RAIS COLLECTIVE VOLUME
ECONOMIC SCIENCE

ISBN: 978-1-945298-11-0

The Research Association for Interdisciplinary Studies (RAIS) is an international,
not-for-profit organization incorporated by the Maryland State Department of
Assessments and Taxation, United States of America, and is exempt from federal
income tax under Internal Revenue Code (IRC) Section 501(c) (3), with the
mission of promoting human values through interdisciplinary research.

© 2019 Authors
ISBN: 978-1-945298-11-0
The Scientific Press, Cambridge, MA
Authors:
Julia M. Puaschunder
Fufa Eticha Gafesa
Bogale Berhanu Bent
Nelu Burcea
Ruth Asantewaa Owusu

This publication reflects the views only of the authors, and RAIS cannot be held
responsible for any use that may be made of the information contained therein.
This publication is licensed under a Creative Commons Attribution (CC-BY)
license and is published by Research Association for Interdisciplinary Studies
(RAIS), Beltsville, Maryland, 20705, U.S.A.

CONTENTS
Towards a Utility Theory of Privacy and Information Sharing and the Introduction
of Hyper-Hyperbolic Discounting in the Digital Big Data Age
Julia M. Puaschunder
4
Aggregation for Sustainable Traceability in Smallholder Coffee Producers: Cases
of Ethiopia
Fufa Eticha Gafesa
47
The Impact of Microfinance on Poverty Reduction and Women Empowerment
Bogale Berhanu Bent
72
Bussiness and Moralities
Nelu Burcea

87

The Role of Commercial Bank in Financing Small Scale Industries A Case Study
of Assin Fosu and Suame
Ruth Asantewaa Owusu
95

RAIS COLLECTIVE VOLUME
ECONOMIC SCIENCE

ISBN: 978-1-945298-11-0

Towards a Utility Theory of Privacy and
Information Sharing and the Introduction of
Hyper-Hyperbolic Discounting in the
Digital Big Data Age
Julia M. Puaschunder
The New School, Department of Economics,
Schwartz Center for Economic Policy Analysis, NY, USA
Julia.Puaschunder@newschool.edu, http://juliampuaschunder.com/
Columbia University, Graduate School of Arts and Sciences, USA
Julia.Puaschunder@columbia.edu
Princeton University, Julia.Puaschunder@princeton.edu
Abstract: Economics is concerned about utility. Utility theory captures people’s preferences
or values. As one of the foundations of economic theory, the wealth of information and
theories on utility lacks information about decision-making conflicts between preferences and
values. The preference for communication is inherent in human beings as a distinct feature of
humanity. Leaving a written legacy that can inform many generations to come is a humaneunique advancement of society. At the same time, however, privacy is a core human value.
People choose what information to share with whom and like to protect some parts of their
selves by secrecy. Protecting people’s privacy is a codified virtue around the globe grounded
in the wish to uphold individual’s dignity. Yet to this day, no utility theory exists to describe
the internal conflict arising from the individual preference to communicate and the value of
privacy. In the age of instant communication and social media big data storage and
computational power; the need for understanding people’s trade off between communication
and privacy has leveraged to unprecedented momentum. For one, enormous data storage
capacities and computational power in the e-big data era have created unforeseen
opportunities for big data hoarding corporations to reap hidden benefits from individual’s
information sharing, which occurs bit by bit in small tranches over time. Behavioral
economics describes human decision making fallibility over time but has – to this day – not
covered the problem of individuals’ decision to share information about themselves in
tranches on social media and big data administrators being able to reap a benefit from putting
data together over time and reflecting the individual’s information in relation to big data of
others. The decision making fallibility inherent in individuals having problems understanding
the impact of their current information sharing in the future is introduced as hyper-hyperbolic
discounting behavioral economics decision making predicament. While behavioral economics

4

PUASCHUNDER: Towards a Utility Theory of Privacy and Information Sharing

hyperbolic discounting theory introduces the idea of time-inconsistency of preferences
between an individual now and the same individual in the future; hyper-hyperbolic
discounting underlines that in the case of information sharing versus secrecy preferences this
fallibility is exacerbated to a larger extent. Individuals lose control over their data without
knowing what surplus big data moguls can reap from the social media consumer-workers’
information sharing, what information can be complied over time and what information this
data can provide in relation to the general public’s data in drawing inferences about the
innocent individual information sharer. For instance, big data derived personality cues have
recently been used for governance control purposes, such as in border protection and tax
compliance surveillance. The utility theory of contradicting information sharing and privacy
predicaments is presented in this paper for the first time and a nomenclature of different
personality types regarding information sharing and privacy preferences is theoretically
introduced. Unravelling the utility of information sharing versus privacy conflict holds
economic theory advancement and governance improvement potentials in the digital age.
The presented piece can also serve as a first step towards advocating for education about
information sharing in order to curb harmful information sharing discounting fallibility. From
legal and governance perspectives, the outlined ideas may stimulate the e-privacy
infringement regulations discourse in the pursuit of the greater goals of democratisation of
information, equality of communication surplus and upheld humane dignity and e-ethics in
the big data era.
Key words: Behavioral Economics, Behavioral Political Economy, Democratisation of
information, Education, Exchange value, Governance, Preferences, Right to delete, Right to
be forgotten, Social media, Utility, Value

1. Introduction
Utility theory is concerned with people’s choices and decisions based on preferences
and values (Fishburn, 1968). Representing satisfaction experienced, utility is derived
from the self-attributed worth and goodness of an option compared to other options.
Standard neo-classical economic theory describes utility as a set of internallyconsistent assumptions about options in the wish to maximize utility (Fishburn,
1968). Utility theory has leveraged as one of the most dominant theories in economics
as an underpinning of rational choice and game theory. Utility is usually revealed in
people’s willingness to pay different money amounts for different options, leading to
the concept of revealed preferences (Samuelson, 1937).
Whereas economic utility studies primarily focus on prescriptive approaches to
guide how people should behave to maximize their well-being (Arrow, 1951, 1958;
Majumdar, 1958; Simon, 1959); decision sciences started capturing how people
actually decide regarding choices in an uncertain world and over time (Becker &
McClintock, 1967; Edwards, 1954, 1961; Luce & Suppes, 1965). Expected utility
theory introduces a first temporal discussion of expectations of utility rather than the
actual utility derived from a choice (Alchian, 1953; Marschak, 1950; Strotz, 1953).
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Von Neumann and Morgenstern (1953) presented first that outcomes of choices are
not known with certainty but have probabilities of occurrence, whose weighted linear
combination allows inferences about the overall utility derived over time.
Since the end of the 1970ies, a wide range of psychological, economic and
sociological laboratory and field experiments proved human beings deviating from
rational choices as standard neo-classical profit maximization axioms to fail to
explain how human actually behave (Kahneman & Thaler, 1991). Human beings
were shown to use heuristics in the day-to-day decision making as mental short cuts
that enable to cope with information overload in a complex world (Bazerman &
Tenbrunsel, 2011; Kahneman & Tversky, 1979; Thaler & Sunstein, 2008).
As one of the most recent developments in utility theory studies, behavioral
economics find human utility choices biased (Bowles, 2004; Camerer, Loewenstein &
Rabin, 2004; Ebert & Prelec, 2007; Kahneman, 2011; Okada & Hoch, 2004; Putnam,
2002; Sen, 1971, 1993, 1997, 2002a; Zauberman, Kim, Malkoc & Bettman, 2009) by
heuristics (Kahneman, Slovic & Tversky, 1982; Simon, 1979), analogical thinking
(Colinsky, 1996; Gentner, 2002), and minimized effort (Allport, 1979; Shah &
Oppenheimer, 2008).
In particular, people’s cognitive capacities to consider future outcomes in
today’s decisions are limited (Doyle, 2013; Laibson, 1997; Loewenstein, 1992;
Milkman, Rogers & Bazerman, 2009; Read, Loewenstein & Kalyanaraman, 1999;
Read & van Leeuwen, 1998).
Laibson’s (1997) hyperbolically decreasing
discounting functions more accurately describe choice behaviors of individuals, who
tend to be impatient for smaller rewards now rather than waiting for larger ones later
(e.g., Ainslie, 1992; Becker & Murphy, 1988; Doyle, 2013; Estle, Green, Myerson &
Holt, 2007; Frederick, Loewenstein & O’Donoghue, 2002; Green, Fry & Myerson,
1994; Green & Myerson, 2004; Hansen, 2006; Henderson & Bateman, 1995; Kirby,
1997; Kirby & Marakovic, 1995; Laibson, 1997; Loewenstein & Prelec, 1993;
Mazur, 1987; Meyer, 2013; Murphy, Vuchinich & Simpson, 2001; Myerson & Green,
1995; Rachlin, Raineri & Cross, 1991; Sterner, 1994). Dynamically inconsistent
preferences reverse as people are patient when deciding for the future and impatient
when choosing for now (Hornsby, 2007; Laibson, 1997; McClure, Ericson, Laibson,
Loewenstein & Cohen, 2007; Meyer, 2013; Reed & Martens, 2011; Thaler, 1981).
Field and laboratory experiments provide widespread empirical evidence for
hyperbolic discounting and self-control failures (Frederick et al., 2002; Hoch &
Loewenstein, 1991; Sen, 1971, 2002b) on money management (Alberini & Chiabai,
2007; Chabris, Laibson & Schuldt, 2008; Coller & Williams, 1999; Harrison, Lau &
Williams, 2002; Keller & Strazzera, 2002; Kirby & Marakovic, 1995; Laibson, 1997;
Laibson, Repetto & Tobacman, 2003; Salanié & Treich, 2005; Slonim, Carlson &
Bettinger, 2007; Thaler & Shefrin, 1981; Warner & Pleeter, 2007), financial benefits
(Cairns & van der Pol, 2008), credit card debt (Meier & Sprenger, 2010; Shui &
Ausubel, 2004), medical adherence (Trope & Fishbach, 2000), public health
(Bosworth, Cameron & DeShazo, 2006; Cameron & Gerdes, 2003; Chapman, 1996a;
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Duflo, Banerjee, Glennerster & Kothari, 2010; Horowitz & Carson, 1990; van der Pol
& Cairns, 2001), addiction (Badger, Bickel, Giordano, Jacobs, Loewenstein &
Marsch, 2007; Becker & Murphy, 1988; Heyman, 1996; Laux & Peck, 2007;
Madden, Bickel & Jacobs, 1999; Petry & Casarella, 1999), social security
(Mastrobuoni & Weinberg, 2009), fiscal policies (Keeler & Cretin, 1983),
commitment (Duflo, Kremer & Robinson, 2008; Sen, 1977, 2002b), health exercise
(DellaVigna & Malmendier, 2004, 2006), employment (DellaVigna & Paserman,
2005), procrastination (Reuben, Sapienza & Zingales, 2010), diet (Read & van
Leeuwen, 1998), subscription discipline (Oster & Scott-Morton, 2005), animal care
(Green, Fry & Myerson, 1994; Mazur, 1987), and consumption (Milkman, Rogers &
Bazerman, 2008; Read et al., 1999; Wertenbroch, 1998). Failures to disciplinedly
stick to plans for giving in to immediate desires (Ainslie & Haslam, 1992; Read,
Frederick & Airoldi, 2012; Strotz, 1956) are explained by people caring less about
future outcomes in the eye of future uncertainty (Luce & Raiffa, 1957; Shackle,
1955), perceived risk (Mas-Colell, Whinston & Green, 1995), and transaction costs
(Chung & Herrnstein, 1967; Epper, Fehr-Duda & Bruhin, 2011; Frederick et al.,
2002; Kirby & Herrnstein, 1995; Mazur, 1987; Read, 2001). Presenting temporal
snapshots for now and later concurrently helps overcome myopia and decision
making fallibility (Puaschunder & Schwarz, 2012). In all these studies missing is an
investigation of human decision making on preferences for information sharing in
communication and privacy in secrecy.
Although communication and non-communication are day-to-day decisions of
individuals, to this day, there is no stringently-tested utility theory of information
sharing and privacy. We lack a coherent decision science framework about when
people choose to share information and when they rather want to stay silent for the
sake of privacy. From the economic perspective, information sharing may impose
temporal irreversible lock-ins or tipping points. The point of information sharing
may be a reference point, in which one bit of more communication gives less utility
than one bit of less information shared, hence one bit of more privacy, grants more
utility in the sense of Kahneman & Tversky’s (1979) behavioral decision science
finding ‘losses loom larger than gains.’ There may also be a marginal decreasing
utility derived from one bit more information shared but an exponential marginal
utility gain from one more unit of information received given the fact that information
can be put into context. Education, for instance, is often said as the only good with an
exponential marginal utility increase, as the more information one holds, the more
complex connections one can make and use.
In the digital age, the study the trade off between information sharing and privacy
has leveraged into unprecedented importance in the digital social media era. Social
media revolutionized human communication around the globe. As never before in the
history of humankind, information about individuals can be stored and put in context
over time and logically placed within society thanks to unprecedented data storage and
computational powers. The big data era, however, also opened gates to
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unprecedentedly reap benefits from information sharing and big data generation
(Puaschunder, 2017). The so-called nudgital society was recently introduced, shedding
a light onto the undescribed hidden social class division into social media users and
social media providers, who can benefit from the information shared by social media
users. Social media users share private information in their wish to interact with friends
and communicate to public. The social media big data holder can then reap surplus
value from the information shared by selling it to marketers, who can draw inferences
about consumer choices. The big data can also be used for governance control
purposes, for instance border protection and tax compliance control.
Drawing from the economic foundations of utility theory, this paper seeks the
introduce the first application of utility theory to a preference-values predicament
between communication and privacy in the new media era. Behavioral economics
insights are advanced in shedding novel light on the conflict between the humane
wish to communicate now versus combined information held by unknown big data
compilers in the future. An exponential loss of privacy and hyper-hyperbolic risks in
the future for the information sharer are introduced as behavioral economic decision
making fallibilities. For the information sharer it remains largely unforeseeable what
the sum of the individual information sharing tranches can lead to over time and what
information its Gestalt holds for those who hold big data insights over time, which
can also be analyzed in relation to the general population. Governance gains a critical
stance on new media use for guiding on public concerns regarding privacy and
information sharing in the digital age (Puaschunder, 2017).
The article is structured as follows: An introduction of the theory of utility and
communication and information sharing is followed by an outline of the impetus of
the digital big data age on privacy. The first utility theory of information sharing and
privacy will be theoretically introduced. Hyperbolic decision making fallibility will
become the basis of argumentations around hyper-hyperbolic discounting – the novel
argument that information sharing in tranches may lead to an underestimation of the
privacy infringements when these bits of information can be put together over time
and are compared to big data driven population inferences. The subjective additive
utility of information shared tranche by tranche may underestimate the big data
holder’s advantage to reap benefits from information shared. The discussion
introduces problems of the contemporary nudgital society (Puaschunder, 2017), in
which big data compilers can reap a surplus value from selling compiled information
(The New York Times, November 14, 2017)1 or manipulate vulnerable population
segments based on their previously shared information (The Economist, November 4,
2017).2 Implications lead to open questions about ethics in the information age and
recommendations for education about information sharing in the digital age as well as
1 https://www.nytimes.com/2017/11/14/business/dealbook/taxing-companies-for-using-our-personaldata.html?rref=collection%2Fsectioncollection%2Fbusiness&action=click&contentCollection=busines
s&region=stream&module=stream_unit&version=latest&contentPlacement=8&pgtype=sectionfront
2 https://www.economist.com/news/leaders/21730871-facebook-google-and-twitter-were-supposedsave-politics-good-information-drove-out
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the democratization of information in the 21st century big data social media era.
Challenging contemporary behavioral insights theory aims at fostering a more selfinformed and protected digital society in the wish to uphold e-ethics.

2. Theory
2.1 Utility theory
Economic theory is built upon the idea of utility, which captures people’s preferences
or values (Fishburn, 1968). Human are believed to strive to maximize utility on a
constant basis by weighting their preferences and values on the pleasure they would
receive from different options. In neoclassic economics, utility theory primarily
focuses on prescriptive utility maximization giving recommendations how individuals
should behave to maximize their utility. Prescriptive utility maximization theory
serves as normative guide in helping the decision maker codify preferences. If
preferences would violate rational preference choices, the theory suggests strategies
so the informed decision maker can revise their rational reference choices and
judgments to eliminate preference inconsistency. Using utility theory, preferences are
constantly transformed into corresponding numerical utility data that maximizes the
individual’s pursuit of happiness. Utility theory provides a powerful set to determine
how to compare actual alternatives. It enables the decision maker’s optimal
preferences to be transformed into a numerical utility structure guided by an
optimization algorithm.
In doing so, standard microeconomic utility theory has been of aid to explain
how to maximize individual outcomes in very many different domains ranging from
marketing research (Greenberg & Collins, 1966; Marquardt, Makens & Larzelere,
1965; Stafford, 1966), food industry quality control of products and corporate
strategies (Read, 1964; Stillson, 1954) and production (Aumann & Kruskal, 1958,
1959; Suzuki, 1957).
2.1.1 Expected utilities
Utility maximization lies at the heart of common sense rational decision making. It
provides a powerful tool to resolve multidimensional value maximization by
weighting the pros and cons of alternatives in additive utility theory. Uncertainty can
be coped with by comparing expectations as to what might results from alternative
choices in expected utility theory. The so-called stochastic utility theory makes
assumptions in terms of probabilities of choice rather than capturing actual
preferences (Debreu, 1958, 1960; Fishburn, 1968; Suppes, 1961). Expected utility
theory therefore introduces a first temporal discussion of expectations of utility rather
than the actual utility derived from a choice later (Alchian, 1953; Marschak, 1950;
Strotz, 1953). Given future uncertainty, the utility of any P can be computed as the
weighted sum of the utilities of the x in X, the weights being the probabilities
assigned by P. The expected utility equation reads (Bernoulli, 1954):
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,
Whereby

stands for utility,

denotes probability of the

(Equation 2.1)
of the separate alternatives

,

. The weighting of different alternatives in relation to each other is exhibited in
indifference curves (Edgeworth, 1881; Pareto, 1906/2014).

2.1.2 Indifference curves
According to utility theory, individuals are constantly evaluating competing choice
options. Given a consumer’s budget constraints and prices of goods, commodity
bundle arise, in which consumers weight alternative options based on their expected
utility derived. Indifference curves connect points on a graph representing different
quantities of two goods, between which a consumer is indifferent. For instance, if a
consumer weights whether or not to buy good x or good y, the indifference curves
would outline how much of good x and good y can be consumed to end with the same
utility given the budget of the consumer. This is how much the utility of one good
must be increased to offset a decrease in the utility of another good.
Graph 1 represents standard indifference curves for two competing goods, good
x and good y. The indifference curve outlines, that the consumer has no preference
for one combination or bundle of goods over a different combination of the same
curve. All points on the curve hold the same utility for the consumer. The
indifference curve is therefore the locus of various points of different combinations of
two goods providing equal utility to the consumer. Indifference curves represent
observable demand patterns for individual consumers over commodity bundles
(Edgeworth, 1881; Pareto, 1906/2014).3
In classical economics, an individual is believed to always being able to rank
any consumption bundles by order of preference (Jevons, 1871).4 The curves are
negatively sloped curves – as the quantity consumed of one good x increases, total
satisfaction increases if not offset by a decrease in the quantity of good y.
Indifference curves fulfill the axioms of completeness, transitivity and strictly convex
preferences. Preferences are complete, meaning the consumer ranks all available
alternative combinations of commodities in terms of satisfaction provided.
Preference rankings are reflexive, transitive, continuous and strongly monotonous.
There is a strongly holding substitution assumption, meaning that consumers are
believed to willingly give up or trade-off some of one good to get more of another.
The fundamental assertion is that there is a maximum amount that a consumer is
willing to give up of one commodity to get another commodity, which will leave the
consumer indifferent between the new and the old situation (Silberberg, 2000).

3 https://archive.org/details/mathematicalpsy01goog
4 http://www.econlib.org/library/YPDBooks/Jevons/jvnPE.html
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Indifference curves are determined by the prices of goods and budget constraints of
consumers. Indifference curves for substitute goods are straight lines – see the
straight line in green in graph 2 representing a budget constraint for substitute goods.
Graph 1: Indifference curve (blue curve) for two goods, good x and good y given their budget
constraint (red line)
Good x

Good y
Graph 2: Indifference curve (green line) for substitute goods, good x and good y
Good x

Good y

The slope of an indifference curve in absolute value is the marginal rate of
substitution, which explains the rate at which consumers are willing to give up one
good in exchange for more of the other good. For most goods the marginal rate of
substitution is not constant so their indifference curves are curved.
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2.1.3 Time preferences
When making decisions, people may contemplate a sequence of choices – some with
outcomes now and some with outcomes later. The so-called hyperbolic conundrum
lies in the present utility often turning into future disutility. Building on standard
neoclassical utility theory offering a first nomenclature of time preferences among the
population, standard utility theory (Fishburn, 1968) therefore categorized types of
decision makers over time into:
(1) extreme impatience: only immediate pleasures are valued, people are
overwhelmingly concerned with immediate pleasures;
(2) impatience: discounting the future, e.g. featured in work of Diamond,
Koopmans and Williamson (1962), Feldstein (1965), Koopmans (1960), Koopmans,
Diamonds and Williamson (1964), Marglin (1963), and Strotz (1957);
(3) eventual impatience: discounting may not occur in the present and the near
future, but all periods sufficiently far away will be discounted at some point in the
future, for instance discussed in Diamond (1965);
(4) time perspective: related to hyperbolic-discounting as in Koopmans et al.
(1964) and Laibson (1997);
(5) no time preference: at the present time, the individual neither discounts nor
overcounts the future with respect to the present – find this idea in the work of
Diamond (1965), Fishburn (1966), Ramsey (1928), Wold (1952);
(6) persistence: stationarity of a consistent preference structure in Diamond
(1965), Koopmans (1960), Koopmans et al. (1964); and
(7) variety: or nonpersistence as consistently varying preference structure as
described in Wold (1952).
Overall, all these notions apply to preferences concerning the future, viewed
from the present given general uncertainty about what our preferences for future
events will be in the future. This nomenclature addresses the problem of capturing
valid preference structures over time that allow stringent predictions of choice
behavior and strategies for future planning (Fishburn, 1968).
While standard neoclassical economic theory defines utility to be about
preferences and values maximization, no theory framework for the predicament
between preferences and values exists to date, which may be theoretically grounded
in the critical extension of neoclassical economics.
On a large scale, utility theory provides inferences about behavioral tendencies
of individuals to predict the reaction of a social group to changes in commodity prices
and incomes. Economists are enabled to evaluate changes of income and prices for
consumers following the greater goal of improving the social good on the basis of
utility predictions. Governance can derive recommendations for prescribing
economic policies that will be overall most beneficial to a society. Welfare
economics is a powerful example of the prescriptive use of utility theory in practice
(Debreu, 1964; Rothenberg, 1961).
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2.2 Behavioral economics
While the theory has its clear merits and noble endeavors to aid decision makers to
discover how to determine the optimal preference structure in a complex world;
behavioral economics found individuals having difficulties to make preference
comparisons on a constant basis in a complex, multidimensional world of uncertainty.
Starting with psychological studies in the wish to derive a predictive ability of
utility preference choices and choice behavior, behavioral economics (Simon, 1993)
revolutionized economic theory by finding human decision making persistently
deviating from rational choice axioms (Sen, 1971, 1993, 1997, 2002a). Whereas
economic utility studies primarily focus on prescriptive approaches to guide how
people should behave to maximize their well-being (Arrow, 1951, 1958; Majumdar,
1958; Simon, 1959); behavioral economists and decision sciences specialists have
rather captured how people actually decide on choices (Becker & McClintock, 1967;
Edwards, 1954, 1961; Luce & Suppes, 1965). Behavioral economics offers an
alternative description how individual actually choose to pursuit their utility
maximization in more intuitive decision approaches. Predictive utility and behavioral
economics thereby followed the wish to aid decision maker cope with a complex
world and discover his or her preference architecture in a set of alternatives under
uncertainty.
Behavioral economists finds human time perception biased (Bowles, 2004;
Camerer, Loewenstein & Rabin, 2004; Ebert & Prelec, 2007; Kahneman, 2011;
Okada & Hoch, 2004; Putnam, 2002; Zauberman, Kim, Malkoc & Bettman, 2009) by
heuristics (Kahneman, Slovic & Tversky, 1982; Simon, 1979), analogical thinking
(Colinsky, 1996; Gentner, 2002), and minimized effort (Allport, 1979; Shah &
Oppenheimer, 2008). An impressive line of research has shown that heuristics lead to
predictable and systematic errors (Tversky & Kahneman, 1974). Individuals are
therefore believed to satisficing regarding their options, meaning to break them down
in less complex choice sets than the actual alternatives (Simon, 1957).
By studying human decision making fallibility and its consequences, behavioral
economics argues that people make decisions based on rules of thumb heuristics that
dominate human choices (Gigerenzer, 2014, 2016; Kahneman & Tversky, 2000).
Laboratory experiments have captured heuristics as mental short-cuts easing mentally
constrained human in a complex world (Cartwright, 2011; Sen, 1977; Simon &
Bartel, 1986). Mental short cuts were outlined to simplify decision making and
substitute difficult questions with easy applicable automatic behavioral reactions
(Kahneman, 2011).
Heuristics cause people to make choices much faster, but ultimately less
logically than more careful, long-form, decision making. From these insights gained,
decision making failures became studied in order to improve human decision making
outcomes over time and in groups (Camerer et al., 2004). These cognitive mental
shortcuts are most crucial if they set humans on a path to erroneous choices over time.
Multi-period decision making addresses that for each time period, another set of
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preferences for the same options can be expected. Decision preference vary over time
in the eye of uncertainty.
One of the major problems detected by behavioral economics lies in preferences
being dependent on past experiences and present expectations, which are time
inconsistent as people’s cognitive capacities (Doyle, 2013) to consider future
outcomes in today’s decisions are limited (Laibson, 1997; Loewenstein, 1992;
Milkman, Rogers & Bazerman, 2009; Read, Loewenstein & Kalyanaraman, 1999;
Read & van Leeuwen, 1998). In carefully designed repetitive-choice situations,
individuals exhibited to have shifting preferences and malleable choices. In
laboratory and field experiments, individuals were found to consider alternatives on a
constant basis based on many factors and attributes that can span a number of time
periods. They have difficulty in arriving at an overall preference between
alternatives, especially when weighting some importance factors on one dimension
and other importance determinates on another (Fishburn, 1968).
While standard microeconomic theory captures exponential temporal
discounting to explain rational decision making; Laibson’s (1997) hyperbolically
decreasing discounting functions describe more accurately choice behavior of
individuals, who tend to be impatient for smaller rewards now rather than waiting for
larger ones later (e.g., Ainslie, 1992; Becker & Murphy, 1988; Doyle, 2013; Estle et
al., 2007; Frederick, Loewenstein & O’Donoghue, 2002; Green, Fry & Myerson,
1994; Green & Myerson, 2004; Hansen, 2006; Henderson & Bateman, 1995; Kirby,
1997; Kirby & Marakovic, 1995; Laibson, 1997; Loewenstein & Prelec, 1993;
Mazur, 1987; Meyer, 2013; Murphy, Vuchinich & Simpson, 2001; Myerson & Green,
1995; Rachlin, Raineri & Cross, 1991; Sterner, 1994). Dynamically inconsistent
preferences reverse as people are patient when deciding for the future and impatient
when choosing for now (Hornsby, 2007; Laibson, 1997; McClure, Ericson, Laibson,
Loewenstein & Cohen, 2007; Meyer, 2013; Reed & Martens, 2011; Thaler, 1981).
Field and laboratory experiments provide widespread empirical evidence for
hyperbolic discounting and self-control failures (Frederick et al., 2002; Hoch &
Loewenstein, 1991; Sen, 1971, 2002) on money management (Alberini & Chiabai,
2007; Chabris, Laibson & Schuldt, 2008; Coller & Williams, 1999; Harrison, Lau &
Williams, 2002; Keller & Strazzera, 2002; Kirby & Marakovic, 1995; Laibson, 1997;
Laibson, Repetto & Tobacman, 2003; Salanié & Treich, 2005; Slonim, Carlson &
Bettinger, 2007; Thaler & Shefrin, 1981; Warner & Pleeter, 2007), financial benefits
(Cairns & van der Pol, 2008), credit card debt (Meier & Sprenger, 2010; Shui &
Ausubel, 2004), medical adherence (Trope & Fishbach, 2000), public health
(Bosworth, Cameron & DeShazo, 2006; Cameron & Gerdes, 2003; Chapman, 1996a;
Duflo, Banerjee, Glennerster & Kothari, 2010; Horowitz & Carson, 1990; van der Pol
& Cairns, 2001), addiction (Badger, Bickel, Giordano, Jacobs, Loewenstein &
Marsch, 2007; Becker & Murphy, 1988; Heyman, 1996; Laux & Peck, 2007;
Madden, Bickel & Jacobs, 1999; Petry & Casarella, 1999), social security
(Mastrobuoni & Weinberg, 2009), fiscal policies (Keeler & Cretin, 1983),
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commitment (Duflo, Kremer & Robinson, 2008; Sen, 1977, 2002b), health exercise
(DellaVigna & Malmendier, 2004, 2006), employment (DellaVigna & Paserman,
2005), procrastination (Reuben, Sapienza & Zingales, 2010), diet (Read & van
Leeuwen, 1998), subscription discipline (Oster & Scott-Morton, 2005), animal care
(Green & Myerson, 1994; Mazur, 1987), and consumption (Milkman, Rogers &
Bazerman, 2008; Read et al., 1999; Wertenbroch, 1998). Failures to disciplinedly
stick to plans for giving in to immediate desires (Ainslie & Haslam, 1992; Read,
Frederick & Airoldi, 2012; Strotz, 1956) are explained by people caring less about
future outcomes in the eye of future uncertainty (Luce & Raiffa, 1957; Shackle,
1955), perceived risk (Mas-Colell, Whinston & Green, 1995), and transaction costs
(Chung & Herrnstein, 1967; Epper, Fehr-Duda & Bruhin, 2011; Frederick et al.,
2002; Kirby & Herrnstein, 1995; Mazur, 1987; Read, 2001). Presenting temporal
snapshots for now and later concurrently helps overcome myopia (Puaschunder &
Schwarz, 2012).
The wealth of behavioral economics theories on utility
maximization deviations is – to this day – silent about decision making conflicts
between preferences and values in the domains of information sharing and privacy.

