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Unveiling the Causes of Business Failure e
in Ghana’s Construction Industry:

An Analytical Study

Alex K. Eyiah, Francis K. Bondinuba, and Evans Tee

Abstract This paper investigates the factors affecting the survival of construc-
tion businesses in Ghana, with recommendations for enhancing their continuous
industry participation. The paper gauges contractors’ and professionals’ views on
factors contributing to Ghana’s construction business failure. It adopts a question-
naire survey distributed to contractors and industry professionals in Ghana. With an
average response rate of eighty (80)%, the data was organised and analysed using
mean scores of the identified variables. Paired samples T-test was also used to assess
the significant difference between the two variables. Six common causes of business
failure were identified: payment delays, excessive debt incurred, high charges on
credit, working in unfamiliar localities, low profit margins and change in type/scope
of work. It also emerged that the causes of business failure vary by the different
financial classes of construction businesses operating in the industry. The study has
practical, academic and policy implications for the survival and growth of construc-
tion businesses in Ghana. It is recommended that construction businesses should be
strategic in selecting the type of work to undertake, the client group to work for, and
the location to undertake projects. Government should expedite processes leading to
establishing a Construction Industry Development Authority.
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12.1 Introduction

Globally, the construction industry is often seen as a driver of economic growth.
The industry can utilise local human and material resources to develop and maintain
housing and infrastructure to promote employment and improve economic efficiency
(International Labour Organization 2009; Erol and Unal 2015). The importance of
the construction industry also stems from its strong linkages with other sectors of
the economy. For example, energy, water and sanitation, banking, agriculture, ports
and harbours, aviation, education, and manufacturing depend on some activities
to flourish. In Ghana, the significant contribution of the construction industry is
well documented (Owoo and Lambon-Quayefio 2018). Construction businesses, on
their part, are the main channel through which the needed infrastructural facili-
ties are provided. Despite such importance, construction business failures have been
reported severally worldwide (cf. Jones 2019; Bal et al. 2013; Jagafa and Wood 2012;
Mofokeng 2012; Strischek and Mclntyre 2008). Failure is common in construction
businesses, but their situation tends to be exacerbated due to the nature and character-
istics of the construction industry. The immediate and ripple effects of construction
business failure affect the whole economy (Abd-Hamid et al. 2015; Bal et al. 2013;
Holt and Edwards 2012; Wong and Ng 2010; Tserng et al. 2011).

Sharma and Mahajan (1980) suggest that the extant literature should systemat-
ically study business failures and document evidence to enhance knowledge and
reduce occurrences. In this regard, many models have been used to study the
phenomenon (Onakoya and Olotu 2017). Among these, the Resource-based View
(RBV) and the Organisation Ecology (EO) theories have been used extensively to
explain the phenomenon of business failure (Arasti 2011). They are perfect lenses
through which this study could be understood. Building on the arguments gener-
ated from these perspectives, other studies have emphasised the need to identify the
factors leading to business failures to clarify the phenomena further and influence
policy and industry responses (Assaad and El-adaway 2020). Given the significant
economic contribution of the construction industry, some studies on construction
business failure have been conducted to understand the phenomenon (cf. Holt 2013;
Mahamid 2011; Osama 1997; Kivrak and Arsslan 2008). The lacuna found in these
studies is that most tend to solicit only the views of construction firms seeking to iden-
tify the causes of failure. More so, whilst construction businesses can be placed under
various categories depending on the type of work they undertake and, in some cases,
their capacity, most studies lump them together as one group. There is also a need
for more data on construction business failure in the Ghanaian context. This study is
an attempt to bridge these gaps. It aims at identifying the common factors leading to
construction business failures in Ghana. It also establishes whether there are differ-
ences in the category of a construction business and perceptions of factors leading
to business failure. The remainder of the paper is structured as follows: concepts of
business failure, resource-based view and organisation ecology theories, causes of
business failure, research methods, results and discussions and finally, conclusions
and recommendations.
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12.2 The Concepts of Business Failure

