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Abstract

The objective of this study is to analyze differences between business obstacles and performance by their
location using 92 food and agribusiness firms operating in rural and urban areas. Descriptive statistics,
chi-square and analysis of variance are used to evaluate data collected through household surveys. Chi-square
test are used to identify relationships between location and enterprises characteristics and business obstacles.
Results reveal a less participation of female in ownership and management. Access to finance still the main
obstacle faced by all firms. Scarcity of electricity, transportation cost and lack of equipment are perceived as
severe and moderate obstacles. The analysis of variance show that urban firms are able generate higher profit
margin than rural firms. These results are helpful for policymakers to promote food and agribusiness sector in
order to reduce poverty and enable SME growth in Eastern of the Democratic Republic of Congo (South Kivu
region).

1. Introduction

Congolese agribusiness sector had been neglected for several decades (The Economist Intelligence Unit, 2000)
while agriculture and agribusiness together are projected to be in 2030 a 1 trillions $ industry in Sub-Saharan
Africa (The World Bank, 2013). Mostly composed by unregistered micro and small enterprises, South Kivu food
and agribusiness sector have been victims of the fallout of armed conflict and looting that led some large
companies to reduce their productive capacity and others to cease their activities (Vwima, 2014). In addition,
several agricultural policies have been adopted but failed to boost the agricultural sector as they have been
geared towards improving the business environment of major mining companies at the expense of agriculture
(Lebailly, Michel, & Ntoto, 2014) and promoting local small business. Programs implemented by the Congolese
government with its multiple partners for supporting SMEs and agribusiness to provide primary production and
downstream support service failed too (Kabango, 2015). None can deny the major role played by Small and
medium-sized food and agribusiness enterprises in development and economic growth in less developed
countries cannot be denied (Ayyagari et al., 2007; Berry et al., 2000; De & Nagaraj, 2014). Development of food
industry helps increasing food production, reduces national dependence on imports, save foreign currency,
enhance value addition to farm outputs by increasing their importance and place in local consumption (Shalev,
Gross-Tsur, Wine, & Amir, 1988). SME are greater utilizer of local raw materials, generate employment, provide
an avenue for self-employment (Okon & Edet, 2016; Beck, et al., 2005). Through SMEs individuals can be able
to use little capital to finance their activities than in larger ones (Fida, 2008).

However, SMEs are confronted with a number of challenges such as, lack of infrastructure, lack of managerial
training, unskilled workforce, (Liedholm et al., 1994; Brako Ntiamoah, Li, & Kwamega, 2016), higher
transaction costs (Abedian & Antonie, 2001; Peel & Wilson, 1996), shortages of raw materials, international
access to international markets (Kimura, 2003) including finance and strong government policies (Lighelm &
Cant, 2003). These challenges hinder SMEs performance and make them inconvenient to be successful.

Various studies on business performance of SME have mainly focused on Size, location, as well as
entrepreneur’s personal characteristics, including firms internal and external characteristics. Similarly, the
current study will attempt compare differences between business location with enterprise characteristics,
obstacles and performance in food and agribusiness sector. Within Congolese context, little study has been done

7


mailto:jacksadiki@live.com/
mailto:jacksadiki@live.com/

ass.ccsenet.org Asian Social Science \ol. 16, No. 11 2020

to explore firm performance issue to small and medium-sized enterprises in informal sector. Findings of this
study will enable policy makers to better define supportive policies for this growth-promoting and
poverty-reducing sector in both rural and urban settings.

Therefore, the current paper will be testing three conjectures, formulated as follows:

H1: There are no differences in profiles among food and agribusiness enterprises across their location (rural or
urban area)

H3: There are no differences in business obstacles among food and agribusiness enterprises across their
location.