3. Information sharing and privacy
The preference for communication is inherent in human beings as a distinct feature of
humanity. Leaving a written legacy that can inform many generations to come is a
humane-unique advancement of society. At the same time, however, privacy is a core
human value. People choose what information to share with whom and like to protect
some parts of their selves in secrecy. Protecting people’s privacy is a codified virtue
around the world to uphold the individual’s dignity. Yet to this day, no utility theory
exists to describe the conflict arising from the individual preference to communicate
and the value of privacy.
3.1 The humane-need for communication
The act of conveying intended meanings from one entity or group to another through
the use of mutually understood signs and semiotic rules is the act of communication.
Communication is a key feature of humans, animals and even plants (Witzany, 2012).
Steps inherent to all human communication are the formation of communicative
motivation and reason, message composition as further internal or technical elaboration
on what exactly to express, message encoding, transmission of the encoded message as
a sequence of signals using a specific channel or medium, noise sources influencing the
quality of signals propagating from the sender to one or more receivers, reception of
signals and reassembling of the encoded message from a sequence of received signals,
decoding of the reassembled encoded message and interpretation or sense making of
the presumed original message (Shannon, 1948). Information sharing implying giving
up privacy is at the core of communication. Communication can be verbal and nonverbal. Comprising very many different domains ranging from business, politics,
interpersonal, social to mass media; communication is a humane-imbued wish and
center core of every functioning society. In society, language is used to exchange ideas
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and embody theories of reality. Language is the driver of social progress (Orwell,
1949). Linguists find discourse and information sharing inseparable from socioeconomic societal advancement (Fowler, Hodge, Kress & Trew, 1979).
Language and communication modes are implicit determinations of social strata
(Orwell, 1949). Different institutions and media sources have different varieties of
language and information sharing styles. Access to information is related to social
status and market power. Information receipt is an implicit determinant to classify
and rank people to assert institutional or personal status in society (Fowler et al.,
1979). Mass communication echoes in economic cycles in the creation of booms and
busts (Puaschunder, work in progress). Media is also a hallmark of propaganda and
political control (Besley & Prat, 2006). At the same time, privacy is a human virtue
around the world.
3.2 Privacy as a human virtue
Privacy is the ability of an individual or group to seclude themselves, or information
about themselves, and thereby share information about themselves selectively. The
right to privacy grants the ability to choose which information about parts of the self
can be accessed by others and to control the extent, manner and timing of the use of
those parts we choose to disclose. Privacy comprises of the right to be let alone, the
option to limit the access others have to one’s personal information and secrecy as the
option to conceal any information about oneself (Solove, 2008).
The degree of privacy varies in autonomy levels throughout individualistic and
collectivism cultures. While the boundaries and contents protected and what is
considered as private differ widely among cultures and individuals, the common
sense in the world is that some parts of the self should be protected as private.
Privacy has a valued feature of being something inherently special or sensitive
to a person, which can create value and specialty if shared with only a selected person
or group. The domain of privacy partially overlaps with security, confidentiality and
secrecy, which are codified and legally protected throughout the world, mainly in
privacy laws but also in natural laws of virtues of integrity and dignity. Privacy is
seen as a collective core human value and fundamental human right, which is upheld
in constitutions around the world5 (Johnson, 2009).
In personal relations, privacy can be voluntarily sacrificed, normally in
exchange for reciprocity and perceived benefits. Sharing private information can
breed trust and bestow meaningfulness to social relations. Giving up privacy holds
risks of uncertainty and losses, which are undescribed in economics and in particular
the behavioral economics literature on intertemporal decision making (Gaudeul &
Giannetti, 2017). People tend to be more willing to voluntarily sacrifice privacy if the
data gatherer is seen to be transparent as to what information is gathered and how the
5 E.g., Asian-Pacific Economic Cooperation, Australia, Brazil, Canada, China, European Union, Italy,
Japan, Korea, Organisation for Economic Co-operation and Development, South Africa, United
Kingdom, United Nations, United States, Universal Declaration of Human Rights – to name a few.
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information will be used (Oulasvirta, Suomalainen, Hamari, Lampinen & Karvonen,
2014). Privacy as a prerequisite for the development of a sense of self-identity is a
core of humanness (Altman, 1975).
Privacy is often protected to avoid
discrimination, manipulation, exploitation, embarrassment and risks of reputational
losses, for instance, in the domains of body parts, home and property, general
information of private financial situations, medical records, political affiliation,
religious denomination, thoughts, feelings and identity. Technological shocks have a
history of challenging privacy standards (Warren & Brandeis, 1890). The age of
instant messaging and big data, however, has leveraged the idea of privacy to another
dimension. The concept of information privacy has become more significant as more
systems controlling big data appear in the digital age.
3.3 Privacy in the digital big data era
The amount of big data stored each second has reached an all time high in the digital era.
Internet privacy is the ability to determine what information one reveals or withholds
about oneself over the internet, who has access to personal information and for what
purpose one’s information may be used. Privacy laws in many countries have started to
adapt to changes in technology in order to cope with unprecedented constant information
surveillance possibilities, big data storage opportunities and computational power peaks.
For instance, Microsoft reports that 75 percent of U.S. recruiters and human-resource
professionals use online data about candidates, often using information provided by
search engines, social-network sites, photo and video sharing tools, personal web
appearances like websites and blogs, as well as Twitter. Social media tools have become
large-scale factories with unpaid labor. For instance, Facebook accounts for the largest
social-network site with nearly 1,490 million members, who upload over 4.75 billion
pieces of content about their lives and that of others daily. The accuracy of this
information also appears questionable, with about 83.09 million accounts assumed to be
fake. Aside from directly observable information, social media sites can also easily track
browing logs and patterns, search queries or secondary information giving inferences
about sexual orientation, political and religious views, race, substance use, intelligence
and overall personality, mental status, individual views and preferences (Kosinski,
Stillwell & Graepel, 2013; Kosinski, Bachrach, Stillwell, Kohli & Graepel, in press). As
for the unprecedented possibilities to collect data, store big data and aggregate
information that can be compared to big data Gestalt over time and society, privacy has
leveraged into one of the most fragile areas in the electronic age, demanding for legal
protection, regulatory control and e-ethics (Flaherty, 1989). Today, the existing global
privacy rights framework in the digital age has been criticized to be incoherent,
inefficient and in need for revision. Global privacy frameworks are demanded to be
established. To this day there is no economic framework on information sharing and
privacy control. While – for instance – Posner (1981) criticizes privacy for concealing
information, which reduces market efficiency; Lessig (2006) advocates for regulated
online privacy. Yet to this day, there is no behavioral decision making frame to explain
the privacy paradox of the individual predicament between the humane-imbued
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preference to communicate and share information versus the value of privacy. We have
no behavioral economics description of the privacy paradox of inconsistency between
privacy concerns and online information sharing behavior.

4. A utility theory of information sharing and privacy
Building on classical utility theory, individuals are constantly evaluating competing
choice options. Individuals weight alternative options based on their expected utility
derived. Indifference curves would then connect points on a graph representing
different quantities of two goods, between which an individual is indifferent. In the case
of the privacy paradox of information sharing preferences and privacy values, a person
would weights whether or not to share information s or choose the information to
remain private p. The respective indifference curves would outline how much of
information sharing s and privacy p can be enabled to end with the same utility given
the budget of overall information held by the decision maker.
Graph 3 represents the respective indifference curves for information sharing s and
privacy p. That is, the individual has no preference for one combination or bundle of
information sharing or privacy over a different combination of the same curve. All points
on the curve hold the same utility for the individual. The indifference curve is therefore
the locus of various points of different combinations of privacy and information sharing
providing equal utility to her or him. Indifference curves are thereby seen to represent
potentially observable behavioral patterns for individuals over information bundles. The
indifference curve for information sharing s and privacy p is subject to communication
and information constraints, hence all information budgets and communication
opportunities. There is only a finite amount of information and there may be
environmental conditions determining if people can exchange and share information. As
exhibited in graph 3, the indifference curve for information sharing s and privacy p is a
straight line given the assumption that information sharing or privacy are substitutes.
Graph 3: Indifference curve (blue line) for information sharing s and privacy p given the total
information and communication constraint
Information sharing s

Privacy p
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While in classical economics, an individual was believed to always being able to rank
any consumption bundles by order of preference (Jevons, 1871);6 the indifference
curve for information sharing s and privacy p subject to communication and
information constraints may feature a hyper-hyperbolic element or temporal
dimension. The information share moment may thereby be a reference point. At the
moment of the information sharing decision, it may not be foreseeable what the future
implication of the information sharing is. In addition, in the digital big data era,
information share online may hold unforeseen risks of privacy merchants or social
media capitalists that commercialize information reaping hidden benefits from the
information provided (Etzioni, 2012; Puaschunder, 2017; The Economist, November
4, 2017).7 The subjective additive utility of information shared tranche by tranche
may underestimate the big data holder’s advantage to reap benefits from information
shared given unprecedented data storage and big data computation power advantages
of the big data era. The big data information holder may therefore benefit from the
history of information and the relation of the individual’s information in comparison
to the general population to an unknown degree given missing e-literacy and
transparency. Comparison to the general public may lead to an implicit
underrepresentation and hence discrimination of vulnerable groups. For instance,
certain groups that may not be represented online will therefore likely face an underadvocacy of their rights and needs. Unprecedented computational power and storage
opportunities have created the possibility to hoard information over time and put it in
context with the rest of the population in order to draw inferences about the
information sharer (The New York Times, November 14, 2017).8 The digital age and
era of instant information sharing have therefore heralded problems of individuals
who give in their basic humane need for information communication to become
vulnerable over time.
While regular hyperbolic discounting captures a game theoretical predicament
of the self now versus the self later, the information offering more of a Gestalt in the
eyes of the big data holder, leverages hyperbolic discounting to a game theory against
uncertainty on the end of the big data holder. The hyper-hyperbolic discounting
fallibility therefore may describe that at the moment of information sharing, the
individual has hardly any grasp what is implied in the giving up of privacy. The
individual only focuses on the current moment trade-off between information sharing
and privacy upholding, but hardly has any insights what the compiled information
over time holds for big data moguls. As for holding computational and storage
advantages, the social media big data moguls can form a Gestalt which is more than
the sheer sum of the individual information shared, also in comparison to the general
6 http://www.econlib.org/library/YPDBooks/Jevons/jvnPE.html

7 https://www.economist.com/news/leaders/21730871-facebook-google-and-twitter-were-supposed-savepolitics-good-information-drove-out
8 https://www.nytimes.com/2017/11/14/business/dealbook/taxing-companies-for-using-our-personaldata.html?rref=collection%2Fsectioncollection%2Fbusiness&action=click&contentCollection=busine
ss&region=stream&module=stream_unit&version=latest&contentPlacement=8&pgtype=sectionfront
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populace’s data. The shared information can also be resold to companies (Etzioni,
2012; The New York Times, November 14, 2017).9 In relation to other people’s
information, the big data moguls can make predictions about their choices and
behaviors.10 Information can also be used for governance purposes, for instance tax
compliance and border control mechanisms (Puaschunder, 2017). Some governments
have recently used big data to check the accuracy of tax reports but also to detect
people’s political views when crossing borders (Puaschunder, 2017). Lastly, the use
of big data inferences also implies hidden persuasion means – nudging can be turned
against innocent information sharers who have no long-term and computational
advantage to foresee the impact of the information share (The Economist, November
4, 2017; Puaschunder, 2017).11
While behavioral economics hyperbolic discounting theory introduces the idea of
time-inconsistency of preferences between an individual now and the same individual
in the future; hyper-hyperbolic discounting underlines that in the case of information
sharing preferences this fallibility is exacerbated since individuals lose control over
their data and big data moguls can reap surplus value from the social media consumerworkers’ information sharing and derive information complied over time and in relation
to the general norm to draw inferences about the innocent information sharer. With the
modern digital era, all these features open an information sharer versus information
reaper divide in the big data age (Puaschunder, 2017).
4.1 Expected utility and subjective probability in the digital big data era
In accordance with neo-classical utility theory, alternatives are supposed to be
weighted based on the resulting consequences dependent on uncertain aspects of the
environment. But in the digital big data era, individuals simply lack an oversight of
the consequences of information sharing. Assumptions on preferences of information
sharing are skewed leading to an underestimation of the consequences of
amalgamated information and private information evaluated in relation to other’s
data. Assignment of utilities to the consequences are underinflated. The utility of
information sharing is thus the underweighted sum of the utilities of the
consequences.
4.2 Time preferences
Following the standard neo-classical nomenclature of time preferences among the
population, an information sharing preference over time is introduced. Multi-period
decision making addresses that for each time period, another set of preferences for the
9

https://www.nytimes.com/2017/11/14/business/dealbook/taxing-companies-for-using-our-personaldata.html?rref=collection%2Fsectioncollection%2Fbusiness&action=click&contentCollection=busine
ss&region=stream&module=stream_unit&version=latest&contentPlacement=8&pgtype=sectionfront
10
https://www.nytimes.com/2017/11/14/business/dealbook/taxing-companies-for-using-our-personaldata.html?rref=collection%2Fsectioncollection%2Fbusiness&action=click&contentCollection=busine
ss&region=stream&module=stream_unit&version=latest&contentPlacement=8&pgtype=sectionfront
11
https://www.economist.com/news/leaders/21730871-facebook-google-and-twitter-were-supposedsave-politics-good-information-drove-out
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same options can be expected. The populace may therefore be theoretically
categorizes into
(1) Extreme impatience: extreme information sharing as the individual values
immediate pleasure of information sharing, information is shared without hesitation,
impression management may play a role in this.
(2) Impatience: discounting the future impact of information, uninformed information
sharing nature. This is the case if an individual shares information although having a
hunch that this information sharing may create problems in the future, called the
privacy paradox.
(3) Eventual impatience: discounting the future impact of information at some point
in the future leads to controlled information sharing, very likely choosing what
categories to expose to public.
(4) Time perspective: related to hyper-hyperbolic discounting awareness, individuals
may control information sharing, for instance, these individuals may participate in
social media only to reap information from others but not contribute additional
information beyond what is required. This type has a controlled privacy and is
engaged in social media solely to reap benefits of other’s information from social
media networks.
(5) No time preference: at the present time the individual neither discounts nor
overcounts the future with respect to the present, which may be true for individuals
who do not at all participate in social media communication and are blasé about
information sharing and gaining information on social media,
(6) Persistence: consistent preference structure regarding information sharing may
result in informed information sharing with no regrets, and
(7) Variety: consistently varying preference structure regarding information sharing,
likely dependent on the content of information shared, may result in information
sharing with regrets afterwards. These individuals have no stringent position towards
information sharing or privacy preference, likely have categories for what to share
and what not. This type varies in information preferences over time and by subject
category.
This nomenclature addresses the problem of capturing valid preference
structures over time that allow stringent predictions of choice behavior and strategies
for future planning (Fishburn, 1968). The nomenclature also highlights that the
selection of information sharing or privacy has an impact on our later choices.
Addressing this predicament, Klein and Meckling (1958) suggest the best strategy
given future uncertainties is to concentrate attention on immediate decisions that lead
toward the main objective while preserving a reasonable degree of freedom in future
choices. While Strotz (1957) considers the maximization of utility in an additive,
discounted form over a continuous-time future and powerful research on hyperbolic
discounting has unraveled pre-commitment and consistent planning as means to curb
harmful decision making fallibility. Yet the age of social media generated big data
may impose novel hyperbolic discounting fallibility onto the information-sharing
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individual (Behears, Choi, Laibson, Madrian & Sakong, 2011; Chabris, Laibson &
Schuldt, 2008; Koopmans, 1964).
4.3 Expected utility and subjective probability
In accordance with neo-classical utility theory, alternatives are weighted based on the
resulting consequences dependent on uncertain aspects of the environment.
Assumptions on preferences between such alternatives lead to an assignment of
utilities to the consequences and to the alternatives plus an assignment of subjective
probabilities to the possible states of the environment. The utility of an alternative
can therefore be written as a weighted sum of the utilities of the consequences. The
weight for any alternative-consequence pair is the subjective probability associated
with the states of the environment that yield the given consequence when the given
alternative is used (Fishburn, 1968).
Regarding expected utility, the overall expected utility equation for information
sharing and privacy reads
,
whereby w stands for weight,

(Equation 4.1)
is the utility of information sharing and

the utility of

privacy.
The weighted expected utility equation reads
(Equation 4.2)
whereby

is the probability of information sharing utility and

the

probability of privacy.

In the digital age, the utility of privacy is expected to have a marginal
exponential value given the exponential rise of utility for the big data holder to reap
benefits from data. The more data is held, the more complex relations can be
unraveled by the big data holder. Information can be put into context of time and
population correlates.

