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Abstract

Micro and Small enterprises are driving force fmoaomic growth, job creation and poverty
reduction in developing countries. Ethiopia is afie¢he countries which have taken measures
to enhance the operation of micro and small scaerprises (MSEs). However, there are
MSE'’s in the country that have deteriorating pemi@nce and have been experiencing near to
cease with no significant graduation from one entise level to the next. This study was
conducted in some selected districts of Akaki-iK&ib-city with the purpose of analyzing the
practices and challenges of MSE’s operations. &amieving the objectives of this study, 89
questionnaires were distributed and 81 of them warecessfully completed and analyzed
using descriptive (percentages, mean and standaediaton) statistical analysis. The
participants were selected using stratified and@erandom sampling methods. In addition,
face-to-face interview were conducted with 12 sityoand district officials and experts; and 9
MSE’s owners through semi-structured interview tjoas and the questions were analyzed
using descriptive narrations through concurrentaaitrgulation approach. The study identified
inadequate infrastructure facilities, inadequateaince, poor managerial and technical skills
and inadequate working premises as the major chgle of MSE’s followed by marketing
problems, low support from respective institutiomsidequate supply of raw materials, and
regulatory issues. Hence, the study concluded KM&E’s operation in the study area is
influenced by the above identified variables. Imeli with the findings obtained
recommendations to respective governmental bodmes$ BISE’'s owners/managers are
forwarded. In addition, further investigation sugtjens for other interested researchers have
been forwarded. The study helps to create awareieStSE’s official and owners, and it will
give chance for others who are interested on ma&rd small scale enterprises practices and
challenges to make further studies and this maysaahdething of value to the existing body of

knowledge related to the issue of MSE’s operation.

Key Words: Enterprise, Micro Enterprises, Small Enterprises
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CHAPTER ONE
INTRODUCTION

1.1. Background of the Study

It is generally recognized that Micro and Smalldtptises (MSE'’s) have vital contribution to
the economic development and creation of wider egmpént opportunity in developing
countries with large number of unemployed peoplzoiding to Olabisi, Olagbemi and Atere
(2013), micro and small enterprises are drivingéofor economic growth, job creation and
poverty reduction in developing countries. In aidif Habtamu, Aregawi and Nigusu (2013)
revealed that MSE’s is a means in bringing econamansition by using the skill and the
talent of people without requiring high-level trimig, much capital and sophisticated
technology. These make the sector more preferablédusiness entry, unemployment

reduction, income generation and poverty alleviatio

Ethiopia is one of the developing countries whicivén taken measures to enhance the
operation of micro and small scale enterprises (8)Sty considering its contribution to the
overall development, employment and poverty allésma In this regard, the licensing and
supervision of micro financing institution proclatioa No. 40/1996 aiming at to provide
opportunity and security for the sector through aming legality and formalization, the
Federal and Regional Micro and Small Enterpriseat&y (FRMSES) were formulated in
1997. Furthermore, the Federal and Regional Miard 8&mall Enterprises Development
Agencies (FRMSEDA) were established by regulatiom3%9/1998 to utilize the local raw
materials, creation of production, job opporturatyd the enhancement of the development of
MSE’s are some of the efforts done by the governnfgftuDC (2013). Besides, UNDP
(2012) indicated that the development of MSE’shis key component of Ethiopia’s industrial
policy direction that will contribute to the indusl development and economic
transformation, and the growth and transformatilam §GTP) emphasizes the need to provide
to micro and small-scale enterprises so as tazetilneir potential to create wealth and jobs

and to reduce poverty.



Based on these efforts the government has triggrdmote the development of the sector
through workable laws and regulations, facilitatadrstartup and working capitals, managerial
and technical assistance, working premises andsfrfrcture, market- enterprises linkages. As
studies revealed in the sector, many micro andlsuoale business enterprises that have been
engaged by individuals, groups and associationd;ha@ve played their roles to employment
creation, poverty alleviation, creation of entremership and country economic development
(MoFED, (2010).

Akaki-kality Sub-city is one of the ten sub-cities Addis Ababa which has nine districts.
According to the Sub-city MSEs five year strategian (2005) its area is 6,149.4 hectares
with a total population of about 200,000 peopleo@aphically, the sub-city is delineated
from Bole Sub-city, Oromiya regional state, and &¢eSilk Lafto Sub-city in Northern south,
southern east, and Northern West Respectively. Antba population more than 10,400 are
unemployed. Majority (60%) of the industries lochia Addis Ababa is established in this
sub-city; and it is the major industrial zone ire tbountry. The main business activities
engaged by the people are industrial and agri@ljtand majority of the peoples have earned
low income from such sectors. Currently, the sub-&nd nine district level MSE’s offices are
structurally established to support MSE’s developimeith strategic policies, Rules and
regulations, and five years strategic plan 200800, (Ibid).

Therefore, the purpose of this research is to aealthe practices and challenges of
government initiated and organized Micro and Sriallerprises in Akaki Kality Sub-city of

purposively selected districts.
1.2. Statement of the Problem

Micro and Small scale enterprises are privatelypedvand managed by owners. As MUDC
(2013) and Habtamu et al. (2013) found out thederpnses significantly contribute to the
country’s economic growth through employment caeatiincome generation and poverty
alleviation. The facilitation and adjustment of 8tartup and working capital sources, working
premises, raw material supply, managerial and feahrskill training, market-enterprise

linkage creation and management support for govemimitiated and organized enterprises



are shouldered on government officials. Thus, #sponsibility requires tremendous efforts

and integration between enterprise owners and govent officials’ at all hierarchical levels.

However, there are inherent problems which affect long tesarvival and business
performance. Akabueze (2002) found out that MSEikife in developing countries could be
because of lack of financial resources, lack of ag@ment experience, poor location, laws
and regulations, poor infrastructure, low demand gmoducts or services, corruption and
shortage of raw materials.

According to Hanna (2010) and MUDC (2013) thougéirtlextent varied across regions and
cities, in Ethiopia irregular supply of raw matésialack of working premises, insufficient
startup and working capital, lack of access to miadlack of access to land especially in Addis
and limited technical and managerial skills in @éntly managing MSEs are the major
obstacles of the enterprises. In addition, ownétheenterprises and MSE’s coordinators and
experts in Addis Ababa raise critical problemsrigcin their day-to-day operations related to
working premises, raw materials, management arahéiral adjustments.
Anecdotal evidences, quarterly and annual reparid, public meetings on MSE found in the
sub-city also showed that there are MSE’s that lieteriorating performance and have been
experiencing near to cease with no significant gasidn from one enterprise level to the next.
Therefore, the purpose of the study is to analjeepractices and the challenges of MSE'’s
based on the following basic research questiorisatetl here under.
* What are the major challenges of Micro and smallesenterprises operation in Akaki-
Kality Sub City?
* Which have the greatest influencing factor in MSfermation in the sub-city?
« To what extent does the MSE’s obtain useful supfamn the MSE support or
developmental organizations towards the growtthefdector in the sub-city?



1.3. Obijectives of the Study
The study encompasses two objectives, i.e. geanthspecific objectives.
1.3.1.General Objectives

The overall objective of the study was to analyze thallenges of micro and small-scale
enterprises which enable to forward possible messiivat can bring successful and sustained
MSE'’s in Akaki-Kality sub-city.

1.3.2.Specific Objectives

* To determine the major challenges and the greatesthicles which influencing the
proper operation of MSE’s in the sub-city?

* To examine the contributions by MSE’s support orad@oment organizations towards
Micro and small scale enterprises growth.

* To recommend appropriate solutions that can hefporing the identified challenges

of MSE’s operation.
1.4. Significance of the Study

The results of this research may have the contabsiimentioned hereunder.

It enables to develop awareness for the city adwmation, sub-city, and district level
government officials, owners and other concernelividuals about challenges of micro and

small scale enterprises in Akaki-kality sub-city.

As far as the researcher’'s knowledge is concertinenie are no research works done in the
sub-city focusing on micro and small scale entegwi Therefore, this may give chance for
others who are interested on micro and small seaterprises practices and challenges to
make further studies on the subject and this maysadnething of value to the existing body

of knowledge related to the issue of MSE’s managgme

It suggests possible measures that help to aleewvia¢ problems that inhibit the proper
operation of MSE’s in the sub-city.



1.5. Delimitation of the Study

This study is delimited in Akaki- kality sub-cityhich is one of the ten sub-cities in Addis
Ababa. The sub-city has nine districts which hastal of 254 MSE’s which constitute 1,730
owners. Among these the study is delimited withireé districts namely district one, four and
seven which contain 115 MSE’s and 734 owners. Thdysemployed descriptive survey
method and questionnaires and interview methode wtlized to gather the research data.
Among the population 30 MSE’s which includes 89 evah managers were samples. In
addition, 12 sub-city and districts coordinatorsd aexperts, and 9 MSE’s owners have
provided their responses based on interview methbds reason for such delimitation is to
tackle the problems facing the researcher relatedhbrtage of time, finance and lack of
research experience. The study variables are detinto the role of support institutions,
financial, working premises, marketing, managergad technical skills, infrastructural
facilities, raw materials supply, and regulatoisuiss.

1.6. Definition of Terms

It is important to provide operational definitioabterms or concepts used as in this research
to create better understanding about the usageesttterms and phrases. The definitions of
enterprise, micro enterprise and small enterprisg¢aken from AACA (2011), and the survey
report on MUDC (2013) as follows.

An enterprise: is an undertaking engaged in production and/stribution of goods &
services for commercial benefits, beyond subsigte(ftousehold) consumption at the
household level. An enterprise might be owned aperated by a single household, or by
several households jointly on a partnership basiy/@ny institutional body MUDC (2013).
Micro Enterprise (MES): is an enterprise which contains the numbers of l@yeps
(including the owner or family) are not greaterrtia and with a total asset of less than
100,000 ETB for industrial sector and less tha®@0,ETB for service sector; and excluding
high tech consultancy firms and other high techldsthments.

Small Enterprise (SE) is an enterprise which contains the numbers gileyees (including
the owner or family) between 6 and 30 and withtaltasset from 100,001 to 1,500,000ETB
for industrial sector and from 50,001 to 500,000BH®r service sector; and excluding high

tech consultancy firms and other high tech estaivients.
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1.7.0rganization of the Study

Some writers may organize the final research repomehow differently. As Saunders et al.
(2009) most writers agreed that the structure ef fthal research report includes abstract,
introduction, literature review, methods, resultkscussion, conclusions, references and
appendices. Chapter one is the introductory paithwlkontains background of the study,

statement of the problem, basic research quesiidjsstives (general and specific objectives)
of the study, significance of the study, delimaatiand limitation of the study, and definition

of terms. Chapter two focuses on review of reldtedature to set the study with in its wider

context and to show the readers how the study soppits the work that has already been
done on the topic, (Saunders et al. (2009). Theares design, sample and sampling
techniques, types and sources of data, data gagherstruments, the procedures of data
collection and method of data analysis includedchapter three, whiles data analysis
presented in chapter four. Finally, findings, coisebns and recommendations looked in

chapter five.



CHAPTER TWO

REVIEW OF RELATED LITERATURE

In doing any research activity it is important &view what has been conducted on the area of
the topic to have more theoretical knowledge andewstanding related to the problem. To
this effect, major issues related to micro and beraterprises raised by different researchers
will be reviewed. Thus, this chapter deals withimigbn of micro and small enterprises,
overview on the development of MSE’s, MSE’s condtibn and rationale for emphasizing
MSE’s. Then, the challenges and national stratefpesthe development of MSE are
addressed.

2.1. MSE'’s at the Global and Ethiopian Context

There is no universally accepted definition of MSKlue to its base of the subjective
judgmentAs it is indicated on the MSE’s development stratefjthe Government of Federal
Democratic Republic of Ethiopia (GFDRE, 2011), t{halicies and strategies designed to
speed up MSE development should be based on nktiefiaition of enterprises as it helps to
provide sustainable support and effectiveness efstctor. The definitions and objectives of
MSE are mainly formulated based on:

* to have a framework that will be able to supportBMBdependently

* to have institution, that support MSE developmentform baseline

» to have uniform baseline about MSE information

» to evaluate the impacts, to setup and implementmeframeworks and

* to harmonize the national definition of MSE withemational definition (Ibid).

As it is described by Stephen and Wasiu (2013)ndoout that in defining Micro and small
scale enterprises references are made to quatitaiid quantitative measures based on the
number of people employed in the enterprises, invest out lay, annual sales turnover or a
combination of these measures. In light of thig tkefinition of Micro and small scale

enterprises in the global and Ethiopian contextdeeussed as follows.



2.1.1.MSE's at the Global Context

In a study carried out by ILO (2005) over 50 deforis were identified in 75 different
countries. Howeverthe references is usually made to some quantifiable mmeassuch as
number of people employed by the enterprises, tmest outlay, the annual turnover (sales)
and the asset value of the enterprises. AccordingsFDRE (2011) the international
definition of MSE is in line with full timer emple@d manpower, total asset, net asset, paid up

capital, and annual turnover; and their usage easebn independently or in combination.

In this regard, Osotimehin, Jegede, Akinlabi andjid¢ (2012) identified that in countries
such as the United States of America, Britain andada defined micro and small businesses
in terms of annual turnover and number of paid eyg®s. In Britain, for instance, a small
business is defined as that business with an anacraver of €2 million or less with fewer
than 200 paid employees. The Netherlands alsoetkfimicro and small enterprises based on
number of employees and the manager among the swyexforms all the functions of

management without actually taking part in the piain.

As Stanley and Morse (1965), stated that JapameeBmall enterprises as one either having
capital not exceeding Y50m or having not more ti3® employees in manufacturing
industry and either having capital not greater th&Om or having not more than 50
employees in commerce and service sectors. Theélyefureported an Indonesia Agency as
defining small enterprises to mean all enterpribesisehold or cottage, employing less than
10 full time workers and not using machinery. Irdiidn, the Indian official defines small
scale industry as comprising manufacturing enteegri with investment in plant and

machinery not exceeding 750,000 Rupees (Ibid).