H2: There are no differences in business performance among food and agribusiness firms.
2. Conceptual Framework
2.1 Performance

Performance in Small and Medium-Sized Enterprises has been defined in various ways in earlier studies. The
context in which research is conducted always stands as one of the key drivers of business performance (Lussier
& Pfeifer, 2001). According to (Giovannetti et al., 2013) business performance as the capacity to generate
acceptable outcomes, including actions and the magnitude to a firm’s propensity to export; it can also be
perceived as the ratio of operating profit (Anderson & Reeb 2003; Kulchina, 2016). Debate on firm performance
has been divided into two main groups; economics (financial) and non-financial (non-pecuniary). Financial
measures for “business success or growth include return on assets, sales growth, profits, employee growth, and
survival rates while non-pecuniary measures include intangible constructs such as customer satisfaction,
personal development, achievement, corporate reputation, happiness, and market share” (Islam et al., 2011;
Masuo, Fong, Yanagida, & Cabal, 2001;Walker & Brown, 2004). Financial measures are the best indicators of
business performance because they can be individually measured and verified ((Dowling & Helm, 2006;
Thrikawala, 2011; Watson, 2007). They also inform about success of a company (Harash et al., 2014). For
instance, firms financially performant are able to achieve their objectives and able to survive (Calori et al.,
1989).

Borrowing from the afore-mentioned literature, the current paper uses input ratios, output indicator and output
ratios as measures of business performance. However, despite the flurry of research on SMEs' performance, there
is no consensus on the factors that drive SME's performance. Various researches investigated the performance of
SMEs across different settings, from developed to least-developed countries, and utilized different
methodologies (Ndiaye et al., 2018). Although robust analyses of SME performance are recommended, it is
difficult to obtain appropriate information, such as books of accounts, because information and knowledge
management systems are missing in many of them (Byron & Friedlob, 1984). Ali (2016) studied the performance
of small and medium-sized food agribusiness enterprises in India by analyzing the relationship between input
ratios such as cost of raw material per total cost, and output ratios (total annual sales per total cost and the
capacity of utilization) to define firm performance.

2.2 Firm Location

Firm location remains one of the key drivers of business performance. Several studies conducted on the role of
location on business performance, whether in developed or less developed countries, had come to numerous
conclusions emphasizing in one way or another, or to some extent the importance of this variable in business
performance appraisal. While some authors had found no influence of location on business performance, others
on the other hand, through their results, had indicated some mixed relationship between the two variables. The
remoteness to sources of raw materials or their proximity, as well as a practical road network will influence
strategic business location (llian & Yasuo, 2005). Some firms can decide to locate in rural or urban areas while
others can decide to remain local or go international in small or large cities (Sridhar & Wan, 2010). Esteban et al.,
(2010), stressed that the selection of business location in a geographic area is connected with the categories of
product or service the firm tend to supply. For Sobri et al., (2011), being set in an agglomeration endowed with
information resources conducts firm to be performant than in a place less endowed with information resources.
(Audretsch & Dohse, 2007) tried to examine the link between the performance of the latest technology
companies measured in terms of employment with geographic location and found that firm’s growth was not
influenced by firm characteristics nor firms geographic location. On the contrary, (Goel & Nelson, 2018) found
that companies set in Island exhibited less performance in terms of innovation than those set in mainland
counterpart. Island companies face less pressure to innovate. Freeman et al., (2012), explored how regional
location vs metropolitan impact a SME access to firm’s resource and capabilities. Their study findings showed
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that that location was directly associated with a firm’s performance. In broad, the conclusion of authors’ analyses
stipulated that location can be seen as an antecedent for firm resources capabilities, that successively explains
firm’s export performance (Freeman et al., 2012).

Therefore, location moderates the connection between firm characteristics, external issues and firm
characteristics. Companies strategically set come through bigger performance than those that do not seem
strategically set. This result suggests that policy makers, entrepreneurs and owner-managers ought to assume on
the way to utilize location consider the event of business and entrepreneurship development (Sobri et al., 2011).
Business location of the business will be considered the geographic location of the business without taking into
consideration the previous decisions regarding its choice.

