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ABSTRACT

In developing countries like Ethiopia, micro and small enterprises comprise the
largest part of the industrial sector. They are among the most important economic
development agents through creating employee opportunities and contributing a
significant share in gross domestic product of a country. The benefits of micro and
small enterprises to a country will be maximized if they perform well and grow into
medium enterprises leaving their place to the rise of new micro and small enterprises.
Growth of micro and small enterprises requires identification and minimization of
constraints that hinder their performance through a holistic and effective micro and
small enterprises support service. This research tried to identify the main constraints
that limit the growth of micro and small enterprises in wereda 3 of Gullele sub city.
Eight constraints that limit the growth of micro and small enterprises were selected for
the study, quantitative data was collected and analyzed from micro and small
enterprises. The results showed financial factors as having the highest influence on
growth of micro and small enterprises. High collateral requirement and interest rate
from lending institutions, complicated loan application procedures of lending
institutions and inadequacy of credit institutions are the major challenges for micro and
small Enterprises in wereda 3 of Gullele sub city. The results indicate the demand for
improved support service from micro and small enterprises across wereda 3 of Gullele

sub city.
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CHAPTER 1 INTRODUCTION

1.1 Background of the Study

The contribution of micro and small enterprises (MSEs Hereafter) to national economies
is widely acknowledged. According to World Bank, micro and small enterprises play a major
role in most economies, particularly in developing countries. Formal MSEs contribute up to 45
% of total employment and up to 33 % of national income (Gross Domestic Product) in emerging
economies. These numbers are significantly higher when informal MSEs are included (World
Bank, 2015).

The Federal Micro and Small Enterprises Development Agency of Ethiopia was established
before 72 years and has passed through different institutional names. In 1998, Federal Micro and
Small Enterprises Development Agency (FEMSEDA hereafter) was re-established according to
Regulation of the council of Ministers 33/1998.The Ethiopian government has given due
attention to strengthen MSEs and took a decisive measure for the development of the sector. As a
result, the Council of Ministers approved Regulation N0.201/2011 and re-structured the Federal
Micro and Small Enterprises Development Agency again to enable the agency achieve its
objectives (FEMSEDA, 2015). The key objectives of micro and small enterprises development
program are to create a reliable support for the development of competitive domestic industries
and private sector, create employment opportunities and thereby reduce poverty. Focus has been
given to enable micro and small enterprises produce goods and services which are competitive
initially in the domestic market and then gradually in the international market, ensure a rapid
technological transfer and expand to all cities of the country (Ibid.).

Various supports have been provided by the Ethiopian government to establish new MSEs and to
promote the existing ones in to medium enterprises. In order to build the entrepreneurship and
technical capacity of enterprises, technical skill development and business management training
and counseling have been provided to operators of MSEs. To solve problems related to capital
and machinery of enterprises, credit services sales and manufacturing premises and other
supports have been provided (FeEMSEDA, 2011).

Empirical studies suggest that the growth and performance of MSEs in sub-Saharan countries are

highly affected by factors such as sources of finance, infrastructure and lack of marketing



opportunities (MUDC, 2013) .Although improvements have been registered during the last few
years the performance of MSEs in Ethiopia 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 (EEA, 2015). In its
Economic report update, the World Bank has mentioned challenges in MSEs of Ethiopia
including financial constraints, poor market segmentation, and availability of working area,
infrastructure and tax administration (World Bank, 2015) .The challenges mentioned on the
reports were also confirmed by some of the owners of MSEs and the development sector

employees in the Gullele sub city.

As one of the sub cities of the Addis Ababa city admiration, the Gullele sub city has
registered and gives support to MSEs in five major business sectors. This study was therefore
conducted to investigate, identify and measure factors that constrain the growth of the MSEs in
the Gullele sub city, Wereda 3 so that the support bureau of the Wereda will use the study to

facilitate support delivery.

1.2 Statement of the Problem

In most developing countries, MSEs constitute the vast majority of firms, generating a
substantial share of both overall employment and gross domestic product (USAID, 2005). In
order to tap into the potential of SMEs for development and poverty reduction, development
partners and SMEs themselves need to address a number of challenges so that graduation of as
many enterprises as possible into medium sized enterprises is possible (OECD, 2004). MSEs
have been recognized by the Ethiopian government as a tool for the poverty reduction and
economic development of the country (FeEMSEDA, 2011). Various types of supports have been
provided by the FeEMSEDA to make sure that MSEs will perform well regardless of the factors
constraining their development. These include providing financial support and trainings,
Educational or Management skill development, providing working premises, Market

development and networking, and providing technological development (FeMSEDA, 2015).

Despite the vital role of MSEs in building a competitive private sector and contributing

significantly to economic growth and job creation, MSEs are facing more challenges around the



world in general and in developing countries in particular (Abada et al., 2015). Despite the focus
and support provided to MSE sector, the performance of the industry in Ethiopia has fallen short
of expectations due to the various factors affecting the growth of MSEs. These include financial
problems, access to market, business information, working premises, lack of managerial and
technical skill and access to appropriate technology (EEA, 2015). MSEs engaged in
manufacturing activities have been growing by rate slower than the growth by large and medium
scale manufacturing industries over the last decade. Also, the share of manufacturing MSEs in
GDP of the country has declined from about 1.6 % in 2004/05 to 1.3 % in 2012/13.The loan
repayment performance of MSEs has declined from 89.6 % in 2010/11 to 68% in 2013/14 (lbid.)
. According to the World Bank (2015), only 3% of MSEs in Ethiopia get a loan or financial credit
service. Furthermore, 75% of the MSEs consulted by the World Bank confirmed working
premise challenges. Other challenges mentioned by World Bank include insufficient
infrastructure and inopportune rules and regulations. It has been found that the support service of
MSEs in Ethiopia does not cover the majority of MSEs. 78.5% of MSEs do not receive financial
support, 71% have no access to working premises and 76% have never had a training support
(MUDC, 2013).

