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ABSTRACT
The main objective of this study was to investigate determinants of micro and small

enterprises performance in Batu town administration. In order to achieve the objectives of
the study, primary data were collected using close- ended questionnaires from 119 MSEs
through stratified systematic random sampling. Data were analyzed quantitatively using both
descriptive and inferential techniques. Face- to- face interview was conducted with 10 MSEs
operators, TVET college dean, vice head of Batu Town Urban Job Creation and Food
Security Office and one senior expert from the same office. Responses from interviewees
were analyzed using descriptive narrations. Results revealed that MSEs in Batu town
administration lack adequate finance and working premises to carryout their businesses
effectively. Marketing problems, politico-legal challenges like petty corruption, management
problems, inadequate infrastructure, inability to select and use new technology and problems
related to entrepreneurship were the major challenges of MSEs performance. Hence, the
concerned government bodies and other stake holders have to work hand in hand in the
areas of accessing finance, training, searching market opportunities, enhancing

infrastructure and solving challenges of working premises.

Key words: performance, micro and small enterprises, Technical, vocational, education and

training, determinants, Batu town administration.



Chapter One

Introduction

1.1. Background of the Study
The Government of Ethiopia has paid due attention to MSEs in its industry development plan
because MSEs serves as vehicles for employment opportunities at urban centers and so they
enhance economic development. (MSEDA, 2011:6). In GTP I, emphasis was given to micro
and small enterprises development. The significant role of micro and small enterprises for job
creation, entrepreneurship expansion and industrial development has been clearly indicated.
Rent seeking, low level of entrepreneurial competency, low technology and skill capability,
as well as finance and market related problems have been the major challenges of micro and
small enterprises. Notwithstanding these challenges, enterprises have been expanding and
jobs have been created across the country. In areas where there was encouraging
performance, entrepreneurship, and small-scale trading and investment activities have
expanded, leading to revitalizing of local economies and reduction of unemployment

(National Planning Commission, 2015:29).

Micro and small enterprises development was given due emphasis in GTP Il to enable them
register rapid and sustainable growth and sustain rural development and lay the foundation for
industry development. In GTP II, focus is on the expansion of enterprises by creating substantial
developmental investors. Based on the small and micro enterprises development strategy,
supporting frameworks and implementation strategies intensive work is undertaken to organize
small and micro enterprises (SMESs) operators and support them to start business. Providing
effective supports at different levels, expanding and strengthening monitoring and support areas,
a strategy to broadening the base of selecting developmental investors is the direction of
implementation in the plan. Making available adequate finance, creating market linkages/
networks and creating conducive climate for business activities are the main areas of focus in
order to make these business operators profitable through enhancing their competitiveness in
price, quality and quantity. On the other hand, making massive efforts to promote small and
micro enterprises to the level of developing medium enterprises or company level is the key
issue in the GTP Il (National Planning Commission, 2015:148).



As ILO (2009:6) states, micro, small and medium-sized enterprises, which account for over
90% of enterprises in all countries, are an important source of output and employment. They
employ 33% of formal sector workers in low-income countries and 62% of such workers in

high-income countries.

According to Aynadis and Mohammednur (2014:149) nowadays MSEs are recognized as
vehicles for economic growth and reduce poverty and unemployment. But some years ago
MSEs were considered as unproductive enterprises contributing nothing for the growth and
development of nations.

As ILO (2008) cited in Abera (2012:1) in developing countries, MSEs by virtue of their size,
capital investment and their capacity to generate greater employment, have demonstrated
their powerful propellant effect for rapid economic growth. The MSE sector has also been
instrumental in bringing about economic transition by providing goods and services, which
are of adequate quality and are reasonably priced, to a large number of people, and by
effectively using the skills and talents of a large number of people without requiring high-

level training, large sums of capital or sophisticated technology.

As per the study that was conducted by Shiferaw (2013:123-124) micro and small enterprises
have significant roles in the Ethiopian economy. Their role is immense in terms of
employment generation, powerful instrument in economic growth, source of income, quick
production response, their adaptation to weak infrastructure and use of local resources, a
means of realizing equitable income distribution and injecting a feeling of competition. The
same researcher stated MSES also have great value in Ethiopian socio-economic growth as it
requires small capital, promote inter linkages as it is a base for medium and large scale
enterprises, increased domestic saving and investment. He further explained MSEs help for
balanced development provision of goods and services which are better adapted to local
needs, access to improve quality of work and working conditions which may contribute to a
better quality. MSEs increased economic participation of disadvantaged and marginalized
groups in the society.

As clearly stated in EI-Hamid (2011:3) the most commonly used measures of performance

include profitability, growth in employees, and survival. Profitability (i.e. the excess of revenues

over expenses) is an essential indicator of business performance.

According to Werotew (2010 as cited in Abera, 2012:3) micro and small enterprises in Ethiopia

faced several factors that determine their performance. The major factors include financial

problems, lack of qualified employees, lack of proper financial records, marketing problems and
2



lack of work premises, etc. Other environmental factors which affect the business include social,
economic, cultural, political, legal and technological factors. In addition to the environmental
factors there are internal factors that affect the performance of MSE. These are factors related to
the person’s individual attitude, training and technical know-how.

Despite having immense contribution in creating job opportunities and building the economy
of developing countries, MSEs operation and performance have been persistently challenged
by numerous internal and external factors. Investigating the impacts of these internal and
external factors on MSEs performance is therefore essential. There were no previous studies
on MSEs performance in Batu Town. This research, therefore, aims to investigate those
internal (firm-specific) and external (out of the firm) factors determining the performance of

MSEs in Batu town administration.

1.2. Statement of the problem

According to Kantis et al.,(2004 as cited in ElI-Hamidi, 2011:2) a global slowdown in GDP
growth, drop in household incomes, changing consumption patterns, reduced access to external
credit, and stagnating demand on exports have turned the attention to the one sector that is
crucial to the survival and maintenance of any local economy. The same authors argued that
domestic demand is now perceived as the target for recovering economies worldwide, and micro
and small enterprises are viewed as the impulse of domestic demand. In recent years, developing
countries have been undertaking a fundamental shift away from a largely governed economy
towards an entrepreneurial economy.

Micro and small enterprises are not performing well because of various determinants. According
to Ethiopian Economics Association (2015:2-3), during the last few years the performance of
MSEs has fallen short of expectations due to various challenges. These include, problems related
to finance, access to market and low competiveness, business information, working premises,
poor acquisition of technical skills and managerial expertise, appropriate technology, and access
to quality infrastructure. The above-named study further stated that micro and small enterprises
lack the initial start-up capital. Even though working premises was considered in EEA research
brief, standard of working premises as per the climate condition of a particular area was
overlooked. Working premises for MSEs operators need to be constructed/prepared according to
some known standard that suits hot and windy climate condition of the study area. That

standardized working premises enhance performance of MSEs.



According to Mulugeta (2008 as cited in Mulugeta, 2014:3) the reasons for poor performance
and stagnant growth of MSEs are unfavorable legal and regulatory frameworks, underdeveloped
infrastructure, poor business development service, limited access to finance, ineffective and
poorly coordinated institutional support. Almost similar problems were raised by Washiun& Paul
(2011), Gurmeet& Rakesh (2008 as stated in Gezhahegn and Agarwal, 2016:86). These authors
argued that poor performance of MSEs in Ethiopia is due to a number of factors such as
unfavorable legal and regulation condition, lack of access to market, poor access to quality
business infrastructure, problems of raw materials and lack of working capital.

Tarfasa et.al, (2016:9) concluded that the key factors for the growth of micro and small
enterprises include characteristics of MSEs and managers, institution, location, the sectors in
which the MSEs operate and innovation or competitiveness. Though he raised factors like
characteristics of MSEs and managers, institution, location, the sectors in which the MSEs
operate and innovation or competitiveness, he did not consider the effect of petty corruption on
performance of micro and small enterprises. According to Anti corruption Resource Center
(2017) petty corruption is a form of corruption which is pursued by junior or mid level agents
who may be grossly underpaid and who depend on relatively small but illegal rents to feed and
house their families and pay for their children’s education. Anti corruption Resource Center
further explains that petty corruption usually involves much smaller sums than those that change
hands in acts of grand or political corruption. The amounts are not petty for individuals adversely
affected. Such corruption type disproportionately hurts the poorest members of the society who
may experience requests for bribes regularly in their encounters with public administration and
seek services like hospitals, schools, local licensing authorities, police, taxing authorities and so
on. Individuals who involve in MSEs operation are those poorest members of society in the
Ethiopian context as well as in the context of the study area. Such individuals are victims of petty
corruption directly or indirectly during seeking different services and supports from junior or
mid level agents of the government. Therefore, understanding the impact of petty corruption on
performance of MSEs is very important.

Ababiya (2013:44) in his study on performance of micro and small enterprises identified the
following factors which hinder the performance of micro enterprises. These include lack of
entrepreneurial skill of the operators, low amount of initial capital to inter into the business, low
experience of managers in overall managerial activity. The author also includes low education

level of the operators, limited access to training to initiate and capture knowledge, limited access



to market to exchange their products and services, low age of enterprises, low level attained age
of operators and improper number of employees in the enterprises as factors which hinder the
performance of micro enterprises. Even though he tried to mention about entrepreneurial skill of
the operators, he did not exhaustively discuss what is behind entrepreneurial skill which hinders
performance of micro and small enterprises. Cooper (1981) as cited in Das (2000-2001:68-73)
proposed that three factors influence entrepreneurship antecedent influences. These are
background factors such as family influences and genetic factors that affect motivation, skills
and knowledge), the nature of the organization that the entrepreneur was employed in just prior
to starting a business and experiences learned there and environmental factors such as economic
conditions, access to venture capital and support services. The same author concluded that most
of these women (51%) used their own funds or funds borrowed from spouse/family to set up
their business. According to Miller (1983), Lumpkin and Dess (1996) and Wiklund and
Shephared (2003 as cited in Ghebremichael and Kassahun, 2014:134) an enterprise is said to be
entrepreneurial firm if it is engaged in product and market innovation, committed to allocate
resources in order to undertake something risky business, and first to come up with proactive
innovations and products/services, exploit market opportunities ahead of competitors which
enables it to gain superior growth.

Furthermore, previous studies conducted in Ethiopia focused on the regional level and sub cities
of Addis Ababa - Ethiopia. So that, this work contributes to fill the research gap of MSEs existed
in the towns that are at the lower level and what factors mostly affecting at this micro level. In
light of the above-mentioned fact, the purpose of this study is to investigate the major external
and internal determinants of micro and small enterprises performance in Batu town
administration. With the help of adequate and appropriate empirical data on the factors affecting
the performance of MSEs, this study will test the following hypothesis:

Hal: The business environments of Ethiopia aimed at MSE development do affect the
performance of MSEs engaged in service, trade, construction and manufacturing sectors of Batu
town administration.

Ho2: The business environments of Ethiopia aimed at MSE development do not affect the
performance of MSEs engaged in service, trade, construction and manufacturing sectors of Batu

town administration.



1.3. Research questions
On the bases of the above statements of the problem this research attempts to address the
following questions.

1. What does the MSEs performance in Batu town look like?

2. What are the major internal (firm-specific) and external (out of the firm) factors that
affect performance of micro and small enterprises?

3. How do internal (firm-specific) and external (out of the firm) factors determine the
performance of micro and small enterprises?

4. What are the key strategies to be followed in order to make all MSEs actors in the
government sectors play their role according to the MSEs strategy to improve

performance of MSEs?

1.4.  Objectives of the study

1.4.1. General objective

The general objective of the study is analyzing the determinants of performance of MSEs in

Batu town administration.
1.4.2.Specific objectives

» To investigate what does the MSEs performance in Batu town look like?

» To identify the major external and internal determinants of performance of MSEs
in Batu Town administration.

