition that does not

                                                           
134

 Idem, 44. 

Besides being without proper storing facilities farmers also tend to sell 

their products unprocessed or unpackaged. Here again they lose out on added value to their 

products. By processing and packaging a wider market can be accessed and perishable products can 

preserved. The lack in quality and quantity of the farmers’ produced goods is a disadvantage for 

For farmers the lack of proper market access results in a fluctuation in prices which causes 

instable income levels, leaving families without a secured basis for household necessities. Not only 

farmers suffer from the lack of market access, IGA entrepreneurs encounter these difficulties too. For 

an example of the teething troubles that an entrepreneur in northern Ghana can encounter 

A businesswoman who runs a small shop in Lungni, a small village in the Namuba South district, is 

faced with many problems, for example the supply of goods. In most villages there is a syste

wholesalers but their prices are almost equal to the selling prices on the street. This makes it 

impossible to earn enough money for a proper living. Therefore she needs to find her own supply 

route. It is expensive to travel to Accra but also difficult because she - being a woman 

responsible for child caring and household chores and is therefore restricted in her freedom of 

movement. She will have to trust someone else to purchase and deliver her supplies. 

Consequently the businesswoman will give her savings to someone travelling to Accra and 

ask him to purchase the goods for her and to bring or send them up north. In the meantime the 

businesswoman can only pray that this person will not run off with her money, that the bus company 

run off with her goods and thirdly that when she gets her goods they will be what she had 

ordered. These aspects do not add towards a stable environment for undertaking business and 

achieving a stable and secured income.  

ing business in Ghana is completely different from operating in the western world. First of all 

the interaction of supply and demand that shapes a market economy 

is still unknown to many villagers, making it difficult for anyone to earn enough to provide for their 

daily needs. An example can be read in Box B.3.2: The fishmongers of Lungni.   

Secondly, when someone introduces a new idea, copycats are ready to duplicate the 

concept. This causes fierce competition that does not work according to liberal principles as 
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their products unprocessed or unpackaged. Here again they lose out on added value to their 

products. By processing and packaging a wider market can be accessed and perishable products can 

preserved. The lack in quality and quantity of the farmers’ produced goods is a disadvantage for 

For farmers the lack of proper market access results in a fluctuation in prices which causes 

ies without a secured basis for household necessities. Not only 

farmers suffer from the lack of market access, IGA entrepreneurs encounter these difficulties too. For 

an example of the teething troubles that an entrepreneur in northern Ghana can encounter read Box 

A businesswoman who runs a small shop in Lungni, a small village in the Namuba South district, is 

faced with many problems, for example the supply of goods. In most villages there is a system of 

wholesalers but their prices are almost equal to the selling prices on the street. This makes it 

impossible to earn enough money for a proper living. Therefore she needs to find her own supply 

being a woman - remains 

responsible for child caring and household chores and is therefore restricted in her freedom of 

movement. She will have to trust someone else to purchase and deliver her supplies.  

l give her savings to someone travelling to Accra and 

ask him to purchase the goods for her and to bring or send them up north. In the meantime the 

businesswoman can only pray that this person will not run off with her money, that the bus company 

run off with her goods and thirdly that when she gets her goods they will be what she had 

ordered. These aspects do not add towards a stable environment for undertaking business and 

ing business in Ghana is completely different from operating in the western world. First of all 

the interaction of supply and demand that shapes a market economy - 

nyone to earn enough to provide for their 

Secondly, when someone introduces a new idea, copycats are ready to duplicate the 

work according to liberal principles as 



 

 

 

consumers tend to buy with their relatives. This leads to a situation where there is an imperfect 

balance between price and demand. 

Thirdly, any form of administration is generally not kept. This creates an environ

all data need to be memorized. This is no surprise, considering that a large part of the population is 

illiterate. The absence of an administration is generally speaking not a problem as enterprises are 

very small. However, for a number of entre

of a product and to realise that a produ

In addition, most entrepreneurs do not distinguish between personal income and the capital o

enterprise. All these aspects refrains the small scale economic activities from expanding as there is a 

limited overall picture on profitability and potential.

get involved in these enterprises on acc

Fourthly, information is not divided equally; frequently someone gets ripped off because of 

lack of information. A good example of this is the salesman selling solar panels in the day time. When 

selling his product he does not add a battery, a

anyway, it will leave the buyer in the dark at night. 

Fifthly, all business is conducted on the basis of trust, which makes cooperation a slow 

process. Especially for women with limit

individual basis this can be a costly affai

could be achieved. Per village levels of

are unwilling to jointly buy goods. 

Sixthly, corruption (to be discussed in chapter 4: Political elements) is a big influence as 

acquiring the necessary paperwork is a lengthy procedure in which bribes are not uncommon as well 

as useful and relations are a must. This is worsened by the lack of proper courts, as a result of which 

legal security is limited. Most agreements are made on the basis of faith in one and other, but 

distrust and suspicion are common and limit cooperation. 

 

 

Box 3.2. Fishmongers of Lungni 

In the village of Lungni most women are looking for a small income generating activity besides 

farming. As the village is relatively close to the Volta lake, selling fish is not complicated. In the 

beginning a limited number of women were active in 

microcredit loans) there is a multitude of fishmongers earning next to nothing because the market is 

flooded with fishmongers. Trying to discuss this with the villagers is difficult because they barely 

understand the correlation between the number of fishmongers and the level of income of each 

individual fishmonger.  

 

 

consumers tend to buy with their relatives. This leads to a situation where there is an imperfect 

balance between price and demand.  

Thirdly, any form of administration is generally not kept. This creates an environ

all data need to be memorized. This is no surprise, considering that a large part of the population is 

illiterate. The absence of an administration is generally speaking not a problem as enterprises are 

very small. However, for a number of entrepreneurs it makes it difficult to determine the cost price 

of a product and to realise that a product sold is not only profit, the costs still need to be deducted. 

In addition, most entrepreneurs do not distinguish between personal income and the capital o

refrains the small scale economic activities from expanding as there is a 

limited overall picture on profitability and potential. Especially investors and banks are reluctant to 

get involved in these enterprises on account of the lack of information.  

Fourthly, information is not divided equally; frequently someone gets ripped off because of 

lack of information. A good example of this is the salesman selling solar panels in the day time. When 

not add a battery, and although the sun panel will 

will leave the buyer in the dark at night.  

Fifthly, all business is conducted on the basis of trust, which makes cooperation a slow 

process. Especially for women with limited experience who have to deal with middlemen on an 

individual basis this can be a costly affair. If the women were to jointly sell or buy, cost reduction 

village levels of cooperation vary heavily but often the wives of one husband 

are unwilling to jointly buy goods.  

Sixthly, corruption (to be discussed in chapter 4: Political elements) is a big influence as 

acquiring the necessary paperwork is a lengthy procedure in which bribes are not uncommon as well 

a must. This is worsened by the lack of proper courts, as a result of which 

legal security is limited. Most agreements are made on the basis of faith in one and other, but 

distrust and suspicion are common and limit cooperation.  

 

In the village of Lungni most women are looking for a small income generating activity besides 

farming. As the village is relatively close to the Volta lake, selling fish is not complicated. In the 

beginning a limited number of women were active in this sector. Nowadays (also thanks to 

microcredit loans) there is a multitude of fishmongers earning next to nothing because the market is 

flooded with fishmongers. Trying to discuss this with the villagers is difficult because they barely 

orrelation between the number of fishmongers and the level of income of each 
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consumers tend to buy with their relatives. This leads to a situation where there is an imperfect 

Thirdly, any form of administration is generally not kept. This creates an environment where 

all data need to be memorized. This is no surprise, considering that a large part of the population is 

illiterate. The absence of an administration is generally speaking not a problem as enterprises are 

preneurs it makes it difficult to determine the cost price 

costs still need to be deducted. 

In addition, most entrepreneurs do not distinguish between personal income and the capital of their 

refrains the small scale economic activities from expanding as there is a 

Especially investors and banks are reluctant to 

Fourthly, information is not divided equally; frequently someone gets ripped off because of 

lack of information. A good example of this is the salesman selling solar panels in the day time. When 

nd although the sun panel will work during the day 

Fifthly, all business is conducted on the basis of trust, which makes cooperation a slow 

ed experience who have to deal with middlemen on an 

sell or buy, cost reduction 

the wives of one husband 

Sixthly, corruption (to be discussed in chapter 4: Political elements) is a big influence as 

acquiring the necessary paperwork is a lengthy procedure in which bribes are not uncommon as well 

a must. This is worsened by the lack of proper courts, as a result of which 

legal security is limited. Most agreements are made on the basis of faith in one and other, but 

In the village of Lungni most women are looking for a small income generating activity besides 

farming. As the village is relatively close to the Volta lake, selling fish is not complicated. In the 

this sector. Nowadays (also thanks to 

microcredit loans) there is a multitude of fishmongers earning next to nothing because the market is 

flooded with fishmongers. Trying to discuss this with the villagers is difficult because they barely 

orrelation between the number of fishmongers and the level of income of each 



 

 

 

Education  

 

Illiteracy 

In the region education levels are low, resulting in illiteracy levels of nearly eighty percent.

has by far the most literate inhabitants even though this is 

nadir is in the Gushiegu-Karaga district with twelve percent. In the whole of Ghana the average 

literacy rate is fifty-three percent. Between genders in the Northern region there is

twelve percent.
136

  

The government report “Patterns and trends of poverty in Ghana” clearly shows that the 

rural savannah area that roughly 

rate in primary schools in Ghana of s

percent in boys attending primary schools, the amount of girls remained equal.

rural area there is no guaranteed influx of primary school children to the secondary level. Only

around ten percent of the men and approximately five percent of the women have received 

secondary and/or tertiary education, meaning that many drop out during or after completing primary 

education.
138

 

 

Quality of education  

Even though around sixty percent 

indicate that they are learning how to read and write. The quality of education is low and classes are 

large. Teachers are often unmotivated and have high non

schoolboy who was fortunate enough to change from public to private education gave the following 

answer when asked whether he liked his new school, “Yes, because the teacher is not sleeping all 

day.” The result is that this eager schoolboy 

is still illiterate. Thus, access to quality basic education remains a major challenge in northern Ghana.

 

Unskilled labour 

As a result of the immense illiteracy rate there is a surplus of unskilled labourers

that skilled labourers demand high wages making them almost unaffordable and the unskilled are 

left to skirmish for the few jobs that do not require education. The minimum wage is set by the 

government, in 2001 the daily minimum wage w

rising it became 13.500 Ghana Cedi
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In the region education levels are low, resulting in illiteracy levels of nearly eighty percent.

ate inhabitants even though this is only forty-three percent. The 

Karaga district with twelve percent. In the whole of Ghana the average 

three percent. Between genders in the Northern region there is

The government report “Patterns and trends of poverty in Ghana” clearly shows that the 

roughly consists of the three northern regions has the lowest enrolment 

rate in primary schools in Ghana of sixty-two percent. In the last decade there was a drop of four 

percent in boys attending primary schools, the amount of girls remained equal.

rural area there is no guaranteed influx of primary school children to the secondary level. Only

around ten percent of the men and approximately five percent of the women have received 

secondary and/or tertiary education, meaning that many drop out during or after completing primary 

Even though around sixty percent of the children attend primary school this does not automatically 

indicate that they are learning how to read and write. The quality of education is low and classes are 

large. Teachers are often unmotivated and have high non-attendance figures. A twelve

schoolboy who was fortunate enough to change from public to private education gave the following 

answer when asked whether he liked his new school, “Yes, because the teacher is not sleeping all 

day.” The result is that this eager schoolboy - even though he has attended school for several years 

is still illiterate. Thus, access to quality basic education remains a major challenge in northern Ghana.

As a result of the immense illiteracy rate there is a surplus of unskilled labourers

that skilled labourers demand high wages making them almost unaffordable and the unskilled are 

left to skirmish for the few jobs that do not require education. The minimum wage is set by the 

government, in 2001 the daily minimum wage was set at 5.500 Ghana cedi or 0,78 dollar. Steadily 

Cedi or 1,48 dollar in 2005.
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In the region education levels are low, resulting in illiteracy levels of nearly eighty percent.
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three percent. The literacy 

Karaga district with twelve percent. In the whole of Ghana the average 

three percent. Between genders in the Northern region there is a difference of 

The government report “Patterns and trends of poverty in Ghana” clearly shows that the 

consists of the three northern regions has the lowest enrolment 

two percent. In the last decade there was a drop of four 

percent in boys attending primary schools, the amount of girls remained equal.
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rural area there is no guaranteed influx of primary school children to the secondary level. Only 

around ten percent of the men and approximately five percent of the women have received 

secondary and/or tertiary education, meaning that many drop out during or after completing primary 

of the children attend primary school this does not automatically 

indicate that they are learning how to read and write. The quality of education is low and classes are 

attendance figures. A twelve-year-old 

schoolboy who was fortunate enough to change from public to private education gave the following 

answer when asked whether he liked his new school, “Yes, because the teacher is not sleeping all 

ough he has attended school for several years - 

is still illiterate. Thus, access to quality basic education remains a major challenge in northern Ghana. 

As a result of the immense illiteracy rate there is a surplus of unskilled labourers. The consequence is 

that skilled labourers demand high wages making them almost unaffordable and the unskilled are 

left to skirmish for the few jobs that do not require education. The minimum wage is set by the 

or 0,78 dollar. Steadily 

But in reality many work for much less 



 

 

 

or just for board and lodging. Often in the Northern region, unlike the western world, you often don’t 

pay for services delivered but solely for the goods. 