The concept of business failure is viewed from different lenses throughout the liter-
ature. For instance, whereas Altman (1993) describes it in business insolvency,
Richardson et al. (1994) deem it a shortage of money. Russell and Zhai (1996)
describe it as termination in the business operations, whilst Appiah and Abor (2009)
suggest it is a corporate failure. Ong et al. (2011) view it is about a business under-
going bankruptcy. Interestingly, a generic definition has been problematic such that
(Cochran 1981) draws attention to the expanding and contracting nature of various
definitions ranging from the dysfunctional broad to the acutely narrow. A popular
view captured within the literature characterises failure as the cessation of involve-
ment in a venture because it has not met and can no longer meet the minimum
threshold for economic viability as stipulated by the entrepreneur (Ucbasaran et al.
2013). This definition explores failure from the entrepreneurship perspective, and as
such, it is the entrepreneur’s expectations of economic viability. In that context, Mbat
and Eyo (2013) identified three types of business failure: low or negative returns,
technically insolvent, and bankruptcy. According to them, low or negative returns
would fail because there is no opportunity for expansion. Technically, insolvency
refers to a business’s inability to meet its liabilities as and when it is due. When the
ratio of the total assets of the business and its liabilities is less than one for a given
period, Mbat and Eyo (2013) explain that the business is said to be bankrupt.

Examination of various definitions revealed that most relate to the same significant
event in the lives of businesses—the defining moment where it ceases to exist. It
happens when the rate of return on invested capital is significantly and continually
lower than what was invested. Cash flow is affected at a point the business needs
to generate more profit, and financial obligations are challenging to meet. If this
situation is not addressed, financial deterioration sets in and, eventually, business
activities are disrupted. The final stage is when the business ceases to operate. To
help place this paper into context, we adopt the above features to explain what we
mean by construction business failure. By the term, we refer to entities that generally
perform below the expected standard, compared with firms of similar capacities, for
an extended period. The term also includes businesses that have ceased operating
either for financially related reasons or willingly due to the owners failing to achieve
their expectations.

12.2.1 Resource-Based View and Organisation Ecology
Theories

The Resource-Based View (RBV) and Organisation Ecology (OE) theories have been
used extensively in explaining business failure (cf. Godwin-Opara 2016; Amankwah-
Amoah 2016; Barney and Hesterly 2012; Mellahi and Wilkinson 2004; Hannan and
Freeman 1977). The arguments for the former centre on internal issues, and those
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for the latter relate to external environmental issues. The RBV explains that perfor-
mance and sustainability depend on the availability of owned and controlled resources
(Barney and Hesterly 2012). The categories of resources include physical, financial,
technological, human and organisational (Ahmad 2015). The central argument of
the supporters of RBV is that the availability of resources and capabilities provides
the business with a competitive advantage, which helps it deliver superior customer
service (Wu 2010). On the other hand, inadequate resources and capabilities make it
difficult for the business to respond to operational challenges effectively. Thus, it is
more likely to exit the marketplace as it cannot satisfy customer needs. In contrast,
proponents of the organisation ecology theory argue that business failure relates
more to the evolution of the external environment (Hannan and Freeman 1977).
A company fails due to industry-specific and environmental factors, and managers
cannot influence the firm’s destiny (Mellahi and Wilkinson 2004). The external envi-
ronment informs the shape of the venture, its operations, its ability to mobilise crit-
ical resources, circulation and the consumption of products or services (Venter et al.
2008). It exerts indirect pressure on the business (Cronje et al. 2004; Nieman and
Nieuwenhuizen 2009), and because managers have little control over the turn of
events, the likelihood of failure is increased (O’Connor 1994; Stoeberl et al. 1998).
The external environment’s elements vary from country to country and are primarily
influenced by economic, political, and social conditions (Arasti 2011).