2.3 Business Obstacles

According to authors, entrepreneurs in developing countries face quite similar obstacles. Access to electricity,
political factors, regulation, managerial skills, location and tax rates (Gree & Thurnik, 2003; Wang, 2016). One
of the most serious obstacles faced by African SME is access to short and long term financial capital hampering
their development and growth (Wangmo, 2015; Chu et al., 2007). The bigger is a firm the less access to finance
is perceived as a barrier. Lack of collateral requirement to secure loans and high interest rate do not allow SME
to fulfil condition of obtaining credit from legal financial institutions (Peel & Wilson, 1996; Spring & McDade,
1998; Levy, 1993; Fanta & Bayene, 2016). The higher the taxes rated by SME the lesser their turnover and
probability of their income grow (Ishengoma & Kappel, 2011). The effect of taxes on SME growth potential can
be explained by the preference of SME to remain small avoiding formalization (Tokman, 2001). Several factors
affect SME performance and growth. Authors have revealed several factors such as entrepreneur’s characteristics,
firm’s characteristics, internal and external factors.

3. Data and Methodology

The structure of Congolese economy is dominated by primary sector performance. Agriculture is playing a really
dominant role within the country’s economy. The share of agriculture in total GDP is estimated to be about
30-40%. Approximately 65 percent of informal firms are active in the agroindustry and food trade, retail trade,
and repair services. The informal sector in the Democratic Republic of Congo is heterogeneous in many ways.
Differences are noticeable across the individual characteristics of the owner of informal firms (Adoho &
Doumbia, 2017). The sample of this study comes from a 2018 survey led to investigate firm characteristics,
business obstacles and business performance in unregistered firms in eastern of Democratic Republic of Congo
in South Kivu region, and operating in food and agribusiness sector. The survey population was identified using
two criteria. The study selected firms operating in food and agribusiness in informal sector and also aimed at
checked whether the enterprise had a working place different from the owner’s house in order to reduce the
sample. Bakery, traditional beer processors were excluded in the study. The questionnaire were directly
administrated to the owner or the firm managers. The study had a response rate of 79,3% resulting in a
population of 116 firms gathered through processors listing. Finally, 92 food and agribusiness firms were
selected. Firms have been categorized according to agricultural product processed such as maize, cassava, fruits,
palm oil. Structured questionnaires contained diverse firm’s characteristics such as location, number of
employees, age and ownership. Performance indicators such as input and output ratios and constraints faced by
these firms. Constraints identified included access to finance, electricity, unskilled workforce, access to modern
equipment, product quality, access to information, taxes, corruption, raw material supply and competition. For all
the above-mentioned constraints, a 5 Likert scale was used as following: 1= no obstacle; 2= minor obstacle; 3=
moderate obstacle; 4= major obstacle; 5= very severe obstacle. To measure business performance, input and
output ratios were used (Ali, 2016). Input ratios comprised “wage per employees, cost of raw material by the
total cost of production, cost of energy (electricity, fuel, wood or charcoal) by the total of cost of production.
Output ratios were generated to understand performance of firms in terms of the total sales by the cost of
production, profitability ratio and profit margins. Business obstacles were categorized into internal and external.
Primary data collected from field work were analyzed using SPSS 25. Descriptive statistics, tables, chi-square
and analysis of variance have been used to understand business performance difference among rural and urban
firms and agribusiness in South-Kivu.

4. Results and Discussion
4.1 Firm Characteristics by Location

Several studies have investigated the relationship between firms location, their characteristics, namely ages, and
size. Out of the 92 MSMEs surveyed, 72 (78.3%) were Micro and 20 (21.7%) were Small. According to the
Congolese legislation, a micro enterprise employs 1 to 5 employees and a small enterprise 6 to 50 people.
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Table 1. Firm’s characteristics

. Urban Rural .
Indicators Chi-square df P
N % N %
Types 163 1 .686
Private 38 86,4 40 83,3
Cooperative 6 13,6 8 16,7
Management delegation .006 1 939
Yes 29 65,9 32 66,7
No 15 34,1 16 33,3
Size 22.791* 1 .000
Micro 25 56,8 47 97,9
Small 19 43,2 1 2,1
Experience 9.043* 2 011
<10 years 24 54,5 40 83,3
10-19 years 14 31,8 6 12,5
>20 years 4 13,6 2 4,2
Firms with female owner 1.963 1 161
Yes 36 81,8 44 91,7
No 8 18,2 4 8,3
Part-time workforce 11.255* 2 .004
None 12 31,6 26 68,4
1-5 19 50 19 50
6-10 13 81,2 3 18,8