 

Social restraints 

 

Mentality 

A Ghanaian’s mentality concerning work is different from that in the western world. Overall the zest 

for work especially among men is not high. In the Livelihood Report nearl

who worked twelve or more hours a week indicated that they would prefer to work less.

other hand women tend to work long hours, only these are usually non

daybreak till long past dusk women are

Besides the lack of work ethos employees often turn out to be 

make it expensive to invest in their education and skills. Opportunism among African employees 

contributes to the maintaining of strict hierarchical organisations. This results in slow operations and 

limits continuity especially when the one in charge is not present. Small businesses suffer from the 

lack of thinking ahead as they are deployed on a day to day basis. Focus is 

long term strategies, making it difficult to survive harsher times.

 

Family 

Starting and maintaining a small or medium size enterprise is certainly not easy and not just because 

of the state of the infrastructure such as the condi

phone. Non-tangible issues such as social elements and behaviour typical for the community 

influences the potential of economic development. This effect is increased through a limited 

awareness of economic processes such as market forces in a traditional society. 

The strong bond among families including their commitments gives rise to various problems. 

First, long absence from work during funerals and weddings of owner and employees threatens the 

continuity of the enterprise and results in high expenses. Secondly, difficulties arise in employing 

competent staff as family members are first in line to be employed, even though they do not possess 

the right credentials. Thirdly, when relatives admire your smal

assistance for their needs. In most cases it is not relevant whether the shop is profitable or not, many 

shops will die an early death. Requests for help from family members are difficult to refuse as image 

is important and you do not want to be known as a penny pincher.

 

Environmental threats  
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or just for board and lodging. Often in the Northern region, unlike the western world, you often don’t 

y for services delivered but solely for the goods.  

A Ghanaian’s mentality concerning work is different from that in the western world. Overall the zest 

for work especially among men is not high. In the Livelihood Report nearly forty percent of the men 

who worked twelve or more hours a week indicated that they would prefer to work less.

other hand women tend to work long hours, only these are usually non-paid activities. From early 

daybreak till long past dusk women are pounding, carrying, feeding and nurturing. 

Besides the lack of work ethos employees often turn out to be notorious job hoppers which 

it expensive to invest in their education and skills. Opportunism among African employees 

ning of strict hierarchical organisations. This results in slow operations and 

limits continuity especially when the one in charge is not present. Small businesses suffer from the 

lack of thinking ahead as they are deployed on a day to day basis. Focus is on daily needs and not on 

long term strategies, making it difficult to survive harsher times. 

Starting and maintaining a small or medium size enterprise is certainly not easy and not just because 

of the state of the infrastructure such as the condition of the roads or lack of coverage with a mobile 

tangible issues such as social elements and behaviour typical for the community 

influences the potential of economic development. This effect is increased through a limited 

c processes such as market forces in a traditional society.  

The strong bond among families including their commitments gives rise to various problems. 

First, long absence from work during funerals and weddings of owner and employees threatens the 

ty of the enterprise and results in high expenses. Secondly, difficulties arise in employing 

competent staff as family members are first in line to be employed, even though they do not possess 

the right credentials. Thirdly, when relatives admire your small shop they see welfare and will ask for 

assistance for their needs. In most cases it is not relevant whether the shop is profitable or not, many 

shops will die an early death. Requests for help from family members are difficult to refuse as image 

tant and you do not want to be known as a penny pincher. 
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A Ghanaian’s mentality concerning work is different from that in the western world. Overall the zest 

y forty percent of the men 

who worked twelve or more hours a week indicated that they would prefer to work less.
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limits continuity especially when the one in charge is not present. Small businesses suffer from the 

on daily needs and not on 
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The strong bond among families including their commitments gives rise to various problems. 

First, long absence from work during funerals and weddings of owner and employees threatens the 

ty of the enterprise and results in high expenses. Secondly, difficulties arise in employing 

competent staff as family members are first in line to be employed, even though they do not possess 

l shop they see welfare and will ask for 

assistance for their needs. In most cases it is not relevant whether the shop is profitable or not, many 

shops will die an early death. Requests for help from family members are difficult to refuse as image 



 

 

 

African farmers have great knowledge of their ecosystem. Even though their lands are fragile they 

have been able to make their own living. Recurrent drought in the 

this balance between nature and humans. In addition matters such as overpopulation, fixed farmer 

systems, intensification of cultivation, reduced fallow periods, deforestation, overgrazing and soil 

erosion also have an impact.  

The effect is continuous poverty among farmers and aggravated depletion of the lands. 

Water pollution and inadequate supplies of potable water make the situation worse. 

households therefore lack a stable food supply for several months of the year, resultin

of malnutrition.
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 This situation 

communities as well as the region in general.  

 

 

3.3 Microfinance and economic elements

 

Microfinance and agriculture 

The problems that farmers encounter in the agricultural sector a

microfinance institutions that are involved

are very fragile and have encountered very low levels of repayment. The natural circums

very rough, causing many crops to fail, making it nearly impossible for the farmer to make any 

repayments. The impact of all this is two sided. On the one hand farmers are indebted to an even 

higher degree. Secondly, the MFIs will not be able to

heavy losses. Consequently, many organisations involved in microfinance have walked away from 

this type of support.     

Action Aid is an example of an NGO that has ceased their microfinance activities. The offi

reason is that they have shifted their spear points. This might be true but the losses suffered must 

have played a role in their decision

loans to agricultural activities and focussed on small 

also NGOs such as Trade Aid whose response was to search and experiment with alternative 

programmes for farmers, for example the microfinance livestock programmes.

MFIs that have continued their cooperation wi

One of the issues that many farmers struggle with is the date for repayment. For agricultural 

activities a loan cannot do without a long payback period. Not only for the crops to grow and to be 

harvested but also to store the crops in order to sell them during the lean season when prices are 

generally higher. For that reason the duration of the borrowing cycle is increased, which makes it a 

costly business.  
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African farmers have great knowledge of their ecosystem. Even though their lands are fragile they 

have been able to make their own living. Recurrent drought in the Northern region severely affects 

this balance between nature and humans. In addition matters such as overpopulation, fixed farmer 

systems, intensification of cultivation, reduced fallow periods, deforestation, overgrazing and soil 

ffect is continuous poverty among farmers and aggravated depletion of the lands. 

Water pollution and inadequate supplies of potable water make the situation worse. 

households therefore lack a stable food supply for several months of the year, resultin

This situation constrains the economic development of the individual rural 

communities as well as the region in general.   

Microfinance and economic elements 

ncounter in the agricultural sector are reflected in the results of 

that are involved in agricultural schemes. Most of these types of projects 

are very fragile and have encountered very low levels of repayment. The natural circums

very rough, causing many crops to fail, making it nearly impossible for the farmer to make any 

repayments. The impact of all this is two sided. On the one hand farmers are indebted to an even 

higher degree. Secondly, the MFIs will not be able to remain in business as they have to cope with 

heavy losses. Consequently, many organisations involved in microfinance have walked away from 

Action Aid is an example of an NGO that has ceased their microfinance activities. The offi

reason is that they have shifted their spear points. This might be true but the losses suffered must 

have played a role in their decision-making process. Others have reacted by stepping away from 

loans to agricultural activities and focussed on small income generating activities (IGAs). There are 

also NGOs such as Trade Aid whose response was to search and experiment with alternative 

programmes for farmers, for example the microfinance livestock programmes. 

MFIs that have continued their cooperation with farmers encounter a variety of difficulties. 

One of the issues that many farmers struggle with is the date for repayment. For agricultural 

activities a loan cannot do without a long payback period. Not only for the crops to grow and to be 

also to store the crops in order to sell them during the lean season when prices are 

generally higher. For that reason the duration of the borrowing cycle is increased, which makes it a 
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MFIs that have tried to deal with these seasonal dif

in kind have not been completely successful, as overall costs for storage facilities increa

levels get higher. Amasachina is an example of a self

accepting products in kind. In 2006 they invested in maize, since it was known to be a stable food 

crop. Then unit prices dropped from two hundred Ghana 

per unit. As a result Amasachina was faced with heavy losses. 

 For these reasons many MFIs providing agrarians with microfinance have ended their 

agricultural microfinance schemes. Since farming is the most common form of labour, that decision 

has caused the majority of the Northern population to remain excluded from microfinance. 

Agricultural instability has an impact on the entire population. When harvests are poor the entire 

community has less to sell or buy, bringing the local economy to a standstill. Therefore MFIs that are 

moving away from farming activities and starting to inv

performance of farmers: if the majority of the population has no money to spend, small IGAs have 

nobody to sell their products and services to.

 

Microfinance and structural problems

MFIs that are actively involved in small income generating activities are constrained by the economic 

environment and economic fluctuations. Many microcredit programmes have focussed on the 

production of small producers and many have failed because there was no market for their 

products.
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 Microfinance is therefore not immune to the economic condition of the surroundings. 

MFIs in the Northern region struggle with several economic issues that limit the continuity of 

microfinance schemes. These issues are the condition of: economic envir

business administration education, market access, social restraints

Market access for example is severely limited through lack of proper infrastructural facilities. 

Transportation costs are high and dist

prices are high and return rates low. Another factor is Illiteracy which makes it difficult to conduct a 

proper business administration, which in turn causes information deficits for financial i

This cannot be changed by demanding a business administration as most of the citizens in the 

Northern region have not enjoyed sufficient schooling to have mastered this particular skill. 

Ghanaian work mentality is a social restraint that infl

programmes. Overall the work mentality is focussed on one day needs only. There is not much long

term thinking. Men in particular tend to relax in the shade under a tree instead of generating more 

income for future hard times.  

All these elements interfere with the impact of microfinance schemes. This is true not only 

for small income generating activities to be started up, but also to develop themselves into small
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MFIs that have tried to deal with these seasonal differences in price by accepting repayment 

in kind have not been completely successful, as overall costs for storage facilities increa

Amasachina is an example of a self-help association that experimented with 

in kind. In 2006 they invested in maize, since it was known to be a stable food 

crop. Then unit prices dropped from two hundred Ghana cedi to one hundred and twenty Ghana 

per unit. As a result Amasachina was faced with heavy losses.  
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has caused the majority of the Northern population to remain excluded from microfinance. 
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community has less to sell or buy, bringing the local economy to a standstill. Therefore MFIs that are 

moving away from farming activities and starting to invest in small IGAs are still influenced by the 
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proper business administration, which in turn causes information deficits for financial i

This cannot be changed by demanding a business administration as most of the citizens in the 

Northern region have not enjoyed sufficient schooling to have mastered this particular skill. 

Ghanaian work mentality is a social restraint that influences the success of microfinance 

programmes. Overall the work mentality is focussed on one day needs only. There is not much long

term thinking. Men in particular tend to relax in the shade under a tree instead of generating more 

All these elements interfere with the impact of microfinance schemes. This is true not only 

for small income generating activities to be started up, but also to develop themselves into small
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and even medium-sized enterprises achieving overall diver

behaviour such as opportunism and the necessity of trust slow down economic development and by 

ignoring market forces the economic development will be tempered even further. In combination 

with the lack of a properly fun

environment. Therefore a shift in mentality is necessary in order to acquire a more prominent place 

in the current world economy. 

 

 

3.4 Conclusion 

 

The economic environment in the Northern re

economic problems affect microfinance schemes. Some factors have a direct impact, others are 

indirect but they all limit the potential of microfinance schemes. Momentarily farmers are, on a large 

scale, excluded from participating in microfinance activities. This severely limits the outreach to the 

poor and its impact on rural areas. 

For a microfinance scheme to be successful in such harsh economic conditions new 

innovative ideas are essential. To establish

sustainability are achieved, further research, thorough understanding of the demand side as well as 

potential of the region will be necessary. 

Microfinance provides a solution for the lack of capit

problems, neither will it automatically boost the economy, transform roads, or make the energy 

network function properly. However, in the long run it might be an incentive to diversify income 

sources and eventually the eco

offers chances to the participants who never had any. 

  

sized enterprises achieving overall diversification of the economy. Cultural 

behaviour such as opportunism and the necessity of trust slow down economic development and by 

ignoring market forces the economic development will be tempered even further. In combination 

with the lack of a properly functioning infrastructure this does not provide a healthy economic 

environment. Therefore a shift in mentality is necessary in order to acquire a more prominent place 

The economic environment in the Northern region is far from ideal. All micro, meso and macro 

economic problems affect microfinance schemes. Some factors have a direct impact, others are 

indirect but they all limit the potential of microfinance schemes. Momentarily farmers are, on a large 

luded from participating in microfinance activities. This severely limits the outreach to the 

poor and its impact on rural areas.  

For a microfinance scheme to be successful in such harsh economic conditions new 

innovative ideas are essential. To establish a situation where welfare impact, outreach and financial 

sustainability are achieved, further research, thorough understanding of the demand side as well as 

potential of the region will be necessary.  