While the RBV and EO arguments present relatively straightforward answers, the
reality of global competition makes these answers more complex and murkier. Also,
one needs to indicate precisely which approach is more critical. In this sense, the
true determinants of business survival and failure would comprise a combination of
two forces (internal and external factors).

12.2.2 Causes of Construction Business Failure

The literature points to a myriad of root causes of business failures. Some studies
argue that businesses fail due to strategic reasons such as the death of an owner
without having a succession plan and one company’s acquisition by another (Kuruppu
et al. 2003; Mata et al. 2011). Others associate business failure with poor strategic
leadership, lack of due diligence (Dasgupta and Sanyal 2010), lack of success (Teng
et al. 2011), a series of unlikely events (Elenkov and Fileva 2006), economic crisis
(Ongetal.2011) inadequate capitalisation (Davidson and Maguire 2003). High levels
of corruption, high credit costs, lack of access to finance, unfavourable regulatory
regimes, high taxes rates increases in the interest rate and less demand for products
and services have also been reported (Eyiah and Bondinuba 2020). Other factors
associated with business failure include lack of industry experience, uncontrolled
growth, marketing deficiencies, inadequate control systems, lack of entrepreneurial
skills, lack of supervision, financial indiscipline, family interferences, low profit
margins, bank loan delinquency, lack of commitment (Amankwah-Amoah 2016;
Nangoli et al. 2013; Petrus 2009; Dun and Bradstreet 1986).
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Within the construction industry, events that lead to business failure could be
associated with the nature of the projects being executed and how well they have
been handled. Davidson and Maguire (2003), based on their accountancy experience,
identified the ten most common causes of construction business failure: obtaining
work in a new geographic region; a dramatic increase in single job size; obtaining new
types of work; growing too fast; high employee turnover; inadequate capitalisation;
poor estimating; flawed accounting system; poor cash flow; and buying useless items.
Schleifer (1990) identified ten similar activities as increasing project size; expanding
into an unfamiliar location; undertaking new types of projects and between public/
private sectors; replacing key personnel; not maturing in management as business
expand; use of inadequate accounting systems; unprofitable projects; uncontrolled
equipment costs; payment issues; and accounting systems. Strischek and Mcln-
tyre (2008) classified the causes into four groups: financial causes involving slow
collections, low profit margins, insufficient capital and excessive debt, bank lines of
credit and estimating and bid spread; management weaknesses involving inadequate
management, poor risk management, changes in ownership or critical personnel,
poor project management, and lack of a business plan; overexpansion involving a
change in type/scope of work, the rapid growth of project size, new geographical loca-
tion, inadequate accounting, estimation and equipment, and unfamiliar client; and
uncontrollable involving unreasonable owners, inflation and high material costs or
shortages, lack of skilled labour, and uncontrollable work environment. Other studies
attribute the failure of construction businesses to how growth has been managed.
Usually, this situation is preceded by events including growing beyond the financial
and human resources of the firm; focusing on volume instead of profit; poor project
selection; poor business acumen and poor leadership and succession (Craig 2012).

Empirical findings support the above observations (cf. Karas and Srbova 2019;
Kivrak and Arslan 2008). Lower profit margin entities generally performance in
Australia (Barbosa et al. 2017). As a result of fierce competition, construction
businesses priced lower than expected. Using the wrong forms of finance nega-
tively impacted their business (Barbosa et al. 2017). The phenomenon in the Czech
Republic’s construction industry was attributed mainly to high indebtedness, low
labour productivity and poor working capital management (Karas and Srbova 2019).
In the Turkish construction industry, lack of industrial experience and know-how
and unfavourable economic conditions were the two significant issues causing busi-
ness failure. Consistent with the findings in Australia, construction businesses bid
extremely low to be successful in contract awards (Kivrak and Arslan 2008). In the
West Bank in Palestine, Enshassi et al. (2006) found a delay in payment, high interest
rate, lack of capital, cash flow problems, lack of industry experience and low profit
margins. In their study of the USA, Arditi et al. (2000) found that over eighty (80)%
of failures were caused mainly by insufficient profits, industry weakness, heavy oper-
ating expenses, insufficient capital, and excessive debt. In Saudi Arabia, difficulty
in acquiring work, lack of experience, cash flow difficulties, and low profit margins
were critical factors causing construction business failures (Osama 1997).
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12.3 Research Design and Methods

