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Abstract
The micro and small enterprises (MSEs) play critical role in the development of the
country. MSEs bear special significance for countries where density of population is very
high because it offers huge employment opportunities and income generations at low
cost. Considering the importance, the main objective of the study was to investigate the
factors affecting the growth of MSEs in Jimma town. For the sake of achieving this
objective, primary sources of data were collected through structured questionnaire from a
sample of 95 MSEs which were selected using a stratified random sampling technique
from a population of 5,629 MSEs among those industries engaged in manufacturing,

construction, urban farming, trade and service activities.

The data collected using the questionnaires were analyzed using descriptive statistics and
econometric model (OLS) with the aid of Statistical Packages for Social Scientists
(SPSS).Hence, growth of MSEs measured in terms of capital change was affected by
different factors including owners/operators age, education level, prior experience,

MSE's age, initial employment, BDS, access to training and market.

Accordingly, the ANOVA result indicates firm age, initial employment, business
development service, access to training, and market related factors were found
statistically significant factors. While, owners/operators age, educational level, and
previous work experience were found insignificant factors in determining MSEs growth in

Jimma town.

Therefore, government, non-government organizations and MSEs development agencies
should motivate, help and advise the owners of MSEs on their overall business activities;
give training on business issues, arrange forum and exhibitions for experience sharing;

and solve the effect of insignificant factors with Corporation of other organizations.

Key words: MSEs Success, Entrepreneurial characteristics, firm related factors,

access to BDS, market related factors, and training access.
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CHAPTER ONE
1. INTRODUCTION

This chapter starts with research background to give an idea about the area of thesis to
the readers. This is followed by statement of the problem, objective of the study, research
hypothesis, significance of the study, scope and limitation of the study and finally

organization of the paper.

1.1. Background of the Study
Broad consensus has been reached by academicians and policy makers that the vibrant

MSEs (herein referred to as Micro and Small-sized Enterprises), is one of the principal
driving force of economic growth, poverty reduction, and social development by having
significant effect on the income distribution, tax revenue, employment creation, import
substitution, springboard to entrepreneurship and industrialization , base for medium and
large industries and distribution of their products through linkage among different
sections of the society (Harris et al,2006; Bekele & Worku, 2008).

Most of the current larger enterprises have their origin in micro and small enterprises.
MSEs are different from large scale enterprises in three main aspects; uncertainty,
innovation and evolution. The MSEs sector itself can be classified into micro enterprises,
small enterprises and medium enterprises. MSEs are the starting point of development in

the economies towards industrialization (Harris et al, 2006; Sauser, 2005).

The persons who run these enterprises are called entrepreneurs. Entrepreneurship is a
company that undertakes new arrangement to produce new products and services
(Schumpeter, 1934). It is a process of innovation and creation with four dimensional
elements: individual, organization, environmental factors and process, with support from
the government, education, and constitution (Kuratko and Hodgetts, 2004). Various types
of MSEs such as village handicraft makers (weaving, embroidery etc), potteries, dying,
small machine shops, restaurants, knitting, small dairy process etc., are, therefore,

becoming increasingly important to economic development of developing nations.



For instance, on average of 51 out of 100 new jobs in the region were generated by micro
enterprises in Latin American,48% of the labor force in North Africa, 65% in Asia, 72%
in Sub-Saharan African Countries (ILO, 2002;Orlando & Pollock, 2000). Mead and
Liedholm (1998) found that micro and small-scale enterprises (MSEs) in five Least
Developed Countries (LDCs) (Botswana, Kenya, Malawi, Swaziland, and Zimbabwe)
generate nearly twice the level of employment that was registered by large-scale
enterprises and the public sector. Prior research recorded that in Bangladesh small
medium enterprises account for the majority of firms (87%) providing 80% of total
employment and contributing 15 percent to Gross Domestic Product (GDP) of the
country (Narain, 2003). According to Goldmark and Nicher (2009), while over 96% of
businesses are small enterprises in USA, approximately 97% of firms in Mexico and
Thailand are MSEs.

According to the Ethiopian Central Statistical Authority (2004), almost 50% of all new
jobs created in Ethiopia are attributable to MSE sector. According to Aregash (2005) cited
in Hailay et al., (2014), 98% of business firms in Ethiopia are MSEs, out of which SEs
account for 65% of all businesses. In Ethiopia, MSE sector is the second largest
employment generating next to agriculture. Recognizing the significance of this sector as
a key factor for rapid economic development, the Government of Ethiopia had issued
Micro and Small Enterprises Strategy (FDRE, MoTI, 1997). Besides, the Growth and
Transformation Plan (GTP) of Ethiopia has envisaged the promotion of micro and small

enterprises as an important tool of poverty reduction (FDRE,MoFED, 2010).

Despite the large potential contribution of MSEs, the sector in most developing countries
face constraints both at their start up and after operation phase (World Bank, 2004).
Three-fourth of the MSEs in rural Tanzania is non-growing due to the problem of access
to finance, road infrastructure and communication (Kinda & Loening, 2008). In addition,
majority of MSEs in Eldoret, Kenya has experienced minimal or no growth due to the
inadequacy of availability of finances, poor business management skills, poor marketing

and entrepreneurial attribute of the owner managers (Mbugua et al., 2013).



The acknowledgement that micro and small business enterprises are an important
source of economic growth, MSEs in Ethiopia, were found small comparing to other
African countries due to lack of access to markets, finance, working premises, supply of
raw material, lack of sufficient capital, business information ,business premises, the
acquisition of skills and managerial expertise, access to modern technology, and legal and
Regulatory environments (MoTI, 1997). According to UNIDO Report (2003) the only
way to reduce poverty in a sustainable way is to promote economic growth, through
wealth and employment creation. In developing countries, MSEs are the major source of

income, a breeding ground for entrepreneurs and a provider of employment.

Therefore, Micro and Small Enterprises (MSEs) occupy dominant positions in the
economy. And hence MSEs bear special significance for countries where density of
population is very high because it offers huge employment opportunities, and income
generations at low cost. Considering the importance, this study had strived to identify

those factors contribute the success of MSEs using model.

1.2. Problem statement
In Ethiopia, most of the MSEs function along traditional ways of production and

marketing. There is growing evidence in literature that the main problem for MSEs in
developing countries is not their small size but their isolation, which hinders access to
markets, technology, information, finance and institutional support (Mead & Liedholm,
1998; Swierczek & Ha, 2003).

More severe challenges in hindering potential of entrepreneurs inherent to many
developing countries: some a host of factors are characteristics of entrepreneurs,
psychological traits, finance, information access, infrastructure, capitalization, marketing,
technology, social network, gender, government policy issues, and management and

performance of the firms (Mohammed S. Chowdhury,2013).

In Ethiopia, most studies reveal that demographic and environmental factors in relation to
MSEs Success have received scant attention. Because of the advent of micro and small
enterprises is a very recent phenomenon in Ethiopia, after the transitional government

FDRE hand over the regimes it has been able to see rays of hope shining over the

3



development that inspire the growth and development of the country's economy

(National Micro and Small Enterprise Strategy of Ethiopia, 1997).

Furthermore, other empirical study reveals that determinant factors affecting MSEs
growth are those factors related to entrepreneurial, firm, inter-firm characteristics and
external factors. Entrepreneurial characteristics such as owner/managers gender, age,
education level, previous work experience, management skill, economic background and
marital status determine the growth of MSEs (Chirwa, 2008;Enock, 2010; Habtamu,
2012; Janda et al.,, 2013; Mbugua et al.,, 2013; Mulu, 2007; Osinde, 2013).
Understanding of why some firms succeed and others not was crucial to the stability and
health of the economy. Despite this fact, however, the pilot test of the study depicts which
factors are the most important to the success of MSEs Sector in Jimma; Ethiopia has not

been adequately studied empirically.

The motive to conducting the study in this area was because of the failure of some
enterprises in the town and even the statuses of the existing one in operations are not
known. Wijewardena & Tibbits(1999) noted, the empirical investigation of those factors
leading to the success and failure of the small business economy in different nations is a
mandatory requisite for a better healthier economic development. However, discovering
which factors or practices lead to business success is an unfulfilled purpose of business
research (Rogoff, 2004).So the question emerges: what factors could have influence on

the Success of micro and small enterprise in Jimma town.

Hence, this study filled gaps in investigating the factors determining the success of MSEs
in Jimma town through testing the reliability & validity of success factors there by
constitute an aid to policy makers, academician, and the business community as well for
improving the success of MSEs in this country Ethiopia. There has been a substantial
study on assessing the success determinants for micro-enterprises particularly in the
African region (Okurut, 2008). By adapting a similar framework from previous
literatures, this study on performance of MSEs in Jimma town, where most of the south

ethnic group is concentrated, was providing an insight to their business performances.



1.3. Objectives of the study
Research objectives are tools or instruments that serve as a milestone for research design

and control. The following general and specific objectives was pursue in this study:

1.3.1. General objective
The overall objective of the study was examined the factors that affect the success of
micro and small enterprises at Jimma town based on the compound annual growth rate of

capital. The study was attempted to achieve the following specific objectives:

1.3.2. Specific objective

*»To evaluate the growth statuses of micro and small enterprises at Jimma
town.

“+To identify and analyze how significantly entrepreneurial characteristics
affecting MSEs’ success.

“+To analyze whether firm related factors can have significant impact on the
success of MSEs.

“+To analyze whether access to training have a significant impact on the
success of MSEs.

“+To analyze whether access to BDS have a significant impact on the success of
MSEs.

“+To identify and analyze how significantly market information affecting

MSESs’ success.

1.4. Research Hypothesis
In order to achieve the purpose of this study, after careful consideration of all

independent variables and the dependent variable of the study, the researcher developed
the following hypotheses to be tested using Analysis of Variance (ANOVA) statistical
technique. The first three hypotheses of this study are about the relationship between
three personal related independent variables and success of the enterprises in relation to
them. The next two are about the relationship between two firm related factors and
success of MSES. And the rest three hypotheses are about the relationship between three

environmental factors and the success/performance of enterprises.



Ho (1): There is no positive and significant relationship (association) and influence
between the success of MSEs and the age of the MSES owner/manager.

Ho (2): There is no positive and significant relationship (association) and influence
between the success of MSEs and educational qualification of the business
owners/operators.

Ho (3): There is no positive and significant relationship (association) and influence
between the success of MSEs and the owners/operators prior experience.

Ho (4): There is no positive and significant relationship (association) and influence
between the success of MSEs and firms years of operations.

Ho (5): There is no significant difference and influence on the success of MSEs in
relation to the initial number of employees.

Ho (6): There is no positive and significant relationship and influence between the
success of MSEs and access to training.

Ho (7): There is no positive and significant relationship and influence between the
success of MSEs and access to BDS.

Ho (8): There is no positive and significant relationship and influence between the

successes of MSEs and access to market information.

1.5. Significance of Study
MSEs play a significant role in promoting economic growth and then reducing poverty.

The finding of the study hoped significant in identifying the various Success factors of

MSEs. On line of these, the study was all important in such a way that:-

1.5.1. This paper may act as one of the contributions to the literature of sustainable
growth/poverty reduction among micro entrepreneur especially in Ethiopian case study.
The content of this paper can also encourage future research and serve as a springboard to
improve the literature reviews on entrepreneurship and create new perspective on micro
enterprises' studies.

1.5.2. This paper can show the critical role played by the MSE determinants with respect
to its contribution to economic growth. Since micro enterprise generates a large sum of

income /profit if the owner knows the success factors of MSEs. However, there are a lot



of loopholes in educating the micro entrepreneurs on how they can operate their business
well. Thus, the findings derived from this study can help them to decide and achieve their

goals on this matter.

1.5.3. This study provide valuable information for academicians, policy makers |,
government bodies and non-governmental bodies , business men and interested body to
consider the findings to ensure micro enterprise can lasts longer and keep expanding till it
reached the macro enterprise level.

1.6. Delimitation of the Study

The major delimitation of this research is that it was geographically restricted to Jimma
town, Ethiopia. In addition, the study focused only on factors affecting the success of
MSEs in Jimma town including Entrepreneurial characteristics (i.e. Age, Education, and
Experience), firm related factors (i.e., Firm age, and initial employment),and
environmental factors ( BDS, marketing, and training access). MSEs was selected from
those in the manufacturing, Construction, Urban farming, Trade,& Service business

activities listed in various directories of Jimma town up to June 30, 2012.

1.7. Ethical Aspects of the Study
This research was conducted in an ethical manner. Specifically:

¢+ Prior to collecting the data written permission was obtained from Jimma
town micro and small enterprise office to use their data base;

% The respondents were informed about the potential impact of the study by
means of a covering letter attached to the questionnaire;

% The cover letter contained information about the research, the objectives
of the study, and the voluntary participation of respondents, assurances
regarding confidentiality and anonymity, as well as the contact details of
the researcher (Strydom, 1998).

1.8. Definition of Key Terms
1.8.1 Micro and Small Enterprises (MSEs)
According to the Federal Micro and Small Enterprises Development Agency

(FeMSEDA) an MSE in Ethiopia is defined as:
A small-sized enterprise in manufacturing is an enterprise with full-time employees of

between 6 and 30, or paid up capital less than dollar 90,000.00 or Birr 1.5million.



This definition was applied by all Government Ministries and Agencies involved in MSE
development as well as by the financial institutions (National Bank of Ethiopia). In
addition, a micro enterprise in Services is an enterprise with full-time employees of less
than 5 or with a paid up capital of less than Dollar 3,000.00 or Birr 50,000.00. Details of
the MSEs definition in Ethiopia are included (FeMSEDA, 2010)

1.8.2. MSEs Success/performance
Business performance is a multidimensional concept. There are various indicators that

can be used to assess the performance of enterprises (Lumpkin & Dess, 1996). This
research defines business performance based on financial and marketing measures which
includes profit achieved, return on investment, market share and overall turnover. MSEs
Success refers to the effectiveness of an enterprise in accomplishing its objectives that are
measured by financial profitability, growth and satisfaction.

Small business success can be defined in many different ways. A study by Beaver and
Jenning (1995) as cited in (Rami & Ahmed, 2007) stated that the most commonly
adopted definition of success is financial growth with adequate profits. This implies that
financial performance is the most widely used measures of business performances.
Hence, in this study the financial measure of success that is the growth of total capital of
the enterprises were be used since it is better than the non-financial measures in terms of

reducing the subjectivity of the measurement results.

1.8.3. The Entrepreneur
The entrepreneur refers to the individual who is the founder or owner of the Enterprise

and actively manages the enterprise (Kets de Vries, 1996).

1.8.4. Entrepreneur Characteristics
Entrepreneur characteristics refer to entrepreneurial orientation and comprise of

demographic factors that contribute to or detract from an individual’s ability to become a
successful MSEs Entrepreneur. Demographically, age, gender, education, and work
experience had been found to have impact on entrepreneurial success. Educated people
are creative and innovative and they are always looking for something unique to fill a
need or want (Ndubisi et al, 2003). The educated and experienced are more interested in

becoming entrepreneurs than non-educated and inexperienced (Kavita , Anantharaman,
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and Jayasingam 2008). People between the age of 25 and 44 are most likely to be
involved in entrepreneurial activity ( Reynolds et al, 2000). Research has shown that
success is closely connected to education level (Staw 1991; Meng and Liang, 1996),
experience (Ziemmerer and Scarborough, 1998) and age (Sletten and Hulaas, 1998).

1.8.5. The Enterprise Characteristics
Firm characteristics are defined as firm personalities or attributes that tend to describe a

firm or tell us about the firm. The major areas, the types of firm/sectors, the firm age,
firm’s initial capital, and firm size, represent firm characteristics (Lucky, 2011). As micro
or small businesses owners are the heads of their particular enterprises, having a good
understanding of the firm’s nature, firm's initial capital and firms size is very imperative

for them to manage their firms effectively (Lucky and Minai, 2011).