Microfinance provides a solution for the lack of capital but not for all other economic 

problems, neither will it automatically boost the economy, transform roads, or make the energy 

network function properly. However, in the long run it might be an incentive to diversify income 

sources and eventually the economy as a whole. For the moment it generates opportunities and 

offers chances to the participants who never had any.  
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4. Political elements

“It is early morning the sun has not shown itself but Tentea feels awake. Today is a big day 

for her village; if you lay still you can f

procession of the Chief. He will ride in a palanquine and converge with his elders on the 

market place where a sheep will be slaughtered. There will be merry making, drumming and 

dancing throughout. Tentea is the third wife of one of the elders of the Chief, therefore her 

husband has an important position in the village. The whole morning she and the other 

women of the village will be preparing baku, TZ and koelikoeli. These are the favourite foods 

4. Political elements 

“It is early morning the sun has not shown itself but Tentea feels awake. Today is a big day 

for her village; if you lay still you can feel the excitement in the air. Today is the day of the 

procession of the Chief. He will ride in a palanquine and converge with his elders on the 

market place where a sheep will be slaughtered. There will be merry making, drumming and 

ntea is the third wife of one of the elders of the Chief, therefore her 

husband has an important position in the village. The whole morning she and the other 

women of the village will be preparing baku, TZ and koelikoeli. These are the favourite foods 
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eel the excitement in the air. Today is the day of the 

procession of the Chief. He will ride in a palanquine and converge with his elders on the 

market place where a sheep will be slaughtered. There will be merry making, drumming and 

ntea is the third wife of one of the elders of the Chief, therefore her 

husband has an important position in the village. The whole morning she and the other 

women of the village will be preparing baku, TZ and koelikoeli. These are the favourite foods 

of the chief.”  



 

 

 

4. Political elements

 

In this chapter an analysis is made of the political elements that influence the performance of 

microfinance. The chapter consists out of the paragraphs: political system, 

regulatory framework, and microfinance and political elements. The financial topics are only a 

reconnoitring and not an in-depth analysis of financial requirements. 

 

     

Figure 4.1. The Northern region model 

 

 

4.1 Political system 

 

 “Ghana, our beloved country, is forever free

shouted, joined by a crowed of former inhabitants of the British colony, 

1957 Ghana was the first Sub-Sahara country to become in depended. Since that day Ghana has the 

wish to be the lighting star for the entire region. But the path of independence is not an easy one. 

Ghana is a country that is bounded by

Ocean. In the beginning of British rule the capital was located in the city Cape Coast where many 

Africans - as slaves - were transported to other parts of the world. In 1877 Accra be

and holds the political and administrative power. 

4. Political elements 

In this chapter an analysis is made of the political elements that influence the performance of 

The chapter consists out of the paragraphs: political system, 

regulatory framework, and microfinance and political elements. The financial topics are only a 

depth analysis of financial requirements.  

 

4.1. The Northern region model - Political elements 

“Ghana, our beloved country, is forever free!” where the confident and buoyant words that Nkrumah 

shouted, joined by a crowed of former inhabitants of the British colony, Gold Coast. Fifty years ago in 

Sahara country to become in depended. Since that day Ghana has the 

wish to be the lighting star for the entire region. But the path of independence is not an easy one. 

ounded by Ivory Coast, Burkina Faso, Togo, and in the south the Atlantic 

Ocean. In the beginning of British rule the capital was located in the city Cape Coast where many 

were transported to other parts of the world. In 1877 Accra be

and holds the political and administrative power.  
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In this chapter an analysis is made of the political elements that influence the performance of 

The chapter consists out of the paragraphs: political system, structural problems, 

regulatory framework, and microfinance and political elements. The financial topics are only a 

here the confident and buoyant words that Nkrumah 

Gold Coast. Fifty years ago in 

Sahara country to become in depended. Since that day Ghana has the 

wish to be the lighting star for the entire region. But the path of independence is not an easy one. 
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Ocean. In the beginning of British rule the capital was located in the city Cape Coast where many 

were transported to other parts of the world. In 1877 Accra became the capital 



 

 

 

Ghana became a Republic three years after the declaration of independence with the leader 

of the Convention Peoples Party at it’s for front. Kwame Nkrumah was a progressive leader and made

large-scale investments in social services as well as infrastructural and industrial projects. 

the country soon turned in to a governmental authoritarianism with a one one

A long series of coups started in 1966 and created yet anoth

Ghanaian history.  In 1981 this resulted in a ban on political parties and the suspension of the 

constitution. Jerry Rawlings became head of state. It took until 1992 to restore democratic rule and 

its multiparty politics. During th

Democratic Congress (NDC) with Jerry Rawlings who won. In 2000 John Kufuor of the New Patriotic 

Party (NPP) succeeded him, this was perceived as the last phase of Ghana’s

transition to multi-party democracy. 

The president is elected for a four

legislative power is shared among the president and the National Assembly. The two hundred thirty 

members of the National Assembly are elected for a fo

political party or have an independently electorate. Momentarily the NNP and the NDC are the two 

foremost political parties, in total there are nine registered parties. The official language spoken 

among these government officials is English, although there are nine government

languages. Dagbani, the main language spoken in the Northern region is a government

language.  

The country is divided in ten administrative and political regions: Wester

Accra, Easter, Volta, Ashanti, Brong

representative of the government is the Regional Minister who is responsible for the integration of 

national policies and the coordination of d

regional capital and the administrative and political centre for the 

The regions are subdivided in one hundred and ten district administrations. The Northern 

region is divided in eighteen districts: Bole, Bunkpurugu

Mamprusi, Gushiegu, Karaga, Nanumba North, Nanumba South, Saboba/Chereponi, 

Savelugu/Nanton, Sawla-Tuna-Kalba, Tamale Municipal, Tolon/Kumbungu, West Gonja, West 

Mamprusi, Yendi, Zabzugu/Tatale.  Each of the individual districts has a district capital, a District Chief 

Executive and a District Assembly. Two third of the members of the District Assembly are elected, the 

rest is appointed by the central government. The districts oper

planning and budgeting of projects. The lowest level of authority is on village level trough appointed 

assemblymen.  

Parallel to the national political system a traditional ancient system of chiefs is functioning. In 

Ghana both systems, traditional as well as national authority, are coexisting. Within the Northern 

region there are four paramount chiefs each presenting a major ethnic group. The paramount chief 

Ghana became a Republic three years after the declaration of independence with the leader 

of the Convention Peoples Party at it’s for front. Kwame Nkrumah was a progressive leader and made

scale investments in social services as well as infrastructural and industrial projects. 

the country soon turned in to a governmental authoritarianism with a one one-party system.

A long series of coups started in 1966 and created yet another tumultuous period in 

Ghanaian history.  In 1981 this resulted in a ban on political parties and the suspension of the 

constitution. Jerry Rawlings became head of state. It took until 1992 to restore democratic rule and 

its multiparty politics. During the first and second presidential elections it was the National 

Democratic Congress (NDC) with Jerry Rawlings who won. In 2000 John Kufuor of the New Patriotic 

Party (NPP) succeeded him, this was perceived as the last phase of Ghana’s 
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legislative power is shared among the president and the National Assembly. The two hundred thirty 

members of the National Assembly are elected for a four-year tenure of office and 

political party or have an independently electorate. Momentarily the NNP and the NDC are the two 

foremost political parties, in total there are nine registered parties. The official language spoken 

overnment officials is English, although there are nine government

languages. Dagbani, the main language spoken in the Northern region is a government

The country is divided in ten administrative and political regions: Wester

Accra, Easter, Volta, Ashanti, Brong-Ahafo, Northern, Upper West and Upper East.  The direct 

representative of the government is the Regional Minister who is responsible for the integration of 

national policies and the coordination of district plans within the national framework. Tamale is the 

regional capital and the administrative and political centre for the Northern region. 

The regions are subdivided in one hundred and ten district administrations. The Northern 

eighteen districts: Bole, Bunkpurugu-Yunyoo, Central Gonja, East Gonja, East 

Mamprusi, Gushiegu, Karaga, Nanumba North, Nanumba South, Saboba/Chereponi, 

Kalba, Tamale Municipal, Tolon/Kumbungu, West Gonja, West 

Zabzugu/Tatale.  Each of the individual districts has a district capital, a District Chief 

Executive and a District Assembly. Two third of the members of the District Assembly are elected, the 

rest is appointed by the central government. The districts operate autonomously with regards to 

planning and budgeting of projects. The lowest level of authority is on village level trough appointed 

Parallel to the national political system a traditional ancient system of chiefs is functioning. In 

both systems, traditional as well as national authority, are coexisting. Within the Northern 

region there are four paramount chiefs each presenting a major ethnic group. The paramount chief 
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Ghana became a Republic three years after the declaration of independence with the leader 

of the Convention Peoples Party at it’s for front. Kwame Nkrumah was a progressive leader and made 

scale investments in social services as well as infrastructural and industrial projects. However, 

party system. 
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stands on top of a system of district as well as local or village 

turn to their village chief, who resembles traditional power, or the assembly men. National 

authorities such as the police or legal bodies are located within the larger towns with less direct 

influence on the smaller communities. 

 

 

4.2 Structural problems  

 

Even though Ghana has been functioning as the guiding light of the region and has made significant 

progress there are still some daunting challenges ahead. Subjects such as: weak governance, 

insufficient leadership, corruption, failing legal system, lack of citizens participation, collection of 

taxes, and chieftaincy disputes need to be addressed to be able to develop further.

 

Weak governance 

For the Ghanaian government centralization is still the common working 

the possibilities to be fully receptive for the needs of citizens. Besides, it undermines local 

governments in their administrative as well as financial decision

and District Assembly are the highest 

but these assemblies remain fragile organs that are not jet capable of channelling citizen 

requirements or hold the government accountable.

Institutional capacity building is a necessity to

political system. In the Northern region a German international cooperation enterprise, 

für Technische Zusammenarbeit 

the Regional Assembly in performing their duties. 

 

Insufficient leadership 

The Northern region is in need for true leadership as the region is still not capable to attract 

sufficient political attention. It has limited power within the capital Accra as fewer inh

political voting power and their economic leverage is low. This has created a situation in which the 

northern regions have suffered from years of neglect from the southern regions. The economic 

growth of the last years has mainly benefited t

government and donor money for a range of services and products. 

A culture of political patronage in which supporters of the regime instead of more able ones 

are elected for government employment is in spite 
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authorities such as the police or legal bodies are located within the larger towns with less direct 

r communities.  

Even though Ghana has been functioning as the guiding light of the region and has made significant 

progress there are still some daunting challenges ahead. Subjects such as: weak governance, 

ip, corruption, failing legal system, lack of citizens participation, collection of 

taxes, and chieftaincy disputes need to be addressed to be able to develop further.

For the Ghanaian government centralization is still the common working method. This undermines 

the possibilities to be fully receptive for the needs of citizens. Besides, it undermines local 

governments in their administrative as well as financial decision-making.
144

 The National, Regional 

and District Assembly are the highest political and administrative organs within the political system, 

but these assemblies remain fragile organs that are not jet capable of channelling citizen 

requirements or hold the government accountable.
145

  

Institutional capacity building is a necessity to create a more transparent as well as efficient 

political system. In the Northern region a German international cooperation enterprise, 

 (GTZ), deploys an Institutional capacity-building programme to assist 

ional Assembly in performing their duties.  

region is in need for true leadership as the region is still not capable to attract 

sufficient political attention. It has limited power within the capital Accra as fewer inh

political voting power and their economic leverage is low. This has created a situation in which the 

northern regions have suffered from years of neglect from the southern regions. The economic 

growth of the last years has mainly benefited the south. The north remains highly depended on 

government and donor money for a range of services and products.  

A culture of political patronage in which supporters of the regime instead of more able ones 

for government employment is in spite of more transparent election procedures still 
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present and prevents development.

“By the lack of poor standards for 

of low popular expectation of public officials and tax

 

Corruption  

Corruption is harmful for a country as it drains productivity and prevents good governance. 

the election campaign of John Kufuor in 2004 he declared that fighting corrupt

his spear points. After his inauguration reforms and legislation have taken place but in reality little 

substantial change has occurred. In a report of Transparency International is has been described as 

follow: “Flaws in the law and Co

balances remain, public institutions are dysfunctional and the political and popular culture of 

corruption and weak demand for accountability remains.”

Transparency international further s

for public and private sector reforms to pursue anti

credible code of conduct for public officials, which should prevent conflict between personal 

interests and the performance of the functions of his office.

 Corruption has extended to various aspects of public life, from petty forms of corruption at 

the police barriers to more substantial forms of bribing through governmental officials and the 

judiciary. For Ghanaian individuals it has created a situation in which resorting to bribes is part of life. 

Although it can be far worse, as on the Transparency International corruption perception index 

Ghana takes position sixty nine and is therefore the sixt

Africa.
151

 

 

Failing legal system 

Especially in the north people live outside the political framework. The hand of the government does 

not stretch to al the villages. Within the rural communities the Chief and his elders

the judiciary is not actively present. Law courts or other forms of justice are for many perceived as 

unapproachable due to financial, cultural and accessibility reasons. 

Furthermore there is a lack of trust of citizens in these systems

corrupt. The lack of trust in the judicial system is extended towards the police. In the region there 

have been reports of molestation of citizens and bribery by policemen. On the other hand for the 
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 This is aggravated according to Transparency International: 

lack of poor standards for measuring political conduct and performance. As well as a culture 

expectation of public officials and tax-payer funded agencies.”
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the election campaign of John Kufuor in 2004 he declared that fighting corrupt

his spear points. After his inauguration reforms and legislation have taken place but in reality little 

substantial change has occurred. In a report of Transparency International is has been described as 

follow: “Flaws in the law and Constitution that foster political patronage and inhibit checks and 

balances remain, public institutions are dysfunctional and the political and popular culture of 

corruption and weak demand for accountability remains.”
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Transparency international further states that Ghana is missing vital preventive components 

for public and private sector reforms to pursue anti-corruption.
149

 An example of this is the lack of a 

credible code of conduct for public officials, which should prevent conflict between personal 

rests and the performance of the functions of his office.
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police it is difficult to properly execute their jobs as wages are low and police departments do not 

posses over sufficient resources to perform their duties over larger distances. 