» To explain how internal and external factors determine the performance of micro
and small enterprises.

» To indicate the key issues to be considered in order to make all MSEs actors in
the government sectors play their role according to the MSEs strategy to improve

performance of MSEs.

1.5. Significance of the study
Findings from this study will support interested individuals and institutions regarding
performance aspect of micro and small enterprises. The study will provide an overview of
understanding of the major determinants of MSEs performance. The findings of this study

will help MSEs in Batu town and others, within an insight into the benefits of using different
6



factors studied in this research to predict determinants of MSEs performance. The
government can use the findings of this study in policy formulation and for development
framework for critical finance, marketing, work premises, ethical issues and other
determinants that affect the performance of MSE. Moreover, the findings of this study will
help the policy makers, financial institutions and other stake holders in indicating directions

to follow to encourage MSEs.

1.6. Delimitation and limitations
1.6.1. Delimitation of the study

The study assessed determinants of MSEs performance in Batu town administration.
Although, there are different issues that can be researched in relation to MSEs, this study was
delimited to the politico-legal, working premises, technological, infrastructural, marketing,
financial, lack of support from nearby TVET institution, management and entrepreneurial
factors. The scope of the study covered MSEs especially in the business sectors of service,

trade, construction and manufacturing.
1.6.2. Limitations of the study

Like all research, this study has limitations. One of the problems that encountered in the
study area was operator’s reluctance to cooperate due to suspicion that disclosing information
may lead to negative effect on their business. Instability in the region contributed something
that made respondents reluctant to cooperate. It is very important to note that these

limitations did not have significant effect on the outcome of the study.

1.7. Organization of the Study
This study is organized in five chapters. The first chapter comprised of background of the study,
problem statement, objectives of the study, research hypothesis and the scope of the study.
Chapter two presents the theoretical and empirical related literature, while chapter three provides
research methodology. Chapter four is data presentation, analysis and interpretation. Chapter five
concludes the study and suggests some recommendations.

1.8. Operational definitions of terms
Enterprise: it refers to a unit of economic organization or activity whether public or private

engaged into the manufacturing of goods and delivering services.
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Factors: factors are contributory aspects such as , standards of working premises,
technologies, infrastructures, marketing, financial, ,support, petty corruption, support by the
nearby TVETs and entrepreneurial influences that affect performance of micro and small

enterprises.

Micro enterprise: means under industry sector (manufacturing, construction and mining)
micro enterprise is an enterprise which operates with 5 people including the owner and/or its
asset is not exceeding Birr 100,000(one hundred thousand).Under service sector (retailer,
transport, hotel and Tourism, ICT and maintenance service) it operates with 5 persons
including the owner of the enterprise and/or the values of total asset is not exceeding Birr
50,000(fifty thousand)..

Performance: performance defined in terms of profitability of the MSEs.

Respondents: respondents are those individuals who are owner managers or operators of an

enterprise and others.

Small enterprise: in industrial sectors (manufacturing, construction and mining) small
enterprise is an enterprise which operates with 6-30 persons and/or with a paid up capital of
total asset Birr 100,000(one hundred thousand) and not exceeding Birr 1.5 million. In
Service sector (retailer, transport, hotel and Tourism, ICT and maintenance service) small
enterprise is an enterprise which operates with 6-30 persons or/and total asset, or a paid up
capital is with Birr 50,001 and not exceeding Birr 500,000.

Profitability: is the excess of revenues over expenses.

Petty corruption: is the everyday corruption that takes place where bureaucrats meet the

public directly or a form of corruption which is pursued by junior or mid-level agents.



Chapter two

Review of related literatures

2.1. Introduction
This chapter reviews works on MSEs in Ethiopia and other countries in the world. Works on
performance and determinants of performance were also reviewed. The chapter comprises
definitions of MSEs, the role of MSEs in economy, the MSE sector in Ethiopia, the concept

of business performance, empirical studies and the conceptual framework.

2.2. Definition of micro and small enterprises

According to the Organization for Economic cooperation and Development Policy Brief, MSEs
are defined as non-subsidiary, independent firms which employ fewer than a given number of
employees. This number varies across national statistical systems. Some countries set the limit at
200 employees, while the United States considers MSEs to include firms with fewer than 500
employees. Small firms are generally those with fewer than 50 employees, while micro-
enterprises have at most ten, or in some cases five, workers. (OECD, 2000:2).

As stated by Dabaneh and Tukan (2007:5) the definition of the European Commission takes into
consideration three different indicators: staff headcounts, annual sales and assets. The
Commission defines medium enterprises are those enterprises that employ fewer than 250
people and have annual sales not exceeding $67 million and/or total assets not exceeding $56
million. Small enterprises are defined as those enterprises employing less than 50 persons and
with annual sales or total assets that do not exceed $13 million. Meanwhile, micro enterprises are
defined as those which employ fewer than 10 persons and with annual sales or total assets that do

not exceed $3 million.

In Kenya, micro and small enterprise is defined by the number of workers, the turnover and
assets of the enterprises. According to Kenya’s Micro and Small Enterprises Act 2012,as stated
in Institute of Economic Affairs Policy Brief pp.1,micro enterprises are defined as a firm, trade,
service, industry or a business activity whose annual turnover does not exceed Kshs. 500,000 and
whose total employees are less than 10 people. The same statute defined a small enterprise as
that which has an annual turnover of between Kshs0.5 - 5 million, with the number of employees
in the range from 10-50 people.



In the past the definition of Micro and Small Enterprises in Ethiopia was based on different
criteria by different institutions. Ministry of trade and industry defined MSEs based on paid up
capital only. According to MoT]I, (1997:8) microenterprises are those small business enterprises
with a paid-up capital of not exceeding birr 20,000 and excluding high technology consultancy
firms and other high technology establishments. Similarly, small enterprises are those business
enterprises with a paid-up capital of above 20,000 and less than or equal to birr 500,000, and
excluding high technology consultancy firms and other high technology establishments.

Central statistical agency as stated in (MSEDA, 2011:28-29) defined MSEs based on
employment and favors capital intensive technologies as yardstick. MSEs are Cottage and
handcraft industry that performs their activities by hand and using manpower driven machines.
Besides the above, it defined small scale manufacturing enterprises as establishment employing
less than 10 persons and using motor equipment.

The definition given by the ministry of industry does not provide information on the number of
employees. It also overlooked the size of the total assets for MSEs and did not differentiate
between manufacturing and services. The definitions given by CSA were focused on
manufacturing by ignoring other sectors. It also failed to use the size of capital in the definition.

However, the current definition takes in to consideration human capital and assets as the
main measures of micro and small enterprises to fill the gaps overlooked by the old

definitions.

The new definition of MSE is given as follows. Under industry sector (manufacturing,
construction and mining) micro enterprise is an enterprise which operates with 5 people
including the owner and/or its asset is not exceeding Birr 100,000(one hundred thousand).Under
service sector (retailer, transport, hotel and Tourism, ICT and maintenance service) it operates
with 5 persons including the owner of the enterprise and/or the values of total asset is not
exceeding Birr 50,000(fifty thousand). Small enterprise in industrial sectors is an enterprise
which operates with 6-30 persons and/or with a paid up capital of total asset Birr 100,000(one
hundred thousand) and not exceeding Birr 1.5 million. In Service sector, small enterprise is an
enterprise which operates with 6-30 persons or/and total asset, or a paid up capital is with Birr
50,001 and not exceeding Birr 500,000 (Federal Democratic Republic of Ethiopia MSEDA,
2011:29-30).
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Table 2.1 New MSE Definition (2011)

Human Total asset
power
Level of Sector
the
enterprise
Industry <5 <100000($6000
] or E4500)
Micro
enterprise Service <5 <50,000($3000
or E2200)
Industry 6-30 <birr 1.5
million ($9000
Small
] or E70000)
enterprise
Service 6-30 <birr
500,000($30000
or E 23000)

(MSEDA, 2011:29 30)

As we can understand from the above definitions, there is no uniform definition of MSEs.
Different scholars define MSEs differently based on the context of the country under review.
As indicted above, it is usual to see that different institutions define MSEs differently using

their own parameters.

2.3.  The role of MSEs in economy
Micro, small and medium enterprises account for over 90% of enterprises in all countries. They
are an important source of output and employment (ILO, 2009:7). According to Mbuguaet
al.(2014:1) micro and small enterprises have been identified the world over as the stepping
stones for industrialization. Robust economies like the United States of America and the United
Kingdom trace their development from growth and development of their MSEs. Cognizant of the
role of MSEs in economy, the Ethiopian government continues paying attention to the

development of MSEs. According to (Mol, 2013:20-25) particular emphasis is given to the
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promotion of micro and small enterprises as well as supporting the development of medium and
large-scale industries. Ethiopian Industrial Development Strategic Plan (2013-2025) emphasizes
the role of MSEs to this country. According to this strategic plan MSEs stimulate economic
growth, create employment opportunity and reduce poverty. The same document states that, in
order to achieve the mentioned purpose, a comprehensive micro and small enterprises
development strategy was devised and approved by the government in consultation with all
relevant actors. The responsible federal agency for the execution of the strategy was reorganized
to strengthen its institutional capacity.
2.4.  Micro and small enterprises development in Ethiopia

Ethiopia is one of the countries which gives recognition to micro and small enterprise. This is
clearly mentioned in the country’s micro and small enterprise development strategy. As per this
strategy MSE is one of the institutions that has been given recognition in the country’s industry
development plan. This is due to the fact that it serves as vehicles for employment opportunities
at urban center. MSE serves as sources for sustainable job opportunities for developing and
developed countries. Due to this, they should be given prior attention as they are important and
serve for sustainable source of opportunities to our country (Federal Democratic Republic of
Ethiopia MSEDA, 2011:6).

The same strategic document precisely states the core problems in the process of developing
MSEs. These include technology, skill, capital, market challenges and backward attitude
towards rent seeking. Besides the mentioned problems, Perceiving the MSE themselves as
reflection of poverty and backwardness, waiting government for job rather than being
innovative, failure in developing the culture of saving are some of the indicators of failure in
improving productivity and being competent in market (Federal Democratic Republic of
Ethiopia MSEDA, 2011:7).

2.5. MSE development strategy in Ethiopia
Ethiopia has developed the new micro and small enterprise development strategy in 2011
with the following major objectives. The first objectives are creating job opportunity and
poverty reduction. The second objective is enabling the sector competent for industry
development that facilitates economic growth. Expanding the sector’s development in urban
by creating developmental investors is the third objective. The short term program of MSE

development strategy in Ethiopia is to ensure fast development by saving capital and thereby
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benefiting the society from the development where as the medium and long term plans are
targeted at serving as source of investors. Government of Ethiopia believes that the TVET
systems should create and develop integration between education, training and development.
It is the only TVET system that provides crucial support for the development of MSE. The
TVET system is the best mechanism for promoting urban development (Federal Democratic
Republic of Ethiopia MSEDA, 2011:12-15).

2.5.1. Organization of the federal MSE development agency

Learning from Previous experiences the country has reorganized MSE development agency
in order to improve its serving and implementation ability. The agency is organized in a
better way in terms of leadership, manpower etc. The institution is organized in two sectors,
namely, capacity building and business development sectors. Councils of micro and small
enterprise development were established at federal, region, district and town levels. Major
activities for these parties were unequivocally indicated in the strategy.(Federal Democratic
Republic of Ethiopia MSEDA, 2011:65-67).The main question here is whether the above
mentioned bodies are actively accomplishing their duties as per the strategy to improve

performance of micro and small enterprises.

2.6. Internal and external problems of small business

Among internal problems of small business failure to submit financial statements in time is one.
Due to this failure financial institutions are not able to reschedule repayment of term loan. Lack
of experience is another internal problem. An entrepreneur may have technical qualifications but
may not have sufficient insight in to demand potential, financial management, raw material
availability etc. Unfair competition from big firms, low risk bearing capacity and lack of

adoption of modern sales promotion drives are also internal problems of small business.