1.8.6. The External Characteristics
A host of environmental factors impede the success of small business. For example

(Begum, 1993) reports lack of government efforts and incentives. Several studies (Camp
and Anderson, 2000; Chowdhury, 2007; McDowell, 1997) report absence of adequate
infrastructure facilities. Some study (Quddus and Rashid, 2000) reports myriad of
bureaucratic obstacles that entrepreneurs face in their quest to start a business. A host of
factors such as lack of long-term capital, firm size, access to training (Chowdhury and
Amin, 2011), limited personal and family savings (Mintoo, 2006), limited access to
market (Keh, Nguyen and Ng, 2007; Mead and Liedholm, 1998; Swierczek and Ha,
2003), technology (Gundry, Ben-Yoseph and Posig, 2002; Gibbons and O’Connor, 2003)
and market information (Singh and Krishna, 1994; Duh, 2003; Kriestiansen, 2002) have

been found to be impeding the success of entrepreneurs.

Also, numerous studies (Chowdhury, 2007; Larsen and Lewis, 2007; McDowell, 1997;
Prahlad, 2004; Mintoo, 2006) have revealed the relationship of entrepreneurial success to
environmental factors such as political environment, government, infrastructure,
technology etc. Cooper (1985) reported three factors responsible for entrepreneurial
development and success at the grass root level. These are antecedent influences
(background factors such as family influence, skills and knowledge), the incubator

organization (the nature of the organization where the entrepreneurs were employed prior



to starting their own business) and environmental factors (e.g., infrastructure, political

environment, access to capital, role of government training etc).

1.9. Organization of the Research
The structure of this research project followed a traditional approach in research writing,

commencing with the introduction to the study, literature review, research methodology,
analysis of results and ending with conclusions and recommendations (Mouton, 2001).
The research was being organized in five main chapters with each main chapter
consisting of auxiliary sections.

% Chapter 1 introduces the research problem and objectives of the whole research.
% Chapter 2 follows with relevant review of past research to extract useful

information.
«» Chapter 3 gives description of the research methodology approach. The

subsequent Chapters contained the description of result, analysis and conclusion

of the study as Shown in figure 1.2.

Figure 1.2 The five main chapters of the research work.
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CHAPTER TWO
2. LITERATURE REVIEW

2.1. Introduction

In this part of the review of related literature, the first part begins by defining what micro
and small business enterprises are in general internationally and in Ethiopian context in
particular .In addition it discusses their contribution, the criteria used to differentiate them
from other business activities. Then the literature review focuses on defining what
success mean and how it is measured. These success factors which were discussed in the
sections here after are independent variables of the study which is assumed to have
relation and contribution to the Success/performance of MSEs.

2.2. Micro and Small Enterprises (MSEs) Overview
2.2.1. International Perspective of MSESs
The definition of micro and small enterprises is still controversial. There is no generally

accepted definition of micro and small enterprises. Micro and small enterprises in one
country may be small or medium enterprises in the other country. Thus, it depends on the

stage of economic development of the country (Ageba, 2004).

According to KessyUrio (2006), Micro and Small Enterprise can be defined as productive
activity either produce or distribute goods and/or services, mostly undertaken in the
formal sector. While the importance of MSE sector is acknowledged internationally,
defining MSE firm is a challenging task, as every county has its own definition. There is
no single, uniformly accepted definition of a micro or small firm. Firms differ in their
level of capitalization and employment. Hence, definitions which employ measures of
size, when applied to one sector might lead to all firms being classified as micro or small,
while the same size definition when applied to a different sector might lead to a different
result. This section provides a broad overview of Micro and Small firms definitions used

across the globe within the objective of understanding what MSEs really are.

The USA Small Business Act of 1985 defines a small business as one that is
independently owned and operated and which is not dominant in its field of operation.
Furthermore, the USA Small Business Act of 1985 categorizes small businesses
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according to sales volume and number of employees (Hodgetts & Kuratto, 1998). The
annual turnover should be between$1.5 million and $10 million for service industry
enterprises. In terms of the labor force classification, a very small, small, medium and
large firm should have less than 20, 20 to 99,100 to 499 and 500 or more employees
respectively. An enterprise should meet at least two of the following qualifying factors to
be classified as a small firm, namely: the management must be independent, capital must
be contributed and ownership must be held by one or a few individuals. Also, the area of
operations must be local, even though the market is not necessarily local (Megginson,
Bryd & Megginson, 2003).

In contrast, the Department of Trade and Industry in the UK states that a business is small
if it satisfies at least two of the following quantitative and qualitative factors. In terms of
quantitative criteria, small firm turnover should not be more than £2.8 million, the total
assets must not be more than £1.4 million and the number of employees must not exceed
50. While qualitative factors focus on specific characteristics such as are latively small
share of its market, being independent and not a subsidiary of a larger firm and that
management have a close personal involvement in all aspects of decision making. In
addition, a medium enterprise is defined as having total assets of not more than £5.6
million, turnover of not more than £11.2 million and the number of employees should not
exceed 250(Culkin& Smith, 2000;United Kingdom, 2004).

The European Union categorizes small firms into small, medium and micro enterprises.
In this context, small enterprises are defined as businesses which employ fewer than 50
workers and whose annual turnover or annual total asset does not exceed €10 million. A
medium sized enterprise is defined as a business which employs fewer than 250 workers
and which does not have either an annual turnover exceeding €50 million or total assets
exceeding €43million. Micro enterprises are defined as enterprises which employ fewer
than 10 workers and whose annual turnover or annual total assets do not exceed €2
million (Culkin& Smith, 2000).

According to UNIDO, the definition of MSE is a significant issue for policy development
and implementation and depends primarily on the purpose of the classification. For the
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purpose of policy development, UNIDO generally advises countries to take into account
the qualitative and quantitative indicators for Micro and Small Enterprise definition.
Similarly in developing countries, micro and small businesses represent a significant
segment of the business enterprises contributing to the economy. For example, in
Malaysia, a small and medium business (in the service sector) is defined as an enterprise
with not more than 50 full time workers or annual turnover of not more than R11 million
(National SME Development Council, 2005). Ethiopia also has a unique system for
defining what is meant by a small business and this is considered in detail next.

2.2.2. MSEs in Ethiopia’s Context
The role of Micro and Small Enterprises (MSESs) is indispensable in poverty reduction

through employment generation. Cognizant of this, a national MSEs Development
Strategy was formulated in 1997. Ethiopia’s MSE Policy envisages not only reducing
poverty in urban areas but also nurturing entrepreneurship and laying the foundation for
industrial development. The strategy was revised in 2010/11 with renewed interests and
more ambitious targets on employment and number of entrepreneurs and transition to

medium size level.

MSE development, being one of the key focus areas of the country’s development
strategy, receives massive support from the government in the form of access to finance,
market, technology, training and working space. The government strongly believes that
MSEs are the right solution to reduce urban unemployment and hence reduce poverty.
This ambition is reflected in the GTP. For instance, it plans to create three million new
jobs in the MSE sector in the five years growth and transformation period. Therefore,
MSE promotion and support is the vital strategy to fulfill this national plan of
employment creation in the short-run and achieving industrialization in the long-run.
Ethiopia adopts a layered policy support in which MSEs are categorized into start-ups,
growing-middle and maturity. Start-up stage enterprises refers to those enterprises found
at their establishment stage and comprises a group or individual aspiring entrepreneurs
that seek various supports to make their enterprise operational. The basic challenges at
this stage include lack of initial and working capital, poor knowledge of business

management and entrepreneurship and lack of knowhow about the different government
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policies and directives related to the sector. In order to mitigate these challenges,
FeMSEDA has designed a strategy that focuses on facilitating access to initial capital,
supporting MSEs in formalization and legalization process and provision of training on
business management, entrepreneurship and production technique(CSA, 1997; MoTl,
1997; Berihu A., Abebaw Z., and Biruk T. 2014).

Growing stage enterprises refers to those enterprises that are competent in the market in
terms of price and quality and successfully utilize the various government support
packages and are profitable in their business. However, enterprises at this stage also
suffer from different challenges like financial constraint, lack of appropriate technology
and technical skill, absence of sufficient working and sales premises and rent seeking
behavior. To alleviate these specific challenges, FeMSEDA has formed a national strategy
that focuses on facilitation of financial support and skill and technological development
program. On the other hand, enterprises are considered to have reached the maturity stage
when they are fully profitable and engaged in further expansion and investments in the
sector. At this stage FeEMSEDA has a strategy that aims to strengthen enterprises in terms
of productivity and product quality. Moreover, at this stage, knowledge of international
standards and better production technology are disseminated to enterprises (Moyi, E and
Njiriani, 2005,Berihu A., Abebaw Z., and Biruk T. 2014).

2.3. Ethiopia’s Definition of MSEs

2.3.1. The 1998 definition of MSEs
The Federal Micro and Small Enterprises Development Agency (FeEMSEDA) define

MSEs On1998.The old (1998) definition was based on paid capital only (see table
below). An enterprise is categorized as micro if it’s paid up capital is less than or equal
t020, 000 ETB. Similarly, an enterprise is considered small when its paid up capital is
less than or equal to 500,000 ETB.

Table 2. 1: Old Definition of MSE in Ethiopia

Sector Manpower Paid up capital

Micro enterprise <20,000 ETB (1200 USD)

Small enterprise
............. <500,000 ETB ( 30000 USD)

Source: FeMSEDA(1997)
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The limitation of this definition is that it does not provide information on job creation,
size and asset base. This is because employment and asset ownership are not part of the
definition. Secondly, the definition does not differentiate between manufacturing
(industry) and services. (Berihu A., Abebaw Z., and Biruk T. 2014).

2.3.2. The New (2010/2011) Definition of MSEs
The new definition considers human capital and asset as the main measures (see table
below). The new definition addresses the limitations of the old definition. Minimum asset
requirement for services and industry is different as shown in table 2 below.
Table 2.2: New (Current) Definition of MSEs in Ethiopia

Level of Sector | Manpower Paid up capital
Enterprise
Micro enterprise Industry | <5 <ETB100,000 ( $6000 Or E 4500)
Service | <5 <ETB 50,000 ($3000 Or E 2200)
Small enterprise Industry | 6-30 <1.5Million ETB (/$90000 Or E 70000)
Service | 6-30 <500,000 ETB ($30000 Or E 23000)

Source: FeMSEDA(2010)

The CSA conducts survey on small scale industries. It has conducted surveys for the
years 2001/2, 2005/6 and 2007/8. However, CSA adopts its own definition which is not
well aligned with the MSE policy and the new definition. Hence, the data it collects is
less useful in terms of analyzing the MSE policy. CSA’s definition is based on the size of
employment and extent of automation. Hence, according to CSA,

®,

% Large and medium scale manufacturing enterprises have been classified as
establishments with more than ten employees using automated machinery.

+ Small and medium enterprises are establishments that engage less than 10 persons
using power driven machinery.

% Cottage/handicrafts are household type enterprises located in households or

workshops normally using own or family labour and mostly manual rather than

automated/mechanical machinery

The limitations of the CSA definition are, it ignores the size of capital and the sectors
outside manufacturing (Berihu A., Abebaw Z., and Biruk T. 2014)

There is a consensus among policy makers, economists, and business experts that Micro

and Small Enterprises (MSEs) are drivers of economic growth. A healthy MSE sector
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contributes prominently to the economy through creating more employment
opportunities, generating higher production volumes, increasing exports and introducing
innovation and entrepreneurship skills.

Clusters under the umbrella of MSEs are numerous activities — street vendors, shop
keepers, construction, wood and metal work, food processing, textile and garments, urban
farm, municipality service , bars, shops, groceries, hairdressers, wholesale and retail
traders, export-import traders and small scale industries etc. Most of these enterprises in
the country are largely confined to trade and services and to small scale manufacturing
and handicrafts, which constitute an important subset of small scale enterprises (MoTI,
1997; FeMSEDA 2010;Berihu A., Abebaw Z., and Biruk T. 2014).

2.4. The Ethiopian Micro & Small Enterprises Development Strategy
In Ethiopia, the idea of Micro and Small Enterprises (MSEs) development emerged as a

promising agenda in the 1980s. A variety of reasons have been cited for the surge of

interest in MSEs development, like:

% MSEs are a better means for poverty reduction.

%+ MSEs are a platform for sustainable development and productivity.

%+ MSEs are important actors within the trade sector and a platform for economically
empowering women and men.

% The MSE sector plays an important role in providing people with livelihood and

income generating opportunities, providing income and services to people who

cannot get employment in the formal sector.

In November 1997, the Ethiopian Ministry of Trade and Industry published the "Micro
and Small Enterprises Development Strategy", which enlightens a systematic approach to
alleviate the problems and promote the growth of MSEs (MoTI, 1997). Elements of the
programme include measures with regard to creating an enabling legal framework and
streamlining regulatory conditions that hinder the establishment of new and expansion of
existing MSEs. In addition, specific support programmes also include measures related to
providing working premises, facilitating access to finance, provision of incentives,

promotion of partnerships, business skill development training, access to appropriate
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technology, access to market, access to information and advice, infrastructure and
institutional strengthening of the private sector associations and chambers of
commerce(CSA, 1997; MoTl, 1997).

2.5. Distinction between Small and Large Businesses
Small businesses do have features in common with large businesses but they also have

unique elements reflected in the manner in which they are organized and managed. Small
firms differ from large businesses with respect to serving niche markets, customer service
and innovation. Ehlers (2000) argues that the size of the organizational structure in large
businesses is determined by their business activities. In small businesses, the elaborate
hierarchies of top, middle and lower management that normally exist in large businesses

are not present.

Small businesses are often the first to offer new products and services to the market
(Boone& Kurtz, 1996). Innovation is a common characteristic in small entrepreneurial
ventures. Thus, entrepreneurs have the ability to penetrate their way into new market
opportunities by strategically repositioning their businesses. Innovation in small
businesses takes the form of smaller incremental or market sustaining changes as well as
business model shifts and even market improvement (King & Ockels, 2009). Further
innovations lead to improved products, better business processes, enhanced customer
value and stronger financial performance. However, Buckley (2004) argues that the
extent of innovation by SMMES, as opposed to large organizations is controversial, given
that large firms have the capacity (resources and expertise) to embark on constant product
research and development. Notwithstanding this, small businesses have a crucial role to
play in developing and transferring certain types of technology advancement, especially

where there is a satisfactory niche for them (King & Ockels, 2009).

The size of large businesses can deter them from some markets. Large organizations
often have highly sector-specific expansion routes with regard to growth in the industry.
This leaves niche markets for small enterprises to exploit; these tend to exist as a fringe in
large enterprises (Buckley, 2004). The situation provides substantial opportunities for

small businesses to serve the niche markets with lower overhead costs. Small businesses
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can be more flexible than large enterprises, enabling them to tailor products to the
specific needs of customers. Small businesses are likely to have a competitive advantage
over large businesses because of the relationship they are capable of building with
customers.

The Small Business Success Index (2009) reveals that customer service is the area where
small businesses believe that they excel. Large organizations have large customer bases
as compared to small enterprises. But, some large businesses serving a large customer
base often fail to satisfy each customer‘s needs satisfactorily. This gives the small
businesses an advantage when it comes to serving their customers and building a
customer relationship (King & Ockels, 2009).The following section discusses the

contribution of small businesses.

2.6. Contribution of Micro and Small Businesses
There has been a tremendous increase in the number of small businesses in developed

countries around the world since the late 1960s (Burns, 2001), with North America, Asia
and Western Europe undergoing an entrepreneurial renaissance (Calvin, 2002). The small
business sector is considered by many countries critical to job creation and ultimately for
wealth creation. It is their growth potential that makes small firms important to economic
transformation (Dalziel, 2006). The contributions of micro and small businesses are

discussed below:

2.6.1. Contribution to Gross Domestic Product (GDP)
The importance of large scale businesses as the driver of the economy is acknowledged

by policy makers. Traditionally, large businesses have been the focus of support from
governments, but this position is changing as large firms downsize shedding labour
(Ladzani & Van Vuuren, 2002). The small business ability to play a key role in the
economy is evident in different economies. Small enterprises constitute an important
source of new ideas and experimentation that otherwise would remain unexploited in the
economy (Muhanna & Baker-Abu, 2001).

In Asia SMMEs make up 95% of organizations, employ up to 80% of the labour force
and account for 60% of GDP (Strodes, 1998). For example, in Taiwan the SMMEs
contribution to GDP is 98% (Ladzani & Van Vuuren, 2002). The GDP figures indicate
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that SMMEs’ contribution plays a crucial role in economic transformation. More
recently, the development of small firms is thought to be a more important focus for
government incentive policies in developing nations, given their contribution to the GDP
(Dalziel, 2006). According to Nstika Enterprise Promotion Agency (2002) SMMEs
contribute approximately 36.1% to the GDP of South Africa, with micro enterprises
making up 5.9% of this contribution, small enterprises a further 14.8% and medium

enterprise contributing the balance of 15.4%.