The specific research that needs to be identified in this study provides information and
a better understanding of the failure phenomenon within the construction industry
in Ghana. The objective is to define an opinion held by key stakeholders to identify
the common contributing factors to construction business failure in Ghana. On this
basis, the descriptive approach was considered the most appropriate for the study.
This approach afforded the researchers, to a large extent, the opportunity to obtain a
high representation of the respondents’ opinions. Observation, case study and survey
are the data collection methods employed for this approach (Borg and Gall 1989). The
survey was selected because secondary data sources of business failure are limited,
especially in developing countries, as failed businesses disappear and owners of such
ventures rarely talk about the reasons that led to failure (Shepherd 2003; Liao 2004).

The target population comprised construction businesses licensed by the
Ministries of Roads and Highways (MRH) and Works and Housing (MWH). In effect,
two groups of construction businesses were involved (road and building contrac-
tors). These groups are further categorised by the respective ministries, based on
their resource capacities, class 1, class 2, class 3 and class 4 (Moo and Eyiah 2019).
Consistent with Enshassi et al. (20006), the study sought the views of construction
businesses on factors leading to business failure. Professionals within the construc-
tion industry are very much abreast with the activities and challenges of construction
businesses. Due to needing a comprehensive sample frame, the study adopted a non-
probability sampling technique. Specifically, the snowballing sampling technique
was utilised to build the sample size through a line of references (Denscombe 2007;
Tengeh et al. 2011).

The factors selected for the design of the questionnaires were those identified
from the literature, which reflected the thinking of the resource-based view and
organisation ecology theory and were considered empirically feasible. The author’s
experience in the construction industry also had a bearing on the selection of the
factors. The questionnaire was designed using the Likert scale; one (1) to five (5).
1 = least significant and 5 = very significant. It was designed so respondents could
list additional factors not captured from the literature. Industry experts and some
contractors reviewed the questionnaire for refinement, and the revised version was
piloted among a selected number of construction businesses and professionals, which
minimised any structural weaknesses or deficiencies in the instrument. This prac-
tice improves content validity. The questionnaires had four sections: demographics;
causes of failure, symptoms of failure; and survival factors. Finally, two question-
naires were developed: one for professionals and the other for construction busi-
nesses. A total of two hundred and fifty (250) questionnaires were distributed for
answers; two hundred for construction businesses and fifty (50) for construction
professionals.

Data from the survey were organised and analysed into summaries. The average
or mean scores of the various variables were the critical parameter computed for
the analysis. It was computed by adding all the constructs and dividing them by
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the number of measurements. This measure of the average scores used to rank the
various variables is a sensitive measurement since its value always reflects the actual
contributions of each of the variables that the respondent considered to the underlying
factors influencing the business failures of the construction businesses. To determine
if there was a mean difference between the two sets of observations, we used the
paired sample t-test statistical procedure. This method is often used to compare
two data sets. Specifically, it can be used to compare construction business failure
variables. By analysing the data using this method, we were able to determine if there
was a significant difference.

12.4 Analysis and Discussions

This section presents the average scores with the corresponding rankings of the
factors causing construction business failure in Ghana. Tables 12.1 and 12.2 illus-
trate the analysed factors from the views of construction firms and professionals,
respectively. From the contractor’s perspective, the top five ranked factors causing
construction business failure are excessive debt, delayed payments, high cost of
credit, working in unfamiliar locations and low profit margin on projects. On the
other hand, construction professionals ranked the causes of significance from delays
in payments, excessive debt, change in the type of work, high cost of credit and
demise of the company owner.