In a similar manner, the definitions of MSE areegi\by majority of African countries utilized
similar criteria as discussed above. The Nigeftmvernment has used various definitions
and criteria in identifying micro and small sizegterprises. At certain point in time, it used
investment in machinery and equipment and workeggtal. At another time, the capital cost
and turnover were used. Concerning this, Olabtsal. (2013) defined Small scale enterprises
as an industry whose total project cost excludiogt ©f land and including working capital
does not exceed N5m (i.e. US$500,000). Furtherntbee National Council on Industry of

8



Nigeria (1996) at its 9th meeting adopted the repbits Sub-Committee on Classification of
Industrial Enterprises in Nigeria and approved w set of classifications and definitions of
the cottage/micro and small scale enterprises. woeg to the Council, small scale
enterprises is an industry whose total cost, inolyidvorking capital but excluding cost of
land, is over N1 million but mot more than N40 moifl and a labor size of between 11 and 35
workers (Ibid).

As Daniel (2012) indicated that Micro and smallezptise is defined in Ghana by applying
both the “fixed asset and number of employeeseégdit It defines a small-scale enterprise as a
firm with not more than 9 workers, and has plard amchinery (excluding land, buildings
and vehicles) and micro with employee less tham.fidowever, due to the continuous
depreciation of the local currency as against m#jading currencies often makes such
definitions outdated and new definitions were addgtased on an employment cut-off point
of 30 employees and MSE'’s classified in to micreryvsmall, and small employing six, six to

nine, and ten to twenty nine employees respectiiblg).

Furthermore, micro and small enterprises definedTanzania in terms of number of
employees, license registration and business pesmls defines micro enterprise as a firm
employing four or fewer people, local authority istgred and mostly home-based whereas,

small enterprise employing between 5 and 10 tleatieensed and have business premises.

From these discussions someone can realize thatrmsiwhether developed or developing
have common understanding and criteria on the itiefns of MSE’s though they classified
based on their economic levels and intentions.

2.1.2.MSE'’s at the Ethiopian Context

The Ethiopian Government has used two definitiamsdentifying micro and small sized
enterprises since 199These definitions are based on the criteria wéflerence to the number of
employees, paid up capital, total asset and thel lefvtechnology involved in the MSE'&s MoTI
(1997), micro enterprises are those enterprises with a-yaictapital of not exceeding
Ethiopian Birr (ETB) 20,000, and excluding high lemonsultancy firms and other high tech
establishments. While small enterprises are thasabss enterprises with a paid-up capital of

not exceeding ETB 500,000, and excluding high temhsultancy firms and other high tech
9



establishments. However, this definition is revigke to the devaluation of Birr (national

currency) and inflationary trend in the economy DRE, 2011).

According to the new (Micro and Small EnterprisesvBlopment Strategy of Ethiopia
[MSEDSE], 2011) the working definition of MSEs Isat “Micro Enterprise” which consist
the numbers of its employees (including the owrrefamily) is not greater than 5 & total
asset is less than 100,000 ETB for industrial sexntd less 50,000 ETB for service sector.

In a similar mannersmall Scale Enterpriseis an enterprise which has 6-30 employees &
total asset 100,001—1,500,000 ETB for industriaiteeand 50, 0001—500,000 ETB for

service sector.

To sum up, all definitions given by different coues whether developed or developing uses
nearly similar criteria though their differences aelated with the number of employees,
assets, amount of paid up capital and annual temdwe to the economic levels and the social

conditions of each country.

2.2. An Overview for the Development of MSE’s in Htiopia

In most developing countries, MSEs by advantagetheif size, location, capital investment
and their capacity to generate greater employmewe tproved their powerful influencing
effect for rapid economic growth. Besides, (Commisdor Legal Empowerment of the Poor
[CLEP], 2006) found that the sector is known asrestrument in bringing about economic
transition by effectively using the skill and talest the people without requesting high level
training, much capital and sophisticated technoltdgyugh thesector requires tremendous
efforts and commitment from the government, the eswrand other institutional involvement

to support MSE’s development.

In relation to this, MUDC (2013) revealed ththere was a government policy to lay the
foundation of basic administrative and institutibimfrastructure of the state during the 1940’s
and 1950's in order to consolidate the gains obrreg to accelerate the process of
industrialization. Thus, several reforms relatedthe development of MSE’s such as the
Business Enterprise Registration Proclamation NG1IS61 required business enterprises to
register under the Ministry of Commerce and Indystre Industrial Regulation Legal Notice
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N0.292/1971 manufacturing enterprises were requioedcquire a temporary license of six
month validity and a permanent license, the InvestnfProclamation No. 242/1966 provided
MSE’s tax relief, access to land and buildings, ligultilities and other facilitations of

advisory and administrative nature were made duhigyperiod.

Although these attempts were made to support MSEgelopment in the countryhe
socialist regime which followed a centrally plannedonomic system since 1974 came to
power and introduced socialist proclamations, esi@es government interventions,
Burdensome rules and regulations, bureaucratictagel-as well as excessive and costly
administrative and legal requirements to obtairditrg license such as the Proclamation
N0.26/1975 ended up owning and controlling the meafrnproduction, and the Proclamation
No0.76/1975, acquisition of private businesses vesdricted to a single license and capital
ceiling set at 300,000 birr for wholesale trade(,200 for retail trade and 500,000 for

industrial establishments.

In addition, the regime also nationalized the gqevproperty and these actions makes the
previously existing private sector almost came moemd and crippled the private sector
development in the country. In the late 1977, thandHicrafts and Small Scale Industries
Development Agency (HASIDA) was established by Rnoation No. 124/1977 with the
objective to give further improvement to the depatent of the public economy by
encouraging cooperative development in the smadllessector by issued licenses to
cooperatives, regulated their activities, and #&sdisn the provision of inputs and training
(Ibid). However, the achievement was very littleddew cooperatives were formed due to

lack of imported inputs and the private investniarthe sector nearly ceased.

According to Teshome (1994) in MUDC (2013), the drexr declared a new program of mixed
economy development with two declarations in susioes the Small Scale Industry
Development Special Decree N0.9/1989 and Speciard@eon Investment No0.17/1990.
Decree N0.9/1989 allowed establishment of smalleseaterprises by business organizations,
cooperatives and individual entrepreneurs and thfdaced the restrictive Proclamation
No0.76/1975. This proclamation allowed participatioy the Diaspora and raised the capital
ceiling for small scale enterprises from birr 5@ o between two and four million birr

(MoTlI, 1997). Decree No0.17/1990 lifted the restantof private sector participation to single
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license and allowed individuals to undertake investt in unlimited number of enterprises
though the journey into mixed economy developmead short lived because the Dergue was

overthrown in 1991.

After the downfall of the Derguethe Ethiopian People Revolutionary Democratic Front
(EPRDF), introduced public sector reform and pevaind market economy development. The
Proclamation N0.41/1993: Definition of Powers andtiBs of the Central and Regional
Executive Organs of the Transitional Government Ethiopia is provided for the
establishments of Industry and Handicrafts Bureauke Regional Governments to enhance
MSE'’s development in the country (Ibid, 1997).

Furthermore, Agricultural Development Led Industrialization (ADLand private sector
development strategy in 1995, the licensing ancesigion of micro financing institutions
proclamation in 1996 and the Federal and RegioraEN Strategy in 1997 were adopted
enhance the operation of MSE’s. Besides, Federd Ragional MSE’s Development
Agencies were established with the main objectofagtilizing local raw material, creation of
job opportunities, adoption of new and appropritgehnologies, and enhancement of the
development of MSE’s (MUDC, 2013).

Currently, the Growth and Transformation Plan ofi&pia (2010 -2015) has also given a
priority to MSE’s development and has put the MSHé&elopment as one of the seven
identified growth pillars of the country (MoFED, 2D).

2.3. Micro and Small Enterprises Contribution

Economic development is a process of economic itransinvolving the structural
transformation of an economy through industrialmat rising GDP, GNP and income per
head; while economic growth contributes to the esscof the economy by increasing
investment, increase in labor force, efficient abaputs to expand output (Ackah and Vuvor,
2011). In order to bring about the expected outemecro and small scale enterprisesan
important role and it is one of the priority areafsaction among the Programs addressing
African development (UN, 2008).
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Furthermore, as it has been revealed Stephen amiu{2013), MSE can be a means of
achieving smooth transition from tradition to madandustrial sector; and has a huge
contribution to the growth and development of thardry in terms of employment generation.
In addition, more than half of the industrial lalirmdeveloping countries engages in MSE and
create more employment opportunity at a relative ¢dapital cost since micro and small scale
industries are fairly labor intensive, they areidretoping with problem of unemployment and

poverty (Ibid).

In light of this, GFDRE has recognized and paid dutention to the promotion and
development of MSE’s for they are important velscl®o address the challenges of
unemployment, economic growth and equity in thentguand MSE development strategy
was formulated and has been implemented since (SEDS, 2011). Based on the first
MSE’s development strategy (1997 to 2002) more tha&million people were employed
(Ibid). According to the Federal Micro and Smallt&mprise Agency yearly statistical bulletin
(2005), in the second MSE’s development strate@@32to 2005); 2,681,367 people were
employed in the sector which is more than 48% frthra expected plan of the GTP
(1,800,000).
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Table 2.1 Employment Created By Regions and City Adinistrations (2003-2005)

200: 200 200t Total
No. Region Male Female total Male Female Total Male Female Tol Male Female Total
1 AddisAbaba | 47,271 25,429 | 72,700 82,989 39,054 | 122,043 116,481 | 102,583 219,064 246,741 167,066 | 413,807
2 Dire Dawa 6,751 4,759 | 11,510 6,215 4319 | 10534 6,579 | 4,259 10,838 19,545 13,337 | 32,882
3 Oromia 147,578 170,293 | 317,871 166,391 115,628 | 282,019 357,621 | 238,414 596,035 671,590 524,335 | 1,195,925
4 Amhara 71,602 45533 | 117,135 82,016 42,251 | 124,267 96,487 | 56,226 152,713 250,105 144,010 | 394,115
5 SNNP 32,914 25,706 | 58,620 100,937 54,351 | 155,288 52,004 | 41,200 93,204 185,855 121,257 307,112
6 Tigray 37,027 28,170 | 65,197 61,614 39,393 | 101,007 82,181 | 50,516 132,697 180,822 118,079 | 298,901
7 Harari 1,266 457 | 1,723 2,510 1,673 | 4,183 2,200 | 1,528 3,728 5,976 3,658 | 9,634
Benishangul
8 Gumz 1,021 293 | 1314 654 580 | 1,234 2,350 | 1,450 3,800 4,025 2,323 6,348
9 Gambella - 873 839 | 1,712 1,046 | 926 1,972 1,919 1,765 | 3,684
10 Afar 671 418 | 1,089 - 603 | 315 918 1,274 733 2,007
11 Somali 1,382 2,825 | 4,207 2,058 1977 | 4,035 4419 | 4,291 8,710 7,859 9,093 | 16,952
Total 347,483 303,883 | 651,366 506,257 300,065 | 806,322 721,971 | 501,708 1,223,679 1,575,711 1,105,656 2,681,367

Source Federal Micro and Small Enterprises Agency Buile2005
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As it is indicated in the table above even thouiglh ¢émployment opportunities created in
Addis Ababa, Amhara, Tigray and Gambella have aremsing trend, the other six regions
and one city administration didn’t show a consisteand. With regard to sex, males have
more employment opportunity than females in allorg and city administrations. Therefore,
this has to be the focus area to maintain congistemployment opportunities in all regions

and cities, and relatively to create equal emplayno@portunities for both sex.

Besides employment creation opportunity, the sgiatdirection of the GTP of Ethiopia has
taken MSE’s as a key of industrial development@amédsaged structural transformation of the
economy (MoFED, 2010). The annual Report of theeFgdMicro and Small Enterprises
Agency (2005) has shown that the years between 2003005 many or 1775 small
enterprises were promoted to medium level; andsttor also contributes more than the
expected plan of the sector i.e. 14 Billion and 8@ilion Birr from the local and foreign

market respectively contributes to the developroéthe country economy.
2.4. Rationale for Emphasizing MSE’s Development

Ethiopia is one of the least developed countrieglwhave a population growth rate 0f 2.79%,
the labor force (the employed and unemployed) loedirued to grow faster than what the
economy can gainfully and productively employ. Tierking age population stood at 54% of
the population in 2004/05, and is growing by akb@tmillion people per year, and out of the
33,088,792 economically active populations 1,653 ,@&8%6) are unemployed (CLEP, 2006).

Hence this requires serious attention and theopi#in government have introduced MSE’s
development strategy in order to reduce unemploymeumrently MSE'’s are the second
largest employment generating sector by employingenthan 1.3 million people all over the
country (Habtamu et al. 2013; CSA, 2007). Therefore of the major rationales focusing on
MSE'’s is that they are large employers of the Idbore and this makes them vital in handling

with the problems of unemployment and poverty.

The second rationale focused on MSEs is thalips to decentralize industries, to accelerate
rural development, and to restrict urban immigratiand the consequent problems of
overcrowding in the cities. In line with this thehibpian government has developed and

implementing Agriculture led Industrialization pofi focusing mainly on MSE’s as an
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implementing strategy (MoFED, 2010). Therefomicro and small enterprises play an
intermediate role in the development of large saieerprises and they enable to reduce
regional disparities through the creation of empient opportunities in the rural areas and

mobilize local resources more readily than largdesmdustries (Osotimehin, et al. 2012).

The other rationale focusing on micro and smalémarises is that it has contribution to add
value in the manufacturing sector and to the GERx@mestic Product (GDP) of the economy.
In addition, Micro and small enterprises (MSEs) éndveen found to have locational
flexibility. The study conducted by Uzor (2004) indi¢éied that MSE’s could be more eagerly
used to achieve industrial dispersal and regionallarite in economic development,

diversification of the industrial structure and thensformation of the rural economy.
2.5. The Role of MSE’s Support Institutions

Support institutions play key roles in creating tumditions for MSE’S developmems the

(United Nations Development Program [UNDP], 200@)strof e responsibility to MSE’s support
relies on government organizations, associationd agencies which are found at all
hierarchical levels and their commitment and degoféecooperation with the MSE’s

determines the success or failures of the enteris

Accordingly, the GFDRE (2011; 1997) has made ing8tihal arrangement such lelénistry of
Trade and Industry, Regional Bureau, Federal MSEel@ment Agency, Regional MSE
Development Agencies, or other similar designateghios at the local levels, and Business
Associations for MSE sector support programs andt stontrols in the use of funds. These
institutions have vital role for MSE’s development.