It is worth mentioning that Micro and Small Enterprises all over the world are known to
play a major role in socio-economic development. This business sector is recognized in
economies world-wide, irrespective of the economy’s developmental stage. The
contribution towards growth, job creation and social progress is valued highly and small
businesses are regarded as an essential element in a successful formula for achieving

economic growth (Underhill corporate solutions 2011).

According to the estimation of UNIDO (1999), SMEs represent over 90% of private
business and contribute to more than 50% employment and of GDP in most African
countries. Due to the increasing unemployment problem, Ethiopia is forward to combat
unemployment by injecting Micro and Small Enterprises. Micro and Small Enterprises
have a tremendous potential to generate employment for the majority the urban lobar
force. They are also important sources of income not only for those people who could not
find employment in other sectors but also provide cushion to falling income of low wage

earners (Gebreeyesus M. 2007).

The current growth of the Ethiopian micro and small business sector may be largely
attributed to the advent of the democratic system and policies supporting MSEs. The
promotion and development of small firms has become a major government focus
priority. Various government departments have developed specific strategies for MSEs.
More so, the Small Business Act provides the foundation for the establishment of support

institutions. These support organizations mainly provide necessary information to small
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enterprises and prospective entrepreneurs and help them to establish and build sustainable
enterprises (Haftu, et al, 2009; GTP, 2010).

The small business sector is recognized as an integral component of economic
development and a crucial element in the effort to lift countries out of poverty
(Wolfenson, 2001). Small- Scale businesses are driving force for economic growth, job
creation, and poverty reduction in developing countries. They have been the means
through which accelerated economic growth and rapid industrialization have been
achieved (Harris et al, 2006; Sauser, 2005). Furthermore small scale business has been
recognized as a feeder service to large- scale industries (Fabayo, 2009).As argued earlier,
large businesses are not providing direct solutions to issues such as unemployment,

which is discussed in the next section.

2.6.2. Employment Creation
Longenecker, Moore and Petty (2003) as well as EImuti and Kathawala (1999) state that

the estimated 23 million USA’s small businesses continue to be strong contributors to the
economy. Small businesses absorb 52% of the private work force in the USA
(Longeneckeret al, 2003; Calvin, 2002) and similarly in the UK, small enterprises
employ 62% of the labour force. In the European Community (EC), employment figures
generated by small firms in various EC countries indicate a significant contribution to job
creation. For example, small businesses contribute 79%, 63% and 60% to employment
creation in Italy, France and Germany respectively (Burns, 2001). This trend is followed
in Taiwan, where small businesses employ almost 69% of the labour force and accounted
for 99.74 % of all newly established businesses in 2005 (Tsai, 2006). In South Africa
SMMEs contributed 57.35% in total to employment growth micro business contributed
20.85%, small business contributed24.2% and medium sized business contributed 12.3%

(Ntsika Enterprise Promotion Agency, 2002).

According to the Ethiopian Central Statistical Authority (2004), almost 50% of all new
jobs created in Ethiopia are attributable to MSE sector. According to Aregash (2005)
cited in Bekele and Worku (2008), 98% of business firms in Ethiopia are MSEs, out of
which SEs account for 65% of all businesses. In Ethiopia, MSE sector is the second
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largest employment generating next to agriculture. Some studies in these areas rightly
point out that MSEs have been on the forefront in employment creations, poverty
reductions, proliferations of entrepreneurships and thus economic development
concurrently (CSA, 1997; MoT], 1997; Haftu, et al, 2009; GTP, 2010).

2.6.3. Stimulating Economic Competition
When market competition prevails businesses compete for sales, and customers have a

wider choice of selection of products and services. A low level of competition may cause
manufacturers to set high product prices, withhold technological developments, exclude
competitors or abuse their position (monopoly) of power (Kirzner, 1997). Small firms
compete with large firms, forcing the large organizations to become more efficient and
responsive to customer needs. This improves the nature of the competitive environment
in the economy.

The next section discusses how small enterprises contribute as producers and distributors
of goods and services. The role of producer and distributor enables small businesses to
serve as essential channels in the production and distribution of goods and services for
local economic development.

2.6.4. Producers and Distributors of Goods and Services
Small businesses complement large organizations by supplying products that are used as

raw materials. They compete with large firms in offering services and tend to provide the

services more effectively and efficiently for particular niche markets (Gumede, 2002).

In addition, some niche markets (both local and international) are only viable for small
businesses which have low overhead costs and are more flexible. Small businesses can
quickly identify trends in the business environment and respond to them more quickly
than larger ones who may take longer (Wong & Aspinwall, 2004). Niche markets are
often not feasible for large businesses and would otherwise remain unsaved. In particular,
a small firm’s flexibility is essential in markets characterized by rapid change and high
levels of personal service. Therefore, small enterprises form a medium for large
businesses to outsource certain functions (Fabayo, 2009).

2.6.5. Small Businesses’ Contribution to Investment
Another dimension of the economic significance of small businesses is their contribution

to investment. The investment behavior of small businesses may be associated with
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supportive government programs. The ability of small firms in Ethiopia to be a source of
sustained income and employment depends on whether they have the financial capacity

to embark on new projects and remain competitive in the market.

2.7. Challenges of Micro and Small Enterprises
Micro and Small Enterprises are known to face a host of problems at various stages in

their life span. Micro and Small Enterprises lack managerial skills, resources and
experience to motivate the potential investors to invest on them. They view them as high
risk business concern and some well to do MSEs may be hindered critical financing
(Kanichiro and Lacktorin, 2000).

MSEs in developing countries are considered to be too unstable by banks to invest in.
Due to this instability, the banks consider MSEs to have high risk and the costs those
banks suffer to monitor the activities of the MSEs are high. According to Boma and
Zachary (2010), Bhattacharya et al. (2000), and Hossain(1998) identified that formal
financial institutions (banks) are reluctant to lend to MSEs since investing in MSE
activities is considered by banks to be very risky. They find it risky in sense that if
invested in, and in an event of unfavorable business conditions, they have low financial

power, assets and easily go bankrupt (Sia, 2003).

The cost of borrowing from bank is very high and this prevents MSEs to borrow from
this institution. The application process for loan is long and difficult for MSEs to meet up
with the demands. The collateral demanded by banks for a loan is based on fixed assets
and which are very high in other to hinder these business organizations to acquire loans.
Researcher’s grouped problems of MSEs into five — finance, government, marketing,
equipment and infrastructure and finally found that finance is the most crucial problem
(Kefale M. and P. Channan 2012). Poor banking services, with high interest rates, lack of
working capital, poor market selection and rapidly changing external market conditions

are the major reasons for failures for MSEs (Monk, 2000).

The report of CSA (2006) indicates that 32 per cent of small scale manufacturing
industries faced problems during their commencement of their operation; for 38 per cent
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of these, the major problem was shortage of initial capital; 57 per cent absence of market
demand; 12 per cent shortage of supply of raw materials, and shortage of spare parts 7
per cent (CSA 2006; AEMFI 2009). According to CSA report (2009), the top three
problems faced by urban informal sectors operators during start-up stage are: lack of
sufficient capital 38 per cent, in adequate skills 10 per cent and lack of premises 6 per
cent. After starting their operation they confront serious problem of shortage of working

capital, and also face problem of limited market.

In general in Ethiopia, MSEs are confronted with various problems, which are of
structural, institutional and economic in nature (MOTI, 1997). Lack of capital, working
premises, marketing problems, shortage of supply of raw materials and lack of qualified
human resources are the most pressing problems facing MSEs. Although the economic
policy of Ethiopia has attached due emphasis to entrepreneurship values and appreciation
of the sector's contribution to the economy, there are still constraints related to
infrastructure, credit, working premises, extension service, consultancy, information
provision, prototype development, imbalance preferential treatment and many others,
which therefore need proper attention and improvement. It is in this context that the
Ethiopian Micro and Small Enterprises Development Strategy was conceived and

developed.

2.8. The concept of Success in Business
Success refers to the achievement of goals and objectives in any sector of human life.

According to Oxford English dictionary (2012) the accomplishment of a purpose or an
aim is defined as success. Gray (2000) argues that the secret of men’s success lies in the
belief that they do those things which a failure can’t do. According to Brooks and Brooks

(1991), the secrets of women’s success is more clearly be defined as having these 7

secrets,
1. They realize the importance of their coach, mentor in their life.
2 They know to be prominent, with the help of influencing others.
3. They know how to develop an effective network.
4 They know and being learning how to communicate effectively.
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5. They know how to create balance between home and work.

6. They know when to take risks.

7. Have a good understanding about the policies of the organization.
The women success can also be revealed by 10 forces which were hidden in them, —fire
intuitive vision, engagement, endurance, integrity, fusion, genius, renewal, enterprise,
agility-with wicked focus (Milazzo, 2011).
Hence, in business, the concept of success generally refers to a firm’s financial
performance; it has been interpreted in many different ways (Foley and Green, 1989).
Some authors defined as tangible (objective) points of view such as revenue (income) or
a firm’s growth, personal wealth creation, profitability, turnover (Perren, 2000; Amrit et
al 2000). Other studies (Watson et al 1998; Taormina and Lao, 2007) associated
entrepreneurial success with continued business operations, operating for at least three
years. Some other studies have interpreted the success from intangible points of view

where intangible assets (e.g., goodwill of firm) are linked to key factors of success.

Despite the fact that success has been widely studied topic in the field of
entrepreneurship, no consensus on what is understood by the success of the firm can be
found in the literature (Perez and Caninno, 2009). The contention is that success is
largely determined by subjective perceptions of the entrepreneur regarding their success
(Ibrahim and Goodwin, 1986).

The entrepreneurs are considered as successful based on their financial performance that
are measured in term of return on asset (Masuo et al., 2001), return on investment
(Gadenne, 1998), asset owned (Norma dan Jarita, 2010;, Nwachukwu, 1995; Paige dan
Littrell, 2002), profit (Orser et al., 2000), income (Paige dan Littrell, 2002; Haber dan
Reichel, 2005).

On the other hand, the non-financial aspect of performance comprises of factors like
customers satisfaction, personality development and awareness of entrepreneurs (Masuo
et al., 2001). In line with that, McClelland et al. (2005) further added the satisfaction of

entrepreneurs to measure the society necessities and wants as non-financial indicator of
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success. Based on this, this study employs the financial measure of success that is the
growth of total capital of the enterprises is used since it is better than the non financial
measures in terms of reducing the subjectivity of the measurement results (Perren, 2000;
Amrit et al 2000).

2.9. Success Factors and Performance of MSEs
Micro and small enterprises considered as a vital component of the socio-economic

development of both developed and developing countries, usually some of these
enterprises collapse within the first few years of their start-up. Of those operating, some
grow rapidly, while others grow slowly. So, it is important to identify the cause factors of
success because it helps new entrants of the sector to consider the factors and use for their
future in the business (Alasadi and Abdelrahim, 2007).

These factors could vary from one country to another due to the economic, geographical
and cultural differences. This kind of investigation of the success factor is very important
for developing countries like Ethiopia because the research conclusion could be useful for
the economic development planners as well as to individual entrepreneurs and business

owners in the countries concerned (Tiruneh, 2011).

Still, there is no unified theoretical model on firm success. There are, however, several
models that shed light to the issues from various perspectives. The success of a firm is
motivated by external opportunities, such as promising demand prospects for the firm's
product, and/or internal inducements, such as a shift to a more efficient utilization of
existing resources of the firm. On the other hand, external and internal factors may also

function as obstacles to growth and success.

As far as external success determinants are concerned, technology, government support,
access to credit and marketing strategy are the major factor. In the theoretical context of
micro and small enterprises, empirical work has found several factors to determine the
success of firms .But before going to review what other researchers have done on each of
the success factors, it is more appropriate to define what success mean and how it can be

measured according to micro and small enterprises(Tiruneh, 2011).
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There can be various factors like socio-economic, political and motivational factors that
affect the success of micro and small businesses. Searching on the literature of MSEs

success across the world, we can find various factors affecting their success.

2.9.1. Entrepreneurial Characteristics/ Demographic Factors
The first proposed success determinants for a micro-entrepreneur are his or her

entrepreneurial characteristics. While the proposed determinant “Institutional
Environment” emphasized the societal rules and constraints, entrepreneurial
characteristics in this sense refer to the individual characteristics of an entrepreneur and

their implications to his or her business success.

An entrepreneur is by definition someone who owns and manages a business, taking the
risk of profit and loss (Oxford Dictionary, 2011). This implies a certain mindset, a set of
capacities and characteristics that this special group of people shares. Characteristics that
most notably differentiate this group from wageworkers are cognitive ability, motivation,
as well as a competitive attitude (de Mel, McKenzie, &Woodruff, 2010). However, when
looking at micro entrepreneurs in developing countries, especially in Sub-Saharan-Africa,
it becomes clear that growth of businesses is often hindered by the lack or scarcity of
such characteristics (Borgarello, Marignani, & Sande, 2004). Hence, an entrepreneurial
characteristic is proposed as a determinant of business success for micro-entrepreneurs in

a developing country context.

Managerial skills, including basic knowledge of accounting, financial planning and
marketing, cannot be taken as a given with micro-entrepreneurs in Sub-Saharan Africa,
they are rather scarce. In a context where ownership and management overlap largely,
this has a much bigger influence on entrepreneurial success than is the case in developed
countries. In addition the market for business services is likely to be less developed in
developing countries, hence the single entrepreneur needs an even wider range of skills
himself (de Mel, McKenzie, & Woodruff, 2010).

Summing up, entrepreneurial characteristics play a major role in determining the success
of micro-entrepreneurs in Sub-Saharan Africa. It is primarily important to notice that the

underlying motivation for most micro-entrepreneurs in Sub-Saharan Africa is not
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comparable to western entrepreneurs. They are not driven by an urge for self-realization,
but rather by necessity to provide for themselves and their families. This is reflected in
the high level of risk aversion that can be found in these businesses. This risk aversion,
strengthened by amongst other things a lack of risk calculation knowledge, business
differentiation in markets that are marked by many actors with the selling the same
product or service. Further it is noticeable that many of the micro-entrepreneurs in Sub-
Saharan Africa lack basic management skills like accounting, financial planning and
marketing. Entrepreneurial characteristics such as owner/operator gender, age, education
level, previous work experience, management skill, economic background and marital
status determine the growth of MSEs (Chirwa, 2008; Enock, 2010; Habtamu, 2012; Janda
et al., 2013; Mbugua et al., 2013; Mulu, 2007; Osinde, 2013). Other studies (Clover &
Darroch, 2005; Enock, 2010; Mulu, 2007; Tiruneh, 2011) found that firms related factors
including age, size, initial capital, location, formality, type of business to be the most

determinant factors affecting the growth of MSEs.

2.9.1.1. Owners/operators Age
Entrepreneurs very in age from young to old in many instances, an individual may begin

a business as a hobby or secondary source of income and have it grow into a profit-driven
enterprise. A number of studies have focused on the entrepreneurial characteristics of the
owners/managers as key factors to micro and small business success. Age of the
owners/managers was one of the most important characteristic that was repeatedly used
to predict business performance and success (Lussier and Pfeifer, 2001).

Lussier (1995) also argued the relationship of the business owner’s age and its effect on
the performance of the enterprises. He reported in his study that, ‘younger people who

start a business have a greater chance to fail than older people starting a business.’

Similarly, Praag (2003), in his study of business survival and success of young small
business owners, younger small business starters have a lower success and survival
probabilities than older starters. The chance of both voluntarily and forced exit from the
business is higher to young entrepreneurs. From this one can understand that the age of

small business owners have its own contribution to the success and failure because

27



individuals learn not only from formal education but also from their walks of life. Alasadi
and Abdelrahim (2007), in their study of Small Business Performance in Syria also
reported that, as the age of the business owner increase it contributes to the success of the
enterprises performance. From the study result of Alasadi and Abdelrahim, it may be
argued that increased age brings with it a sufficient level of accumulated knowledge or

experience for the success of the business.