Difficulty in obtaining variety of approval and clearance is one of the external problems of small
business. Large amount of time of a small entrepreneur is spent in complying with the formalities
prescribed by regulatory agencies. The red tapism dampens the enthusiasm of many a budding
entrepreneurs. In adequate infrastructure is another external factor which hinders small business.
Most of small firms heavily depend on guidance and scrutiny by promotional agencies and banks

right from preparation of project profile to final execution. Non availability of adequate working
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capital from banks in addition to delay in sanction or release of working capital and cold
shouldering of ancillary by large units are additional external problems of small business (Bansal
1992:18 19).

2.7.  The concept of business performance

Looking at various literature of small firm performance, it can be perhaps justifiable to
deduce that performance of small firm is synonymous to success and growth. Thus,
performance, success and growth of the firm are assumed to be synonyms due to the fact they
would be measured using similar indicators, such as survival, profit; return on investment,
sales growth, number of employees, happiness, reputation, and so on. Consequently,
performance, success and growth of small firm can be used interchangeably (Tadeled and
Viswanadham, 2016:532).

2.8. Business performance measurement

A business organization could measure its performance using the financial and non-financial
measures. The financial measures include profit before tax and turnover while the non-
financial measures focus on issues pertaining to customers’ satisfaction and customers’
referral rates, delivery time, waiting time and employees’ turnover. Recognizing the
limitations of relying solely on either the financial or non-financial measures, owners-
managers of the modern SMEs have adopted a hybrid approach of using both the financial
and non-financial measures. These measures serve as precursors for course of actions
(Chong, 2008:1).

As briefly explained in El-Hamidi (2011:3) profitability is the excess of revenues over
expenses. It is an essential indicator of business success. Recent research has cited firm’s
growth as an additional measure of performance. Growth, according to these studies, is likely
in the form of higher earnings or employing a larger number of workers. Empirical evidence
has documented a consistent and robust relationship between human and financial capital and
the performance of the business. Higher levels of general human capital pave the way for a
successful and a growing business. They raise the expectations of the businessperson and
lower the likelihood of failure, enable the entrepreneur to identify and exploit opportunities,

and empower him/her with tools necessary to succeed in securing external capital.
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2.9. Empirical Study
The study conducted by Mbugua et al. (2014:1) concluded that access to finance and
availability of management experience are the key socio-economic factors affecting the
performance of MSE in Limuru Town Market of Kiambu County, Kenya. The other key
factors that were found to affect businesses in Limuru Town Market positively are: access to

business information, access to infrastructure and government policy and regulations.

According to Ellitananatan (2009) as precisely stated in Idris (2015) under conditions of
intense competition and uncertain business environment, the company's performance is
largely determined by competitive strategy that is supported by the company's internal
capabilities. Doise (2008) as argued in Idris (2015) also found that independently, corporate
culture and corporate strategy has been widely studied in connection with the performance of
the company, but little is known about how the relationship between culture and strategy

affects performance the company ( Idris, 2015:15).

According to the GEM South Africa 2014 report, lack of access to finance and poor
profitability, are among the chief reasons for business discontinuance in South Africa. The
lack of access to physical infrastructure is a key impediment to business growth and adds
significantly to the cost of doing business. In South Africa infrastructure is one of the key
enablers for SMMEs development. Ease of access to communication infrastructure, utilities
and transport, land or space at affordable prices can be instrumental to supporting new
businesses. Building R&D capacities is important for small businesses, as it can help
determine the feasibility of transforming ideas into actual businesses. Investing in this aspect
of business also allows businesses to access innovative solutions through the process of
discovery (seda, 2016:7-8).

In the study that was undertaken by Ebitu et al. (2015:72) marketing problems are simply
those marketing factors that can impede, disrupt or hinder the growth, development and
expansion of the firm in its effort to satisfy its target market and also create value for the
organization. They also explained that small businesses face myriads of problems. Some of
the problems which are relative to their size include epileptic power supply, lack of capital,
inefficient management, difficulty in employing skilled manpower, fraud, inability to analyze
market opportunities, advertising and marketing problems, research and production

inefficiencies, problems of standardization, poor quality products, etc.
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Duchesneau and Gartner (1990) identified three categories of factors that are thought to
influence the likelihood of small business success: entrepreneurial characteristics, start-up
behavior, and the firm's overall strategy. According to their findings, factors that contributed
heavily to successful performance were: prior related experience, an effort to reduce business
risk, long working hours, good and clear communication, superior customer service, proper
planning, and a flexible, participative, and adaptive organizational culture ( Rami and
Ahmed,2007) .

According to Siropolis (1998 as mentioned in Gezahegn, Zewdie,and Amentie(2015:71) the
most common reasons why small business succeed or fail are marketing skills of business
owners, prior industry experience of the operator, initial capital, level of education, and age
of business owners.

In the research mentioned above, marketing, experience, capital, education, and age can
contribute to the success or failure of small business. But nothing was said about the effect of
petty corruption and standard of working premises on success or failure of small business.

In Ethiopia MSEs have been confronted by many problems. According to the CSA Report
(1994-1995) as showed in Mulugeta (2008:6) the major obstacles experienced by MSEs were
lack of access to finance, working premises (at affordable rent), lack of skills and managerial
expertise, infrastructure, information and technology. These problems result in failure of
these businesses to expand and have the effect of preventing their expansion almost from the
beginning of their operations.

According to Adam (2014:138)the constraints of enterprises’ employment growth, variables
such as current capital, current employment, start up employment, finance source, motivation
of the enterprises, access to business service counseling, family size of the operator and
education level of the operator, were found to be important in explaining growth of
employment of the enterprises. But the paper failed to say anything about effects of petty
corruption, standard of working premises and support system from nearby TVET institutions
to micro and small enterprises. Besides other variables, this study emphasized the effects of
petty corruption, standard of working premises and support system from the nearby TVET
institutions.

In actual fact, literature on MSEs in Ethiopia is inadequate. Most of the available empirical
studies were not conducted in line with performance dimensions of micro and small

enterprises. Those which were done on performance have their own distinct purposes and
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were done in their specific areas. However, this study tried to investigate determinants
affecting the performance of micro and small enterprise holistically and by focusing on those
MSEs operators engaged in service, trade, construction and manufacturing in Batu town

administration.

2.10. The conceptual framework
To align the conceptual framework with the research objectives, enterprise performance is
the dependent variable whereas politico-legal, working premises, support, technological,
infrastructural, marketing, financial, management and entrepreneurial factors are all

independent variables. The relationship can be shown below.

Politico-legal factors

A 4

Support factors

\ 4

Working premises

|

\ 4

Technology factors

A\ 4

‘ Performance of MSEs
Infrastructure factors

Marketing factors

v

| (Profitability)

\4

Financial factors

\ 4

Management factors 44

Entrepreneurial factors

\ 4

Figure 2.1Conceptualframework (own model)
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Chapter three

The research methodology

3.1. Introduction
In order to investigate determinants of micro and small enterprises performance, this study
used research methodology. The methodology Includes research approach, research design,
research methods, Sampling techniques, data collection techniques and procedures, variables
and measurements, data processing and analysis, ethical issues to anticipate and the study
area profile.

3.2.  Research approach
The researcher followed mixed approach to research. Mixed approach includes both
quantitative approach and qualitative approach. The former involves the generation of data in
quantitative form which can be subjected to rigorous quantitative analysis in a formal and
rigid fashion. Qualitative approach to research is concerned with subjective assessment of
attitudes, opinions and behavior. Such an approach to research generates results either in
non-quantitative form or in the form which are not subjected to rigorous gquantitative analysis
(kothari, 2004:5).The data collection involves survey questionnaire and interview. Mixed
approach is selected because it helps to minimize the weakness of relaying on one approach,
and so better helps to investigate determinants of micro and small enterprises performance.

3.3.  Research design
Research design is essentially a statement of the object of the inquiry and the strategies for
collecting the evidences, analyzing the evidences and reporting the findings (Kumar,
2006:78). The types of research designs used under this study were descriptive and
explanatory research. Descriptive research has the major purpose of describing the state of
affairs as it exists at present. This study describes and assesses the determinants of the
performance of MSEs in Batu town administration. Explanatory research design helps the
researcher to explain how MSEs are performing and why they are performing in such a way.
Explanatory research design also helps to determine the cause and effect relationships.

3.4.  Research methods
Research methods may be understood as all those methods that are used for sampling, data

collection and analysis of data (kothari, 2004:7-8).
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3.4.1. Sampling techniques

Regarding sampling techniques the researcher used stratified systematic random sampling to
get information from MSEs managers/operators in the study area. Stratified random sampling
is more preferred because it is suitable in minimizing bias. With this technique, the sampling
frame can be organized into relatively homogeneous groups (strata) before selecting elements

for the sample.

Based on Yemane (1996) sample size determination formula, it is possible to determine the

total sample of population, at 93 % confidence level and 0.07 precision levels.

n= N
1+N (e)?

Where n = sample size=139

N = population size=433

e = sampling error/level of precision=7%

This total sample size is proportionally distributed to each stratum.

Accordingly, 139 respondents were selected from the total of 433 MSEs which is 32% of the
sample population. These 139 respondents were selected from service, trade, construction
and manufacturing sectors on proportional basis. Therefore, 148x0.32= 47,124x0.32=40,
75x0.32=24, 86x0.32=28 for service, trade, construction and manufacturing respectively.
Face-to-face interviews were conducted on the sample of 10 operators. Besides the 10
operators, Batu TVET college dean, Batu town urban job creation and food security office
vice head and one senior expert from this office were purposively interviewed. These bodies

can provide sufficient information as they have immediate exposure to MSEs in Batu town.
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3.4.2. Data collection techniques and procedures

The study employed both primary and secondary sources of data collection.

I.  Primary source

The study used questionnaire and interview guide as instrument of primary data collection.
Regarding the administration the researcher conducted face-to-face interview with the MSEs
operators, TVET college dean and other personnel from related sectors. During conducting
interview, questions were asked in face-to-face contact with interviewee. Interview as
method of data collection is preferred because of its high response rate. Questionnaires were
distributed to the respondents concerned with a request to answer the questions on their own
and return the questionnaire back. From the two commonly used types of questionnaire items
close ended items were used. The guestionnaires were designed in English and translated in
to Amharic. The purpose of translating from English to Amharic helps to utilize those
respondents who could not clearly understand English language. The interview questions
were also designed in English and translated in to Afan Oromo.

Il.  Secondary sources

Secondary data were collected from, files, office manuals, policy and strategy papers were
used to provide additional information where appropriate. Besides, books published and/or
unpublished papers, government documents, website and others to enrich the study with

secondary data.

3.5.  Variables and measurements

According to Murphy et al, (1996 as cited in Rami and Ahmed, 2007:6) the selection of
performance measures that reflect the true situation of small businesses with some degree of
certainty and reliability is indeed a crucial process. The lack of universally accepted standard
performance measures left the door open to business organizations to decide and choose its
own performance measures that might not truly reflect their performance. Such performance
measures include but not limited to: market share, sales volume, company reputation, return-
on-investment (ROI), profitability, and established corporate identity. While some might

argue that most of these performance measures are appropriate for large corporations, the
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researcher selected change in profit as dependent variable to measure the performance of
MSEs. From the observation it can be understood that, MSEs focus more on profitability than
other modes of performance measures. As recommended by Rami and Ahmed (2007:6)
change in profit has been widely adopted by most researchers and practitioners in business
performance models. Because of the above reasons the researcher selected change in profit
as dependent variable to measure the performance of MSEs.The independent variables are
politico-legal, working premises, support, technological, infrastructural, marketing, financial,

management and entrepreneurial factors.