The Ministry of Trade and Industry has roles far trmulation of the country's industrial and
trade policies and strategies, defining the sizemiafo and small scale enterprises in order to
identify the right target groups for the right typé promotional support, the provision of
assistance to micro and small enterprises. ThedRagBureau also has the roles to develop
and promote the MSE sector, set criteria for piation of MSEs for support, to create
proper networking within business associationsioresy chambers, and other stakeholders to
strengthen the flow of information.
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Besides, Micro and Small Enterprises Developmeger&y with its respective hierarchies
has roles to provide human resource training ameldpment, information and consultancy,
facilitation, technical, marketing and promotiosajpport services to MSE’s owners/managers
to equip their managerial, technical and busineasagement skills. In order to solve the
problems related to finance; government organizedanfinance institutions have roles in

funding and providing technical financial suppat\sces (lbid).

In this regard, the data obtained from the sub{d8E’s office five years strategic plan (2006
to 2010) shows that support institutions such as gbb-city MSE’s, microfinance, land
management, and technical and vocational educafifices has tried to provide technical,
managerial, financial, and working premises adjestimvsupports based on their respective

roles indicated as follows.

Table2.2. Support to MSE’s provided by Akaki-Kality Sub-city (2004-2005)

Type of Support Unit Amount
Financial accessibility/loan/ Br 107,632,687
Market linkages created with others Br 158,527,164
Managerial training for MSE’s managers Trainees 831,
Technical and vocational training for owners Trame 5,963
Working premises/place preparation and distribution Sheds 327

Source: Akaki- Kality sub-city MSE'’s office five years (B802010) strategic plan

Even though these efforts have been made basedhednréspective roles by designated
institutions, performing their respective mandatgth maximum effort and commitment is
questionable. In relation to this, bureaucratic anflexible work Procedures, lack of
commitment and responsiveness, and unsuitable ategul issues are some of the

shortcomings associated with support institutidvisl(geta, 2011).
2.6. The Challenges on Micro and Small Enterprises

Even though micro and small enterprises have impbrtoles in economic development,
poverty alleviation, employment opportunity; thetexprises are critically challenged by

certain impeding factors to sustain with in thetsecThe research conducted by Bowen,
17



Morara andMureithi (2009) identified that in Kenya three oot five micro and small
businesses failed within the first few months okmgion due to competition, managerial
inefficiency, insecurity, debt collection, lack @forking capital and power interruptions,

political uncertainty, cost of materials, selldosy demand and restrictive by-laws.

The problem confronting MSE'’s appears to be simitarleast developed or developing
countries. However, the extent of the problemsegfiom country to country and industry to
industry; and it depends on firms’ characteris{i@semu and Adeyemi, 2011). Currently in
Ethiopia, there are many internal and externallehges such as lack of finance, lack of
working premise, lack of access to land, etc. fl&E’s in their operations and hinder their

growth (MUDC, 2013). These factors are reviewetbdsws.

2.6.1. Lack of Adequate Finance

Finance is one of the most important elements aryeeconomic activity; and access to finance will
provide start-up capital for the business as welfumds to meet operational costs and accelerated
economic growth. Even though its importance, thmartial constraints such #sck of adequate
investment capital, lack of sufficient loan, ineféint financial market in terms of facilitating &ncial
resources to the enterprises are the major obstétleloing business, and most micro and small
enterprises are highly risky ventures involving esgive administrative costs and lack the experience
in dealing with financial institutions (CLEP, 2006)

In relation to thismany surveys revealed that access to finance lasillentified as the most
important factor which determines the growth angtettspment of entrepreneurship, micro

and small business in developing countries (Kuleet@l., 2005).

According to Sacerdoti (2005) in Habtamu et al. 120 financial institutions such as
microfinance and the banking systems in Africa mo€ in a position in providing enough
financial support to the expansion of micro and Ismbasinesses. MUDC (2013) also
identified that Financing has become a principallleinge to micro and small scale enterprises
in Ethiopia. Furthermore, Sacerdoti (2005) in Hahieet al. (2013) found out those micro and
small scale enterprises in developing world facallehges in securing finance due to the

following major reasons.
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One of the reasons is that there are problemsfofnmation asymmetry between financial
institutions and MSE’s. This has made it diffictdt institutions to determine the real values
of micro and small businesses. Thus, the involveraéfinancial institutions in promotion of

micro and small enterprise through the provisionnéérmation, knowledge and skills play

key roles in accessing finance to the enterprig€@sinde, Iravo, Munene and Omayio, 2013).

The second reason is that entrepreneurs in dewgi@uuntries have limited access to capital
markets locally and internationally, partly duethe perception of high risk and high cost of
intermediation for firms. Consequently, entrepreseaaften cannot obtain long-term finance in
the form of debt and equity.

This leads micro and small businesses has resultedying on high costs of credit, relatively
high bank charges and fees and high collateralirements. According to MUDC (2013)
except City administrations and regional microficannstitutions, their savings and family
supports, banks in Ethiopia do not provide finaircéhe form of loan to micro and small
business due to collateral obligations and othguirement. Therefore, the development and
success of MSE'’s require finding the right meansaifessing adequate finance from reliable
financial institutions.

2.6.2. Lack of Working Premises

The development of MSE’s requires intensive effortsthe parts of government institutions.
In this regard, working premises are needed todukessed to facilitate the development of
MSE’s. While national policies play an importanteran the development of MSEs, targeted
interventions are much more effective to bring akouapid change in the growth of MSE’s
support services at the firm level. According te MSE’s development strategies of Ethiopia
MSE is one of the growth oriented sectors whichumeg maximum support from the

government, and among these Working premises wést lleasing price adjustment is the first
requirement and taken as mandatory to the governf@&bDRE, 1997 and 2011).

Accordingly, the three years performance repoMSEA (2005) shows that the government
has supplied 23,263,938 square kilometers landutidlibgs, sheds and displaying places to
the existing MSE’s. Although the efforts have taknthe government, working premise is
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one of the factors which impede the full scale enpéntation and growth of micro and small

scale enterprises (Habtamu, et al., 2013).

Furthermore, the survey conducted by MUDC (2018ntbout that lack of access to land is
the second ranked challenges of regional towngladnajor ones in Addis Ababa. Thus, the
problem requires attention to gain MSE’s expectedefiit; and the government and other
stakeholders should act on this factor to enhame@peration and growth of the MSE’s at the

national level in general and in Addis Ababa intigatar.
2.6.3. Lack of Managerial and Technical Skills

It is clear that micro and small scale enterpreesprivately owned and managed by owners.
The owners fail to realize the importance of mamnagskills for the success of the enterprises
may lead to failures of the enterprises. The problef MSE’s management arises from the
limited knowledge and ability of the owner or slage of competent staff to advice the owner
on management policies (Stephen and Wasiu, 2013).

Decision-making skills, sound management and adoaynpractices are very low in

developing countries MSE’s operatg®emu, and Adeyemi, 2011). In addition, the CLEP
(2006) revealed that lack of managerial skills e#m problems in production due to lack of
coordination of production process, and inabild@ytrioubleshoot failures on machinery and/or
equipment’s is a critical problem that MSEs arerfgcsince they cannot afford to employ
specialists in the fields of planning, finance adaninistration. Most MSE’s owners/managers
have limited education, and faced critical problemetated to the practice of modern

management techniques in their enterprises.
2.6.4. Lack of Adequate Market

Marketing knowledge is important for the promotignowth and development of Micro and

small enterprises. MSE’s operators require margetnowledge such as accessing and
acquiring information on business opportunitiesyeatising based on different media, and
ways of creating marketing linkage with other eptises. To this end, the sector needs
attention and commitment of individual owners, gowmeent officials and experts, chambers

and business associations.
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In this regard, the Ethiopian government has foatad MSE'’s strategies to ease marketing
challenges by creating inter-linkage mechanismb wiher institutions, providing training on
marketing, developing export support programs aratketing information center (MoTl,
1997).

However, market constraints and the inability tdl see products and services; lack of
adequate marketing channels, and lack of marketkiits are the problems to the starting of
business and further growth of the sector (MUDC,2MoFED, 2011). Thus, factors related
to marketing development and implementation mayehasgative effect on the success and

growth of micro and small enterprises in the sui-ci
2.6.5. Inadequacy of Infrastructure Facilities

Infrastructure facilities are mainly related to fv@vision of access roads, adequate water and
sewerage, power, and telecommunications which helgnhance and develop the full scale
operation of MSE’s. On the other hand, lacking sfadilities leads to malfunction of MSE’s
operation. In this regard, a research conducteDdyel (2012) stated that unfavorable roads,
power interruption, shortage of water, and inadbésgelecommunications are the major
challenges and without which primary, secondary #tlary production cannot function.
Therefore, Infrastructure facilities can be seebath a final good providing services directly
to consumers, and intermediate input that enter im¢ production function of other sectors

and raises the productivity of the factors employed

Furthermore, (Habtamu, et al. 2013), indicated tMBE’'s operating with available
infrastructure facilities has higher probability lohg live existence and growth as compared
to those MSE’s that are operating without adeqgurtastructures. The researchers also added
that electric power interruption and inadequateewatipply in Ethiopia was highly affected

the growth of the business.

The availability of infrastructure facilities isohonly significant to the operation of existing
firms but it also represents another constrainboth the choice of MSE’s opportunities and
the full scale operation of each respective eniszpilThe production as well as distribution of
MSE’s products depends vitally on the availabilég well as reliability of physical

infrastructure(Awura, 2006). Therefore, emphasis should be giviecesthe success or
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failures of MSE’s business growth and developmemqtetid on the availability and efficiency

of infrastructure utilization.
2.6.6. Erratic Supply of Raw Materials

Supply problems of MSE’s are issues related to asoeable access to raw materials and
quality services at affordable prices. Linking MSE> input suppliers, improving suppliers’
capacity and regular supply of quality information input supply sources have positive
effects on the success of MSE’s (Siva, 2012). AsIMIY2013) one of the major issue and
problems constraining to MSE’s development wastierrsupply of raw materials to the
sector. Therefore, this requires attention to #kevthe problems related to raw materials

availability and supply to the sector.
2.6.7. Regulatory Constraints

Regulatory issues such as registration and licghsind unreasonable government official
involvement and accessibility of rules and regolagi have impacts on the success or failure
of MSE’s. According to Dlitso, K., and Peter Q.0(®), high start-up costs for licensing and
registration requirements, cost of settling legédines and excessive delays in court

proceedings can impose excessive and unnecessdgnislon MSE'’s operations.

Even though registration and licensing helps M3B&’kave legality rights, and to reduce the
prevalence of informality in the economy, more ti&% of MSE’s in Addis Ababa haven't

registration license (MUDC, 2013). Therefore, regoity issues require continuous follow up
and monitoring activities to provide immediate sw@lns to regulatory constraints which affect

the operations of MSE’s in the study area.
2.7. National Strategies for the Development of MSE

Most micro and small scale enterprises in developingntas face critical constraints both at
the operation and start up level due lack of adeggavernment intervention and support by
setting appropriate strategies (UN, 2008). Theegfogovernment support in business
development services is critical for the succes®ISE’s operation. By recognizing this and

the contribution of MSE, the current Ethiopian goweent paid due attention to the
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promotion and development of MSE’s for they are omi@nt vehicles to address the
challenges of unemployment, economic growth andtydquthe country. To realize this, the
government has formulated a National MSE Developgnaeid Promotion Strategy in 1997
which guides a systematic approach to tackle tbblems and promote the growth of MSEs
(CLEP, 2006).

According to MoTI (1997), the primary objective this national MSE development strategy
has been to create enabling environment for MSB'addition to the primary objectives, the
strategy also has the specific objectives whichunte

» Facilitate economic growth and bring equitable depenent,

* Create long term jobs;

» Strengthen cooperation between MSEs;

* Provide the basis for medium and large scale emisep;

* Promote export and

» Balance preferential between MSEs and bigger entsg.

Although the national MSE’s strategy was developetlo97, the degree of recognition to the
sector with regards to job creation and the all@wiaof poverty were not sufficient, and there

were no regional MSE’s development agencies ur@d52 and this impedes to make the
strategy practical specially in delivering businels/elopment service for MSE operators
(Konjit, 2011). By considering such problems fatgdMSE’s operators since 2004/2005 the
government of Ethiopia established MSE’s develognagencies in all regions, and sub
branch offices at sub city, zone/district leveleeTMSE development strategy implemented all
over the country until 2010 and the system helpsugport a lot of MSE’s and thereby to

create job opportunity for the unemployed (lbid).

The second and latest micro and small enterprisgelopment strategy has developed in
2011in line with the Growth and Transformation P{&TP) of the country.The Strategy
included fresh group of target groups i.e. the ersity graduates to form cooperatives and
create their own jobs, to bring about the technickdgransfer and new corporate management
skills to the nation (GFDRE, 2011).
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According to MUDC (2013) the newly developed sgat also identified the three stages of
growth of micro and small enterprises, i.e., thartsip stage, the growth stage and the
maturity stage. Besides, the strategy helps teeserprises to receive directional support
services from government officials, professionald ather stakeholders. It also enables MSE
operators and actors to analyze the kinds of pnabI®MSE’s Face in these three different

growth stages in order to recommend solutions.

To conclude the review, MSE'’s in different courgreategorized and defined based on similar
criteria’s with a slight differences related to thembers of employees, the amount of
investment and the financial turn over in the actimg year due to their level of economic
environment. The sector has priority attention tugs rolein employing large employers of the
labor force to address the challenges of unemployment, economietly and equity in the
country with a mobility of some amount of investeiow skill manpower and minimum

level technology requirements.

Although the MSE’s has these opportunities, it blaallenges related with financing during
the initial and operation level, lack of workingepmises, infrastructure facilities, supply of raw
materials, market , managerial and technical swhsch affects the growth and the full scale

operation of the sector.