The growth of SMEs is dependent on a range of internal and external factors. However,
there is no clear understanding or specific theory to show MSEs are affected by definite
constraints of growth (Stokes, 2010). Studies by Lussier, 1996) and Dragnic (2014), have listed
out the most challenging factors that influence MSE growth across different parts of the world.
The studies also showed the precise effect on growth by these factors. Similarly Reeg et al.
(2013), Abada et al. (2015), Hampel-Milagrosa (2014), SEDA (2012) and USAID (2005) have
showed the constraints of MSE growth and also stressed on the importance of examining both
internal and external constraints to fully understand their effect on growth of MSE. Studies by
Weldegebriel (2012), Ermias (2011), Dereje (2012), Kokobe (2015), Bizusew (2015) and MUDC
(2013) have showed the relationship between MSE growth and its constraints in Ethiopia. While
Bizusew (2015) and MUDC (2013) focus on the lack of MSE support, Weldegebriel (2012),
Ermias (2011), Dereje (2012) and Kokobe (2015) have not include all the possible factors from
both internal and external environment. As the constraints of MSE growth consists of threats
against both internal capabilities of the enterprises and the external opportunities, it is important
to investigate all the possible factors of growth (Sun, 2004), (Papadiki and Chami, 2002),

3



(Olawale and Garwe, 2010). The existing Ethiopian studies therefore lack a holistic view in
examining all the internal and external factors. Clearly, there is a gap studying the effect of both
the internal and external factors affecting the growth of MSEs in Addis Ababa, especially in

Gullele sub city.

This study was therefore conducted to fill the gap that was created due to lack of
knowledge to fully understand the effect of constraints on MSE growth from both internal
capabilities of MSEs and the external business environment in Wereda 3 of Gullele sub city. The
study will be useful in identifying the most influential factors constraining growth in Wereda 3 of
Gullele sub city. The study will be a useful input for the MSEDA of Gullele sub city to focus on
these most influential factors and minimize the factors through support delivered to the MSEs of
Wereda 3.

1.3 Objectives of the Study
1.3.1 General Objective

The general objective the study is to examine the factors constraining the growth of MSEs
in Wereda 3 of Gullele Sub city.

1.3.2 Specific Objectives

1. To identify the most influential factors constraining the Growth of MSEs in Wereda 3

2. To study the perception of MSEs on the adequacy of support provided in Wereda 3

3. Forward viable recommendations to minimize the challenges associated with growth
of MSEs in Wereda 3



1.4 Research Questions
The study developed the following questions;

1. What are the most influential factors that constrain the growth of MSEs in Gullele sub
city Wereda 3?

2. How do MSEs of Wereda 3 perceive about the adequacy of support delivery?
3. What is the growth trend in Wereda 3 with respect to capital accumulation?

These research questions were answered by collecting and analyzing available and relevant data
from selected MSEs.

1.5 Research Hypothesis

This study tested the following hypothesis:

Hol: The internal firm capabilities and business environments of Ethiopia aimed at MSE

development do affect the growth of MSEs in Wereda 3 of Gullele sub city

Ho2: The internal firm capabilities and business environments of Ethiopia aimed at MSE
development do not affect the growth of MSEs in Wereda 3 of Gullele sub city

1.6 Significance of the Study

The research is significant in identifying constraints that hinder the growth of MSEs with in
the sub city and further identify the major constraints of Growth. The Gullele sub city MSEDA
can be benefited from this study to further facilitate its support to the MSEs and identify the

major challenges.

The study brings a holistic view of studying constraints of growth from both the capability of the
MSEs and the external business environment in Gullele sub city, Wereda 3. The study opens a
way of investigating the challenges of MSEs which can be extended to investigate other sub
cities or towns of the country. The study will also be useful input to Government policy makers
and researchers who are interested on investigating challenges that are depicted on the MSEs of

the city.



1.7 Scope and Limitations

Due to time and financial constraints the study investigated the constraints affecting the
growth of MSEs in Addis Ababa, particularly in Wereda 3 of the Gullele sub city. Although there
are various factors affecting the performance of MSEs, this study focused on the most frequently
mentioned constraints on literatures reviewed. These constraints are also the ones which MSEs
get support from the FeMSEDA. These constraints are politico-legal, working premises,
technological, infrastructural, marketing, Financial, Management and Entrepreneurial. It must
be noted that the study was cross-sectional (i.e. data was taken only once for the study) both in
study population and time of investigation.

It must be noted that from the various aspects of firm growth indicators change in capital
accumulation was chosen as indicators such as production output and sales volume are not easy
to access from the MSEs and they differ from one sector to the other. It is expected that the study
might be limited by the lack of access of correct information from the business owners of MSE
due to their suspicion that disclosing information regarding their business.

1.8 Operational Definitions of Terms

Change in capital: is the ratio of the current accumulated capital of a small enterprise to its
initial paid up capital that started the business.

Entrepreneurial constraints: Lack of motivation and drive to manage business. Lack of

tolerance and courage to take risks. Absence of opportunity to have entrepreneurial trainings.

Enterprise: is a unit of economic organization engaged in the business of delivering goods and
services to customers.

Factors: A factor is any influential trait that constrains growth of micro and small enterprises.

Financial constraints: The lack of MSEs to access capital sources such as loan and collaterals,
lack of their financial strength and cash management ability,



Growth: In this paper growth is defined in terms of Change in capital of the enterprises.

Infrastructural constraints: Absence of infrastructure surrounding the MSE premise such as
electricity, water supply, and transportation service. Lack of support on the development of

infrastructural facilities.

Management constraints: Lack of a strategic planning skill, absence of training and experience

in management skills.

Marketing constraints: Lack of a strong market connection of SMEs with their customers. Lack
of demand forecasting and lack of promotion skills to attract potential customers. Poor customer

relationship and handling of SMEs.

Micro and Small Enterprises: Any enterprise that operates with a man power not exceeding 30
people and has a paid up capital of not exceeding 1.5 million birr.

Politico- Legal constraints: These are constraints related with the various rules and regulations
and the political intervention the government imposes in the MSE industry.

Respondent: respondents are those individuals who are owners or employees of an enterprise.

Support Service: Any assistance or aid by the government or non-governmental institutions that

will increase the performance and growth of micro and small enterprises.

Technological constraints: Constraints due to absence of modern machinery and equipment.
Lack of knowledge to use new technology. Inadequacy of support on technological

advancements.

Working Premise constraints: Constraints associated with the lack of convenient, available

working premise and high rental costs of working premises. .



CHAPTER 2 LITERATURE REVIEW

2.1 Definitions of MSEs

There is no universally accepted definition of MSEs across the world. The
understanding of categorizing firms as MSEs varies not from country to country, but also
among officials of the multilateral development institutions. The criterion for defining
MSEs can be the annual revenue, asset value or the number of employees (Gibson and
Van der Vaart, 2008).