3.6. Data processing and analysis
3.6.1. Data processing

Data processing in this study was done manually and by computer. In the data processing
procedure the raw data collected were edited, coded, classified and tabulated. Data
processing has two phases namely: data clean-up and data reduction. During data clean-up

the collected raw data were carefully edited to check, errors and omissions in responses.
3.6.2. Data analysis

The Statistical Package for Social Science (SPSS) version 20 was used to analyze the data
obtained from primary sources. Descriptive statistics and inferential statistics were done by

the help of this software. Tables and pie charts were used to summarize and present the data.

3.7.  Ethical issues to anticipate
The purpose of the study was clearly described to the participants in a rational manner.
During data collection proper care was taken in order not to put participants at risk. The
researcher strictly followed other procedures during data collection that involved gaining the
permission of individuals in authority to provide access to study participants at research sites.
Regarding the right to privacy of respondents, the study maintained the confidentiality of the
identity of the respondents. Names of participants are kept confidential. Collective names
such as the interviewees and the respondents were used in the research.

3.8. The study area profile
Batu town is located in the state of Oromia. The town was established in 1950. It is 163 km

to the South of Addis Ababa. The average elevation of Batu town is 1,646 meters above sea
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level, and it has hot and windy climate. Geographically, the town is located between 7°56°
latitude North and 38 %43’ East longitude in the Great Rift Valley. Its total area is 5,306.73
hectares with total population of 73,312. For administrative reasons, the town is structured at
three administrative kebeles.Batu01, Batu02 and Abbosa.(Source, Batu town administration).
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Chapter four

Results and discussion
4.1. Introduction

This chapter presents the analysis; presentation and discussion of the data collected.139
questionnaires were distributed.119 were completed and returned. From this it can be
understood that the response rate is 85.6%.A number of questionnaires returned from service,
trade, construction and manufacturing are 39,32,24and 24 respectively. This represents a
response rate of 82.9%, 80%, 100% and 85.7% for service, trade, construction and

manufacturing respectively.

4.2. Background characteristics of the Respondents
4.2.1. Demographic characteristics of the respondents
4.2.1.1.Sex composition of the respondents

Figure 4.1 Sex composition of the respondents

Sex

H Male

B Female

As indicated in the figure above 72.3% of participants in the study were males where as
27.7% were females. From this it can be understood that majority of managers are male. This
implies that MSEs were dominated by males. Women operators are not proportionally
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participated in the managing position in MSEs in Batu town administration. Because of male
dominance women cannot contribute their knowledge and skills in managing the enterprises.
Furthermore issues of equity can be raised by women in the enterprises. Issues of equity have
negative influence on business performance as women can be reluctant in accomplishing

their duties properly and carefully.
4.2.1.2.Age composition of the respondents

Figure 4.2 Age composition of the respondents

Age

2.52%

m18to 20
m21to35
m36to 50
W 51to 65

Regarding age of the respondents 71.6%, 56.3%, 33.6%, and 2.5% are between 18-20, 21-35,
36-50 and 51-65 respectively. This indicates that majority of the managers are between 21-35
age. Individuals in this age group are active and productive citizens. They can contribute a lot

for the performance of MSEs in the town.
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4.2.1.3.Marital statuses of the respondents

Figure 4.3 Marital statuses of the respondents

Marital Status

0%

® Married
M unmarried
= Divorced

® widowed/widower

From the above figure 32.8%, 61.3% and 5.9% of the respondents were unmarried, married
and divorced respectively. Majority of the MSEs managers were married. This indicates that
they have the responsibility of managing their family. Such responsibility has positive
influence on managing the business because married individuals have big burden of
managing their family by generating income from their business. In order to generate income
they can exert maximum effort to make the business profitable. This can lead to better

performance of MSEs in Batu town administration.
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4.2.1.4.Education levels of the respondents

Figure 4.4 Education levels of the respondents

Level of Education

2.52%

M Below Primary
mlto8
m9to12

H Certificate

H Diploma and above

Majority of the respondents are from grade 9-12.This consists 43.7% of the respondents.
Diploma and above holds the second large number which accounts 23.5% of the respondents.
Respondents with education level below primary are only 2.5%.Those respondents with
education level betweenl-8 are 20.2%.The rest of the respondents falls on certificate
education level which accounts 10.1%.When the aggregate statistics is looked at majority
(77.3%) of the managers are above grade 9 in their level of education. Individuals at this
academic level have better know how in managing business. Better business management

leads to profitability of business which is the measurement of performance of business.
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4.2.2. Business Characteristics of the respondents
4.2.2.1.Business activities of respondents

Figure 4.5 Business activities respondents

Business Activities

M Service
H Trade
= Construction

B Manufacuring

From the above figure majority (32.77%) of the operators were engaged in service
sector. The second majority (26.89%) of the operators were participated in trade
sector. The remaining portion (20.17%) was equally occupied by construction and
manufacturing sectors. Categorizing MSEs in to different sectors has advantage of
studying the critical determinants of MSEs the performance. This is due to the fact
that business firms in different economic sectors encounter different problems.
Critical determinant for one sector may not be critical for the other. For instance,
change in the business environment which affects construction and manufacturing

critically may not hold true for service and trade.
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4.2.2.2.Number of employees in the enterprises

Figure 4.6 Number of employees in the enterprises

Number of Employees

m1lto2
m3to4
m5to6
m7to8
m9to 10

From 119 enterprises which took part in the study 16.8% of them have 1-2
employees. Enterprises with 3-4 employees are 45.4%.The remaining enterprises
with employees 5-6, 7-8 and 9-10 arel2.6%, 7.6%, and 17.6% respectively. From
this it can be understood that majority of the enterprises hold 3-4 employees which
consists 45% of the enterprises took part in the study whereas those enterprises with
the number of employees 7-8 are 7.6%only.Majority of MSEs are running their
activities by holding small number of employees. Because human resource is
necessary for any organization to achieve its goals, working with small number of

employees has negative impact on MSEs performance.
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4.2.2.3.Source of initial capital to start business

Figure 4.7 Source of initial capital to start business

Initial Capital

756% 2.52%
. (]

M Personal Saving

H Family
4.20%  Bank
0.84% B NGOs

B Friend/Relatives
 Iqub
Micro Finance

Others

The above figure indicated that (52.9%) of the enterprises used personal savings of
their members as initial capital to start business. Enterprises which gained initial
capital from family consists (17.6%).Those enterprises which accessed banks as
source of their initial capital accounts (5.88%). NGOs, friends/relatives, iqub, micro
finance institutions and others consist of (0.84%), (4.20%), (8.4%), (7.6%) and
(2.5%) respectively. From this fact it is easy to understand that majority of the
enterprises (52.9%) in Batu town administration used personal savings as initial
capital to start their business. This finding agrees with the previous study conducted
by Cooper (1988). According to Cooper (1981) as cited in Das (2000-2001:68-73)
these women (51%) used their own funds or funds borrowed from spouse/family to
set up their business. Those enterprises which account (5.9%) used banks as source
of initial capital to set up their business. From this evidence it is understandable that
MSES in Batu town administration are not exhaustively using banks as source of
fund to start their business. The contribution of NGOs (0.8%) is insignificant source

of fund for MSEs in Batu town administration.
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4.2.2.4.The most Important Aspects for Business Success

Figure 4.8The most Important Aspects for Business Success

Most Important for Business Success

M Business Plan
B Business Opportunities
W Entreprenual Team

M Training in Business Skills

According to the above figure, majority (37.8%) of the respondents agreed that a
business plan is the most important contributor for the success of their business.
Respondents which consists (32.8%) revealed that the entrepreneurial team is
important for the success of their business. The third majority (22.7%) of the
respondents  clearly indicated that training in business skills is essential for the
success of their business. The least number (6.7%) responded that business
opportunities are important for the success of their business. The result pointed out
that business plan is the most important aspect for the success of any business.
Beside business plan the entrepreneurial team and training in business skills are also
important aspects for the success of business.

According to the interview result, majority of the interviewees reflected that they did
not give due attention to business plan. They also responded that they remember
business plan when regulatory organs appear to their working places.
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4.3. Descriptive statistics of determinants of the performance of micro and
small enterprises

4.3.1. Results of measures of central tendency and dispersion

There are a number of determinants that affect performance of MSEs. This part explains
the descriptive statistics calculated on the basis of the determinants that affect the
performance of MSEs. The results for measures of central tendency and dispersion were
obtained from the sample of respondents from service(S), trade(T),construction(C) and

manufacturing(M) sectors are shown in the following tables.
4.3.1.1.Politico-legal factors that affect the performance of MSEs

Table 4.1. Politico-legal determinants that affect the performance of MSEs

Item S T C M Grand Total

Politico-legal M SD M SD M SD | M SD | M SD

determinants

Petty corruptionisas | 3.61 |1.65 |4.31 | 109 [3.79 |1.38 |4.21 | .66 3.98 |1.20
facilitator in

business

Bureaucracy 323 | 137 | 341 | 127 |258 |1.38 (233 |1.27 |289 |1.32
obstacles in
company registration

and licensing

Lack of appropriate | 2.41 |1.37 |2.69 |[1.62 |3.12 | 151 208 |135 |258 |1.46
policy

Political intervention | 3.15 |1.27 | 353 (124 (342 (144 |275 (136 |3.21 |1.33

from officials

The tax levied on my | 3.31 | 1.47 |3.47 | 157 | 350 |1.35 |3.04 |157 |3.33 |1.49

business is beyond its

financial capacity

Grand mean/standard deviation 3.20 | 1.36

Source: field survey, 2017

31




MN=mean, SD=standard deviation

As it is clearly indicated in the table above, petty corruption has a grand mean score of 3.98
and the standard deviation of 1.20 which shows that there is a petty corruption. Trade and
manufacturing sectors are with mean scores of 4.31 and 4.21 and standard deviation 1.09 and
0.66 respectively. This shows that petty corruption in these sectors is chronic. Bureaucracy
obstacles in company registration and licensing is with grand mean score of 2.89 and
standard deviation of 1.32.This shows that bureaucracy obstacle in company registration and
licensing is not a serious problem for MSEs performance in the town. But when individual
sectors are looked at, especially trade and service sectors with mean scores of 3.41 and 3.23
and standard deviation of 1.27 and 1.37with their respective order show that bureaucracy
obstacles are hindrances to lesser extent for MSEs performance. Such obstacles make MSEs
in Batu town administration to sit idle till they complete legal formalities in lengthy period of
time. Time MSEs stay idle can affect MSEs performance

Furthermore, the table indicates that political intervention is another problem that affects the
performance of enterprises engaged in trade, service and construction with the mean scores
of 3.53, 3.15 and 3.42 and standard deviation of 1.24, 1.27 and 1.44 respectively. On the
contrary, respondents of manufacturing sector disagreed with the factors related to taxes

levied on them. The mean score and standard deviation clearly show their disagreement.

When the above responses are compared with the interview responses from operators of
MSEs, it was confirmed that there are problems related to petty corruption at the town level.
Such petty corruption can hurt MSEs as such amount is great amount of money for MSEs to
their financial capacity. This can make MSEs not perform better. The interviewees have
pointed out that implementation problems are widely exercised at the lower level experts.
There is lack of responsiveness to the demands of MSEs operators. This is deliberately done
by experts. Government officials at higher position overlooked problems of MSEs as they
run after seasonal issues. The interviewees further revealed that, still there exists very tough
bureaucratic system that hinders easy facilitation of licensing; getting working places and
registration of their business cumulative effect of these hindrances negatively affect
performance of MSES. Specially, the response that was given by TVET college dean
confirmed that acting as per government policies and strategies are the major problems for
MSEs in Batu town. These challenges not only discouraged many MSEs operators but also
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pushed some of them to facilitate their issues informally by giving benefits that are sought by

the facilitators at the town level. Operators of MSEs interviewed additionally exposed that

MSEs who refused to give what was asked by MSEs experts have no other chance than being

kicked out of the business.