Thus, the sector requires thorough attention amdngiément by government officials and
professionals, owners of the MSE’s and other suppstitutions to play their respective roles
and responsibilities with commitment and responggs in ensuring sustainable growth and

development of the business.
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CHAPTER THREE
THE RESEARCH DESIGN AND METHODOLOGY

In order to analyze the practices and challengeM®E’s this research had designed an
appropriate research methodology. This chapterudsss procedures and activities under
taken, the study’s research design, sampling glyatguestionnaire development and data

collection, data processing and analysis and instni development.
3.1. The Research Procedures and Activities Undettan

The assessment and identification of challengeMI®Es from the three districts of Akaki -
Kality Sub-city encompasses many activities sucpraposal development, literature review,
research design, questionnaire development, déieciton, sampling procedures, visiting of
relevant offices and MSE'’s enterprises, selectibrparticipants, and test of validity and

reliability of instruments, data collection andalanalysis.
3.2. Research Design and Methodology

The research design enables the researcher to atievieasic research questions. According
to Saunders, Lewis and Thornhill (2009) showed tihat Choice of the research design
depend on the objectives of the study, the avaldata sources, the cost of obtaining the data
and the availability of time. The purpose of the&search is making assessment on the
challenges of MSE's to show the situation and teeha clear picture on phenomena by using
quantitative and qualitative data. Therefore, theearcher has employed descriptive survey
method because it fits to the purpose of the stalligws the collection of a large amount of
data by using questionnaires in an economical aag,it is comparatively easy to explain and
understand (Saunders et al, (2009). In additiofgadtiitates the collection of a considerable
amount of data quickly, efficiently and accuratéDso and Onen, (2005).

3.2.1. Sample and Sampling Techniques

Akaki- Kality sub-city was purposively selected amgahe ten sub- cities of Addis Ababa as
the study area for this research. The reason iglikaesearcher has lived in the sub-city since

1987 E.C and has a good exposure to the probletugirgg in the sub-city; and its proximity
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creates convenience to the researcher to get ageq@rmation and to collect data within a

short period of time.

The primary function of sampling strategy is tontiy the target population of the study
which enables to determine the sample size. Thgettapopulation of this study was
government initiated owners of MSE’s operating withkaki- Kality sub- city which are

registered by the government. In addition, the llaféicials and experts working in MSE
departments were considered as the target populafibis population is large, their
distributions across sectors have been diversetaidlists are not well organized. Thus, it
was not easy for the researcher to involve all thrget population in the study due to

problems related to time, finance and managemetheofesearch.

As Zikmund, Babin, Carr and Girrifin; (2010) not#dte researcher need not take the whole
population because the results of a good and rempa&Esve samples have the same
characteristics as the population as a whole. élethe researcher has decided to conduct the
research within three purposively selected distn@mely District one, four and seven which

have many MSE’s compared with other districts foumthe sub-city.

These districts have 115 MSE’s which constitutespulation of 734 owners/managers in the
construction (423), manufacturing (171) and sengeetors (140). The researcher employed
stratified and simple random sampling techniquelétermine the sample size of the study
since this sampling technique helps the researttheninimize sampling bias and creates
relatively homogeneous samples when dealing wighptbpulation. Therefore, samples were
taken from 30 MSE’s of which 17 construction, 7 mf@acturing and 6 service sectors. The
samples were computed by using the sample fornmfulasiurma (2000) in Nyabwanga, R.,

and Ojera, P., (2012); n=NC/(c"2+ (N-1) e"2) Where the sample size, N = the population,
c=the coefficient Variation (0.5), and e = levelpvécision (0.05). Thus, n=734* 0.5/ (0.5"2+

(734-1) 0.0572 which has a total of 89 sample redpats of managers/owners of MSE’s.
This sample wagroportionally distributed to each stratum ownees construction (51),

manufacturing (21) and service (17) owners. Thesgas are summarized in tables as follows.
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Table3.1. Population and Sample Size

Populatiol Sample
No. | Sector No. of MSE’s | Male | Femalt Total | Male | Femalt | Total
1 Construction | 59 330 93 423 38 13 51
2 Manufacturing 35 135 36 171 17 4 21
3 Service 21 78 62 140 9 8 17
Sum| 115 543 191 734 64 25 89

Furthermore, interviews were administered on threpda of 9 MSE’sowners/managers and
12 sub-city and districts MSE'’s officials and exger

3.2.2. Instruments of Data Gathering

The issues discussed in the review of literaturg te research questions were used as a
guideline for the development of in the questiormaln addition, some questions in the

questionnaire were taken from other sources (Adp&le).

The questionnaire that were designed, administareblused in the questionnaire are some
open and more close ended (multiple choice andriLikeale type) questions. The type of
scales used to measure the items on the questienisaicontinuous five scales ranging
strongly agree to strongly disagree. This helpsréisearcher to gather quantitative data from

owners/managers of MSE’s.

The questionnaire were designed both in English Aamtéiaric languages to MSE’s owners/
managers. This helps to create proper rapport andjain better responses from the
respondents of those who cannot clearly understaadEnglish language. In addition, to
enhance the willingness of the respondents to geothe information requested a pilot study
was conducted to refine and make clear the quewtiom before administering. Besides, to
make the study reliable and dependable semi- sredtinterview questions were designed
only in English to MSE’s owners/ managers, andllofficials and experts. The discussion on
the interview questions withurposefully selected owners/managers, and fullglired local
officials and experts were administered in Amharic.
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3.2.3. Sources of Data

Use of two or more independent sources of datadaia collection methods helps to
substantiate the findings in the study (Saundeed.£{2009). Therefore the study employed

both primary and secondary sources of data cablecti
I. Primary Sources

In order to answer the basic research questionst@ndalize the intended objectives; the
researcher gathered primary data from MSE’s opeydtoough questionnaire. Furthermore,
face-to-face interviews with selected MSE’s Opegtaand fully involved local MSE’s
officials and experts were undertaken. The intevvieethod of data collection provides an
opportunity of getting reliable data from the resgent. It also provides a chance to the
interviewer and interviewees in order to have Ibettéeraction, clarification of issues and
getting details on the questions and answers.

[I.  Secondary Sources

The study employed secondary data from the Fedé&it's Agency and sub- city offices
quarterly and yearly reports, rules and regulatiasfice manuals and MSE’s strategies.
Besides, books, journals, published and/or unpldtisresearch papers, government plan

documents were reviewed to make the research leekatnl dependable.
3.2.4.Method of Data Processing and Analysis

The study employed manual and computerized dataxepsing techniques. The data
processing activities such as editing, coding,sif&astion and tabulation of the collected data
were used. This helps to clean up and detect emwarssions in responses and the questions
are answered accurately and uniformly. Finally, ther data were ready for further data

analysis.

Data analysis is the application of reasoning tdewstand the data that have been gathered
from respondents; and the appropriate analyticdirigue of the analysis mainly determined
by the characteristics of the research design adature of the data gathered, (Saunders et

al. (2009). In line with this, the data collectedorh primary sources were tallied,
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systematically organized, tabulated and summaiizééms based on tables, graphs or charts.
The study also employed SPSS and Excel in analyhimgollected data. Descriptive statistics
such as percentage, mean and standard deviatiom twertools used to summarize and

analyze the data gathered from the respondentsl base
3.3. Reliability and Validity of Instruments

Reducing the possibility of getting the answer vgras possible by evaluating the reliability

and validity of data gathering instruments employethe study.
3.3.1.Reliability

Reliability is the extent to which data collectitethniques or analysis procedures will yield
consistent findings (Sunders, et.al, 2009). Enguttve reliability of the instrument is possible
through testing; and the reliability of a standaedi test is expressed as coefficients which
vary between -1 and +1 with the former reveal pgnegative reliability and the latter reveals
perfect positive reliability. The Cronbach’s alph@ue of 0.67 and above is acceptable and
taken as a good indication of reliability. In thissearch the likert scale questionnaires
responded by MSE’s owners/managers were testedanstimple of 30 MSE’s operators and
the Cronbach's alpha coefficient is 0.94. Hence instrument can be taken as highly reliable

to achieve its purposes.
3.3.2. Validity

According to Sunders, et al., (2009), validity e tsoundness or rationality; whether the
findings are really about what they appear to béherdegree to which results obtained from
the analysis of the data actually represents tlen@mena under studyhe validity of data

gathering instrument is confirmed by the abilitydawillingness of the respondents to provide
the information requested. In order to make thestjoenaires valid, relevant and objective to
the problem; it was properly commented by the salviand it also tested on available
respondents, and based on the issues which weneroyarly clear by the respondents were

corrected and refined.
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Lastly, the improved questionnaires were printagplidated and dispatched. The designed
guestionnaires can help to identify the main cingiés that affect the operation of MSE’s. It
also enables to address how these issues affedpération of MSE'’s in the study area.

Furthermore, the interviewed respondents can a@sbrm the validity of the questionnaires.
3.4. Ethical Considerations

All the research participants included in the stugye duly informed about the purpose of the
study and their willingness and agreement was edcbefore the beginning of filling the
questionnaire and conducting interview. Regardmegright to privacy of the respondents, the
study maintained the confidentiality of the ideptf each participant. In all cases, names are
kept confidential and collective names such as ‘thspondents,” the participants, the

interviewees etc., were used in the study.
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CHAPTER FOUR
DATA PRESENTATION, ANALYSIS AND INTERPRETATION

4.1. Introduction

This section discusses the results of the studgdas the research tools presented in
preceding sections of the report. The purpose if study is to assess the practices and
challenges of MSE’s in Akaki Kality sub-city. Dateere collected from the three districts
namely district one, four and seven MSE’s ownersagars based on guestionnaires and
interview. In addition, the sub- city and the dids MSE’s officials and experts had provided
their views through semi-structured interview ahig has helped the researcher to discuss the
issues concurrently.

For MSE’s owners/managers eighty nine questionsairere distributed across three districts;
of which 85 were returned. After editing 81(91%}pponses were successfully completed,
tallied and analyzed. Besides, interviews weredaocted with twelve sub-city and district

officials and nine MSE’s owners/ managers. Thealsthas employed SPSS and Excel in
analyzing the collected data. Percentages; mearstamdiard deviations have been used to
analyze the raw data. In order to make the analysisle by the reader and others tables and

pie charts are included.

For Likert Scale Questionnaire the Numbersfrom 1to 5 are Rated As.

1= Strongly Disagree 4 = Agree
2 = Disagree 5= Strongly Agree
3 =Not Sure

4.2. Characteristics of the Subjects

Characteristics of the respondents mainly focushendemographics of the respondents such

as sex, age, education, business sector and expesiandicated as follows.
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Table4.2. Demographics of the Respondents

Cumulative
No. Item Choices Counted| % %
1 Se» Male 59| 72.8 72.8
Female 22| 272 100
Total 81 100
2 Age 25 years and beloy 12| 14.8 14.8
26 to 30years 21| 259 40.7
31 to 35 yearg 31| 383 79.0
Above 35 years 17| 21.0 100
Total 81 100
3 Educatiol Grades 8 and belo 8 9.9 9.9
Grade 9to 12 23| 284 38.3
Tech and vocational, and Diploma 44| 54.3 92.6
First Degree and Above 6 7.4 100
Total 81 100
4 Respondents based cectol Construction 47| 58.0 58.0
Manufacturing 19| 235 81.5
Service 15 18.5 100
Total 81 100
5 Experienc 2 years and belov 17| 21.0 21.0
3 to 5 years 22 27.1 48.1
Above 5 years 42| 51.9 100
Total 81 100

Source Survey Questionnaire

4.2.1. Sex of the Respondents

As it is observed in the above table item 1, am®hgespondents, 59 (72.8%) were male and

22 (27.2%) represent female. This reveals thahendub city most of MSE’s activities are

carried out by men compared with its counterpartss can also confirm by the 2005 E.C

Federal Micro and small Enterprises Agency of Hildothree years bulletin report which

indicates that 58.2% of MSE’s operators in Addisabd and all other regions are male and

the 41. 2% were female. Thus, balancing this gabimproving the participation of women in

MSE'’s operation requires serious attention sineg tiave indispensable roles in bringing the

overall political, social and economic developmehtthe society. The difference between

male and female participants may be created byulieral and social influence of the society.
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Characterstics of Sex

Figure 1: Sex of the Respondents (Sourc8urvey Questionnaire)

4.2.2. Age of the Respondents

The same table above item 2 shows that 64 (79%)eofespondents fall within the ages of 35
years and below. This reveals that most youths Haeteer participation within MSE’s
activities and this can gives bright future for ttevelopment of the sectors and can reduce the
rate of youth unemployment if all the necessarypsupare given by respective support
institutions; Whiles the remaining 17 (21%) of tlespondents falls within the age category of
above 35years of age. The study indicates thaetierprises found in the study area have
diversified age group people; from this it is bedid that micro and small enterprises and its
owners in the study area has a good future andheifi to reduce unemployment and poverty

among the people in general and the youth in pdatic
4.2.3. Educational Level of the Respondents

Education is one of the factors that impact posiyivon growth of MSE’s and business men
with larger stocks of human capital, in terms otieation and (or) vocational training, are
better placed to adapt their enterprises to cotigtehanging business environments (King
and McGrath, 2002). The analyses of educationdtdracnd of the respondents are shown in
items 3 above indicates that 9.9% and 28.4% hatedreul grades eight and below, and nine
to twelve respectively. The rest 54.3% and 7.4%respondents has also technical and

vocational and diploma, and first degree and almoleational levels respectively.

Therefore, this helps MSE’s owners to deal witmpl#hat can lead to business growth like
keeping proper books of records, prepares busiplkess taking advocacy issues to support

their businesses and to look for more training @ow to improve their businesses. In
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addition, 28.4% of the respondents those who haeerslary education can manage their
business and able to keep some level of recordwedlsas making contact with other
stakeholders by acquiring some financial and tesdiniraining. Therefore, their level of
education may not be a factor of MSE’s failure.

%

= Grades 1lo 8

m Grades S to 12

Tech and Voc., and
NDiploma
54.3

W Degree and Above

Figure 2: Educational Level of the Respondents (Soce: Survey Questionnaire)

4.2.4. Respondents on Category of Sectors

As it is revealed in items 4 above, the sampledimere operating in three sectors. Most of
them 47 (58%) are engaged in construction folloiwedhanufacturing 19 (23.5%) and service
15 (18.5%). This division of MSEs by sector typesvibelieved to be helpful to study the type
of business ventures practiced in the study ardataaiso helps to have balanced information
to study the challenges faced MSE'’s by creating dgeneity among sample respondents
since firms in different sectors face different l&ages.
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Figure3: Category of MSE’s by Sectors (SourceSurvey Questionnaire)

4.2.5. Experience of the Respondents

Experiences related with funding finance and mamege, marketing, and management
positivelycontributes to the succes of the oveld8E’s operation, (Daniel, 2012). In this

regard, the above table in item 5 shows that ngj@&1.9%) of the respondents have an
experience of above five years. The rest 27.1% 2% of the respondents have also an
experience of 3 to 5 years, and 2 years and betspectively. From this data, someone can
conclude that majority of MSE’s owners have bettguereince and this contributes for future
sustainability, performance and expansion of theerprises. In addition, those enterprises
which have below five years experience requiresiohtg experiences from those who have
acquired better experiences.