Table 2.1: MSE Definitions Used by Multilateral Institutions

Institution Maximum Maximum Maximum
Number Revenues Asset
Of Employees | (USD) (USD)
World Bank 300 15,000,000 None
Inter-American 100 3,000,000 None
Development Bank
African Development Bank 50 None None
Asian Development Bank No Official Definition. Uses only definitions of

Individual National Governments

United Nations Development Program 200 None None

Source: Gibson and Van der Vaart (2008)

Another way of defining MSEs is distinguishing them from large businesses by their
characteristics of management, market share and independence (Berisha and Pula, 2015).The
management definition states that MSEs are managed by their owner(s) in a personalized manner.
The Market share of MSEs is relatively small in economic terms when compared with larger
firms. MSEs are independent in the sense that they do not form part of a larger enterprise. They

are relatively free from outside control in their principal decisions (Ibid.).




Table 2.2: Qualitative MSE Definitions by the United

Organization (UNIDO)

Nations Industrial Development

Category MSEs Large Companies

Management Proprietor-Entrepreneurship Manager-entrepreneurship
Functions linked to personalities Division of labor by subject matters

Personnel Lack of university graduates Dominance of University graduates

All-round knowledge

Specialization

Organization

Highly personalized contacts

Highly formalized communication

Sales

Comparative positions not

defined and uncertain

Strong competitive position

Buyer’s Relationships

Unstable

Based on long term contracts

Production

Labor intensive

Capital intensive, economies of scale

Research Development

Following the market, intuitive

Approach

Institutionalized

Finance

Role of family funds, self-financing

Diversified ownership structure,

Access to anonymous capital market

Source: UNIDO as cited in Berisha and Pula (2015)

MSE Definitions in Ethiopia

MSEs are defined in Ethiopia in the following way:

Micro Enterprises: A micro enterprise in the industrial sector (manufacturing, construction

and mining) is one which operates with up to five people including the owner and/or has total
assets not exceeding Birr 100,000 (about 5,000 United States Dollars). Similarly, for

activities in the service sector (retailer, transport, hotel, tourism, ICT and maintenance), a

micro enterprise is one which operates with up to five people including the owner and/or has
total assets not exceeding Birr 50,000 (about 2,500 United States Dollars).

Small Enterprises: A small enterprise in the industrial sector is one which operates with

between 6 to 30 persons and/or has paid up capital or total assets not exceeding Birr 1.5

9




million. Similarly, a small service sector enterprise is one that has between 6 and 30 persons
and/or has total assets or paid up capital of Birr 500,000 (FeMSEDA, 2015).

Table 2.3: MSE Definitions in Ethiopia

Type of Enterprises Sector Man power Total asset

< birr 100,000

Micro Enterprise Industry | <5
Service <5 < birr 50,000
Small Enterprise Industry 6-30 <_birr 1500000
Service 6-30 < birr 500,000

Source: FeMSEDA (2015)

According to FeMSEDA ( 2011), the main sectors of MSEs in the country are the following.
1. Manufacturing Sector: Textile and garment, Leather and leather products, Food processing
and beverage, Metal works and engineering, Wood works including furniture and ornaments

service and Agro-processing.

2. Construction sector: Sub-contracting, Building materials, Traditional mining works, Cobble

stone, Infrastructure sub contract, prestigious goods.

3. Trade sector: Whole sale of domestic products, Retail sale of domestic products and Raw

materials supply.

4. Service sector: Small and medium rural transport service, Café and Restaurants, Store
service Tourism service, canning/packing service, Management service, Municipality service,
Project engineering service, Product design & development service, Maintenance service, Beauty

salon, Electronics software development ,Decoration and Internet café.

10



5. Agriculture sector (urban agriculture): Modern livestock breading, Bee production,
Poultry, Modern forest development, Vegetables and fruits, Modern irrigation, and animal food

processing.

2.2 Significance of MSEs for Economic Development

MSEs have a significant role to play in Economic development in general and in
industrial development in particular. MSEs form the backbone of the private sector, make up
over 90% of enterprises in the world and account for 50 to 60% of employment (UNIDO, 2000).
In developing countries, MSEs comprise the largest part of the industrial sector and are among
the most important development agents in society. MSEs offer many millions of poor people
around the world the possibility of earning money, training, work experience and employment
(Hampel-Milagrosa, 2014).

MSE growth has a direct effect on Gross Domestic Product (GDP) growth due to increased
output, value add and profits. The GDP contribution per MSE is the difference between the
return on capital and the cost of capital. Returns on capital are often high, with different datasets
showing ranges up to 20-30% a month, which is considerably higher than typical interest rates.
The relationship between increased MSE growth and GDP growth is touched upon in the World
Bank’s report, Finance for All: “If entry, growth, innovation, equilibrium size, and risk reduction
are all helped by access to and use of finance, it is almost inescapable that aggregate economic
performance will also be improved” (Dalberg, 2011).MSE growth also impacts GDP indirectly,
through increased innovation and macro-economic resilience of the overall economy. A stronger
MSE sector can support a country’s resilience by broadening and diversifying the domestic
economy, thereby reducing the vulnerability to sector-specific shocks and fluctuations in

international private capital flows (Ibid.).

2.3 Firm Growth

Enterprise growth is the development process that enterprise keeps the tendencies of
balanced and stable growth of total performance level (including output, sales volume, profit
and asset gross) or keeps realizing the large enhancement of total performance and the stage

spanning of development quality and level (Sun, 2004) .
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In the meanings of enterprise growth, following three connotations are contained:

The time property of enterprise growth: The premise to analyze the growth of enterprise is
long period in which the long-term development tendency and process of enterprise are

observed, and it is not the status of enterprise in certain time point

The dynamic property of enterprise growth: The growth of enterprise is not a stable
process without troubles. In the growth process, enterprise always transits from balance to
unbalance, and the result is to transit from unbalance to balance and from lower balance to

higher balancer through unbalance.

The enterprise growth is the unification of quantity and quality: The increase of quantity
is embodied in the extension of enterprise scale such as the increases of sales volume, market
share, production value, asset gross and employee. The growth of quality is embodied in the
enhancement of enterprise quality, which includes the technological innovation ability from
immature to mature production technology, the optimal efficiency of investment and output,

the organizational innovation and reform (Ibid).

According to the life-cycle model, growth of a firm can be seen as a progression from
smaller to larger firms as it passes from start-up, expansion, maturity and diversification
stages (Yang, 2006). Some firms do disengage from the growth trajectory of the life cycle.
The two disengagement stages are lifestyle and capped growth. In the case of lifestyle firms,
the concerns generally have few if any growth aspiration; they principally exist to provide
their owner managers with a source of employment and income. Therefore, as long as the
owner managers of these firms earn a living, there is no real reason why they should grow in
size (Ibid). Capped growth on the other hand refers to those firms that do not grow to where
formal organization, financing and management practices are required (SIEID, 2004). This is
usually the result of a conscious and deliberate decision by the owner-manager to restrict the
firms expansion out of a desire to avoid risk, minimize surrender of control, uncertainty and
the general problems associated with hiring more employees, winning new markets,

developing new products or securing new capital investments (Ibid).