4.3.1.2.Working place determinants of MSEs performance

Table 4.2 Working place determinants of MSEs performance

Item S T C M Grand Total
Working premises. M SD |M SD |M SD |M SD |M SD
The rent of house is | 2.13 | 139 [194 | 134 |3.04 |155 [1.08 |.28 2.05 | 1.14
too high
Current working | 3.56 | 1.33 |3.38 | 148 |3.33 |1.43 (417 | .87 |3.61 |1.28
place is not suitable
to conduct business
effectively
Shades are not built | 3.95 | 1.10 |4.06 [1.13 |3.71 | 130 [421 |1.02 |3.98 |1.18
as per the standard
suit with the climate
of the area.

Grand mean/standard deviation 3.21 | 1.20

Source: field survey, 2017
MN=mean, SD=Standard deviation

From the above table inconvenience of working premises is with the mean scores of 3.56,

3.38 and the standard deviations are 1.33and 1.48 for service and trade sectors respectively.

The mean scores are 3.33, 4.17 and the standard deviations are 1.43 and 0.87 for the sectors

construction and manufacturing respectively.

With regard to the standards of shades that were built by the town administration the mean

scores are 3.95, 4.06, 3.7land 4.21for the sectors service, trade, construction and

manufacturing respectively.
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Regarding high house rent, the mean scores are 2.13for service, 1.94 for trade, 3.04 for
construction and 1.08 for manufacturing. The standard deviations are 1.39, 1.34, 1.55 and
.28for service, trade, construction and manufacturing respectively.

The mean scores and the standard deviations above show that, the premises determinants that
hinder MSEs performance in Batu town administration are inconvenience of working
premises. Shades that were built for MSEs did not consider the hot and windy climate
condition of the area. But the house rent factor is in significant.

An interview conducted with operators of service clearly pointed out that the place of work is
not convenient. As most of them are engaged in food services the places are much
suffocated. Shades that were built by the town administration have no any defined standard.
It does not suit with the hot and windy climate of the area. Toilet rooms and customers seats
are almost the same. Some shades do not have toilet rooms at all. The interview response of

college dean unequivocally confirmed what the operators reflected.
4.3.1.3.Technological determinants that affect the performance of MSEs

Table 4.3 Technological determinants that affect the performance of MSEs

Item S T C M Grand Total

Technological M SD |M SD |M SD |M SD |M SD
determinants

Lack of efficient|3.26 | 155 |3.75 |1.14 | 350 |129 |396 |.99 |[3.62 |1.24
machinery and

equipment

Lack of skills to use | 3.08 | 1.40 | 4.00 [1.05 |3.04 | 160 |3.71 | 112 |3.46 |1.29
new technology

Unable to select|3.10 |1.29 |3.66 |1.29 |3.13 |1.36 |[3.58 |1.02 |3.37 |1.24
appropriate
technology

Grand mean/standard deviation 3.48 | 1.26

Source: field survey, 2017
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It is clearly seen in the table 4.3 above that, lack of skills to use new technology has moderate
effect on MSEs Performance engaged in service sector in Batu town administration. The mean
score is3.26.Regardinglack of efficient machinery and equipment the mean scores are 3.96, 3.75,
3.50 and3.26 and with standard deviation of 0.99, 1.14, 1.29 and 1.55 for manufacturing, trade,
construction and service respectively. From the facts mentioned above almost all sectors are
affected by the lack of efficient machinery and equipment. This can lead to inefficiency and
production of low quality goods which are not competitive in the market. If business enterprises
are not completive in the market it is obvious that they cannot perform as intended.

When lack of skills to use new technology and inability to select appropriate technology are
considered, manufacturing and trade sectors with mean scores of 3.71, 3.58 and 4.00,
3.66respectively are significant sectors where skills to use new technology and challenges to
select appropriate technology is boldly seen.

According to the interview conducted with the operators, MSEs in the construction and
manufacturing sectors lack efficient machineries and equipment to produce quality and
differentiated products. Problem of selecting appropriate technology is the challenge of all MSEs
in Batu town administration. These obstacles hinder MSEs performance by restricting their
competition in the volatile business environment. Response from Batu TVET college dean
revealed that selecting new technology is challenging as technological dynamism is frequently
changing. The dean further added that, unless MSEs in the construction and manufacturing
sectors cope up with the new technology their products will be out dated. Such old products will

reduce their market share which clearly affects their performances negatively.

4.3.1.4.Support determinants that affect the performance of MSEs

Table 4.4 Support determinants that affect the performance of MSEs

Item S T C M Grand Total

Support  related M SD M SD M SD | M SD | M SD

determinants

Nearby TVET did |3.79 |1.13 |3.78 [1.26 |3.62 |1.24 | 404 |1.27 |3.81 |1.23
not give adequate
training  regarding

business
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management

Nearby TVET did|3.59 [0.99 |4.00 |1.08 |350 |1.25 |[4.13 |0.95 |3.81 |1.07
not give adequate
training  regarding
usage new

technologies

Other concerned | 3.72 | 1.07 | 4.03 |0.99 | 354 |132 |4.25 |0.61 |[3.89 |1.00
bodies did not
adequate training
regarding changes in
the business

environment

Grand mean/standard deviation 384 |11

In the table 4.4 above, regarding inadequacy of training to be given by the nearby TVET
institution on business management, the mean score is 3.81 and the standard deviation is
1.23. When inadequate training to be given by the same body on usage of new technologies
are considered, the mean score is 3.81and the standard deviation is 1.07.When the training to
be given by other concerned bodies on changes in the business environment is looked at, the
mean score is 3.89 and the standard deviation is 1.00.

From the above results it can be concluded that all the support related factors negatively
affect performance of the MSEs in all sectors under this study. Particularly the negative
effect of inadequate training regarding changes in the business environment is the highest
determinant factor. This is supported by Ellitananatan (2009) as precisely stated in Idris
(2015).Under conditions of intense competition and uncertain business environment, the
company's performance is largely determined by competitive strategy that is supported by the
company's internal capabilities. Therefore, support to be given by different concerned bodies
should be given regularly in order to capacitate MSEs.

From the interview conducted with the TVET dean there is lack coordination among all the
stakeholders regarding supports to be given to MSEs as per the government strategies.
Responses from operators also confirmed that supports to be given to MSEs are not in
coordinated manner. TVET institutions try to give technical support without planning. This
idea is supported by micro and small enterprises development strategy (2011).According to
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this strategy it is the only TVET system that provides crucial support for the development of
MSE. The TVET system is the best mechanism for promoting urban development. The dean
further added that business training to be given to MSEs by TVET colleges is not based on
business knowledge as trainers in the college are not specialized in the business fields.

4.3.1.5.Marketing determinants that affect the performance of MSEs

Table 4.5 marketing determinants that affect the performance of MSEs

Item S T C M Grand Total

Marketing M SO |M SO |M SO |M SO |M SD
determinants

Inadequate market | 3.59 | 1.27 |3.72 | 122 | 4.08 |1.02 |3.83 |1.27 |3.81 |1.20
for my product or
service

Searching new | 3.56 |1.02 [3.78 |1.07 |3.42 |132 [396 |[099 |368 1.1
market is too
difficult

Lack of demand|3.64 |1.11 |[3.81 (118 |3.71 |120 |3.71 |116 [3.72 |1.14
forecasting

Lack of market|3.38 [1.09 |3.78 |1.10 [3.88 |1.19 |3.63 |1.17 |3.67 |1.14
information

Lack of promotion | 3.23 |1.18 | 3.81 |1.03 |3.75 |1.26 [3.96 |0.86 |3.69 |1.08
to attract potential
users

Poor in potential | 3.00 | 1.34 {288 | 134 |3.29 |133 (246 |144 |291 |1.36
customer
identification

Grand mean/standard deviation 3.58 |1.17

As indicated in the table above inadequate market for product or service is with the grand
means score 0f3.81 and standard deviation of 1.20. Difficulty in searching new market scores
grand mean of 3.68 and standard deviation of 1.10.Whereas lack of demand forecasting has
grand mean of 3.72 and grand standard deviation of 1.14.Lastly lack of market information
and lack of promotion to attract potential users have the grand mean scores of 3.62 and 3.96
and grand deviations of 1.14 and 1.08 respectively.
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Inadequate market for product or service and difficulty in searching new market shows
significance towards the problems related to marketing determinants. These challenges
strongly affect MSEs performance in the town administration. On the other hand poor in
potential customer identification with grand mean of 2.91 and grand standard deviation of
1.36 for the four sectors affects performance of MSEs to a lesser extent. But the above
significance is not uniform throughout the four sectors. For instance, inadequate market for
products for the construction sector is the highest with the mean score of 4.08 and standard
deviation of 1.02.The second significant determinant factors with the mean scores of 3.96,
3.96 and standard deviation of 0.99, 0.86aredifficulty of searching new market and lack of
promotion to attract potential users respectively for the sector manufacturing. In the study
that was undertaken by Ebitu et al. (2015:72) marketing problems are simply those marketing
factors that can impede, disrupt or hinder the growth, development and expansion of the firm
in its effort to satisfy its target market and also create value for the organization. The findings

agree with the previous studies.

4.3.1.6.Financial determinants that affect the performance of MSEs

Table 4.6 Financial determinants that affect the performance of MSEs

Item S T C M Grand Total

Financial M SO |M SO |M SO |M SO |M SD

determinants

Shortage of working | 4.05 | 1.15 | 4.63 |0.83 |4.29 |1.16 |4.71 |0.69 |4.41 |0.96
capital

Lack of cash | 3.31 |1.28 |2.97 |[140 [3.71 |130 |225 |1.33 |3.06 |1.33
management skills

Inadequacy of credit | 3.33 |1.24 (344 | 154 [392 |132 |354 |1.41 |356 |1.38
institutions

High collateral | 3.59 |1.12 | 431 [0.86 |4.42 |0.93 | 438 [0.88 |4.18 |0.95
requirement  from

banks and

other lending

institutions
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High interest rate |3.85 [0.99 | 431 | 097 |4.46 | 098 |[454 |051 |4.29 |0.86
charged by banks
and

other lending

institutions

Loan application | 3.90 | 0.94 |4.13 | 116 |4.42 | 102 |4.46 |0.88 |4.23 |1.00
procedures of banks
and

other lending

institutions are too

complicated

Grand mean/standard deviation 3.96 |1.08

The results in the table 4.6 above showed that shortage of working capital is with the mean
scores of 4.05, 4.63, 4.29, and 4.7 with standard deviations of 1.15, 0.83, 1.16, and 0.69 for
service, trade, construction and manufacturing respectively. Lack of cash management skills
are with mean scores of 3.31, 2.97, 3.71and2.23 with standard deviation scores of 1.28, 1.40,
1.30, and 1.33 for service, trade, construction and manufacturing respectively. Regarding
inadequacy of credit institutions the mean scores are 3.33, 3.44, 3.92 and 3.54 with standard
deviations of 1.24, 1.54, 1.32 and 1.41 for the sectors service, trade, construction and
manufacturing respectively. High collateral requirement from banks and other lending
institutions are with mean scores of 3.59,4.31,4.42 and 4.38 with standard deviations of
1.12,0.86,0.93 and 0.88 for the sectors service, trade, construction and manufacturing
respectively. High interest rate charged by banks and other lending institutions are with mean
scores of 3.85, 4.31, 4.46 and 4.54 with standard deviations of 0.99, 0.97, 0.98 and 0.51 for
service, trade, construction and manufacturing respectively. The results in table 4.6 above
indicated that complexity of loan application procedures of banks and other lending
institutions are with mean scores of 3.90, 4.13, 4.42 and 4.46 with standard deviation scores

0f 0.94, 1.16, 1.02 and 0.88 for trade, service, construction and manufacturing respectively.