 

Lack of citizen’s participation 

For the protection of citizens against malice practices of governmen

organizations it is important to have proper functioning civil society groups and watchdog agencies. 

However, the resources needed to support these groups and agencies are lacking this limits their 

effectiveness.  

Consequently this has led to a situation in which the citizens are not properly protected and 

agencies become vulnerable for external influences. The lack of a proper framework dampens 

citizen’s participation and stimulates the existing habit of entrusting only clan me

traditional perception limits trust and cooperation among different ethnic groups which can lead to 

separation and fragility for unrests. 

  

Collection of taxes 

The majority of the breadwinning activities deployed in the Northern region are con

the informal economy. As this form of economic activity is neither taxed nor monitored by a 

government no taxes are collected. The government therefore misses out on a large part of its 

income and the National Gross Product (GNP) remains s

to receive income in the form of taxes to reinvests this in social projects is not always clear among 

the villagers.   

When interviewing a villager 

children - if he will be able to provide for them and send all children to school, he replied: “That is the 

responsibility of the government.” When enquiring if he paid taxes, to contribute to government 

expenses he looked at me as if I turned mad. Off course he

general conception is that government money is for free and is provided by large international 

donors.  

 

Chieftaincy disputes  

Chieftaincy disputes create a situation of unease and even outbreaks of violence. In the

region chieftaincy disputes have lead to violent outbreaks between different ethnical groups. 

Especially in the district of Yendi this conflict is still slumbering creating instability within the region. 

Multiple NGOs have started projects in thi

in the minds of those present.  

 

 

  

roperly execute their jobs as wages are low and police departments do not 

posses over sufficient resources to perform their duties over larger distances.  

For the protection of citizens against malice practices of government officials, enterprises and 

organizations it is important to have proper functioning civil society groups and watchdog agencies. 

However, the resources needed to support these groups and agencies are lacking this limits their 

this has led to a situation in which the citizens are not properly protected and 

agencies become vulnerable for external influences. The lack of a proper framework dampens 

citizen’s participation and stimulates the existing habit of entrusting only clan me

traditional perception limits trust and cooperation among different ethnic groups which can lead to 

separation and fragility for unrests.  

The majority of the breadwinning activities deployed in the Northern region are con

the informal economy. As this form of economic activity is neither taxed nor monitored by a 

government no taxes are collected. The government therefore misses out on a large part of its 

income and the National Gross Product (GNP) remains small. The concept that a government needs 

to receive income in the form of taxes to reinvests this in social projects is not always clear among 

When interviewing a villager - who at the age of thirty-two had three wives and thirteen 

if he will be able to provide for them and send all children to school, he replied: “That is the 

responsibility of the government.” When enquiring if he paid taxes, to contribute to government 

expenses he looked at me as if I turned mad. Off course he was not paying taxes was the reply. The 

general conception is that government money is for free and is provided by large international 

Chieftaincy disputes create a situation of unease and even outbreaks of violence. In the

region chieftaincy disputes have lead to violent outbreaks between different ethnical groups. 

Especially in the district of Yendi this conflict is still slumbering creating instability within the region. 

Multiple NGOs have started projects in this region to stabilize the unrest but it remains smouldering 
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4.3 Regulatory framework 

 

Policies, legal and regulatory frameworks determine the playing field for financial institutions within 

a country. The regulatory framework, in which all regulation and legislative documents concerning 

microfinance are described, has direct and indirect influences on the performance of microfinance in 

a particular country.
152

 The microfinance regulatory framework has the arduous task in co

balance in protecting citizens and creating sufficient possibilities for financial institutions. 

Amha summarised the content of a regulatory framework: “Regulatory frameworks 

governing the micro-finance industry should ensure that the MFI has a

low delinquency or default rate; high diversification to reduce the risk of specializing in the delivery 

of one loan product; ensure the safety of deposits through equity capital; ensure lower levels 

liquidity risk; provide regular and high quality financial information and reduce the risk arising from 

dependency on subsidy and influence of donors.”

In the past the Ghanaian government has relied on state

and microfinance services.
154

 These pro

This has resulted into a situation in which the state

recapitalized, privatized or liquidated.

reviewed and reformed.  

In the nineties, with financial assistance of the World Bank, the recapitalization and capacity 

building of rural credit banks, coupled with strengthened supervision and stricter reserve 

requirements by the central bank took place.

result. Unfortunately these banks are mostly located within the southern regions. In the 

region licensed financial institutions remain scarce and microfinance activities are primarily deployed 

by NGOs and Non Banking Financial Institutions (NBFIs).

 In 2001 the Bank of Ghana (BoG) issued new legislation concerning NBFIs in which a 

distinction was made between deposit

legislation a better understanding of the difference in character of MFIs from commercial banks is 
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The microfinance regulatory framework has the arduous task in co

balance in protecting citizens and creating sufficient possibilities for financial institutions. 

Amha summarised the content of a regulatory framework: “Regulatory frameworks 

finance industry should ensure that the MFI has a sound portfolio performance; 

low delinquency or default rate; high diversification to reduce the risk of specializing in the delivery 

of one loan product; ensure the safety of deposits through equity capital; ensure lower levels 

gular and high quality financial information and reduce the risk arising from 

dependency on subsidy and influence of donors.”
153

  

In the past the Ghanaian government has relied on state-owned banks to extend rural credit 

These projects have not been successful and often lead to great losses. 

This has resulted into a situation in which the state-owned banks had to be restructured, 

recapitalized, privatized or liquidated.
155

 As a consequence a series of regulatory systems have been 

In the nineties, with financial assistance of the World Bank, the recapitalization and capacity 

building of rural credit banks, coupled with strengthened supervision and stricter reserve 

requirements by the central bank took place.
156

 An increase in the number of qualified banks was the 

result. Unfortunately these banks are mostly located within the southern regions. In the 

region licensed financial institutions remain scarce and microfinance activities are primarily deployed 

NGOs and Non Banking Financial Institutions (NBFIs).
157

  

In 2001 the Bank of Ghana (BoG) issued new legislation concerning NBFIs in which a 

distinction was made between deposit-taking and non-deposit-taking institutions.

nderstanding of the difference in character of MFIs from commercial banks is 
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realized.
159

 The requirements in this legislation deal with minimal capital, liquidity reserve, interest 

rates, security and, delinquency and provisioning.

   

Capital requirements 

The Central Bank sets a minimum capital requirement for financial institutions. This is a bank 

regulation, to ensure that institutions are not participating or holding investments that increase the 

risk of default as well as holding

withdrawals demands. Currently the Central Bank requires different quantities of funds per type of 

bank, in which rural banks and NBFIs banks have to posses less assets than foreign or national banks. 

Because of concerns by BoG over poor portfolio as well as inflation minimal capital 

requirements have been raised over the years. Some financial institutions have not been able to keep 

pace with these increases as well as institutions that have not been able to

bank.
161

 For starting financial institutions it can be difficult to meet the capital requirement standards 

of the BoG.  

 

Liquidity reserve requirements 

All banks and deposit-taking institutions are required by the BoG to maintain a

in the form of liquidity reserves. This is a bank regulation designed to set the minimum of reserves to 

satisfy withdrawal demands. In Ghana the liquidity reserve requirements are set at nine percent. The 

Rural Banks that performing well have suffered from the raising of secondary liquidity reserve 

requirements that were implemented to strengthen the poorly

  

Interest rates 

Interest rates are a very influential and fragile subject. When governments, for pol

restrict interest rates to a certain maximum, financial institutions will not be able to recover costs 

and become dependent on donor money to remain active. This was also the case in Ghana in the 

1970s and early 1980s when government contro

allocation of credit caused the development of the financial system to slow down.

The policy to implement interest rates caps might at first assist the poor to obtain affordable 

credit but it can backlash into a situation where there is no bank that is willing to extend credit. With 

the liberalisation of the financial markets in 1987 there have been no direct attempts in restricting 
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The Central Bank sets a minimum capital requirement for financial institutions. This is a bank 

regulation, to ensure that institutions are not participating or holding investments that increase the 

risk of default as well as holding sufficient capital to sustain operating losses

withdrawals demands. Currently the Central Bank requires different quantities of funds per type of 

bank, in which rural banks and NBFIs banks have to posses less assets than foreign or national banks. 

se of concerns by BoG over poor portfolio as well as inflation minimal capital 
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For starting financial institutions it can be difficult to meet the capital requirement standards 
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in the form of liquidity reserves. This is a bank regulation designed to set the minimum of reserves to 

satisfy withdrawal demands. In Ghana the liquidity reserve requirements are set at nine percent. The 

well have suffered from the raising of secondary liquidity reserve 

requirements that were implemented to strengthen the poorly-performing institutions.

Interest rates are a very influential and fragile subject. When governments, for pol

restrict interest rates to a certain maximum, financial institutions will not be able to recover costs 

and become dependent on donor money to remain active. This was also the case in Ghana in the 

1970s and early 1980s when government controlled interest rates, in combination with sectoral 

allocation of credit caused the development of the financial system to slow down.

The policy to implement interest rates caps might at first assist the poor to obtain affordable 

into a situation where there is no bank that is willing to extend credit. With 

the liberalisation of the financial markets in 1987 there have been no direct attempts in restricting 
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bank, in which rural banks and NBFIs banks have to posses less assets than foreign or national banks.  
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Interest rates are a very influential and fragile subject. When governments, for political reasons, 

restrict interest rates to a certain maximum, financial institutions will not be able to recover costs 

and become dependent on donor money to remain active. This was also the case in Ghana in the 

lled interest rates, in combination with sectoral 

allocation of credit caused the development of the financial system to slow down.
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interest rates but there have been indirect efforts trough credit programs

determined rates.
164

 

 

Security 

Collateral is in general required by a licensed bank to secure a supplied loan. In the case of 

microfinance institutions this is generally not the case as the underserved do not posses sufficient 

resources. This provides a difficulty for the Bank of Ghana that requires secured loans. Through 

coordination between the Ministry of Finance, BoG, and Ghana Microfinance Institutions Network 

(GHAMFIN) a better understanding of microfinance methodologies has been crea

consequence personal as well as group guaranteed loans have been recognized as secured.

 

Delinquency and provisioning 

Portfolio of credit and other risk assets are required by law to be monitored and reviewed at least 

quarterly.
167

 This is to assess whether the portfolio or/ and assets contain delinquent loans. Loans 

that are delinquent are financial obligations on which payment is overdue. Commercial as well as 

rural banks can be categorised into five grades of risk. For the Non Banking Financia

(NBFIs) there are four grades of risk. These grades of risk indicate the percentage of provisions that is 

required by law. For microfinance institutions the level of risk is not determined per individual loan 

but on the basis of a ‘basket’ of loans.

 

 

4.4 Microfinance and political elements

 

According to a report by the Ghanaian Government, “the main constraints identified that appear to 

impact negatively on the sustainable development of the sector and consequently have to be 

mitigated include the following: Weak management and governance; Inadequate training; Lack of 

capacity or low capacity on the part of MFIs to develop products for deposits mobilization, credit 

delivery, etc.; Low absorption capacity of end 

Fragmentation of the Ghanaian financial sector; and Some ineffective regulatory measures.”

The same source declares: “Government’s overall role is that of facilitation and creation of an 

enabling environment for the sustainable development

played through the following activities: Policies design and initiatives; Institution of Laws and legal 
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impact negatively on the sustainable development of the sector and consequently have to be 

the following: Weak management and governance; Inadequate training; Lack of 

capacity or low capacity on the part of MFIs to develop products for deposits mobilization, credit 
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Fragmentation of the Ghanaian financial sector; and Some ineffective regulatory measures.”

The same source declares: “Government’s overall role is that of facilitation and creation of an 

enabling environment for the sustainable development of the micro finance sector. This role is 

played through the following activities: Policies design and initiatives; Institution of Laws and legal 
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his provides a difficulty for the Bank of Ghana that requires secured loans. Through 

coordination between the Ministry of Finance, BoG, and Ghana Microfinance Institutions Network 

(GHAMFIN) a better understanding of microfinance methodologies has been created.
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consequence personal as well as group guaranteed loans have been recognized as secured.
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Portfolio of credit and other risk assets are required by law to be monitored and reviewed at least 

sess whether the portfolio or/ and assets contain delinquent loans. Loans 

that are delinquent are financial obligations on which payment is overdue. Commercial as well as 

rural banks can be categorised into five grades of risk. For the Non Banking Financial Institutions 

(NBFIs) there are four grades of risk. These grades of risk indicate the percentage of provisions that is 

required by law. For microfinance institutions the level of risk is not determined per individual loan 

According to a report by the Ghanaian Government, “the main constraints identified that appear to 

impact negatively on the sustainable development of the sector and consequently have to be 

the following: Weak management and governance; Inadequate training; Lack of 

capacity or low capacity on the part of MFIs to develop products for deposits mobilization, credit 

users of financial services due to low skills; 

Fragmentation of the Ghanaian financial sector; and Some ineffective regulatory measures.”
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framework for the sector; Mobilization of financial resources and technical assistance from the donor 

community; and Coordination of donor support.”