Generally, the term “business growth” is used to refer to various things, such as increase

in total sales volume, increase in production capacity, increase in employment, increase in
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production volume and increase in the use of raw material (Delmar et.al, 2003). Business
growth is typically defined and measured using absolute or relative changes in sales, assets,
employment, productivity, profits and profit margins (lIbid). FeMSEDA (2015) recognizes
three growth levels in MSEs of Ethiopia: the startup level where an enterprise begins
production and service under legal framework or legal entity, the growth level when the
MSE’s total capital is greater than the start- up level, and the maturity level when an
enterprise is able to be profitable and invest further by fulfilling the definition given to the
sector and using the support provided.

2.4 Growth Constraints of MSEs

A firm faces internal and external constraints that affect its growth (Reeg et al., 2013).
Internal factors deal with the characteristics and attitude of the entrepreneur(s) and the firm as a
whole. These factors can be impacted by the decisions made in the firm either by the
entrepreneur(s) or the staff in the firm (Nkonoki, 2010). External factors are the result of
decisions, rules and policies that affect a small firm directly, and in response the firm has not
really control over the decisions made (Ibid.). Factors in a business environment may have either
a negative or positive effect on the growth or failure of MSEs (Setsoafia et.al, 2015). When they
have a negative impact, the factors are regarded as constraints since they hinder the growth and
sometimes survival of enterprises (Ibid). Business constraints limit physical capital accumulation,
constrain a firm’s ability to undertake its daily operations by reducing its internal financing and
its capacity to make proper business decisions, they also interrupt a firm’s business operations

and therefore hinder its growth (Ishengoma and Kappel, 2008).

Financial Constraints: One of the major constraints of growth of MSEs, as mentioned in
different studies is limited access to finance and limited knowledge of financial management
(Okurut and Bategeka 2006). MSEs are usually financed from owner’s wealth and/or by
accessing external sources of finance, whether from informal sources such as family and friends,
or from formal, market-based sources such as banks, venture capitalists and private equity firms.
Once businesses are trading, further development can be financed using retained profits (Olawale
and Garwe, 2010). Lack of access to external finance affect MSEs decisions to upgrade their
equipment, machinery and technology; this is because by making new investments they further

constrain their limited internal sources of financing (Ishengoma and Kappel, 2008). Since most
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banking institutions are reluctant to provide small enterprises with loan and credits, most MSEs
are unable to secure collateral requirements. As a result of absence in financing, the creation of
new enterprises and the growth and survival of existing ones will be hindered (Mishra et al,
2009).

Politico- Legal Constraints: These are constraints related with the various rules and regulations
and the political intervention the government imposes in the MSE industry (Reeg et al., 2013).
Strict regulations and high taxes may keep firms small and informal, thereby contributing to
increased transaction costs from problematic property rights protection and contract enforcement
(Mbonyane & Lanzani, 2011). Regulatory and institutional challenges may also deter MSE
owners from making growth-enabling investments. For example, import duties on capital

equipment may excessively hurt MSEs (lbid.).

Working Premise constraints: For MSEs, lack of premise is unquestionably a serious problem.
Most informal operators do not get access to suitable locations where they can get easy access to
markets (Olawale and Garwe, 2010). The issue of acquisition and transaction cost has become
very prohibitive to the emergence of new enterprises and to the growth and survival of existing
ones. The issue of land provision and the land lease system has greatly constrained the chances of
micro, small and medium enterprises who aspire to grow their businesses (Eshetu & Mammo,
2009).

Technological constraints: MSEs with modern machinery and equipment tend to be more
successful (Berry et al., 2002). Lack of knowledge to use new technology also affects growth
(Ibid.). According to Morse et al. (2007), technological capabilities benefit SMEs in several
ways: they enhance SME efficiency, reduce costs, and broaden market share, both locally and
globally. As noted by Lee (2001), a small business that adopts greater levels of technological
sophistication can be expected to grow more rapidly than a similar firm that does not. Romijn
(2001) and Yusuf (2003) point out that low technological capabilities hinder and discourage
SMEs from fully reaching their potential. As noted by Hampel-Milagrosa (2014), countries with

high levels of technological development tend to have high levels of entrepreneurial growth.

Infrastructural Constraints: The MSEs located closer to urban centers often have better access

to services such as compared to those in poorer rural areas (Berry et al., 2002). The necessary
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services for business survival and growth include access to water, electricity, accessible roads,
telecommunications, postal services and protection from crimes are available in the urban areas
(Clover and Darroch, 2005). Olawale and Garwe (2010) pointed out that geographical proximity
to either potential buyers or suppliers produces a form of enhanced environmental scanning that

enables MSEs to be easily identified and exploit growth opportunities in the market.

Marketing Constraints: Marketing skills have been considered as one of the most effective
factor to firm survival and growth (Van Scheers, 2012). The lack of marketing skills has a
negative impact on the growth of small businesses (Ibid). Lack of personal initiatives to search
for market, failures to properly use the market linkage opportunities, lack of detailed support
packages on marketing and limited market information hinder MSEs to access market for their

products which result on poor sales of products and limited growth (Berihu et al., 2014).

Management Constraints: Managerial competencies are sets of knowledge, skills, behaviors and
attitudes that contribute to personal effectiveness (Hellriegel et al., 2008). The competence of the
manager is the ultimate decider of whether the firm will grow or fail (Ibid). According to Stokes
(1995), as the business develops, growth can be prematurely reduced by the inability to draw
others into the management of the enterprise. Managerial competencies are very important to the
survival and growth of MSEs as Martin and Staines (2008) found that lack of managerial

experience and skills are the main reasons why new firms fail.