Following the computation of the average mean scores, the variables were
compared among the two groups. The paired samples T-test was used to assess
whether there was a significant difference between the two groups’ views. From the
results presented in Table 12.3, both groups agreed on almost all the factors except
three as the causes of construction business failure. There were significant differences
in the views of contractors and the professionals at a 5% level of significance that
the death of the company owner, poor company organisation and lack of competent
technical staff were causes of business failure.

The factors that the two groups disagreed on were ignored, and the top five posi-
tion ranks from each group were considered the significant causes of construction
business failures in Ghana. In general, six significant causes of business failure are
identified as: delays in payment, excessive debt, high cost of credit, working in unfa-
miliar regions/localities, low profit margins and change in the type of work. Delayed
payment and the high cost of credit can be classified as external factors. These exert
pressure on the business (Cronje et al. 2004; Nieman and Nieuwenhuizen 2009),
and because construction businesses have little control, the likelihood of failure is
increased (O’ Connor 1994; Stoeberl et al. 1998). On the other hand, the other factors
(working in unfamiliar regions, low profit margin, excessive debt and change in
the type of work) occur as a result of decisions made by management. These are
internal matters; associated with the resource-based view theory. As a result of poor
managerial and technical capabilities, the need to not adequately respond to business
challenges.
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Table 12.1 Descriptive statistics contractors

Business failure factor N Mean Std. dev Rank
Lack of experience in construction 120 3.22 0.881 14th
High turnover of key personnel 117 3.35 0.823 7th
Death of company owner 119 3.34 0.969 9th
Poor company organisation 119 3.22 0.761 14th
Lack of continuous access to work 118 3.35 0.820 7th
Pilfering (stealing) at site 118 3.19 0.795 16th
The low profit margin on projects 119 3.45 0.870 5th
Poor cash flow management 118 3.31 0.822 10th
Bidding lower than required 119 3.24 0.799 13th
Inadequate planning on projects 117 3.25 0.798 12th
Lack of access to capital 117 3.39 0.840 6th
Undertaking many projects at a time 120 3.15 0.876 19th
Increased size of projects 119 3.19 0.895 16th
Change in the type of work 117 3.08 0911 21st
Inadequate management to a commensurate growth 119 3.26 0.887 11th
Lack of competent management staff 119 3.14 0.866 20th
Lack of competent technical staff 119 3.03 0.730 22nd
Negative influence by owner’s family members 120 3.18 0.869 18th
Delayed payments from clients 118 3.62 0.942 2nd
High interest on bank loan 118 3.59 1.006 3rd
Working in unfamiliar regions/localities 118 3.54 1.010 4th
Excessive debt 118 4.06 1.056 Ist

Authors’ construct (2019)

The identified factors concur with the findings of similar studies elsewhere. Three
of them: delayed payment, high cost of credit and low profit margin, featured in
the key factors causing construction business failure in the West Bank of Palestine
(Enshassi et al. 2006). A study in the USA also identified excessive debt and low
profit margins (Arditi et al. 2000). Studies in Saudi Arabia identified A lower profit
margin (Osama, 1997). Low profit margins caused more than 50% of business failure
cases. High indebtedness features in a factor causing the bankruptcy of construction
businesses in the Czech Republic (Karas and Srbova 2019) and in the USA (Arditi
et al. 2000).