4.3. Startup and Working Capital and Its Contribution

MSE’s obtain startup and working capital from diffet sources; and the capital also has
contributions to MSE’s owners and other employeesréating employment opportunity and
poverty alleviation.
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Table 4.3. Responses on Startup and Working Capit&ources and its Contributions

Cumulative
No. Item Choice Counted| % %
1 Have you had job before this Business? Yes | 26 321 321
No | 55 67.9 100
Total | 81 100
2 Amount of Startup and working Capital Less than 5000 Birr 22 27.2 27.2
Between 5000 t010,000Bifr 16 19.8 47.0
Above 10,000Birr| 43 53.0 100
Total | 81 100
3 | Source of tartug and working Personal savin¢ 13 16.1 16.1
capital Family | 10 12.3 27.0
Banks| 4 4.9 31.9
Microfinance | 54 66.7 100
Total | 81 100
4 | Average monthly income of own Less than 1000Birr 21 25.9 25.9
1000 to 20008Birr| 22 27.2 53.1
2001 to 3000Birr| 24 29.6 82.7
Above 3000Birr| 14 17.3 100
Total | 81 100
5 | Adequacy of the income to their lif Yes | 41 50.6 50.6
No | 40 494 100
Total | 81 100
6 | Advantages towners earned fror Able to learn| 8 9.9
this business Able to help family Able| 30 37.1 9.9
to Save Able to cover 4 4.9 47.0
costs| 39 48.1 51.9
Total | 81 100 100
7 Number of ownersnd employee 659 owners and
employed in sample sectors 229 employees
8 Employees average monthly sal Less than 1000 Birr100p34 | 42.1 42.1
to 2000 Birr| 18 222 64.3
2001 to 3000 27 33.3 97.6
Above 3000 Birr| 2 2.4 100
Total | 81 100

Source Survey Questionnaire

4.3.1. Responses on Employment Opportunity and Eammngs

Micro and small enterprises have a huge contributm the growth and development of
developing countries in terms of employment oppatyugeneration at a relatively low capital
cost (Stephen and Wasiu, 2013). The above tab®y @m1l indicates that most (69.7%) of
the respondents didn’t have job before the invoketmof this business due to different
reasons such as absence of job, active in schetlsand this study confirms 659 MSE'’s

sample owners and 229 employees have had an emghbypportunity within this business.
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Among this employment opportunity as observed engame table in items 4, 25.9%, 56.8%
and 17.3% MSE’s owners have earned an average paatlary of Birr below 1000, 1000 to
3000, and above 3000 respectively. Regarding thplagmes monthly income, the table
reveals that 42.1%, 55.5% and 2.4% of employeegl@ymrd in the sector have earned an
average monthly salary of Birr below 1000, 1008®00, and above 3000 respectively.

In addition, the sub-city MSE’s Office strategi@pldocument (2006 to 2010) confirms that
the years from 2001 to 2005 the sector has creéetdl (27,839 permanent and 17,652
temporary) employment opportunities.

As it is indicated in the same table items 5, 50@%he respondents’ income is adequate to
satisfy their needs. In the same table above, 4&fl%e subjects were able to cover their
expenses, and 37.1% able to help their familigges/ely. A small amount, 9.9% and 4.9%

of the respondents also can learn and save regglgcti

The study reveals that MSE’s in the study area laageeen light and good contribution in
employment opportunity creation and poverty allggia This means, if many people have
accessed employment opportunity, leads to incrées@come of participants, the per capita
income of the citizens, and the GDP developmerhefcountry. Therefore, owners, support
institutions and the society at large should prevgkrious attention based on the policy

directives.
4.3.2. Responses on Startup and Working Capital ands Sources

As it is obtained in the table above items 2, 53 M8E’s in the study area has started their
business above Birrl0, 000. The rest 27.2% and%d 98 MSE’s have also started their
business below Birr 5000, and 5,000 to 10,000 esmdy. Starting and doing own business
requires startup and working capital which obtaifieon different sources. In this regard,
majority (66.7%) of owners shows that the sourcestartup capital is obtained from
government sponsored microfinance institution. Thst, 16.6%, 12.3% and 4.9% were

financed from personal saving, family and bankpeetvely.

Besides, the result of interview also shows thaEM3n the study area uses informal sources
such as Iqub and Idir due to the inability to dgtihe credit needs of MSE’s by formal

financial institutions, and if it is possible, madtthe interviewees prefer informal sources due
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to its relatively rare requirement of collaterale@ such sources take place among parties with
intimate knowledge and trust of each other.

The study shows that MSE’s opportunity in accesstagup finance is mainly dependent on a
single source, i.e., microfinance institutions. s\sesult, the sector has shortage of finance to
satisfy the credit needs which helps the expams@hgrowth of MSE’s, engaging substantial
number of employees and/or generating more finhnesamurces. Therefore, accessing startup
and working finance to MSE’s requires serious ditbenin order to obtain significant
contribution from the sector.

4.4. Challenges Related to MSE’s Operations

Respondents were asked different questions basqdestionnaires and interview in line with
the challenges that influence MSE’s operation oBg&re analyzed here under.
Table4.4.1. Challenges Related to the Role of Suppénstitutions

Agreement Level
No. Item Sum | MN | SD

5 4 3 2 1

1 Support institutions provide adequate
assistance to MSE’s with their respective | 6 24 |9 31 11 |81 2791 1.22
roles
% | 74 | 29.6) 11.1 38.83 13/6100
2 Gov. officials have consistent monitoring
schedules to MSE’s 6 19 |1 36 (19 |81 2.46| 1.28

% | 74 | 235 12| 44.4 235100

3 Officials and experts search market for
MSE’s and they create market linkages 6 30 |6 34 |5 81 297 1.16
% |74 | 3700 74| 42.0 6.2 100

4 MSE's have got equal treatment of using
incentives given by the Gov. 7 20 | 4 29 |21 |81 2.54|1.34
% | 8.7 | 24.7) 49| 358 259100

5 Microfinance institution have provided
finance related technical/managerial suppart3 16 |5 48 |9 81 2.45| 1.04
% | 3.7 | 19.8/ 6.2| 59.3 11,0100

6 Support institutions have adjusted continugus
training and dev. Programs to MSE'’s 13 |31 |5 23 |9 81 3.19| 1.31
% | 16 38.3] 6.2 284 11.0100
7 Experience sharing program is scheduled
among MSE'’s. 4 14 |3 36 |24 |81 2.23| 1.19

% |49 | 17.3| 3.7 | 444 29.610C

Total | 2.6€ | 1.2Z

Source Survey Questionnaire
Key: MN = Mean  SD = Standard Deviation
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According to MoTl, (1997), the government of FDREhnits respective support institutions
has roles in promoting MSE’s by facilitating infragture, marketing, financing, establishing
monitoring and feedback systems, providing traingtg to realize the contribution of the
sector. In relation to this in Table 4.4.1 item1,9% (13.6% strongly disagree and 38.3%
disagree) of the respondents shows that suppdituiinens don’t provide adequate assistance
to MSE’s based on their respective roles. On therdtand, 37% (7.4 strongly agree and 29. 6
% agree) positively acknowledged the support ofitiséitutions, and the rest 11.1% neither
agree nor disagree on the role played by suppstitutions. The 2.79 and 1.22 MN and SD
respectively also reveal that the assistance gieeMSE'’s is below the expected central

average and coefficient variation of the distribati

The interviews obtained from the sub-city andrdisofficials and experts also strengthened
the questionnaire responses that MSE’s don’t aeqaitequate support due to shortage of

skilled and professional experts at both the stpasid district levels.

As the responses analyzed in the same table iterayity 67.9% (23.5% strongly disagree
and 44.4% disagree) of the respondents indicategthaernmenbfficials don’t have continuous
monitoring schedules to MSE'©On the other hand, 30.9% of the respondents aséiyay
acknowledged the existence of schedules set byrgment officials. The MN 2.46 and SD
1.28 also confirm that officials don’t have conergt monitoring schedules to MSE’s which

helps to address immediate problems.

With regard to market search and linkage creatiahicated in item 3, 48.2% (6.2 strongly
disagree and 42% disagree) of the respondentsisethedOfficials and experts couldn’t search
market andestablish adequate market linkage with othersth@rcontrary, 44.4% (7.4 strongly
agree and 37% agree) positively recognized effortsearching market and establishing
linkages; and the rest 7.4% of the respondentfiereigreed nor disagreed. Even though the
2.97 MN and 1.16 SD shows average efforts exerjedfficials and experts in searching

market and establishing market linkages, theeedsviation in satisfying the needs of MSE'’s.

Concerning incentives given by the government iaigid in the above table item 4, 61.7%
(25.9 strongly disagree and 35.8 disagree) of éspanses show that MSE's don’t get equal
treatment of using incentives given by the govermm®n the other hand, 33.4% (8.7 strongly
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agree and 24.7% agree) of the respondents replyyt8&‘s have received fair treatment, and
only 4.9% provide their neutral response. The aislof 2.54 and 1.34 MN and SD
respectively reveals that majority of MSE’s ownealsn’'t agree by the fairness of the
incentives given by government officials. Hencas ttequires attention in establishing fair

treatment mechanism which ensures the fairnesseasthnableness of the treatment.

In relation to finance related technical/managesiaport to MSE’s indicated in items 5, most
(70.3%) which is 59.3% strongly disagree and 11% efghrticipants’ response indicates that
microfinance institution couldn’t provide adequatsupport on finance related

technical/managerial matters. The rest 23.5% afd%b.of the respondents provide their
agreements and neutral responses respectively.2#te MN and 1.04 SD also helps to
conclude that the effort given by microfinance itgion on finance related

technical/managerial support to MSE’s couldn't Hatthe expectation of MSE’s owners. As

a result, this could be one of the challenges whifdct MSE'’s success.

With regard to support on providing training to @ss‘managers the sub-city has provided
training for 5,963 owners during the years 2004 3Ad05. As respondents confirmed that
54.3% (16% strongly agree and 38.3% agree) MSEesoftained adequate training from
support institutions. On the other hand, 39.5% 1% strongly disagree and 28.4% disagree)
shows that MSE’s didn’t acquire adequate trainirognf respective institutions. Even though
the mean 3.19 shows the level of support abovedh&al average and has a SD of 1.31, there

is a gap which needs further improvement.

As it is observed intem7, 74 % (29.6% strongly disagree and 44.4%giés shows that
support institutions don’t have scheduled expegesitaring program among MSEQ@n the
contrary, 22.2% (4.9 strongly agree and 17.3% agrvé¢he respondents acknowledged the
existence of scheduled experience sharing progfam.2.23MN and 1.19 SD also show the
gaps between the effort of support institutions #mal expectation of owners in relation to

experience sharing practices.

The above discussions related with support ingtitgtreveal that the total 2.66 MN and 1.22
SD reveals that sample MSE’s don’t obtain adeqaafgort from respective organizations.

Thus, lacking properexperience sharing activities, technical and manalgsupport related
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with financial matters, inability to solve immedgproblems based on continuous monitoring
activities and failure in providing fair treatmetdt MSE’s could be the challenges which
impedes the growth and expansion of MSE,s.

Table4.4.2. Challenges Related to Finance

Agreement Level

No Item 5 [4 [3 |2 |1 |Sum|[MN|SD
1 start up and working capital is easily
accessible 7 12 2 41 |19 |81 2.34|1.23
% | 8.€ | 14.€ | 2.E | 50.€ | 23.E | 10C

2 The loan obtained from financi

institution is adequate for my business | 4 11 2 46 |18 |81 2.22|1.09
operation
% | 4.€ |13.€ |2.E |56.€|22.z]10C
3 Borrowing money is possible without 5 4 1 37 34 81
collateral 1.87 | 1.08
% | 6.2 | 4.S 1.2 | 45.7 | 42 10C

4 The amount of interest rate paid

lending institution is reasonable 10 | 14 5 37 |15 |81 259|131
% | 12. | 17.2 | 6.2 |45.7 | 18.5E | 10C
3

5 The repayment period of loan is suitat
to payback the debt 8 14 11 |33 |15 |81 259 1.25
% | 9.€|17.2 | 13.€ | 40.7 | 18.5 | 100

Total | 2.32 | 1.1¢

Source: Survey Questionnaire
Although access to finance is crucial to carry BI8E’s business operation, expansion and
growth of any nation’s economy, problems relatedinance dominate all other constraints
(Ackah and Vuvor, 2011). Lack of finance, shortafj@access to credit, and high interest rates

of financial institutions lead to MSE's retardirtgetr expansion and growth (Ibid).

In this regard, the sub-city microfinance instanthas provided a loan of Br. 107,632, 687 in
2004 and 2005 years. Even though this amountaf leas been supplied by microfinance
institution, majority (74.1%) of the respondentdable 4.4.2 in item 1 confirm the difficulty

of obtaining startup and working capital to MSEAMOoNg the respondents, 23.4% (8.6%
strongly agree and 14.8% agree) shows that staridpvorking capital is easily accessible to

MSE’s, and only 2.5% of the respondents neitheeagor disagree.
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In addition, 2.34 MN and 1.23 SD reveal that MSHiave faced challenges to the
inaccessibility of finance. As it is indicated imetsame table the main source of finance was
dependent on microfinance institution. Besides, thsponse of the questionnaire and
interviews conducted from sub-city and districti@éls and experts, and MSE’s owners
confirm that obtaining adequate finance is diffidd MSE’s in general and new entrants in

particular due to the prior 20% compulsory savieguirement of the total loan size.

It is presented in item 2, 79% (22.2% strongly gisa and 56.8% disagree) of the responses
indicate that the loan size given by microfinare&eadequate to run the business. Only 18.5%
of the respondents show their positive agreememtgsoadequacy to run their business. In

addition to the inadequacy of the loan, 87.7% efrégspondents in items 3 which has 1.87 and

1.08 MN and SD respectively reveals loan is imgaesvithout saving or asset collateral.

Regarding this issue, interviews were conducteanfrgub-city and district officials and

experts, and MSE’s owners; and their responsengitrened the challenges related with the
loan that new entrants in to the sector shouldlifalftompulsory saving of 20 % based on the
total loan size, and this requirement hinders netkaats in general and the very poor people

in particular.