Entrepreneurial Constraints: The characteristics of the entrepreneur are widely accepted as vital
ingredient that influences growth of a firm (Marom, 2014). Research indicates that particular
characteristics of the entrepreneur that are associated with growth of the enterprise include
motivation, previous management experience and demographics of the entrepreneur (Stokes,
2010). If the entrepreneur’s reasons for starting the business originated in pull or opportunity
driven motives rather than push or necessity driven motives, the resulting enterprise is more
likely to grow (Dutta, 2009). Characteristics such as the attitude of an individual in taking risks,
motive of going into self-employment, his or her managerial abilities to raise capital and perceive

new markets will enable his/her business to grow faster (Papadiki and Chami, 2002).
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2.5 The MSE Support Service and Support Service Requirements

2.5.1 MSE Support Service

In order to be the potential contributor for the economic development, MSEs must be
competitive enough in their market and at a certain point in time; they must be graduated or grow
in to medium enterprises leaving the door open for the creation of new MSEs (OECD, 2004). The
need for a sustainable, competitive and finally fully developed MSE is achieved by a continuous
and effective institutional support services delivered to MSEs by the government or non-
governmental organizations so that the various challenges or factors that affect the performance
of MSEs are minimized(World Bank, 2014).

In Ethiopia, the Federal Micro and Small Enterprises Development Agency (FeEMSEDA)
reporting to the Ministry of Urban Development, Housing and Construction provides various
supports to establish new MSEs and to develop the existing ones in to medium enterprises. The
various services the agency provides to the MSEs in Ethiopia include financial support, trainings
on business management and technical skills, working premises allocation and creation of
marketing linkages (FeMSEDA, 2015).

2.5.2 Support Service Requirements

White (1999) indicated international experience in the promotion of the micro and small

enterprise sectors has found that the following principles are important:

Commercial orientation — It must be recognized that business promotion services are not the
same as welfare or social services; businesses have a productive capacity, they create profit, they

can repay loans and can grow to employ others;

Based upon initiative — Small business promotion initiatives should be based upon the initiative

and enterprise that comes from businessmen and women themselves, not the local authority.

Improve the capacity to manage risk — Effective small business promotion services do not
remove risk, instead they help entrepreneurs to deal with the risks that are a part of every

enterprise.

16



Appropriate targets — So that business-people are not treated the same, successful enterprise
support programmers should identify variations amongst local business people and their skills,
experiences, status, needs, aspirations and capacity to obtain resources — all of which influence
their ability to successfully establish, run and expand a small business.

Comprehensive in nature — Addressing one area of need or constraint to small business
development will not be sufficient if other needs remain which are not being addressed;
successful enterprise promotion programs provide a wide range of services either under one roof

or in collaboration with other agencies.

Complementary services — Ensuring that the training, advice and support provided complements

other services.

Sustainability — To ensure that the implementation of any initiatives are cost effective and not
dependent on a single source of external support, be it technical, organizational or financial.

Equity — So that those in a position of disadvantage are assisted in ways specifically designed to
address their situation, whilst ensuring that the support mechanisms are designed in such a way

as to take account of issues such as sustainability and an overall commercial orientation.

Barton (1997) summarized indicators that can help distinguish between business development
service programs that exhibit superior performance characteristics and those that are less

effective with respect to the delivery of specific services, as listed below.

1. Responsiveness to MSE demands

Business development service programs must contain mechanisms for identifying and responding to

client demands. The importance of structuring service packages so they meet the needs of MSE

clients rather than focusing on the needs of the implementing organization or the particular services

that are easiest for program designers to supply is increasingly being recognized as best practice.

2. Market oriented service packages

The basic test of high-performing business development service programs is whether they focus
on real market opportunities. It does little good to spend a lot of time and effort training small
businesses to make products that are not suited to the demands of the market or that offer little
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potential for growth. MSEs need business development services that help them escape from the
limitations imposed by the increasingly saturated, low-income markets they currently serve,

while identifying and gaining access to a new, higher-growth (but realistic) market opportunities.

3. Realistic plans for dealing with the business aspects of service delivery, income

requirements and expenses, to ensure their operations are financially viable or sustainable

Business development service programs must demonstrate a realistic strategy for becoming
sustainable. Public and private donors are increasingly less interested in funding activities that
address temporary problems and then fade away. A scarcity of public funds means program
designers have to demonstrate that proposed new efforts will lead to institutional arrangements
that can be sustained without continued infusions of public or donor funds.

4. Realistic strategies for developing the scale and coverage of their operations

To attract funding and justify their use of development funds, successful business development
service programs need to demonstrate they can make a difference on a scale that catches the
attention of Potential donors, public or private. A promising means of achieving acceptable levels
of scale in the delivery of services is to focus on problems shared by large numbers of firms in

the same industry, trade, or subsector.

2.6 Empirical Studies

2.6.1 International Empirical Studies

Lussier (1996) conducted a study on the factors that lead firms in the United States to
either success or failure. The study investigated the effect of 15 common factors that have been
previously used in 22 earlier studies and showed that 10 of the 15 factors influence MSE growth.
The most influencing factors from Lussier (1996) study were access to financial resources and
the macroeconomic environment of the business. Lussier’s work was tested in Israel by Marom

(2014) and found out that if small businesses have adequate starting capital, maintain good
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record keeping and financial control, have management experience, have specific plans, make
use of professional advice, and have good economic timing, they will increase their chances of
success.

Dragnic (2014) in Croatia confirmed that eight internal factors (business entity size, life
cycle stages, technology and product innovation, organizational autonomy, centralization and
formalization, market roles, and type/importance of goals) and three external factors (general
state of the economy, sector, and type of customers) have a more or less significant impact on
sales growth and achievement of goals of MSEs.

Reeg et al. (2013) investigated what leads to the growth of MSEs in the countries Egypt,
India and the Philippines and found out that there is a consistency in the growth constraints
among the three countries. The common constraints were lack of educational experience, lack of
financial strength, staffing, lack of market research ability and lack of access to working
premises. Other studies which listed constraints of growth Abada et al. (2015) in Algeria, and
Hampel-Milagrosa (2014) in Philippines.

. A study conducted in South Africa by SEDA (2012) gave a comprehensive view of the
MSE challenges in South Africa and mentioned need and support requirements MSEs expected
from the MSE service support provider. The paper also assessed the relevance and effectiveness
of support service provider in the country which include lack of follow up support and
mentorship after initial support has been provided, too much focus on targets in terms of the
numbers of MSEs supported rather than on the quality of support, Length of time it takes to
respond to applications for support, Products and services are pitched at a level that is too high
for some MSEs, Support caters more appropriately for established businesses rather than start-

ups and time constraints prevent Business Advisors from adequately assisting their clients.