*significance at 0,05 level, N= Number, P=p value

Source: Own data

As shown in Table 1 above, the chi-square test is statistically significant between location and business size (y2 =
22.791, P<0.05), confirming that location could particularly be related to business size. In fact, results showed
that most of micro enterprises were located in rural areas. However, no difference was found between location
and type of firms. A lower participation of women in daily management and ownership was also observed in
both areas. Only 13% of SME surveyed were managed or owned by a woman. On the contrary, in several studies
conducted in Sub-Saharan Africa, Caribbean and Latin America women represented over 75% of entrepreneurs
as compared to men who only 48% (GEM, 2010). In West Africa, (Gradval, Broutin, & Delmas, 2008) found
that most of micro and small-scale food and agribusiness firms were women-led even though they are not often
recognized and their economic role underestimated. Based on a literature review Duflo, (2011) found evidence
that the more women are empowered the more economic development is promoted because they are closely
correlated. According to the author, “equity between men and women is only likely to be achieved by continuing
policy actions that favor women at the expense of men, possibly for a very long time”.

Daily labor utilization in processing units depends on daily work load. Nevertheless, since some SMEs do not
have enough effector tasks during the week, they prefer using part-time workforce in order to reduce operating
costs. Our findings showed that rural firms use 1 to 5 part-time employees whereas in urban area 6 to 10
part-time employees are used, explaining the significant difference found between daily labor utilization and
firm location (y2 = 21.883, P<0.05). Out of 92 firms surveyed, 38 (41%) do not use part-time employees with 26
and 12 firms respectively in rural and urban area. This finding could also be mainly explained by the daily
quantity of processed products as well as the financial capacity that the MSMES would hold in urban areas. The
distribution of firms by age was also found to be varying with their location (2 = 9.043, P<0.05). Urban
MSMEs as reported by our findings appear less older than those located in rural areas. MSMEs younger than ten
years of experiences represent 69.6% with 40 firms them located in rural areas. MSME's age can directly be
related to the dynamics of activity creation in a specific setting as well as the experience owned by entrepreneurs
in a given sector. (FURAHA, 2017) pointed enterprise’s age can imply the dynamics of activity creation in a
setting and experience owned by entrepreneurs in a certain sector whereas entrepreneurs experience cannot
necessarily influence SME performance. The predominance of start-ups in an industry may also raise questions
about the longevity of firms in certain industries.
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Unsurprisingly, most of MSMEs surveyed were privately owned, few of them (33.3%) were led by a non-owner
manager. The management delegation of an MSME can inform about the diversity of activities carried out by its
owner. Management can be done either by a family member which is more convenient or by one of his friends.

Therefore, the hypothesis H1 which stipulates that there are no differences in enterprises characteristics by their
location is rejected. Size of firms is significantly linked with their location. MSME in urban area were reported
employing more part-time workforce than those in the countryside. The age of firm was also found positively
correlated with its location. Female participation in management and ownership of food and agribusiness firms
on the other side was relatively low in South Kivu. This implies that women are still more constrained in
accessing resources than their men counterparts.

4.2 Business Obstacles by Firm Location

Various studies have investigated obstacles that affect performance of SME in specific areas (Mather, 2005).
Wang, (2016) explored the main challenges faced by SME in developing countries by categorizing them in
groups. He realized that access to finance was the most significant obstacle which hindered business
performance and growth. Others included inadequately educated workforce, tax administration, Corruption,
electricity, political instability, transportation. In the present paper, thirteen parameters were used to measure
“internal obstacle” and “external obstacles” faced by firms in Eastern of Democratic Republic of Congo
(South-Kivu region).

Table 2. Business obstacles

Business obstacles

Urban Rural F1 df Sig.

Internal
Access to finance 4.250 4.470 .353 1 .554
Managerial skills 1.955 2.917 16.266* 1 .000
Raw material supply 3.455 3.104 1.721 1 193
Electricity 3.432 2.771 4.670* 1 .033
Access to information 2.182 3.021 12.375* 1 .001
Lack of equipment 2.886 3.792 9.389* 1 .003

External
Corruption 3.525 3.229 1.191 1 278
Competition 3.182 2.958 591 1 444
Taxes 3.773 3.479 1.274 1 .262
Low productivity and output quality 2.295 3.021 7.648* 1 .007
Market segment 2.386 3.313 1.7248* 1 .000
Transportation 3.182 3.917 5.257* 1 .024

*significance at 0,05 level

Results presented in Table 2 above show how differently operational obstacles vary from rural to urban areas.
Seven out the thirteen obstacles were found statistically significant. Firms mainly face at moderate and severe
level of challenges in business operations.