Concerning interest rates, the majority (64.2%)tleé responses shows the existence of
unreasonable interest rate. On the other hand,’2912.3% strongly agree and 17.3% agree)
shows its reasonableness. The rest 6.2% of theomdspts neither agree nor disagree.
Furthermore, the interviews also shows that theectiannual interest rate of loan taken from
microfinance institution is 10.5%; which is moreath1.5% and 2% in comparison with

commercial and development banks respectively.

In relation to the payback period of the debt, mgjoof the respondents which is 59.2 %
(18.5% strongly disagree and 40.7% disagree) revémd inconvenience of the payback
period. On the contrary, some of (27.2%) and @3.®©f the subjects provide their

agreements and neutrality respectively.

As the study shows there are finance related cigie which severely hinders sample MSE’s

operation. Based on the mean of observed varialtefiateral requirements (1.87),
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inadequacy of loan (2.22), and the difficulty otessing finance (2.34) are the major ranked

challenges followed by inconvenience of loan repaytperiod and high interest rate.

Table4.4.3. Challenges Related to Working Premises

No ltem Agreement Level
5 4 3 2 1 Sum | MN | SD
1 Working premises are adequate
operation 8 27 4 32 |11 |81 2.83|1.26
% | 8.€ | 33.c 4.¢ | 39.E|13.€ | 10C
2 Premises are adjusted based
MSE'’s growth level. 5 12 3 47 |14 |81 234|111
% | 6.2 | 14.¢ 3.7 | 58.C | 17.2 | 10C
3 Leasing cost is reasonable ¢ 14 | 33 4 24 6 81
affordable. 3.30 | 1.27
% | 17.4| 40.7 4.¢129.€ |74 |10C

Total | 2.82 | 1.21

Source: Survey Questionnaire

Working premise is one of the challenges which idepéhe full scale implementation and
growth of micro and small enterprises, and it is $kecond ranked problem in regional towns
and the major ones in Addis Ababa (MUDC, 2013)tdiation to this study, the sub-city has
provided 327 sheds which has approximately ranfioig of 36 to 120 sq. meters based on
the number of members and the nature of the efigegprAlthough these sheds are available to
the sector, majority (53.1%) which is (13.6 strgndisagree and 39.5% disagree) of the
respondents and the mean and standard deviati@r88fand 1.26 respectively confirm that
working premises are inadequate for their busimggsation. On the other side, 41.9% (8.6

strongly agree and 33.3% agree) of samples shoadbguacy of the premises.

In relation to premises adjustment based on MSE®vth level, most (75.3%) of the
participants, and the 2.34MN and1.11SD indicated pnemises aren’t adjusted based on their
growth levels. The interviews from MSE’s owners asfticials also found out that MSE’s
graduation from one level to the other has pradtiw@hout considering their premises, and
this hinders the full scale operation and expansiotine enterprises. The interviewees added
that due to shortage of premises currently thecstybeloesn’t allow working premises for

those new entrant groups of having less than tenbaes.
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The same table above in items 3, majority (58%hefparticipants and the 3.30 MN indicates
the reasonableness of the leasing cost of the pesmand 37% and 4.9% expressed their
disagreements and neutral responses respectivalyit & confirmed by interviews from
owners and officials the maximum leasing cost whHamd in the study area is Birr 400 per
month.
Hence, the inability to adjust premises based am ghowth levels of MSE’s and the
inadequacy of working premises may hinders opesatorutilizing the maximum resources
and expansion of the existing businesses.

Table4.4.4. Challenges Related to Marketing

Agreement Level

No. ltem 5 [4 [3 [2 |1 |Sum|MN |SD
1 MSE’s had short and long ter
marketing plan. 7 23 |4 36 |11 |81 2.741 1.25
% | 8.€ |28.4|4.C |44.F | 13.€|10C
2 Market linkages are created betwt
MSE'’s and other institutions. 7 30 |2 26 |16 |81 2.82|1.34
% |8.€ |37.C|2E |32.1|19.6|10C

3 MSEs have market clearly defin

market potential and customers. 4 17 |5 40 |15 |81 244 1.16
% |4.C |21.C|6.2 |49.2|18.E | 10C
4 MSE’s products are easily accessible
customers. 9 21 |6 36 |9 81 2.8111.25
% | 11.1]25.¢ | 7.5 |44.2£|11.1]10C
5 There is no intense market competit
among MSE’s 20 |32 |18 |9 2 81 3.72| 1.03

% 247 139.5 122211125 |100

6 Entry in the market is convenient | 7 30 2 26 16 81 2.40| 1.14
MSE'’s.

% |8.€ | 37.C|2E5 [3271]19.€]10C

7 MSE'’s vary their products to satisfy a
catch customers 6 10 |6 51
% |74 | 122 7.4 |63

81 2441 1.07
10C

©|m

«

Total | 2.76 | 1.17

Source: Survey Questionnaire
As it is observed item 1 above, 13.6% strongly glisa and 44.5% of disagree which is 58.1%
of the disagreement and the 2.74 mean results nglgtairom the distribution shows that
MSE’s don’t have short and long term marketing plaine other 37% (8.6 % strongly agree
and 28.4% agree) reveals the existence of markptarg and the rest 4.9% of the respondents
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are not sure to provide their responses. In additiois is also supported by MSE’s owner’s
interviews that most of the enterprises don’t henagket plan due to lack of knowledge and

skills related with managerial functions.

Regarding the created market linkages between M@B& others, 51.9% the responses
indicates that market linkages among MES’s andrstheen’t properly done The other 45.6%
(8.6% strongly and 37% agree) of participants esged their agreements, and only, 2.5% of

the participants couldn’t provide their agreement'slisagreement’s.

Even though majority of the questionnaire responsesals the none existence of market
linkages, the interview responses and secondaricsalocuments of officials reveals that
market linkages are created among MSE’s. Accordmnghe strategic plan of the sub-city
MSE'’s office, in the years 2004 and 2005 MSE’s hgetBirr 158,527,164 from the created
market linkage. Despite managers/owners also confirat MSE'’s related to construction
sectors has tried to create market linkages withig\d\baba City Administration Housing
Development Agency, the diversification of the kgles, and attention to other sectors are

questionable.

In relation to market potential and customer idesgtion, 67% of the disagreements which
encompasses 18.5% strongly disagree and 49.4%safjreie shows that MSE’s don't have
clearly identified market potential and customé\s.it is confirmed by the interview except

those the government has created the linkages, $1&€e challenges due to the doubtful
attitudes of the community towards the quality ofqucts. Some of the respondents (25.9%)
acknowledged the availability of market potentialdacustomers. The rest 6.2% couldn’t

forward their responses either positively or neggyi

As observed in item4, 55.5% of the respondentse@hat MSE’s products are inaccessible
to their customers. On the other hand, 37% of #@spaondents agreed on the possibility of
accessing the products to their customers, and @6 of the respondents provided their

neutral responses.

Concerning market competition, 64.2% of the respsrshow the none-existence of intense
market competition, and 22.2% of the respondenthereagree nor disagree. Only 13.6% of

the respondents accept the existence of intensketmeompetition. Interviews from MSE’s
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owners/ mangers also ensure that competition isas@uch a challenge which hinders their

operation.

In the table above in item 6, 51.9% (19.8% stromdjsagree and 32.1% disagree) of the
responses confirm that market entry is not converie MSE’s. On the other hand, 45.6 % of
the respondents reveal the convenience of markeg,eand only 2.5% shows their neutral
responses. The interviews from MSE’s owners, afdcsty and district officials and experts
indicate that the difficulty to market entry is atdd with the negative attitude of the
community towards the quality of products, the cessibility of market near to the

production site and lack of product display areasauses.

With regard to product differentiation, 73.9% o€&tanswers show that the enterprises do not
produce various products to satisfy and catch costs. Only 19.7% of the respondent’s
response indicates the effort of MSE’s in produdiferentiated products to satisfy and catch
their customers. The interviewed individuals angdethat even though some manufacturing
enterprises those involved in metal and wood woidkee tried to apply differentiation, most
enterprises found in the construction sector ardeguby the interest of the government and

hence differentiation were not the focus of sudegmises.

Marketing knowledge is important for the promotignowth and development of Micro and
small enterprises. However, market constraints #ued inability to sell the products and
services; lack of adequate marketing channels, dhcharketing skills and inability to create
market linkages are the problems to the startingusiness and further growth of the sector
(MUDC, 2013; MoFED, 2011).

As the study discussed and the 2.76 MN and 1.1Z€@&firm that most of micro and small
enterprises don’'t have short and long term margapian, fully addressed market linkage’s,
clearly defined customers, means of product adeéisgiand differentiated products to make
loyal to their customers. There is also a challetegenarket entry related with the negative
attitude of the community towards the quality obgucts. Therefore, such problems may have

an impact on the proper development and operafisaraple MSE's.
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Table4.4.5. Challenges Related to Managerial and Tenical skills

Agreement Level

No. Item 5 4 3 [2 1 |Sum|MN |SD
1 MSE'’s managers/owners ha
managerial knowledge and skills. 7 18 3 43 10 81 261 |1.21
% | 8.€ 22.z | 3.7 |53.1 |12.2 |10C
2 | Managers are designated based| on
their managerial skills. 4 15 |8 |41 |13 |81 |245 111

% | 4.€ 18.5 | 9.€ | 50.€ |16 10C

3 MSE'’s have written work plan. 5 16 6 47 7 81 2.56 | 1.09
% | 6.2 19.¢ | 7.4 | 58 8.€ 10C

4 Monitoring and evaluation program
is clearly scheduled and practiced| 5 28
% | 6.2 34.¢

38
£ 146.C

81 2.80 | 1.19
.S 10C

2
2

5 | MSE's managers/owners haye
access to get better managefidl 5 |7 |30 |22 |81 |244 130
knowledge.

% | 8.€ 185 | 8.€ | 37.C |27.2 | 100

Total | 2.57 | 1.18

Source Survey Questionnaire

According to CLEP (2006), lack of managerial skiflsch as lack of coordination of the
production process, and inability to handle trosbtet failures on machinery and/or
equipment’s is a critical problem that MSEs arerfgcsince they cannot afford to employ

specialists in the fields of planning, finance addhninistration.

In relation to managerial knowledge and technikdlssof MSE’s managers table4.4.5 in item
1, 65.4% (12.3% strongly disagree and 53.1% digggoé the respondents express that
managers/owners don’t have adequate manageriall&dges and skills. This also confirmed
by the interviews that most of MSE'’s failures amdpbuts are related with the inability of
managing the groups, financial matters, raw mdteraad other resources. According to the
positive responses of 8.6 % strongly agree and%2&ree (30.8%), managers have
managerial and technical skills in order to leagirtbusiness. only 3.7 % of the respondents

were not sure to show their position.

As it is observed in the above table in item 2666 of the respondents show that managerial

position of MSE’s aren’t assigned based on theinagarial knowledge and skills. Interview
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responses from officials and experts, and MSE’se/also confirm owners don’t provide

attention to their managers and other managememtis’ assignment; and even the owners
may not be well known each other. The other 23.4%% strongly agree and 18.5% agree) of
the respondents reply that their managers assignisi@ased on their managerial knowledge

and skills. Few (9.9%) of the respondents weresnod to provide their responses.

Concerning the existence of written work plan, 6.6f the responses reveal that MSE’s
haven’'t written work plan. Furthermore, during tlime of the enterprises visiting the
researcher has tried to observe the offices of M3IEd asked them to show their work plan
and other documents but except daily attendancesvoérs and employees no one of them
can have a written work plan which placed in thaiemises. Although majority of the
respondents and interviews confirm the none existesf written work plan, 35% of the
respondents show the existence of their work pdanal the other 7.4% of the respondents

provide their neutral responses.

With regard to monitoring and evaluation, 9.9% tbsgly disagree and 46.9% disagree
which is a majority (56.8%) of subjects reveal thla¢ target group don’t have clearly

scheduled and applicable monitoring and evalugirmgram. Among the respondents, 40.8%
(6.2% strongly agree and 34.6% of agree) indicBte®xistence of scheduled monitoring and
evaluation programs. A few, 2.5% of respondentsewezutral in providing their responses.

Besides, the interview responses obtained fronciaff and experts, and MSE’s owners show
that managers don’t have scheduled consistentwalle and evaluation practices to alleviate

immediate observable problems.

As it is indicated in items 5, majority (64.2%) tie participants indicates that MSE’s
managers haven't access to get better manageoall&dge. On the other hand, 27.1% of the
respondents confirm the existence of opportuntbesbtain managerial knowledge and skills;
and the rest 8.6% shows their neutral responsesettrr, secondary source documents
confirm that support institutions which are foundthe sub-city has provided managerial

training for 1,831 MSE’s owners to strengthen timeamagerial and technical skills.

Despite the efforts has made to improve the MSEanagerial knowledge and skills,
Majority of the respondents percentages and thearokaach item, and the total mean of 2.57

shows that MSE’s have problems in acquiring bettemagerial knowledge and skills,
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managerial designations, and preparing their owrkystan. Hence, such problems may have
negative effect on the success and further expamdiSE’s.

Table4.4.6. Challenges Related to Infrastructure Falities

Agreement Level
4 3 |2 1 |Sum|MN |SD

No. Item

1 | There is no continuous electric pow
interruptions 37 |36 |81 1.79 | 1.00

45.7 | 44.5 | 10C

%

«0
w
~I
[N
N

2 | Sufficient water supply is available
your working premises

S INEN RIS
w
[ERN

1 4 35 |32 |81 201 |1.22
%[ 111 |1z |4.€]43.5]39.5|10C

3 | Sufficient and quick transportation (is
available. 6 13 |3 |32 |27 |81 2.24 | 1.27
3

% | 7.4 16.1 | 3.7 | 39.£ | 33.2 | 10C

4 | Appropriate dry waste and sewerage
system is available 3 4 2 30 |42 |81 1.71 | 1.00

% | 3.7 4.¢ |25 | 37.C]51.¢]10C

Total | 1.93 | 1.12

Source: Survey Questionnaire

The result presented in the above table showsuthatailability of dry waste and sewerage
system, power interruption, inadequate water sypghyg inconvenience of working site for
transportation access are the major challengesabatMSE’s operation in the study area.