The above results showed that Shortage of working capital is the greatest determinant for MSEs

performance .When compared across the sectors it is the most critical in manufacturing. The

study conducted by Mbugua et al. (2014:1) concluded that access to finance and availability of

management experience are the key socio-economic factors affecting the performance of MSE in
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Limuru Town Market of Kiambu County, Kenya. High collateral requirement from banks and
other lending institutions is the second greatest factor affecting MSES performance. The degree
is highest for construction sector. Inadequacy of credit institutions is the third critical problem
for MSEs performance. The least determinant is inadequacy of credit institutions.

All the interviewed operators aggressively responded that shortage of working capital is their
incomparable challenge to operate their business. Batu Town Urban Job Creation and Food
Security Office deputy head and one senior expert from the same office assured that shortage of
working capital is the critical challenge for the success of MSEs in the town. They further added
that lack of capital for expansion of business is the bottle neck for all micro and small enterprises

in Batu town administration.
4.3.1.7.Infrastructural determinants that affect the performance of MSEs

Table 4.7 Infrastructural determinants that affect the performance of MSEs

Item S T C M Grand Total

Infrastructural M SD M SD M SD M SD M SD

determinants

Frequent power | 456 | 0.63 |4.47 | 092 | 354 |1.38 |4.63 |0.49 | 430 |0.86

interruptions IS
challenge for the
enterprise

Insufficient ~ water | 4.08 | 0.87 |4.31 |0.93 |4.04 [1.23 |4.42 |0.78 |4.21 |0.95
supply is challenge
for the enterprise

Lack of business | 3.87 |0.95 |3.53 [1.22 |396 |1.27 |438 |0.72 [3.94 |1.04
development

services

Grand mean/standard deviation 415 |0.95

Results in the table 4.7 above clearly showed that frequent power interruption challenge is
with mean scores of 4.56, 4.47, 3.54 and 4.63 with standard deviations of 0.63, 0.92, 1.38
and 0.49 for service, trade, construction and manufacturing respectively. Whereas

40



insufficient water supply challenge is with mean scores of 4.08, 4.31, 4.04 with standard
deviations of 0.87, 0.93, 1.23, 0.78 for service, trade, construction and manufacturing
respectively. Lack of business development services are with mean scores of 3.87, 3.53, 3.96
and 4.38 with the standard deviations of 0.95, 1.22, 1.27 and 0.72 for service, trade,
construction and manufacturing respectively.

From the facts mentioned above, all the three determinants affect MSEs performance
negatively. But frequent power interruption is the critical challenge for MSEs performance in
the study area. This critical factor can negatively affect the performance MSEs in Batu town.
Insufficient water supply is the second critical obstacle under the infrastructure determinants.
Lack of business development services is the least determinant when compared with the
other two determinants. This result is supported by the GEM South Africa 2014 report. The
report revealed that lack of access to physical infrastructure is a key impediment to business
growth and adds significantly to the cost of doing business. In South Africa infrastructure is
one of the key enablers for SMMEs development. Ease of access to communication
infrastructure, utilities and transport, land or space at affordable prices can be instrumental to
supporting new businesses.

Interview responses from operators, Batu town urban job creation and food security office
deputy head and Batu TVET college dean confirmed that frequent power interruption and

insufficient water supply are the serious challenges to be solved.

4.3.1.8.Management determinants that affect the performance of MSEs

Table 4.8 Management determinants that affect the performance of MSEs

Item S T C M Grand Total

management M SD M SD M SD M SD M SD

determinants

Lack of appropriate | 3.21 |1.47 | 331 | 151 |3.71 |1.20 |3.79 [1.02 | 351 |1.30

planning

Inadequate on the|3.23 | 129 |350 |1.14 {388 | 108 |3.29 |1.30 |348 |1.20
spot follow up and

control

Poor  organization | 3.23 | 1.25 | 353 |1.11 |[3.67 |1.09 |3.42 |114 [3.46 |1.15
and ineffective
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communication

Lack of transparent | 3.31 |1.32 | 3.25 | 146 |3.46 |150 (238 |1.38 |3.10 |1.42
division of labor

among workers

Grand mean/standard deviation 3.39 |1.27

Results calculated for management determinants in the table 4.8 above showed that lack of
appropriate planning has the mean scores of 3.21,3.31,3.71,3.79 and with the standard
deviations of 1.47,1.51,1.20,1.02 for the sectors service ,trade, construction and
manufacturing respectively. For inadequate on the spot follow up and control the mean
scores are 3.23,3.50,3.88,3.29 with the standard deviation scores of 1.29,1.14,1.08,1.30 for
service, trade, construction and manufacturing respectively. Poor organization and ineffective
communication as a factor is with mean scores of 3.23, 3.53, 3.67, and 3.42with standard
deviation of 1.25, 1.46, 1.50, and 1.38 for service, trade, construction and manufacturing
respectively. Lack transparent division of labor among workers is with the mean scores of
3.31, 3.25, 3.46, and 2.38 with standard deviation scores of 1.32, 1.46, 1.50, and 1.38 for

service, trade, construction and manufacturing respectively.

When the above results are observed, lack of appropriate planning is the most serious factor
that negatively affects MSEs performance. Especially, lack of appropriate planning is the top
critical problem for the manufacturing sector. Inadequate on the spot follow up and control is
the second obstacle under the management determinants. Lack of transparent division of

labor among workers is the least determinant of MSES performance.
Almost all of the interviewed respondents said that planning is not emphasized as critical for

their business performance. The prepared plan is not looked at as an important guide for

business improvement.
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4.3.1.9.Entrepreneurship determinants that affect the performance of MSEs

Table 4.9 Entrepreneurship determinants that affect the performance of MSEs

Item S T C M Grand Total

Entrepreneurship M SO |M SO |M SO |M SO |M SD

determinants

Lack of [ 403 | 0.84 | 366 |131 |4.16 |1.24 |471 |0.46 |4.14 |0.96
entrepreneurship
training

Lack of innovation |3.56 |0.99 |359 |1.19 |3.63 |1.13 |4.17 |0.70 | 3.74 | 1.00
to introduce new
techniques of
production or new
forms of business
organizations

Lack of taking the | 3.15 |1.14 |3.09 [1.38 |3.75 |1.03 |3.63 | 101 |[3.41 |1.14
initiatives of
controlling the
resources that are
used to produce

goods and services

Lack of persistence | 3.18 |1.21 |3.31 | 138 |3.75 |1.07 |254 [153 [3.20 |1.30
and courage to take
responsibility for
ones failure

Lack of taking|4.26 |0.72 |4.19 [0.86 |3.88 |1.33 |4.00 |1.14 |4.08 |1.01
experiences  from
similar  enterprises

which are successful

Grand mean/standard deviation 3.77 | 1.08
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Among the entrepreneurial determinants, lack of entrepreneurship training scores the highest
mean for the manufacturing sector. Mean scores for the four sectors are 4.71, 4.16, 4.08 and
3.66 with standard deviation scores of 0.46, 1.24, 0.84 and 1.31 for manufacturing,
construction, service and trade respectively. Lack of innovation is the factor with the mean
scores of 3.56, 3.59, 3.63and 4.17 with standard deviations of 0.99, 1.19, 1.13and 0.70 for
service, trade, construction and manufacturing respectively. As determinant factor, lack of
taking the initiatives of controlling the resources that are used to produce goods and services
is with the mean scores of 3.15,3.09,3.75,and 3.63 with standard deviations of 1.14,1.38,1.03
and 1.01 for the sectors service, trade ,construction and manufacturing respectively. The
fourth factor which is the lack of taking experiences from similar enterprises is with mean
scores of 4.26, 4.19, 3.88 and 400 with standard deviation of 0.72, 0.86, 1.33 and 1.14 for

service, trade, construction and manufacturing respectively.

From the facts above, it can be understood that lack of entrepreneurship training is the first
most important factor that affects performance of MSEs.The second most important factor
that affects performances of MSEs in Batu town is lack of taking experiences from similar
enterprises which are successful in their performances. Whereas lack of innovation to
introduce new techniques of production or new forms of business organizations is the third
factor that determines MSEs performances. Lack of taking the initiatives of controlling the
resources is not significant problem for operators of MSEs engaged in the four sectors.

According to the interview conducted with operators it was proved that entrepreneurship
training is not known by many of the enterprises. Some of the interviewees further confirmed
that they did not hear the name entrepreneurship. The findings of this study agreed with
previous studies as follows. Cooper (1981) as cited in Das (2000-2001:68-73) proposed that
three factors influence entrepreneurship antecedent influences .These are background factors
such as family influences and genetic factors that affect motivation, skills and knowledge),
the nature of the organization that the entrepreneur was employed in just prior to starting a
business and experiences learned there and environmental factors such as economic

conditions, access to venture capital and support services
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4.3.1.10. Summary of factors that affect performance

Table 4.10 Comparison of the major factors

No Determinants Grand Rank
mean
1 Politico-legal 3.2 o
2 Working premises 3.21 g™
3 Technology 3.48 6"
4 Support 3..84 3"
5 Marketing 3.58 5
6 Finance 3.96 2"
7 Infrastructure 4.15 1°
8 Management 3.39 7"
9 Entrepreneurship 3.77 4"

Regarding the major determinants of MSEs performance, infrastructure and financial factors
have the highest potential to enhance the performance of MSEs in Batu town administration.
Support, entrepreneurship and marketing are the third, fourth and fifth potential contributors
to the performances of MSEs in Batu town. Technology and management hold the sixth and
seventh position in terms of their contribution to performances of MSEs in the town.
Working premises and politico-legal factors occupied the eighth and ninth positions
respectively. The results clearly showed that infrastructure, financial, support,
entrepreneurship and marketing factors are the most important determinants of MSEs
performance in Batu town administration. This result is supported by the Ethiopian
Economics Association (2015:2-3).According to EEA, during the last few years the
performance of MSEs has fallen short of expectations due to various challenges. These
include, problems related to finance, access to market and low competiveness, business
information, working premises, poor acquisition of technical skills and managerial expertise,

appropriate technology, and access to quality infrastructure.
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4.3.1.11.

Table 4.11 Performance rating based on business activities

Performance rating based on business activities

Item S T C M Grand Total
Performance M SD M SD M SD | M SD | M SD
determinants

The business is|2.64 |137 |278 |141 |3.71 [1.27 |354 |153 |3.17 |1.40
Profitable

There is a good|279 | 124 (284 |1.14 |3.33 |137 |3.46 |1.06 |3.11 |1.20
Sales turnover

There is good [294 | 128 |238 |1.04 |[3.21 |1.32 [3.29 [1.20 |296 |1.21
customer retention

There is business | 2.28 |1.28 | 191 |1.06 |3.21 |144 (242 |150 |246 |1.32
expansion

Grand mean/standard deviation 293 | 1.28

From the table above it is clear that all the four sectors expressed their agreement on the

profitability of the businesses they are engaged in. The grand mean score and the standard

deviations are 3.17 and 1.40 respectively. But the extent to which the respondents agreed on

the profitability is weak. This can be seen from grand mean and standard deviation.

Profitability looks better for the construction sector in the town. Even though there is

indication of profitability, that profitability is not adequate for MSEs in the town

administration to expand their business.

4.3.2. Results from inferential statistics

This is the section where the result of inferential statistics regression analysis was performed.

Using regression statistical techniques, conclusions were drawn.
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4.3.2.1.Regression analysis

The researcher conducted regression analysis to explain the effect of various factors on the

performance of MSEs in Batu town administration. The results were explained in table 4.13

below.