The issue of delayed payment has been a matter of concern in the construction
industry in many countries and has been a major contributing factor to poor project
performance (Bajjou and Chafi 2018). Construction firms have long bemoaned as
unjustifiable the event, which has resulted in the loss of credibility of most of them.
More worrying, construction businesses feel they would be victimised if they seek
redress from the law courts. The immediate effect on the survival of construction
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Table 12.2 Descriptive statistics professional

Business failure factors N Mean Std. dev Rank
Lack of experience in construction 50 342 0.883 11th
High turnover of key personnel 50 3.24 0.870 20th
Death of company owner 50 3.66 0.823 4th
Poor company organisation 50 3.62 0.753 6th
Lack of continuous access to work 19 3.29 0.816 17th
Pilfering (stealing) at site 50 3.02 0.795 22nd
The low profit margin on projects 50 3.26 0.751 19th
Poor cash flow management 49 3.33 0.747 16th
Bidding lower than required 50 3.24 0.822 20th
Inadequate planning on projects 49 3.29 0.816 17th
Lack of access to capital 49 3.37 0.834 15th
Undertaking many projects at a time 50 3.38 0.805 14th
Increased size of projects 50 3.50 0.953 9th
Change in the type of work 50 3.96 4.305 3rd
Inadequate management to a commensurate growth 50 3.40 0.857 13th
Lack of Competent management staff 49 3.55 0.738 7th
Lack of competent technical staff 48 3.48 0.743 10th
Negative influence by owner’s family members 49 441 0.864 12th
Delayed payments from clients 50 4.50 5.618 1st
High interest on bank loan 50 3.66 0.823 4th
Working in unfamiliar regions/localities 50 3.52 0.909 8th
Excessive debt 50 4.14 1.010 2nd

Authors’ construct (2019)

businesses is cash flow difficulties and the inability to continue the execution of the
projects. The ripple effect can be dire: locked-up of invested capital, damaged repu-
tation, inability to pay subcontractors, wages and salaries, and creditors, including
banks. Recruiting and retaining a quality workforce becomes difficult, affecting
future planning. Not being able to service their loans increases the cost of credit
as interest charges compound.

It stands to reason that delayed payment is at the root of construction business
failures, negatively impacting profitability and growth prospects. When payments
are delayed, construction businesses are likely to default on loans, interest charges
compound and the overall cost of credit increases. It plunges the businesses into
excessive debt, which leads to failure (Karas and Srbova 2019). Some apply the
wrong forms of finance in their operations. Cost of credit increases due to the lack of
capital assets to serve as collateral on bank loans (Eyiah and Cook 2003). The inability
to service outstanding loans due to delayed payments means many would have poor
credit ratings, further impacting the cost of credit. Contractors with loans that have
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Table 12.3 Paired samples test

A. K. Eyiah et al.

Paired Differences t df sig
Mean Std. dev
Lack of experience in —0.194 1.238 —0.942 35 0.352
construction
High turnover of key 0.222 1.149 1.160 35 0.254
personnel
Death of company owner —0.472 1.383 —2.048 35 0.048
Poor company organisation | — 0.556 1.027 —3.247 35 0.003
Lack of continuous access to 0.139 1.199 695 35 0.492
work
Pilfering (stealing) at site 0.194 1.167 1.000 35 0.324
The low profit margin on 0.194 1.142 1.022 35 0.314
projects
Poor cash flow management | — 0.056 1.040 —0.320 35 0.751
Bidding lower than required | — 0.028 1.108 —0.150 35 0.881
Inadequate planning on —0.028 1.028 —0.162 35 0.872
projects
Lack of access to capital 0.111 1.116 0.598 35 0.554
Undertaking many projects | — 0.361 1.099 - 1971 35 0.057
at a time
Increased size of projects — 0.194 1.451 —0.804 35 0.427
Change in the type of work | — 1.056 4.974 —1.273 35 0.211
Inadequate management toa | — 0.139 1.355 —0.615 35 0.543
commensurate growth
Lack of competent —0.278 1.256 —1.327 35 0.193
management staff
Lack of competent technical | — 0.528 1.028 —3.081 35 0.004
staff
Negative influence by —0.111 1.090 —0.612 35 0.545
owner’s family members
Delayed payments from 0.222 1.149 1.160 35 0.254
clients
High interest on bank loan 0.028 1.362 0.122 35 0.903
Working in unfamiliar 0.083 1.251 0.400 35 0.692
regions/localities
Excessive debt 0.056 1.413 0.236 35 0.815

Authors’ construct (2019)
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fluctuating interest rates may find it more challenging to repay their loans. Higher
loan payments may lead to reduced profitability which, affects business survival.