The points of development reported within these governmental publications demonstrate 

that there is still an arduous task ahead for the government. Political elements have a direct as well 

as indirect influence on microfinance performance. At this moment many microfinance projects are 

directly dependent on the whims of donors and governments for their future existence, as budgetary 

requirements are not realised through mobilization of savings but trough donor sources

direct are the regulatory frameworks that can create or limit institutions in their options to further 

develop.  

Active involvement in microfinance is rewarding for a government, states Gulli as it can assist 

in alleviating poverty through expandin

remote local infrastructure for small

Especially in the Northern region, that remains poor, innovations are a requirement for further 

development of microfinance activities.  

Besides the task of creating a flexible and supporting regulation framework a controlling 

mechanism is required. Rippey states: “There is a tension between regulators on the one hand, and 

businesses on the other. When thin

and the interests of consumers. [...] It will be a long time before most African governments can 

provide effective consumer protection to the customers of MFIs, their citizens.”

Institutions, mainly in the south, who began as donor funded projects have become established 

deposit mobilisations, thus creating a need for protection of depositor’s funds.

The government of Ghana allocates a certain percentage of its funds towards governmen

sponsored microfinance schemes. More information on the background of these schemes can be 

found in chapter 5: MFIs. Generally these programmes are not profitable as repayment rates are 

extremely low. Corruption, politicization and the mentality toward

reasons behind its failure. Government funded projects are perceived as for free and therefore 

repayments are rarely made. With these schemes the government is capable of distorting the market 

for MFI by supplying subsidised c

The political environment does not only influence the policy, legal and regulatory framework 

it also directly effects entrepreneurs and their small scale income generating activities. Asiedu Agye 

concludes that, “excessive regulation; prohibitive level of taxation; inadequate government 

protection; laxity about black markets (which result in unfair competition for the micro business 
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sector), and harassment by government officials for operating busines

others are serious threats for Ghanaian entrepreneurs.”

can positively contribute to a favourable climate for the informal sector by implementing macro 

policies and allocating resources

 Furthermore, lack of stability and peace creates a situation in which microfinance cannot be 

fully exploited. In the Northern region the tension among ethnic groups can have a negative impact 

on microfinance schemes as well as microfinance can have a 

 

 

4.5 Conclusion 

 

Microfinance depends on the willingness of the national as well as regional government to 

implement suitable policies, legislation and regulatory frameworks. A country’s financial policy can 

be very daunting for the development of microfinance. Microfinance institutions are facilitated by a 

flexible regulatory environment in which innovative methods can be developed that reach multiple 

market niches not served by commercial banks. On the other hand citize

against malicious institutions.   

 The Ghanaian government has taken several large steps in assisting the industry by creating 

awareness of its potential. Furthermore there has been close cooperation of the Bank of Ghana with 

the World Bank in developing guidelines and new financial frameworks. An example of this is the 

new legislation on Non-Banking Financial Institutions. 

At the same time much more could be done as documented in ‘Micro Finance: a Strategy for 

Reducing Poverty’ published by the Republic of Ghana. This document states that a government’s 

overall role is that of facilitator and creator of an enabling environment for the sustainable 

development of the micro finance sector. To avoid the interference in the market t

government sponsored projects the government resources that are allocated in microfinance 

schemes should be transferred into realising this enabling environment. 

Besides direct impact, governments also indirectly influence the potential of microfin

through excessive regulation or inadequate government protection that limit entrepreneurship. The 

structural problems in the political system reflect on all aspects of daily life including the impact on 

microfinance. 
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5. Microfinance Institutions

 “Cloths with frenzied prints of cars, flowers and birds in all colours fill up the compound of 

Tolla, the tall one. The women wearing these textiles are the proud participants of a 

microfinance scheme. Today 

giggles, babies crying and children running around are mixing while everyone finds a seat. 

Babies are breastfed while the meeting is opened. Beaming they tell the group leaders how 

they invested the money. Enthusiastic clapping and cheering follows after each story. The 

women feel proud about their ‘sisters’ results but behind this enthusiasm there are many  
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worries and complications on how to pay the money back.
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5. Microfinance Instituti

This is the last chapter that deals with a specific aspect that influences microfinance in the Northern 

region. This Chapter creates insight in the types of microfinance institutions (MFIs) operating within 

the Northern region. Furthermore it discusses

innovations and Management and its influence on a microfinance scheme and the internal 

procedures of a MFI.   

 

Figure 5.1. The Northern region model 

 

 

5.1 The need for financial intermediation

The rural communities in the Northern region have not monetized the majority of their transactions, 

as access to financial institutions is limited. Banks are often not physically present in the area or they 

have an unapproachable character for poor people. A research conducted by 

Agricultural Development (IFAD)

country, with one formal financial service point per thirty

Besides the low quantity of banks, there is also a reluctance of these banks to engage with 

the underprivileged as economic units are small, collateral as well as steady employment is lacking 

and lastly there is shortage of information. Consequentl

region are facing obstacles in obtaining affordable loans. 
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Not only small income generating activity entrepreneur’s are looking for credit, also farmers 

seek for assistance. For agrarians where the average rate of r

business activities it is quite a task to generate sufficient income to make repayments.

group, who generally have only one harvest per year, the lack of formal financial institutions 

especially those who offer saving products create difficulties in levelling income. The lack of 

distributing income throughout the year enhances the poverty cycle as money is vaporised before 

the sowing season has started.  

Most common for farmers in the Northern region is to 

in kind by reinvesting their earned money in products or livestock. Furthermore they tend to save in 

cash under their mattresses or elsewhere in the house. Leaving it unprotected for thieves or needy 

family members. Offering saving products can be an interesting step for a MFI, as worldwide 

research concludes that savings can assist a MFI to generate sufficient funds for credit activities.

For the poor the rate of return on saving is of less value, especially security,

combined with confidentiality is important.

 

 

5.2 Suppliers of financial intermediation 

 

Informal, semi-formal and formal are the three main categories in which the financial system in 

Ghana can be divided. Micro credit and mic

therefore most institutions provide both services. In this thesis the term MFIs will be used to indicate 

the generic concept of all institutions providing financial services to low income people. This exclude

the informal financial agents: moneylenders; trader; and, family members. 

 

Formal financial agents 

 

 Formal financial institutions include the formal banks, rural banks but also non

institutions. These organisations have been incorporated

the Financial Institutions Law 1993. They have also been licensed by the Bank of Ghana and fall under 

its regulations.
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Formal banks 

Where traditionally NGOs and governments where involved in microfinance activi

the global rise of microfinance has lead towards an increasing amount of commercial banks 
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Not only small income generating activity entrepreneur’s are looking for credit, also farmers 

seek for assistance. For agrarians where the average rate of return on capital is lower than in small 

business activities it is quite a task to generate sufficient income to make repayments.

group, who generally have only one harvest per year, the lack of formal financial institutions 

offer saving products create difficulties in levelling income. The lack of 

distributing income throughout the year enhances the poverty cycle as money is vaporised before 

 

Most common for farmers in the Northern region is to save with informal savings schemes or 

in kind by reinvesting their earned money in products or livestock. Furthermore they tend to save in 

cash under their mattresses or elsewhere in the house. Leaving it unprotected for thieves or needy 

fering saving products can be an interesting step for a MFI, as worldwide 

research concludes that savings can assist a MFI to generate sufficient funds for credit activities.

For the poor the rate of return on saving is of less value, especially security, convenience and liquidity 

combined with confidentiality is important.
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operating within the field. Within the Northern region this trend has not yet taken up full 

proportions, but the Barclays bank has recently start

will be discussed under informal financial agents). Within the Northern region there are two 

internationally recognized banks present. The previous mentioned Barclays and the Standard 

Chartered, both have one branch located in the regional capital, Tamale. Furthermore there are 

around twenty national banks operating in the region.

 

Rural banks 

Within the boundaries of a districts Rural and Community Banks (RCBs) operate as formal banks. 

Rural banks face a few restrictions: foreign exchange operations are not permitted; and, the rural 

banks are only allowed to operate within their district. On the other hand obliged levels of capital are 

considerably lower and make founding easier. Bonzali Rural Bank (BRB) is

that is very active within the region. By opening branches in other districts they achieved a larger 

outreach then other rural bank

microfinance section. Other Rural

Community Bank. 

 

NBFIs 

Non-Banking Financial Institutions are among others Credit Union Associations (CUA) as well as 

Savings and Loans Companies (S&L). Credit Union Associations differ from other fin

as it is a cooperative financial institution, signifying that it is managed and owned by its members. 

CUAs, unlike NGOs, are allowed to receive deposits and often operate in the field between 

official and semi-official institutions. So

the region NGO Send is establishing as well as cooperating with local CUAs in order to improve the 

financial situation of back warded regions.

secured environment, is often of higher importance than the availability of credit.

CUAs are placed under the semi-

Saving and Loans Companies are 

deposits and mortgage loans. This is a relatively new concept within the Northern region. The S&L 

are a flexible type of institutions that offer,

agent; Moneylenders to formalize their money

private banking operations serving a market niche.
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secured environment, is often of higher importance than the availability of credit.
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Semi- institutional financial agents

 

Semi-formal institutions are legally registered but not licensed by the bank of Ghana.

this are Non Governmental Organisations (NGOs) and Non

Under Ghanaian law NGOs are not permitted to take deposits from the community, making NGOs 

depended on (international) donor funds for capital.

intermediation is limited.  

 

(F)NGOs  

Ghana is not among the poorest countries of Africa, though it remains heavily depending on 

international assistance. The level of assistance by NGOs is specifically high in the three Northern 

regions. The delivered aid to these regions comes in many forms as NGOs use a multiple of tools to 

eradicate poverty. Microfinance is one of these methods applied although microfinance is generally 

not their core business. Beside NGOs there are also Financial Non Governmental

Within the region there are only a few organisations such as Mata’n Tudu 

means women of the north – that focus their time and energy solemnly on microfinance activities. 

Internationally based NGOs such as Cordaid an

they are of the opinion that local organisations have a better feeling for local circumstances. There is 

a multitude of FNGOs operating in Northern Ghana: Catholic Relief Services, Christian Mothers 

Association, Ghanaian Danish Community Association.

There are several organizations that make use of microfinance as a tool to realize the aims 

they have set. Some have experienced that microfinance is not a business that can be conducted 

easily. Consequently many NGOs have drawn off microfinance. This is often the result of a simplistic 

vision on microfinance in combination with harsh environmental conditions and lacking 

infrastructure resulting into mismanagement.  In this instable environment the necessary in

are often lacking. Although monetary loans are standard and widespread there are some NGOs such 

as Action Aid and Amasachina that experiment with alternative services. These organisations are 

attempting microfinance activities with livestock and 

Small private initiatives that operate on grass root level are deploy

programmes. KooK and Meet Africa are examples of these small scale microfinance projects. The 

outreach of these projects is very l

lacking. Furthermore there is 

resulting in limited long-lasting 

projects can have a negative impact on the image of the industry. On the other hand interaction is 

direct and credit is generally extended to (extreme) poor women

provide this group with a needed opportunity in a harsh env
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eradicate poverty. Microfinance is one of these methods applied although microfinance is generally 

not their core business. Beside NGOs there are also Financial Non Governmental 

Within the region there are only a few organisations such as Mata’n Tudu 

that focus their time and energy solemnly on microfinance activities. 

Internationally based NGOs such as Cordaid and Oxfam fund and technically support local MFIs. As 

they are of the opinion that local organisations have a better feeling for local circumstances. There is 

a multitude of FNGOs operating in Northern Ghana: Catholic Relief Services, Christian Mothers 

iation, Ghanaian Danish Community Association. 

There are several organizations that make use of microfinance as a tool to realize the aims 

they have set. Some have experienced that microfinance is not a business that can be conducted 

any NGOs have drawn off microfinance. This is often the result of a simplistic 

vision on microfinance in combination with harsh environmental conditions and lacking 

infrastructure resulting into mismanagement.  In this instable environment the necessary in

are often lacking. Although monetary loans are standard and widespread there are some NGOs such 

as Action Aid and Amasachina that experiment with alternative services. These organisations are 

attempting microfinance activities with livestock and products in kind, with varying results.

Small private initiatives that operate on grass root level are deploy

K and Meet Africa are examples of these small scale microfinance projects. The 

outreach of these projects is very limited and continuity through long term commitment is often 

little vision and understanding of the dynamics o

lasting effect. If commitment towards repayments are not fulfilled these 

ojects can have a negative impact on the image of the industry. On the other hand interaction is 

direct and credit is generally extended to (extreme) poor women who are difficult to reach. It will 

needed opportunity in a harsh environment.  
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International Institutions and government 

Besides these independent organisations there are international institutions such as the World Bank 

and the Ghanaian government who are involved. The World Bank is a great advocate of the ‘financial 

system approach’, to assist this goal they financially support several institutions. In Ghana they for 

instance support Freedom for Hunger who develops and instruct method

system approach. Another worldwide know institution, Unic

Northern region making use of microfinance as a method

education to poor women with children. 

The Ghanaian government has developed diverse microfinance schemes. The Nat

for Small and Medium Enterprises (NBBSI) is implementing these programmes, generally targeting a 

higher segment of the market. For example MASLOC, that is aiming at starting and enlarging existing 

businesses. A participant needs to meet all req

submitting a business plan. For the poor a business plan is a demanding task.

Previous schemes as well as the MASLOC scheme have not been able to achieve high 

repayment schedules and might even have corrupted the

schemes that has no gender policy and has more male then female participants.  

 

Informal financial agents 

 

Within Ghana the informal financial system exists out of a variety of services and actors: personal 

loans from relatives and friends; moneylenders; trade creditors; 

All these varieties provide credit in their own fashion and all are present within the Northern region. 