As it observed in item1, 90.2% (44.4% strongly disg and 45.7% disagree) of the responses
confirm that existence of electric power interropg8. Only 8.6% (4.9% strongly agree and
3.7% agree) of the subjects confirm the none-extgt®f electric power interruptions, and the
rest 1.2% of the respondents provide neutral resgnin addition, the mean 1.79 and the
standard deviation 1.0 reveal that most respondgnSE’s are influenced by electric power

interruption next to unavailability of dry wastedasewerage system.

Regarding the sufficiency of adequate water supplytem 2, majority (82.8%) of the

respondents shows that MSE’s don’t obtain adeqwater supply. Among the respondents,
only 12.3% and 4.3% responses confirm the avaitglof adequate water supply and neutral
responses respectively. Besides, the mean 2.01thdthtandard deviation of 1.22 reveals that

majority of the respondents are agreed on theficgricy of water supply in the study area.
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In relation to transportation indicated in item2.8% (33.3% strongly disagree and 39.5%
disagree) of the participants reply that the wagksite is not convenient for accessing
adequate and quick transportation. Among the regpas, 23.5% (7.4% strongly agree and
16.1% agree) MSE'’s indicates that the working Eteonvenient for transportation access,

and 3.7% neither agree nor disagree.

Concerning the issues relate with dry waste anckssye system, 51.9% strongly disagree and
37% disagree which is 88.9% of the disagreememwshhat unavailability of dry waste and

sewerage system is the first ranked challenge arttengariables with infrastructure facilities.

In addition, the questionnaire responses are stggpdny the interviewees from MSE owners
and the sub-city and district officials that undadaility of appropriate dry waste and sewerage
system, power interruption, inadequate water sygpig poor transportation facility near the

working site are the major impeding factors for fink scale implementation of MSE’s.

From this discussion and the total mean 1.93 ineécan table above, poor infrastructure facilityltb

be one of the major challenges which inhibits tkistence and further expansion of MSE'’s.

Table4.4.7. Challenges Related to Raw Materials Sply

Agreement Level
ltem 5 4 3 2 1 Sum| MN | SD
No.
1 Production raw materials are adequa
available 5 35 |5 24 112 |81 |296 |1.25
% | 6.2 | 43.2 | 6.2 | 29.€ | 14.¢ | 10C
2 MSE’s and production input suppliers cre
Linkages. 5 28 |7 26 |15 |81 |278 |1.27
% | 6.2 | 34.€ | 8.€ | 32.1 | 18.5 | 10C
3 The raw materialssupply don't have
bureaucratic influence. 5 9 3 38 |26 |81 |212 |1.16
% | 6.2 | 11.1 | 3.7 | 46.€ | 32.1 | 10C
Total 2.62 | 1.22

Source: Survey Questionnaire
In relation to production raw materials availalili49.4 % (6.2 strongly agree and 43.2% agree)
agreements reveals that production raw materiadeasjuately available to MSE’s. On the other hand,
44.4% (14.8% strongly disagree and 29.6% disagoéehe responses shows the inadequacy of

production raw materials and the rest 6.2% haveure response. The mea®6 confirms that the

50



availability and adequacy of production raw materta MSE'’s has deviation to the maximum value
of the likert scale.

In the same table above in item2, majority (50.686)the respondents indicate that MSE’'s and
production input suppliers couldn’t make linkagés the contrary, 40.8% indicates the existence of

linkages, and the rest 8.6 % neither agree nogrisa

Even though the interviewees of sub-city and distfficials witnessed that production input supi
and MSE’s have proper linkages, owners/managerkicowagree by the created linkages since the
linkage is mainly created between the constructiector and the Addis Ababa city Administration
Housing Development Agency in supplying cement. ewsfmanagers interviewees also show that
their construction production capacity is highlypdadent on the effectiveness of the agency, itheif
agency requires more production output, it suppliese cement to MSE’s and have more production
outputs; if not the result is vice versa. Besidbs, interviewees added that MSE’s which produce
bricks couldn’t produce and sale their productiatheut the above government agency.

As it is observed in items 3, 79% of the resporgleonfirm the existence of bureaucratic influence i
the area of supplying production inputs. Only 17.8&6 3.7% participants provide their positive and
neutral responses respectively. Furthermore, tiegviews from officials and MSE’s owners show that
bureaucratic influence related with supplying cettaking the final product from the productioresit
and payment adjustment can be taken as the chefleridISE’s.

Although some efforts have been made to creatadiek between MSE’s and production raw material
suppliers, inability to creating linkages and segvall sectors, and bureaucratic influence seetreto
the challenges which affects MSE’s operation.

Table4.4.8. Challenges Related to Regulatory Issues

Agreement Level
No. Item 5 4 3 2 1 Sum | MN SD

1 The tax levied on my business is reasonable
13 30 6 22 10 81 3.17 | 1.33

% | 16.0 | 37.1 74| 2720 123 100

2 Bureaucracy is not a bottleneck in registration
and licensing 18 40 2 14 7 81 3.59 | 1.25
% | 22.2 | 49.4 25| 17.3 8.6 100
3 There is no unreasonable government officjals
involvement 15 40 6 13 7 81 353|121

% | 185 | 495 74| 16.0 8.6 100

4 Rules and regulations are easily accessible2® 32 3 13 11 81 350 1.39
MSE'’s.

% | 27.2 | 395 3.7/ 16.0 13.6 100

Total | 3.44 | 1.29

Source Survey Questionnaire
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Regarding regulatory issues identified in tablevabo items 1, 53.1% of the respondents
indicate that the reasonableness of the tax lesretMSE’s, and 7.4% also neither agree nor
disagree. On the other hand, 39.5 %( 12.3% styatighgree and 27.2% disagree) shows that

unreasonable taxation could be a challenge to M&iésation.

In relation to acquiring registration and licensiragmong the respondents 71.6% (22.2%
strongly agree and 49.4% agree) indicates bureeyigsaa challenge to register and acquire
license which helps to start new business and pi®rtite existing ones. On the contrary,
some 25.9% (8.6% strongly disagree and 17.3% deqgrarticipants reply that bureaucracy
is not a bottle neck to acquire a license, andebe2.5% neither disagree nor agree.

The interview results from officials and MSE’s ogirs confirms that bureaucratic decisions
such as 20% of compulsory saving prior to obtaifogn and a requirement having ten and
above members to establish a group prior to registr and licensing is one of the main

challenges to MSE’s in general and new entranfaiticular; and those who has less than ten

members couldn’t have the right to get premises.

Moreover, the interviewees agree that bureaucidgitsion adversely impedes the policy
objectives; creating employment opportunity, poyeeduction, and overall economic growth.
In the same table items 3 indicated above, 68%%&trongly agree and 49.5% agree) of the
participants show that government officials invehent couldn’t take as a challenge, and the
other 7.4% also provides their neutral respongeseither disagree nor agree. On the other
hand, 24.6% (8.6 strongly disagree and 16% disage»eals the existence of unreasonable

government officials involvement on MSE’s operation

The interview results obtained from governmentoddfs and experts, and MSE’s owners
indicate contradicting views on the involvemengof/ernment officials. MSE’s owners show
that government officials have unreasonable involknet on political and economic matters.
On the other hand, officials and experts reveat tha involvement is mainly focus on
strengthen MSE’s and to play their roles in thenetoic agenda of the sectors. Hence, in
order to confirm this contradicting ideas requitettier investigation and identification by

those who have interest on this matter.
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Concerning rules and regulations accessibility t8E¥%, 66.7% of the respondents provide
their agreement responses, and 3.7% neither agr@edisagreed. The other 29.6% of the
participants indicate inaccessibility of the madtsyiand directives to respective MSE'’s.

Even though the above discussion and analysis galithe issues show somehow positive
efforts have exhibited compared with the otherassdiscussed above, there are challenges
related to preconditions to have registration aiednking, and unreasonable government
official involvement which have impacts on the ssexof MSE'’s.

4.5. Comparison of Major Challenges

Although all issues related to support institutiofisancial, working premises, marketing,
managerial and technical skills, infrastructurelfées, supply of raw materials and regularity
have its own effect on the success or failure oE\8Sthis does not necessarily mean that all
issues have equal influence on MSE’s operationusTlhe table below ranks the level of
influence of the major issues discussed before.

Table4.5.Comparison of Major Challenges

Agreement Level

No. Item 5 4 3 2 1 Sum | MN | SD Rank
1 Challenges related to support 81
institutions 21 28 11 19 2 3.58 [ 1.18 | 6"
% | 25.8 | 34.6| 13.6) 235 25 100
2 Challenges related to finance 29 32 4 11 5| 81
% | 35.8 | 39.5| 4.9 13.§ 6.2 100| 3.85 | 1.22 | 2™
3 Challenges related to working premises

23 36 |9 9 4 81 3.80 | 1.12 | 4"
% | 28.4 | 44.4| 11.1] 111 49| 100

4 Challenges related to market 15 42 8 12 4| 81
% | 185 | 51.9] 9.9 [ 148 4.9[ 100|3.64 |[1.09 |5"
5 Challenges related to managerial and
technical skills 33 21 6 20 1 81 3.80 | 1.25 | 3"
% | 40.7 | 25.9| 7.4 2477 1.2] 100
6 Challenges related to infrastructure
facilities 48 12 5 10 6 81 4.06 | 1.35 | 1
% | 59.3 | 14.8| 6.2 123 74 100
7 Challenges related to supply of raw
materials 11 29 13 25 3 81 3.24 [ 114 | 7"
% | 13.6 | 35.8| 16.0f 30.9 3.7 100
8 Challenges related to regularity 12 21 2( 19 9| 81

rd
% | 14.€ | 25.C | 24.7 | 23E | 111 |10c | 310|124 |8

Source: Survey Questionnaire
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As it can be observed in the table above, the sseelated to infrastructure facilities, financial,
and managerial and technical skills have greatdffience on sample MSE’s operation;
followed by working premises, marketing, suppostitutions, supply of raw materials and
regularity issues. This means problems relatednfoastructure facilities, financial, and
managerial and technical skills are ranked theethmost challenges that affect MSE’s
operation. This finding is supported by MUDC (2018)d Habtamu et al. (2013) whose
studies identified that inadequate finance, infragtire facilities and working premises
leveled as the main constraints of most MSE'’s.

Hence, infrastructure facilities, finance, managleand technical skills and working premises
may impede MSE'’s operation in the study area.
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CHAPTER FIVE

SUMMARY OF FINDINGS, CONCLUSIONS AND
RECOMMENDATIONS

In this chapter summary of the findings, conclusi@and recommendations are presented.
Based on the purpose of the study and findingslasimns and recommendations are made.
The recommendations are mainly related with supjpstitutions or government bodies, and

MSE’s owners.
5.1. Summary of the Findings

The main objective of the study was to analyze dhellenges of micro and small-scale
enterprises. In line with this, the study has idievtt the following findings.

Majority (72.8%) of MSE’s owners and the activitiesthe sub city are carried out by men;
and 79% of the study samples fall within the agategory of 35 years and below.

About 61.7% of the participants have an educatiteadl of above technical and vocational,
and 58% of MSE’s owners have been engaged in th&trewtion sector, and 51.9% of owners

have above five years.experience.

Most (69.7%) of the MSE’s owners didn’'t have joldfdse of this business, and among the
owners 56.8% have earned an average monthly sai&iyr 1000 to 3000.

Majority (53%) of MSE's are started their busines®ve Birrl0, 000; and 66.7% of owners
obtained the startup capital from government sp@tsmicrofinance institution.

As each item and the total 2.66 mean of the iseelaged with support institutions show that
majority of MSE’s lack obtaining proper experiensbaring activities, technical and
managerial support related with financial mattets)ity to solve immediate problems based
on continuous monitoring activities and equal wreait of using incentives given by the

government.

As the individual, and total mean (2.32) revealssimiISE’s faced by the major ranked

finance related challenges such as collateral reougnts (1.87MN), inadequacy of loan
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(2.22MN), and the difficulty of accessing financ234MN) followed by inconvenience of

loan repayment period and high interest rate whelerely hinders MSE’s operation.

Most (75.3%) of MSE’s owners reveal that MSE’s graiibn from one level to the other has
implanted without considering their premises, anid hinders the full scale operation and
expansion of the enterprises; working premisesmbaow for those new entrant groups of

having less than ten members.

Majority MSE’s don’'t have short and long term mdnkg plan, fully addressed market
linkage’s, clearly defined customers, means of pebdaccessibility and differentiated
products to make loyal to their customers; anddrdasy challenges related with the negative

attitude of the community towards the quality abghucts.

Majority of the respondents’ percentages and thamw each item, and the total mean of
2.57 shows that MSE’s have faced challenges iniangubetter managerial knowledge and

skills, managerial designations, and preparing then work plan.

Almost all of the respondents show that unavaiigbdf appropriate dry waste and sewerage
system, power interruption, inadequate water sy@pig poor transportation facility near the
working site are the critical influencing factos the full scale implementation of MSE’s.

Majority (79%) of the respondents indicates exisgéenf bureaucratic influence in supplying
production inputs, and (50.6%) of the respondemdécate that MSE’s and production input

suppliers couldn’t create linkages.

Majority of the respondents reveals that new emsrdrave faced challenges related with
preconditions to have registration and licensingd ainreasonable government official
involvement which influences on the success of MSE’

As it is compared infrastructure facilities, fingalc and managerial and technical skills are
ranked the three most challenges that affect M&pgé&sation; followed by working premises,

marketing, support institutions, supply of raw nnizle and regularity issues.
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5.2. Conclusions

This study was carried in Akaki-Kality sub-city Wwithe purpose of assessing the practices and
challenges faced MSE’s operators engaged in diffexetivities. The study has tried to see the
demographics of the study participants such asséxecomposition, age category, level of
education and experiences. Specifically, MSE’stgpaand working capital and its sources,

contributions to owners and employees, and thderiggs faced to MSE’s operation.