2.9.1.2. Education Qualification of the business owners
Some business owners are highly educated and extremely successful whereas others have

yet to complete their high school but are equally successful. In many instances, it may
depend on the individual himself/herself. Nevertheless, education level can have an effect

on the performance of a business as noted in many studies.

The reason is that education improves literacy, quantitative training, and social and
communication skills. Thus, specialized education is necessary for many occupations.
The study of Lussier (1995) suggested that ‘people without any college education who
start a business have a greater chance of failing than people with one or more years of
college education. Education can provide the skills set and knowledge, which can help
owner/managers with tools, like technology literacy, which helps to increase productivity
and success. ‘If education cultivates comprehensive literacy, this would help
owner/managers to integrate relevant information to do effective planning and to make
well-informed decisions, which would ultimately enhance the organization’s success’
(Mohan —Niell, 2009). Thapa and Goswami and Joshi (2008) in their study they found
that the education of owners has positive effect on entrepreneurial and small business

SUCCESS.

Similarly Rose et al., (2006), in their study of the ‘Dynamics of Entrepreneurs Success
Factors’, reported that, higher education level helps the business owners to have better
knowledge and skills which contribute to the success of their venture. Working
experience also assists the entrepreneurs with information and understanding about the

industry and thus, assisted them in venturing into the current business they are in.

28



Another research by Charney and Libecap (2000), found that entrepreneurship education
produces self-sufficient enterprising individuals. Furthermore, they found that
entrepreneurship education increases the formation of new ventures, the likelihood of
self-employment, the likelihood of developing new products, and the likelihood of self-

employed graduates owning a high-technology business.

2.9.1.3. Prior work Experience of the owners
Lafuente and Rabetino (2011), in their study of the importance of human capital in small

business growth in Romania using employment level as a measure of small enterprises
success, reported that previous work experience of small business owners is an important

factor for the success of the enterprises they operates in.

In addition to the above studies Politis and Gabrielson (2002), in their study supports the
argument that prior experience from starting up new ventures showed a significant and
positive association with increased opportunity recognition. Consequently, previous start-
up experience seems to impact the mindset and knowledge base of the entrepreneurs,
which in turn enable them to identify and act on further business opportunities.

Previous start-up experience and cross-functional experience seem to provide individuals
with Knowledge that improve their ability to recognize new venture opportunities.
Previous small business management experience and varied management experience
seem on the other hand to provide individuals with knowledge that increase their ability
to handle liabilities of newness in the new venture creation process (Politis and
Gabrielson,2002).

2.9.2. Firm characteristics
Firm characteristics are defined as firm personalities or attributes that tend to describe a

firm or tell us about the firm. Three major areas, the types of firm/sectors, the firm age,
firm’s initial capital, and firm size, represent firm characteristics (Lucky, 2011). As micro
or small businesses owners are the heads of their particular enterprises, having a good
understanding of the firm’s nature, firm's initial capital and firms size is very imperative

for them to manage their firms effectively (Lucky and Minai, 2011).
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Nature of firm could mean type of firm (e.g. marketing firm, service, advertising firm,
etc) or the business the firm is into (Lucky, 2012). Firm size as defined by Lucky (2012)
means small, medium or large or the sector the firm belongs to or conducts its business.
The most widely used measurement tool for firm size, number of workers, is applied to
this present study. According to Kimberley (1967) and Child (1973), more than 80
percent of academic researchers used number of employees in measuring firm size. Size
affects a firm’s marketing capabilities, attitudes, needs, practices etc which are important
determinants of firms’ performance and success. However, the association between firm
size, which is one of the elements of firm’s characteristics and entrepreneurial

performance, is a debate in the field of research (Dean et al., 2000).

2.9.3. External Factors
Another third dimension advocated by micro and small business success studies is the

influence of environmental or external factors. In this section emphasis is given to
enabling business environments and social networks. These two sub-dimensions are
chosen because the study assumes that these are the most relevant external factors
influencing small business success from the context of developing countries like
Ethiopia. Mohd (2005) defined external factors as the determinants which contribute to
the success or failure of entrepreneurial firms or entrepreneurs themselves. Simply put,
external environmental factors are the outside factors affecting the performance of the
business enterprises. External factors have a strong impact on entrepreneurial

competencies and performance (Arowomole, 2000; Kuratko and Hodgetts, 2004).

The situations faced by entrepreneurs in any economy can generally be defined as the
external environment (Aldrich et al., 1999). The survival and growth of a firm and the
likelihood of additional venture start-ups rely on the external environment (Colvin and
Slevin, 1989). The external environment has been widely recognized as a critical
component contributing to a firm performance. The personality, attitudes and motivation
of the entrepreneurs are also dependent on the environment (Gartner, 1985). In a
competitive and turbulent environment, external factors are commonly accepted as the

determinants of firm performance and survival. Van deVen (1993) suggested that every
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research in the field of entrepreneurship should take account of the external
circumstances to be able to explain the entrepreneurial process in a more appropriate way.
Kuratko and Hodgetts (2004) also argued that entrepreneurial decisions are primarily
influenced in direct or indirect ways by external factors and consequently affect
performance. According to Kader et al. (2009), it is unfeasible to fully cover the multiple
dimensions of external factors in a single study. In order to ensure a fruitful outcome, it is
really crucial to stick to a few dimensions of the environmental components rather than
group everything into one single factor. Therefore, in this study, the researcher
concentrates on the environmental factors, which are only three of the many external
factors mentioned in previous studies. Those are government support, marketing factors,

and social networking.

2.9.3.1. Business development services
There is broad agreement that MSEs can become effective creators of employment,

innovation, income and growth. However, many of them do not realize their full potential
because they lack access to markets, finance, technology, and business skKills.
Globalization and liberalization have compounded these traditional problems of access.
Production is now knowledge-based and competition occurs on the basis of both
continuous innovation and price. Entrepreneurs need to muster design, have extensive
knowledge of markets and technology, and become innovative. Best practice points to the
need to support linkages and networking as a key mechanism to facilitate the
development of MSEs (UNCTAD, 1997).

The favored style of intervention is the provision of specialized support services through
a multi-layered network of service providers, whereby the Government supplements or
supports private sector activities rather than duplicating them, and coordinates with
specialized institutions in the provision of services to MSEs. There is little evidence of
this kind of intervention in the four countries studied. There appears to be little scope for
implementation of the principle of subsidiarity, at least in Zambia and probably also in
the other countries, because of the limited capacity within the private sector to provide

business development services (BDS) — particularly growth-oriented MSE support
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services. Another possible reason for the limited participation of the private sector is
mentioned in the study of Burkina Faso, where small entrepreneurs have not yet

developed the culture of seeking and buying-in technical assistance (UNCTAD, 1997)

The quality and relevance of BDS are, in most cases, found to be less than satisfactory.
Only a small number of micro and small enterprises benefit from existing BDS. These
services are often confined to urban areas, but even there, many small enterprises are
unaware of their existence. Policies towards MSEs and BDS do not adequately address
the problem of insufficient linkages between large and small firms, yet such linkages are
an important prerequisite for competitiveness, especially in high-end markets (Porter,
1990).

2.9.3.2. Marketing Factors
The successes of MSEs are also constrained by marketing problem. As indicated by

(Mead & Leidholm, 1998) most of MSEs Set their market for low-income groups, this
results in minor growth in case of bad economic situations. Their bad performance will
not guarantee the time of economic shocks that easily turn them to the road of failure.

Most of the MSEs that exhibits high growth in UK identified and responded to new
market opportunity (Smallbons et al., 1995) which makes them successful while those
who did not do so were negatively affected. Most MSEs are not searching new markets or
not as properly the existing market since they do not have entrepreneurial skills or

experience.

(Gurmeet & Rakesh) Found that MSEs in Ethiopia are constrained by marketing
problem. Their lack of entrepreneurial and management competency adding to low
exposure, results in finding markets. Absences of market facilitate the failure rate.
Furthermore, market orientation is also necessary for the development of a business.
Market orientation is defined as organization culture creates the necessary behavior for
the creation of higher value to customers was found to be considerably correlated with
company performance. More specifically, it been noted that market based orientation is
fruitful in selection of a healthy and attractive product when the MSEs operates in

markets with relatively homogenous product (Verhees & Meulenberg, 2009).
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2.10. Theories of MSEs growth

Currently there are two dominant theories on determinants of growth of MSEs: the

Industrial organization model and resources based view.

2.10.1. Industrial Organization Model
The industrial organization model sees growth of firms from an external perspective, that

is, environmental/external factors, instead of resources and capabilities that are internal to
the firm, dominant role on a company’s growth and strategic actions of a firm (Hitt et al.,
2009). According to this model a business enterprise must first consider the external
environment (the industry in which it operates) and search the one that is most attractive
to the firm and design a strategy that fits to the characteristics of the industry. Then it
must be able to successfully implement that strategy to increase its level of

competitiveness so that it generates above average return.

2.10.2. The Resource Based View
The resource based view considers unique resources and capabilities owned and

controlled by each firm to be the sources of ability to generate above average return or
higher growth than competitors. The argument of resource based view is that all firms
face the same external environment. However, firms with strong internal capacity
(tangible and intangible resources) not only exploit environmental opportunities but also
can succeed to challenge any external threats and challenges. This implies that while
firms with unique resources and capabilities earn superior profits, firms with marginal

resources can only expect to breakeven (Barney, 1991; Petraf, 1993).

2.11. Empirical Review on Success Factors
For all businesses to be successful require ever demanding efforts in all areas that affects

the business success. Increasing business competition, in particular against large and
medium competitors puts MSE’s in a vulnerable position. As MSEs operates around the
traditional lines, and a lot of factors increases their influence and causing a huge affect on
the success of MSE’s no matter what is location of MSE’s and how strong is the market
conditions are, influencing factor is always there for the small businessmen to anticipate
these factors while doing the business. The literature is based on the success factors

affecting the success of MSEs.
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Many empirical studies have been conducted to investigate the determinant factors
affecting MSEs growth. Generally, these factors relate to entrepreneurial, firm, inter-firm
characteristics and external factors. Entrepreneurial characteristics such as
owner/operator gender, age, education level, previous work experience, management
skill, economic background and marital status determine the growth of MSEs ( Janda et
al., 2013; Mbugua et al., 2013; Mulu, 2007; Osinde, 2013). Other studies (Clover &
Darroch, 2005; Enock, 2010; Mulu, 2007; Tiruneh, 2011) found that firms related factors
including age, size, initial capital, location, formality, type of business to be the most

determinant factors affecting the growth of MSEs.

Moreover, some studies (Atieno, 2009; Habtamu, 2012) revealed growth of MSEs
affected by inter firm related factors like linkage, network, and competition. The growth
determinants of MSEs was also associated with external factors such as access to credit,
infrastructure, market, working place, technology, social services and other legal and
regulatory frameworks (Admasu, 2012; Gichana & Barasa, 2013; Hove & Tarisai, 2013).

Younger owner/manager of MSEs is more likely to grow than the older counterparts
(Chirwa, 2009; Janda et al.,2013; Kokobe, 2013). Growth of MSEs improves with
increasing in education (Ahiawodzi & Adabe, 2012;Mulu, 2007). On the other hand,
limited studies revealed the effect of increasing educational level of the owner/operator
on the growth of MSEs is to some level (Habtamu, 2012; Haftom, 2013; Schiebold,
2011).

Some studies (Kokobe, 2013; Mulu, 2007) reported that a firm with more years of work
experience typically have faster-growing than their counterparty. With regard to the
sector-growth relationship firms engaged in manufacturing and service sector grows
faster than their counterparts (Mulu, 2007; Habtamu, 2012; Haftom, 2013; Kokobe,
2013). There were other empirical studies (Audretsch, 1995; Haftom, 2013; Janda et al.,
2013; Mulu, 2007) which supported the idea that young MSEs and smaller are more
likely to grow faster compared with larger MSEs and that have been existed longer

period. On the other hand, Mateev and Anastasov (2010) revealed that there is positive
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relation between firm age and its growth by assuming firms may benefit from learning
which enables them to develop expertise in production, management, and marketing.
Start- up capital of a given firm has significant positive effect on the growth of MSEs
(Ahiawodzi & Adabe, 2012, Habtamu, 2012; Haftom, 2013).

It is obvious that hurdles in the business success are far more then it was in previous. The
environments as well as and some other factors that are very complex and dynamic. The
only thing that is more concerned to the entrepreneur is what he should do to survive in a
competitive market. The factors which we are concerned more in the literature are
financial resources marketing strategy, technological resources, information access, and
government support and business plan. Audretsch (2005) showed the relationship
between ownership, decision making and employee deployment and the performances of
the firm. Their finding shows that ownership profile is key factors in the success of an
MSE. Business plan it holds its vital importance as better business planning reduces the
risks associated with any business activity. Insufficient awareness of the need for a
business plan was identified as one problem at the start up phase among MSE’s (Chami,
2006). Business information of relevance for the perception of ability to success and
thereby for intention is relevant sources of inputs, markets and, technological solutions,
and government rules as well as regulators policies. The availability of the information is
found to be dependent on characteristics of the level of education, infrastructure qualities
and media coverage and telecommunication systems, and on social capital side as

networks and never the least the entrepreneurial skills (Deakins, 2006).

2.12. Summary of Success Factors from Literature Review
Small business success can be defined in many different ways. A study by Beaver and

Jenning (1995) stated that the most commonly adopted definition of success is financial
growth with adequate profits. The study concluded that being able to define success,
whether generally or specifically, is not the same as explaining success. Other definitions
of success are equally applicable. For example, some entrepreneurs regard success as the

job satisfaction they derive from achieving desired goals.

35



Linda & Robert (1998) Explained the term success and failure of micro and small

enterprises interestingly which is worthy enough to direct quote: “[...] it is fact that failure

and success are somewhat bound together, even though at opposite ends of a continuum.”

Gaskill et al (1993) also noted, “factors citing reasons for failure may also appear as

factor affecting success.”The two quotes imply the similarity of factors affecting the

success/failure of MSEs but in positive and negative manner respectively. Moreover as

(H.Holt, 2004) explains the association between the factors affecting success/failure of

business as “probability for success can be improved by reversing the factor of failure.

According to Siropolis (1998) the followings are the most common reasons why small

business succeed or fail.

R/
L X4

%

Age. Younger people who start a business have a greater chance of failure than
older people do. This implies the younger the business owner the higher the
chance of failure in doing the business this is because business owners learn not
only from formal education but also from their walks of life.

Capital. Businesses that start with too little investment by owners have a greater
chance of failure than business with adequate investment by owners. From this,
one can understand that initial capital of a business can contribute to the success
of the business operation.

Education. People with no college education who start a business have a greater
chance of failure than people with one or more years of college education. This
indicates the relevance of education to the success in business operation.
Experience. Business run by people without prior industry experience have a
greater chance of failure than business run by people with prior industry
experience. Moreover, he added those businesses that run by people without prior
managerial experiences have a greater chance of failure than business run by
people with prior managerial experience. Hence, managerial experiences of the
business owner provide a positive incentive for the success of a business.
Marketing. Business owners without marketing skills have a greater chance of
failure than others with marketing skills. This shows that owners with marketing

skill are more likely to perform well than owners with no marketing skills.
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Research gaps exist since none of the studies address in detail the relationship between
success factors and performance of micro and small enterprises in Jimma town. In
addition, majority of the studies were conducted on either the capital city of the country
or the major cities and towns of Ethiopia on performance and failure of MSEs. Research
gaps also exist as this research was providing more literature for examining the theories
reviewed. This study sought to fill the existing research gap by answering the following

research question, does which factors determine the success of MSEs in Jimma town.

The above chapter reviewed the various studies conducted on the performance of MSEs.
In addition, an empirical review was conducted where past studies both global and local
reviewed in line with the following criteria, title, scope, methodology resulting into a

critique. It is from these critiques that the research gap was identified.

2.13. Theoretical Framework
These demographic (Entrepreneurial characteristics), firm related factors, and

environmental factors were considered for the theoretical framework of my study (see
figure 2.1). They were proxy for a number of other key factors that affects micro and
small business performance.