Table 4.13 Model Summary

Model R R square R Std. Error Sig
adjusted of the
estimate
1 .678° 460 415 075161 000
Model Unstandardized Standardized t Sig.
Coefficients Coefficients
Variables B Std. Beta
Error
(Constant) .647 .408 1.587 115
Politico- legal .095 .072 119 1.319 190
working -.017 .067 -.024 -.260 .795
premises
Technological .105 .072 134 1.454 149
factors
Support .058 .075 .076 .780 .027
determinants
Marketing .162 .093 .167 1.735 .017
determinants
" Financial 247 .089 .276 2.784 .006
= determinants
S
E Infrastructure .159 .067 191 2.372 .019
o determinants
Management .007 .090 .007 .082 .935
determinants
Entrepreneurship .043 .069 .047 .614 .030
determinants
a. Dependent Variable: Performance
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** P<0.05
Source: Field survey, 2017

a. Predictors :( constant) Entrepreneurship determinants, marketing determinants,
technological ~ determinants, infrastructure  determinants,  management
determinants, politico-legal, working premises, support determinants, financial
determinants.
In a model summary, the “R” value is used to indicate the strength and direction of the
relationship between the variables. The closer the value gets to 1, the stronger the
relationship. In this case as shown in model summary table 4.13, above= 0.6780 this means
there was an overall strong and positive relationship between the variables. The R-square in
the study was found to be 0.460.This value indicates that the independent variables
(Entrepreneurship, marketing, technology, infrastructure, management, politico-legal,
working premises, support and finance) can explain 46% of the variance in the performance
of MSEs in Batu town administration. The remaining 54% of the variance can be explained
by other variables not included in this study.
Table 4.13 above displays the estimates of the multiple regression of performance against its
variables for the sample of 119 managers of MSE. The hypothesis which states that the
business environments of Ethiopia aimed at MSE development do not affect the performance
of MSEs engaged in service, trade, construction and manufacturing sectors of Batu town
administration is tested at 5% level of significance, it was discovered that the business
environments of Ethiopia aimed at MSE development do play a significant role in
determining the performance of MSEs. Thus, the null hypothesis may therefore be rejected
and it is accepted that, the business environments of Ethiopia aimed at MSE development do
affect the performance of MSEs engaged in service, trade, construction and manufacturing
sectors of Batu town administration.
Table 4.13 further shows that, all the explanatory variables included in this study can
significantly explain at 95% confidence level to the variation on the dependent variable. The
standardized beta coefficient column shows the contribution that an individual variable
makes to the model. The beta weight is the average amount the dependent variable increases
when the independent variable increases by one standard deviation (all other independent
variables are held constant). The largest influence on the performance of MSEs in Batu town

is from the financial factor (.276) and the next is infrastructure factor (0.191). The third is
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marketing determinant (0.167). On the other hand working premises with the beta value of( -
0.024) and management with the beta value of (.007) are the poorest predictor of

performance when it is compared with the other explanatory variables under this study.
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Chapter five

Conclusions and recommendations

5.1. Conclusion
This research was conducted with the main objective of investigating the determinants of
MSEs performance in Batu town administration. Based on the objectives and findings, the
following conclusions were drawn.
The main sources of initial capital for most of the MSEs are personal savings followed by
family, iqub and friends. The formal financial institutions such as banks and micro finance
institutions are not serving adequately to satisfy the credit needs of the MSEs in Batu town.
Because of their high interest rate and collateral requirements, majority of MSEs in the
town are not exhausting these formal institutions for their financial needs. Rather they are
forced to use informal financial institutions as sources of their initial capital.
The study concludes that financial factors such as shortage of working capital, high collateral
requirements from banks and other lending institutions and high interest rate that are charged
by banks and other financial institutions are affecting the performance of MSEs in Batu town
administration. Marketing determinants which include inadequate market, difficulties of
searching new market and lack of demand forecasting are negatively affecting the
performances of MSEs in Batu town administration. Previous studies on MSES in Ethiopia
made the same conclusion. According to Mulugeta (2008) the major obstacles experienced
by MSEs were lack of access to finance, working premises (at affordable rent), lack of skills
and managerial expertise, infrastructure, information and technology. These problems result
in failure of these businesses to expand and have the effect of preventing their expansion
almost from the beginning of their operations.

Frequent power interruption and insufficient water supply are the major challenges for
MSEs in Batu town. Politico legal determinants such as petty corruption, political
intervention and tax issues are obstacles for the performance of MSEs in Batu town
administration. The effect of petty corruption is gravest in trade and manufacturing sectors.
Micro and small enterprises in Batu town administration lack efficient machinery and
equipment besides the lack of skills to use the new technology. Without efficient technology
it is very difficult to produce quality product and to provide quality service for which today’s

customers are sensitive. These technological constraints hinder the performance of MSEs in
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the town. Inadequacy of supports to be delivered to MSEs by the nearby TVET institutions
and other concerned bodies made MSEs in Batu town administration not to be well equipped

in knowledge, skills and attitudes.

Lack of entrepreneurship training and lack of taking experiences from similar successful
enterprises are problems for MSEs in Batu town administration. Lack of appropriate
planning, inadequate on the spot follow up and poor organization and ineffective
communication are management determinants which affect the performance MSEs in Batu
town administration. Previous studies on MSEs in Ethiopia reached the same conclusion
Tarfasa et.al, (2016:9) concluded that the key factors for the growth of micro and small
enterprises include characteristics of MSEs and managers, institution, location, the sectors in

which the MSEs operate and innovation or competitiveness.

Even though there are clearly designed MSEs development strategies, micro and small
enterprises are not competitive in their performance. Challenges which hinder their
performances are prevalent. Policies, strategies and programs are not implemented as
designed. The study revealed that the lack of coordination among different government
bodies and MSEs operators, lack of support, proper and regular follow up from appropriate
bodies are the main reasons for MSEs not performing as intended. Finally, the study
identifies that financial, marketing, and infrastructure factors show strong negative impact on
the performance of MSEs in Batu town compared to other factors.

5.2. Recommendations
Results of the study show that most of the MSEs in Batu town administration prefer to use
personal savings, contributions from relatives/friends and iqub as sources finance. Because
they find it very difficult to access financing from banks and other financial institutions due
to strict collateral requirement and high interest rate. The study therefore recommends that
banks and other financial institutions should come up with appropriate policies and legal

frame works that make it easy for MSEs to access finance for their business.

There is scarcity of market for products and services of MSEs in Batu town administration.
The town administration in collaboration with the regional government should create market
chain for products and services of MSEs. Micro and small enterprises development council at

the town level should be strengthened to play important roles in the development of MSEs as
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stated in MSEs development strategy. The town administration should encourage MSEs to

take part in exhibitions and bazaars to promote their products and services.

Access to infrastructure affect the performance of micro and small enterprises in Batu town
administration. The study recommends that Ethiopian Eclectic Utility Service should solve
frequent power interruption problem which is the greatest obstacle for MSEs engaged in all
sectors. Batu town Water supply Service Office should diligently follow and solve problems
related to insufficient water supply for MSEs in the town. Micro and small enterprises in the
town administration are underperforming due to the lack of efficient machinery and
equipment besides the lack of skills to select and use the new technology. These constraints
hinder the performance of MSEs in the town. The study therefore recommends that Batu
town administration and MSEs operators in the town should work in collaboration with the
nearby TVET institutions in order to solve problems related to skill gaps to select and use
new technology.

Lack of entrepreneurship training and resistance to take experiences from similar successful
enterprises are factors which impedes the performance MSEs in Batu town administration.
The town administration should start offering entrepreneurship training to MSEs in the town
administration. The town administration should encourage MSEs to take experiences from
similar successful enterprise. Entrepreneurship training should be given by professionals in
the area of business fields rather than pushing it to TVET institutions where professionals in
TVET are specialized in the technical fields of study. Entrepreneurship will enable MSEs to

be competitive by exploiting the available business opportunities.

5.3.  Areas for further research
As this study focused on internal and external determinants of MSEs performance, further
study can be conducted on the issues related to attitudes of MSEs operators towards the
business. In the future, micro and small enterprises in other towns should be involved in the

study to observe deviations of the conclusions.
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APPENDIX A

QUESTIONAIRES
SAINT MARY’S UNIVERSITY

SCHOOL OF GRADUATE STUDIES
DEPARTMENT OF MBA GENERAL
INTRODUCTION:

Dear respondent,

| am a graduate student in the department of MBA General, at Saint Mary’s University.
Currently, | am undertaking a research entitled ‘Determinants of the Performance of Micro and
Small Enterprises in Batu Town Administration. You are one of the respondents selected to take
part in this study. Please assist me in giving correct and complete information to come across
genuine finding regarding the Determinants of the Performance of Micro and Small Enterprises
in Batu Town Administration. | confirm you that the information that you share me will be kept
confidential and only used for the research purpose. Thank you in advance for your kind
cooperation and dedicating your time.

Sincerely; Abu Berki
Instructions:

No need of writing your name.

For Likert scale type statements and multiple choice questions indicate your answers with a
check mark (V) in the appropriate box.
Part 1:Data about the respondent

1. Sex
A.Male—] B. Femald_—]
2. Age:
A. 18-20—71 B.21-35_—_]C. 36 -50 [—_—]D.51-65 [—_"]above65 1

3. Marital status:
A. Singler——— B. Married C. Divorcedr——] D. Widowed[——] E. Separated [—]

4. Level of education
A. Below primary.— B.1-8[—1C.9-12— ] D. Certificatt—] E. Diploma and
above 1

Part 2: General Information on Business Enterprises

1. What is the main activity of your enterprise?

A.service[__] B.tradg_—_— C. constructionr__] D. manufacturin —
2. What is the number of employees in your enterprise?

Al-2] B3-4_—1Cbh56[__1 D781 E910[]

3. What was the source of your funds to start-up your business?

A. Personal saving —— D. NGOs——1 G. Micro finance institutions ]
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B. Family 1
C.Banks [

4. Which one of the following is the most important for the success of your business activities?

A. A business planC—]
B. Business opportunities ]

E. Friends/RelativesT—]
F. lqub/Idir —]

Part 3: Determinants of the Performance of Micro and Small Enterprises

H. Others (specify)

C. An entrepreneurial awareness ]

D. Experience sharing from similar enterprises ]

The major determinants of the performance of MSEs are listed below. Please indicate the degree
to which these determinants are affecting the performance of your business enterprise. After you
read each of them carefully, evaluate them in relation to your business and then put a tick mark
(\) under the choices below. Where, 5 = strongly agree, 4= agree, 3 = undecided, 2 = disagree
and 1= strongly disagree.
5. Please indicate the degree to which you agree with the following statements regarding
Politico- legal factors

S.No Politico- legal 51413121
5.1 Petty corruption is as facilitator in business

5.2 Bureaucracy obstacles in company registration and licensing

5.3 Lack of appropriate policy

5.4 Political intervention from officials

9.5 The tax levied on my business is beyond its financial capacity

6. Please indicate the degree to which you agree with the following statements regarding the
working premises.

S.No Working premises. 51413121
6.1
The rent of house is too high
6.2 Current working place is not suitable to conduct business
effectively
6.3 Shades are not built as per the standard suit with the climate of

the area.

7. Please indicate the degree to which you agree with the following statements regarding
technological factors.

S.No Technological determinants 5141321
7.1 Lack of efficient machinery and equipment

7.2 Lack of skills to use new technology

7.3 Unable to select appropriate technology
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8. Please indicate the degree to which you agree with the following statements regarding support
from concerned bodies.

S.No Support related determinants 5/413(2]|1
8.1 Nearby TVET did not give adequate training regarding business
management
8.2 Nearby TVET did not give adequate training regarding usage
new technologies
8.3 Other concerned bodies did not adequate training regarding

changes in the business environment.