2.6.2 Empirical Studies in Ethiopia

Weldegebriel (2012) found that the major challenges of MSEs in Kirkos, Yeka and Kolfe
sub cities are lack business plan, lack of formal and informal association, lack of favorable
business environment, high cost and shortage of raw materials, lack of proper institutional

support, lack of proper marketing practice, and stiff competition among MSEs in the same
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business line and medium and large companies. Ermias (2011) found that challenges MSEs face
in Gullele sub city include lack of sufficient capital, government rules and regulations, poor
marketing and shortage of raw materials. However the paper did not show the amount of effect of
these challenges on the growth of the MSEs within the sub city. Dereje (2012) found that
financial institutions contribute positively to the growth of MSEs in Addis Ababa city. Kokobe
(2015) showed that asset growth of the MSEs in Addis Ababa varies significantly with the type
of MSE business, their record keeping trend, borrowing trend and competition level of the

industry.

Bizusew (2015) showed that micro and small enterprises operating in Bahr Dar city have
been facing various constraints that need additional effort from MSE support providers. The
effort that has been delivered by the support providers appeared to be very low. Micro and small
enterprises found it very difficult to access alternative financing, market for their products,
adequate trainings and advisory services, infrastructure, quality inputs and skilled labor to
improve productivity and maintain the required standards of quality. This in turn affected their
products’ marketability and negatively contributed towards their negotiation capacity to grow
and continue in operation.

MUDC (2013) conducted a research on 3000 MSEs selected from 13 major urban areas
of Ethiopia. showed that despite considerable efforts made by the government to provide various
support services, the opinion of MSEs varied across types of ownership—whereby the majority
(78.5%) of those under sole-proprietorship pointed, they didn’t receive supports like credit
services, while 71.0% of all enterprises didn’t access working premises. In the contrary, those
organized in cooperatives (67.0%) indicated they were getting necessary support services.
Equally, about 76.0% of all operators did not receive training while greater proportions (71.0%)
organized under cooperatives (government initiated) have got those trainings. About 21.4% of all
enterprises registered more than 50.0% annual capital growth, while 46% of those organized
under cooperatives have registered more than 50.0% capital growth, which is more than double
the gross average. The survey also identified numerous challenges encountered by the MSEs,
although their extent varied across cities. Consequently, shortage of finance (42%) was principal
challenge, followed by lack of working premise (28.3%) and lack of access to market (18.1%) for

MSEs in the regional cites. Conversely, lack of access to land was the most crucial bottleneck
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(26.4%) followed by problems of finance (25.6%) and access to market (25.1%) for constraining
performances of MSEs in Addis Ababa.

2.7 Conceptual Framework

Figure 2.1: Conceptual Framework

FINANCIAL FACTORS I
MARKETING FACTORS D
MANAGEMENT FACTORS ————N\|
—l/
POLITICO- LEGAL FACTORS ———N\|
—I/

WORKING PREMISE FACTORS 2

CHANGE IN CAPITAL ACCUMULATION

Factors Constraining Growth of Micro and Small
Enterprises
Limited Growth of Micro and Small Enterprises

TECHNOLOGICAL FACTORS >
—l/
INFRASTRUCTURAL FACTORS >
—l/
ENTREPRENEURIAL FACTORS —"\|
—l/

Source: Complied Based on reviewed literature
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As shown in figure 2.1, the effect of eight constraints on growth (capital accumulation of
MSES) is considered to be independent of each other. Due to the capability of the MSEs and the
external forces in the business environment the growth of MSEs is hindered by these factors.
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CHAPTER 3 RESEARCH METHODOLOGY

3.1 Research Approach

Creswell (2009) classifies research approaches as qualitative, quantitative and mixed and
further explains guantitative research is “is a means for testing objective theories by examining
the relationship among variables. These variables, in turn, can be measured, typically on
instruments, so that numbered data can be analyzed using statistical procedures”.

Since the study required the analysis of quantitative data to examine the factors affecting
the growth of MSEs in Wereda 3 of Gullele sub city, quantitative approach was used.

3.2 Research Design

Saunders et al. (2009) defines research design as the general plan of how a researcher will
go about answering the research questions and classifies research designs as:

e Exploratory
e Descriptive and

e Explanatory

The main objective of this research is to examine the factors constraining the growth of MSEs in
Wereda 3 of Gullele Sub city.

This study used explanatory design to examine the constraints that affect the growth of MSEs in
Wereda 3 of Gullele sub city because explanatory studies emphasize on studying a situation or a
problem in order to explain the relationships between variables (Saunders et al., 2009). The study
also used descriptive methods to describe the capital accumulation trend of MSEs in Wereda 3.
Descriptive designs are appropriate for this purpose because they are useful to describe
characteristics of objects, people, groups, organizations and “paint a picture” of a given situation

by addressing who, what, when, where, and how questions (Zikmund et al., 2009).
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3.3 Research Methods

3.3.1 Sampling Techniques

The Addis Ababa city administration is composed of 10 Sub cities. Each sub city and
each Wereda within the sub city has its own MSE support bureau. Due to time constraint and
proximity of the area being convenient to collect data, Wereda 3 of the Gullele sub city was
chosen as the study area. Stratified proportional sampling was used to select sample MSEs
based on the sector the MSEs are working on. These are Construction, Manufacturing, Service,
Trade and Urban Agriculture. From the sample frame of 452 MSEs in the Wereda, 10 belong to
the Urban Agriculture, 37 in Construction, 250 in Manufacturing, 41 in service and 114 in trade
sectors. The reason for selecting proportional stratified sampling is to ensure that the sample will
accurately reflect the population on the basis of the criteria used for stratification (Zikmund et al.,
2009).

To get a representative sample size the following formula was used in sample size
determination. An appropriate sample size is based on a number of accuracy factors that one
must consider. This process consist of five steps: Determine Goals, Determine desired Precision
of results, Determine Confidence level, Estimate the degree of Variability and Estimate the
Response Rate (Watson, 2001 cited in Admasu, 2012).

P [1-P]

A" +P[1-P]
n=  Zz° N

R

Where, N =sample size required=219
N = number of population=452

P = estimated variance in the population = 50% (commonly used)
A =margin of error = 5% (assuming 95% error free precision)

Z = confidence level = 1.96 (assuming 95% confidence)
R = estimated response rate=95%
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Thus a total of 219 MSEs were selected and questionnaires were distributed to the

respondents proportionally according to their sector (strata) as shown below.
Agricultural Sector= 10x (219/452) = 5 respondents
Construction sector= 37x (219/452) = 18 respondents
Manufacturing sector= 250% (219/452) = 121 respondents
Trade sector= 114x (219/452) = 55 respondents
Service Sector=41x (219/452) = 20 respondents

The final step in determining the respondents were to use systematic random sampling for
each strata using interval size of 2. Each 2" respondent were selected for the five strata from the

sample frame.