Expanding into new geographic areas or projects are ways to grow their businesses.
The phenomenon could also be attributed to competition within the industry, which
lead to limited construction opportunities (Kivrak and Arslan 2008). Entering new
speciality areas is complex and risky, exposing the firms to several potential liabilities.
In such events, labour supply, subcontractor quality, and suppliers can be dramatically
different, resulting in unforeseen costs and problems. The problems are exacerbated
if controls are not adequate, and inadequate, and the company needs more resources,
workforce, and know-how to successfully execute growth with low; lower entry to
construction creates a saturated marketplace with heavy competition, shrinking profit
margins and better business practices. Many construction firms bid low to survive,
resulting in a low profit margin (Kangari 1988).

12.4.1 Construction Business Failure: Financial Class
and Type of Work

The positions of the various contractors relative to their financial classes and the type
of work they undertake were also considered in the analysis. From Table 12.4, the
total average score for the financial class 1 group was 3.00, with building class 1
and Road class 1 recording 3.00. Financial class 2 and class 3 had average scores of
3.54 and 3.18, respectively. Though all these are below the average industry score
of 3.62, financial class 1 scored the least in terms of considering delayed payment
as a primary cause of business failure. Furthermore, building contractors recorded
higher average scores than road contractors on delayed payment as a factor. This
group of contractors are indifferent to delayed payment, a business failure factor in
the Ghanaian construction industry.

Financial class 1 recorded a total average score of 4.11, with building class 1 and
road class 1 recording 4.21 and 4.00, respectively, concerning excessive debt. Both
class 2 and class 3 recorded a high average score of 3.71. Similarly, concerning the
high cost of credit as a cause of business failure, the class 1 contractors recorded
the highest average score of 3.69, followed by the class 2 and class 3 groups with
average scores of 3.47 and 3.39, respectively. Again, the Unfamiliar regions and
location results showed that the class 1 contractors recorded the highest average
score of 4.00, followed by class 3 and class 2 groups with average scores of 3.40
and 3.30, respectively. It is important to note that the class 1 group recorded higher
average scores in all these three cases than the industry averages.

The fifth observed cause of business failure was the low profit margin. The scores
relative to the different financial classes of the contractors showed that Class 2
recorded the highest average score of 3.32, with building Class 2 and road Class
2 recording 3.47 and 3.17, respectively. The next higher score was recorded by the
Class 1 group (3.25), while Class 3 recorded a minor average. The industry players
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Table 12.4 Views from construction firms: financial class and type of work

Class Class 1 Class 2 Class 3 Total count
Ave. scores | Count | Ave. scores |Count | Ave. scores |Count
Delayed payment
Building | 3.00 19 3.73 64 3.36 22 105
Road 3.00 2 3.34 29 3.00 14 45
Total 3.00 21 3.54 93 3.18 36 150
Excessive debt
Building |4.21 19 3.83 64 4.05 21 104
Road 4.00 2 3.59 29 3.36 14 45
Total 4.11 21 371 93 3.71 35 149
Cost of credit
Building | 3.37 19 3.63 64 3.48 21 104
Road 4.00 2 3.31 29 3.29 14 45
Total 3.69 21 347 93 3.39 35 149
Unfamiliar regions and location
Building |3.50 20 3.56 63 3.64 22 105
Road 4.50 2 3.03 29 3.15 13 44
Total 4.00 22 3.30 92 3.40 35 149
Low profit margin
Building |3.00 19 347 64 3.00 22 105
Road 3.50 2 3.17 30 3.14 14 46
Total 3.25 21 3.32 94 3.07 36 151
Change in type of work
Building | 3.00 18 2.97 64 3.14 22 104
Road 3.00 2 3.86 28 3.86 14 44
Total 3.00 20 3.42 92 3.50 36 148