5. Discussion
In the age of instant communication and social media big data; the need for
understanding people’s trade off between communication and privacy has leveraged
to unprecedented momentum. For one, enormous data storage capacities and
computational power in the e-big data era have created unforeseen opportunities for
big data hoarding corporations to reap hidden benefits from individual’s information
sharing.
In the 21st century, the turnover of information and the aggregation of social
informational capital has revolutionized the world. In the wake of the emergence of
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new social media communication and interaction methods, a facilitation of the
extraction of surplus value in shared information has begun. Computational
procedures for data collection, storage and access in the large-scale data processing
have been refined for real-time and historical data analysis, spatial and temporal
results as well as forecasting and now-casting throughout recent decades. All these
advancements have offered a multitude of in-depth information on human biases and
imperfections as well as social representations and collective economic trends
(Minsky, 1977; Moscovici, 1988; Wagner & Hayes, 2005; Wagner, Lorenzi-Cioldi,
Mankova & Rose, 1999; Puaschunder, 2015).
The digital age has brought about unprecedented opportunities to amalgamate
big data information that can directly be used to derive inferences about people’s
preferences in order to nudge and wink them in the nudgitalist’s favor. In today’s
nudgital society, information has become a source of competitive advantage.
Technological advancement and the social media revolution have increased the
production of surplus value through access to combined information. Human
decisions to voluntarily share information with others in the search for the humane
pleasure derived from communication is objectified in human economic relations.
Unprecedented data storage possibilities and computational power in the digital age,
have leveraged information sharing and personal data into an exclusive asset that
divides society in those who have behavioral insights derived from a large amount of
data (the nudgers) and those whose will is manipulated (the nudged).
The implicit institutional configuration of a hidden hierarchy of the nudgital
society is structured as follows: Different actors engage in concerted action in the
social media marketplace. The nudgital-brokers are owners and buyers of social
media space, which becomes the implicit means of the production. In the age of
instant global information transfer, the so-called social media industrialist-capitalist
provides the social media platform, on which the social media consumer-workers get
to share information about their life and express their opinion online for free. In their
zest for a creation of a digital identity on social media platforms, a ‘commodification
of the self’ occurs. Social media consumer-producer-worker are sharing information
and expressing themselves, which contributes to the creation of social media
experience (Puaschunder, 2017).
The hidden power in the nudgitalist society is distributed unevenly, whereby the
social media consumer-workers are slaves, who receive no wages in return for their
labor, falling for their own human nature to express themselves and communicate
with one-another. Social media consumer-workers also engage in social media
expression as for their social status striving in the social media platforms, where they
can promote themselves. By posing to others in search for social status enhancement
and likes, they engage in voluntary obedience to the social media capitalistindustrialist who sells their labor power product of aggregated information to either
capitalists or technocrats. The social media consumer-worker’s use value is inherent
in their intrinsic motivation to satisfy a human need or want to communicate and gain
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respect from their community. The use value of the commodity is a social use value,
which has a generally accepted use-value derived from others’ attention and respect
in the wake of information sharing in society. The social media provider gives the
use value an outlet or frame, which allows the social media consumer-worker to
express information, compare oneself to others and gain information about the social
relation to others. The consumer-laborer thereby becomes the producer of
information, releasing it to the wider audience and the social media industrialist. This
use value only becomes a reality by the use or consumption of the social media and
constitute the substance of consumption. The tool becomes an encyclopedic
knowledge and joy source derived from the commodity.
But the use of social media is not an end in itself but a means for gathering
more information that can then be amalgamated by the social media capitalistindustrialist, who harvests its use value to aid nudgers (Marx, 1867/1995). It is a
social form of wealth, in form of social status and access to knowledge about others
that the use value materializes on the side of the industrialist in the exchange value.
For the social media industrialist, who is engaged in economic and governmental
relations, the exchange value of the information provided by his or her social media
consumer-laborers is the information released and consumption patterns studied. In
exchange this allows to derive knowledge about purchasing and consumption patterns
of the populace and therefore creates opportunities to better nudge consumers and
control the populace. With the amalgamated information the social media
industrialist-capitalist can gain information about common trends that can aid
governmental officials and technocrats in ensuring security and governance purposes.
Further, the social media platform can be used for marketing and governmental
information disclaimers.
Exchange value is a social process of self-interested economic actors taking
advantage of information sharing based on utility derived from consuming the social
media. The social media industrialist-capitalist can negotiate a price based on the
access to the social media consumer-worker’s attention and sell promotion space to
marketers. The exchange value of the commodity of information share also derives
from the subjective perception of the value of amalgamated data. Exchanged
information can be amalgamated by the social media industrialist-capitalist and traded
to other market actors. Exchange value is derived from integrating everything the
worker is and does, so both in his creative potential and how he or she relates to
others. Exchange value also stems from the exchange of the commodity of
amalgamated information that enables an elite to nudge the general populace. The
amalgam of information as a premium signals the average opinion and how the
majority reacts to changing environments, which allows inferences about current
trends and predictions how to react to market changes.
Underlying motives may be the humane desire for prestige and distinction on
both sides – the industrialist-capitalist’s and the consumer-worker’s. From the
industrialist-capitalist’s perspective, monetary motives may play a role in the
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materialization of information; on the consumer-worker’s side it is the prestige gained
from likes, hence respect for an online identity created. The benefits of the superior
class are the power to nudge, grounded on the people’s striving for prestige and
image boosts. Impression management and emotions may play a vital role in
seducing people to share information about themselves and derive pleasure for
sharing (Evans & Krueger, 2009; Horberg, Oveis & Keltner, 2011; Lerner, Small &
Loewenstein, 2004). Social norms and herding behavior may be additional
information sharing drivers (Paluck, 2009). The realization of prestige stems from
creating a favorable image of oneself online, which signs up the workers in a
psychological quasi-contract to provide more and more information online and in a
self-expanding value. Prestige is also gained in the materialization of information as
asset by the capitalist-industrialist, who reaps the surplus value of the
commodification of the self of the consumer-worker (Marx, 1867/1995). The social
media capitalist-industrialist therefore increases their capital based on the social
media consumer-worker’s innocent private information share. The social media
capitalist-industrialist also accumulated nudgital, the power to nudge.
This information sharing opens a gate for the social media provider to reap
surplus value from the information gathered on social platforms and to nudge the
social media consumer-producers or resell their amalgamated information to nudgers.
Crucial to the idea of exploitation is the wealth or power of information in the digital
age. Surplus of information can be used to nudge in markets and by the force of
governments. To acknowledge social media consumers as producers lead to the
conclusion of them being underpaid workers in a direct wage labor exploitation.
Surplus gravitates towards the social media owning class. Information becomes a
commodity and commodification a social product by the nature of communication.
Commodification of information occurs through the trade of information about the
consumer-worker and by gaining access to nudge consumer-workers on social
platforms. The transformation of a labor-product into a commodity occurs if
information is used for marketing or governance purposes to nudge people. In the
contemporary big data society, the nudged social media user therefore end up in a
situation where they are unwaged laborers, providing the content of entertainment
within social media, whereas the social media industrialist-capitalist, who only offers
the information brokerage platform, reaps benefits from the amalgamated information
shared. Not just labor power but the whole person becomes the exchange value, so
one could even define the consumer-worker as utility-slave.
The technological complexity of digital media indicates how interrelated social,
use and exchange value creation are. All commodities are social products of labor,
created and exchanged by a community, with each commodity producer contributing
his or her time to the societal division of labor. Use value is derived by the consumerworker being socially related insofar as private consumption becomes collective. The
use value thereby becomes the object of satisfaction of the human need for social care
and want for social interaction. The use value becomes modified by the modern
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relations of production in the social media space as the consumer-worker intervenes
to modify information. What the consumer-worker says on social media, for the sake
of communication and expression but also in search for social feedback, is confined
by the social media industrialist-capitalist, who transforms the use value into
exchange value by materializing the voluntary information share by summing it up
and presenting it to nudgers, who then derive from the information marketability and
nudgitability of the consumer-workers. All information sharing has value, or labor
value, the abstract labor time needed to produce it. The commodification of a good
and service often involves a considerable practical accomplishment in trade.
Exchange value manifests itself totally independent of use value. Exchange means
the quantification of data, hence putting it into monetary units. In absolute terms,
exchange value can be measured in the monetary prices social media industrialistcapitalists gain from selling advertisement space to nudging marketers but also to
public and private actors who want to learn about consumer behavior in the digital
market arena and influence consumers and the populace. The exchange value can
also be quantified in the average consumption-labor hours of the consumers-workers.
While in the practical sense, prices are usually referred to in labor hours, as units of
account, there are hidden costs and risks that have to factored into the equation, such
as, for instance, missing governmental oversight and taxing of exchange value.
Overall, there is a decisive social role difference between the new media
capitalist-industrialist and the social media consumer-worker. The social media
provider is an industrialist and social connection owner, who lends out a tool for
people to connect and engage with. As the innovative entrepreneur who offers a new
media tool, the industrialist also becomes the wholesale merchant in selling market
space to advertisement and trading information of his customers or workers, who are
actively and voluntarily engaging in media tools (Schumpeter, 1949). The social
media consumers turn into workers, or even slaves if considering the missing direct
monetary remuneration for their information share and since being engaged in the
new media tool rather than selling their labor power for money in the market place
holds opportunity costs of foregone labor. While selling their commodity labor
power, the social media consumer-workers are also consumers of the new media tool
laden information, which can be infiltrated with advertisement. The social media
capitalist-industrialist not only reaps exchange value benefits through access to
people’s attention through selling advertisement space, but also grants means to
nudge the consumers into purchasing acts or wink the populace for governance
authorities (Marx, 1867/1995). The social media capitalist-industrialist thereby
engages in conversion of surplus value through information sharing into profit as well
as selling attention space access and private data of the consumer-workers.
When the new media consumer-workers’ amalgam of provided information gets
added up to big data sets, it can be used by capitalists and governance specialists.
Over time the nudgital society emerges, as the nudging social media industrialistcapitalists form a Gestalt of several bits and pieces put together about the nudged
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social media consumer-producer-worker-slaves. Information gets systematically
added up providing invaluable behavioral insights. Information in its raw form and in
amalgamated consistency then gets channeled from the broad working body on social
media into the hands of a restricted group or societal class. This circulation of
information and the distribution into those who provide a medium of information
exchange and those who exchange information that then forms a society in those who
nudge and those who are nudged implying an inherent social class divide.
In the nature of exchange, nudgital becomes an abstract social power, a
property claim to surplus value through information. Value can be expropriated
through the exchange of information between the industrialist-capitalist and the
nudgitalist. Exchange value has an inherent nature of implicit class division.
Exchange value represents the nudgitalists’ purchasing power expressed in his ability
to gain labor time that is required for information sharing as a result of the labor done
to produce it and the ability to engage in privacy infringements. The social media
industrialist-capitalists implicitly commands labor to produce more of data through
social nudging and tapping into humane needs to communicate and express
themselves, whereby he or her use a reacting army of labor encouraging information
share through social gratification in the form of likes and emoticons. The reacting
army of labor is comprised of social media users, who degrade into hidden laborers
that are not directly compensated for their information share and cheerleading others
to do the same. The nudgital society’s paradox is that information sharing in the
social compound gets pitted against privacy protecting alienation.
The nudgitalist exploitation also holds when technocrats use heuristics and
nudges to create selfish outcomes or undermine democracy. Ethical abysses of the
nudgital society open when the social media is used for public opinion building and
public discourse restructuring. Social media not only allows to estimate target
audience’s preferences and societal trends but also imposes direct and indirect
influence onto society by shaping the public opinion with real and alternative facts.
Government officials’ gaining information about the populace that can be used to
interfere in the democratic voting process, for instance in regards to curbing voting
behavior or misinformation leading people astray from their own will and wishes.
The social intertwining of the media platform and the democratic act of voting has
been outlined in recent votes that were accused to have been compromised by
availability heuristic biases and fake news. Data can also be turned against the social
media consumer-worker by governance technocrats for the sake of security and
protection purposes, for instance, social media information can be linked together tax
verification purposes.
Governments have been transformed under the impact of the digital revolution.
Instant information flow, computational power and visualization techniques,
sophisticated computer technologies and unprecedented analytical tools allow policy
makers to interact with citizens more efficiently and make well-informed decisions
based on personal data. New media technologies equip individuals with constant
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information flows about informal networks and personal data. Novel outreach
channels have created innovative ways to participate in public decision making
processes with a partially unknown societal impact at a larger scale, scope and faster
pace than ever before. Big data analytics and the internet of things automate many
public outreach activities and services in the 21st century. Not only do we benefit
from the greatly increasing efficiency of information transfer, but there may also be
potential costs and risks of ubiquitous surveillance and implicit persuasion means that
may threaten democracy. The digital era governance and democracy features datadriven security in central and local governments through algorithmic surveillance.
Open source data movements can become a governance regulation tool. In the
sharing economy public opinion and participation in the democratic process has
become dependent on data literacy. Research on the nudgital society holds key
necessary information about capacity-building and knowledge sharing within
government with respect for certain inalienable rights of privacy protection. The
nudgital society’s paradox that information sharing in the social compound gets pitted
against privacy protecting alienation requires an ideological superstructure to sustain
and tolerate hidden exploitation.
All these features are modern times phenomena as the technology and big data
creating computational power is currently emerging. The transferability of the
commodity of information itself, hence the big data amalgamation over time and
space to store, package, preserve and transport information from one owner to another
appears critical. The legal leeway to allow private information sharing implicitly
leads to individuals losing their private ownership rights to the commodity of
information upon release on social media and the right to trade information. The
transferability of these private rights from one owner to another may infringe on
privacy protection, human rights and humane dignity upholding mandates.
Not only pointing at the ethical downfalls of the nudgital society, also defining
social media users as workers is of monumental significance to understand the
construction of the nudgital society and bestow upon us social media consumerworkers labor rights. The technical relationship between the different economic
actors are completely voluntary and based on trust (Puaschunder, 2016). The creation
of use value is outsourced to the community (e.g., in likes) and the share of
information about the workers from the social media capitalist to the market or
nudgitalists remains without a clear work contract and without protection of a labor
union. The worker-employer relationship needs to be protected and a minimum wage
should settle for the market value of the worker producing during the working day.
Wages would be needed to maintain their labor power of the workers minus the costs
of the production. Unpaid laborers should not only be compensated for their
opportunity costs of time but should enjoy the workers’ privilege of right to privacy,
prevention of misuse of the information they share and have the right to access to
accurate information but also protection from nudging in the establishment of the
right to voluntary fail.
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The nature of making profit from information in exchange value is
questionable. Information exchange of the industrialist-capitalist is different than
neoclassical goods and services trade insofar since for the capitalist-industrialist
making money off privacy and the consumer-workers share of information without
knowledge and/or control over the recipient of the amalgamated mass of privacy
released. Workers are never indifferent to their use value and their inputs may also
produce unfavorable outcomes for them. The exchange value will sell for an
adequate profit and is legally permitted, yet it can destroy the reputation and standing
as well as potentially the access of the individual to country entrance if considering
the proposed social media information release mandate at border controls. Care must
be taken for privacy infringement and the product of amalgamated big data and how
useful it is for society.
By shedding light on these risks of the social media age and the implicit
dynamism of capitalism forming around information, a social formation of social
media workers’ right can be heralded. Social media user-workers should be defined
to hold inalienable rights to privacy and be forgotten (part 4.1), to be protected from
data misuse of information they share (part 4.2), they should be granted the right to
access of accurate information (part 4.3) and – in light of the nudgitalist audacity –
the right to fail (part 4.4).
5.1 People’s right to privacy and to be forgotten
The transformation of a use value into a social use value and into a commodity has
technical, social and political preconditions. Information gets traded and ownership
of privacy transferred in information sharing. Upon sharing information on social
media, the consumer-worker bestows the social media capitalist-industrialist with
access to previously private information. The social media capitalists then transforms
the information into use value by offering and selling the bundled information to
nudgitalists, who then can draw inferences about certain consumer group’s
preferences and guide their choices.
Overall, the nudgital society leads to a dangerous infringement upon the
independence of individuals in their freedom of choice and a social stratification into
those who have access to the amalgamated information of social media consumerworkers. There is a trade-off between communication and privacy in an implicit
contract of the use of personal data. Power is exercised through the accumulation of
information, including the quality of insatiability of social media consumer-workers
to constantly upload information and the social media capitalist-industrialist reaping
profits from selling it.
Social media thereby reveals to hold a sticky memory that allows storage of
information in the international arena eternally. Privacy and information share
regulations depend on national governments. For instance, in the commodification of
privacy, the EU is much more beneficial to consumers than that of the US. Data
protection and commercial privacy are considered as fundamental human rights to be
safeguarded in Europe. In contrast, the US approach towards commercial privacy
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focuses on only protection the economic interests of consumers. Current privacy
regulations are considered as not sufficient in targeting actions that cause noneconomic and other kinds of harm to consumers.
Privacy and information sharing guidelines appear to be culturally-dependent
phenomena. Information about privacy boundary conditions can be obtained from the
transatlantic dialog between the US and Europe on privacy protection. While in
Europe health care data is public, in Canada, there is a public interest to make the data
more public. The EU’s privacy approach is based on Article 7 and 8 of the Charter of
the Fundamental Rights of the EU, which grants individuals rights to protection,
access and request of data concerning him or herself. European privacy is oriented
around consumer consent. The 2016 EU General Data Protection Regulation (GDPR)
ruled the right to be forgotten under certain circumstances. Consumer consent and
dealing with incomplete, outdated and irrelevant information is legally regulated.
GDPR establishes regulatory fines for non-complying companies applicable to
foreign companies whose data processing actions are related to ‘good and services’
that they provide to data subjects in the EU, so also including US companies
operating in the virtual space accessible by European citizens. The EU privacy
approach offers member states flexibility in data management for national security
and other exceptional circumstances but also protects civilians from common
potential circumstances for data abuse; while there are standardized data management
policy procedures regardless of a companies’ country-of-origin or operational
locations. The EU’s privacy approach has higher regulatory costs, is not specified by
sectors and the right to be forgotten still needs enforcement validity.
The US approach to privacy is sector specific. Commercial privacy is pitted
against economic interests and neither seen as civil liberty nor as constitutional right.
US privacy is regulated by the Federal Communications Commission (FCC) and the
Federal Trade Commission (FTC). Overall in the US, the general definitions of
unfair and deceptive give the FTC a wider scope for monitoring and restricting
corporate privacy infringements. The FTC has a wide variety of tools for data
protection, yet the responsibility is split between the FTC and the FCC, which
increases bureaucratic and regulatory costs and limits industry oversight.
So while the EU framework treats commercial privacy as a basic human right
leading to a more extensive protection of individual’s privacy including data
collection, use and share, the EU framework is also non-sectoral and allows sovereign
nation states to overrule common data management policies for the sake of national
security and protection. The US framework lacks a centralized privacy regulation
approach, yet is sector but split regarding oversight in the domains of the FCC and
FTC.
5.2 People’s right to prevent misuse of information they share
By US standards, social media is required by the FTC to ask users for permission if it
wants to alter its privacy practices. Under Section 5 of the FTC Act that states that
(1) unfair practices are causes or is likely to cause substantial injury to consumers or
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cannot reasonably be avoided by consumers; and (2) deceptive practices are practices
that likely are misleading or actually misleading the consumer.
In August 2016 decision of WhatsApp to sharing more user data, especially
user phone numbers – with Facebook in order to track customer-workers’ use metrics
and targeted user advertising. This decision faced a huge backlash in the EU, where
data sharing was ordered to be halted and Germany deemed its practices as illegal. In
the US the Federal Trade Commission (FTC) began reviewing joint complaints from
consumer privacy groups. The recent WhatsApp data sharing is a possible violation
of this requirement since it only allowed consumers to opt out of most of the data
sharing while lacking clarity and specificity. WhatsApp’s restrictive opt out option
and incomplete data sharing restrictions were argued to be perceived as unfair and
deceptive (Tse, in speech, March 25).
5.3 People’s right to access to accurate information
In the nudgital society, profits appear in the circuit of information and take on
different forms in the new media age. The possibility of trading information and
reaping benefits from information sharing of others determines the unequal position
of people in society. The possession of knowledge stems from the surplus derived
from the activity of production, hence the information share of social media
consumer-producers. This confrontation of labor and consumption is not apparent in
the modern marketplace. The class division remains quite invisible in the implicit
workings of the system.
The nudgitalist act becomes problematic when being coupled with infiltration
with fake news and alternative facts that curb democratic acts, e.g. manipulating
voting behavior. Ethical questions arise if it there is a transparency about the
capitalist’s share of information and a fair social value benefits distribution among the
capitalist and the worker. In addition, under the cloak of security and protection,
privacy infringements by sharing information with the nudgitalist is questionable. By
outlining these market procedures, fairness in the distribution of gains should be
accomplished and privacy infringing information sharing limited or at least guided by
the legal oversight. Access to information about the storage, preservation, packaging
and transportation of data is non-existent, demanding for more information about
behind-the-scenes’ social media conduct. Transforming private information from use
value to exchange value is an undisclosed and therefore potentially problem-fraught
process that holds implicit inequality within itself. From a societal standpoint, also
the missing wealth production in the social media economy appears striking. Thereby
the dangers of information release and transfer and the hidden exchange value
accrued on the side of the media innovator is left unspoken. The importance of
shedding light on such, though, is blatant as for stripping the populace from
inalienable rights of privacy while reaping benefits at the expense of their
susceptibility. Nudges in combination with misinformation and power abuse in the
shadow of subliminal manipulation can strip the populace from democratic rights to
choose and voluntary fail.
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5.4 People’s right to choose and fail
In the personal information sharing age and nudgital society, attention must be given
to privacy and human dignity. The nudgital society opens a gate to gain information
about consumer choices and voting preferences. The uneven distribution of key
information about people’s choices opens a gate to tricking people into choices. The
so-called nudging attempt though raises ethical questions about human dignity and
the audacity of some to know better what is better for society as a whole. Because
governance is a historical process, no one person can control or direct it, thereby
creating a global complex of governance connections that precedes the individual
administration. Structural contradictions describe the class struggle between the
nudged in opposition to the nudgers in the nudgital society. Since societal actors who
involuntarily are nudged are separated from an active reflection process when being
nudged, the moral weight is placed on the nudger. Though democratically elected
and put into charge, the nudgers checks-and-balances of power seem concentrated
and under disguise through the middle man of social media capitalist-industrialists
who collect information. Rather focusing on how to trick people into involuntary
choices, the revelations should guide us to demand to educate people on a broad scale
about their fallibility in choice behavior.
In a self-enlightened society, people have a right to voluntary fail. Nudging
implies a loss of degrees of freedom and disrespect of human dignity, hence the
nudgital society will lead to structural contradictions. Their rational thinking and
voluntary engagement in governmentally-enforced action becomes divorced from
rational reflection. No one entity should decide to control or direct other’s choices,
thereby creating a global complex of social connections among the governed for the
sake of efficiency for the common good. The economic formation of human decision
making in society should never precede the human voluntary decision.
There is an inherent inequality of social positions, manifested primarily in the
respective capacities of reaping benefit from amalgamated information, which leads
to a disparity of social position. The distribution of power leads to a natural order of
human activity, in which the nudgers are in charge of nudging the populace. Moral
value is separated from economic value and hence placing the fate of the populace
into the arms of the behavioral economists raises problems of lack of oversight and
concentration of objective economic value rule in the nudgital society.
Overall, with the communication on the nudgital society just having started, it
remains on us to redesign the apparatus of production in ways that make impossible
the infringement on private information through the natural tendency to share
information, care about others and express oneself. Governance crises are rooted in
the contradictory character of the value creation through big data. The formation of
value is a complex determination and we still need more research to understand the
deep structures of market behavior in the digital age.
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6. Conclusion and future prospects
The article presented a first theoretical introduction of a utility theory of information
sharing and privacy. As a next research step, a stringent hypotheses testing of the
presented problem is recommended. For instance, future research projects featuring a
multi-methodological approach will help gain invaluable information about the actual
performance and behavior regarding information sharing and privacy upholding.
Interaction of individual on social media should be scrutinized in order to derive realworld relevant economic insights for legal and policy making purposes alongside
advancing an upcoming scientific field. Following empirical investigations should
employ a critical survey of the intersection of analytic and behavioral perspectives to
decision making in information sharing. Literature discussion featuring a critical
analysis how to improve e-literacy should be coupled with e-education and
enhancement of e-ethicality. Research should be directed towards a critical analysis
of the application of behavioral economics on hyper-hyperbolic discounting in the
digital age. In the behavioral economics domain, both approaches, studying the
negative implications of information sharing and decision making to uphold privacy
but also finding ways how to train new media users wiser decisions should be
explored. Interdisciplinary viewpoints and multi-method research approaches should
be covered in the heterodox economics readings but also in a variety of independent
individual research projects. Research support and guidance should be targeted at
nurturing interdisciplinary research interests on privacy and information sharing in
the fields of behavioral economics and public affairs.
More concretely, future studies should define the value that data has to
individuals and data sovereignty in the international context. When people share
information, they should be informed to consider what the benefit and value from
sharing is for them and what the benefit for social media industrialists-capitalists is.
The sovereignty of data and the human dignity of privacy should become debated as
virtual virtue in the 21st century. Individuals should be informed that sharing data is a
personal security risk, if considered to be asked for social media information upon
entry of a country.
Future studies should describe what companies and institutions constitute the
complex system help establishing the nudgital society and the influence that social
media has. Politicians may use various channels and instruments to manipulate the
populace with targeted communication. The implicit underlying social structure of
the nudgital society based on a complicated information gathering machinery should
become subject to scrutiny and how, in particular, the nudgital class division is
supported by a comprehensive social network data processing method. How social
media advertising space can be used to specialize on targeted propaganda and
misleading information to nudge the populace in an unfavorable way should be
unraveled.
In the recent US election the profit and value of detailed market information has
been found to have gained unprecedented impetus. Future research should also draw
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a line between the results of the 2016 US presidential election, and the study of
heuristics to elucidate that heuristics played a key role in Trump’s election as they
made people less likely to vote logically. This would be key as it would help explain
how people chose to vote, and why they do not always make the most logical choice
when voting. This line of research could help to more accurately promote future
elections’ candidates, how to better predict election outcomes and how to improve
democracy.
In addition, nudging through means of visual merchandising, marketing and
advertising should be captured in order to uphold ethical standards in social media.
Nudging’s role in selling products, maximizing profits but also creating political
trends should be uncovered. While there is knowledge on the visual merchandising in
stores and window displays, little appears to be known how online appearances can
nudge people into making certain choices. In particular, the familiarity heuristic,
anchoring and the availability heuristic may play a role in implicitly guide people’s
choices and discreetly persuade consumers and the populace. Not to mention
advancements of online shopping integrity and e-commerce ethics, the prospective
insights gained will aid uphold moral standards in economic market places and
hopefully improve democratic outcomes of voting choices.
Future research should also investigate how search engines can be manipulated
to make favorable sources more relevant and how artificial intelligence and social
networks can become dangerous data manipulation means. The role of data
processing companies may be studied in relation to the idea of data monopoly
advantages – hence situations in which data processing companies may utilize data
flows for their own purposes to support sponsored causes or their own ideals. Due to
the specific time period of the digital age not extrapolations to past time periods is
possible but the results appear useful in determining future behaviors.
The current research in this area lacks empirical evidence, demanding for
further investigations on how nudges can directly impact individual’s choices and
new media can become a governance manipulation tool. What social instruments are
employed on social media and what prospects data processing has in the light of
privacy infringement lawsuits should be uncovered. How social media is utilized to
create more favorable social personas for political candidates should be explored.
How internet online presences allow to gain as much attraction as possible for the
presence of political candidates is another question of concern. All these endeavors
will help outlining the existence of social media’s influence in governance and data
processing to aid political campaigning in order to derive inferences about democracy
and political ethicality in the digital age. Another area of concern is how selective
representations influence the voting population and what institutions and online
providers are enabling repetitiveness and selectivity. How gathered individual
information is used to parse data to manipulate social internet behavior and
subsequent action is another topic to be investigated. Future research goals will
include determining what this means for the future political landscape and how
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internet users should react to political appearances online. Consumer education
should target at educating social media users about their rights and responsibilities on
how to guard their own and other’s privacy. E-ethicality trainings could target at
strengthening the moral impetus of big data and artificial ethicality in the digital age.
Moral trade-offs between privacy infringements and security should also become
subject to scrutiny.
How social media tools nudge people to not give everything at once but put it
together in a novel way that it creates surplus, should be analyzed. In small bits and
pieces individuals give up their privacy tranche be tranche. Small amounts of time
are spent time for time. People, especially young people, may have a miscalibration
about the value of information released about them. Based on hyperbolic discounting
myopia, they may underestimate the total future consequences of their share of
privacy.
Future studies should also look into the relationship between individual’s
political ideologies and how they use and interact on social media, especially with a
focus on the concept of fake news and alternative facts. Where do these trends come
from and who is more susceptible to these negative impacts of the digital society?
Has social media become a tool to further polarize political camps, is needed to be
asked. In addition, innovative means should be found to restore trust in media
information and overcome obstacles such as the availability heuristic leading to
disproportionate competitive advantages of media controlling parties. Information
should be gathered how we choose what media to watch and if political views play a
role in media selection and retention. Does distrust in the media further political
polarization and partisanship, needs to be clarified.
The preliminary results may be generalized for other user-generated web
contents such as blogs, wikis, discussion forums, posts, chats, tweets, podcastings,
pins, digital images, videos, audio files, advertisements but also search engine data
gathered or electronic devices (e.g., wearable technologies, mobile devices, Internet
of Things). Certain features of the nudgital society may also hold for tracking data,
including GPS, geolocation data, traffic and other transport sensor data and CCTV
images or even satellite and aerial imagery. All preliminary results should be taken
into consideration for future studies in different countries to examine other cultural
influences and their effects on social class and heuristics.
Promoting governance through algorism offers novel contributions to the
broader data science and policy discussion (Roberts, 2010). Future studies should
also be concerned with data governance and collection as well as data storage and
curation in the access and distribution of online databases and data streams of instant
communication. The human decision making and behavior of data sharing in regards
to ownership should become subject to scrutiny in psychology. Ownership in the
wake of voluntary personal information sharing and data provenance and expiration
in the private and public sectors has to be legally justified (Donahue & Zeckhauser,
2011). In the future, institutional forms and regulatory tools for data governance

35

RAIS COLLECTIVE VOLUME - ECONOMIC SCIENCE

should be legally clarified. Open, commercial, personal and proprietary sources of
information that gets amalgamated for administrative purposes should be studied and
their role in shaping the democracy. In the future we also need a clearer
understanding of the human interaction with data and their social networks and
clustering for communication results. The guarantee of safety of the information and
the guarantee of the replacement or service, should a social media fail its function to
uphold privacy law as intended, is another area of blatant future research demand.
Novel qualitative and quantitative mixed methods featuring secondary data analysis,
web mining and predictive models should be tested for holding for the outlined
features of the new economy alongside advancing randomized controlled trials,
sentiment analysis and smart contract technologies. Ethical considerations of
machine learning and biologically inspired models should be considered in theory and
practice. Mobile applications of user communities should be scrutinized.
As for consumer-worker conditions, unionization of the social media workers
could help uphold legal rights and ethical imperatives of privacy, security and
personal data protection. Data and algorithms should be studied by legal experts on
licensing and ownership in the use of personal and proprietary data. Transparency,
accountability and participation in data processing should also become freed from
social discrimination. Fairness-awareness programs in data mining and machine
learning coupled with privacy-enhancing technologies should be introduced in
security studies of the public sector. Public rights of free speech online in the
dialogue based on trust should be emphasized in future educational programs. Policy
implications of the presented ideas range from security to human rights and law to
civic empowerment. Citizen empowerment should feature community efforts to
protect data and information sharing to be free of ethical downfalls. Social media use
education should be ingrained in standard curricula and children should be raised with
an honest awareness of their act of engagement on social media in the nudgital
society of the digital century.
Future research may also delve into moderator variables of the utility derived
from information sharing and privacy. For instance, extraversion and introversion
could be moderating the overall pleasure derived from communication or silence.
Future research may also address prescriptive recommendations how to educate
individuals about the risks and dangers of information sharing in the digital age.
Attention must also be paid to how to uphold accuracy in times of fake news and selfcreated social information. Certain societal segments that are not represented
strongly online should somehow be integrated into big data in order to democratize
the information, which is considered as big data ‘norm,’ or standard by which the
social media user is measured on. At the same time, psychologically guide studies
could unravel a predictive approach and validate the outlined ideas’ validity by
testing the proposed theoretical assumptions in laboratory and field study settings. In
particular, the proposed nomenclature’s validity could be studied and the percentage
of information sharing types captured in the population. The moderator variable age
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could be phased in as it appears to be conundrum why younger people, who have
more to lose given a longer time ahead to live are in particular prone to use new
social media and lavishly share their lives in e-blasts to public. Regarding direct
implications, a tax may be used to offset problems of the costs and risks of social
media privacy infringements in the big data era.12 Drawing from utility usually
measured by the willingness to pay different amounts of money for different options,
laboratory experiments may operationalize the value of privacy by measuring how
much money people would be willing to pay for repurchasing their data or having a
social media account that can only be viewed but no personal data can be resold or
put in context to others. These attempts could also serve as a guideline for policy
regulations and free market solutions. Social media could offer services of having
accounts that are private in that sense that no surplus value can be reaped by reselling
information or big data storage and computation can occur. This may serve as an
indicator of revealed preferences of social media privacy. The privacy paradox may
be scrutinized in behavioral economics laboratory and field experiments. Potential
individual influencing factors such as gender, age, trust and personality differences
may be tested for in order to retrieve information on how to educate the social media
user and regulate the social media provider. Regarding regulation, splitting social
media power cartels may be one solution to decrease the big data social media user
disadvantage. Taxation for information sharing may create another incentive to slow
down unreflected information share. The tax revenues could be used to offset some
of the societal costs of privacy infringement. In addition, fines for privacy
infringement could help to uphold e-ethics in the digital age.
Overall, the presented piece can also serve as a first step towards advocating for
education about information sharing in order to curb harmful information sharing
discounting fallibility. From legal and governance perspectives, the outlined ideas
may stimulate the e-privacy infringement regulations discourse in the pursuit of the
greater goals of democratization of information, equality of communication surplus
and upheld humane dignity and e-ethics in the big data era.
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Abstract: Ethiopia is the origin of coffee and home of genetic diversity to the coffea arabica
species. The country is standing first in Africa and sixth in the world in coffee production (ICO
2018). Arabica coffee is the main cash crop, and has been the backbone of Ethiopian economy for
so long time, even though its share is slowly decreasing with emerging of other sectors in the
economy. Cost reductions, sustainability, value chain and quality improvement are now the major
priorities in coffee production systems which substantially require huge efforts of various actors.
On the other hand, the nature of production systems dominated by smallholder farmers in a
conventional way kept the Ethiopian coffee far below the level it deserve indicating
determinations to improve the entire value chain toward more conveniently reliable and value
addition. As a result, smallholder farmers at micro level and the country by large have been losing
possible premiums and price margins supposed to be gained by sustainably traceable coffee
supply. Eventually, unless smallholder famers could aggregate their products in the
cooperative/union framework it will be probably less promising for them to add values and thus
improve their wellbeing just only by sticking to the traditional cycles of producing coffee and
supplying to collectors or local traders. Therefore, this research will figure out proper methods of
customizing sustainable coffee traceability for farmers aggregating their products through
cooperative union approaches. Specifically it will analyze methods of aggregation, trends in
production and marketing of Ethiopian coffee with more emphasis on farmers’
cooperatives/unions and appropriate traceability systems supposed to be applied also by estate
farms. Accordingly simple technology supporting aggregated coffee traceability is identified to
set features of the full system. This will incorporate barcode labels to be fixed on jute bags at
processing stations and scanned throughout key spots of the supply chain. So that foreign buyers
can finally trace coffee by the digital passport sent by cooperatives/unions and estate exporters,
until the system is scaled up to globally accepted tags expected to be labeled on green-pros, jute
bags or containers. Eventually, traceability approaches proposed in this research will solve the
fragmentation problem of Ethiopian coffee value chain in light of millions of smallholder
producers if supports from the government and other initiatives are properly placed.
Key words: coffee arabica, traceability, cooperative unions, supply chain, barcode, aggregation
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1. Literature Review
1.1. What’s Traceability?
As a concept, traceability developed in the context of the quality system
preoccupations. Although it can be traced back to the 90s, interest in food traceability
has intensified, especially in the last two decades, due to the various food crises that
severely affected many countries, especially the European ones. (Corina 2013)
The first international definition of traceability was given in ISO 8402 standard in
1987 (also assumed later in ISO 8402:1994 edition of the standard) as “the ability to
retrieve history, use or location of an entity by means of recorded identifications”.
The entity may designate: an activity, a process, a product, an organization or a
person.
Subsequently, the concept of traceability was introduced in ISO 9000 series of
standards on quality assurance systems as a key element of any quality management
product.
Thus, ISO 9000:2005 defines traceability as the “ability to trace the history,
application or location of that which is under consideration”, adding that “when
considering product, traceability can relate to the origin of materials and parts; the
processing history, and the distribution and location”.
Traceability is a widely used term, and a broad concept, for which there are
many definitions and applications. In practical terms it is about meeting legal
requirements and marketplace demands and expectations, as well as implementing
internal quality management objectives and improving business performance.
There is no single universally acceptable system of traceability; it depends on
many factors including the objective, e.g. assurance of food safety, product quality
attribute or product identity, the nature of the product and type of production
operation. Although legal requirements and adopted international standards and
private voluntary standards often require traceability systems, none is prescriptive in
the way traceability is achieved. It is up to the operator to define the scope of the
traceability system and how it is to be achieved based on their particular needs. These
issues highlight the practical difficulties in establishing and implementing a
traceability system in a food business operation such as a farmer, trader or processor
of green coffee.
According to Corina 2013, the process of ensuring traceability takes place in four
stages:
! Identification of lots of products that have been subject to the same processes
of production and/or processing,
! Recording information on the production process (on electronic or paper
support),
! Establishing links between information; each economic operator in the chain agriculture, manufacturing, distributor, point of sale - must be able to
provide documented evidence of the link between batches, suppliers and
customers,
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! Communication - every economic operator in the chain communicates the
identification elements of the lot to enable the continuous implementation of
the traceability principles.
Traceability identifies the path from which a product has originated and to whom it
has been supplied, and consists of an inter-linking chain of records between steps in a
process operation and/or between different stages in a supply chain. Traceability
systems have three basic components:
•
•
•

Supplier traceability, which enables the source of materials used or handled
to be identified (the previous point in the supply chain).
Process traceability, which enables the identity of raw materials and process
or handling records for each lot.
Customer traceability, which enables to whom product has been supplied to
be identified (the next point in the supply chain). (UNIDO 2013)

Traceability represents, on the one hand, the ability to restore the food chain from
harvesting, transportation, storage, processing, distribution and marketing (external
traceability) and on the other hand, the ability to trace the history of the product at
any stage in the chain (internal traceability). (Corina 2013)
According to the Codex Alimentarius Commission (CAC 60-2006), traceability or
product tracing means “the ability to follow the movement route of a food product
through specified stage(s) of production, processing and distribution”. Traceability allows
thereby the tracking of a product, following its path from raw materials until exposure for
selling, including their path to the final consumer.
1.2. Traceability in the Food Supply Chain
Traceability is defined as “the ability to trace and follow the movement of a food
through specified stage(s) of production and trading” (UNIDO 2013).
According to Machado and Nantes, due to an increasing demand for product
quality by consumers, mainly in developed countries, gathering the information related to
the path followed by the product becomes essential for the companies in a supply chain.
Taking all the requirements described above into account, that is as required by
legislation and adopted international or private standards, then the basis of a traceability
system in the food supply chain is:
• Identify and trace what is received (one step down external traceability),
• Identify and trace what is made/handled, from what, when and how (internal
traceability),
• Identify and trace the delivery destination of supplied product (one step up
external traceability) (UNIDO 2013).
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The US Food and Drug Administration (FDA) proposes the following definition: “the
ability to identify by means of paper or electronic records a food product and its
producer, from where and when it came, and to where and when it was sent”
Currently, the traceability of bulk agricultural products such as soybeans, corn and
sugar does not allow identifying individual batches, due to multiple processes of product
aggregation and segregation (Thakur et al 2009). Quality control is conducted based on
product volume, not on production batches. This way, traceability is lost between
different stages of the SC, making it impossible to identify the farm that provided the
sugarcane that was used to produce the sugar in a specific refined sugar package. An
automatic monitoring system would allow the SC as a whole to improve its traceability.
1.3. Background of Ethiopian Coffee
Ethiopia, origin of coffee and mankind, is a landlocked country located in the Horn of
Africa at 8° 00 N and 38° 00 E. It is the second most populous country in Africa with
an estimated population of 102 million (2016) and area of 1,104,300 sq.km.
Agriculture is the major economic activity where the Ethiopian economy is highly
dependent on coffee as it contributes more than 25% of country’s foreign exchange
earnings (MoARD 2012) despite this share is decreasing with other emerging sectors
in the economy over the courses of time.
Ethiopia is the motherland of coffea arabica and thus home to the world’s oldest
coffee-drinking culture. Coffee is vital to the cultural and socio-economic life of Ethiopia
sustaining the livelihood for over 15 million people of the country and providing
important income for casual labor, for any additional poor rural society particularly in
coffee growing areas. No other product wide avenue for inherent quality and high
specificity.
Being coffee arabica’s storehouse of genetic diversity has implications; notably,
exhibiting broad diversity of flavor profiles associated with geographical location (origin)
and harvesting and processing methods. Among these origins are Sidamo, Yirgacheffe,
Harar, Nekemte, Limu and Jimma and others. On the other hand, Ethiopian coffee
production offers protection for biodiversity and other environmental benefits (Kufa
2010).
Ethiopia is also home to more than 80 different languages and unique cultures,
where main languages are Amharic, Oromiffa (Afan Oromo), Somali, etc. Ethiopian
people are largely Christian. The Ethiopian Orthodox Church traces its roots back to the
4th century AD. There are also large numbers of Protestant Christians and Muslims
where significant number of people also follows indigenous beliefs such as Waqefana (an
indigenous belief, in which the followers worship one super natural force, Waaqa,
literally meaning God through legendary myths passed from ancestors without written
dogmas unlike many modern religions).
The famous Great Rift Valley cuts right through the heart of Ethiopia and indeed
many of the world’s most famous coffees grow right along the valleys and
mountainsides.
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Ethiopians have been drinking coffee longer and more consistently than any other
people on the planet. There are various legends about how coffee cultivation came about,
but what we know for certain is that coffee drinking goes back at least 500 years, and
most likely much longer. Coffee drinking is a deep part of Ethiopian culture, and a big
part of the identity of the people. In general, all arabica coffee is Ethiopian, whether it is
grown in Latin America, Asia or on hillsides in Harar or Sidama.
From modern roasteries and coffee houses in the capital of Addis Ababa, to the
simplest pan-roasted coffee ceremony in a small rural hamlet, Ethiopians of all classes
and ethnicities enjoy coffee. As a result, a very large portion, possibly more than half of
national production ends up on the local market. Unlike the situation in many
commercially-productive countries, it is often possible to get a cup of top-quality coffee
on the local market in Ethiopia. This gives the people who grow, buy, and sell coffee
powerful insight into what makes for a delicious cup. It is difficult to make
generalizations about the flavor of Ethiopian coffee. Each coffee-growing region is home
to unique flavors.
One can only say the following: Ethiopian coffees tend to be grown at middle-high
to very-high altitudes, resulting in a hard-bean type, with intense flavors and aromatics.
Fruit flavors are common in all regions, though the specific fruit character varies from
region to region. Berry aromatics are relatively common, as are citrus and chocolate.
Ethiopian coffees can be full-bodied or light in body, but in either case the mouth feel of
top quality Ethiopian coffees is generally smooth and pleasing (Willem 2011).