Demographic factors/ Entrepreneurial traits:
[ Age
] Education

] Experience
Firm Related factors:

1 Firm Age
O Initial employment MSEs SUCCESS

Environmental (contextual) factors

1 Access to training
1BDS

[1 Market related factors
Figure 2.1. Theoretical Framework.
Source: Compiled from the review of literature and empirical evidences.
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CHAPTER THREE
3. RESEARCH METHODOLOGY

This chapter provides the research methodology employed to conduct the study.
Accordingly, this chapter presents study area, data type and source, method of data
collection, sampling design technique, research design and technique, total population

and sample size and method of data analysis and presentation.

3.1. Study Area
The research was conducted on MSEs found in Jimma town, Ethiopia. Sample of MSEs

currently in operations are obtained from the town micro and small enterprise center and
all categories of business were included in the study. The next section describes, firstly,
how the population defined; secondly, sampling method, sample size determination
technique employed, data type, source and collection method; thirdly, how the instrument

developed and data analysis, fourthly, the operationalization of the study variables.

3.2. Population Study
The study population was confine on Micro and Small enterprises operating in Jimma

town, Ethiopia. In Jimma town 5,629 micro and small enterprises were registered legally
in the data bases of micro enterprises center up to June 2012.In the MSEs of Jimma town
the study were include all of them in the sample frame. These MSEs are engaged in
Manufacturing, Construction, Trade, Service, and Urban Agriculture. For the purpose of
this research micro and small firms were defined as businesses having not more than 30
employees and which were independently owned. A survey method was used to gather

the data from the micro and small business owner managers.

3.3. Sampling Technique
Sampling procedures are ways of selecting a small number of units from the targeted

population to allow researchers to make reliable inferences about the nature of that
population (Cooper & Schindler, 2006). In this study, primarily due to MSEs found in
different sectors, stratified sampling used as a method of collecting the data. Using
proportionate sampling the respondents had been drawn from stratified sample on the

basis of simple random sampling technique.
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3.4. Sample Size
Micro and Small enterprises found in Jimma town had been stratified according to the

sector in which they are engaging. From each stratum, samples be selected using simple
random sampling since MSEs in the same category has similar characteristics and operate
relatively under similar environments. But from each stratum, proportionate sample size
was taken based on the formula indicated below. Sample size for the population of MSEs
was determined by using the formula from (Kothari,2001). The 95 usable questionnaires
completed in this research project represent a sample size that was adequate for the
intended statistical analysis.

The researcher use 95% confidence level and the formula and results presented as follow:

z2p.a.N
"= e?(N-1)+ z2.p.q

n=  (1.96)%0.5%0.5*5,629
0.12(5,629-1)+(1.96)%0.5*0.5
=05

Where:

e

AS

p= sample proportion of successes;

q=1-p;

n= Sample size from the total population of MSEs.

z= standard variate for given confidence level (as per normal
curve area table).

N=total population MSEs.

e= margin of error
Sample size from each stratum of the sectors within MSEs is determined by using the

X/
X4

L)

X/
X4

L)

e

AS

X/
X4

L)

X/
X4

L)

formula shown below.

Nx= (Na/Nb) n

Where nx= IS sample size from each stratum,
Na= s total sample size from the study population (i.e, 95)
Nb=  population of the sum of strata for the study (i.e.,5,629), and
n= is total number of population in each strata.
Using this formula, the computed sample size from each stratum is provided in table

below.
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Table 3.1.Classificationsof Micro and Small Enterprises at Jimma town in Five Sectors.

Sample Size From
each MSEs type
Sectors Type MSEs in Proportionate Sample Size | ( Na/Nb)*no.of MSEs
operation from Stratum in each
Sector(approximated)
Manufacturing 788 (95/5,629)*788=13
Construction 540 9
Trade 1,930 33
Service 1,721 29
Urban Farming 650 11
Total 5,629 95 95

Source: Jimma town Micro and Small Enterprise Office.

3.5. Data Type and Source
The study employed both qualitative and quantitative data .The qualitative data includes

those data that are primarily collected through interview whereas quantitative data
includes objective items through the questionnaires. To collect the primary data from the
target source, a self-administered questionnaire and structured & unstructured interview
were used. Secondary data was collected from different sources such as CSA, documents
of Ministries, and Regional Government offices. Particularly from the offices of the
respective regional and wereda Revenue Authority, Regional Cooperative, Jimma town
micro enterprise office, Trade and Transport Bureau of the town, and others which were
thought to have relevant information for this particular study. Furthermore, relevant

government policies and regulation were also reviewed.

3.6. Data Collection Method
To collect the primary data from the target source, a self-administered questionnaire and

structured interview were used. The questionnaire had ten parts. Part 1-part 6 comprised
questions eliciting personal, firm related (business characteristics) and other factors. Part
7-part 9 comprise questions related with Access to business development services,
Market related factors, and Entrepreneurial characteristics, using 5-point likert scale
anchored by strongly agree to strongly disagree. Data for this study was collected through
the following ways:

3.6.1. Documentation: It was involved collecting information from existing surveys,

reports, and documents. These types of secondary data gathered include policy and
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strategy documents, project documents, strategic action plans and other similar
corporate documents. To access the secondary data, requests was given to different
organizations to supply the researcher with valid published or unpublished data on
these sectors.

3.6.2. Questionnaire (open ended or closed ended questionnaire): A questionnaire
IS a type of data collection instrument and provides a structure to the data collection
process. A questionnaire asks for information using specific questions. This was used
to collect information from entrepreneurs in the MSE sector. Questionnaires was
designed and used by the researcher to obtain survey data that allow an understanding
of the factors determining the success of micro and small enterprises. Questionnaires
allow the researcher to collect large amount of data in relatively short time. And
questionnaires are more objective in their nature.

3.6.3. Interview Guide/Semi-Structured Interview: Personal interviews can be
conducted in the respondent’s home or workplace, or in locations such as shopping
malls, or even simply on the street. Interview guide was used to gather information
from MSEs operators and some key informants of MSEs. They were being selected,
because they are expected to be well knowledgeable about the issues related to the
MSE activities. Interview guides help to elicit response on various aspects related to
the role of MSEs success.

Leedy and Ormrod (2005) argue that interviews can yield a great deal of useful and
in-depth information, because people are reluctant to provide sensitive and
confidential information to someone they have never met. Some of the motivations
for semi-structured interviews are: “In semi-structured interviews the researcher had a
list of themes and questions to be covered, although these may vary from interview to
interview. The order of questions may also be varied depending on the flow of
conversation. On the other hand, additional questions may be required to explore
research questions and objectives given the nature of events within particular

conversations” (Saunders, et al. 2007).
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3.7. Questionnaire Development
A structured questionnaire was used for data collection purposes. This provides ease of

understanding and flexibility to respondents. The respondents were requested to give
their opinions or perceptions based on a 5-point Likert scale anchored from strongly
agree (1) to strongly disagree (5). A 5-point Likert scale was based on the assumption that
the respondents possess the knowledge to interpret the scales which was relatively simple
to answer and complete. The cover pages of the questionnaire contained a statement
about the objective of the study. Moreover, it contained a clause that all information
provided would be used for academic purposes only and held in strict confidentiality; the
contact details of the researcher and the supervisor (for credibility purposes) were

provided. The questionnaire consists of ten parts and is contained in Appendix I.

3.8. Data Analysis

After the data was collected from primary source it was checked and in-house editing was
undertaken to detect errors that had been committed by the respondents. Then, the edited
data were coded and manually entered in to statistical package for social science (SPSS)
version 16 computer software. Moreover, both qualitative and quantitative methods of
data analysis techniques were employed. Analysis of data in this research was done by
using descriptive statistical tools like: frequency, mean, standard deviation and inferential
statistical tools such as: correlation and regression. The regression analyses were
conducted to determine by how much percent the independent variables ( i.e. age of the
owners, educational qualification, prior experience, firm age, initial employment, BDS,
access to training, and market information) explains the dependent variable which is
market performance. Correlation analysis was conducted to test the proposed hypothesis
whether there is a positive significant relationship between the independent variables and
MSEs growth.
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3.9. Methods of Presentation
The findings presented in the form of percentage, tables and graphs based on their type

and suitability for the presentation.

3.10. Variables
The dependent variable in this research was MSEs success and the independent variables

were entrepreneurial characteristics of the owner, firm related factors, access to training,

business development services, and marketing factor.

3.10.1. Dependent variable

++ Success of micro and small enterprises.

3.10.2. Independent variable

++ Entrepreneurial Characteristics.
% Firm related factors

% BDS

¢+ Access to training

%+ Marketing information.
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3.11. Definitions of Variables and Hypotheses

Table 3.2.Definition of research variables and hypothesis

Variables Definition Values Type and
Expected sign
AGE Age of the respondent In years Continuous (+)
in years.
. Educational status of Education level Ordinal (+)
Education(Edu) the respondent. O=illiterate, 1=
Elementary, 2= Junior
secondary school, 3=
Compressive high
school, 4= Diploma,
5=degree and above
Experience(PREEXP) Respondent prior Dummy (+)

experience related to
the current business.

1=yes, 0=no

Firm Age(FAGE)

Age of the Business.

In years

Continuous (+)

Initial
Employment(INSIZE)

Number of employees
working in the current
business at start.

Number of employees

Continuous (+)

Training (TRANG)

Respondent access to
training services.

1=yes, 0=no

Dummy (+)

Marketing Market factors effects. | The overall marketing | Continuous (+)
Factors(MRFACTORYS) factors
BDS Business development | Contact to get market | Continuous (+)

service effects.

information and when
respondent face
problem

Source: Compiled from different literature reviews.
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3.12. Research Model and Specification
To investigate the factors affecting the Success of MSEs in the area, a primary source of

data which includes both qualitative and quantitative were collected through
questionnaires and interviews. To this effect, 95 MSEs were selected from the sector

using stratified random sampling technique.

Compound capital Growth Parameters used by scholars as yardsticks for measuring
success achieved by a firm include employment growth, sales growth, capital
growth, profit growth, asset growth and equity growth. However, as argued by Baum
et al. (2001) it all depends upon the ease of availability of the data and the discretion of
the researcher. As the indicator of success compound capital is defined as the capital

growth computed using the current and startup capital of the firm.

In this study, the growth in total capital of enterprises used as dependent variable to
measure Performance. The reason to use compounded capital growth as performance
measurement is because enterprises are generally suspicious to disclose information
related to revenue and profit and it would be difficult to get response from respondents as
it is demanded. Also growth in employment level of the enterprises would not be another
appropriate alternative measure of performance because this micro and small enterprises
are primarily established as a source of self employment. In addition the advantage of
using the capital indicator is that, in some cases, even if the growth is high, enterprises
might be unwilling to increase the number of the firm’s employee.

For this reason, capital growth serves as indicator of success

Incap '-Incapt
MSEsgr=
MSEsage
Annual average capital growth (MSEgQr) was used to measure the dependent variable
(MSEs Success).
Where, MSEsgr = MSEs Success/growth
Incapt’ = In of current capital, and

Incapt = In of initial capital
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The study includes three owners/operators related factors (age, education level, prior
experience), two firm’s related factors (firm age, and initial employment level) and three
external factors (Business development service, training access and market information)

as explanatory variable.

Once the raw data were processed through checking, editing and coding, they were
analyzed using both descriptive and inferential tools. In descriptive analysis each
explanatory variable were analyzed in relation to the dependent variable (MSEs growth)
using table, graphs, and percentage. Again t-test and ANOVA table were applied to check
whether the variables have significant effect on MSEs growth. To determine the major
factors affecting MSEs growth and to test the proposed hypothesis, econometric model

(OLS) were also utilized.

The derived equation of the model in this study which is the function of dependent

variable to various explanatory variables is given as:

MSEs Growth = fo + p1AGE +p2EDU + BsPREEXP + B4sFAGE+ BsINSIZE + s TRANG
+B7MRFACTOR+ BsBDS + £i

Where:
MSEsg=Success

Bo=is a constant

£i=1is an error term

B1AGE=CQOperators age

B2EDU=0perators Educational level
psPREEXP=0wners/managers experience
psFAGE=Firm age

BsINSIZE=Number of Initial employees
Bs TRANG=Access to training
BrMRFACTOR=Market factors

psBDS=Business development service
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CHAPTER FOUR
4. DATA ANALYSIS AND INTERPRETATIONS

This chapter presents the Results and discussions of the responses gathered from the

respondents through questionnaire and interview.

4.1. Response Rate on Questionnaire
In this chapter the data collected from respondents were analyzed and interpreted using

quantitative analysis which involves analysis of the demographical information of
respondents, and the descriptive and inferential statistics employed to test the hypothesis
and to investigate the influence of independent variables on dependent variable. To
analyze the collected data in line with the overall objective of the research undertaking,
statistical procedures were carried out using SPSS version 16.

95 questionnaires were distributed to and returned from respondents of 95 enterprises.
Altogether 95 enterprises returned the questionnaire. However, at the time of checking
the returned questionnaire for completeness, 2 (2.1 percent) gquestionnaires were found
incomplete. This represents a response rate of 97.9 percent, of which 100 % were from
the Manufacturing, Construction, and Urban Farming sector, 97 % from the Trade and
96.5 % from Service enterprises. From the 95 questionnaires returned, 2 questionnaires
are not included in the analysis just because the responses received were incomplete and
not relevant for the analysis purpose. The rest of the responses, representing 93 MSEs,
were used in the study. Table 4.1 given below show the number of returned
questionnaires (i.e., count and percentages) of the responding enterprises in relation to the
sectors of the enterprises:

Table 4.1. Numbers of returned questionnaires per branch of industry

Branch of industry Population Responses Response rate
Manufacturing 13 13 100%
Construction 9 9 100%
Trade 33 32 97%
Service 29 28 96.5%
Urban Farming 11 11 100%
Total 95 93 97.9%

Source: own survey (2015).
In this section of data analysis and interpretation, the first part presents and discuses

descriptive statics results related with the independent variables of the study and then
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followed by analysis of variance to examine the variation on the Success of MSEs in

relation to the eight independent variables of the study.

4.2. Descriptive Statistics Results and Discussion about the Main
Variables

4.2.1. The Growth Situation of MSEs by sector in the Study Area
The growth status of the surveyed MSEs was described based on growth in capital of the

enterprise during their business period and average annual capital growth.

Table 4.2. Growth situation of MSE Enterprises in Jimma town

Types of Observation Capital Growth Growth status

sector Number | Percent | Initially | currently | Mean | SD Min | Max.
Manufacturing 13 14 11.61 13.19 322 |1212| 1
Construction 9 10 12.09 12.72

Trade 32 34 12.03 13.17

Service 28 30 12.32 13.78
Urban Farming 11 12 11.50 13.07

Total 93 100 59.55 65.93

Source: Own survey (2015)
Note: No. = number, SD = standard deviation Min. = minimum, and Max. = maximum.

Table 4.2. Shows that majority of the surveyed enterprises in Jimma town were micro
enterprise and the remaining were small enterprises. The total capital absorbed by both
enterprises (i.e., micro and small) in the sample establishments rose from 59.55 when
start to 65.93 current. When we look at the growth situation of each enterprise separately,
table 4.2. Indicate that, the surveyed enterprises generally raised their capital at a mean
growth rate of 3.22 at the time of survey. That means the average annual growth rate of

the surveyed MSEs grown by 3.22 percent at a standard deviation of 1.212.

Also from Table 4.2 one can easily identify the type of the industry that the enterprises
engaged in. Majority of the enterprises32 (34 percent) involve in trade. Next 28(30
percent) of the enterprises engage in service sector. While the rest of the enterprises in the
sample 13(14 percent), 11(12 percent), 9(10 percent) are engaged in different business
activities such as manufacturing, urban farming, and construction respectively. See the

data again.
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4.2.2. MSEs Growth and Entrepreneurial Characteristics
Prior to running ANOVA to test the null hypotheses, descriptive statistics analysis and
interpretation of the sample enterprises’ responses with regard to the demographic
factors/Entrepreneurial traits, Firm Related factors and Environmental factors of the main

research variables of this study was performed.

The result of the study in respect to the profile of the Owners/managers and their
enterprises is presented by age, level of education, and experience. The first variable
considered in this study as the success factor for performance of MSEs is the age of the
principal owner of the enterprises. To examine the variation in the performance of the
enterprises in different age categorizes, the sample is grouped into five age groups as
depicted in Table 4.3 below.