9. Please indicate the degree to which you agree with the following statements regarding
marketing determinants

S.No

Marketing determinants 5141321
9.1 Inadequate market for my product or service
9.2 Searching new market is too difficult
9.3 Lack of demand forecasting
9.4 Lack of market information
9.5 Lack of promotion to attract potential users
9.6 Poor in potential customer identification

10. Please indicate the degree to which you agree with the following statements regarding
financial determinants.

S.No Financial determinants. 5141321
10.1 Shortage of working capital
10.2 Lack of cash management skills
10.3 Inadequacy of credit institutions
10.4 High collateral requirement from banks and
other lending institutions
105 High interest rate charged by banks and
other lending institutions
10.6 Loan application procedures of banks and

other lending institutions are too complicated

59




11. Please indicate the degree to which you agree with the following statements regarding

infrastructure.

S.No Infrastructural determinants 5(413(2]1
111 Frequent power interruptions is challenge for the enterprise

11.2 Insufficient water supply is challenge for the enterprise

11.3 Lack of business development services

12. Please indicate the degree to which you agree with the following statements regarding
management determinants.

S.No management determinants 5/4]3|2]|1
12.1 Lack of appropriate planning

12.2 Inadequate on the spot follow up and control

12.3 Poor organization and ineffective communication

12.4 Lack of transparent division of labor among workers

13. Please indicate the degree to which you agree with the following statements regarding
entrepreneurship determinants.

S.No Entrepreneurship determinants 413 1
131 Lack of entrepreneurship training
13.2 Lack of innovation to introduce new techniques of
production or new forms of business organizations
13.3 Lack of taking the initiatives of controlling the resources that
are used to produce goods and services
13.4 Lack of persistence and courage to take responsibility for ones
failure
135 Lack of taking experiences from similar enterprises which are
successful
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14. Please indicate the degree to which you agree with the following factors that have a direct

influence on the performance of your business?

General Factors 514132 |1

o

Politico- legal

working premises

Technological factors

Support determinants

Marketing determinants

Financial determinants

Infrastructure determinants

Management determinants

OO|NOBD|WIN|FZ

Entrepreneurship determinants

15.How do you rate the performance of your business profitability?

No Performance determinants 5 |4(3]|2 |1
1 The business is Profitable

2 There is a good Sales turnover

3 There is good customer retention

4 There is business expansion

61




PP LT TIC PP LiaCht:
PLVl 9l /1t Ot
AFPAL LH1h AVTSLC 4.7 Crov}t

nNGA A7%:- a9 P
a-L PGk 4AF P

As NPLOT TICLI° LraChl CALNIN ANTSRC PLVL I°LP tavid 1914 O
7 OAV7 WL Paovavldd @ £ dvédsd 128 AL A1FAV:: PreE COonyg® “N0-:
07 AOTSLC oL PP PPTe R10ES TRV hE.909° AL TOAT Po00L4.
TVGEETT LavalgA:: ACALI (LY PG AN FooCaPA: ACAP
PLOAm-F7  FhNAT o7 ool APGE om0t M9 ANdAL ooy
N7 aom C47 NP7PE 27990 VFUTHS AnCPAav:: A2 NACH 1)
LPLHYT AL ool o NopenlA9°  POLOAMST  onlE TUNPEPYE
CmOPLsS ALY PGS AN AT RTRVLOA  RLIINAV:: AYC aolBE P
ATIVCTE 947 AF Lw-Ad:: LRPT Qoo AACLLRCTHATY TG
NP Lo70 havAITAV-::

alk Ch,

AN :- NoomPRAL NI° o096 KA PNEANTI°::

a2 17 AP o0 CACTT AT v eadI°m

62



NFA AT PamART QAP lE

1. 2

v. 078 ] O
2. 08

18-20[ ] A, 21-35 ] 4. 36501  o» 5165 ]
3. PoNF pud

v. a1 a. el . e[ aweeratol Koo [ 1]
4. CTIVC TV

V. 011%F £48 03T ] a. 1-8h] P [ ]
o, AC1sh ] w. S TATAG (1AL
neAOT

NA L1 ARt A FAL avl®

1. A0 ¢ ol-ov0 927 L 1047
. A0 A e[
hbrteniy [ oo mygeeF) opdircra [

2. 1LCHEIP2 OrT AT ha?
V.12 [ Ja. 34 | ch 56 oo, 7-8[ . 9-10 [ |

3. MUCE Aaw7PAPh avyd NC 0P T ATT?
V. h2A €ma [ ] A, ka0 [ A hazh [
av, NI P WA LCEAT [ w ALY [ ] LORNALC[ ]
a. hmehe 46597 [ | L O T A 7 B R

4. herhtacl a0t ans-2 ant M9 ody evre, ¢k 1o, ?

v. LU 6P [ A. AN APNULPT [

A, P0é damdée LT oo, 2ANIO VAT AAMT 2T [ ]

63



neA At

AP P75 A10TF AR P0e ATP0P0 AL HEAT P72.0AL 4 H40T

oy 0I5  ArFPPIT RIS ARV PREZA CTAC AV PULTA TG
AHCNEPA:: WTHLHST  TACT NACOHL €74 HCE AL LAAT TOAT
Po7 LA TT RLE PonAl:: ARLTS TS TPE WA“ICHE ATL L NF ¢
"V PART 0714 PAT LAam:::

0Ng* Kha"77740-
ANT17700-
A7 A4V
HAAONT]TIY°

1. (1M9° AAOTT9°

N W Ao

+.4¢ | 5. VIPT7ALNE +AC-T 514 |3 (2 |1
51 | ~¢77 AMPAMGE PULLLF L6501 RIS  R4E

ov-01G KAV @-::
52 | (M0.CNEOLP “1i$ M) PPNING PT84

AN L&l

53 | ?972.00¢- 7°A.0 AAovS(C::

54 |0, eAVT ¢Z°aLh AP 1Nt

5.5 | taon g o7 e3P CAVIC 4G

+.¢ 6. P22l NFLLES AMTIE FACT:: 5|4 |32 |1

6.1 | e g ev? e hé-8 aom’7::

6.2 | AU7 PAVOT 0J Arvé hov; he LAY :

6.3 | P11y AT hahOO.o- PAPC mOe 2C 0°7.0777Y

64




oAl LLET® 7 Panlld AL LAY::

+.& 6. FhTaES AN7E TICTF

71 | Arefe 0 P07 CERT AR P0AT hdawTC

7.2 |EhSNE  Aoomdyc A& €Y fkhih  hvaet
hAavS(::

7.3 |amée M0 PP PERTNE omt oogele
ANaoF e

+.¢ 8 L£IEG THTIE FIACT

8.1 |NPCOT eA- PEhLhG oo hAET PONIN
ANTLLCT N°7.avp 0 PPy ~AMS
hhavam-T::

8.2 |NPCOT fa.- eEaLAT oo f  hAET  (A%4.0
FNTOBLF AP Hee N AN
hhaoam-T::

8.3 | MM B8 PolavAhI o CoorINT AR
FAPPE Pooe- AT AIGHN oodh (8 PUPY
~AmS hhaoam-l::

+.¢ 9 MLts +HE FIUACT

9.1 | N PP PULL 0LA hAowT(C::

9.2 | A% P10¢ AT 67 PovdA) KEIT1T::

9.3 | PowLd T CUE GANTT oo (1L hAavFA::

9.4 | & PP PINLT aolB hAwFC::

9.5 | 9°CA 7 NA(: “I0+PoP AdovFA::

9.6 |PLINT hPeH LN avyf}::

65




tT.¢

10 h17H0 2C P4 2PH TFIACT

10.1

POé “TIPALA 1TTHA APLol::

10.2 | P17 AL PUT NVAT TIC::

10.3 | N CANSS 21 haovGC::

10.4 | A70TG AAT ANSE 2T A“NLC PoLm e T
N1 e eY aomy::

10.5 | V707G AT ANSE 27 oAt e E
eANEC oAl oom7::

10.6 | A70TS  AAT ANSE R 10 A“NLC
eor AT o-0N0NGT AAANT 7.87T::

o ) 11 haoOlt AP+ IC e12PH TFIUACT

111 | Phdiéh VLA oo il

11.2 | PP LLmG (€ PAPY P APCOT

11.3 | POLHY QAT ANANT APl

T4 12 haé- Aomé-C vt IC P 2LeH

TUCT::

12.1 | MA20(0 AA“1P LG 0P L hhavavlqt TG

12.2 | .17 1] PN T ARG PRPPC »CYT
AN HC I

123 | 09 ALLBE TS  omI3*  PAPY PRIl
hOC::

12.4 | QOFE anhind IAR PPY PACS PUALYTT NGAA

hO\oS(::

66




+.¢ 13 P04 4.mé MOKTS AHNTIE FACT 5

13.1 | Ok CUPT POl dmé- AAMT AA“IVT 1 ::

13.2 | A% PNé  ARLBEA: PhovldtG  CRIANNT
AONDPT AR hoo NG AIRC Pé.mld. Vet
o071l oG

13.3 | fam-7 UNF QA0 AP lao- Ao-mt b0 T
Ane T1V0 T hQaooSC::

13.4 | A“%4.mé  TRII. @ LPET 0T VALY
hhao@-(1L:::

13.5 | towAA e, HCE  PAe  4ME17Fo-  hriahATFo-
ATTCTELHT AL haowa0L:::

+.¢ 14 hivw QFF btHidiet haPag 14T

NPTF PACALT PG HCFE REIA° AL LOAT
m>e% PP 7 loom? Pavdhrk:

14.1 | heo 70T VI 77002 ATLTEPT IC 012 L
P50

14.2 | P0e- NI RLEG avAd 1S

14.3 | EATANBG avdN 180T 1

14.4 | LIEG U8 150 ::

14.5 | MG oA -SP::

14.6 | LG I0AGT NLC 150+

14.7 | Camlot AVF APCOT::

14.8 | Phovl-C NVATAG oA RS T: :

14.9 | ¢ damée NVNTAG ao(N-SP-T:

+. & 15 iy 0T CHHLHSTT PAHIN  AEKRI°

TCE4 i+ AooAWF-T7 (RLLE Povd\ Dt

67




LN TC47 10-::

PNesr aom’ (1174 LLE AL LIAGA::

Al WD

PLING hPPH M7l Yyo-::

Cam7 ILHIO “0% 4T 1 TAPA::

68

howaacapl




APPENDIX B
Interview questions:

Date of interview
Name of the Organization
Name of interviewee
Position
Time of interview: Started at
Ended at

I.  Interview guestions with MSE operators:
1. What problems did you face while running MSEs in relation to?
A. External factors
- Government policies, bureaucracies, taxation, petty corruption and the like.
- Premises factors (Premises standards, Current working place is not suitable to conduct business
effectively).
-Support(Nearby TVET did not give adequate training regarding business management, Nearby
TVET did not give adequate training regarding usage new technologies, Nearby TVET did not
give adequate training regarding changes in the business environment)
- Technology factors (Lack of efficient machinery and equipment, lack of skills to use new
technology, unable to select appropriate technology).
- Infrastructure (power, transportation, water supply and the like)
- Marketing factors (Inadequate market for my product or service, Searching new market is too
difficult, Lack of demand forecasting, lack of market information, Poor in potential customer
identification.).
- Financial factors (Shortage of working capital, lack of cash management skills, High collateral
requirement from banks and other lending institutions, High interest rate charged by banks and
other lending institutions, Loan application procedures of banks and other lending institutions are
too complicated).
B. Internal factors
- Management and related factors (Lack of appropriate planning, inadequate on the spot follow
up and control, poor organization and ineffective communication).
- Entrepreneurial factors (Lack of entrepreneurship training, lack of innovation to introduce new

techniques of production or new forms of business organizations, etc.)

2. What are the major problems that hinder the performance of micro and small enterprises in
Batu town administration?

I.  Interview questions with TVET dean and MSEs officials

1. What kind of support is expected from your institution/Office to micro and small enterprises
as per the policy and strategies of the government?

2. Is your institution/Office providing necessary support to micro and small enterprises as per
the policy and strategies of the government? If your answer is no, what prevents you from giving
such support?

3. What are the major problems that hinder the performance of micro and small enterprises in
Batu town administration?
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