2. Patterns of Cooperative Unions on Ethiopian Coffee
2.1. Definitions1
" Cooperative Society: an autonomous association having legal personality
and democratically controlled by persons united voluntarily to meet their
common economic, social and cultural needs and other aspirations, which
could not addressed through an enterprise jointly owned and operated on
the basis cooperative;
" Primary Cooperative Society: a cooperative society established by
individuals having similar interest and objective with a minimum number
of members prescribed in the Cooperative Proclamation to produce,
provide service or to engage in both activities
" Primary Cooperative Union: a secondary level cooperative society
established by primary cooperative societies having similar objective with a
minimum number of members as prescribed in the Cooperative
Proclamation to produce, provide service or to engage in both activities that
are beyond the capacity of primary cooperative societies;
" Cooperative societies federation: a tertiary level cooperative society
established by cooperative society unions having similar objective with a
1 Cooperative Societies Proclamation 985/2016
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minimum number of members as prescribed in the Cooperative
Proclamation to produce, provide service or to engage in both activities that
are beyond the capacity of cooperative society unions.
"
2.2 Ethiopian Coffee Growing Regions
In Ethiopia, coffee is produced within specific agro-ecological zones over numerous
political divisions. Most coffee is grown in areas of humid (moist) evergreen forest.
This type of rainforest is found at 650–2600m above sea level, with coffee mainly
confined to altitudes of 1200–2100m. These forests are cool-tropical, distinctly
seasonal and mostly comprise evergreen trees and shrubs, with a high diversity of
other plants and associated fauna. In some highland areas, mostly at the higher range
for Arabica coffee (1900–2100m), coffee farming is undertaken in a drier type of
vegetation, dominated by evergreen trees or shrubs, and common native coniferous
species, particularly in the Harar coffee zone. The main coffee growing areas are
found within Oromia Region (Jimma, Wollega, Guji, Harar, etc.) and SNNPR
(Southern Nations, Nationalities, and Peoples’ Region) (Yirgacheffe, Sidamo, Keffa,
etc), with modest production in Amhara Region and minor output in BenishangulGumuz Region. (ECFF 2017).
Accordingly, it could be said that Ethiopian coffee growing areas are confined to
the Great East African Rift Valley since the major production areas fall to East of Rift
Valley (Oromia) and within the valley (SNNP & Oromia), while minor production is
undertaken to the west of rift valley (Amhara, Gambela & Benishangul Gumuz).

According to the CSA 2018 data, Oromia
Region followed by SNNPR is taking the
lion’s share in Ethiopian Coffee
production, supplying 69% and 30% or
respectively 44,313 & 19,340 tons of
2017/8 overall production.
The insignificant proportion less than 1%
of national production is filled by few
remaining regions such as Amhara,
Benishangul Gumuz and Gambela.
Figure 4: Coffee Production Share of Ethiopian Regions

2.3 Ethiopian Coffee Export Trends
Ethiopia is Africa’s leading producer of arabica coffee, and used to be world’s fifth
producer until preceded by Honduras in 2017. The export market of Ethiopian coffee
seems promising with significant annual increments from year to year both in volume
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and value despite highly determined by other origins, mainly Latin and Central
American Countries’ favorable productions.

Figure 5: Ethiopian Coffee Export Volume (in tons)

Figure 6: Export Value of Ethiopian Coffee (in thousands of US Dollars)
2.4 Coffee by Farmers’ Cooperative Unions
In the essence of National Cooperative Proclamation, a cooperative society shall have
any one or more of the following objectives.
a. To collectively overcome, withstand and solve economic and social problems
which members cannot individually achieve;
b. To achieve a better result by coordinating members’ knowledge, resource and
labor;
c. To promote self-reliance among members;
d. To reduce production and service costs and to offer inputs and services to
members with lower costs and finding better market prices to their products or
services;
e. To expand situations by which technical knowledge could be put into practice
and promote entrepreneurship;
f. To develop and saving culture between members;
g. To provide loan to members and promote investment;
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h. To provide loan-life insurance to members;
i. To minimize and reduce damage and loss of each individual members, if it
had been undertaken individually, by sharing it to members;
j. To develop the social and economic capacity and culture of the members
through education and training. (Proclamation 985/2016)
In order to meet one or more of the above objectives prescribed in the proclamation, a
number of farmers’ cooperatives/unions directly engaged in coffee export.
Accordingly, the coffee traded by farmers’ cooperative unions in Ethiopia for the last
six years is depicted below.

Figure 7: Coffee Traded by Farmers' Cooperative Unions

For instance, during the year 2017/8, the volume and value of coffee exported by
Ethiopian Farmers’ Cooperative Unions were respectively reduced by 9% and 7%
when compared to the previous year of 2016/7 due to various factors.

Figure 8: Mean versus Potential Unions' Export Volume in Ton

Even if there are around 16 farmers’ cooperative unions engaged in Ethiopian coffee
export business, only three are dominant and long lasted in the market probably
exporting together more than 84% of the overall volume traded by all cooperative
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unions over the last six years. These are Coffee Farmers’ Cooperative Unions of
Oromia (the largest), Sidama, and Yirgacheffe. Accordingly, the export volume of
Oromia Union is by far above the mean volume of all the cooperative unions as well
as exceeds also the average volume of these three dominant unions; where Sidama
Union export volume is almost equivalent to the mean volume of these three but
exceeds the mean volume of all cooperative unions. It’s only Yirgacheffe Union
which trades less than both mean volumes of the three leading as well as all
cooperative unions, as depicted in Figure 8. However, among the reasons for
reduction in volume exported by Coops/unions in this year include the new trade
regulation intensified domestic competition of exporters and also favorable coffee
production of other countries, like Latin and Central Americans.
2.5 Competition between Private Exporters and Cooperative Union
Apart from cooperative unions, there are large numbers of private coffee exporters in
Ethiopia. For instance, there are around 230 coffee exporters in Brazil, while the
figure is raised to 400 in Ethiopia (MoT 2015). With the exportation in Brazil is
around 33 million bags and Ethiopian average exportation is around 1.5 million bags,
the average for Brazil (bags/exporter) is therefore slightly more than 143 thousand
bags while in Ethiopia is 38 folds less, i.e. 3,750 bags per exporter. This implies
despite the overall Ethiopian coffee production and traded is less than Brazil, large
number of exporters engaged in trading which will inevitably create tough
competition among actors and worsens price returns thus disintegrates the Ethiopian
coffee and dismantles aggregation unlike Brazil. In fact, that’s why aggregating is
still remained the solitary promising method for Ethiopian coffee being dominantly
held by smallholder farmers.
These private exporters eventually take the lion’s share in trading Ethiopian coffee
to the world market making the competition tense to cooperative unions. Because, private
exporters take risks of selling their coffee below the prevailing market price only seeking
foreign exchange supporting in their import business. Consequently, they will never bring
thresholds of hard currencies into the country instead they facilitate importation of goods
which will definitely compensate losses incurred in the coffee export, unlike coop unions.
Apparently, such kind of trading system has been creating chaos and ongoing arguments
especially among members of cooperative unions, which were not previously engaged in
import business and merely dependent on insignificant profit margins of coffee export
despite the fact that Ethiopian coffee is more profitable if sold inland.
With the coffee market dynamics, Ethiopian Commodity Exchange (ECX) is
always in the loop of designing new trading systems so as to smoothly facilitate
commercialization of agricultural commodities. The new approach is in fact designed
following the new trade regulation of the government which set requirements to engage
in coffee business, i.e. to export coffee anyone should own at least two hectares of farm
or supply 20 minimum bags of green coffee. Accordingly, starting from July 2017 it has
launched a new version of high level traceability approach with vertical integration
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scheme allowing potential exporters (actors of the upper supply chain) directly approach
farmers/suppliers (actors in the lower part of supply chain) to improve coffee quality
through applying better agronomical and post-harvest practices including storage and
transportation. This vertical integration scheme will certainly has a lot to contribute in the
quality improvement of coffee; however there is a threat that actors who are
economically better off in the upper supply chain may snatch the lands of destitute
producers with tiny coffee farms, which may raise dependency rates. It’s uncertain
whether the local government may protect smallholder farmers not to offer their lands in
a long term contract or informal lease agreement with lucrative money they are offered
today.
Moreover, the current Non-member Direct Trade (NMDT) System launched as a
new reform by ECX enabling all individual exporters/unions without having membership
in the ECX trading platform to equally compete in coffee trade. According to some
potential cooperative unions, even though it was supposed to create extra trading scheme
for non-members of ECX, a number of drawbacks (few listed below) are resulting from
this new system.
" It is not favored by cooperative unions for creating unfair competition;
" The worst, it affects smallholder coffee producers which are not organized in
primary cooperatives; since most of them are not able to fulfill the criteria of
either owning two hectares of land or supplying 20 bags of coffee they will be
doomed to informally join producers/exporters which are better off in meeting
this criteria, this in turn increase the dependence of small producers on potential
ones and could thus accelerate informal mobility of coffee among producers on
the other hand. Such kind of coffee mobility could further mess up quality
worsening cup profiles and finally may change presumed original characteristics.
Market Share of Cooperative Unions

Figure 9: National versus Coop Unions' Coffee Export
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Figure 10 shows that trends of
cooperative unions’ coffee export
volume and value are consistently
increasing from year to year. Due to
the fact that Ethiopia is following a
bit different calendar system, the
current fiscal year is not completed
and thus the sales volume percentage
of this year seems declined; where
the coffee in the stock is expected to
be sold soon to keep the trends rising.

Figure 10: Percentage Sales of Coop Unions in National Coffee Export

3. Supply Chains and Traceability of Ethiopian Coffee
3.1. Existing Supply Chain of Ethiopian Coffee
USAID helps its farmers improve productivity and the country to strengthen its coffee
industry and promote Ethiopian coffees on the world stage. USAID’s efforts are
aligned to the Government of Ethiopia’s Agriculture Growth Program and the
Agriculture Commercialization Cluster strategy, which focuses on Ethiopia’s worldrenowned coffee growing areas in Yirgecheffe, Sidama and Jimma. Recent USAID
efforts have partnered with the private sector to establish a coffee traceability system.
Through Feed the Future, USAID’s new Ethiopia Value Chain program provides
technical assistance to help growers improve farm productivity, financial and nonfinancial support systems for businesses, and public-private dialogues about business
policies and improvements to related public services. (USAID 2017)
The Ethiopian coffee supply chain could have two broad scopes: domestic and
abroad. The domestic part of supply chain has two main levels -- lower/farm level and
upper/exporter level, where the abroad channel will encompass all the routes from
foreign buyer to consumers. Accordingly, the prototype of existing Ethiopian coffee
supply chain looks what depicted below.
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Figure 12: Ethiopian Coffee Value Chain Prototype

3.2. Aggregation by Farmer Coffee Cooperatives in Ethiopia
Most farmers in Ethiopia hold and work on very small parcels of land. Over the years,
farmers (with the help of government) have formed local cooperatives and pool their
coffee to create lots large enough for export. Usually these primary cooperatives have
their own washing or drying station, though sometimes they use that of someone else
with paid commissions. Cooperatives generally work through a cooperative union,
which functions as an intermediary between the primary co-ops and international
buyers. The cooperative unions include the Oromia Coffee Farmers Cooperative
Union (OCFCU), the Sidama Coffee Farmers Cooperative Union (SCFCU), the
Yirgacheffe Coffee Farmers Cooperative Union (YCFCU), and the Kafa Forest
Coffee Farmers Cooperative Union. Oromia Union, the largest union of cooperatives
with the capability to process in excess of ten thousand tons of green coffee, has
recently opened a spectacular new processing facility and quality center in the
industrial suburbs of Addis Ababa.
Coffees that come through the cooperative unions usually have a more specific
geographical designation, down to the district level where the coffee was produced. The
Sidama, Yergachefe and Kafa Unions offer coffees types from the same geographic
designations as their name indicates. The Oromia Union offers beans from almost all
Ethiopian types due to the extensive area the Oromia Union covers.
3.3. Aggregation Hierarchies in Ethiopia
According to the Ethiopian aggregation hierarchy, the autonomous entity placed on
top is known as Cooperative/Union Federation, which comprises of various unions,
and also encompass primary coops as full member. Currently there are three
cooperative federations in Ethiopia, of which only two are engaged in coffee
business: Oromia Union Federation and SNNP Union Federation are those engaged in
coffee marketing, unlike the remaining Tigray Union Federation which has never
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dealt with coffee due to its presence in a non-coffee growing region and consequently
none of its member cooperatives produce coffee too.
Even though hierarchically, federations are formed by unions, primary
cooperatives could also be members to it for the benefits including but not limited to
access to finance, bargaining opportunities and influencing capabilities.

Certain number of individual farmers
(50
and
above)
establishes
autonomous entity called primary
cooperative/s which in turn form
cooperative union/s. A group of
cooperative unions finally form
cooperative federation, in which
primary cooperatives could also be
full members.

Figure 14: Hierarchy of Ethiopian Cooperatives

3.4. Aggregated Coffee Traceability Approaches
Taking the smallholder coffee producers case of Ethiopia into deep consideration, the
researcher has developed three possible approaches of aggregation for sustainable
traceability. These could be either in hierarchical trajectory of group formation or
based on potential farm size scenarios. Accordingly, the three possible approaches
developed to aggregate Ethiopian coffee for sustainable traceability are designated
below together with their merits, challenges, risks, assumptions as well as
technologies supposed to support the supply chain to align with the modern market
demand.
" First Approach: Primary Cooperatives
As most of Ethiopian coffee farmers are smallholders by nature, they are supposed to
establish primary cooperatives in their village or peasant association - PA (the
smallest administrative unit next to District), possibly with similar weather, soil, and
coffee type. Thus the nature of coffee each and very farmer assemble to their
corresponding cooperative will remain homogenous which in turn believed to ensure
consistence in features of the bean and cup quality regardless of postharvest
management practices like processing and storage.
A primary cooperative having 50 minimum members of smallholder farmers could
be the first approach to apply aggregated coffee traceability. Those member farmers
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owning variable land sizes may differ in applying agricultural practices from village to
household which could possibly result in harvesting different amount of cherry even from
similar farm sizes. Consequently, primary cooperatives collect different amount of coffee
from each member farmer, which is believed to have uniform cup profiles to be
categorized into definite type based on local classifications. In other words, cooperatives
are so expected to aggregate homogenous coffee from definite small areas of production.
Hence primary cooperative is the instant piloting stage of aggregated coffee traceability
as the first possible approach guaranteeing the entire trading channel of Ethiopian coffee.
Accordingly, while piloting traceability at cooperative level, perhaps it could have
the following prototype steps.

Farmers

Collectors

Processing
Station

Foreign Buyer

Coop
Central

"
Approach:

ECX

Second

WH

Figure 16: Traceability Approach at Primary Cooperative Level

" Second Approach: Cooperative Unions
As already discussed in Ethiopian aggregation hierarchy a number of primary
cooperatives form a cooperative union. Union is more autonomous and powerful in
influencing and financial capacities, human resource as well as trade portfolio than
primary cooperatives. Because large number of member cooperatives enabled a union
become autonomous and potential market actor especially in terms of trading various
agricultural products directly supplied by several cooperative members to their
corresponding union for further aggregation and export. Coffee is the one and
dominant product harvesting large amount of foreign exchange to the country.
Therefore, the second possible traceability piloting method of aggregated coffee
could be through cooperative unions.
In this approach, it will be more intricate to handle coffee from various primary
cooperatives, where multidimensional differences varying from green bean structure to
the sophisticated aroma, fragrance, flavor and ultimate cup values could be observed
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among coffees. For instance, the largest cooperatives’ union in Ethiopia, Oromia Coffee
Farmers’ Cooperative Union (OCFCU), has been known by supplying almost all coffee
types of the Ethiopian market classification. The coffee being fed into this giant union is
supplied by over 400 primary cooperatives covering significantly large and different
areas of Oromia Administrative Region . Therefore, the union is and has been obtaining
Harar, Jimma, Limmu, Nekemte, Sidamo, Yirgacheffe and other types of coffee from
member cooperatives located in this largest region where more than 69% of Ethiopian
coffee is produced. (Oromia is.the largest region of Ethiopia both geographically and
demographically).
From the country’s prior experiences, coffee beans with similar local classification
have been blended by private exporters and also cooperative unions. However, such
practices may deteriorate the traceability effort and assemble coffee probably from
vast area; where the buyer may not easily find again the original supplying
cooperative either for recognition or liability. Therefore, the main threat of piloting
traceability in aggregated coffee at union level is the risk of blending similar coffee
types of various cooperatives based on local market classification.
Accordingly a lot of effort is required to pilot coffee traceability at union level.
With slight differences from the cooperative traceability approach, the following diagram
shows the steps of union level approach.

Farmers

Collectors

Processing
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|

Foreign
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WH
Figure 17: Traceability Approach at Cooperative Union Level

" Third Approach: Estate Farms/Plantations
According to Ethiopian new trading directives, every farmer owning two hectares of
land or supplying 20 bags of coffee could engage in direct export business. This
directive is creating conducive environment for estate farms as they already met the
requirement. Albeit they are very few in number, approximately taking 5% of
Ethiopian coffee production, estate farms will be the last and final alternative to
acclimatize aggregated coffee traceability in Ethiopian case.
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As they are already favored in market access and mass production relatively with
better and uniform agricultural practices than primary cooperatives/unions, estate farms
could easily aggregate their coffee and pilot the traceability in a more efficient and
feasible way. Essential to say that if farms are properly handled and appropriate
postharvest management practices are applied, the overall production of estate farms
could be fully traced with limited risks unlike cooperatives/unions.
However, the main challenge in this scenario is only five percent estate farms of
coffee in the country despite the remaining more than 85% is owned by stallholder
farmers, and the remaining is forest or semi forest coffee. The key risk of this approach is
smallholder farmers having plots of land adjacent to estate farms could be threatened;
estates may takeover on the basis of long term lease contract. If unpleasantly the risk of
susceptible small farmers’ lands is supposed to happen, social crisis will inevitably
emanate to the area, worsening the dependence of the poor (smallholder farmers) on
those which are better off (estate farms).
The following figure shows how estate farms could aggregate coffee for
sustainable traceability.

Estate
Farmer

Processing
Station

Central
WH

ECX

Foreign
Buyer

Figure 18: Traceability Approach at Estate Farm Level

Table 1: Key Activities in Traceability Approaches
Key
Activities
Profiling

Cooperative Level
Approach
Register cooperatives’
coffee profiles

Upload
profile
Harvesting

Handled by each
cooperative
Cooperative member
farmers

Union Level
Approach
Summarize coffee
profiles of each
cooperative
Handled by union
All cooperatives’
member farmers
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plantation
By each plantation
Estate farms
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Collection
Processing
Barcode
Fixing
Departure
Scanning*
ECX
Scanning*
Arrival
Scanning*
Story
Attaching

Cooperative collectors
Cooperative owned
station
At Coop processing
Station
While loading from
cooperative station
While loading after
grading
Cooperative Central
WH
Coffee story will be
attached by coop

Coop collectors
Estate processing stations
Stations of each
Farm owned station
cooperative
At Coop processing At plantation processing
Station
station
While loading from While loading from estate
cooperative station
farm station
While loading after
While loading after
grading
grading
Union WH
Exporter WH
Coffee story
attached by union

Coffee story will be
attached by estate
exporter

* Represent every scanned data will be uploaded to the database.
According to the above table, processed green coffee bags will be tagged and
scanned just before transporting to ECX for the green bean and cup evaluations and the
scan data should be synchronized with the master database supposed to be handled
autonomously by key assigned government wings like Coffee & Tea Authority or
Ministry of Trade. After evaluation, when the coffee leaves ECX branches with definitely
known grade it will be scanned again and uploaded to the master database. The last and
final scanning will happen on arrival to the central warehouse (literally exporter
warehouse) belonging to either cooperatives/unions or estate farms.
After sorting, cleaning and rebagging with green pros or better jute bags, all
synchronized scan data of preceding steps summarized from the master database will be
printed out and sent together with the coffee as a passport. This passport telling back
stories of the coffee will have all information including the origin, type, grade of coffee,
pre-harvest ingredients used, climatic condition of production area, processing station,
processor and supply capacity information, exporter, date of departure and etc.
3.5. Technology for Traceability
According to Metzner 2014, the main technologies used for traceability purposes are:
electronic spreadsheets, bar codes, quick response codes (also known as QR codes)
and radio frequency identification (also known as RFID). Among these technologies,
RFID is the only one that can be fully automated, allowing companies in the SC to
monitor the product, boxes, pallets, containers or batches of bulk products with
minimum human intervention. If implemented together with the wireless sensor
networks (WSN) technology, it allows monitoring the environmental variables related
to the product. These are mainly: temperature, humidity, lightness, vibration and
mechanical shocks.
In the following paragraphs, a description of the proposed traceability model will
be provided. This will include the description of the information to be collected and the
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technology that will be used for that purpose, the way it will be transmitted and how it
may influence the operations of that specific supply chain link.
At the first stage of the traceability model, which comprises the production of
coffee at the farms, most of the processing information will be gathered and inserted in a
spreadsheet at the farm computer system. Especially this system works well for estate
farms, which have relatively better and fully fledged computer system than primary
cooperatives/unions. This will be connected, via internet, to the master database, where
the web server that contains all the traceability information is located, probably in Coffee
and Tea Authority, Ministry of Trade, Cooperative Development Agency or ECX.
The cooperative/union/estate farm will then enter the production dates, crop
varieties, inputs used and their quantity, and the main processes considered important for
traceability purposes. In an ideal condition, the information inserted in the spreadsheet
will be automatically synchronized with the database, minimizing transcription errors.
At the second stage, the coffee is transported to the washing/hulling station where
coffee will be processed and cleaned. Then barcodes will be fixed to each and every bag
after cleaning and sorting the coffee before transporting to ECX for grading purpose;
barcodes are tag labels assigned to each cooperative/union/estate farm to identify the
products among cooperatives. When the truck enters the industry to unload its cargo,
tags on the bags will be scanned using simple digital devices while loading. During this
scanning phase, the coffee type, date, truck number and volume transported to ECX will
be revealed by synchronizing the information.
The third stage is after green bean and cupping evaluations held at ECX, where
scanning is supposed to be done while loading coffee for transportation to the central
warehouse. Because once grading is complete, coffee will be transported to central
cooperative/union’s warehouse; while it’s to the exporter warehouse for estate farms.
Accordingly in above cases, the industry will transfer data to the master database for
close follow up and support to track the product.
When the vehicle arrives at the central WH (Warehouse) or estate farm, the coffee
with known grade matrix will be scanned again indicating proper piling of the coffee
based on coffee type, origin, cooperative, etc. the data which goes through a scanner
similar to the one at the entrance of the processing industry and this will link the product
story being unloaded at the warehouse with the original batch type.
The last stage is related to exporting product with full preceding story of the coffee
to foreign distributors, roasters and consumers. The challenge in this case is to provide
useful and easy to access information to the end consumer, who will be able to access it
online, through a web portal, using information contained in tags, which is replaced with
attachment of the full story.
Traceability should be committed to building the most direct possible relationship
between the farmers (producers) and buyers who distribute green beans to the other world
or roast and retail to customers serving it in their restaurants, cafes or on their kitchen
tables. This means sourcing directly from the producers—family farmers and their
cooperatives—but it also means dismantling this idea that a producer’s coffee should be
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piled up in a big container and sent to the port with full story of the origin including
grower/area, processing method and seller history.
In the aggregated traceable coffee marketing, the beans will pass through the
following chains of supply in the case of smallholder farmers. All smallholder coffee
producing farmers which are cooperative members will be the initial point of the product;
directly delivering in collection centers and then coffee will be passed to processing
stations of cooperatives. Once the red/dry coffee cherries are processed and bagged, it
will be taken to ECX branches for evaluation where both the bean and cup profile of
coffee are examined using standardized SCA grading system. After that, cooperatives
will either export directly or through parallel union or sell to potential exporters, if they
are unable to access markets or unable to form a union.
3.6. Advantages of Aggregated Coffee Traceability
Apart from those benefits of coffee traceability previously anticipated by ECX, there
could be other direct or indirect positive rewards especially if the products of
smallholder farmers are aggregated in the form of cooperatives/unions. These
include:
" Transparency: Traceability enables transparency in a big way so that
marketing loses its tendency to propagandize rather creates a chance to tell
authentic stories, i.e. telling the whole story of coffees. That’s why people are
actively posing for authentic experiences, which includes the flavor of the
coffee itself but also its story.
" Full information: traceability helps to provide reliable information to product
users, to guarantee products’ authenticity and to ensure consumers that certain
production practices have been followed. This means that traceability can be
used to:
► Ensure fair practices in trade,
► Protect consumers from fraud, and
► Safeguard producers from unfair competition.
" Brand promotion: leading to the establishment of trust in consumer loyalty
regarding the goods provided by the producer/exporter, ensuring the
originality of goods for which the mark has been created;
" Price markups: This will eventually encourage cooperatives to renegotiate
the price based on the strong traceable supply chain; and thus buyers will be
willing to pay markups for consistently traceable quality coffee;
" Premiums: if substantial values added through traceability system to the
supply chain, cooperatives will look for various certifications which will
attract them better market and thus premium prices per lot or single unit
volume of coffee sold. Therefore consistent traceability will favor small scale
producers to apply certifications as a cooperative. Certifying organizations
will be inspired with the traceability system as well. Finally trading traceable
quality coffee will result in premium price for all the actors in the supply
network.
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3.7. Barriers to Traceability & Supply Chain of Smallholder Farmers
However, all the cooperatives are eligible to export coffee there are various
challenges prohibiting them from the business especially in aggregating for
sustainable traceability.
" Administrative Awareness: with limited coverage of extension supports due
to vast coffee growing plots even in the smallest administrative areas of
Ethiopia, the level of awareness among farmers on the value of traceability is
insignificant; or merely to the potential farmers. On the other hand, farmers in
remote coffee growing areas are producing and supplying coffee in a
conventional way inherited from their forefathers. Even cognitive skills of
some farmers to be well acquainted with traceability framework and add
values to their coffee in short period of years is eventually questionable. Thus,
the level of awareness creation vertically from top to community level through
extension workers is really intact and need to be addressed well in order to
improve coffee value chain in a rewarding manner.
" Low productivity: is one among overarching challenges of Ethiopian coffee.
More tangibly, the approximate number of coffee growers in Ethiopia is above
four million which is six times Vietnam and 15 times of Brazil; however the
Ethiopian production volume is less than four times of Vietnam and seven
times of Brazil. On the other hand above 400 private exporters are engaged in
coffee marketing in Ethiopia, whereas only 230 exporters are dealing with
coffee marketing in Brazil, the global leading producer and exporter of coffee.
From this comparison, one could easily recognize that Ethiopian coffee is less
productive despite being attracted by large number of businessmen.
Apparently, Ethiopia is securing more than 25% of foreign exchange only
from coffee export, while astonishingly it’s only 6% for Brazil. (ITC 2017)
" Finance: there are about 19 private and 3 public banks, and 13 micro finance
institutions in Ethiopia. Despite this fact, the possibilities on the table for
smallholder coffee farmers to access loans from either of these financial
sectors is still remaining a huge gap due to various reasons including poor
credit history of smallholder farmers, limited liquidity allocated for loan,
unwillingness of credit institutions due to seasonal uncertainties of
agricultural productivity, farmers’ inappropriate management of loans, and
etc. Therefore, access to finances particularly at smallholder coffee farmer
level is still in vacuum in Ethiopia. Moreover there are no sufficient
funds/subsidies encouraging farmers, processors and exporters due to less
developed financing systems of the country. These gaps left the coffee sector
in general and traceable supply chain in particular without financial support.
" Landscape: Ethiopian coffee potentially growing in sloppy difficult
landscapes is one of key hindrances to efforts promoting coffee value chain.
From the very beginning it is tough even for extension workers to conduct
farm to farm visit and timely access farmers at their disposal as supposed to
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be, where the worst case is time taking delivery of coffee cherries/beans to
next station for unavailability of modern transportation facilities which may
impact also coffee quality especially during peak harvest season. Hence, the
topography of coffee growing areas of Ethiopia is among key barriers to
promote traceability in aggregated framework.
" Infrastructure: not only the full cycle traceability, but also strong value chain
of any product seeks well developed infrastructural facilities, mainly logistics
remaining challenge. The deeper challenge is the time required to explore all
of the possibilities within certain farm or cooperative. Even though
traceability doesn’t guarantee anything; creating traceable systems allows to
experiment in a controlled way, which is a long-term process. However, in the
case of Ethiopia there are limited facilities to apply full traceability which
include:
! poor transportation services in remote coffee production areas,
! lack of reliable internet connection,
! unfavorable warehousing systems which is also fully labor intensive,
! less computerized coffee quality control system (especially moisture
content),
" Coordination: however a number of sectors work in the coffee business, they
have no joint efforts; instead run independently their own missions toward
individual goals. Lack of integrated strategies and joint efforts in Ethiopia is
thus hampering coffee yield and quality improvement at the same time
remaining one of the key factors for poor traceability system in the coffee
value chain. Therefore, all relevant public & non-governmental sectors,
research institutions, individual experts, coffee connoisseurs and others should
combine their efforts in order to improve the overall aspects of Ethiopian
coffee.
" Market Access: not only primary cooperatives and unions, but also individual
coffee exporters are facing challenges in finding markets for their products.
With the increasing competition and prevalence of free market, in addition to
aforementioned barriers, Ethiopian farmers’ cooperative unions are merely
limited to only few global coffee buyers. This is probably due to their limited
capacity in assessing potential market and preparing smart profiles for
introduction which is in turn due to little knowledge of the global scenario of
coffee marketing. On the other hand, as most of cooperative unions are led by
local experts, there could be possibly skill gaps to pull up those unions into
higher competition level. Such efforts could be fruitful through building trusts
with single buyers by keeping quality and time compliances against signed
contract and samples delivered.
" Lack of platform: despite the Ethiopian Coffee and Tea Authority is
supporting coffee growers and exporters, and EXC is facilitating coffee
grading and marketing, there is no decentralized coffee platform engaging all
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coffee actors including smallholder producers. Lack of a strong national
coffee platform is diminishing returns to be gained from coffee as a country
and also lowering income of individual farmers due to lack of sufficient
information through a decentralized system across all coffee growing regions;
which is also true for other cash crops like sesame.
" Management of Cooperatives/Unions: referring back to the Ethiopian
saying “Every house seems its owner”, the tough and active the management
of a cooperative/union, the strong and competent a cooperative/union will be,
and vice versa. It’s not only the quality or quantity of coffee supplied or
traded by cooperatives/unions, but also the transparency, fairness,
responsiveness and alertness to regulations as well as market access and the
way management is exercised toward benefiting smallholder farmers under
each cooperative union that determines the sustainability and competition of
many unions. Unfortunately except few, most of the unions are not lucky to be
led by the right leadership and eventually will be susceptible of losing
competition in this tough free marketing system.
3.8. Opportunities and Efforts for Aggregating Ethiopian Coffee
1.