As it is indicated in the table, from the total sample taken 21(22.6 percent) enterprises are
possessed by principal owners with the age of 21-25 years old and below. The other
41(44 percent) MSEs in this study are owned by individuals with the age range of 26 to
30 years which roughly shows the adult age group of the population in Ethiopia. Also the
result of the study in respect shows that about 19.4 percent of the sampled MSEs were
found within the age range of 31 to 35 while, 11.8 percent of respondents were aged
above 40 years. This is showing that most of the owners were in the range of
economically active age category and also likely to be involved in undertaking

responsibilities.

Over all from this descriptive statistics result, those MSEs owned by individuals with the
age of 21 to 30 shows higher average capital growth than those enterprises owned by
individuals with age less than 21 and those individuals with age above 40 years old. The
possible argument for the better performance of those enterprises owned by individuals
with this age group would be, first business owners in this age category would have better
chance of acquiring business experience compared to those less than 21 years and on the
other hand relative to business owners above the age of 40 this age category would be
more energetic to spend more time in their business. These two conditions may in turn
makes enterprises owned by those individuals in this age category perform better. The
table further indicates that the first three age categories (21-25, 26-30, and 31-35 years
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age) grew at 333 percent at standard deviation 1.219. From this one can understand that

age of the owner/operator has an exact inverse relation with the growth of MSEs.

Next to see the difference in the performance of enterprise with respect to the difference
in the education level of the owners of the enterprises, the education status of the

principal owners of the sample enterprises in this study is grouped into five categories.

As it is depicted in table 4.3 educational level of the owner/ operator is the second
independent variable of this study. Most of the sampled MSEs were operated by
individuals who completed their primary education of 46(49.5 percent), and 14(15.1
percent) of the owners completed their junior secondary school, only 25(26.9 percent) of
the owners were qualified for diploma and degree. From the data as shown below
educational qualification of the owner increases it was found that the growth of MSEs
increase with a mean growth rate of 2.18 up to some level and then decline at standard
deviation of 1.359 for all sectors. Over all, MSEs owned by individuals with an education
level of junior secondary and above shows better performance compared to those
enterprises with owners education status below. A reason for supposing this better
performance of enterprises owned by owners would do so is that education improves
literacy, quantitative training, and social and communication skills and this in turn

increases the chance of success to the enterprises.
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Table 4.3. MSEs Growth and entrepreneurial characteristics

] Observation Growth status
Variable Category No. | Percent | Mean | SD | Min. | Max.
Owner’s/ope 21-25 21 22.6 3.33 | 1.219 2 6
rator’s age 26-30 41 441

31-35 18 19.4
36-40 2 22
>40 11 11.8
Total 93 100

Owner’s Elementary 46 49.5 2.18 | 1.359 1 5

education Junior
Secondary
School 14 15.1
Compressive
high school 8 8.6
Diploma 21 22.6
Degree 4 4.3
Total 93 100

Owner’s Yes 16 17.2 1.83 | 0.379 1 2

Prior No 77 82.8
Experience Total 03 100

Source: Own survey (2015)

Note: No. = number, Min = minimum, Max = maximum, and SD = standard deviation.

The other variable in this study is the prior experience of the principal owners of the
business which is expected creates variations on the performance of MSEs operating in
Jimma town.

As table 4.3 indicates, nearlyl6 (17.2) percent of the owners respond were economically
active prior to running their current business either in employment, or working in other
business. But 82.8 percent of the owners were students, housewife and unemployed
before starting their business. The table also shows that most 77 (82.8 percent) of the
surveyed MSEs had no work experience before starting this business. With regard to the
effect of owner/operator prior work experience difference on MSEs growth, table 4.3
indicates that there is no any series pattern among each category. Furthermore, the
owners were also asked if they had any prior experience related to their current business.
As table 4.3 shows only 17.2 percent of those respondents had experience relating to their
business prior to start up. However, many (82.8 percent) just started with no previous

experience at all.
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4.2.3. MSEs Growth and Firms Related Factors
In this study two firms’ related factors (Firm age, and initial employment size) were

identified to examine their effect on MSEs growth. The firm age of the MSEs engaged in
business is the first firm’s related factor. As shown in table 4.4 out of the total 93
surveyed MSEs, majority of the enterprises were 1-5 years of operation engaged in
different sector.

Table 4.4. MSEs Growth and firms related factors

Observation Growth status

Variable Category No. | Percent | Mean SD Min. Max.
MSE’s age 1-5 years 71 76.3 3.40 | 2.232 1 9

6-10 years 22 23.7

Total 93 100
Initial size 1-5 68 73 5.09 | 4.074 1 25
(Employment) 6-10 19 20.4

11-15 4 4.4

16-25 2 2.2

Total 93 100

Source: Own survey (2015)
Note: No. = number, Min = minimum, Max = maximum, and SD = standard deviation.

In this study the sample respondents included for the analyses are those enterprises that
stay in business at least one year since establishment. With regard to MSEs age table 4.4
indicated that majority 71(76.3 percent) of the surveyed MSEs have existed in business
for 1-5 years. The rest 22(23.7 percent) of the surveyed enterprises operate for 6-10 years
in business. In relation to its growth effect, MSEs that have been in operation less than or
equal to 5 years registered the highest growth rate (3.4 percent) which declines with the
increase in age of the enterprise. MSEs that stay for more than 6 years scored the least
growing level which is non-growing or constant growth. This shows that the number of
years over which the MSEs exist in operation has a significant effect on their growth.

When we classify the enterprises involved in this study on the bases of the number of
employees as they initially established, one can get the following facts in Table 4.4
above. The initial size of MSEs, measured in terms of initial number of employment, was

the last firm’s related factor. As it is shown in table 4.4 most 68(73 percent) of MSEs
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were started their business with 1-5 employees. Those enterprises operate their business
by 6-10 employees constitute 20.4 percent of the sample population. Only 6.6 percent of
employees work in enterprises which employed 11-25 employees. With respect to its
effect on MSEs growth, initial size measured in number of employees has positive

relationship up to 5 employees after which growth rate either declines or remain constant.

4.2.4. MSEs Growth and External Factors
External factor was the other group of factor that can affect the growth of MSEs. In this

study three external factors were identified to explain their effect on the growth of the
surveyed MSEs. These include Business development service, training opportunity and
market. To examine the effect of these factors, respondents were asked to give their
opinion based on five point likert scale questions (i.e. 1 = strongly agree, 2 = agree, 3 =
neutral, 4 = disagree, and 5 = strongly disagree) on each sub-specified variables. Hence,
if the average result of one variable is less than 2.5, it is significant in determining the
growth of MSEs, whereas if the result is greater than or equal 2.5, the specified variable

is not significant factor in determining the MSEs growth.

And hence business development service, market information, and access to training,
significantly affect MSEs growth in Jimma town. From the table 56(60 percent) of the
respondent get access to business development training, 27(29 percent) of the respondent
get business development service like bazaar. Of the 93 respondents only 10(11 percent)
get market opportunity creation in relation with BDS. Accordingly, majority of the
respondent gets BDS and hence this service contribute to the growth of MSEs in Jimma

town.
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Table 4.5. MSEs Growth and external related factors

Variable Category Observation Growth status
Number | Percent | Mean SD Min. | Max
Business BDS 27 29 2.88 | 1.382 1 5
Ef\slzlr?/?ge Access to training 56 60 | 204 | 1382 | 1 | 5
Market opportunity creation 10 11 32 | 1147 | 1 5
Total 93 100
Market Channel of distribution 30 32.26 351 | 1212 2 5
E;l?;ig Customer handling 8 860 | 128 | 0709 | 1 | 5
Competition 38 40.86 3.67 | 1.116 1 5
Demand 17 18.28 2.34 | 0.891 1 4
Total 93 100
Training Yes 67 72 131 0.531 1 2
Opportuni No 26 28
i Total 93 100

Source: Own survey (2015)
The other external factors that determine success of MSEs in Jimma town is market

information out of the sampled respondents 30(32.26 percent), successfully utilize the
existing good distribution channel to their product so as significantly affect the growth of
MSEs. 38(40.86 percent) successfully deals with their competitors in introducing new
product /service ,packaging style and marketing their product so as significantly affect the
growth of MSEs. Hence, market information significantly affects the growth of MSEs at

Jimma town at a mean growth rate of 3.51.

The last external factors that affect the success of MSEs in Jimma town as depicted in the
above table were access to training. Of the respondents 67(72 percent) got technical (for
construction and manufacturing sector), marketing (for trade and service sector), and
technology utilization (for urban farming sector). Therefore, accesses to training
significantly affect the success of MSEs in Jimma tow at growth rate of 1.31.

4.3. Econometric Results and Discussion

This section presents the research findings on factors determining the success of micro &
small enterprise on selected sample micro and small enterprise in Jimma town, Ethiopia.
The study has examined eight proxy factors that influence the micro and small enterprise.
These factors includes three owners/operators related factors (age, education level and
previous experience), two firm’s related factors (firm age and initial size) and three

external factors (access to BDS, training and market factors) as explanatory variable.
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In determining the success of micro and small enterprises, as already mentioned in the
methodology, Linear regression techniques were used to test the effect and relationship
between eight selected success indicators independent variables (owners age, education
level, previous experience, firm age, initial size, access to BDS, training and market
related factors as explanatory variable.) on one dependent variable of micro and small
enterprise growth (MSE growth).Prior to conducting the regression of the study, it is
essential to test the appropriateness of data based on certain criteria & assumption of OLS
diagnostic test.

4.3.1. Diagnostic Test and Classical Linear Regression Model (CLRM)
Assumption
Before going further in to data econometric procedures, the second issue based on the
characteristics of the model and proposed variables to know whether the assumption of
classical linear regression model (CLRM) violated or not through underlying the OLS
model. To check this, following tests were performed in SPSS 16.0 Version:-

4.3.1.1. Multicolinearity Test

Multicolinearity originally it meant the existence of a “perfect,” or exact, linear
relationship among some or all explanatory variables of a regression model. According to
(Gujarati, 2004) variable is said to be highly collinear tolerance (TOL) and variance
inflation factor (VIF): the larger the value of VIF, the more “troublesome” or collinear the
variable Xj. As a rule of thumb, if the VIF of a variable exceeds 10 or the tolerance less
than 0.1, it indicates that there is multicolinearity problem among the explanatory

variables.

Table (4.6) reveals that the maximum VIF result for explanatory variables in this study
was far less than 10 and the minimum tolerance was 0.572, it far greater than 0.1.
Therefore, all the variables in the model of this study have VIF less than 10 and a TOL
more than 0.1, which indicates that there is no multicolinearity problem and the
independent variables are not highly correlated and all independent variables can be

retained in the model. Table 4.6 presents the collinearity statistics. The variance inflation
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factor and tolerance are within accepted range (VIF=1-10, Tolerance=0.1- 1.0). These

results indicate there is no multicollinearity problem inthis model.

Table4.6.Colinearity Statistics

Variable Tolerance VIF
AGE 903 1.108
EDU 725 1.379

PREEXP .703 1.423
FAGE 935 1.070

INSIZE 912 1.096
TRANG .848 1.179
MRFACTOR .647 1.546
BDS 572 1.750

Source: Generated from SPSS 16.0 version

Furthermore, the researcher tied to diagnosis multicolinearity problem by conducting

Pearson coefficient matrix of explanatory variables, in order to examine and to know the

possible degree of multicollinearity among explanatory variables in specified model of

the study. This findings supported by pervious research works of Shibru(2014,JU) cited

in kennedy(2008), said that “multicolinearity problem is occurred when the correlation

coefficient between two explanatory variables is above 0.75.”

Table 4.7.Pearson correlation coefficient of explanatory variables

MRFAC

Variables BDS | AGE | EDU | FAGE | INSIZE | TRANG | PREEXP | TOR
BDS 1.000

AGE -.013 | 1.000

EDU -.115 168 | 1.000

PREEXP .085 | -.086 .093 | 1.000

FAGE 002 | -.199 .054 | -.088 1.000

INSIZE -339 | -.090 121 | -011 105 1.000

TRANG -.247 .039 483 .007 .048 217 1.000
MRFACTOR | -.558 .004 077 .066 .098 170 .039 1.000

Source: Generated from SPSS 16.0 version

The result above (table 4.3.2) obtained show that, there is no any largest correlation

indicators which slightly or weakly negatively correlated above stated by (Kennedy

(2008). since, in general there is no significance multicolinearity problem analyzed above

in correlation matrix obtained from SPSS 16.0 version (see table 4.7).
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4.3.1.2. Autocorrelation test
The term autocorrelation may be defined as “association” between explanatory variables.

Classical linear regression model assumes that such autocorrelation doesn’t exist in the
disturbances. As noted in brooks (2008) this is an assumption that the covariance between
the error terms over time is zero; cov(ui,uj)=0. It assumed that the errors are uncorrelated
with one another. When the residuals are correlated, serial correlation arises. To test this
assumption, the study was applied Durbin-Watson (D-W) statistical test. The Durbin-
Watson was the most celebrated test for detecting serial correlation from regression
results. D-W value can be from 0 to 4. If D-W value is close to 0, indicating strong
positive correlation among residuals and close to 4, indicating strong negative correlation

among residuals. When D-W value is close to 2, there is no serial correlation.

Table 4.8 presents the Durbin Watson test value (d) for the autocorrelation of residual
which is 1.976 in MSEs growth model. The critical value for the test are lower limit
(d1)=1.053 and upper limit(du)=2.033. Accordingly, Durbin-Watson test value in the
study model is clearly between the lower limit (dlI) which is 1.053 and the upper limit
(du) which is 2.033. This indicates that there was no serious evidence of autocorrelation
in the model since the D-W test result is between critical values. Also, the D-W test value
is close 2, indicating that residuals are not serially correlated or there is no
autocorrelation evidence among residual in the model.

Table 4.8. Autocorrelation Test

MSE growth Model

Durbin-Watson Test(DWT) 1.976

Source: own survey (2015)

4.3.1.3. Test for Normality of Residuals
One assumption of classical linear regression model (CLRM) is the normal distribution of

the residuals part of the model. According to Guajarati (2004), before regression analysis
carried out, it should be noted that the normality of data should be tested. This
assumption has to be tested and pass the test to use the data for further inference. All of
the results from the examined command suggest that the residual or the error terms are
normally distributed. The mean and standard deviation values are near to 0 and 1

respectively. For this study, PP plot testing was used in examining the normality of
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distribution of the residual (MSE growth).
Figure 4-1 normal distribution of residual plot (MSE growth)

Normal P-P Plot of MSE growth
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Source: generated from SPSS 16.0
Figure 4.1-shows that the residual distributional plot is normally distributed in between

mean zero and standard deviation 1. Additionally the shape of such distribution is bell-
shaped it indicates that the shape normal distribution of mean and standard deviation
across the sample of the study. Therefore, the conclusion is that the model (Residual) is

normally distributed.

4.4.Factors Determining the success of MSEs growth
Before proceeding to further analysis, the potential discriminatory variables need to be

identified through univirate test of significant. The potential of individual regressor
evaluated through the application of one-way ANOVA analysis (F-test).The one way
ANOVA analysis can be used to test whether the mean value of a given continuous

variables significantly differs.

To identify the problem of multicolinearity or association among the potential variables;
variable inflation factor (VIF) was used. (VIF) shows how the variance of an estimator is

inflated by the presence of multicollinearity (Gujarati, 1995). It analyzes the magnitude
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of multicollinearity problem. As a rule of Thumb, the values of VIF greater than 10 (that

IS, R2 exceeding 0.90) are often taken as a signal that the data have multicollinearity
problems (Gujarati, 1995). A statistical package SPSS version 16 was employed to
compute the VIF values. To avoid serious problems of multicollinearity, it is quite
essential to omit the variable with value 10 and more from the regression analysis
(Gujarati, 1995).

The measure of tolerance can also be used, alternatively, to detect multicollinearity as:

TOL= (1-R2) =1/VIF clearly, TOL = 1 if X is not correlated with the other regressors,
where it is zero if it is perfectly related to the other regressors (Gujarati, 1995). For this
study the variance inflation factors (VIF) for continuous variables were measured to see
the multicollinearity problem of the variables indicating the data have no problem of

multicollinearity.