3.3.2 Data Collection Techniques and Procedures

3.3.2.1 Methods of Data Collection

The study used primary source of data collection to get a comprehensive data for analysis
and to achieve objectives of the research.

Survey was used to collect relevant data from the MSE operators. Surveys are popular as
they allow the collection of a large amount of data from a sizeable population in a highly
economical way, often obtained by using a questionnaire administered to a sample; these data are
standardized, allowing easy comparison (Saunders et al., 2009). The questionnaire used for the
study was adapted based on the data requirement to answer the research questions from previous
studies including Dragnic (2014), Reeg et al. (2013) Admasu (2012), Weldegebriel (2013) and
Njanja (2009).

3.3.2.2 Reliability and Validity of Data Collecting Instruments

Reliability of a quantitative instrument refers to the extent to which data collection techniques
or analysis procedures will yield consistent findings (Saunders et al., 2009). The reliability of a

standardized test (the questionnaire) is usually expressed as a correlation coefficient: Cronbach’s
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Alpha. Alphas should be between 0.70 and 0.99 and Low alphas indicate poor internal
consistency of a scale and thus poor degree of reliability of the instrument (Ntoumanis, 2000). In
this study each statement in the questionnaire was rated on a 5 point likert scale which includes
strongly agree, agree, undecided, disagree and strongly disagree. Each scale was rated from 1 to
5 consecutively were 1 represents strongly disagree and 5 represents strongly agree. Based on
this an internal consistency reliability test was conducted with a sample of 20 operators and the
Cronbach’s Alpha coefficient for the instrument was found to be > 0.70 as shown below which

shows a reliable instrument.

Table 3.1: Reliability Test Results

Constraints Number of Items | Cronbach’s Alpha
Politico-Legal 5 0.79
Working Premise 3 0.73
Technological 5 0.87
Infrastructural 6 0.87
Marketing 7 0.84
Financial 6 0.86
Management 7 0.72
Entrepreneurial 7 0.75

Source: SPSS 20 outputs based on survey

Validity of the quantitative instrument measures whether one can draw meaningful and
useful inferences from scores on the instruments. The three traditional forms of validity to look
for are content validity (do the items measure the content they were intended to measure?),

predictive or concurrent validity (do scores predict a criterion measure? Do results correlate with
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other results?), and construct validity (do items measure hypothetical constructs or concepts?)
(Creswell, 2009). The questionnaire has covered the different features of the variables of the
study (i.e. factors and growth) so that each question can lead to a generalized way of accurately
measuring the variables. The items used for measuring the independent and dependent variables
can be related with the conceptual definitions of growth constraints depicted in (Okurut and
Bategeka 2006), (Olawale and Garwe, 2010), (Ishengoma and Kappel, 2008), (Mishra et al,
2009), (Mbonyane & Lanzani, 2011), (Eshetu & Mammo, 2009), (Morse et al. ,2007), (Clover
and Darroch, 2005), (Van Scheers, 2012), (Martin and Staines, 2008) , (Delmar et.al, 2003) and
(Sun, 2004) .

3.3.2.3 Variables and Measurements

The change in capital as a ratio of the current accumulated capital to the initial capital
paid to start business was taken as a dependent variable to measure Growth. Change in capital
was chosen from other measurements of performance because capital growth will show the
aggregate trend of business performance ever since the start of business. The other reason for
choosing change in capital is because other growth measurements such as production output and
sales volume are not easy to access from the MSEs and it is difficult to bring these outputs in to
the same scale as the MSEs are from different types of business sectors. The independent
variables (factors constraining the growth of MSEs) selected for this study are politico-legal,
working premises, technological, infrastructural, marketing, financial, management and
entrepreneurial factors. The aggregate score (arithmetic mean) of likert items corresponding to

each of the factors was used to measure the independent variables (Zikmund et al., 2009).

3.4 Data Analysis Techniques

Descriptive (mean, standard deviation) and inferential (correlation, linear regression)
statistics were used to answer the research questions (i.e. to examine the factors affecting the
growth of MSESs). Microsoft Excel 2010 and Statistical package for the social sciences (SPSS 20)

were used for this purpose.

3.4.1 Pearson’s Product Moment Correlation Analysis

According to Ntoumanis (2000), one of the most common correlation coefficients is Pearson r.

Pearson Product Moment Correlation Coefficient is a widely used statistical method for obtaining
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an index of the relationships between two variables. Correlation coefficient can range from -1 to

+1. The value of -1 represents a perfect negative correlation while a value of +1 represents a

perfect positive correlation.

Measure of Relationship(r)

> 0.00 to 0.20; < -0.00 to -0.20
>0.20 to 0.40; < -0.20 to -0.40
> 0.40 to 0.60; < -0.40 to -0.60
> 0.60 to 0.80; < -0.60 to -0.80
> 0.80 to 1.00; < -0.80 to -1.00

3.4.2 Linear Regression Analysis

Description
Very weak
Weak
Moderate
Strong
Very high

The model used to predict growth of MSEs in terms of the constraints is a linear

regression. In this model, it is assumed that the constraints of growth affect the growth of MSEs

linearly and independently. This model has been used in Ishengoma and Kappel (2008), Mohammed

et al. (2014), Dragnic (2014), and Abada et al. (2015).

Multiple Linear Regression analysis is useful when we want to predict the scores of one

dependent variable from the scores of more than one independent variable. To perform a multiple

linear regression a couple of assumptions are made as listed below (Ntoumanis, 2000).

e Normality of the Data: the data used for the regression analysis must be normally

distributed (Skewness and Kurtosis tests in SPSS 20 are performed).

e Linearity and Homoscedasticity: The variance of the dependent variable for each

independent variable is constant across the population and there is a linear relationship

between the dependent variable and each of the independent variable is linear (Scatter

plot on SPSS 20 is done to visually inspect linearity and homoscedasticity).

e Residuals (the prediction errors on the regression analysis) have no serial correlation

between them, i.e. the size of the residual for one case has no impact on the size of the

residual of another case.(Durbin-Watson statistic is used on SPSS 20)
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e Multicollinearity: Independent variables on the regression model must not be highly
correlated with each other. (Correlation matrix for independent variables, tolerance test

and variance inflation factors are checked on SPSS 20)

The prediction model for the linear regression is:

Predicted Growth (Capital Ratio) = fo + B1 (politico-legal) +52 (working premises) +f3
(technological) + B4 (infrastructures) + B5 (marketing) +p6 (finance) + 7 (management) +

B8 (entrepreneurial)
Po Is the intercept term- constant which would be equal to capital ratio if all slope coefficients
are 0.