2.

3.

Successful Cooperative Unions: as the current market situation is seeking
traceable supply chain, it may need substantial resources and efforts to develop
and execute sustainable traceability in countries dominated by smallholder coffee
producers like Ethiopia. In order to pull up such kind of producers into the global
market, organizing smallholder farmers in the form of cooperatives is well
understood and used to be experienced all over the country. Accordingly those
cooperatives formed a number of unions taking into consideration various issues
like administrative locations, coffee types, and willingness of member farmers.
Hence their success stories will be used as an opportunity to aggregate more
coffee to ensure sustainability.
Increasing Demand of Global Buyers: it could be recalled that almost all
international coffee buyers will be pretty much interested in traceable coffee
which they could easily order again and access with already experienced bean
and cup quality.
Vertical Integration: currently the Ethiopian government has developed new
trading schemes in which coffee exporters directly meet smallholder suppliers to
work closely on required parameters ensuring production and trading of coffee
with better quality. On the other hand, many global buyers are recently opening
their representative offices or assigning focal persons in Ethiopia which are the
key approaches to enhance vertical integration in the coffee supply chain. Such
potential companies are investing in the coffee value chain including pre and
post-harvest handling techniques to improve the quality of naturally favored
Ethiopian coffee by directly working with cooperatives, individual/group of
farmers. This kind of direct interventions will eventually maintain business
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4.

5.

relationship among actors, improve coffee quality, pave ways for sustainable
traceability, and end up with better prices.
Collaboration of Roasters and Aid Organizations: the remarkable example for
such integration could be that of illyCaffe and UNIDO. The UN Industrial
Development Organization in collaboration with illyCaffe is running a project
encouraging primary cooperatives to improve the quality of their coffee and thus
increase values for aggregation and traceability. Basically, this initiative is
targeting two potential shade coffee growing areas of Harena Buluk in Bale
(Oromia) and Aleta Wondo in Sidama (SNNP) in order to provide either working
capital, material support and develop capacities of prioritized primary
cooperatives. The number of cooperatives in Bale and Sidama embraced by this
scheme are respectively 12 and 3 in number while the large numbers of
cooperatives in Bale are relatively weaker in management. Apparently, potential
roasters like illycaffe are promoting mono origin coffees which will be another
opportunity to trade traceable coffee for primary cooperatives and unions.
Conducive Environment within Ethiopia:
" Government’s commitment and favorable policy,
" Diverse agro-ecology and climatic conditions or unique and distinct
characters of coffee quality and genetic biodiversity,
" Well established brand and positive image of the country as birth place of
coffee and locally strong coffee culture,
" Volume/quality variant: huge coffee volumes with a lot to do on quality,
" Cheap labor and land: potential to improve quality and volume,
" Efficient and effective domestic marketing system, etc.

3.9. Future Perspectives of Coffee Traceability
Sticking to the findings of this research, barcodes supposed to be fixed on jute bags or
green-pros could be produced adjacently by the same company (producing bags) to
minimize time lapse in the procurement process form different sources. Such motives
will improve, speed up and smooth the mobility of coffee within the supply chain.
On the other hand, the barcodes tagged on the bags/green-pros will be shipped to
foreign destinations enabling end users easily identify the origin, type, processing type,
supplying farm & cooperative/union, and etc. The database supporting traceability
systems could be accessed by foreign potential buyers enabling them rely on Ethiopian
coffee and thus invest to improve more either through vertical integration or assigning
representative.
Accordingly, once primary cooperatives engaged in trading aggregated traceable
coffee, all the remaining smallholder producers will be doomed to form cooperatives and
thus prevailing fragmentations in the Ethiopian coffee supply network will be
spontaneously improved. On the other hand, it’s optimistically believed that all actors
including coffee initiatives and policy makers will back up the system so that traceable
coffee export will thus harvest substantial returns.
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Currently, potential market segment especially for food and beverage is highly
demanding traceable products ensuring accountability and trust beside end users. In line
with the radical changes in technological advancements, a lot of values will be added to
food and beverage products. For instance, the capsule stage of coffee industry will not
sustain in the market for many decades, where other technologies will come up soon with
simple and easy to use coffee products may be in the form of candy, gums, soluble pods,
tablets, and staple food ingredients of which some are yet to come and few are already
introduced to the market of economically advanced nations. Hence such technological
shift will strongly rely on traceable ingredients to enhance and guarantee increasingly
consistent consumption of all products. Apparently with the global market is highly
doomed to practice block chin system, it’s believed by the researcher within a very short
period of time Ethiopia will enhance its technology outreach to engage coffee export
business into block chin. Therefore, in the near future aspects of aggregating coffee
traceability will be scaled up with the steady technological shift and dramatic values
being added to the coffee.
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Abstract: This paper is to examine the impact of microfinance on poverty reduction and
women empowerment as perceived by microfinance institutions and experienced by aspiring
women credit participant in Ethiopia. The study reviewed different literatures and broadly
focused on social activities and economic empowerment of women beside household poverty
reduction and economic development and the effect of household income, the objective of
this study is to show how microfinance works, by using women participants for reducing
poverty and how it affects the living standard (income, saving etc.) of the household poor
people in Ethiopia, The microfinance institutions (MFIs) provide the opportunity for the
people who are living under the poverty lines, the institution particularly encourage poor
women households and the result will show that how poverty reduced by encouraging and
providing access to finance poor household. Microfinance institutions are claimed to directly
affect household income by encouraging productivity, increasing diversity of production and
productivity, and maximizing the utilization of the available resources (Binswanger, 2007;
Dejene, 2007; Sudan, 2007; Akintoye, 2008; Belwal et al., 2012; Fletschner & Kenney, 2014)
Key words: microfinance institutions, poverty, women

1. Overview of Microfinance in Ethiopia
1.1. The outreach of Microfinance performance
Ethiopia is one of the second largest population in Africa with the population of 100
million next to Nigeria, it has a huge virgin resources that was not yet exploited but
the population are suffering with hunger and lack of opportunities, and poverty
became critical issues in most developing countries, due to this, NGO’s and other
international organizations provide funds a huge finance as a solution for poverty
reduction strategy, and these were temporary solution in some countries, some
nongovernmental organizations (NGOs) shifted their fund more on microfinance
organizations, for instant USAID and SIDA supports targeting microfinance
institution for poverty reduction in Ethiopia.
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Ethiopian microfinance institution has played a prominent role among
development initiatives and became a key solution for the alleviation of poverty and
the Ethiopian microfinance institution focus on group based lending, according to
Jennefer Sebstad (2003) they use joint liability, social pressure, and compulsory
savings as alternatives to conventional forms of collateral. Currently, the
Proclamation requires MFIs to provide credit through group based lending
methodologies. It allows MFIs to mobilize savings but restricts the size of MFI loans
to a maximum of Br. 5,000 and the repayment term to no more than one year. An
earlier ceiling on the interest rate was lifted in 1998 so interest rates are no longer
restricted under this law. Informal system (saving and credit) were the primary access
of finance by the poor, including money lenders, edir, ekub, traders, relatives, friends,
according to Jennefer Sebstad (2003). The approximately 700 savings and credit
cooperative organizations (SACCOs) in Ethiopia are urban, employee-based
cooperatives (for example, Ethiopian Airlines). While some service cooperatives
provide credit and savings, very few rural savings and credit cooperatives exist.
Since the last two decades different microfinance institutions are filling the gap
of poverty in Ethiopia, according to Lafourcade A, et al 2005 survey data, Ethiopian
microfinance ranked largest MFI in Africa by number of borrowers, ACSI and
DECSI microfinance institutions are the two largest MFIs (ACSI and DECSI) in
Ethiopia and Africa, even though these institutions are only eight and seven years old
respectively, these microfinance lends to a large number of borrowers as seen below.
Ten Largst African MFI’s by number of borrowers (2005)
Country
Amhara Credit and Saving Institution (ACSI)
Ethiopia
Dedebit Credit and Saving Institution (DECSI)
Ethiopia
Malawi Rural Finance Company (MRFC)
Malawi
TEBA South Africa (TEBA)
South Africa
Credit Rural de Guinea (CRG)
Guinea
Kafo Jiginew
Malawi
FECECAM (Faitier des Caisses D’epargne et de Credit
Benin
Agricole Mutuel)
OMO Microfinance
Ethiopia
Equity Building Society (EBS)
Kenya
Oromiya Credit and Saving Share Company(OCSSCO)
Ethiopia
Source: Africa data study “MIX” 2005

Number of
borrowers
289,000
226,000
180,000
158,000
110,000
94,000
83,000
71,000
65,000
62,000

According to Adongo and Stork (2005) the microfinance institutions participation in
several developing economies is escalating from time to time. Various studies on
different countries on the performance of the MFIs confirm this (Zeller and Meyer
2002, Meyer 2002, Robert cull et al. 2007). Accordingly, the delivery of microfinance
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in Ethiopia has increased in a brief period of time, as the country has experienced a
rapid economic growth, microfinance institution plays a significant role for a better
and sustainable economic development of poor household, and in addition provision
of the service has been carried out mostly by donor funded programs through NGOs
and government institutions (Yigerem 2010).
According to Jennefer Sebstad (2003), a key component of Ethiopia’s
development strategy is the establishment of sustainable microfinance institutions
serving large numbers of poor people, while non-governmental organization (NGO)
credit schemes and informal sources of finance have existed in Ethiopia for many
years, the government instituted a legal and policy framework for MFIs in 1996
through Proclamation 40/1996 (Gebrehiwot Ageba, 2002).
Different microfinance institution are working on poverty reduction and
vulnerability of poor households by increasing agricultural productivity and income
by providing credit to poor household in different regions of Ethiopia, most of them
are effective in the strategy targeting of the poor, especially women are focused in
their service provision by providing micro-credit and promoting sustainable access
including poor household. A key component of Ethiopia’s development strategy is the
establishment of sustainable microfinance institutions serving large numbers of poor
people (Sida, 2003).
Ethiopian microfinance institutions mainly related to poor household
populations and lend uncollateralized and tailored loan terms to the unbanked poor in
low-income communities accordingly the main goal of many micro finance
institutions is to provide sustainable micro finance facilities to the poor to facilitate
income generation and reduce poverty (Baumann, 2001), therefore this shows that
microfinance institutions mainly stands mainly for the low income households and
this low income household can easily borrow from the MFI and make different small
businesses that will generate more money, then the borrower can easily pays interest
rate by saving continuously, which in turn results greater optimism for improving
credit markets in developing economies. However, the efforts of microfinance
institutions to expand and perpetuate financial services to the poor are often backed
by a steady flow of subsides, recently the growing commercialization and competition
in microfinance coupled with withdrawal of subsidies standout the need for financial
sustainability and efficiency in the industry (Tadese 2014).
The logic model of microfinance investment chain
Double Bottom Line Framework
Inputs

Entity

Financial recourse

MFI

Output

Outcome

Loan
Financial performance/ Social Benefits
Source: Social enterprise associate
The input capital flows to the entity (an MFI), producing an output (a loan). The loan creates
an outcome (financial performance and social benefits).
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2.2. The structure of microfinance institutions
Ethiopian microfinance institutions are lenience under the national bank of Ethiopia,
in line with the proclamation No. 626 /2009 lays down that every micro-financing
institution shall maintain a register, in such form as the National Bank may approve
which shows the list of shareholders with voting rights, accordingly 31 microfinance
institutions were listed under the proclamation of national bank of Ethiopia served
thousands of clients, Amhara (ACSI), Dedebit (DECSI) and Oromia (OCSSCO)
Credit and Savings Institutions are the largest dominant institutions with huge number
of clients and amount of loan granted by the microfinance institutions in the country
(Ebsa, et al. 2013).
Most donor organizations in Ethiopia prefer to support capacity building
particularly these donors plays a big role on microfinance funds, According to
Wolday, the support of donors to MFIs in Ethiopia takes mainly four dimensions:
provision of loanable capital as grant, building the capacity of MFIs, providing
advisory services, and developing innovative products that meet the needs of poor
clients (Amha 2007:34-5). Most donors are supporting ACSI and Wisdom mainly in
building their capacity due to the majority of the population in the region are living
under poverty and ACSI microfinance needs to play the poverty reduction strategy by
providing loan to poor in collaboration with NGOs.
Accordingly microfinance institutions were institutionalized by some NGO’s,
according to Duressa, some NGO and government microcredit programs were
transformed to microfinance institutions. A regulatory framework was put in place to
license and supervise institutions (proclamation no. 40/1996) under the country’s
central bank.(Duressa, 2009)
Amhara Credit & Savings Institution S.C, Dedebit Credit & Savings Institution
S.C and Oromia Credit & Savings Institution S.C though their major share goes to the
Associations and NGOs, the regional Governments control quarter of the total
ownership. The Ethiopian microfinance market is dominated by a few large MFIs, all
of which are linked to regional state government ownership. The three largest
institutions account for 65% of the market share in terms of borrowing clients, and
74% by loan provision (Ebisa, Getachew and Fikadu, 2013).
Basic characteristics of Association of Ethiopian Microfinance Institutions (AEMFI)
regular member MFI, as of January 2001

No.
1
2
3

Name of Institutions
Amhara Credit and
Saving Institution S.Co
(ACSI)
Dedebit Credit and
Saving Institution S.Co
(DECSI)
Oromia Credit and
Saving Institution S.Co
(OCSCCO)

Year of
Established

Regional
Government
share

% of
Female
clients

% of
rural
Clients

Amhara

1997

25

47

75

Tigray

1997

25

41

80

Oromia

1997

25

12

99

Operational region
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4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

OMO Microfinance
Institutions S.Co.
(OMFI)
Specialized Financial
and Promotional
Institution S.Co (SEPI)
Gasha Microfinance
S.Co
Wisdom Microfinance
S.Co
Sidama Microfinance
S.co
Asser Microfinance S.Co
Africa village
Microfinance S.Co
Buusaa Gonofa
Microfinance S.Co
Mekket Microfinance
institution S.Co
PEACE Microfinance
Institution S.Co
Addis Credit and Savings
Institution S.Co
Eshet Microfinance
Institution S.Co
Wasasa Microfinance
Institution S.Co
Meklit Microfinance
Institution S.Co
Benishangul
Microfinance Institution
S.Co
Shashemane Eddir
Yelimat Agar MFI S.Co
Metemamen
Microfinance Institution

Oromia

1997

80

35

95

SNNPRs

1997

-

80

1

Addis

1997

-

85

0

Amhara, SNNPRs

1998

-

30

85

SNNPRs
Addis, SNNPRs

1998
1998

-

60
n.a

90
73

Addis

1998

-

60

n.a

Oromia

1999

-

85

87

Amhara

1999

-

85

100

Oromia,Amhara,SNNPRs

1999

-

62

100

Addis

2000

98.7

70

n.a

Oromia

2000

54

70

Oromia

2000

n.a

31

69

Addis,Oromia

2000

-

73

n.a

Benishangul

2001

-

60

100

Oromia

2001

n.a

58

n.a

Addis

2002

n.a

n.a

n.a

Source: Adapted from Amha and Shiferaw (2001) except Government shares: Shiferaw and Amha (2001). It must be reiterated
that the shares of regional governments does not correctly depict the true influence of the Government, since several other
shareholders are government-near associations such as regional farmers, women and youth associations

2.2.1. Amhara Credit and Saving Institution (ACSI)
As part of the developing countries, Ethiopia has adopted microfinance programs
where many MFIs are delivering the credit services to the poor in order to mitigate
the effects of poverty among the poor sections of the society, ACSI is one of such
MFI. Amhara credit and saving is the largest microfinance institutions in sub Saharan
Africa, ACSI was established in 1995 as a replica of the Grameen Bank of
Bangladesh’7. According to Gobezei, the planning and monitoring department head
asserts, the fundamental principles of group lending system such as using group
collateral to provide loans, peer pressure to ascertain repayment and center meetings
to disseminate information are adopted from the Grameen bank (Interviewed on 4
July 2007). The primary mission of ACSI is to improve the poor economic status of
the low income households, and enhance productivity in the region primarily through
increased access to lending and savings services.
ACSI’s target is the low income households, rural based, productive poor, with
a particular emphasis on women, and the institution basically provides loans to men
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and women using group lending methodology, In addition the organization is
committed to providing innovative and diversified products to its clients, including a
variety of savings and credit products. ACSI disburses pension funds for the
government in Amhara State, and currently provides money transfer facilities for
businesses. (Neil 2006 p.15), in addition the Amhara microfinance is mainly donated
by Swedish International development Coorperation (Sida), Sida is one of the few
bilateral (or multilateral) donors to provide large amounts of capital funding through
its support for the Amhara Credit and Savings Institutions (ACSI) (Jennefer 2003).
According to the USAID in Amhara, poverty levels within the Amhara State are
the highest in the country as reported in 1999/2000. The proportion of people in
Amhara who is absolutely poor was one third of the overall population of the region
and the region are categorized as chronically food insecure with variations between
the urban and rural areas. despite the fact that ACSI has adopted the traditional
microfinance practice including group collateral, peer enforcement and continuous
follow up, it has a number of a distinct qualities that helped it emerge as one of the
most successful and sustainable MFI in Africa (Esayas 2009).
2.2.2. Dedebit Credit & Savings Institution (DECSI)
DECSI is the second largest microfinance institution in sub Saharan Africa by
number of borrowers, DECSI was reregistered in the form of a Share holding
Company as a legal entity in 1997, according to the researcher The vision of DECSI
is to see poverty eradicated in Tigray Regional State and the country as well through
the provision of quality of financial services by establishing a competent, strong,
efficient, stable and sustainable financial institution in our continent.
According to the researcher of Dedebit microfinance, the target group varies
though clients according to the type of product services, the target groups are
identified as,
• Community members working to come out of poverty
• The poorest of the poor capable of generating income /productive poor/
• Owners of micro, small and medium enterprises
The major objectives that were drawn from the socio-economic study
undertaken in 1993 include financing the working capital requirements of small-scale
undertakings of the rural poor, in order to make them economically sustainable and
create conditions for self-sufficiency and self-reliance that would be the means to
alleviate poverty (Assefa 2006), in addition the institution address gender sensitivity,
by and large, building of social capital: to shore up self-help efforts at the family and
community levels and to build up the voice of women and other marginalized groups
as right holders and agents of local development (Hailu 2010).
2.2.3. Oromia Credit & Savings Institution
Oromiya is the largest region and nation in Ethiopia, the population of Oromo is more
than 25 percent of the total population of the country, but as the largest nation oromia
microfinance could not reach all the areas. Oromia credit and saving share company
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(OCSSCO) was established in August 1997 to achieve the poverty reduction strategy
in the region. Oromia Credit and Saving Share Company (OCSSCO) is currently
operating largely in rural areas to complement the agriculture lead and rural centered
development effect of the Federal Government of Ethiopia in general and Oromia
Regional National State (ORNS) in Particular. (Ayalew 2013).
As poverty is a multidimensional problem, its solutions are multifaceted. In the
Agricultural Development Led Industrialization (ADLI) strategy of Ethiopia, rural
finance has been considered as an important tool for agricultural development and
food security. Moreover, the Ethiopian Sustainable Poverty Reduction Strategy
(SPRSP, 2002) underlines the importance of micro-finance institutions in poverty
reduction and sustainable development, (Daga et al. 2002), and Oromia microfinance
institution similarly focuses on poverty reduction and sustainable development, the
institution services conducted for both credit and savings. Where available, these and
other financial services help low income people improve household and enterprise
management, increase productivity, smooth income flows and consumption costs,
enlarge and diversify their micro business, and increase their incomes (Asfaw 2014).
2.2.4. OMO Microfinance institution (OMFI)
OMO microfinance Institution was established in 1997 to promote access to finance
in the region particularly rural areas of SNNP region (southern nation and national
people), as part of the national food security program by the regional government,
and in accordance with the licensing and supervision of microfinance institution
proclamation 40/1996. The scheme was launched as pilot in four district of the
regional state. Today it operates in all zones in the region with a mission to contribute
its part in the effort to bring about accelerated and sustainable economic development
in the region by the provision of efficient, effective and sustainable financial services
to economically active poor people through effective collaboration with government
and non government organizations. OMO microfinance works for the success of
government policies and strategy (Daniel, 2014).
The outcome measurement of microfinance
Mission

Activity

Outputs

Outcomes

Community goal

Source: Social enterprise associate

The mission of all microfinance activities are similar on poverty reduction, according
to Tulchin (2003) Mission drives all program activities, producing outputs and their
corresponding outcomes, which are related to community goals. These goals are set in
advance, given an organization’s mission. In this framework, an MFI is measured
based on how its outcomes relate to intended community goals, creating a missiondriven performance indicator that can guide MFI management and establish a track
record.
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3. Does microfinance really effective on the eradication of poverty?
There are different types of poverty and poverty eradication strategy in developing
countries, the international donors support the development effort in developing
countries to come out of poverty, Ethiopia is one of the countries supported by donors
for the eradication of poverty in various activities, then microcredit plays an
important role on sustainable development by increasing the living standard of the
poor community.
In fact, most microfinance institution involves different financial facilities
beyond saving and credit facilities on the bases of poverty reduction, of course, poor
may not have saving account in the institution but after the service offered to the poor
household, they start surviving and increase their income through productive income
generate activities and these poor households would start saving their money. Most of
microfinance institutions usually stands for poor households and communities
providing small loans and savings Among other microfinance institution, ACSI plays
significant role on sustainability development to achieve millennium goal, and the
institution supporting development program on poverty eradication campaign,
according to the USAID “ACSI is amongst the many vehicles that government
supports and endorses as part of its sustainable development and poverty reduction
efforts” Alternatives (2006, p.6).
The services of microfinance in poor rural household community have a direct
impact on poverty reduction program, “The idea of poverty reduction through MF has
generated enormous enthusiasms among donors and NGOs as an instrument for
reducing poverty in a sustainable manner. The results of a few case studies have
indicated that access to finance can reduce poverty” Chirkos (2014: p.48).
Moreover, the recent microfinance institution has enormous effects in rural poor
community including rural factors of social, economic, cultural and political on the
bases of poverty eradications, and the institution has an immediate impact on income,
education, health, nutrition and fertility, Morduch, (2002), hence microfinance
institution improves socio and economic welfare of the poor household particularly in
local areas.
Most development experts and authors address the positive impact of
microfinance on poverty reduction, according to United Nations Office of Special
Adviser on Africa. (2013) “when properly harnessed and supported, can economically
empower individuals and small enterprises and enable them to contribute to and
benefit from economic development”, currently most developing countries target is
enabling poor to economically empower through microfinance institutions, “Poverty
reduction has been a concern of developing countries through emerging microfinance
industry” Chirkos, A. Y. (2014, p 49).
Many authors emphasis the positive impact of microfinance for low income
households, but as per some literatures, there are debates of microfinance whether the
microfinance institution exactly targeting the poor society and poverty alleviation,
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and these authors questioned whether women are targeted and empowered through
microfinance, as a matter of fact many developing countries of their inequality gap
between rich and poor is increasing every time, according to global development
(2015), this shows that the effectiveness of poverty reduction strategy in some
developing countries is under question mark, of course microfinance provide credit
to low income households unless mismanaged behavior of credit, borrowers results
benefit the would show a positive impact of the service on the household borrowers,
but some do not fully agree, from the point of view of Dr. Martina Mutheu in
Rosenberg (2009), “Most of the credit given to the target segment is used to finance
saturated business activities whose margin of return is far less than what is charged on
the borrowed funds, the outcome is a deficit, pushing the borrower further into debt
and in effect making him poorer”, in addition to this argument “micro-credit increases
poverty by increasing debt and that husbands use their wives as conduits to secure
loans” Burra, as cited by Adeyemi (2010), but this argument was reacted and tackled
by Richard Rosenberg as “repeated use does not by itself prove that a service is
benefitting users. No one would make this argument about repeated use of heroin, for
instance. People do not always borrow wisely. With microloans or any other loans,
some borrowers will inevitably over-indebt themselves and be worse off as a result”
Rosenberg (2010).
In fact, microcredit is a tool for poverty eradication and a core for sustainability
development as studied by different researchers, but microfinance alone cannot
eradicate poverty according to Yunus “Micro-credit is not a miracle cure that can
eliminate poverty in one fell swoop. But it can end poverty for many and reduce its
severity for others. Combined with other innovative programs that unleash people’s
potential, micro-credit is an essential tool” Yunus M. (2003: 171).