As the samples revealed that the involvement ofemah MSE’s activities is more than
females; and balancing this gap and improving theigpation of women would have
indispensable roles in benefiting women, bringingtgal, social and economic development
of the society. Majority of the study participamtere youths which give bright future for the
development of the sectors and reduce youth ungmmant. Most of the study group have
technical and vocational, diploma, and first degre@ above educational levels which enables
MSE’s in keeping proper books of records, prepatesness plan, taking advocacy issues and
to look for more training programs. MSE’s in thadt area provides employment opportunity
to owners and employees, and helps them to incteageper capita income and able to help

their families.

The main sources of startup capital for most san&E’s happened to be microfinance
institution followed by a few amount of personalisgs and family. This single formal
financial institution couldn’t satisfy the credieeds of MSE’s. Even though the sector has
huge contributions to the community, finance relatactors such as difficulty of accessing
finance, high collateral requirements and inadeguddoan are the major ranked challenges
followed by inconvenience of loan payback period aigh interest rate severely hinders most

sample MSE’s operation.

Despite governmental support institutions organioeprovide adequate support to MSEs, the
extent of support obtained from samples was foondet low compared with their respective
roles. The institutions couldn’t provide proper expnce sharing activities, technical and
managerial support related with financial mattsgddye MSE’s immediate problems based on
continuous monitoring activities, and couldn’t pid&equal treatment of using incentives given

by the governmenbased on their respective roles due to lack of cimmemt, shortage of
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skilled and professional experts at the sub-citgt district levels. Inability to prepare and
distribute working premises based on MSE’s gradmafrom one level to the other, and
failure to provide premise to new entrant groupbaifing less than ten members are the major
problems related to working premises which hindeesfull scale operation and expansion of
Sample MSE'’s in the study area.

Marketing factors such as absence of short and teng marketing plan, fully addressed
market linkages, clearly defined customers, ingbilb produce differentiated products, and
the negative attitude of the community in line wipnoducts quality are the identified
problems. The other main problems identified relate managerial and technical skills
include lack of opportunity in acquiring better nagerial knowledge and skills, providing

poor attention for managerial designations, andraito prepare their own work plan.

Among the deterring factors; Poor infrastructur@liites include unavailability of appropriate
dry waste and sewerage system, continuous powaruption, inadequate water supply, and
poor transportation facility near the working séee the major and first ranked impeding
problems for the full scale implementation of saenMISE’s in the study area. Besides,
inability to create linkages between MSE’s and paithn raw material suppliers and
bureaucratic influence on production input supply the problems observed in the sample
area. Regulatory issues such as preconditions t@ hagistration and licensing and

unreasonable government officials’ involvement afects the success of sample MSE'’s.

Finally, the study has identified the extent of timfluence of variables which highly
influenced sample MSE’s operation. Challenges edldb infrastructure facilities, financial,
managerial and technical skills and working presiigsesre found to be largely pressing.
Specifically, problems related to infrastructureciliies, financial, and managerial and
technical skills, and working premises were ranksdthe four most impeding factors that

affect sample MSE’s operation compared to othellehges.
5.3. Limitations of the Study

This research has encountered certain limitatiamghg the course of conducting the study.
One of the difficulties encountered was the datamsistency between what is reported by the

MSE’s owners and officials. The other difficultitced, some respondents were reluctant to
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spare their time to fill the necessary data, and ttudisclosing information may lead to
negative effect on their business. This limitatieas, however, resolved in dealing with and

developing friendly relationship with and gainimgdt from MSE’s owners.

It must be noted that the research only has covthiedhree selected districts namely district
one, four and seven. Hence, care should be takegerteralize the findings of this study to

MSE'’s operating in other districts and elsewhere.
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5.4. Recommendations

Taking measures to alleviate the challenges fac&E'S operation is crucial. Thus, in line
with the findings and conclusions of the study oig#d from the samples, the

recommendations are forwarded as follows.

1. The involvement of women in MSE’s operation is loempared to men. So, emphasis
should be given for women to have equal accesbtaong their own income and to
contribute their roles to the economy at large.

2. As the study reveals government organized suppatitutions have indispensible
roles to promote MSE’s operation. Therefore, afpmrt institutions should create
integration by rules and regulations based on combuard to provide uniform, fair
and immediate managerial and technical supportr@md¢ial, managerial, training and
development and marketing matters. The common balaal enables to oversee and
provide immediate adjustment on the existing regwaissues which tap MSE'’s
operations. In addition, proper experience shaaciyities should be set by the sub-
city MSE’s support institutions with the integratiof MSE’s operators; and this helps
vulnerable MSE’s to acquire better knowledge angeeences from the bench-
marked MSE'’s.

3. In the current situation, accessing finance to MSEy broadening formal financial
sources requires the full scale attention of the government officials. Thus, the
Ababa city administration should communicate andegrate with the federal
government to create linkages between the comnmdyaizks and MSE’s by setting

reasonable collateral, interest rate and paybac&gse

4. Infrastructure facilities are the critical and firmanked challenges which influence
MSE’s operation. Hence, the preparation and digtion of premises should be done
with its appropriate waste and sewerage systenquate water supply and better
transportation facility. This should be done witftbag commitment and accountability
by the Addis Ababa city administration and theiwés level political officials in
collaboration with the city and sub-city water as®verage, road transport and electric

power offices.
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. Premises should be adequately prepared and coedidefore MSE’s graduation from
one level to the other and if necessary delivenmediately. This should be done with
prior planning, commitment and coordination of teab-city and district land
development management and MSE’s offices.

. MSE’s managers’ failure in acquiring better manajeknowledge and skills, and

preparing their own work plan can be solved by MSHiemselves by creating

collaboration with technical and vocational andeotltraining provider institutions.

MSE’s owners should responsible and take strongrecto designate their managers.

All these should have continuous follow up and rtammg by MSE’s offices and

political officials.

. Absence of short and long term marketing plan, techimarket linkages, inefficient

customer identification, and negative attitudestlod community towards MSE’s

products are the identified marketing related @maes. These should be resolved by
the effort of the MSE’s offices and owners by:

+ Identifying the products customers and creatinty fatldressed linkages the MSEs
with other government and private organization$iwior around the study area
helps MSE'’s operators to access adequate markettoppy.

+ Setting integrated awareness creation program$i@rattitude of the community
can be changed and those individuals could be toy®ISE’s products. This could

be done through MSE’s owners and MSE'’s officiald arperts.

. The sub-city MSE'’s offices and support institutidra/e to work with commitment in
collaboration with MSE’s owners to strengthen anoblden the linkages between the
production input suppliers and MSE'’s this shoulddbee based on continuous follow
up and adjustments.

. Making intensive research work based on the whiada aoverage is crucial to obtain
the right information and identify the challengesieh influence MSE’s operation, and
which enables to provide broaden recommendationes.fdcus area for this study was
on some selected districts of the sub-city. Herdse,the researcher’s view that future
research work could focus on the other districtph®d come up with specific findings
which will contribute a lot in MSE’s overall dev@ment in general and alleviating
immediate problems in particular.
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APPENDIX-A
St. Mary’s University School of Graduate Studies
Questionnaires to be filled by MSE’s owners/ Manags
Dear respected Respondent,

| am a graduate student at St. Mary's Universityrréntly | am conducting a research
entitled ‘The Practices and Challenges of MSE’Akaki Kality Sub-City’. The study aims to
analyze practices and challenges faced by MSE’sthi® end, your kind and objective
response will significantly contribute to find ptmal and possible solution to the problem.
Therefore, your honest responsiveness is strorgjyired to make the research valuable and
reliable. This is purely academic exercise, soiafgrmation given would not be disclosed to
the 3% party.

Thank you in advance for your kind cooperation dadicating your time.
Mekonnen DerbieE(mail:mekoder@yahoo.com

Instructions
» No need of writing your name

» For Likert scale type statements and multiple ch@uestions indicate your answers
with a tick mark(\) in the appropriate block.

» For blank spaces please write the correct Inforanati

I.  Background Information
1. Sex:[] Male [1 Female
2. Age: ] below 25 years [1 26-30years’131-35 years [ above35 years
3. Education:[] grade 1-8 [Igrade 9-12 UTVT or Diploma [11%degree and above
4. Main Sector:
1 Construction (building and carpentry work, brigiksduction, electric installation, Coble)
1 Manufacturing (metal work, wood work, garment)
] Service (Restaurant, Beauty salon, Photocopy))

5. Experience in this business:2 years and below 3 to 5 years] above 5 Years.



3.

Questions Related to MSE’ Contribution

Have you had job before this business? Yes [1 No

. The startup capital for your business in birr was5000 [ between 5000- 10000

>10000

What was the source of startup capital?

71 Personal saving family [7 banks[] microfinance

4.

5.

. Size of members:

The owners average monthly income from this busimesirr is:

11<1000 [ 1000- 200012001-3000 [} >3000

Is this income enough to your livelihood?Yes [ No

What advantages did you get engaging in this basihe

] able to learn [] able to help my family [Jable to savelable to cover my expenses

How many employees are employed in this business?

These employees earn the average monthly saldriyrof

11 <1000 [Ibetween 1000-2000 [between 2001- 3000 (> 3000



[l Questions Related to Challenges to MSE’s Operatiorsd Success

The major challenges which influence the operatbES’s are listed below. Therefore,
read thoroughly each of the influencing factors amdluate them in relation to your business
and then put tick mark/f under the choices below.

Where, 5 = strongly agree, 4 = agree, 3 = undeci@2leddisagree, 1 = strongly disagree.

No. Item Agreement Level
514 |3 21

1 Issues Related to the Role of Support Institutions

1.1 Support institutions provide adequate assistand4SB’s with
their respective roles

1.2 Gouv. officials have consistent monitoring schedieMSE’s
which helps to solve immediate problems

1.3 Officials and experts search market for MSE’s dretcreate
market linkages with others

14 MSE’s have got equal treatment of using incentigen by the
government.

15 Microfinance institution have provided finance teth
technical/managerial support to MSE’s

1.6 Support institutions have adjusted continuous ingiand dev.
Programs to MSE’s owners

1.7 Experience sharing program is scheduled amo&g’'M
2 Issues Related to Access to Finance 514 |3 211
2.1 Access to finance to MSE'’s start up and workiapital is easily

accessible

2.2 The loan obtained from financial institutioradequate for my
business operation

2.3 Borrowing money is possible without collateral
2.4 The amount of interest rate paid to lendingtitiation is
reasonable
2.5 The repayment period of loan is suitable tdopak the debt
3 Issues Related to Working Premises 514 |3 21
3.1. Working premises are adequate for operation
3.2 Premises are adjusted based on MSE'’s growh lev

3.3 Leasing cost is reasonable and affordable.




4 Issues related to Marketing

4.1 MSE'’s had short and long term marketing plan.

4.2 Market linkages are created between MSE’s artlder
institutions.

4.3 MSEs have market clearly defined market podéntand
customers.

4.5 MSE'’s products are easily accessible to custeme

4.6 There is no intense market competition amonge®lS

4.7 Entry in the market is convenient to MSE’s.

4.8 MSE'’s vary their products to satisfy and catahtomers

5 Issues Related to Managerial and Technical Skills

5.1 MSE’s managers/owners have managerial knowladdeskills.

5.2 Managers are designated based on their maabgiatis.

5.3 MSE'’s have written work plan.

54 Monitoring and evaluation program is clearlyhextuled anc
practiced.

55 MSE’s managers/owners have access to get betaageria
knowledge.

6 Issues related to Infrastructure Facilities

6.1 There is no electric power interruptions

6.2 Sufficient and adequate water supply is avkalab

6.3 Appropriate dry waste and sewerage systemaitaine

6.4 Sufficient and quick transportation is avaiabl

7 Issues Related to Raw Materials Supply

7.1 Production raw materials are adequately availab

7.2 MSE’s and production input suppliers createkages.

7.3 The raw materials Supply don’t have bureauciatluence.




8 Issues Related to Regulatory 54|13 |21

8.1 The tax levied on my business is reasonable

8.2 Bureaucracy is not a bottleneck in registraind licensing

8.3 There is no unreasonable government officralelvement

8.4 Rules and regulations are easily accessible

IV. Please indicate the degree to which you agree thihfollowing general challenge
that have a direct influence on the performancgoaf business

No | General Factors 514 |3 2 |1

1 Challenges Related to Support Instituti

2 Challenges Related to Final

3 Challenges Related to Working Prem

4 Challenges Related to Managerial atechnical skills

5 Challenges Related to Mar

6 Challenges Related to Infrastructure Facil

7 Challenges Related to Supply of Raw Mate

8 Challenges Related to Regulatory Is:
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APPENDIX-C

Interview questions to MSE owners/managers
What opportunities or advantages have you had eftgaging in this business?
What problems did you face while running MSEs ilatien to:

Support institutions ( micro finance, local MSEdficials and experts, other
government institutions) and the like]

Working Premises (leasing cost, accessibility nkess, etc.)

Infrastructure (power, transportation, water sy@yid like)

» Marketing factors (relationship with customers, kear linkages, product
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w

differentiation, and others)

Financial factors (interest rates, collateral regmients, debt payback period, etc.)
Supply of Raw Materials

Managerial and technical skills

Indicate the extent of its influence in your busimexperience starting from most
sever to the least.

4. Please indicate the amount or size of suppattytbur organization had received from
the Sub-City or any other agency in the past agaash support dimension indicated
below:

Financial support:

Training/capacity building support:

Working premises support:

Market support:

Managerial and technical support:

Raw materials support:

5. What possible solutions would you recommendteesthe challenges?



APPENDIX-D

Interview Questions to Sub-City and District MSE’sOfficials and Experts

1.
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4.

What problems did you observe in your locality?aBke give your responses related
to:

The role of support institutions ( micro finandecal MSE’s officials and experts,
other government institutions)

Working Premises (leasing cost, accessibility ks, etc.)

Infrastructure (power, transportation, water sy@pid like)

Marketing factors (related to customers, markéddges, product differentiation)
Financial factors (interest rates, collateral regmients, debt payback period, etc.)
Supply of Raw Materials

Managerial and technical skills

Regulatory issues

Based on your judgment, please indicate the leivaifluence of the above variables
in MSE’s operation in your locality starting fromost sever to the least.

Please evaluate and indicate the amount or sisepgort that your organization had
provided to MSE'’s in the past against each supgiorension indicated below:

Financial support:

Training/capacity building support:

Working premises support:

Market support:

Managerial and technical support:

Raw materials support:

Please indicate the level of your organization suplpased on its respective roles?

5. What possible solutions would you recommendteesthe challenges?
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