Access to finance remains the major obstacle faced by SMEs with an average of (u= 4,470) in rural and (u=
4,250) in urban area. Olawale et al., (2010) found the same result while analyzing obstacles of growth of new
SME in South Africa. Raw material supply in food and agribusiness remains also moderate obstacle (u= 3,455
urban and p= 3,104 rural) in both areas. Meanwhile transportation of raw material was positively and
significantly correlated with firm location. The absence of appropriate transportation network hampers
distribution of raw materials and the transportation of finished products to the market. This problem is
compounded by poor storage or warehousing facilities and access to affordable shipping (Mercer, 2011). Most
African agricultural production is still done by smallholders, however, production within this system is largely
stagnant and its commercialization linking farm producers to commercial markets is generally complex and
difficult (Agra 2009; Kirsten et al., 2009). Other issues revealed are delay in delivery, insufficient providers,
higher cost of handling and finance issues. Processing by micro-enterprises is often irregular and seasonal in
nature, stopping when raw material supplies are exhausted; they rarely have alternative products for the
off-season (Dietz et al., 2000).

Nevertheless, there was a significant relationship between location and certain obstacles. Lack of equipment
(F=9.389, P<0.05), access to information (F= 12.375, P<0.05), product quality (F= 7.648, P<0.05), market
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segment (F=17.248, P<0.05), were found to be statistically significant and were perceived severe in rural area
than in urban. This implies that access to information in the rural environment remains weak, the obsolescence of
machines and access to spare parts entail momentary stops in rural environment. This also makes the output
quality to be perceived as an obstacle by some. (Dietz et al., 2000) emphasized that “In sub-Saharan countries,
technical maintenance services in rural areas are poorly developed. Entrepreneurs often have to be their own
mechanics. Replacing worn parts can become a nightmare for entrepreneurs. Spare parts are often only
available from the organization that has developed the ’appropriate’ equipment, resulting in people having to
travel long distances to procure the badly needed parts”.

Unsurprisingly, results on shortage of electricity showed that this variable was statistically linked to location of
businesses (F= 4.670, P<0.05). Untimely cuts in urban area are one of the major constraints that reduce time of
activity, and therefore, the daily turnover of SMEs. Power supply time varies between 3 and 5 hours per day.
This constraint is considered moderate in the urban environment than in rural areas for two reasons; quantity of
raw material to process per day and the number of working days per week. In rural areas, processing activities
are more intense during days commonly known as "market days", two to four days a week. The World Bank
(2017) revealed that in Democratic Republic of Congo 21.8 days per month companies experience load shedding
with a duration of 7.5 hours, which causes a turnover loss from 5.5 to 22.7%. It should be mentioned in passing
that all these averages are relatively higher than in other Sub-Saharan Countries. Higher taxation and corruption
are still perceived in both urban and rural areas as a scourge to their development. In our area of investigation,
dozen taxes has been identified, making corruption more common in order to escape legal taxation. It should be
emphasized that entrepreneurs' ignorance of their rights and duties and processors organizations malfunctioning
would also be the basis of their subjection to this multitude of government taxes.

From the results above it can be argued that business obstacles differ from rural to urban area. Broadly speaking,
firms perceive obstacles at moderate and severe level in both areas. Therefore, the hypothesis which assumes that
There are no differences in business obstacles among food and agribusiness enterprises across their location
therefore rejected.

4.3.Business Performance by Firm Location

To measure business performance, Analysis Of Variance was used. Results show that Input ratios, output and
output ratios varied with firm location.