4. Microfinance and women empowerment
Ethiopia is one of the least developing countries in the world with high level of
unemployment, and more than half percents of unemployed population are women.
According to the data, over 85 percent of these women reside in rural areas, most of
these women integrated into physical work in the rural economy, which is mainly in
agricultural and labor intensive work.
An improvement in economic conditions would improve the standard of living
of women, according to the ministry of women affairs, the ministry monitors the
Ethiopian Women’s Development Fund, which was established in 2001 to provide
financial, material and technical support to women’s organization that undertake
women’s capacity building activities (OCDE, 2001).
Women in Ethiopia, especially in rural area, have no exposure to economic
opportunities that would support them to practice alternative income-generating
activities to change standard of their own life as well as family. Lack of alternative
income sources is a major challenge which makes women’s to be extremely
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dependent on their husbands as well as on their relatives and leads to low
participation in household decision-making. Gutu F. and Mulugeta W. (2016), in such
reasons most microfinance institutions in Ethiopia give more emphasis on poor
women accessing the credit services and empower women on resources, the provision
of microfinance can assist the women to participate on decision making process at
household level and community (Dessalegne, 2009), the program was effective on
targeting women as a client of micro-credit programs, women income benefits from
the credit service has contributed for the general welfare of household life. According
to Ledgerwood, MFIs target women more than men clients because women almost
always make up the poorest segments of society and are responsible for child rearing,
and they often have fewer economic opportunities than men (Ledgerwood 1999, 37).
Mayoux categorizes different policy prescriptions and priorities in relation to
both micro-finance itself and to gender policy, these are Feminist Empowerment
Paradigm, Poverty Reduction Paradigm, financial Sustainability Paradigm.
4.1. Feminist Empowerment Paradigm
Empowering women through microfinance is one of the key elements for promoting
the International Labour Organization’s (ILOs). Women’s empowerment is seen as an
integral and inseparable part of a wider process of social transformation. The main
target group is poor women and women capable of providing alternative female role
models for change, Mayoux (2005).
The strategy is more focus on gender equality and women’s economic and
socio-political empowerment. According to Chen MIF should be based on
participatory principles to build up incremental knowledge of industries and enable
women to develop their strategies for change (Chen, 1996).
4.2. Poverty Reduction Paradigm
These paradigms mainly focus on community development, developing sustainable
livelihood and social service provision integrating NGO’s, this paradigm defines the
term poverty reduction in a broader scheme than market incomes and decreasing the
vulnerability of poor people. Policy debates have focused particularly on the
importance of small savings and loan provision for consumption as well as
production, group formation and the possible justification for some level of subsidy
for programmers working with particular client groups or in particular contexts
(Mayoux 2005).
4.3. Financial Sustainability Paradigm
Microfinance refers to small-scale financial services primarily credit and savings
provided to people who farm or fish or herd; who operate small enterprises or
microenterprises where goods are produced, recycled, repaired, or sold; who provide
services; who work for wages or commissions; who gain income from renting out
small amounts of land, vehicles, draft animals, or machinery and tools; and to other
individuals and groups at the local levels of developing countries, both rural and
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urban. Robinson (2001 p. 9) the ultimate aim of financial sustainable paradigm is to
set a large program being profit and fully supportive for development strategies by
competing against private financial organization such as banks.
Increasing the role of women in the economy is part of the solution to the
financial and economic crises and critical for economic pliability and growth.
However, at the same time, we need to be mindful that women are in some contexts
bearing the costs of recovering from the crisis, with the loss of their jobs, un attractive
working atmosphere and increasing instability on them ( Ibid, 2011).

5. Gender and culture challenge
Poverty is “not having enough for subsistence”, and is subsequent to social injustice,
manifested by unequal power relations among citizens, as well as gender inequality,
as a result of which women suffer the most. It is a depravation of bare necessities of
life, including food, clothing, and shelter. (Haregewein, 2003), in many cases gender
is a major determinant of one's additional household obligations, Ethiopian women
carry unlimited and unequal burden of household obligations in comparison to men,
in rural society of the country, the tradition and culture does not accept women as
powerful and influential business leaders and limits women access to control over
resources nor the right to access financial services. According to CGAP Annual
Report (2011), a growing body of empirical evidence shows that access to the right
financial service at the right time helps households build assets, generate income,
smooth consumption, and protect themselves from risks. At the policy level, decisionmakers have recognized that an inclusive financial system that reaches all citizens
also allows for more effective and efficient execution of other social policies, for
example through conditional payment transfers in health and education. And at the
macro level, we know that deeper financial intermediation in an economy leads to
more growth, and less inequality.
Traditionally women were historically disadvantaged in accessing material
resources like credit and other property, the culture of Ethiopia had negative impact
on women’s activity on resource management, the culture doesn’t give more
emphasis on women empowerment and nor give them confidence in themselves,
particularly women reside in rural area but microfinance has played a big role for
women participant in different social activities and economic empowerment beside
household poverty reduction and economic development.
Ethiopian microfinance institutions broke the challenges of gender in the
society and enhance women to access finance. “Firstly, microfinance practices do not
always produce automatic empowerment benefits for women; therefore,
empowerment must be strategically planned for in MFIs. Secondly, empowerment
approaches allow microfinance institutions to realize their full potential in
contributing to a number of critical dimensions of women’s empowerment. Finally,
empowerment approaches are often compatible with other approaches to
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microfinance (e.g. financial sustainability), and can actually enhance the aims of these
other approaches in many cases” (Mayoux 2006), this implies that improving women
empowerment through microfinance results sustainable economic development in all
the cases, and targeting women has a positive impact in the development arena and
poverty reduction strategy, therefore, Gender discrimination is one of the major
causes of poverty, slower economic growth, weaker governance and lower standards
of living and women are poorer and more disadvantaged than men. However, women
contribute decisively to the well being of their family comparatively more than men
(Bamlaku Alamirew, 2006).
Framework of women empowerment through microfinance
Outcome and Indicators of women Empowerment
Control over Savings and Income
Participation in decision making
Increased in ownership of assets
Increased in mobility and activities outside home
Increased Self-efficacy
Microfinance institution Woman participation in Micro-credit services
Resources (condition) Provision of micro-credit services

Unequal gender treatment due to social and cultural, legal, economic and political
structure

6. The Contribution of Microfinance for Poverty Reduction and
Women Empowerment
Low income leads to low investment and which in turn leads to low productivity, the
microfinance role is increasing productivity by increasing income of the poor
household through microfinance, the impact of microfinance program on the
household welfare has an effect, according to Yigzaw (2014) the majority of the
clients that had registered in microfinance credit and saving services, the outcome
enables clients increased incomes. It is these incomes that can help them to solve
some problems of poverty like isolation, physical weaknesses and they can afford a
good diet, can deal with vulnerability as they can save and now able to deal with
crises, has the capacity to send their children to school and to pay for their health
which is critical for their continued well-being and as a consequence break the
poverty trap.
Poor women are not able to meet the commercial banks requirement,
microfinance fill the gap of women’s problem access to credit. The microfinance
institutions, saving and credit cooperatives designed to responds to the failure of the
commercial and development banks to meet the financial needs of poor and small
producers (Adebayo, 2009, Fiona, 1999). MFI encourage the socio economic
development by encouraging low income household in productivity.
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Most Ethiopian microfinance programs focus on women particularly women
living under poverty line. Beside empowerment of women through micro-credit,
microfinance relay on women’s repayment of their loans more often and to direct a
higher share of enterprise proceeds to their families, a major obstacle for women is
the presence of constraints imposed upon them by society, the family, and women
themselves. Crampton and Mishra (1999). Some writers wrote that women’s
empowerment contributes to financial sustainability and poverty alleviation.
According to Wolday (2002), Micro-finance benefits the poor by increasing
disposable income, increase assets ownership and cushion consumption in fooddeficit period.
Women access to saving and credit will optimize their own and the household’s
welfare and this plays a big role in poverty reduction and sustain economic
development beside empowerment; the rationale for providing women access to
microfinance services is that gender inequalities inhibit economic growth and
development (World Bank, CIDA, UNDP, and UNIFEM).
MFIs are claimed to directly affect household income by encouraging
productivity, increasing diversity of production and productivity, and maximizing the
utilization of the available resources (Binswanger, 2007; Dejene, 2007; Sudan, 2007;
Akintoye, 2008; Belwal et al., 2012; Fletschner & Kenney, 2014), and the institution
contributes supporting low income families to generate income of the poor, In
addition to financial support, microfinance spreads the idea of democracy and human
rights, and aims to improve women’s social status (Chaudhry, Nosheen, 2009; Da
Silva, 2007; Montgomery, Weiss, 2011).

7. Conclusion
Poverty has became a major challenge for developing countries, government budget,
donor funds and other concerned bodies were financing for poverty reduction to
sustain the household economy, many developing countries problem were lack of
finance to the poor. Formal commercial banking are unable to provide access to poor
rural and urban society, and then microfinance has become a key source of financial
services to the poor and poverty reduction by enhancing self employment projects
that generate income to improve the living conditions of the poor and saving
mobilization for investment and growth more focusing poor women.
Ethiopia has recognized and licensed thirty one microfinance institution as
poverty reduction strategy, and among these Amhara Credit & Savings Institution
S.C, Dedebit Credit & Savings Institution S.C and Oromia Credit & Savings
Institution S.C have become the dominant institutions in service delivery and
different poverty reduction strategy, accordingly all financial institutions in Ethiopia
contributes financial services to poor and fight against poverty giving more
emphasize on women living under poverty line.
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Targeting women has a positive impact in the development arena and poverty
reduction strategy, therefore, Gender discrimination is one of the major causes of
poverty, slower economic growth, weaker governance and lower standards of living.
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Abstract: This research paper aims to bring the business ethics into perspective through a
theoretical approach of the terms ethics, morality and business in the desire to draw attention
to the need for ethics in business and its impact on society and the business environment. It is
often questioned why the association of these two terms is important as long as the purpose of
business is the profit and not the correct behavioral or decisional conduct of an economic
institution? Certainly the tension created between the two poles is not easy to reduce, what
this paper seeks is to set the theoretical basis of the concept of business ethics and to have a
theoretical approach both locally, with reference to Romania, but also an international
approach, by trying to investigate the interest in terminology in various other economic and
political areas.
Key words: Business, Morality, Ethics, Economics, Business Environment

1. Introduction
For a better understanding and for being able to talk about the authority of ethics, we
need to ask the question of its origin. Also, in order to understand the necessity of this
concept and the significance of this question, we should imagine a society without
rules, which would be almost impossible. An interesting answer would be that of
Christian origin, which explains morality as "a human attempt to align our imperfect
nature with divine nature" (Singer 2006, 30). But this possible alignment can not be
done without the awareness and deepening of the two dimensions mentioned: "our
imperfect nature" and "divine nature." Here are more than two antagonistic concepts.
I consider that, to speak of the fallen human nature, we have to go from a theological
concept called "sin." Regardless of whether or not we take into account the
theological notion described above, the idea of the imperfect nature, meaning, devoid
of ethical and moral concept, remains something wrong, reprehensible. However, if
we compare the realistic term of human nature, lacking in perfection, to divine nature,
then we can speak of a final point to which we should reach. Through these two
concepts, the starting point of human nature and the final point of divine nature, we
can discuss a process of ethical reformation, a possible process that transforms the
individual not only ideologically but also factually.
Certainly, the question of ethical origin can find much more answers, but this
one seems relevant to man's tendency to reach a moral pre-existing standard, so in a
universally valid way. Many questions can be asked about the effectiveness of the
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example, but I think that at this level of discussion the theoretical aspect is sufficient,
but during the paper, I will present other arguments to make this plea viable.
If we look at another origin-related reality, we can discover the beginnings of
ethical preoccupation in the Greek philosophical world, more sure in Aristotle's
teachings. Ever since, trends have been highlighted to create ethics, as a philosophical
discipline, by which it is called the ensemble of human habits and traditions. It is
important to bear in mind that ethics had already been moved to the center of
philosophical discussions with the appearance of Socrates (www.wikipedia.org).
Going into a practical area, can we talk about the uniformity of ethical thinking
irrespective of the scope of action? Is it possible for a multinational to apply the same
ethical code in every cultural and national context? The national, regional or cultural
context does not diminish the importance of ethics, especially in business, but gives a
much wider picture of the subject, requiring the ethical approach to be taken into
account through a scientific prism. Such an approach amplifies both the research and
the application of ethical principles, on the one hand, confirming them, on the other,
developing and aligning the concepts to a universal thinking, so that efficiency can
prevail.

2. Ethics
Before going into the middle of the problem, it is necessary to define the terms to be
used. An understanding of ethics is extremely important to us as individuals because
healthy ethics is the very essence of a civilized society. Ethics is the basis on which
all our relationships must be built. It is our way of referring to employers, employees,
subordinates, customers, colleagues, suppliers, to the community we are in and to
each other. Ethics refers to the quality of these links. Relevant in this regard are the
definitions given by various authorities in the field.
According to the Romanian Language Explanatory Dictionary (DEX), the word
"ethics" comes from fr. éthique, but also from the lat. ethicus and can be defined as
"the science that deals with the theoretical study of values and the human condition
from the perspective of moral principles and their role in social life; all the
corresponding moral conduct rules; moral "(DEX, 1998, 350).
I would like to make a few assessments about this definition. It is worth noting
the complexity of DEX's treatment of the definition. I want to highlight three of the
quite sensitive elements that appear in the definition. The first - ethics treated as a
science, the second - the role of moral principles in social life, and the third - the
norm of conduct. It is difficult to make a classification of the importance of these
elements, however, I tend to appreciate the second element, that of the role of moral
principles in social life. This is not easy to achieve if we start from the idea that the
role of ethics is predominantly philosophical. I believe that ethics must go beyond the
theoretical and scientific level and become a more applicative, practical, rather than
theoretical, philosophical one.
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The dictionary of neologisms defines this concept as "a philosophical discipline
that studies the moral principles, origin, development, and content" (Mark 2000, 456).
Crăciun (2005, 26) captures three meanings of the term "ethics". First of all,
ethics refers to so-called manners, customs and traditional practices specific to
different cultures. This may explain the influences of the religious world and certain
economic behaviors that differentiate one nation from another, one system of thought
from another.
By the second meaning given to the term, ethics is understood "the set of values
that defines in a certain society the man of character and rules of fair, dignified and
worthy of respect behavior, whose violation is blameless and worthy of contempt"
(Crăciun 2005 , 27).
The third meaning of the term ethics lies in "the theoretical interpretation of
ethos and moral phenomena" (Crăciun 2005, 27).
Professor Dan Crăciun, a prominent personality of the Romanian ethical
thinking, especially the business, appreciates in a fair way the aspect of
multiculturalism. It is to appreciate the complexity of the definition and the
evaluation of the terms from various points of view and research. Addressing this
topic does not seem so easy, considering the universality of the scope. However,
beyond the fear of complexity, the term remains exposed to the risks of
inapplicability in a uniform way, I am talking here about ethical uniformity, yet the
aspect of the diversification of the application remains to be appreciated.
If we are talking about the universality of ethical application, it is nevertheless
to be particularly appreciated that ethics seeks to provide answers of universal value
to questions about the possibility of being moral and the way it is done, trying to
define good and evil.
According to the Wikipedia encyclopedia, ethics, a term derived from the Greek
ἦθος ēthos, meaning "tradition, practice, is one of the main branches of philosophy
and can be called the science of moral reality. It engages in researching moral issues,
trying to answer questions such as: What is Good / Evil? How should we behave?
Here is an interesting approach, which I would like to highlight. It is the origin
of the ethics from the Greek term translated "custom, practice". This reality changes
the ability to implement ethical thinking in the individual's activity, forming a
possible routine in meeting ethical requirements. This may be good or bad, depending
on how the action is looked at. For example, it may be good as long as we appreciate
the fact that it is applicable, so possible, and that it can become a habit and, like all
habits, it can automatically become in the nature of being. On the other hand,
automatic application can reduce both the intensity of ethical experience and the
possibility of developing its concept and applicability. It is certain that the dictionary
definition offers a favorable, and therefore possible, picture of an ethical reality
including in the business field.
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3. Ethics and morality. Types of morality
We can get into the discussion of ethics and morality by exemplifying the importance
of moral perception from the point of view of social groups. There are groups that can
be identified as appreciating a particular type of morality that is based on certain
historical sources. The religious profile also has an important role in the group that is
characterized as moral in a particular context.
As the Encyclopedia of Philosophy and Human Science (2004, 710-714) says,
morality is developed or limited, depending on religious influence. Thus, we have
"Buddhist morality," being defined as the doctrine or precepts of good that come from
the teachings of the Buddha. Another approach to morality is the "confucian morals,"
representing the "set of ethical doctrines contained in Confucius' thinking." Another
perspective of morality is the "Islamic morality," based on "the tradition derived from
the Qur'an and the traditions of the Prophet Muhammad, which formed the basis of
Islamic civilization and was the subject of critical systematisations and reflections in
medieval Arabic philosophy." The last approach of the discussion is the "Hebrew and
Christian morals". It represents "moral thinking related to the Hebrew and Christian
religious tradition founded on divine revelation, which primarily focuses on salvation
and covenant between God and His people, and only then contains moral
prescriptions."
Personally, I believe that each of these types of morality influence or are
influenced by both the religious context and the source of inspiration. The level of
authenticity is hard to establish, at least in some approaches that go from the level of
understanding of the leader that influences moral aspects. These can be considered
relative or important only in a historical, religious, social or political context. These
types of morality create over time both conceptions of groups and through them
certain religious and moral identities, as well as individual, exclusive or nonconceptual behaviors, depending on the concept, which can obtain martyrdom
valences. I believe that of all four moral approaches, the Christian perspective,
including the Hebrew one, is the most appreciated, if we go from the idea of
"inspiration." This type of morality is also appreciated due to its timelessness and also
its practical and profound capability.

4. Morality
In order to better understand the importance of the ethical and particularly the moral
concept, I think it is important to start from the reality that man's life is not only
biological, but also moral and spiritual. Moral aspect plays a decisive role in defining
a person. Crăciun (2005, 27) defines morality as "the condition of the man who
aspires to live according to the highest ideals and principles". I like this approach.
The idea of aspiration offers a special beauty to the human being. As long as he
aspires, man lives physically and may think he can fulfill his dreams. But as long as
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he aspires to live according to ethical and moral ideals, he is much closer to living
ethically and morally.
In the moment when the individual ignores family, spiritual or moral rights and
obligations, or defies community and social responsibilities, he becomes
overwhelmed by hedonism and selfishness. A selfish person is more than one who
pursues his or her own interests, but can also be considered one who is unhappy with
the accomplishments of others. However, when he understands his purpose in the
world, when he becomes aware of the need for dependence on the community in
which he lives and the need to preserve material and spiritual resources, we can say
that man has begun to navigate the path of moral values. It is difficult to apply moral
principles and appreciate the correctness of their application when the individual lives
in solitude. His chance is that he can practice his ethical abilities in a human context
with his pluses and minuses.
If we go back to the idea of morality, we will be able to discover that morality
is the standards that a person or a group of people has in regard to what is right or
wrong, good or bad (Velasquez 2006, 8). The idea of standards is correctly
interpreted if we take into account the source of inspiration for standards. When we
talk about good and evil, about truth and lie, we can not be complete unless we
introduce the idea of a legislative, written or unwritten forum. This has to be a
starting point in order to arrive at a basic conclusion.
On the other hand, ethics is a discipline that examines personal moral standards
or the moral standards of societies (Velasquez 2006, 10). It answers the question of
how these moral standards can be applied in life. But what are the moral standards?
Moral Standards, in the view of Manuel G. Velasquez (2006, 10), are standards that
deal with issues that have serious consequences, consequences that can be associated
with feelings of shame and fear. Standards have good motivation, are not based on
authority and are not reduced to self-interest or cannot be accused of partiality. This
definition is comprehensive and creates multiple possibilities to make a proper
assessment for the idea of standards. However, the implications of "shame" and "fear"
may call into question the relativization of terminology if it starts from the multitude
of applications. In other words, what produces shame in an Eastern society can be
appreciated in a European society and vice versa. I believe, however, that these
possible confusions create an interest in discovering aspects of the importance of
diversity that could otherwise be undiscovered. Far from diminishing the importance
of principles, this diversity offers value and develops application strategies under
various conditions.
If we limit ourselves to moral standards or norms, and not to the modalities of
implementation, we need to establish some coordinates in order not to dilute their
importance. That is why standards or moral norms are imperative statements that
indicate what a conscious individual should or should not do so that his behavior can
be appreciated as good by others or the community (Ţigu 2003, 18 ). A similar
approach can be seen in Crane Endrew and Matten Dirk's definition (2007, 8). In their
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view, morality is concerned with the values, norms and beliefs embodied in social
processes that define what is good or bad for an individual or community. Personally,
I think the approach is interesting, but it has a limit. Reporting, however, I think it
needs to be expanded from peers or communities, therefore from the human sphere to
God, which remains the source of morality.
In Gabriele Ţigu's opinion (2003, 11), morality designates a certain social code,
a set of rules to which each individual must comply in order to be accepted in society.
Morality is the totality of beliefs, attitudes, habits, feelings reflected in principles,
norms, rules determined historically and socially which governs behavior and reports,
as well as between them and the community, depending on the categories of good bad, justice - injustice and whose observance is based on conscience and public
opinion. The logical and functional order of the terms used by the author is something
to be appreciated. We can not talk about genuine action if we do not get away from
the idea of conviction. Convictions, however, have no role if they do not materialize.
Most of the time, however, convictions materialize in attitudes, skills, actions, etc. In
this way we can say that it is a correlation between thinking and action, between facts
and words. Regarding the correlation between consciousness and public opinion, I
believe that the first must prime and constantly develop through moral exercises of
alignment to an absolute moral level.

5. Business ethics
Ethics in business is a discipline of study that is part of applied ethics. It represents
the particular, economic and financial aspect, starting from the study of the
applicability of moral values and principles. Several definitions that complement the
meaning of business ethics can be observed, starting with the study of the need for
moral application and continuing with the study of their application in different
contexts.
In the next definition of business ethics, we can capture various aspects
previously unsettled in this study. Ethics is regarded as a system of beliefs that
supports a point of view of morality (Ţigu 2003, 12). This idea of the creed system
brings a novelty about the accentuation of the creed. It is interesting to define the
moral aspect based on beliefs. I think this is what the Romanian people lack, the
belief that something is good. If it is worth making an effort, this must be an
intellectual effort to raise awareness and develop beliefs based on moral principles.
Manuel G. Velasquez (2006, 12) completes this puzzle of defining terminology.
In his opinion, business ethics is a study of what is right or wrong from a moral point
of view. He focuses on the moral standards that apply to institutions, but also to
individual behavior. This applicability, both institutional and individual, has an
important role. I think a person who is required to have certain standards in an
institution may be disinterested in them in private life. This can create a duality of
thought and unfavorable action. On the other hand, a person who personally has
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moral beliefs will be interested in living permanently within the institution, which
may or may not impose these standards, as well as in private life.
A definition to be appreciated is the one given by The American Heritage
Dictionary (2002) defining business ethics as "studying the general aspect of moral
nature and specific moral choices; moral philosophy; and the rules and standards that
lead people to professionalism. " There are at least two terms to be appreciated in this
approach. The first is the one referring to the moral nature, which brings me closer to
the real aspect of the term. As long as it is of a different nature from the human one,
which I consider to be immoral, morality is closer to divine nature or, more
preferably, divine origin than is human. The second term is that of moral choices.
This process of moral choice is remarkable. It implies both the individual's beliefs
and the individual's reasoning by assuming the consequences of some decisions.
Apparently, the two aspects do not seem to have much in common, but I think here is
the beauty of these two terms. Man can attain moral nature starting from moral
choices.
I would like to stop at the last definition, not because of the exhaustion of the
subject but of the wish for concrete. I appreciate what Ferrell O.C., Fraedrich John
and Ferrell Linda (2008, 6) say in the seventh edition of Business Ethics Decision
Making and Cases - that business ethics encompasses the principles and standards
that create a behavioral guide in the business world. Having a guide, this is the idea
that needs to be emphasized in the study, because I think that an idea, no matter how
beautiful it is, will soon wither if it does not find materialization. A guide requires a
study, therefore a research, but it also involves the idea of materialization through
concrete recommendations to novel situations.
After presenting several definitions of ethics and morality, one of the central
points of the ethical business study remains to be found: How can moral standards be
applied in a society in full economic development and interested in profit? What is to
be done by organizations, but on the part of employees, so that business ethics is not
just a beautiful but not applicable theory but a necessity arising from the desire to do
what is right because it is right? The idea of intrinsic correctness can create both a
good image of the institution and a good profile of the employee interested in longterm well-being rather than an immediate, good or bad result.

Conclusions
A correct understanding of terminology becomes important amid the existing moral
confusion. Ethics remains that science that deals with an almost inexhaustible field of
research of moral values and principles and their role in social life. If we make a
realistic assessment, we will come to the conclusion that the theoretical aspect is very
important, but it is not everything. Without the theoretical aspect, we could not begin
the scientific approach to ethics. Without the practical aspect, we could not complete
the application. At the same time, a connection between the two elements, the
theoretical and the practical, is difficult to realize, considering that the assimilation of
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information becomes a simple fact compared to a rather difficult aspect of the
application. Based on this idea, I would like to say that the ethics specialist may have
a theoretical competence, but not automatically moral authority. This last aspect
offers value to the ethical study, but also credibility. Practical and theoretical skills
should give the individual a holistic view of the field of ethics in general and business
ethics in particular.
If I should refer to the ethical origin issue, I believe that regardless of whether
ethics can be established as having Aristotelian or somewhat distant origins, in the
profound sense of morally degraded man, it is to be appreciated the human attempt to
report to "good" as an indispensable or even imperative requirement. This necessity
provides the force of the scientific approach to ethics and the hope of achieving a
change of society in continuous moral degradation.
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Abstract: Bank finance has been found as an important source of funds for most firms in
Ghana. The study assessed the impact of GCB SME LOAN on the activities of Small Scale
Industries. The study used primary data which were designed and administered to SMEs
customers of GCB and staff of GCB. A sample size of 170 made up of 20 staff of GCB bank
and 150 owners of SME customers who deal with the bank and have benefited from the SME
LOAN SUITE. The study concluded that with the use of GCB SME LOAN, there has been
improvement in the profits of both the customers and bank. Also, the study identified four
main challenges which were; increased in the amount of money, reduce interest rate,
advertisement and extend the period of bridge loan that militate against the GCB SME LOAN
of GCB bank. It was recommended that since GCB bank is contributing more to SMEs, they
should give in their best to increase the amount of the loan and to extend the period of bridge
loan to help boost their outreach.
Key words: SMEs, Economic Development, Bank finance