  

Susu 

In Ghana ‘susu’ is a well-known principle that has 

system operating in most Ghanaian markets. Nowadays 

different types of saving and borrowing. The two main activities are 

clubs or susu clubs and secondly the 

Rotating Savings and Credit Associations that are also known as ROSCA clubs or 

are a group of individuals who agree to meet for a defined period of time in order to save and 

borrow together. According to Bouwman it is the poor man´s bank, “where money is not idle for long 

but changes hands rapidly, satisfying both consumption and production needs.”

Similar programmes have also been addressed as self

component is added: village banks. Typically a ROSCA group consist of five to fifteen women who are 
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businesses. A participant needs to meet all requirements, set by the government, including 

submitting a business plan. For the poor a business plan is a demanding task. 

Previous schemes as well as the MASLOC scheme have not been able to achieve high 

repayment schedules and might even have corrupted the market. Furthermore it is one of the few 

schemes that has no gender policy and has more male then female participants.  

Within Ghana the informal financial system exists out of a variety of services and actors: personal 

from relatives and friends; moneylenders; trade creditors; susu collectors and ROSCA groups. 
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known principle that has been in use for centuries. It is a widespread saving 

system operating in most Ghanaian markets. Nowadays susu is used as an umbrella term for 

different types of saving and borrowing. The two main activities are susu associations such as ROSCA 

clubs and secondly the susu collectors. 

Rotating Savings and Credit Associations that are also known as ROSCA clubs or 

are a group of individuals who agree to meet for a defined period of time in order to save and 

Bouwman it is the poor man´s bank, “where money is not idle for long 

but changes hands rapidly, satisfying both consumption and production needs.”
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all operating on the same market who decide to save together. All members save every market day a 

fixed amount that is collected by a trusted member of the ROSCA club. With the help 

scheme, that is established by the group, the collected money is handed out to one of the members. 

This will continue until all the members of the ROSCA club have received the sum of one market day 

of saving of all members.  

The members use the money for expending businesses, personal needs or to pay off debts. 

The system is solemnly based on trust and social pressure. Therefore often the new members, who 

have not demonstrated their trustworthiness yet, are last in line in the rotation schedul

sure they do not bale out after receiving the savings of others.  

A susu collector takes an agreed amount of savings of a participant on a daily base for thirty

one days. After this saving period the client while receive the amount of thirty day

interest. The susu collector receives the payment of one day. The system is very flexible, the daily 

saving can be made on a daily base but also once a week. Therefore some will take up to three 

months to make one saving cycle of thirty

moment, although the costs will remain one saving deposit. Savings can vary from as little as two 

Ghana cedi cent up to three Ghana cedi. 

Although this method of saving has been popular for many centuries

reduced due to scandals of swindling collectors. Some of the collectors also offer the service of 

lending to trustworthy clients, but this service is limited because of insufficient capital.   

 

Money lenders and trade creditor

Pressing personal situations or family problems are the main reason to borrow from a moneylender. 

Although many have a hesitation to lend from a moneylender, as interest rates can be up to fifty 

percent per month.
188

 These rates are for an ordinary farmer near 

moneylenders operate in the larger towns within their own familiar surrounding as trust and 

familiarity is an important part of the transaction. 

Many small income generating activities are entangled in the web of trade credito

tend to buy the products on credit making profits diminish. Especially in the desolated areas it is 

difficult to obtain the necessary capital and acquire stock making most businesses rely on a trader, 

often ending up in a vicious loan cycle with t

 

Family and friends  

Within the traditional society it is custom to turn to family members in times of need. In reality 

family members are often not capable or willing to assist in such a fashion that the required cap

can be raised. It is difficult to get a proper insight of the level of personal loans as many Ghanaians 

are suspicious and refrain from talking honestly about the subject. 
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ssing personal situations or family problems are the main reason to borrow from a moneylender. 

Although many have a hesitation to lend from a moneylender, as interest rates can be up to fifty 

These rates are for an ordinary farmer near to impossible to repay. Most 

moneylenders operate in the larger towns within their own familiar surrounding as trust and 

familiarity is an important part of the transaction.  

Many small income generating activities are entangled in the web of trade credito

tend to buy the products on credit making profits diminish. Especially in the desolated areas it is 

difficult to obtain the necessary capital and acquire stock making most businesses rely on a trader, 

often ending up in a vicious loan cycle with the trader that is difficult to breach. 

Within the traditional society it is custom to turn to family members in times of need. In reality 

family members are often not capable or willing to assist in such a fashion that the required cap

can be raised. It is difficult to get a proper insight of the level of personal loans as many Ghanaians 

are suspicious and refrain from talking honestly about the subject.  
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But generally the personal loans are for emergency situations such as a burial

capital is given for income generating activities. Typically is that in general everyone contributes a 

small percentage of the required sum. In case of borrowing to threat an illness often no repayments 

are requested.   

 

Supporting agents 

 

Besides providers of financial services, supporting agents are active within the region. The Ghana 

Microfinance Institutions Network (GhaMFIN) is a knowledge centre for the Ghanaian microfinance 

industry.
189

 They have developed a monitoring system and perfor

head office is situated in Accra but there is a branch in the north, however this branch is still in its 

infancy.  

Furthermore, Freedom from Hunger, 

within Ghana. There office is located within Accra but their operations extend 

regions, an example is their assistance to the Bonzali Rural Bank. Their core business is: “Credit with 

education – a proven self-help solution” in which they combine microcred

women with vital health and business education.

 

 

5.3 Microfinance scheme 

 

Three pillars  

Microfinance institutions are formed around three pillars: Objectives; management; and innovations. 

Each individual pillar is of importance to 

reflection of the three pillars on all strategic as well operational aspects of a microfinance institution

is given.  

For a MFI it is essential to define its particular strategy to provide guidance i

decision making processes.  The strategy is a combination of the three pillars. Within the Northern 

region the majority of microfinance activities are low profile without a clear strategy or 

understanding of microfinance mechanisms. The lack 

levels of failure of projects within the region.
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But generally the personal loans are for emergency situations such as a burial

capital is given for income generating activities. Typically is that in general everyone contributes a 

small percentage of the required sum. In case of borrowing to threat an illness often no repayments 

Besides providers of financial services, supporting agents are active within the region. The Ghana 

Microfinance Institutions Network (GhaMFIN) is a knowledge centre for the Ghanaian microfinance 

They have developed a monitoring system and performed industry benchmarking.

head office is situated in Accra but there is a branch in the north, however this branch is still in its 

Furthermore, Freedom from Hunger, a development organization working

office is located within Accra but their operations extend towards the Northern 

regions, an example is their assistance to the Bonzali Rural Bank. Their core business is: “Credit with 

help solution” in which they combine microcredit loans to very poor 

women with vital health and business education.
191

 

Microfinance institutions are formed around three pillars: Objectives; management; and innovations. 

Each individual pillar is of importance to create a stable microfinance scheme. In this paragraph a 

reflection of the three pillars on all strategic as well operational aspects of a microfinance institution

For a MFI it is essential to define its particular strategy to provide guidance i

decision making processes.  The strategy is a combination of the three pillars. Within the Northern 

region the majority of microfinance activities are low profile without a clear strategy or 

understanding of microfinance mechanisms. The lack of knowledge explains the low impact and high 

levels of failure of projects within the region. 
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Objectives 

The objective of a MFI resembles the same topics as the preferred outcome of a microfinance 

intervention. The outcome consists out of three overarc

financial sustainability, and welfare impact.

commercialised and for that reason most agents involved are socially orientated. Social agents have 

the tendency to primarily focus on poverty alleviation and fail to overlook the greater picture of the 

objectives. Microfinance is not suited for do

to become sustainable.  

 

Institutional innovations  

 Microfinance needs a continues stream of innovations to be able to adapt to the countless local 

contexts. Moreover it will need to understand and grow with renewing necessities and demands of 

its customers. The Northern regions environment provides a real challenge 

to stretch to its limits to be able to serve its customer in this region within a pay

Nevertheless, innovations - that could provide the answer to many current difficulties 

been the greatest priority of institu

 

Management  

As in any company or organisation management is the difference between success and failure.  

Management inadequacies and deficiencies is often the ground for poor results and eventually the 

breakdown of a MF scheme.
193

 

development of properly functioning management institutions. Especially the not for profit projects 

forget to provide sufficient guidance towards their personal. This creates a s

projects are very receptive for mismanagement, fraud and discontinuity.  

 

Target group 

Within the industry there is a discussion upon whom to target, this discussion is clutched with the 

discussion concerning the objective of an inst

outreach of depth the institution will target a different audience then when aiming at financial 

sustainability. There are three different economic groups that can be targeted: the poorest of the 

poor, the poor, or the middle class.

Organizations that do not define their objectives, and hence their target group, have 

difficulties in tailoring their services. Resulting in poor results and difficulties managing their 
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The objective of a MFI resembles the same topics as the preferred outcome of a microfinance 

intervention. The outcome consists out of three overarching policy objectives: outreach to the poor, 

financial sustainability, and welfare impact.
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that could provide the answer to many current difficulties 

been the greatest priority of institutions operating in this region. 

As in any company or organisation management is the difference between success and failure.  

Management inadequacies and deficiencies is often the ground for poor results and eventually the 

In the field it is often neglected to spent sufficient resources to the 

development of properly functioning management institutions. Especially the not for profit projects 

forget to provide sufficient guidance towards their personal. This creates a situation in which the 

projects are very receptive for mismanagement, fraud and discontinuity.   

Within the industry there is a discussion upon whom to target, this discussion is clutched with the 

discussion concerning the objective of an institution. When the overall aspiration is to accomplish 

outreach of depth the institution will target a different audience then when aiming at financial 

sustainability. There are three different economic groups that can be targeted: the poorest of the 

the poor, or the middle class.  

Organizations that do not define their objectives, and hence their target group, have 

difficulties in tailoring their services. Resulting in poor results and difficulties managing their 
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operations as well as staying focused.

instead of understanding and cooperating with the demand side.  

Ledgerwood gives a clear definition of a target market: “A target market is a group of 

potential clients who share certain charac

attracted to a specific combination of products and services.”

financial system approach she concludes that MFIs need to agree on objectives, comprehend the 

necessities of their target market and assess whether the client group can be reached in a way that 

will lead to financial sustainability.

Within the Northern region the clients of MFIs are generally farmers and micro 

entrepreneurs. The last group are ind

family context. These business are home based and employ none to a few family members or fellow 

villagers. The activity supplements or provides the sole source of a family income stream.

the Northern region typical micro entrepreneurial activities include 

foodstuff from homes, petty traders

Within the farming communities credit is used to buy sowing goods and fertiliz

livestock but also to smooth income or to meet household needs. The average turnover of small 

income generating activities (IGAs) is generally higher than agrarian activities. This in combination 

with the harsh and unpredictable natural condition

group.  

Furthermore farmers live in remote rural areas which are densely populated and inaccessible 

in comparison with the urban areas, making it a more costly to engage. This has resulted in a limited 

amount of institutions that permit farmers to take a microloan. As farming in the Northern region 

takes up to seventy percent of the working population the level of exclusion is high. 

 Traditionally MFIs engage with clients of the female gender, the reason behind

women incline to display more loyalty towards their financier compared to men.

that women have the tendency to spend the generated income on their progeny and household 

necessities.
199

 In the Northern region many projects are

female gender, some to achieve empowerment but mainly to increasing household income. 
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operations as well as staying focused.
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 A pitfall is to primarily focus on supply side requirements 

instead of understanding and cooperating with the demand side.   

Ledgerwood gives a clear definition of a target market: “A target market is a group of 

potential clients who share certain characteristics, tend to behave in similar ways, and are likely to be 

attracted to a specific combination of products and services.”
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 As Robinson is an advocate of the 

financial system approach she concludes that MFIs need to agree on objectives, comprehend the 

necessities of their target market and assess whether the client group can be reached in a way that 

will lead to financial sustainability.
196

 

Within the Northern region the clients of MFIs are generally farmers and micro 

entrepreneurs. The last group are individuals that operate a small income generating activity within 

family context. These business are home based and employ none to a few family members or fellow 

villagers. The activity supplements or provides the sole source of a family income stream.

the Northern region typical micro entrepreneurial activities include fabricating small artefacts or 

petty traders, sewing ateliers, and market stalls.  

Within the farming communities credit is used to buy sowing goods and fertiliz

livestock but also to smooth income or to meet household needs. The average turnover of small 

income generating activities (IGAs) is generally higher than agrarian activities. This in combination 

with the harsh and unpredictable natural conditions farmers have not become a favourable target 

Furthermore farmers live in remote rural areas which are densely populated and inaccessible 

in comparison with the urban areas, making it a more costly to engage. This has resulted in a limited 

f institutions that permit farmers to take a microloan. As farming in the Northern region 

takes up to seventy percent of the working population the level of exclusion is high. 

Traditionally MFIs engage with clients of the female gender, the reason behind

women incline to display more loyalty towards their financier compared to men.

have the tendency to spend the generated income on their progeny and household 

In the Northern region many projects are socially orientated and focus upon the 

female gender, some to achieve empowerment but mainly to increasing household income. 
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Group versus individual 

In combination with the target market and the demand for financial intermediation an MFI has 

different methodologies at its disposal:  individual lending, Grameen Bank solidarity lending, Latin 

American solidarity group lending, village banking, and self

most common approaches within the Northern region are solidarity 

banking. At a lesser extend the individual lending approach is applied.