The explanatory variables were selected based on theoretical background; results of
various empirical studies that stated the effect of these explanatory variables on success
factors of micro and small enterprises and there by business performance. The potential
explanatory variables defined in chapter three were included in the regression model

estimation.

4.5. Correlation analysis
Correlation analysis was also used to measure the relationship between dependent

variable with eight independent variables. The Pearson’s correlation matrix is showed in

Table 4.9.
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Table 4.9 : Correlations among selected and hypothesized variables

MSE MRFACT
growth AGE EDU PREEXP FAGE INSIZE OR BDS TRANG
Pearson MSE
Correlation  0rowth 1| 0152| -013| 0023 | 0648 | o0618| -0201| -0094| -0.207
AGE 0.152 1| -02| 0031|0131 | 0215| -0.03| -0003| -0.053
EDU -0.133 | -0.195 1| 0465 | -0.117 | -0.074 | -0.058 | -0.036 | -0.031
PREEXP | 0023 | 0031 | -047 1| 0005 | -0025| o0.146| 0222 0.03
FAGE 0648 | 0131 | -0.12 | 0.005 1| o014 -0152| -016| -0.101
INsizE | o0618| 0215 -007| 0.025| o0.14 1| -0144| -0122| -0.173
MRFAC -
TOR 0201 | -003| -0.06| 0.146 | 0.152 | -0.144 1| os68| 0.061
BDS -0.094 | -0.003 | -0.04| 0222 -016| -0122| 0568 1| 0374
TRANG | 207 | -0053| -003| 0.03]| 0101] -0173| 0.061| 0.374 1
Sig.(1 taile) MSE
growth .| 0.073] 0.102 | 0.413 0 0| 0.027]| o0.184 0.023
AGE 0.073 | 0031 | 0383 | 0106 | 0019| 0386| 049| 0308
EDU 0102 | 0031 . o| 0131 | 0242 0289| 0367| 0384
PREEXP | 9413 | 02383 0 | 0482 | o0.404| o0081| 0016| 0388
FAGE o| o0.106| 0131 0.482 | o0.091| 0073| 0063| o0.168
INSIZE o| 0019 | 0242 | 0.404 | 0.091 | oo0sa| 0123| 0.049
MRFAC
TOR 0.027 | 0386 | 0289 | 0.081 | 0.073| 0.084 . 0 0.282
BDS 0184 | 049 | 0367 | 0016 | 0.063 | 0.123 0 . 0
TRANG 1 5023 | 0308 | 0384 | 0.388 | 0.168 | 0049 | 0.282 0
N 03 03 93 |93 |93 |93 93 03 03

Source: Generated from SPSS 16.0 version

From the result in Table 4.9, it can be concluded that the MSE growth is positively and
negatively correlated with independent variables, i.e, owner’s age, prior experience, firm
age, and initial employees are positively correlated. While, the success of the respondents
business is also negatively correlated with educational qualification, market information,
business development, and access to training. The correlations values computed among
four variables are all in the expected direction i.e. negatively correlated to MSE growth

and the others are positively correlated.
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Which suggest that if success/growth is to be enhanced, then it is necessary to have prior
skill and prior experience related to the business, initial employment, aged firm and
owner. In addition to this firm age and initial employment also directly correlated to the
success of MSEs. The success of the respondents business is also negatively correlated
with educational qualification achieved, market related factor, business development

service and access to training. To test the influence of explanatory variable against the MSE
growth, linear regression analysis was used. The results of linear regression analysis for eight

independent variables against one dependent variable presents in table 4.10.

4.6. Linear Regression Analysis
Following the correlation analysis, a linear regression analysis was conducted. A linear

regression analysis was performed to assess whether the independent variables as
determined in this research exert a significant influence on the dependent variable,
Success of MSEs. The statistical significance (p-level) of the results represents a
decreasing index of the reliability of the results. The p-value shows the probability of
error involved in accepting the observed result as valid, thus as representative of the
study population (Sekaran, 2000). This study used 10% significance level as the rejection
or accepting region of the hypothesis (Hair et al, 2010). Accordingly the proposed
hypothesis is rejected if the p-value is greater than 10% significance level. If the p-value
is less than the 10%, then the proposed hypothesis is accepted and concluded that there is
a statistical significance that the relationship is positive or negative between the

independent and dependent variable being investigated.

Beyond the descriptive statistics, econometric model (OLS) was also used to identify the
major factors affecting the growth of MSEs in the area. Growth in capital was applied as
a measurement to MSEs growth which is calculated by applying the formula (Firmgr =
(InCap’- InCap)/firma). After having the calculated value of growth in capital, the
explanatory variable was regressed to see whether they are significant determinants of
MSEs growth. Accordingly, firm age, initial employment, business development service,
access to training, and market related factors were found significant factors. While,
owners/operators age, education, and previous work experience were found insignificant

factors in determining MSEs growth.
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R 0.855, the correlation, of eight independent variables with the dependent variable
given in table 4.10 below. Similarly R square (0.731) explained variance, is actually the
square of the R (0.855). Overall variability of all independent variables over dependent
variables (R-square) is observed as 0.731 or 73%. In other words all the eight
independent variables together explain 73 percent of the variance in the success of MSEs

in Jmma town.

Table 4.10. Result from Linear Regression of the compound annual capital growth

Variables Un Standardized | t-ratio sig.
standardized coef. [ B]
coef.[ B]
Constant -.076 -191| .849
Owners( AGE) -.033 -055| -928| .356
Educational qualification (EDU) -023 044 |  -661 510
Previous experience (PREEXP) -003 -002 -026 980
Firm age (FAGE) 187 573 | 9.774| .000*
Initial employment (INSIZE) .094 528 8.856 | .000*
Market Related Factor o
(MRFACTOR) -.196 -140 | -1.971| .052
Business development *
service(BDS) .200 185 2.395| .019
Training (TRANG) -.198 -123 -1.936 | .056**
Multiple R 0.855 Durbin- 1.976
Watson
Adjusted R? 0.731 Tolerance >0.2
Std.error 0.395 VIF <10
F-statistic 28.539
N 93 \

Source: regression analysis computation output *5% level of significance, **10% level of significance.

Durbin Watson value (1.976) falls in acceptance range thus there is not auto correlation
problem in the model. F value (28.539) is statistically significant which indicates data

were fit the model well.

Table 4.10 above, coefficients indicates that among the eight independent variables

which has most significant influence on success of MSEs. It can be stated that highest
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number in the beta is 0.187, 0.094, and 0.200 for firm age, initial employment, and
business development service, shows little pressure of firm age, initial employment,
business development service, which is significant at 0.000, 0.000, and 0.019 levels
respectively. It may also be seen that the beta -0.196 for market related factors,

significant at 0.052 levels, -0.198 for access to training, significant at 0.056 levels.

The positive beta weights indicate that if success of MSEs is to be improved, it is
necessary to enhance the level of firm age, initial employment, and business development
service. To conclude, the three independent variables stated above have positive and

significant influence on success of MSEs.

With regard to the owner/operator related factors, all variables, of the owner/operator
were found as insignificant factors in determining the growth of MSEs. Age of the
owner/operator doesn’t affect the growth of the surveyed MSEs significantly. This
implies that for every unit increase in age, there is a decrease in growth by -.033 was
predicted, holding other variables constant. Like to the findings of (Mulu, 2007;
Habtamu, 2012 and Haftom, 2013) that found age of the owner/operator is not significant
factor affecting MSEs growth, this result is consistent with the result of (Janda et al.,
2013; and Kokobe, 2013) that the younger owner/manager of MSEs is more likely to
grow than the counterparty. Previous studies suggested the reason that the younger
owner/operator has the necessary motivation, energy and commitment to work and is
more inclined to take risks; a younger individual may have a higher need for additional
income. Hence, this is surprising because typically as the age of the owner increases they
become more responsible parties and concerned with their return on investment based on
the performance of the enterprise. Also they assume active roles in the governance of the
firm in which they have invested but as the age of the owner increases their success
decreases because of their risk avert nature and the commitment they have.

Other variables being constant, the education level of owner/operator was negatively
correlated and insignificant factor affecting the growth of MSEs at 10 percent level of
significance. Specifically, based on the result in table 4.10, its coefficient is -0.023. This
means that for every 1 grade increase in education level of the owner, a -.023 decrease in

MSEs annual growth rate. This finding is in inconsistent with other empirical studies
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(Ahiawodzi & Adabe, 2012; Mbugua et al, 2013; Mulu, 2007) that found
owners/operators of MSEs with a higher formal education and training would be
expected to grow faster than their counterparty. The possible explanations given by
previous studies with regard to this are: education improves the ability of efficiently
allocating resources to more productive lines of business and to select profit maximizing
inputs/materials. In addition, as the education level of owner increases, their probability
of teaching entrepreneur and other business related courses is also increases particularly
at higher level so that it helps them to develop skills related to trading, marketing and
management of their products/services. While the finding is inconsistent with other
findings in that in this study area majority of the owners of MSEs completed their
elementary education and they engaged in business coming from the zones and wereda of
Jimma with agricultural background for this reason they are not educated.

Previous work experience of the owner/operator is the other variable that insignificantly
and negatively affects the MSEs growth, ceteris paribus. The coefficient of this variable
is given as -.003. This indicated that a one year increase in previous work experience
leads to a decline in growth of MSEs at -.003. This result is again in inconsistent with
some empirical studies (Kokobe, 2013; Mbugua et al., 2013 and Mulu, 2007) that found
the owner with a more work experience is more likely to grow than their counterparty.
This may be due to the explanation that as owners work more in other similar activities,
they can enrich themselves with different skills such as skills on management, marketing,
customer relation, financial keeping, saving etc so that it may help them in improving the
business activities of the current enterprises. Moreover, previous work experience may
help the owner in adopting and being ready to any sudden challenges and failures because
of their prior experience that they have been faced or observed from anyone else in the
area than any beginners. In this study area majority of the owners come from farmer’s
family and also they with no previous experience in the field. However, majority just
started with no previous experience at all. Over a third of the owners had not gained
experience from the business owned by other people, with a majority gaining experience

through involvement in their own business.
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Table 4.10 revealed that firm’s related variable (i.e., MSE’s age and the initial
employment level of MSEs) were positively significant at 5 percent assuming other
variables held constant. The coefficient of MSE’s age is given as 0.187. This means that a
one year increase in the age of MSEs, their growth increase. This result is again
inconsistent with some previous theories and empirical studies have been given different
possible explanations for this case. When MSEs age increase, they may benefit from
learning which enables them to develop expertise in production, management, and
marketing (Mateev & Anastasov, 2010). Older MSEs frequently fail to invest sufficiently
in existing or emerging technology, leaving them with relatively outmoded equipment
and hindering productivity levels relative to younger firms (Ahiawodzi & Adabe, 2012;
Jovanovic, 1982; and Mulu, 2007).Hence, the study revealed that as the firm age
increases firms become stronger in exploiting opportunities through implementing

strength and improving weaknesses by overcoming the treats/challenges.

Again table 4.10 revealed that firm’s related variable (i.e, the initial employment level of
MSEs) were positively significant at 5 percent assuming other variables held constant.
The coefficient of initial employment is given as 0.094. This means that a one number
increase in the initial number of employees, contribute to the growth of MSEs. This result
is again in consistent with studies conducted by Mulu (2007) that contend for the
existence of inverse relationships between growth and firm initial size. Therefore firms
add a one number of employees to its enterprise that contribute to the growth of the firm
because of the real fact that as more employees hired variety of knowledge, and division

of labor lead to specialization via brings growth of MSEs.

With regard to the business development service were found as significant factors in
determining the growth of MSEs at positive coefficient of 0.200. That means for any 1
percent increase in business development service, there is an increase in growth of MSEs.
In general business development service boost enterprises growth through utilizing those
services which enhance features of their service and/or the packages style and utilize

opportunity to display the business product through bazaars.
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Furthermore market related factors and training in which its effect on MSEs growth is
significant but negative at 5 percent level of significance other variables held constant
with coefficient of -.0196 and -.198 10%. This implies that for every unit increase in
average market factor and access to training, there is a decrease in growth was predicted,
holding other variables constant. The study result showed that market and training were
significant and negatively related with success of MSEs. This is obvious, 67(72 percent)
of the respondent in the sample have received training respectively from the formal
market and support institutions. Hence the coefficients of market information and training
access was negative implies that to enhance growth of MSEs there require cash out late.

MSE growth Model=-0.076-0.033AGE-0.023EDU -
0.003PREEXP+0.187FAGE+0.094INSIZE-0.196 MRFACTOR+0.200BDS-
0.198TRANG

Where MSEs growth was the dependent variable (Growth of MSEs in Jimma town in
terms of average capital per firm age), AGE is the owners age, EDU is educational
qualification achieved, PREEXP is prior experience of the owner, FAGE is firm age,
INSIZE is initial employment, MRFACTOR is market related factors, BDS is business
development service, TRANG is access to training, which are the independent variables.

From the regression equation established, taking all the factors (entrepreneurship
characteristics, firm related factors, training access, market information, and BDS)
constant at zero, the Growth of capital of MSEs enterprises in Jimma town would be -
0.076.This indicates that other factors other than these specific factors have contribution
to performance of MSEs. Further, if all the other variables are kept constant, a unit
increases in owner’s age, educational qualification, prior experience, market information,
and access to training lead to a 0.03, 0.023, 0.003, 0.196, 0.198 decline in Growth of

MSEs in Jimma town respectively.

While a unit increase in firm age, initial employment, and business development service,
a Growth of 0.187, .094, and 0.200 in MSEs in Jimma town respectively. These results
imply that business development service contribute more to the Growth of SMEs in

Jimma town followed by firm age and initial employment.
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Table.4.11. ANOVA

Model Sum of Squares df Mean Square F Sig.
1 Regression 35.667 8 4.458( 28.539| .0009
Residual 13.122 84 .156
Total 48.789 92

a. Predictors: (Constant), TRANG, PREEXP, AGE, MRFACTOR, FAGE, INSIZE, EDU,
BDS

b. Dependent Variable: MSE growth
ANOVA Table 4.11 shows degree of freedom (df) 84, which is calculated as (N-K-1),
where N (93), is the total number of respondents and K (8) represent number of
independent variables. More over in the same table, results are found to be highly
significant as indicated by the F value 28.539(P<0.10). Thus all of the eight variables, age
(AGE), level of education (EDU), Prior experience (PREEXP), firm age (FAGE) since its
establishment, initial employment (INSIZE), business development service(BDS), access
to training(TRANG), and market related factors(lMRFACTOR) together significantly

explain the variance in the success of micro and small enterprises.

Hypothesis 1; stated that There is no positive and significant relationship (association)
and influence between the success of MSEs and the owners/operators age of the business
manager MSEs. This hypothesis could not be rejected (t = -0.191, p = 0.849) since owners
age and success of MSEs have no positive and significant relation and influence. As
demonstrated in the hypothesis, no relationship exists between owner’s age and success of
MSEs.

Hypothesis 2; stated that There is no positive and significant relationship (association)
and influence between the success of MSEs and the owners/operators educational
qualification of the business owner/manager MSEs. This hypothesis could not be
rejected (t = —0.928, p = 0.356) since owners educational qualification and success of
MSEs have no positive and significant relation and influence. As demonstrated in the
hypothesis, no relationship exists between owner’s educational level and success of

MSEs.
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Hypothesis 3; stated that There is no positive and significant relationship (association)
and influence between the success of MSEs and the owners/operators prior experience
of the business owner/manager MSEs. This hypothesis could not be rejected (t = —
0.661, p = 0.510) since owners prior experience and success of MSEs have no positive
and significant association and influence. As demonstrated in the hypothesis, no

relationship exists between owner’s prior work experience and success of MSEs.

Hypothesis 4; stated that There is no positive and significant relationship (association)
and influence between the success of MSEs and firms years of operations. This
hypothesis could be rejected (t = —0.026, p = 0.000) since firms years of operation and

success of MSEs have positive and statistically significant association and influence.

Hypothesis 5; stated that There is no significant difference and influence on the
success of MSEs in relation to the initial number of employees. This hypothesis could
be rejected (t = 9.774, p = 0.000) since initial employment of the firm employ at
establishment and success of MSEs have positive and statistically significant
association and influence. Firm’s initial size was found to be statistically significant to
capital growth at 5% significant level, exerting a positive effect on capital growth of the
enterprises. (Reject the null hypothesis at 5% significant level). From the capital growth
regression result confirms that the firm’s initial size has relationship with the success of

MSEs at Jimma.