1. Introduction
1.1 Background of the study
Entrepreneurship is as old as Ghana and had contributed to the growth of the
economy. Presently in Ghana, Small Scale Industries assist in promoting the growth
of the country’s economy, hence commercial banks and all levels of government at
different times have policies which promote growth and sustenance of Small Scale
Industries. The government of Ghana established in 1985 the National Board for
Small Scale Industries which is the apex institution for the development of Small
Scale Industries under the Ministry of Industries Science and Technology, (MIST).
The board was established to plan and programme Small Scale Industries operations
to create jobs and wealth for the people. Promotional activities of the board included
programmes for utilisation of local raw materials, upgrading traditional technologies,
application of indigenous appropriate technologies and transfer of foreign
technologies, subcontracting manufacturing operations, facilitating access to credits,
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developing internal and external markets for Ghanaian manufactured products
through participation of Trade Fairs (NBSSI 1990).
Stanley and Morse (1965, 318) identify a ‘developmental approach’ to SME
promotion which has as its objective the creation of ‘economically viable enterprises
which can stand on their own feet without perpetual subsidy and can make a positive
contribution to the growth of real income and therefore to better living levels’. This
approach emphasises the importance of efficiency that all producers must be
encouraged to adopt new methods, move into new lines of production and in the
longer-run, wherever feasible, they should be encouraged to become medium- or even
large-scale producers. Small Scale Industries contribute a high percentage to Gross
Domestic Product (GDP) in ensuring economic growth, employment, income stability
and poverty in most developing countries. (Cook and Nixxon, 2000). The Economic
Recovery Programme instituted in 1983 has for example broadened the institutional
support for SMEs. On the other hand, the National Board for Small Scale Industries
(NBSSI) has similarly been established to address the needs of small businesses and
has since then established an Entrepreneurial Development Programme, intended to
train and assist persons with entrepreneurial abilities into self-employment. In 1987,
the industrial sector also witnessed the coming into operation of the Ghana
Appropriate Technology Industrial Service (GRATIS) for SMEs seeking to
strengthen their competitive capabilities (PACF 2010).
In 2000, industry annually accounted for about 25% of GDP. Recent industrial
activity has included a reopened glass factory, a new palm oil mill, a locally supplied
cement plant, and facilities for milling rice, distilling citronella, and producing
alcohol. Industry in Ghana is now oriented towards the fabrication of value-added
semi-manufactured and finished products rather than just primary commodities for
export—items such as furniture, jewellery, beer bottles, aluminium cooking utensils,
fruit juice, and chocolate bars. As per statistics from the United Nations Economic
Commission for Africa 2010, Ghana’s GDP grew at an annual rate of 5.4 percent
between 2001 and 2007. Such impressive performance was partly contributed to the
robust growth of the SME sector in Ghana (Mensah, 2004). In Ghana, readily
available data on SMEs is scarce but statistics from the Registrar General’s
Department suggests that 92 percent of companies registered are micro, small and
medium enterprises. SME’s in Ghana have also been noted to provide about 85
percent of manufacturing employment, contribute about 70 percent to Ghana’s GDP,
and therefore have catalytic impacts on economic growth, income and employment
(Steel and Webster,1991; Aryeetey, 2001). As a share of GDP, the industrial sub
sector has improved from 19 percent in 2009 to 27.3 per cent in 2012 (Ghana
Statistical Service, 2013a). Provisional data also shows that industry sector will be
highest growth perform among the main sectors in 2015, with an expected growth
outrun of 9.1 percent. (Ghana Statistical Service, 2015).
Commercial Banks have been the most important source of formal credit to
Small Scale Industries. Without commercial banks therefore, the international
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finance, the operations of the Small Scale Enterprises and import-export industry
would be difficult. However, with the increasing inability of governments to mobilize
resources to undertake investment projects, the private sector investment in small
scale businesses is seen as a crucial channel by which countries could grow (Tutu,
1999). It is at this point that the role of the commercial banks is indispensable to the
Small Scale Industries not only in Ghana, but all over the developing world.
In Ghana some of the commercial banks have different schemes for lending to
the SME to enhance their operations. For instance, GCB BANK limited has outdoor
five loans facilities for the country’s SME to boost their operations. Termed the
“GCB SME LOAN SUITE” the scheme is aimed at providing short to medium credit
to the tune of GHS100, 000.00 with or without collateral to turn their businesses
around. The facilities in the suite include a bridge loan for all businesses requiring
short term financing and urgent support, term loan; customized secure loan for fixed
tenor and repaid in 36months, overdraft, contingent liability, guarantees issued on
behalf of customers and line of credit, standby facility for businesses to be used
within a specified period (Source: Ghana Business news: GCB SME LOAN SUITE).
Also, Stanbic Bank cited that the grant they give is known as SME QUICK LOAN
which is innovative way of granting credit to SME (source: Daily Guide: SME
QUICK LOAN).
It is for this reason that the researcher embarks on the project of uncovering the
essential services that the commercial banks can provide to small scale enterprises in
this country to enable them position themselves well to play their part in the
development of the country.
1.2 Problem of Statement
The important role played by Small Scale Industries in developing countries has been
increasing realised over the past years. Attention has been drawn to the fact that
Small Scale Industries had receive little attention where as they provide employment
for approximately triple the number engaged in large scale manufacturing as well as
playing their crucial role to our developing economy (Faboya,1989). Small Scale
Industries are often described as efficient and prolific job creators, seeds of big
businesses and the fuel of national economic engines and equitable development in
developing country (Feeney and Riding, 1997). Small Scale Industries are critical to
development of any economy as they usually form the bulk of economic activity
(Kayanula and Quartey, 2000) especially in developing world. In view of the facts
that Small Scale Industries are labour intensive, they are likely to succeed in smaller
urban and rural areas, where they contribute to economic activity, reduce poverty and
can slow the flow of migration to large cities. Small Scale Industries also improve the
efficiency of domestic markets and make productive use of scarce resources, thus
facilitating long term economic growth. Also, Small Scale Industries have great
advantages over the large scale competitors in that they are able to adapt more easily
to market conditions, given their broadly skilled technologies.
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It is however worrisome that despite the roles, advantages, incentives, policies,
programmes and support aimed at promoting Small Scale Industries, they perform
rather below expectation in Ghana. Mandl and Dorr (2004) specifically note that
limited financial and human resources constitute the main barriers for Small Scale
Industry to engage in competence development activities. Generally, employees are
too much involved in the daily business life to have time to engage in qualification
measures and due to the restricted number of employees no proxy is available in
many cases. This may be insufficient preparation on the part of Small Scale Industries
entrepreneur in their quest for credit assistance. Berg and Fuchs (2013), attributes this
trend to the high interest on government securities which serves as a disincentives to
intensify lending to Small Scale Industries. Most times commercial banks do not
follow the guidelines and other related policies issues affecting small scale industries.
About 90% of the small firms are refused loans when applied for from the formal
financial intermediaries due to inability to fulfil conditions such as collateral
requirement (Bigsten et al, 1999). Banks unwillingness to increase loan funding
without an increase in security given; Commercial Bank credits types are sometimes
short terms that they offer to small scale industries while some small scale industries
may require long term loans to be grow and become successful. Hence, most Small
Scale Industries resorting to sources of finance such as retained earnings, personal
savings, borrows from friends and money lenders at very high interest rate.
Based on the above, researchers such as (Bigsten et al, 1999), Mandl and Dorr
(2004), and Abor (2005) in their findings have indicated that access to finance has
been the major challenge that Small Scale Industries face and that commercial banks
are most often unwilling to increase their loan funding without an increase in security
given thereby leading to stagnation of growth. It is with this findings that the
researcher want to review on the new GCB SME LOAN SUITE that was introduced
in March, 2016 with the aimed of providing short to medium credits and how this
have impacted on the activities of Small Scale Industries.
1.3 Research objective
The main objective of this study is to evaluate the financing of Small Scale Industries
in Ghana with Assin Fosu case study. The objective of this study is to review the new
GCB SME LOAN SUITE that was introduced by the GCB bank and how this has
impacted on the activities of Small Scale Industries.
1.4 Research Question
How the new GCB SME LOAN SUITE has impacted on the activities of Small Scale
Industries?
1.5 Significance of Study
This research focuses on the key role that Commercial Banks can finance for Small
Scale Industries so as to make them successful. The study will help management of
Ghana Commercial Bank and other similar organizations in the banking industry to
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identify the current financing challenge of Small Scale Industries so as to meet their
needs and expectation. The findings will help policy makers like government
agencies such as Ministry of Trade and Industry, Venture Capital Fund and target
groups to have solutions to some of the problems facing Small Scale Industries and
how banks can provide quality services and ensure that their interest are protected.
Moreover, the study will serve as a useful source of reference to researchers, students,
and other stakeholders interested in the financing of Small Scale Industries. With the
concerted efforts of government and commercial banks, it is hoped that credits to
Small Scale Industries will improve.
1.6 Scope of the study
The study focuses on the financing of Small Scale Industries in Assin Fosu paying
special attention to the role of commercial bank credit in the development of small
scale industries. Most of the information and data will be gathered from existing
literature and relevant government agencies such as Ghana commercial banks.
1.7 Organization of the study
Chapter one comprises the background of the study, statement of problem, objectives,
and research questions, significance of the study and scope of the study. Chapter two
looked at the literature review of the study. The empirical and theoretical framework
for the study is also outlined. Chapter three is the methodology. Chapter four presents
is the data presentation, analysis and discussion. Chapter five consists of the
summary, conclusions and recommendation for the study.

2. Literature Review
2.1 Introduction
This chapter is devoted to the review of literature. The study reviewed some
theoretical and empirical work on the definition of Small Scale Industries, the
development of Small scale industries, the financial development, the role of Small
Scale Industries and some SME finance which can help develop the sector.
2.2 Definitions and Classification of SME’s In Global Context
Definitions of Small and Medium Enterprises (SME’s) vary from country to country,
depending on one or more of thresholds lay down in respect of investment,
employment, turnover etc. The issue of what constitutes Small Scale Industries is a
major concern in literature. Different writers have usually given different definitions
to this category of business. SME’s have indeed not been spared with the definition
problem that is usually associated with concepts which have many components. The
definition of firms by size varies among researchers as well as writers. Others define
Small Scale Industries in terms of their legal status and method of production. Some
attempt to use the capital assets while others use labour and turnover level.
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The Bolton Committee (1971) first formulated an “economic” and “statistical”
definition of a small firm. Under the “economic” definition, a firm is said to be small
if it meets the following three criteria: it has a relatively small share of their market
place; it is managed by owners or part owners in a personalized way, and not through
the medium of a formalized management structure; and it is independent, in the sense
of not forming part of a large enterprise. Under the “statistical” definition, the
Committee proposed the following criteria the size of the small firm sector and its
contribution to GDP, employment, exports, etc.; the extent to which the small firm
sector’s economic contribution has changed over time; and applying the statistical
definition in a cross-country comparison of the small firms’ economic contribution.
The Bolton Committee applied different definitions of the small firm to different
sectors. Whereas firms in manufacturing, construction and mining were defined in
terms of number of employees (in which case, 200 or less qualified the firm to be a
small firm), those in the retail, services, wholesale, etc. were defined in terms of
monetary turnover (in which case the range is 50,000-200,000 British Pounds to be
classified as small firm). Firms in the road transport industry are classified as small if
they have 5 or fewer vehicles. There have been criticisms of the Bolton definitions.
These centres mainly on the apparent inconsistencies between defining characteristics
based on number of employees and those based on managerial approach.
The European Commission (EC) defined SMEs largely in term of the number
of employees. Firms with 0 to 9 employees - micro enterprises; 10 to 99 employeessmall enterprises; and 100 to 499 employees - medium enterprises. Thus, the SME
sector comprises enterprises (except agriculture, hunting, forestry and fishing) which
employ less than 500 workers. In effect, the EC definitions are based solely on
employment rather than a multiplicity of criteria. Secondly, the use of 100 employees
as the small firm’s upper limit is more appropriate, given the increase in productivity
over the last two decades (Storey, 1994). Finally, the EC definition did not assume
the SME group is homogenous; that is, the definition makes a distinction between
micro, small, and medium-sized enterprises. However, the EC definition is too allembracing to be applied to a number of countries. Researchers would have to use
definitions for small firms which are more appropriate to their particular “target”
group (an operational definition). It must be emphasized that debates on definitions
turn out to be sterile, unless size is a factor which influences performance. For
instance, the relationship between size and performance matters when assessing the
impact of a credit programme on a target group (Storey, 1994).
Van der Wijst (1989) considers small and medium businesses as privately held
firms with 1 – 9 and 10 – 99 people employed, respectively. Jordan et al (1998)
define SMEs as firms with fewer than 100 employees and less than €15 million
turnover. Michaelas et al (1999) consider small independent private limited
companies with fewer than 200 employees and (López and Aybar (2000) considered
companies with sales below €15 million as small. According to the British
Department of Trade and Industry, the best description of a small firm remains that
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used by the Bolton Committee in its 1971 Report on Small Firms. This stated that a
small firm is an independent business, managed by its owner or part-owners and
having a small market share (Department of Trade and Industry, 2001).
The UNIDO also defines SMEs in terms of number of employees by giving
different classifications for industrialized and developing countries (Elaian, 1996).
The definition for industrialized countries is given as follows: Large - firms with 500
or more workers; Medium firms with 100-499 workers; and Small - firms with 99 or
less workers. The classification given for developing countries is as follows: Large firms with 100 or more workers; Medium - firms with 20-99 workers; Small - firms
with 5-19 workers; and Micro - firms with less than 5 workers. It is clear from the
various definitions that there is not a general consensus over what constitutes an
SME. Definitions vary across industries and also across countries. It is important now
to examine definitions of SMEs given in the context of Ghana.
2.3 SME definition in the Ghanaian context
There have been various definitions given for small-scale enterprises in Ghana but the
most commonly used criterion is the number of employees of the enterprise
(Kayanula and Quartey, (2000). In applying this definition, confusion often arises in
respect of the arbitrariness and cut off points used by the various official sources. In
its Industrial Statistics, the Ghana Statistical Service (GSS) considers firms with
fewer than 10 employees as small-scale enterprises and their counterparts with more
than 10 employees as medium and large-sized enterprises. Ironically, the GSS in its
national accounts considered companies with up to 9 employees as SMEs (Kayanula
and Quartey, 2000). The value of fixed assets in the firm has also been used as an
alternative criterion for defining SMEs.
However, the National Board for Small Scale Industries (NBSSI 1990) in
Ghana applies both the “fixed asset and number of employees” criteria. It defines a
small-scale enterprise as a firm with not more than 9 workers, and has plant and
machinery (excluding land, buildings and vehicles) not exceeding 10 million
Ghanaian Cedi. The Ghana Enterprise Development Commission (GEDC), on the
other hand, uses a 10 million Ghanaian cedi upper limit definition for plant and
machinery. It is important to caution that the process of valuing fixed assets poses a
problem. Secondly, the continuous depreciation of the local currency as against major
trading currencies often makes such definitions outdated (Kayanula and Quartey,
2000). In Ghana, Steel and Webster (1991) and Osei et al (1993) used an employment
cut-off point of 30 employees in the definition of small-scale enterprises in Ghana.
Nevertheless, Osei et al (1993), classified small-scale enterprises into three
categories, namely: micro - employing less than 6 people; very small - employing 6-9
people; and small - between 10 and 29 employees.
A more recent definition is the one given by the Regional Project on Enterprise
Development Ghana manufacturing survey paper classified firms into: micro
enterprise, less than 5 employees; small enterprise, 5 - 29 employees; medium
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enterprise, 30 – 99 employees; large enterprise, 100 and more employees (Teal,
2002).
2.4 Overview of SME Development in Ghana
The idea of SME promotion has been in existence since 1970 though very little was
done at the time. Key institutions were set up to assist SMEs and prominent among
them are the Office of Business Promotion and the present Ghana Enterprise
Development Commission (GEDC). The main objective of GEDC was to assist
Ghanaian businessmen to enter into fields where foreigners mainly operated. It also
had packages for strengthening small scale industry in general, both technically and
financially (Kayanula and Quartey, 2000).
The Economic Recovery Programme (ERP) instituted in 1983 has broadened
the institutional support for SMEs. The National Board for Small Scale Industries
(NBSSI) was also established within the Ministry of Industry, Science and
Technology to address the needs of small businesses. The NBSSI established an
Entrepreneurial Development Programme, intended to train and assist persons with
entrepreneurial abilities into self-employment. In 1987, the industrial sector also
witnessed the coming into operation of the Ghana Appropriate Technology Industrial
Service (GRATIS). It was to supervise the operations of Intermediate Technology
Transfer Units (ITTUs) in the country. GRATIS aims at upgrading small scale
industrial concerns by transferring appropriate technology to small scale and informal
industries at the grass root level. ITTUs in the regions are intended to develop the
engineering abilities of small scale manufacturing and service industries engaged in
vehicle repairs and other related trades. They are also to address the needs of nonengineering industries (Kayanula and Quartey, 2000). The setting up of the new
Ministry for Private Sector Development by the current government is also an attempt
to focus on the development of the SME sector. The most significant institutional
weakness facing dynamic SMEs is their lack of access to external finance. Repressive
financial policies in the past, especially low interest, and a monopolistic banking
system minimized the interest of banks in developing this market. To reverse the
consequences of these practices, a combination of financial liberalization and
institutional reform was in order (Aryeetey et al., 1994).
The World Bank assistance, the Programme of Action to Mitigate the Social
Costs of Adjustment (PAMSCAD) created a special fund to assist microenterprises,
and the Fund for Small and Medium Enterprises Development (FUSMED) was
initiated to increase the amount of credit available to SMEs through commercial and
development banks. This was based on the presumption that poor availability of
credit from formal sources was one of the major reasons why the private sector
investment had not grown as expected. A major argument was that small firms with
good growth potential were being discriminated against (Aryeetey et al., 1994). At
the same time, however, the effectiveness of many similar SME credit was being
called in question (Webster, 1991).
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There are currently a number of financing schemes set up by government and
the donor agencies available to the SME sector, including Private Enterprises and
Export Development Fund, Export Development and Investment Fund, Deutsche
GesellschaftFuer Technische Zusammenarbeit (GTZ), Business Assistance Fund,
Ghana Investment Fund, Trade and Investment Programme, Africa Project
Development Facility, Support for Private Enterprise Expansion and Development,
Promotion of Small and Micro Enterprise Fund, Business Sector Programme Support,
Revolving Loan Fund, Ghana Private Sector Development Fund.
2.5 Characteristics of SMEs in Developing Countries
Fisher and Reuber (2000) enumerate a number of characteristics of SMEs in
developing countries under the broad headings: labour characteristics, sectors of
activity, gender of owner and efficiency. Given that most SMEs are one-person
businesses, the largest employment category is working proprietors. This group
makes up more than half the SME workforce in most developing countries; their
families, who tend to be unpaid but active in the enterprise, make up roughly another
quarter. The remaining portion of the workforce is split between hired workers and
trainees or apprentices.
SMEs are more labour intensive than larger firms and therefore have lower
capital costs associated with job creation (Anheier and Seibel, 1987; Liedholm and
Mead, 1987; Schmitz, 1995). In terms of activity, they are mostly engaged in
retailing, trading, or manufacturing (Fisher and Reuber, 2000). While it is a common
perception that the majority of SMEs will fall into the first category, the proportion of
SME activity that takes place in the retail sector varies considerably between
countries, and between rural and urban regions within countries. Retailing is mostly
found in urban regions, while manufacturing can be found in either rural or urban
centres. However, the extent of involvement of a country in manufacturing will
depend on a number of factors, including, availability of raw materials, taste and
consumption patterns of domestic consumers, and the level of development of the
export markets. The major activities within this sector include:- soap and detergents,
fabrics, clothing and tailoring, textile and leather, village blacksmiths, tin-smithing,
ceramics, timber and mining, bricks and cement, beverages, food processing,
bakeries, wood furniture, electronic assembly, agro processing, chemical-based
products and mechanics (Osei et al., 1993; Kayanula and Quartey, 2000).
2.6 Role of SME’s To Economic Development of the Nation
There is a general consensus that the performance of SMEs is important for both
economic and social development of developing countries. From the economic
perspective, SMEs provide a number of benefits (Advani, 1997). Two schools of
thought have emerged in the studies of SME‟s. They are the pro-SME‟s and antiSME‟s perspectives. Most donor countries and development agencies share the view
of the pro-SME‟s that is springing up of such entrepreneurial and innovative ventures
help promote economic growth and help reduce the high poverty level in such
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developing economies (Beck & Demirguc-Kunt, 2004). The pro-SME has argued that
SME‟s enhances competition and entrepreneurship and thus have economy wide
benefits in efficiency, innovation and productivity growth. Thus, direct government
support of SME‟s can help countries reap social benefits. Second, SME‟s are
generally more productive than large firms but are impeded in their development by
failures of financial markets and other institutions for capital and other non-financial
assistances. Thus, pending financial and institutional improvements, direct
government support of SME‟s can boost economic growth and development. The
growth of SME‟s boosts employment more than the growth of large firms because
SME‟s are more labour intensive (Snodgrass & Biggs, 1996). So, subsidizing SME‟s
may help reduce poverty (Beck & Demirguc-Kunt, 2005).
However, the anti-SME has questioned the efficacy of SME‟s in promoting
growth and reducing poverty. First, they argue that large enterprises may exploit
economies of scale and more easily undertake the fixed costs associated with research
and development, boosting productivity. They argue further that some researchers
found that small businesses are neither more labour intensive nor better at creating
jobs than large firms (Thormi &Yankson, 1985).
Moreover, they doubt the crucial role of small businesses and instead
emphasize the importance of the business environment facing all firms, big and small.
Small businesses create monopoly. They are of the view that if there are low entries
and exit barriers, well defined property rights, effective contract enforcement, and
access to finance, it will work to promote conducive business environment for all
firms and not only small firms (DemirgucKunt et al, 2004). Levy & Powell (2005)
noted that, SME‟s are thought to be flexible and innovative organizations that are
able to respond quickly to customer and market demands (flexibility). Contrary to
what happens in large firms. The production technologies of many manufacturing
SME‟s may inhibit flexibility (Gupta & Cawthorn, 1996), while Carrie et al. (1994)
believe that it is people rather than technology that provides flexibility.
It is
estimated that about 69% of the country’s population are employed in the MSE
sector. Thus, the sector provides employment for a considerable number of people
both in rural areas as well as cities. However, despite this recognition and its
significance for local and national economic development, research has not
investigated systematically, the real strengths and weaknesses of these rural
enterprises, at least in Northern Ghana where poverty is very high (GSS, 2007).
SME‟s and entrepreneurs are bedrocks of new goods and services, new methods of
production, the opening up of an economy by setting or opening up of new markets,
introduction of new sources of supply as well as industrial re-organisation (Jennings,
1994). So, the innovativeness of these ventures is their capability to create a change
by altering the conventional ways in terms of available technology, strategy, skills
and styles.
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2.7 SME Finance
The government in both industrialized and developing countries provides a wide
variety of programs to assists SMEs. Many countries both developed and developing
have come to realize the role of SMEs in the economic development process.
Longnecker et. al (2012) noted that SMEs often obtain funds from informal
sources and, thus, may be less linked to trends in the formal fixed-income or equity
markets. SMEs often use internally generated funds or loans from family and friends
in “quasi-equity form”. Funds from close acquaintances may be obtained at submarket rates while borrowing from formal markets may be at rates higher than those
available to larger companies. Trade credit, that is credit supplied by non-financial
entities, has always been an important component of SME finance and many analysts
argue that the development of trade credit is an important element in assuring
adequate finance for SMEs in emerging markets.
The main formal financial source of SME is the bank. According to the
European Central Bank (2011) 40% of respondent firm use overdraft or credit lines
and more than one third use bank loans. Ojo (1992) specifically noted that banking
sector- specifically commercial banks and specialized banks have several ways to get
involved in SMEs finance, ranging from the creation or participation in SMEs finance
investment funds, to the creation of a special unit for financing SMEs within the
bank. Banking Sector services provided to SMEs, take various from, such as: Short
term loans compatible with SMEs business and income patterns , Repeated loans,
where full repayment of one loan brings access to another, and where the size of the
loan depends on the client’s cash flow, Very small loans, or bank overdraft facilities
are also appropriate for meeting the day-to-day financial requirements of small
businesses , asset finance and equity finance, all being within the framework of a
customer-friendly approach.
Storey (1995) further showed that national savings may be at low levels and
may result in a chronic insufficiency of domestic savings with respect to domestic
investment or lead to excess demand for available domestic savings. In addition,
government policy may favour industrialization and/or import substitutions, which
effectively give large domestic firms, privileged access to finance. The hesitancy to
lend to SMEs and the resulting credit rationing will become more acute in times of
monetary stringency and disinflation. Also, Storey (1995) revealed that Banks will
only seek to develop the SME market as a source of profit if the economic and
business framework is calibrated to transmit reliable economic signals and the legal
regulatory institutional setting enables banks to lend with confidence.
2.8 Empirical Review
The role of finance has been viewed as a critical element for the development of
small and medium-sized enterprises. Previous studies have highlighted the limited
access to financial resources available to smaller enterprises compared to larger
organizations and the consequences for their growth and development (Levy, 1993).
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Cofie (2012), conducted a research on the finance of SMEs within the Ashanti
Region of Ghana, taking cognizance of the role and contributions of Stanbic bank.
The method of data collection he used was questionnaire and a purposive sampling
technique. In his findings, he concluded that commercial banks are most often
unwilling to increase loan funding without an increase in the security. The outcome in
his findings was that banks should create a separate department for the SMEs; the
establishment of a common fund by the government for SMEs in order to sustain the
SMEs to grow into much bigger industries in the near future.
Ayeni-Agbaje (2015) in Ado Ekiti, Ekiti State, Nigeria using first bank as a
study. The researcher examined the role of commercial bank in financing Small
Scale enterprises. The population of the study was the entire SMEs in Ekiti state and
United Bank for Africa (UBA). The study population was 363 with a sample size of
190. Purposive sampling technique was administered with questionnaires. Findings
revealed that small scale industries uncounted problems in obtaining finance from the
banks. Finally, the outcome of his study was that guidelines/schemes by commercial
banks to finance SMEs needs to be flexible to accommodate the small and medium
scale entrepreneurs.
O’brien (2012) in Bangladesh conducted a research on the financing option for
small and medium scale in Bangladesh. Data was collected from both primary and
secondary sources using questionnaires and interview. The estimate population of
SMEs varies from one million in Bangladesh. The sample size used was 100
involving commercial banks and SMEs. His findings revealed that access to bank
loans and high interest rate were some of the difficulties for SME. In his outcome,
appropriate finance in the form of equity, knowledge of the sources of finance, low
interest rate and access to a well-functioning financial system and socially empower
individuals. Nkuah (2013) conducted a research to assess the roles and contributions
of financial institutions in financing SME’s in Ghana. The method of data collection
used was questionnaire and interview. Commercial banks are most often unwilling to
increase loan funding without an increase in the security given which is similar to
Cofie, (2012) findings. Based on this, the study recommended that banks should
create a separate department for the SMEs and effective financial management of
their businesses in order to sustain the SME’s to grow into much bigger industries in
the near future.
Bingham (2015) conducted a research in Britain on the financing of small
business in Britain using British business bank as case study. Questionnaire was
administered with sample size of 60. Random sampling and quota were used as the
sample technique. The study revealed that small scale industries account for 99.9% of
UK business and are important part of UK economy. Access to finance has been
major problems which include information asymmetries between lenders and
borrowers and levels of market competition. The outcome of the study was that
business confidence is needed for a sustain increased in the number of business
investing for expansion, expanding support for challenger bank, increasing ‘England
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funding for lending scheme’ to provide additional funding for their SME lending
activities.
Tsai (2015) conducted a research in china on financing of small and medium
scale in china. Questionnaire and interview was administered with sample size of 50.
In his findings, SMEs represent the backbone of china’s economy yet they lack access
to bank credit and that most small and medium enterprise finance was on
microfinance instead of commercial banks. Interest rate liberalization on loans and
schemes are perceived as difficult to access. The outcome of the study was that Policy
actions should include better information provision regarding the various sources of
finance.
SAFE (2014) in Europe, conducted a research on access to finance of small and
medium enterprise using European central bank as case study. Purposive sampling
was used to administer questionnaires with sample size of 135. In his findings, he
revealed that interest rate is high. Hence, financing condition remains tighter for SME
than for larger firms as reflected in the interest rate. The outcome of the study was
that capital markets would help in the supplying of more finance to SME, facilitating
the securitisation of loans and transfer of financial information.
Okoth (2013) conducted a research on the financing of small and medium
enterprises in Kenya using Equity bank limited as case study. Primary and secondary
data was collected. Questionnaires and interview was administered with sample size
of 50. In his findings, he revealed that access to finance and banks unwillingness to
increase their loans were the challenges faced. A Sample size of 50 was used for the
study. The outcome of the study was that extension of credit facilities and bank loans
will support SMEs.
Adjei (2012) in Takoradi Metropolis, Ghana conducted a research in Ghana on
SMEs financing in Ghana which he used questionnaires. The study adopted quota and
purposive sampling techniques. The study revealed among that access to credit was a
problem. In view of these, the study recommended that the need for setting up a
common board to regulate the activities of the SME‟s support institution, setting up
SME‟s fund at all the District, Metropolitan and Municipal level to support SME‟s
activities.
3. Methodology
3.1 Introduction
This chapter presents the methodology used for the study. This chapter has been
subdivided into the following subheadings. Research design, population, sampling
procedures, research instrument, method of data collection, estimation technique and
data analysis.
3.2 Sources of Data
Data collection means gathering information to address the critical questions that had
been identified earlier in the study. Primary data is data observed or collected directly
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from first-hand experience. This type of data is more accommodating as it shows
latest information. Primary data was captured through the use of questionnaires.
3.3 Research Design
The research of this project was a survey, one that determined the level of
involvement of Ghana commercial bank in financing of Small Scale Industries in
Assin Fosu but since the SME customers in Assin Fosu that actively use GCB SME
LOAN were small, the study also involved Suame branch to be able to gather a lot of
SME customers who use GCB SME LOAN to enrich the study. The researcher
gathered extensive data from owners and managers of Small Scale Industries that
have accessed the business with Ghana commercial banks. Staff of Ghana
commercial bank that is responsible for the loan scheme also provided information
for the study. To this end, questionnaire covering the objectives of the research was
prepared and used to collect data from the owners or managers of all the sampled
SMEs.
3.3 Population
The target population of the study consisted of the managers and staff of Ghana
Commercial Bank or Small Scale Industries banking of Ghana commercial bank,
Assin Fosu and Suame, owners or managers of Small Scale Industries in Assin Fosu
and Suame branches who have benefited from the loan facility. Owners, managers
and workers who work in Small Scale Industries especially trading, food processing,
bakery, wood products, furniture works, metals works was used as the population of
the study. The estimated population for Assin Fosu was 238 whereas Suame
estimated population was about 400.
3.4 Sample
The study population is made up of six hundred and thirty-eight (638) people
comprised of both Suame branch SMEs and Assin Fosu branch SMEs customers with
a sample size of 150 for the SMEs customers derived using Bowleg's formula.
The equation is given below n = ___N___
1+Na2
Where n = Sample Size, N = total population (Total number of SME customers and
staff both at Suame and Assin Fosu) and a = the confidence level. N = 400 which is
the population for Suame and significant level of 5% (a) = 0.05.
n = ____400___
= 80
2
1 + 400 (0.1)
n = 80
For Assin Fosu sample Size with a population of 238.
n = ___238_____
70.41 70
2
1 + 238 (0.1)
Total sample size is 80 + 70 = 150
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Therefore, the sample size based on the sample frame is 150 for the SMEs customers.
A sample size of 170 respondents of Ghana commercial banks was used for the study,
made up of 20 managers and staff of the GCB bank and 150 owners of SME
customers who deal with the bank and have benefited from the SME LOAN SUITE.
10 staff and managers each of Assin Fosu and Suame branch with 150 SME
customers who used the GCB SME LOAN in both branches and are involved with
trading, building and construction, food processing, baking, wood product, furniture
works, metals works and machinery at Assin Fosu and Suame.
3.5 Sampling Technique
Purposive sampling method and random sampling were used to select the sample
from the population. Purposive sampling was used for the managers and staff of
Ghana commercial bank whereas the random sampling was used for the Small Scale
Industries that have accessed loans from Ghana commercial bank.
3.6 Data Analysis
The primary data (questionnaires) that was retrieved from the field was analysed
through the use of quantitative tools. With the questionnaires, the opinion of the
respondents was carefully examined, grouped into themes and then coded. Since the
research is mainly descriptive, the Statistical Product for Service Solution version
16.0 was used to organize, analyse and interpreted using descriptive statistics
including mean, median, mode, standard deviation, frequency and percentages, while
Microsoft excel 2010 was used in presentation of graphs and charts.
3.7 Company profile: Ghana Commercial Bank Limited (GCB)
Ghana Commercial Bank Ltd. (GCB) started in 1953 as the Bank of the Gold Coast to
provide banking services to the emerging nation for socio-economic development.
The Bank was to provide special attention to Ghanaian traders, business people and
farmers who could not elicit support from the expatriate banks. In 1957, when Ghana
attained independence, Bank of Ghana was established as the Central Bank while the
Bank of the Gold Coast was renamed Ghana Commercial Bank to focus solely on
commercial banking services. The mission of GCB is to be the established leader in
banking, satisfying the expectations of customers and shareholders, providing a full
range of cost efficient and high quality services through the optimization of
information technology and efficient branch network. The mission is expected to be
achieved through:
! The provision of first class customer service.
! Focusing on our core business/competencies-commercial banking.
! Constant improvements in the use of information technology.
! Ensuring that staff are well motivated and have a conducive work
environment.
! Applying best practices in internal policies, procedures, processes and service
delivery.
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Since then GCB branches have been opened across the length and breadth of the
nation tapping the potential of the 10 regions of Ghana. The bank had been wholly
government owned until 1996 when under the Economic Recovery Programme part
of the government ownership was divested. Today government ownership stands at
21.36% while institutional and individual holdings add up to 78.64%. From the one
branch in the 1950s, GCB now has over 150 branches and 11 agencies throughout the
country.
Currently, there are professionals of various disciplines who work in tandem to
achieve the objectives of the bank. During the first five years of the bank’s
operations, their customers were mainly small Ghanaian traders (now termed SMEs)
and other nationals who were expected to maintain credit balance accounts because
the bank was then not adequately capitalized. From the small trader as customer,
GCB now has a customer profile that ranges from salaried workers through small and
medium scale entrepreneurs to large trading concerns, quasi-governmental
institutions and corporate customers.
Recently, GCB bank limited has introduced loan facilities to support SME
financing. SMEs seeking finance could do so as the bank rolls out its new product
called the ‘GCB SME Loan’. The bank says the move is to meet the funding needs of
SMEs which has been cited as a major constraint to the growth of the SMEs subsector
even though they make up about 80% of all businesses in Ghana. The facility which
is pack with 5 loan suites will provide SMEs with medium term facilities to the tune
of GHS100000 and in some case without collateral.