 In the group lending approach, loans are provided within the context of a group. This group 

carries joint liability for all the individual loans. Collateral 

defaulting in a traditional loan is replaced by peer pressure as well as financial guarantees of family 

members. Within the different solidarity lending approaches there are small differentials in the 

number of lenders, group composition and the conditions for obtaining as well as repaying loans. 

Some demand attending of pre-

family members to be joined in one group. 

In the case of individual lending 

a family member who stands surety for debts

participants need to comply to a saving scheme before receiving its first loan. 

other approaches Village banking purports savings, additionally are the credit opportunities. Saving 

and credit are not self-evidently connected as NGOs are not allowed to accumulate savings within 

Ghana. There are MFIs that demand obligatory (pre

schemes and some have no saving products. Other differentials between the programmes are the 

timeframe for repayments and the grace period before repaying.  

   

Interest levels 

Interest levels are closely related with the ove

sustainability school plead for cost effective interest levels. Other institutions find it more important 

that access to affordable credit is guaranteed and therefore apply low percentages. Small 

international projects at grass root level often do not even demand interest as they see this as a way 

to assist the society and do not want to benefit from them. Within the Northern region, for MFIs 

aiming at sustainability, interest levels are thirty percent and hi

the type of debtor. The social MFIs tend to have much lower interest rates varying between ten to 

twenty, or none at all.
201

   

 Aiming at sustainability gives interest levels an extra complexity. In order to determine the 

interest level that balances reaching customers and preventing bankruptcy a profound 

understanding of the customer is a necessity. This provides a problem as information shortage 
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In combination with the target market and the demand for financial intermediation an MFI has 

ethodologies at its disposal:  individual lending, Grameen Bank solidarity lending, Latin 

American solidarity group lending, village banking, and self-reliant village bank approach.

most common approaches within the Northern region are solidarity group lending and village 

banking. At a lesser extend the individual lending approach is applied. 

In the group lending approach, loans are provided within the context of a group. This group 

carries joint liability for all the individual loans. Collateral which functions as a guarantee in case of 

defaulting in a traditional loan is replaced by peer pressure as well as financial guarantees of family 

members. Within the different solidarity lending approaches there are small differentials in the 

ders, group composition and the conditions for obtaining as well as repaying loans. 

-loan education programmes, restricted use of loan or do not allow 

family members to be joined in one group.  

In the case of individual lending the individual is solely responsible for repayments but often 

stands surety for debts is required. Other demands can be that the 

participants need to comply to a saving scheme before receiving its first loan. 

approaches Village banking purports savings, additionally are the credit opportunities. Saving 

evidently connected as NGOs are not allowed to accumulate savings within 

Ghana. There are MFIs that demand obligatory (pre-) saving schemes other have voluntary saving 

schemes and some have no saving products. Other differentials between the programmes are the 

timeframe for repayments and the grace period before repaying.   

Interest levels are closely related with the overall goal and the target group. Advocates of the 

sustainability school plead for cost effective interest levels. Other institutions find it more important 

that access to affordable credit is guaranteed and therefore apply low percentages. Small 

al projects at grass root level often do not even demand interest as they see this as a way 

to assist the society and do not want to benefit from them. Within the Northern region, for MFIs 

aiming at sustainability, interest levels are thirty percent and higher, varying slightly depending on 

the type of debtor. The social MFIs tend to have much lower interest rates varying between ten to 

Aiming at sustainability gives interest levels an extra complexity. In order to determine the 

interest level that balances reaching customers and preventing bankruptcy a profound 

understanding of the customer is a necessity. This provides a problem as information shortage 
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concerning the level of risk of the debtor’s projects is common.

trying to comprehend these complex processes, for NGOs and small scaled projects who do not have 

this expertise at their disposal this creates arrears. Microfinance is for this and other reasons much 

more complicated than anticipate

 

Cost efficiency 

According to Maanen “the prospect of full cost recovery depends to a large extent on: the size of the 

portfolio; the average size of the loans; the geographical reach of the programme (number of villages 

served); the degree of labour-intensiveness; the cost of living in the country (reflecting on the 

salaries they have to pay to qualified staff members); the interest rate charged.”

with a successful MFI country, Bangladesh, the Northern region of Ghana has

level of density is extremely lower and cost for qualified staff is substantial. These situations create 

an unfavourable environment in which to be cost efficient interest rates are high. 

 Beside the costs to reach customers MFI also

not allowed to subtract capital from their client base it needs to engage with private sources.

amount of affordable credit that an MFI is able to attract has a direct influences on interest levels. 

Rippey warns that: Donors pretend that there is no conflict between the interest of institutions and 

the interests of poor borrowers, that what is good for the MFI is also good for its clients. This is 

sometimes but not always true.”

institutions and not the client base.

 

Continuity  

In order to achieve long-term results participants need to be able participate in several loan cycles. 

One loan cycle offers only temporarily relief but no sus

offers entrepreneurs an opportunity to start up a business, to expand and to make their businesses 

profitable. Long-term commitment although is often lacking from projects. Many NGO have short 

term donor funds and are temporarily committed to microfinance.   

Especially the smaller projects have no inwards reflection and as a result these programmes 

are often not balanced and offer no security towards it customers. Many programmes are aborted 

even before the end of the initial set time frame. Leaving farmers and micro entrepreneurs without 

hope and limiting their aspirations. They have been able to see the possibilities but have not been 

given sufficient time to alter their lives. 
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with a successful MFI country, Bangladesh, the Northern region of Ghana has major disadvantages, 

level of density is extremely lower and cost for qualified staff is substantial. These situations create 

an unfavourable environment in which to be cost efficient interest rates are high. 

Beside the costs to reach customers MFI also face the cost of attracting capital. If the MFI is 

not allowed to subtract capital from their client base it needs to engage with private sources.

amount of affordable credit that an MFI is able to attract has a direct influences on interest levels. 

Donors pretend that there is no conflict between the interest of institutions and 

the interests of poor borrowers, that what is good for the MFI is also good for its clients. This is 

sometimes but not always true.”
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Education 

Where Freedom from Hunger’s core business is to combine 

with vital health and business education others solemnly dedicate themselves to credit delivery and 

find training of marginal importance.

raises the cost price of the product. Bonzali Rural Bank has created a linkage formula with Freedom 

from Hunger in which they could balance out the costs of education by cooperating.  When 

education is the primary target as in the case of

educational activities. Especially for the deprived of the society enterprise development services and 

social services are a necessity to make use of the micro loans.  

 

Remission of loans 

For an MFI it is difficult to recover its money when the lender is not cooperating. There are a limited 

number of tools of whom neither one has appeared to be completely successful. The difference with 

the formal banking industry is that most MFIs do not require colla

losses. When in the Northern region MFI would try to claim properties of the borrower usually there 

is little to recover. If one decides to claim the house the image of the institution will be severely 

damages. Secondly it will be difficult to sell the house as the villagers will not purchase the house as 

in their vision it remains family property. 

Local authorities can be involved, though in rural areas these forces are understaffed as well 

as it is expensive and difficult to go to court. The local authorities such as the chief have influence on 

the population but the question remains if he or she will be willing to assist and the price that will be 

demanded for its services. Within the group loans through peer pressure 

guaranteed, this is a good option as pride is a very important aspect of Ghanaian society.

An example of the difficulties of debt reclaims is that of Lianne van Rijssel the founder of 

Meet Africa. She provided a loan for a village where s

concept was to grant a grace period of three months before reimbursements would start. After six 

months no repayments had been made and the project was brought to an end. As the money came 

from a wealthy white lady the villagers did not see the need to make repayments. 

 

Local management style 

That a replication of a microfinance model does not automatically lead to success can be understood 

when looking into the differences in demographic as well as cultural aspec

differences of the external circumstances the management style within the country also greatly 

influences the success rate of an institution. 
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months no repayments had been made and the project was brought to an end. As the money came 

y the villagers did not see the need to make repayments. 
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 Most MFIs operating in the north struggle to realise an up to the mark human resource 

department. As described in chapter two qualified staff members are difficult to find and salaries are 

not in proportion with the cost of living. Furthermore job hopping is common and limiting continuity. 

The high level of hierarchy within the organisations leads

procedures. This is combination with the frequent absences for family reasons and patronage based 

employee selection creates a fragile environment.   

The credit union situated in Kapandai faces several of these difficulties. 

manager and two administrators are employed, in the past half a year only one administrator has 

been operating the credit union without the authorization to perform a number of tasks. This 

prevents the credit union to maximise it potential 

 Within the community hierarchy and sense of in

levels of interaction. Especially in the rural areas inhabitants will habitually turn to a member of the 

in-group instead of a MFI to obtain credit. This makes it difficult for a MFI to generate sufficient 

market. Furthermore staff members will have the tendency to look down upon poor borrowers 

making them feel unwelcome. This makes customer relationship an important aspec

Northern region.  

 

Culture clash 

The different mentality towards work compared to our western world results in many 

misunderstandings between NGOs, banks, donors and the people involved in a microfinance project. 

Microfinance, being based on a 

On the other hand the local conditions and traditions are not always taken into account by 

international NGOs and donors. The different approaches in modern en traditional societies can 

generate a stumbling block for efficient microfinance projects.

 

 

5.4 Conclusion 

 

Even though microfinance seems like a simple concept, in reality complexity levels are high. It is not 

an industry that can be penetrated easily and it requires a certain leve

semi- institutional financial agents spend insufficient resources on the development of microfinance 

schemes and see microfinance as a matter of secondary importance. This, among other reasons, 

causes many NGOs to drop out of microfinance activities altogether. 

 MFIs should spend more time on the preparation phase in which they determine their 

strategy concerning the three pillars; objectives, management and institutional innovations. In the 

long run this will result in les

Most MFIs operating in the north struggle to realise an up to the mark human resource 

ent. As described in chapter two qualified staff members are difficult to find and salaries are 

not in proportion with the cost of living. Furthermore job hopping is common and limiting continuity. 

The high level of hierarchy within the organisations leads to dependency and slows down 

procedures. This is combination with the frequent absences for family reasons and patronage based 

employee selection creates a fragile environment.    

The credit union situated in Kapandai faces several of these difficulties. 

manager and two administrators are employed, in the past half a year only one administrator has 

been operating the credit union without the authorization to perform a number of tasks. This 

prevents the credit union to maximise it potential and eliminates its usefulness for customers. 

Within the community hierarchy and sense of in- and out-group causes distrust and limited 

levels of interaction. Especially in the rural areas inhabitants will habitually turn to a member of the 

ad of a MFI to obtain credit. This makes it difficult for a MFI to generate sufficient 

market. Furthermore staff members will have the tendency to look down upon poor borrowers 

making them feel unwelcome. This makes customer relationship an important aspec

The different mentality towards work compared to our western world results in many 

misunderstandings between NGOs, banks, donors and the people involved in a microfinance project. 

 western concept, is not always understood by a traditional society. 

On the other hand the local conditions and traditions are not always taken into account by 

international NGOs and donors. The different approaches in modern en traditional societies can 

enerate a stumbling block for efficient microfinance projects. 

Even though microfinance seems like a simple concept, in reality complexity levels are high. It is not 

an industry that can be penetrated easily and it requires a certain level of professionalism. Especially 

institutional financial agents spend insufficient resources on the development of microfinance 

schemes and see microfinance as a matter of secondary importance. This, among other reasons, 

of microfinance activities altogether.  

MFIs should spend more time on the preparation phase in which they determine their 

strategy concerning the three pillars; objectives, management and institutional innovations. In the 

long run this will result in less failure as well as more stable and cost efficient institutions. 
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Furthermore the outreach to the poor, financial sustainability as well as the impact can be improved 

by innovative ideas such as the group loan concept.  

 MFIs active in the Northern region

with farmers. The environment is fragile and bad harvests cause failures in repayment schedules. 

Microfinance schemes in urban areas are more successful and are embedded by financial support 

from international donors. Cooperation among MFIs is limited as well as with other type of 

institutions. Most MFIs located in the Northern region are still in their infancy and many steps need 

to be taken to reach full stature. 

  

Furthermore the outreach to the poor, financial sustainability as well as the impact can be improved 

by innovative ideas such as the group loan concept.   

MFIs active in the Northern region have difficulties operating in the rural areas especially 

with farmers. The environment is fragile and bad harvests cause failures in repayment schedules. 

Microfinance schemes in urban areas are more successful and are embedded by financial support 

nternational donors. Cooperation among MFIs is limited as well as with other type of 

institutions. Most MFIs located in the Northern region are still in their infancy and many steps need 

to be taken to reach full stature.  
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6. Conclusions  

“After a busy market day Ama puts her little baby on her back and the purchased daily 

necessities on the coloured platter on her head. While wiggling in order to keep the heavy 

load in balance on her head she walks back over the red soiled road. Maybe she made 

enough money today to buy that new cloth she has been dreaming of. When she comes home 

she will count the money together with her savings that she stocks in a jar hidden in her hut
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6. Conclusion 

 

In essence microfinance is a very simple concept: supply the poor with financial services such as a 

loan and saving possibilities.
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completely different in reality. Microfinance in the Northern region 

Lev Tolstoj´s ´happy family´. Many aspects in the local environment have a negative effect on the 

level of success that can be achieved.

Microfinance is in essence a ‘beautiful’ concept that can lift the poor out of their eco

misery. But the dynamics of this world are harsh and many micro, meso and macro factors intervene 

in the growth of microfinance. 

elements, and the microfinance institutions themselves 

performance of microfinance. Each factor contributes to the dynamics and the development of 

microfinance in its own way.  