Hypothesis 6; stated that There is no positive and significant relationship and
influence between the successes of MSEs and access to training. This hypothesis could
be rejected (t = -1.936, p = 0.056) since access to training and success of MSEs have

statistically significant association and influence.

Hypothesis 7; stated that There is no positive and significant relationship and
influence between the success of MSEs and BDS. This hypothesis could be rejected (t =
2.395, p = 0.019) since BDS and success of MSEs have statistically significant positive

association and influence.
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Hypothesis 8; stated that There is no significant difference and influence on the
success of MSEs in relation to the market information. This hypothesis could be
rejected (t = -1.971, p = 0.052) since market information of the firm and success of
MSEs have statistically significant association and influence. Evidence from the
regression of capital growth revealed that access to market information has a
statistically significant and negative association with the success of MSEs at Jimma.
Hence, reject the null hypothesis at 10% level of significance.
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CHAPTER FIVE
4. CONCLUSION AND RECOMMENDATION

In this chapter the conclusions and recommendations are discussed. For clarity purpose,
the conclusions are based on the research objectives of the study. Based on the findings of
the study recommendations are made to government bodies, to operators of MSEs and

suggestion for other researchers.

4.1. Conclusion
Based on the findings the study concluded that Majority of the enterprises in Jimma town

was micro enterprise. In terms of their sector classification, most of the micro enterprises
were involved in trading and service activities. Numerically, MSEs grow from 59.55 to
65.93 capitals from their operation to date.

One of the independent variable that was Ages of the owner were negatively related with
the growth of MSEs. This indicates that the younger owner with smaller family size grow

faster than their counterparty. Therefore, younger’s owner more successful than old ages

group.

The second explanatory variable that was educational levels of the owner/operator which
has a negative and insignificant effect on MSEs growth. This gives the evidence that
MSEs owned/operated by those who have higher education level decline their growth
than their counterparty. Hence, one concluded that as educational level of the owners
increase the success/growth of MSEs decline by its coefficient.

The third independent variable was prior experiences of the owner/operator which have a
negative and insignificant effect on MSEs growth. This gives the evidence that MSEs
owned/operated by those who have previous experience decline their growth than their
counterparty. Hence, owners with more experience in micro and small enterprises sectors

of this study did not succeeded.

While Firm age positively and significantly effect on MSEs growth. Since firms years
of operation and success of MSEs have positive and statistically significant influence.
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Therefore, as the age of the firm increases they have got opportunity and strength in
implementing efficient and effective way of doing business through utilizing

technology.

Similarly, Initial employments were positively related with the growth of MSEs. This
indicates that as the number of employees increase their productivity increases as a result
growth of the firm achieved. Therefore, as employees number increase each and every
employee contributed in creativity and expansion/growth of the firm achieved.

With respect to external factors, MSEs with higher access to business development
service, grow faster than their counterparty. BDS accesses were positively and
significantly affect the growth of MSEs in Jimma town. Hence, BDS access brings good

opportunity for firms to exploit the market and maximize profit share.

Likewise, MSEs with higher access to markets information grow faster than their
counterparty. The study deduces that distribution channel, customer handling, opening
new markets for MSEs & MSEs products. Thus, those factors enhancing the existing
markets to increase markets share, assuring owners of markets to their products can
highly contribute and encourage owners to concentrate and do micro and small

businesses in big way.

On entrepreneurship training access, the study concludes that the skills, knowledge
gained from the entrepreneurship training lead to the growth of MSEs. That means access

to training brings growth for the MSEs and development for the country as a whole.

In general, the study concluded that firm age, initial employment, and BDS have effect on
MSEs growth significantly at conventional accepted significance level of 5%. Also
market related factors, and access to training significantly effect success of MSEs in

Jimma town.
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4.2. Recommendations
Drawing from the findings summarized in the conclusion, this section presents some of
the key recommendations that, when implemented, would enhance the success, and

sustainable contribution of the MSEs in the town Jimma.

In relation to the age of the owners governments and non government organizations
jointly support those enterprise owners whose age was above 40 to work committed to

their enterprise via increases MSEs growth.

In relation to the education level of the owners since according to the study having a high
level of education does not equate success. However, with a growing business, having
suitable professional knowledge is a definite advantage. Therefore, the researcher
recommends that having a suitable education is more important than a higher level but
less suitable of education. Furthermore, support the development of micro and small-
scale enterprises depend critically on adequate knowledge of characteristics and
constraints of small-scale business operators. Such an understanding of the pre-requisites
for Jimma entrepreneurs to succeed in their businesses is of critical importance especially

in today’s competitive environment.

In relation to prior experience having it in these MSEs sector like education and age does
not equate success. However, with a growing business, having suitable training access
and business consultancy service is a definite advantage. Therefore, the researcher
recommends that having a suitable training and business development opportunity is

more important than prior experience.

In relation to firm age and initial employment its impact to success of MSEs is high so
that the concerned body should support and provide incentives to those firms with a
higher firm age, and initial employees to create job opportunity and absorb the

unemployed people.
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In relation to access to business consultation services and access to training, enterprises
with access to consultation service and training show better performance. So the
stakeholder of the sector should work on the ways the enterprises can be equipped with
those variables. The relevant training and promotion program made available to micro
and small enterprise in Jimma town have been very minimal so to address this problem
information on the available types and possible training should be disseminating more
effectively. All the micro and small enterprise given up dated training which related with
their current operation. It is more successful if micro and small enterprises promote their
product and services to attract customer and get more market share through using
different promotional means. Agencies should work on increasing the capacity of
enterprise owners by providing assistances in the area of training and business
consultation service which enables them to their business activities as well as making
enterprise owners’ literate on basic business skills. Government should start training
program at free of cost especially for MSEs entrepreneurs. It is necessary for the

enhancement of small entrepreneur’s skill.

In relation to market information since enterprises incurs associated cost that leads to a
decrease in growth. So the concerned organ should support these enterprises to maximize

their profit and contribute to growth of the country.

In a nutshell, by doing all these the small firm community in the town can be in a good
position to embrace success and survive even in difficult times, apart from undertaking
courses and training, small firm owners can first be appraised to identify their gap before
providing training and other support that enhance their growth. Moreover, Policies,
strategies and support programs of governmental and non-governmental organizations on
MSEs should be multidimensional and even give great focus at micro level and in far
area to enhance the MSEs enterprises found at far area. Government in general and MSEs
development agency in particular should motivate, help and advise the older owners and
MSEs, give training on business issues, forwarding the model MSE owners, arrange
forum and exhibitions for experience sharing, and create association and cooperation with

suppliers.
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4.3. Recommendations for Further Research

The survey in Jimma was conducted in selected MSEs; therefore it may not reflect the
success views and practices of MSEs in other regions of Ethiopia. The main implications
of this research for scholars and policy makers are concerned with factors determining
the success of MSEs in Jimma town to improve information flow, transparency and
consistency amongst, concerned bodies towards enhancing the contributions of MSEs in

the development of the countries growth.

Moreover, within the micro and small business performance, there exist attributes that
have potential to affect the success/performance of the business. Hence, there can be
various factors like socio-economic, political and motivational factors that affect the
success of micro and small businesses. Searching on the literature of MSEs success

across the world, we can find various factors affecting their success.

So a further research should continue to examine those other factors associated with the
management strategies pursued by the owners, contextual factors such as industry size,
organization size along with the potential interaction with other variables not addressed
by this study.
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JIMMA UNIVERSITYBUSINESS AND
ECONOMICS COLLEGE
MBA PROGRAM
Questionnaire
Dear respondents: The purpose of this questionnaire is to collect information on
Factors determining the success of Micro and Small Enterprises in Jimma town. The
study is only for academic purpose and cannot affect you in any case. Therefore, your
genuine, honest and timely response is vital for accomplishment of this study on time. It
would be appreciated if the owner-manager of the business would complete the
questionnaire and answer the questions as thoroughly as possible. Hence, | kindly ask
you to give your response to each items/questions carefully. If you have queries
concerning the questionnaire, please contact the researcher and/or the supervisor, whose
details are set below:

Researcher: Ambachew Tilahun Supervisor:Ass.Prof. Wendwesen Siyum
Cell: +251-925 667323 Cell: +251-910 789272
Email: ambachew606@gmail.com Email: milkias120@gmail.com

Co-advisor-Hayelom Nega
Cell: +251-913 914864
| appreciate your co-operation. Email: Hayelomnega7@gmail.com

Researcher Signature...........oooooiiiiiiiiiiiece e

Thank you in advance for your co-operation!

» Put atick mark (v) to multiple-choice questions.

Part 1:-Profile of Participants

1. Sex (owner/manager): A.Male[ ] B. Female [ ]
2.Age: A.<20vyear[ ] B. 21-25] ] C. 26-30[ ] D. 31-35[ ]
E.36-40[ ] F. above 40[ ]
3. Educational Qualification achieved:
A. Elementary [ ] D. Diploma| ]
B. Junior secondary school [ ] E. Degree [ ]

C. Compressive high school [ ]
If your education level is just below / above levels described, please write the

highest/lowest grade level you have completed
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4. Do (se) the principal owner(s) of this enterprise have/has experience on establishing/
working similar business in the industry before establishing the current business?

A Yes[ ] B.No[ ]

5. If your response for question 4 is yes, how many similar businesses did you establish
and operate DEfOre thiS ONEY........coi i

Part. 2;-General profile of the enterprise

1. Years of operation Of the fIrm.........cccoiiiii e
2. Number of employee of the firm initially? ..................... Currently? ..o

3. Start up Sources of finance for your firm? (Multiple responses are possible).

A. Personal saving [ ] B. Family [ ] C.NGO’s [ ]
D. Micro Finance [ ] E. from banks [ ] F. bank [ ]
G. equip/idirr[ ] H. friend[ ]
L DTS bbb bbb
4.Startup capital initial? ..............c.ccene. Current level of capital?...........c.cccoeoveveiiiinens

5. Motivation to start your business? (Multiple responses are possible).

A. Increasing my income [ ] B. creatingmy job [ ]

C. Requires small investment [ ] D. others SpecCify.......cccccvvveveiiiiieiiiiciec
6. At What level of growth your enterprises exist?

A. Start-up [ ] B. Growth [ ] C.Expansion[ ] D. Maturity [ ]
7.Type of the business/sector:

A. Construction [ ] B.Urban Farming[ ] C.Trade[ ] D. Service[ ]

E. Manufacturing
8.0wnership forms of your enterprise;

A. Sole proprietorship [ ] B. Association (partnership)[ ]
9. Does your business have a business plan?

A.Yes[ ] B.No[ ]
10. If your response to question number 9 is yes, what is the reason to prepare a business

plan?
A. To evaluate firms performance [ ] B. For getting loan [ ]

C. Serve as a guideline [ ]
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11. If your answer to question no.9 is yes, what elements are included in your business

plan? A. Financial plan A Yes|[ ] B.No[ ]
B. Human resource plan A Yes|[ ] B.No[ ]
C. Sales plan A Yes[ ] B.No[ ]
D. Production plan A Yes[ ] B.No[ ]

Part 3; -Training issue

12. Do the enterprise employees get training opportunity? A.Yes|[ ] C.No[ ]
13. If your response to the question number 12 is yes, on what issue were the training
provided? A. Technical skills[ ] B. Marketing management [ ]

C. Entrepreneurial issue [ ] D. Technology utilization [ ]

E. Others (SPECITY)....ciiiiiiie i

Part 4: -Business consultation service

14. Does your enterprise have experience of getting professional advice from?

A.Yes[ ] B.No[ ]

15. If your response to question number 14 is yes, which type of professional advice?
A. Lawyer advice A Yes[ ] B.No[ ]
B. Management issue A Yes[ ] B.No[ ]

Part 5; - Social networking

16. Does your enterprise have social networking?

A Yes|[ ] B.No[ ]
17. If your response to the question number 16 is yes, which type of networking is/are
your enterprise involve? (Multiple responses are possible).

A.Equip[ ] C. local Association [ ]

B. lddir[ ] D. others(specify)........cccoevevveinnenn
18. If your response to the question number 16 is yes, in what way your enterprise
benefits from the networking.

A. Marketing information [ ] C. Saving service [ ]

B. Credit/loan service [ ] D. Others (Specify)........cccccevvvernnanne.

Part 6; - Government supporting service
19. Does your enterprise have Government Support service?

A Yes[ ] B.No[ ]
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20. What type of support government provides to your enterprise?

A. Financial support [ ]

B. Relevant inputs that aids the development of the enterprises [ ]

C. Training support [ ]

D. Others (SPECITY)....ciuieieii ettt
21. Is Government supporting service for your enterprise for the previous period has been
decrease or increase?
A. Decrease [ ]B. Increase [ ] C.Thesame [ ]
22. If your response to Q.21 is increasing, is there any positive impact on the

performance of your enterprise?

A. Yes[ ] B.No[ ]
23. If your answer for Q. 21 is decreasing, is there any negative impact on your business?
A Yes[ ] B.No[ ]

24. What environmental factors affects your business activities?-----------=--=--=mmemcmouuv-
25. What do you think of those possible factors which will bring extra opportunities, but
still unexploited, t0 YOur DUSINESS ACTIVITIES?..........cciiiiiiiiicicice e
For part, 7 and 8 questions use the following instruction. Respond to the questions
as per your agreement.

Please indicate how much you agree or disagree to each of the following statements by
circling on the number that best represents your opinion. 5 indicate strongly Disagree
(SDA), 4 indicates Disagree (DA), 3 indicate Neutral (N), 2 indicate Agree (A) and 1
indicates Strongly Agree (SA).

Part 7;-Access to business development services

Scale
S/N Issu?\s related to business development sDA | DA N A | sA
services[BDS]
1 There is sufficient access to training for
improving my skill.
) There is an opportunity to display the business
product through bazaars because of BDS.
3 There is good business extension and counseling
from BDS support institutions.
4 | There is market opportunity creation associated
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with access to BDS.

Our business has added many new features to

5 .
our service(s) because of BDS.
Provided there is sufficient potential return, we
6 |are comfortable taking a certain amount of
concurrent BDS.
Changes in the nature of our service (for
example features of our service and/or the
7 .
packages offered) have usually been arise due to
BDS.
We are more proactive than our competitors in
8
BDS.
Our firm constantly explores the development of
9 | new business ideas (for example new packages
and products) through BDS.
10 Our business monitors the trends which might

impact on our business through BDS.

Part 8:-Market related factors

Scale

S/N | Market related factors SDA | DA SA

1 There is good distribution channel to my
business product.

) Market potential of the business product is
promising.

3 There is no difficulty in searching for market
for my product.

4 I have enough marketing knowledge to run the
business.

5 The business has no problem in customer
handling.

6 There is sufficient demand for the business
product.

. The business has information on sources of
market.
In dealing with its competitors, our business is

8 very often the first to introduce new
products/services/packages and ways of
marketing.

9 | We monitors the trends of the market which
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might impact on our business.

10

In order to maximize the probability of
exploiting potential marketing opportunities
our business will typically make bold and
aggressive decisions.

Part 9; - Entrepreneurial characteristics
Please indicate how much you agree or disagree to each of the following statements by

circling on the number that best represents your opinion. 5 indicates Strongly Disagree
(SDA), 4 indicates Disagree (DA), 3 indicates Neutral (N), 2 indicates Agree (A) and 1
indicates Strongly Agree (SA).

Scale
S/N | Entrepreneurial characteristics SDA | DA SA

1 Success of my business is strongly dependent
on hard working.

) | search for opportunities from while facing
with business problems.

3 | setup goals for myself and work according to
these goals.

4 | have experience of evaluating the strengths
and weakness of my business.

5 I search actively for innovative
product/services and new production process.

6 During the past 2 years, we have introduced a
number of new methods of production.

7 | We are more proactive than our competitors.
Our business believes that owing to the nature

g of the environment, bold and wide-ranging
actions are necessary to achieve the business’s
Objectives.
In the last 2 years, changes in the nature of our

9 service (for example features of our service
and/or the packages offered) have usually been
quite significant.
During the past 2 years, our firm has marketed

10 | a very large number of new products or

services.
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