4. Presentation and Analysis of Data
4.1 Introduction
This chapter deals with the presentation, interpretation, discussion and analysis of the
data collected from the field based on the research questions. This helped the
researcher to make comparisons of variables, use frequencies, percentages and charts
to derive the right perceptions and realities regarding the impact of GCB SME LOAN
on the activities of SMEs. It contains descriptive information of the entrepreneurs as
well as information from GCB banks at Assin Fosu and Suame.
4.2 Socio-demographic and economic characteristics for SMEs
4.2.1 Sex and Ages of Entrepreneurs
A sample size of one hundred and fifty 150 SMEs customers who are basically SMEs
managers and owners of the targeted population responded to the administered
questionnaire. The researcher included gender to know the sex of entrepreneurs.
Details are picturesquely represented below by Figure 4.1.
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Figure14.1 Genders Of Entrepreneurs Respondents

Source: Field Survey, April, 2017
Out of the 150 entrepreneurs, 41% were male and 59% represent female. This clearly
shows that in Ghana most of SME’s activities are carried out by women and can also
be confirm by the 2010 housing and population census which indicate that 51% of the
population are female and 49% were male.
4.2.2 Age of Entrepreneurs
Age was included in the questionnaire to know if most entrepreneurs are young
people as this attest with a survey conducted about small scale enterprises in Ghana
which revealed that young people owned almost 40 percent of the enterprises. This is
represented on the Table 4.1.
Table14.1 Ages of SME’s
Age

Frequency

Percent (%)

20-29

22

14.7

30-39
40-49
50-59
60-69
Total

59
46
19
4
150

39.3
30.7
12.7
2.7
100.0

Source: Field Survey, April, 2017

From the survey, out of the 150 entrepreneurs 22 of them which represent 14.7% falls
within the ages of 20-29 years, 59 of the SMEs customers represent 39.3% falls
within 30-39 years whereas 46 entrepreneurs represent 30.7% also form 40-49 years
which indicates that youth have seriously involved themselves with the SME’s
activities and this can serve as a bright future for the sectors if all the necessary
support are given to the sector. 19 of the entrepreneurs which also represent 12.7%
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falls within the age brackets of 50-59, while the remaining 4 falls within 60-69 years
and this also form 2.7%. The study revealed that young people owned most of the
enterprises in Suame and Assin Fosu, from this it is believed that small and medium
enterprises have a good future.
4.2.3 Educational level of SME owners
Education is a powerful tool for successful business; here the emphasis is on the
formal education but not informal Education. The researcher wanted to know if most
of the entrepreneurs are educated or not to be able to ensure that SMEs business can
lead to business growth like keeping proper books of records, prepares business plan,
taking advocacy issues to support their businesses and also look for more training
programmes to improve their businesses which is normally run by development
organizations like NBSSI. The details of educational issues can be seen in Figure 4.2
Figure2 4.2 Educational Level

Source: Field Survey, April, 2017
The analysis of educational background of the entrepreneurs revealed that all the
respondents are well educated. Majority (46.7%) of the respondents have attained
basic education, 34.7% of the entrepreneurs secondary, 9.3% were of the respondents
have attained Bachelors degree with the least holding 0.7% with professional
qualification and the remaining 8.7% had no formal education. Some entrepreneurs
only have had a limited access to education and thus have difficulties to keep good
businesses records.
4.2.4 Main Sector of SME Activity
The main industries from which SME financed by GCB Bank are operating from
were noticed by the researcher. This would enable the researcher know the kind of
activities that the SMEs are involved in. This is illustrated below by Figure 4.3.
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Figure34.3 Main Sector of SME Activity

Source: Field Survey, April, 2017
The study showed that trading has the modal class of 24%; followed by metal work
and building and construction which attained 15% each, wood work represents 13%,
electrical appliance recorded 10% and machinery 8% with the least food processing
represent 4%.
4.2.5 Legal status of business
In Ghana, several researches has proved that SME‟s is dominated by sole
proprietorship. Legal status was included to know the number of SMEs that are
involved in sole proprietorship, partnership or limited liability company and if the
business belong to them or not and why they do not want to come together. The
percentage distribution of responses on ownership is shown in Table 4.2
Table24.2 Legal Status of Business

Legal status of business

Frequency

Percent (%)

2

1.3

Sole Proprietorship

114

76.0

Partnership

34

22.7

Total

150

100.0

Limited Liability Company

Source: Field Survey, April, 2017
The survey revealed that sole proprietorship contains the largest percentages of the
entrepreneur, 114 of them are sole proprietors which represent 76.0%. 34 of them are
into Partnership which represents 22.7% while Cooperative or Limited Liability
Company, there was 2 which represent 1.3%. More than 85% of the sole proprietors
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interviewed said they have not considered coming together with other entrepreneurs
to form or doing business together because of various reasons which include mistrust
and lack of continuity of operation. Some of the entrepreneurs belong to various
associations but do not operate together.
4.2.6 Period of existence of SMEs
The researcher wanted to know when the SMEs started their business and with that it
can enrich the study to know how the loans have benefited them throughout their start
of businesses. This is represented by Figure 4.4.
Figure44.4 Period of Existence of SME’s

Source: Field Survey, April, 2017
On the issue of the period of existence of SMEs it came out that majority 36.7% have
been operating between 3 and 5 years. Again, it was noticed that 30.0% of
respondents had been operating between 6 and 10 years; 20.0% over 11 years and
13.3% was found to be less than two years.
4.3 Period of doing business with GCB bank
The researcher considered period of doing business with the bank to know if the
entrepreneurs have benefitted from the loan and their relationship with the bank. This
is represented below by Table 4.3
Table 4.3 Period of Doing Business With GCB Bank
Doing business with GCB bank
3 years or less
4- 6 years
7-9 years
10- 12 years
13 years and above
Total

Frequency

Percent (%)

30
45
41
13
6
150

30.0
30.0
27.3
8.7
4.0
100.0

Source: Field Survey, April, 2017
114

OWUSU: The Role of Commercial Bank in Financing Small Scale Industries

The study indicated that all the respondents have been doing business with GCB
bank. 30% attained 4 to 6years; 30% represent 3years or less, 27.3% have had the
bank for a period of 7 to 9 years; 10 to 12 years recorded 8.7%; and 13 years plus
registered 4%.
4.4 Types of Financing
The researcher wanted to know the types of GCB SME LOAN that GCB bank offer
to the entrepreneurs. The researcher identified five main financial services rendered to
SMEs; include Bridge loan, Overdraft, Term loan, contingent liability and line of
credit. It was discovered that the SME managers and owners by GCB Bank had
chance to choose any of the financing or products they wanted for their business. This
is represented by Figure 4.5
Figure54.5 Types of Financing

Source: Field Survey, April, 2017
As many as five (5) types of financing were noticed as products requested by SMEs
from GCB Bank of which some requested twice of it so as to increase their amount.
Out of this, Term loan recorded 33%, Overdraft registered 25%; 21% for bridge loan;
11% for bridge loan and overdraft; overdraft and term loan attained 7%; line of credit
represents 1% and contingent recorded 2% respectively. It was revealed that term
loan was mostly requested by the entrepreneurs.
4.5 Accessed to GCB Loan
Accessed to GCB SME LOAN will enable the researcher know the number of times
SMEs have used the loan in their activities and how it has benefited them. Figure 4.6
explains the number of times SMEs have accessed the loan for their business.
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Figure64.6 Accessed To GCB Loan

Source: Field Survey, April, 2017
The study revealed that 51.3% accessed SME loan once, 44.7% represent twice while
4.0% represent thrice. There was an overwhelming (100%) response to the fact SMEs
have a designated account manager assigned to manage their firm’s banking
relationship using GCB SME loan.
4.6 Impact of GCB SME LOAN to SMEs
4.6.1 Development of new product
The survey confirms the debate that SME‟s are thought to be flexible and innovative
organisations that are able to respond quickly to customers and market demands by
Levy & Powel (2005). Details are picturesquely represented by Figure 4.7
Figure74.7 Development of New Product

Source: Field Survey, April, 2017
It appears from above that 70 % answered affirmatively that they have been able to
developed new products for their business as a result of customer change pattern and
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also the market demands, 8% strongly agree that the loan was used to purchase new
products while the remaining 10.7% and 11.3% indicated they strongly disagree and
disagree because they used the loan to purchase few products and used the rest for
other things which was not for the improvement in their business.
4.6.2 Technologies Implemented
According to Carrie et al (1994), it is the people rather than technology that provide
flexibility within the SME‟s sector. It also confirms the idea that SME‟s and
entrepreneurs are bedrocks of new goods and services, new method of production, the
new opening up of economy by setting up of new markets, introduction of new
sources of supply as well as industrial re-organisation. To some of them the
introduction of new product has helped them to cope with the new market demand,
and to some of them, the innovativeness nature put up by them create a paradigm shift
by altering the conventional way of doing things in terms of available technology,
strategy, skills and styles. This is represented by Table 4.4.
Table 4.4 Technologies Implemented

New Technologies

Frequency
13

Strongly Disagree

Disagree
27
Agree
91
Strongly Agree
19
Total
150
Source: Field Survey, April, 2017

Percent (%)
8.7
18.0
60.7
12.7
100.0

From the field it has been proved that 91 entrepreneurs (60.7%) agree and 12.7%
represent strongly agree that they were able to implement new technologies and even
employed new labourers to assist them in their business. The remaining 13 SMEs had
not implement new technologies to the market and this is represented by 8.7% who
strongly disagree that they have introduced new technologies as well as 27
entrepreneur disagree which represent 18%. This is also as a result of lack of
knowledge about being innovative and creative.
4.6.3 Growth of sales
The question of sales growth was a great concern to the researcher since businesses
can only expand in future if it has capital for reinvestment and looking at the
contributions of SME‟s to the economic development especially for employment
creation where SME‟s contribute about 70% to the labour force of the country then it
was very important to look at its future employment situations. This is explained on
Table 4.5
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Table 4.5 Sales Growth
Sales Growth
Strongly Disagree

Frequency

Percent (%)

7

4.7

Disagree
12
Agree
102
Strongly Agree
29
Total
150
Source: Field Survey, April, 2017

8.0
68.0
19.3
100.0

During the survey, respondents were asked to find out the sales pattern. It was
realised that 68.0% explained that they agree that they have increased their sales for
the past two years, 19.3% also strongly agree that they have increased their sales
tremendously. 8% of them disagree that they have increased their sales for the past
two years whiles 4.7% strongly disagree because of the introduction of foreign goods
in the country which has affected their businesses.
4.6.4 Increased in profit
From economies point of view, when cost of production is low as compared to high
sales level, therefore profit must also be increased and when profit is increased,
entrepreneurs can re-invest part of the profit back into the business for the business
expansion and this can lead to creation of jobs. The researcher wanted to know if the
loan has impacted in their profit. Details are picturesquely represented by Figure 4.8.
Figure84.8 Increased in Profit

Source: Field Survey, April, 2017
From the data, 72% of those respondents agree that they have been able to increase
profits due to the increase in their sales between 120 to 150 percent for the past two
years. 16% have also strongly agree to the increase in their profit by 100 percent
whiles the remaining 2% and 10% claimed that profit increased is not the same as
sales since cost of production has also increased for the past two years.
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4.6.5 Number of employees of the firm
The survey confirmed the assertion that firms less than 10 employees are small scale
enterprises (Kayanula and Quartey 2000). Since there has been an increased in the
profit of the SMEs, they indicated that they employed some employees to assist in
their business.
Table34.6 Numbers of Employees of the Firm

Employment

Frequency

Percent (%)

1-3

75

50.0

4-10
11-50
51-100
Total

59
15
1
150
Source: Field Survey, April, 2017

39.3
10.0
0.7
100.0

In the survey, 50% of the enterprises employed people 1 to 3. From the data of the
SME‟s with 39.3% have employees between 4-10 while 10.0% employed people 11
to 50 with the least being 0.7% with 51 to 100. These employment issues are
permanent and some are in the form of contract which involved work and pay issues
at the local level.
4.7 Challenges of GCB SME LOAN
The researcher wanted to know if there are some challenges that GCB SME LOAN
face so as to be able to recommend ways to improve such challenge. The study
recognized three (3) major challenges (delay in accessing the loan, extend the period
of bridge loan and increased the amount of money) that militate against the GCB
SME LOAN of GCB Bank. As indicated picturesquely represented by Figure 4.9
Figure94.9 Challenges of GCB SME Loan

Source: Field Survey, April, 2017
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The study revealed that 38% of the respondents believed that SME‟s in Ghana has a
bright future if GCB SME LOAN is increased, 25% indicated that the period of
bridge loan was just for 3 to 4 months and does not help in their business while 11%
represent that GCB should reduce the interest and 18% indicated the delay in
accessing the loan with least been advertisement of GCB SME LOAN to those in the
rural areas which represent 8%.
4.8 Analysis of Responses of GCB Bank Staff
4.8.1 Gender
Since the respondents are 20 the researcher wanted to know the sex that is male and
female so as to enrich the study or whether it is the same as the SMEs entrepreneurs
who are a lot of female. This is picturesquely represented by Figure 4.10
Figure104.10 Gender of Staff

Source: Field Survey, April, 2017
Out of the 20 staff, 70% were male and 30% represent female. This clearly shows that
at GCB bank most of the Staff are male and they help in the activities of SMEs.
4.8.2 SME banking period
The researcher wanted to know the staff that are responsible for SMEs and the period
that they have assisted SMEs. This is represented by Figure 4.11
Figure114.11 SME Banking Periods

Source: Field Survey, April, 2017
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The study showed that all the staff respondents have been on the SME Banking
between the period of less than 2 years and four (4) years with the five years (5) class
attaining the highest response of 50%. Nevertheless, the 3-4 years’ class was the next
on the echelon, recording 35% whereas 15 % represent less than 2 years. It could be
deduced that GCB bank probably by policy may permit their staff to assist SMEs for
long periods.
4.8.3 Intensions of GCB SME LOAN
Intensions of the GCB SME LOAN were included in the study to be able to know
why GCB bank introduced such a loan.
Figure 4.12 Intensions Of Introducing GCB SME LOAN

Source: Field Survey, April, 2017
The study revealed that in October, 2001, GCB bank introduced GCB SME LOAN to
be able to augment working capital for SMEs and to mobilize deposit from private
sector, since majority of the staff acknowledge SMEs as a sustainable industry. The
research indicated that 20% represent to aid SMES with financial services, 30% was
to make SME’s a sustainable industry while majority was to be able to compete with
large scale industry which represent 50%.
4.8.4 GCB assistance for SMES
The researcher wanted to know the other type of financial services that GCB bank
provides for the SMEs aside the GCB SME LOAN. This is represented by Figure
4.13.
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Figure 4.13 GCB Assistance For SMES

Source: Field Survey, April, 2017
Out of the two branches which were Assin Fosu and Suame, the study revealed that
30% represent credit facilities, 10% represent international trade services while 20%
represent cash collection is provided as assistance for SMEs. Majority of the
assistance that GCB give to SMEs customers is advisory services which represent
40%. It was discovered that apart from the provision of financial assistance to the
SMEs, the bank rendered services which could generally be classified as below:
• Business and financial consultancy
• Customer relationship management
4.8.5 Sectors that received GCB SME LOAN
The Seven (7) major SMEs that Assin Fosu and Suame branch has single-handedly
extended assistance from their respective start-up stage to the current state are
transport, trading, electronics, wood products, electronics, metal works and
machinery works. This is show by Figure 4.14
Figure 4.14 Sectors That Received GCB SME LOAN

Source: Field Survey, April, 2017
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The study showed that trading has the highest of 25%; followed by electronics, wood
work, building and construction, transport, which recorded the same as 15%; the rest
attained 10% representation of metal work and the least being dress making represent
5%.
4.8.6 Improvement in GCB bank profit
Since SMEs have benefited from the loan the study wanted to know if GCB has
benefited also and if there has been a challenge. This is represented by Table 4.7
Table44.7 Improvement in GCB Bank Profit
Improvement in profit

Frequency

Percent (%)

YES

19

95.0

NO

1

5.0

Total

20
Source: Field Survey, April, 2017

100.0

The study recognized that with the use of GCB SME LOAN that was introduced,
GCB bank has seen an improvement in their profit. Out of 20 staffs that deal with the
SMEs, 19 of the staff realized that there was an improvement in their profit with a
representation of 95% while 1 responded no with a representation of 5% because the
process are cumbersome and the amount is less as compared to others which was a
challenged to them. Also, GCB Bank have recovery department for those who are
unwilling to pay back the loan.

5. Summary of Findings, Conclusions and Recommendations
5.0 Introduction
This chapter discusses the summary of the findings, limitations, recommendations
and conclusions discovered in the course of the research. The findings were the
highlight of issues that were revealed during research. It also involves the
recommendations that can help to improve GCB SME LOAN and provides a
conclusion to sum up the entire research.
5.1 Summary of Findings
! The study identified five main financial services rendered to SMEs, as in, Credit
facilities, international trade credit, Customer relationship management, Cash
Management, and Business Advice. It was discovered that the financial services
mostly offered to SME managers and owners by GCB bank.
! The study identified 7 major SMEs that Assin Fosu and Suame branch has
single-handedly extended assistance from their respective start-up stage to the
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!

!

!

!

current state are transport, trading, electronics, wood products, electronics, metal
works and machinery works with the highest been trading.
The identified main challenges were increased in the amount of money, reduce
interest rate, advertisement and extend the period of bridge loan which militate
against the GCB SME LOAN of GCB bank.
Eight main industry from which SME financed by GCB Bank are operating from
were noticed by the researcher. They are Food processing, bakery, wood
products, trading, metal works, machinery works, electronic appliances and
building and construction with trading sector being the most patronized sector.
The research showed that 73.1 percent were sole proprietor, while limited
liability and Private partnership are in the minority. 36.7% have been operating
between the period of 3 and 5 years in their respective sectors. The study
indicated that all the respondents have been doing business with GCB Bank for
more than 4 years represented by 30%. As many as 5 types of financing were
noticed as products requested by SMEs from GCB Bank with Term loan being
most offered with 33% while 51.3% have accessed the GCB SME LOAN once.
The study revealed that there has been an improvement with the GCB SME
LOAN in the businesses of SMES as well as GCB bank. 99% of GCB bank staff
indicated that there has been an improvement in their profit while 72% of the
SME indicated that there has been improvement in their profit due to the
increased in growth sales. They have also developed new products and
implement new technologies. With the increased in profit majority of the SME
indicated that they were able to employ people to assist in their business.

5.3 Conclusion
In conclusion, Bank finance has been found as importance source of funds for most
firms in Ghana. The study assessed the impact of GCB SME LOAN on the activities
of Small Scale Industries. The study used primary data which were designed and
administered to SMEs customers of GCB and staff of GCB.A sample size of 170
made up of 20 staff of GCB bank and 150 owners of SME customers who deal with
the bank and have benefited from the SME LOAN SUITE.
The study concluded that with the use of GCB SME LOAN, there has been
improvement in the profits of both the customers and bank. The study revealed that
the overall quality of the GCB SME LOAN of GCB Bank exhibited an overwhelming
satisfaction by the business owners; and was satisfied with the increased in their
profit. SMEs were dissatisfied with the period of bridge loan, the amount of money
not been increased but were satisfied with the bank exhibiting understanding to their
business needs and the interest been moderate. Also, the study identified four main
challenges which were; increased in the amount of money, reduce interest rate,
advertisement and extend the period of bridge loan that militate against the GCB
SME LOAN of GCB bank.
It was recommended that since GCB bank is contributing more to SMEs, they
should increase the amount of the loan to help boost their outreach, extend the period
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of bridge loan and they should give in their best to advertise the SME LOAN to rural
areas. It is likely that if the above recommendations are carried out, it would go a long
way to promote SME‟s activities and also increase their contribution towards
economic development in Ghana.
5.4 Recommendation
In view of the findings of the research, the following recommendations are made in
order to sustain the SME to grow into much bigger industries in the near future.
GCB Bank
It is not enough to have a GCB SME LOAN but to ensure that management of
the bank identifies the constraints of the SMEs on one-on-one basis and put in
strategies to surmount not only financial challenges but technical as well. Also, SMEs
are advised to be shareholders of the banks so as to push for the course of SMEs.
GCB bank should also try and extend the period of bridge loan to at least one year
and increased the amount of money that they give out to SMES.
SME National Policy
Government should take the lead in financing SME, if it believes that over 65%
of Ghana’s GDP is contributed by the SMEs which are with the private sector if it
wants the saying that the private sector is the engine of growth and not one of that
political rhetoric. A national policy for SME including financing strategies should be
formulated, implemented and monitored. It is expected that the government should
provide resources to create an incentive scheme for financial institutions to make
flexible loans available to SMEs in Ghana. The government should also make
available enough loanable funds to the institutions set up to help finance the small –
scale industries. Again, the government should take bold initiative to introduce more
financial schemes into the system with appropriate policy objectives.
Financial Management Education
Educational workshops and training should be organized by the bank for the
SME operators to ensure efficient and effective management of financial resources.
Again, lack of knowledge by most industrialists on the activities and requirements of
the established institution set up to help finance SME can be eliminated through such
education.
5.5 Limitation of Methodology
The researcher recognized that the sampling from the target population might not be
totally free from errors and as such, efforts were made to minimize such errors. Care
must therefore be taken in generalizing findings. The researcher faced problems such
as scarcity of statistical data. This involved the unwillingness of both Small-Scale
Industries and Ghana Commercial Bank to release information which should have
enriched the study and also established a strong validity and reliability.
Finally, it is pertinent to reiterate the limitations to the study which is beyond the
control of the researcher in the area of questionnaire administration and retrieval.
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Concerted efforts were made to ensure better response and retrieval of questionnaires
from the respondents.
5.6 Suggestion for Further Research
The study is a case study of one particular bank, however, every aspect of SME
financing could not be studied let alone taking some of the core variables of the SME
industry and subjecting them to a more analytical study to determine the extent to
which they can withstand competition using quantitative methods. As a result this
other appropriate variables such as profit of the SMEs and viability should be taken
into consideration to determine the exact effect of the challenges they face. A further
study on this regard would be appropriate.
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APPENDIX A: BUSINESS OWNERS QUESTIONNAIRE
COLLEGE OF HUMANITIES AND LEGAL STUDIES
BACHELOR OF ART (SOCIAL SCIENCE)
DEPARTMENT OF ECONOMICS
AIM: To Review the Impact of GCB SME LOAN on the activities of Small Scale
Industries
Any question on this survey is completely voluntary. Respondents are assured of
confidentiality and anonymity of the information they provide. They are further
assured that any information they provide is purely for academic purposes and
statistical purposes only.
Section A: Demographic Background
Gender: (1) Male [ ] (2) Female [ ]
Age (in completed years): ………………………….
Place of Work ………………………………………………
Educational background of respondent: (1) No formal education [ ] (2) Basic [ ]
(3) Secondary [ ]
(4) Tertiary [ ]
(5) Professional qualification [ ]
Others (specify)…………………
Section B: Economic Activities
Instructions: Please kindly tick in the boxes provided or writesyour responses in the
spaces provided.
5. Identify the sector that represents the main activity of your business
(1) Food processing industry [ ]
(2) Bakery industry
[
]
(3) Wood products industry [ ]
(4) Furniture works industry [
]
(5) Metal works industry
[]
(6) Machinery works industry [ ]
Other
(Specify).........................................................................
6. Number of employees (Choose one):
(1) 1 - 3 [ ]
(2) 4 - 10 [ ]
(3) 11 – 50 [ ] (4) 51 – 100 [ ]
7. Legal status of your Business
(1) Limited Liability Company
[]
(2) Sole Proprietorship [ ]
(3)
Limited by Guarantee
[]
(4) Partnership
[]
8. How old is your firm? (1) 2 years or less [ ]
(2) 3 and 5 years [ ]
(3) 6 and
10 years [ ]
(4) 11 years and above [ ]
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Section C: GCB SME LOAN
9. For how long have your firm transacted business with GCB Bank?
(1) 3 years or less
[]
(2) 4 - 6 years [ ]
(3) 7 - 9 years [ ]
(4) 10 -12 years
[]
(5) 13 years and above [ ]
10. What documents were requested by GCB Bank as part of the application process?
(1) Formal application for financing
[]
(2) Business certificates of registration
[]
(3) A GCB Bank account operated for at least 6 months
[]
(4) A two year (immediate past) business financial statements
[]
(5) Other documentation (please specify)…………………….
11. How many times have you accessed GCB SME LOAN?
(1) Once [ ] (2) Twice [ ] (3) Thrice [ ] (4) More than thrice [ ]
12. Do you have a designated account manager assigned to manage your firm’s
banking relationship using GCB SME LOAN?
(1) Yes
[]
(2) No [ ]
13. What type of product/financing did the business request from GCB SME BANK
LOAN (Ghana) Limited?
(1) Bridge Loan
[]
(2) SME Overdrafts
[]
(3) Term Loans
[]
(4) Contingent Liability
[]
(5) Line of Credit
[]
14. How do you consider the interest rate charged on GCB SME LOAN?
(1) High
[]
(2) Moderate [ ]
(3) Low [ ]
15. Are business owners required to provide their personal assets as collateral by
GCB Bank to guarantee the granting of GCB SME loans?
(1) Yes
[]
(2) No
[]
Section D: Output, Profit and Employment of SME
Evaluate the following statements related to achievements of your company with the
use of GCB SME LOAN for one year. Choose: 1=strongly disagree 2= Disagree
3= Agree
4=strongly agree
Please tick where necessary.
1
2
3
4
16.We have developed
new products/ services
17. We have
implemented new
technologies
18. We have achieved
sales growth.
19. We have achieved
increased of profit.
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20. Would you recommend GCB SME LOAN to someone else?
(1) Yes
[]
(2) No [ ]
21. Please provide a reason for the answer...........................................
22. What are some of the challenges of GCB SME LOAN?
................................................................................................................
................................................................................................................
APPENDIX B: QUESTIONNAIRE FOR MANAGERS AND STAFF
COLLEGE OF HUMANITIES AND LEGAL STUDIES
BACHELOR OF ART (SOCIAL SCIENCE)
DEPARTMENT OF ECONOMICS
These questions are designed to solicit your views on the impact of GCB SME LOAN
on the activities of SME. Respondents are assured of confidentiality and anonymity
of the information they provide. They are further assured that any information they
provide is purely for academic purposes.
Gender: (1) Male
[ ] (2) Female
[]
Place of work.............................................................................
Position/Rank.…………………………………………………………
What role does your organisation provide to promote SME‟s?
(1). Training [ ] (2) Advisory Services [ ] (3) Referral Services [ ] (4). Others
(Specify)…..........................................
Is SME‟s sustainable industry in Ghana?
(1) Yes [ ]
(2) No [ ]
8. How long have you been in SME banking?
(1) Less than 2 years [ ] (2) 3 - 4years [ ] (3) 5years and above [ ]
9.
When did GCB Bank introduce GCB SME LOAN?
...............................................................................................................
10. What were your intensions for introducing it?
..................................................................................................................
11. Has GCB SME LOAN been appreciated by your SME customers?
(1) Yes
[]
(2) No [ ]
If No, please give reasons for your answer...........................................
12. Provide the sectors that your bank has single-handedly extended assistance of
GCB SME LOAN to from its start-up stage to its current state.
1……………………………………………………….………….…….
2……………………………………………………….………….…….
3…………………………………………..…………..…….….……….
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4…………………………..……………….…………..…….………….
5……………………………………………………..…...……….…….
13. Has GCB bank seen improvement in their profit after introducing the GCB SME
LOAN?
(1) Yes
[ ]
(2) No [ ]
14. Apart from the provision of GCB SME LOAN to the SMEs, what other service
do you render to them?
…………………………………………………………………………………
…………………………………………………………………………………
15. What measures have you put in place for the SMEs customers who are not able to
pay back the loan in time?
.........................................................................................................................................
.................................................................................................................
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