Source Authors’ constructs 2019

also considered the change in the type of work as a factor of business failure in
the construction industry. However, since it was ranked relatively low among the
contractors, we have decided it is not necessary to discuss it. Figure 12.1 illustrates a
summary of the highest ranking from the respective groupings. It could be observed
that delayed payment ranked highest with financial class 2 and building contrac-
tors. Excessive debt, credit and unfamiliar locality/regions all ranked the highest
with financial class 1 contractor three factors ranked highest with building, road and
building contractors, respectively. Lastly, low profit margins ranked highest with
financial class 2 and road contractors.
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DELAYED PAYMENT EXCESSIVE DEBT COST OF CREDIT UNFAMILIAR LOW PROFIT
REGIONS AND MARGIN
LOCATION

Fig. 12.1 Summary of highest-ranked factors (contractors’ views)

12.5 Conclusion and Recommendations

It will most likely fail when a business cannot fulfil its financial obligations to stake-
holders for an extended period. The most significant result from this study presents
the significant factors leading to construction business failure in Ghana. Delayed
payment, excessive debt, high cost of credit, unfamiliar project environment, low
profit margins and change in scope of work are the leading causes of business fail-
ures. Four factors (excessive debt, low profit margin, delayed payment, and high
cost of credit) are related to financial issues. The other two (working in unfamiliar
regions and changing the type of work) are growth-related issues. Construction busi-
nesses need more control over two factors, delayed payment and high cost of credit.
These are considered external environments associated with the organisation ecology
theory. However, the other four factors can be regarded as internal factors, as they
are based on the decision taken by management. It also emerged that the causes
of business failure differ among the different financial classes of contractors and
the type of project, with the financial class 1 category placing the most importance
on the identified factors. This study’s expanded knowledge and information can
help guide entrepreneurs who want to enter and develop the construction industry in
developing countries contexts. Two main implications emerged from the discussions.
First, the study emphasises the importance of effective management and governance
of construction businesses. These engender positive externalities that inure benefits
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culminating in good financial performance and ensuring the survival of the construc-
tion business. Cash-flow difficulties, brought about mainly by delayed payments, are
common and unfortunate in the construction industry. It leaves construction busi-
nesses strategic in deciding which client group they would want to work with. A
well-designed and managed marketing plan could link construction businesses to
the private sector for more lucrative contracts. Construction businesses should select
work within geographical areas that offer optimum cost control. They should main-
tain a business strategy that mitigates potentially negative impacts, primarily from
increased competition, decreasing price levels, and high borrowing costs. They must
pay close attention to overhead expenses as this is the tone of the surest way to
increase profit margins. The second implication is closely linked with the role of
policymakers in ensuring a conducive construction business environment. Given the
importance of the construction business in the development process, serious attention
needs to be given to this sector in supporting them to survive and grow their busi-
ness. There would be a need for a local content policy to increase local construction
firms’ share in public construction procurement. It would also increase opportunities
and incentives for local construction firms to develop their capacity, spur technology
transfer and ensure sustainable management of public infrastructure. The government
should expedite processes leading to establishing a Construction Industry Develop-
ment Authority, which is strategic in strengthening, among others, the capacity of
contractors.

Although the data analysed are likely to help provide valuable insight into the
specific causes of construction business failures, the small sample size might be
limited. A further study covering more subjects across the country would help expand
the knowledge in this subject matter. A qualitative inquiry involving key stakeholders
such as contractors’ associations, chambers of construction, construction profes-
sionals and public construction agencies responsible for construction would also
help provide an in-depth understanding of the subject of construction ilure in Ghana.
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