Table 3. Differences in Business performance and by firm’s location

. Urban Rural .
Input Ratios F df Sig.
Mean Std. Dev Mean Std. Dev
Wages/number of employee A7 272 .108 .099 2.594 1 JA11
Cost raw material/total cost 72 115 .768 .074 5.085* 1 .027
Cost of energy/total cost .03 .046 .046 .030 4.765* 1 .032
Rent for land/total cost .034 .012 .046 .016 4.574* 1 .035
Output and output ratios
Annual sale/total cost 14.42 21 13.78 .27 1.572 1 213
Profitability ratio 31 .09 .29 A1 0.637 1 427
Profit margin 3.4 25.55 1.20 7.60 35.124* 1 .000

*Significance at 0,05 level

From the Table 3 above, the average wage per employee ratio in urban firms (u=0.17) seems to be less higher
than that applied in rural enterprises (u=0.10). There is a significant difference in acquisition of the raw material
by firm location (F=5.085, P<0.05). In rural companies cost of raw material represent 76.8% per unit total while
in urban it represents 72%, it can be explained by transportation cost and due to road infrastructures. Also, in the
previous sections, it has been shown that firms located in rural areas were micro (1-5employees) while those in
urban areas were small (6-50 employees). Ali (2016) showed that the costs of raw material in companies were
lower in a growing order of company size. A positive relationship (F= 4.756, P<0.05) was found between the
ratio of energy cost per total cost with firm location. The shortage of intensity and the restrictive utilization of
generators and the quantity of long stretches of power supply in rural areas may clarify the significant expense of
energy in these firms. The supply of electricity is one of the major constraints faced by SMEs in the developing
country. The DR Congo is one of countries whose population has the least access to electricity with less than one
percent in rural areas and 49.19% in urban areas (World Bank, 2017). On the other hand, the cost of renting
workplaces by urban enterprises was higher than those of rural areas (F= 4.574, P<0.05). Most urban businesses
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rent out workplaces and their cost is sometimes much higher in rural areas where sometimes certain processing
units are established on the land of their owners. The analysis showed a significant difference between cost of
rent per total cost in urban area and the countryside (F=4.574, P<0.05).

Business performance is measured by a number of indicators, including the profitability ratio, the share of
revenue in total cost of production, and profit margins (Chirwa, 2008). Breaks down of the table above show that
urban ventures create higher turnover than those located in rural areas. It is the equivalent for the profitability
ratio which is somewhat higher. Moreover, results show a significant difference (F= 1.572, P<0.05) between the
profit margin that emerges from urban and rural businesses.

5. Conclusions

This paper compares differences in enterprise’s characteristics, business obstacles and performance by firm
location. It provides insights into different result found among SME in agribusiness sector in South Kivu.

Firstly the hypothesis stipulating no difference among firm’s characteristics was rejected. It has been found that
most of firms are sole proprietary with micro-sized enterprises located in rural area and whereas small ones were
located in urban area. Female participation in firm management and ownership still very lower in both areas.
Part-time workforce utilization was positively correlated to firm location. In countryside firms have less than ten
years of experience compared to urban firms aged from 10 up 20 years.

Secondly, our results reveal also that business obstacles perceived in SME vary from the countryside to the urban
in South Kivu. Therefore, the second hypothesis was also rejected. Access to finance remains the main obstacle
faced by all SME whereas access to information, lack of equipment, scarcity of power, lack of equipment, access
to information, low productivity and output quality were statistically significant and perceived as major in
countryside firms and moderates in urban firms. Raw material supply, dealing with corruption in daily activities
hamper SME performance in both areas.

Thirdly, SME performance was analyzed by different ratios and indicators. No difference was found among
SME accordingly to wages paid by employee and the share of annual sale in production cost. Although
differences were not significant for these ratios within both areas but urban firms generate higher turnover and
their profit margins were significantly higher than those of rural firms. This can imply that the third hypothesis
stipulating no difference among business performance in SME was also rejected.

Finally, these results can, as far as possible, be a source for policy makers, entrepreneurs and researchers
intending to establish a food and agribusiness sector development model. Certainly, the ratios used may have
certain limits to properly determine and explain the performance of companies. The nature of the companies and
the non-maintenance of the accounts in the companies surveyed would be the reason these ratios and output
indicator choice. Future research may focus on giving more attention on non-financial indicators of performance
of these firms.
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