Social and cultural aspects such as local traditions, beliefs, circumstances and behaviour 

typical for the community, influence microfinance. These have a direct impact on saving, borrowing 

and repayment patterns. In everyday

obtained capital and generating a sufficient rate of ret

been introduced too rashly without awareness of local context. Lessons can be learned from these 

failures to prevent miscarrying in the future. 

The economic environment in the Northern region is far from ideal. Many

facilities are lacking and the economy is far from diversified. Therefore small income generating 

activities in trading, services and industry are unstable and face many challenges. The majority of the 

population is active in the agrarian 

rainfall. New microfinance methods to successfully serve farmers in desolate rural areas, have not 

yet been developed. This excludes a large part of the population from benefiting from mic

services.  

The Ghanaian government has dedicated several funds towards implementing their own 

microfinance schemes. However, until now they have not been capable of deploying functional 

schemes. The role of the government should therefore be limi

facilitating a sound financial policy. In which,

interest of microfinance institutions as well as the Ghanaian citizens. Furthermore it can indirectly 

contribute to microfinance by fighting corruption and establishing ‘good’ governance. 

Microfinance Institutions operating in the Northern region are facing difficulties. Many have 

withdrawn from interacting with the agrarian sector or microfinance altogether. This severely limit
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obtained capital and generating a sufficient rate of return. Microfinance programmes have often 

been introduced too rashly without awareness of local context. Lessons can be learned from these 

failures to prevent miscarrying in the future.  

The economic environment in the Northern region is far from ideal. Many

facilities are lacking and the economy is far from diversified. Therefore small income generating 

activities in trading, services and industry are unstable and face many challenges. The majority of the 

population is active in the agrarian sector, which suffers from a single harvest per year due to limited 

rainfall. New microfinance methods to successfully serve farmers in desolate rural areas, have not 

yet been developed. This excludes a large part of the population from benefiting from mic

The Ghanaian government has dedicated several funds towards implementing their own 

microfinance schemes. However, until now they have not been capable of deploying functional 

schemes. The role of the government should therefore be limited to further developing and 

facilitating a sound financial policy. In which, legislations and regulatory frameworks combine the 

interest of microfinance institutions as well as the Ghanaian citizens. Furthermore it can indirectly 

ce by fighting corruption and establishing ‘good’ governance. 

Microfinance Institutions operating in the Northern region are facing difficulties. Many have 

withdrawn from interacting with the agrarian sector or microfinance altogether. This severely limit
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the breadth, scale and geographic outreach of microfinance. But there are also institutions that are 

successful, mostly in the urban areas. These institutions have been able to understand the concept of 

microfinance, set clear strategies and spend suffic

objectives and innovations. In general MFIs should be more critical when setting parameters for 

microfinance schemes as well as understanding that it is a professional industry. 

Microfinance in the Northern

or the nearby southern parts of Ghana. By itself it cannot lift the 

position. But on the other hand it is one step ahead by creating access to capital f

the population. At this moment microfinance can only be financially sustainable in the 

populated urban areas. In the rural areas

used as a tool but, momentarily

whether it will generate sufficient social capital to account for expenses made. 

At this stage microfinance in the Northern region gives hope and opportunities to the poor 

but only a few will truly be able to benefit from it. The few institutions, in the urban areas, that have 

been able to book small successes might 

to the rural areas of this region. To become successful in the rural

the interaction between local 

microfinance institutions themselves is necessary. 

perform further comprehensive r

schemes that are functional within these complex rural environments. 

 

 

 

  

and geographic outreach of microfinance. But there are also institutions that are 

, mostly in the urban areas. These institutions have been able to understand the concept of 

microfinance, set clear strategies and spend sufficient resources on the three pillars: management, 

objectives and innovations. In general MFIs should be more critical when setting parameters for 

microfinance schemes as well as understanding that it is a professional industry. 

Microfinance in the Northern region is not yet as successful as it is in other parts of the world 

or the nearby southern parts of Ghana. By itself it cannot lift the Northern region from its deprived 

position. But on the other hand it is one step ahead by creating access to capital f

the population. At this moment microfinance can only be financially sustainable in the 

rural areas, where population density figures are much lower,

momentarily, it will not be self-sustainable. Furthermore, the question remains 

whether it will generate sufficient social capital to account for expenses made.  

At this stage microfinance in the Northern region gives hope and opportunities to the poor 

ly be able to benefit from it. The few institutions, in the urban areas, that have 

been able to book small successes might - in the future - be able to spill over their financial services 

to the rural areas of this region. To become successful in the rural areas, a better understanding of 

the interaction between local social & cultural-, economic-, and political elements and the 

microfinance institutions themselves is necessary. Therefore subsidies should be made available to 

perform further comprehensive research as well as developing and experimenting with microfinance 

schemes that are functional within these complex rural environments.  

 

86 

and geographic outreach of microfinance. But there are also institutions that are 

, mostly in the urban areas. These institutions have been able to understand the concept of 

ient resources on the three pillars: management, 

objectives and innovations. In general MFIs should be more critical when setting parameters for 

microfinance schemes as well as understanding that it is a professional industry.  

region is not yet as successful as it is in other parts of the world 

region from its deprived 

position. But on the other hand it is one step ahead by creating access to capital for a large part of 

the population. At this moment microfinance can only be financially sustainable in the densely 

, where population density figures are much lower, it can be 

sustainable. Furthermore, the question remains 

 

At this stage microfinance in the Northern region gives hope and opportunities to the poor 

ly be able to benefit from it. The few institutions, in the urban areas, that have 
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political elements and the 
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Epilogue  

 

After immersing myself in the theme of microfinance in the 

conclusion that there are many improvements to be made to further develop the current state of 

microfinance. I also feel that these changes should be embedded within the African tradition. As long 

as the projects do not recognize and respect the African way of life 

never become a real success. For too long NGOs have tried to teach Africans tricks and they have 

been too self-centered to genuinely listen to the needs of their target groups.  

As for Africa itself, it needs to start wo

with the strong points of the Western world. For a woman who was born in the Netherlands and is 

embedded in the tradition of the Enlightenment, Christianity, individualism and economic capitalism 

it is an arduous task and maybe even impossible to oversee the impact on African culture as a result 

of certain choices/ policies. Nevertheless I will give my vision on the possibilities for rural 

microfinance in the Northern region and the roles NGOs should pla

 

In the rural areas it is currently too early to incorporate full blown microfinance. First of all 

attention should be paid to exploring and understanding the needs of the population in these harsh 

environments. Microfinance is not per definition the appropriate tool to be applied. In the rural 

region individual farmers are often manipulated and played off against each other by urban traders. 

This is mainly because of the lack of trust and unity among themselves.  Many wome

small income generating activities but they often lack experience or access to information and 

resources to become successful. These fundamental problems are not solved by making credit 

available. On the contrary, they temper microfinance d

In these desolate areas cooperation among market women 

and set up a saving scheme according to the ancient 

generating the appropriate conditions for microfinance a

(legal identities) and associations can be the stepping stone for the creation of an environment which 

is more receptive to microfinance projects. It is important that the market women or other local 

participants are in charge and the institution is facilitating. Ownership should remain within the 

community; a consequence  might be that the institution will not always be able to set its own time 

frame.  

 NGOs could be the facilitator for creating a better envir

itself. But the question remains whether they will be appropriate actors for the deployment of 

microfinance activities. Microfinance in desolate rural savannah areas is and remains a difficult 

phenomenon for socially oriented institutions. The difficulties present themselves in different ways 

and force the institution to explore the boundaries of their own mission. 

myself in the theme of microfinance in the Northern region I have come to the 
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never become a real success. For too long NGOs have tried to teach Africans tricks and they have 

centered to genuinely listen to the needs of their target groups.   

As for Africa itself, it needs to start working from within its own strength instead of working 

with the strong points of the Western world. For a woman who was born in the Netherlands and is 

embedded in the tradition of the Enlightenment, Christianity, individualism and economic capitalism 

an arduous task and maybe even impossible to oversee the impact on African culture as a result 

of certain choices/ policies. Nevertheless I will give my vision on the possibilities for rural 

microfinance in the Northern region and the roles NGOs should play in the implementation thereof. 

In the rural areas it is currently too early to incorporate full blown microfinance. First of all 

attention should be paid to exploring and understanding the needs of the population in these harsh 

ce is not per definition the appropriate tool to be applied. In the rural 

region individual farmers are often manipulated and played off against each other by urban traders. 

This is mainly because of the lack of trust and unity among themselves.  Many wome

small income generating activities but they often lack experience or access to information and 

resources to become successful. These fundamental problems are not solved by making credit 

available. On the contrary, they temper microfinance development itself. 

In these desolate areas cooperation among market women - where they share knowledge 

and set up a saving scheme according to the ancient susu or rosca principle 

generating the appropriate conditions for microfinance activities. Therefore, starting up 

(legal identities) and associations can be the stepping stone for the creation of an environment which 

is more receptive to microfinance projects. It is important that the market women or other local 

nts are in charge and the institution is facilitating. Ownership should remain within the 

community; a consequence  might be that the institution will not always be able to set its own time 

NGOs could be the facilitator for creating a better environment for microfinance to develop 

itself. But the question remains whether they will be appropriate actors for the deployment of 

microfinance activities. Microfinance in desolate rural savannah areas is and remains a difficult 

nted institutions. The difficulties present themselves in different ways 

and force the institution to explore the boundaries of their own mission.  
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Firstly, social institutions are aiming at improving living standards. The problem with 

microfinance is that there is no guarantee and poverty could even be enhanced instead of decreased 

by providing the poor with a loan. 

Secondly, the system does not want to discriminate and views everyone as equal. Howeve

in reality not everyone will be capable to (fully) b

automatically bring good results as in many cases the receiver is not capable to deploy the loan to its 

full potential due to local circumstances.

Thirdly, this type of organisation is dependent on donor money crea

occasional failures are difficult to accept. Donor money dependent organisations have a tendency to 

work in projects. These are often based on short terms and quick results. The development of 

microfinance cannot be moulded in pro

Fourthly, Microfinance does not provide the secured income stream as so

expected it would do. On the contrary, in first instance (relatively) large capital investments are 

required. Microfinance is not a product that will automatically benefit the poor and is often not 

immediately successful.  This is a risk that socially motivated institutions are not always able to take.

In the future there are possibilities for closer cooperation between NGOs and M

cooperation, in due time the NGO should make itself superfluous. Socially orientated institutions 

could facilitate the process of creating small scale 

participants assist each other by saving toget

from economies of scale. 

 Furthermore NGOs could inform their target group regarding the possibilities of obtaining 

credit, how to go about it and to point out the downsides of credit. In this way the NG

bridge between the MFIs and po

services to the poorest of the poor with the objective that in the long run this group will be able to 

benefit from microfinance products as we

microfinance institutions. 

 

In savannah areas such as the Northern region in Ghana it is an illusion to believe that with 

the current methods microfinance can cover its own costs and surpass ordinary dev

the moment the question even remains whether it w

for costs made. However, it can contribute by giving incentives to the poor to alter their lives. 

Working together with inspired 

finding the strengths of their society

current microfinance methods and practices.

The most important lesson that I have learned during my

change people, but you can learn to lo

successful in this region you need to respect the Ghanaian’s outlook on life.

Firstly, social institutions are aiming at improving living standards. The problem with 

there is no guarantee and poverty could even be enhanced instead of decreased 

by providing the poor with a loan.  

Secondly, the system does not want to discriminate and views everyone as equal. Howeve

one will be capable to (fully) benefit from loans. Good intentions do not 

automatically bring good results as in many cases the receiver is not capable to deploy the loan to its 

full potential due to local circumstances. 

Thirdly, this type of organisation is dependent on donor money creating a situation in which 

occasional failures are difficult to accept. Donor money dependent organisations have a tendency to 

work in projects. These are often based on short terms and quick results. The development of 

microfinance cannot be moulded in projects but requires a long term strategy.  

Fourthly, Microfinance does not provide the secured income stream as so

do. On the contrary, in first instance (relatively) large capital investments are 

ot a product that will automatically benefit the poor and is often not 

immediately successful.  This is a risk that socially motivated institutions are not always able to take.

possibilities for closer cooperation between NGOs and M

cooperation, in due time the NGO should make itself superfluous. Socially orientated institutions 

could facilitate the process of creating small scale cooperatives as well as associations in which 

participants assist each other by saving together as well as exchanging information and benefiting 

NGOs could inform their target group regarding the possibilities of obtaining 

credit, how to go about it and to point out the downsides of credit. In this way the NG

bridge between the MFIs and possible participants. In addition they could offer business support 

services to the poorest of the poor with the objective that in the long run this group will be able to 

benefit from microfinance products as well. NGOs themselves should not be involved in owning 

In savannah areas such as the Northern region in Ghana it is an illusion to believe that with 

the current methods microfinance can cover its own costs and surpass ordinary dev

the moment the question even remains whether it will generate sufficient social capital to account 

for costs made. However, it can contribute by giving incentives to the poor to alter their lives. 

Working together with inspired as well as socially minded Ghanaians - who are passionate about 

finding the strengths of their society - is currently much more important than to stumble on with the 

current microfinance methods and practices. 

The most important lesson that I have learned during my stay in Ghana is that you cannot 

change people, but you can learn to look at them in a different way. If you want projects to be 

successful in this region you need to respect the Ghanaian’s outlook on life. 
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