B1, B2, P3. P4 Bs, Be f7 and pg are the coefficients associated with each independent variable

which measure the change in the mean value of growth, per unit change in their respective
independent variables (Ibid.).
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CHAPTER 4 RESULTS AND DISCUSSION

4.1 Introduction

The general objective the study was to examine the factors constraining the growth of
MSEs in Wereda 3 of Gullele Sub city. To meet this objective, the quantitative data was analyzed
and interpreted using both inferential and descriptive statistics. Descriptive results will be

presented first and inferential analysis will be followed.

A total of 219 questionnaires were distributed to the MSEs across the Gullele sub city and 201 of

them were completed and returned that results a respondent response rate of 92%.

4.2 Characteristics of the Study Population

4.2.1 Demographic Characteristics

Figure 4.1: Sex of the MSE respondents

Sex of the Respondents

28.4%
M Females

m Males

71.6%

Source: Survey, 2016

As shown in figure 4.1, the majority (72%) of the MSE respondents were Males.
Regarding their educational background (figure 4.2), it was found that (73%) of them
have not received any technical, vocational or higher level education. Most of the
respondents (85%) were found to be under the age of 41 years (Figure 4.3).
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Figure 4.2: Educational Background of the respondents

Educational Background of Respondents

1.0%

i
\

H Degree & Above

M |lliterate
34.8%

& Primary School

m Secondary School

B TVET or Diploma

Source: Survey, 2016

Figure 4.3: Age of the respondents

Age of the Respondents
15.1%

M 18-30 years
m 31-40 years
W Over 41 years

Source: Survey, 2016

4.2.2 Socio Economic Characteristics of MSEs
Change in the number of Human Resource from business start to
present
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From the respondents it was found that 72% have shown no change in the number of

workers they have and only 12% increased their human resource quantity ever since

they started their business.
Table 4.1: Change in the number of workers of the MSEs

Change in the
number of Frequency Percentage
workers
Decreased 32 15.9%
Increased 25 12.4%
No Change 144 71.7%
Total 201 100.0%

Source: Survey, 2016

Growth of MSEs

Growth of the MSEs was measured in terms of change in the capital that was used to start

the business as a ratio data. Table 4.2 below presents the maximum and minimum starting

and

current capital each sector recorded. The mean scores of capital ratio are also presented to

compare the growth of MSEs in Wereda 3 across each sector. The results indicate that MSEs

from the trade sector have been growing their startup capital with an average of 5.8 times their

initial capital while Construction MSEs grew their capital 5.3 times.

Table 4.2: Summary of the MSE Capital across Sectors

Minimum | Maximum | Minimum | Maximum | Mean Mean Mean

Start Up Start Up Current Current | Startup | Current | Capital
Sector capital capital Capital capital Capital Capital Ratio

(Birr) (Birr) (Birr) (Birr) (Birr) (Birr)
Construction 5,000 100,000 25,000 500,000 31,357 17,2143 5.30
Manufacturing | 1,000 100,000 1,000 750,000 18,178 90,626 4.77
Service 2,000 80,000 12,000 500,000 23,266 121,467 5.13
Trade 1,500 80,000 10,000 500,000 23,250 141,115 5.80

Source: Survey, 2016
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4.2.3 Business Characteristics of MSEs
Figure 4.4: MSE sectors in Wereda 3

MSE Sectors in Wereda 3

9.1% 2.2%

B Agricultural Sector

M Construction sector

B Manufacturing sector

H Trade sector

M Service Sector

55.3%

Source: Survey, 2016

As shown in Figure 4.4, 55% of the MSEs in Wereda 3 are engaged in the manufacturing sector,
especially in textile, garment, wood and metal works. 25% of MSEs are involved in whole selling
traditional food products. 9% of the MSEs in the Wereda give café, restaurant, stationary and
internet services. 8% of the MSEs are engaged mainly in cobble stone construction. Only 2% of

the MSEs produce and sell Agricultural products.
Number of years the MSEs remained in Business

As shown in table 4.3 below, 66% of the MSEs are below 6 years. 34% of MSEs have
stayed in business for 6 years and above.
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Table 4.3: Number of years of the sample MSEs

Number of
Years in the Frequency Percentage
Business
0-5 years 133 66.2%
6-10 years 51 25.3%
11-15 years 17 8.5%
Total 201 100.0%

Source: Survey, 2016

Growth Constraints

In this section the descriptive statistics results on growth constraints are presented. Each

statement in the questionnaire was rated on a 5 point likert scale which includes strongly

agree, agree, undecided, disagree and strongly disagree. Each scale was rated from 1 to 5

consecutively were 1 represents strongly disagree and 5 represents strongly agree. This

section shows the Mean (MN) and the Standard Deviation (SD) results of the constraints.

Table 4.4: Politico legal factors constraining the growth of MSEs

Sector Construction | Manufacturing | Service Trade Average
Tafiﬁca-iegaf Constraints | MN 5D MN | 5D MN | SD | MN | SD MN | 8D
The tax levied on my
business is not reasonable | 3.86 0.66 | 3.36 114 360 0.91 )| 3.54) 0.90 | 3.43 I1.06
Bureaucracy in company
registration and licensing | 3 -9 | p 43 | 3.65 | 100 |3.80) 0.94|3.62| 0.93| 3-63| 0998
Political intervention 2.64 89.93 2.97 1.22 307 1.10) 2.81 | 1.03 2.89 1.15
Lack af accessible
information on
government regulations
that are relevant to my
Business 3.43 a.85 | 3.59 1.01 353|092 3.62) O.75 3.55 0.95
Not Enough government
support on politico-legal
Factors

3.77 a.47 | 3.69 1.040 3200 115 | 3.40) 0.80 | 3.54 0.97

Mean/Standard Deviation 341 1462

Source: Survey, 2016
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As shown in table 4.4, the respondents confirm to the existence of bureaucracy in
registration and licensing with a mean scores of 3.79 in construction sector, 3.65 in
Manufacturing sector, 3.80 in service sector and 3.62 in trade sector with a standard deviation of
0.43, 1.00, 0.94 and 0.93 respectively. The other main politico-legal challenges are lack of
accessible information, not enough government support and not reasonable tax implementations
with grand mean scores of 3.55, 3.54 and 3.43 and a standard deviation of 0.95, 0.97 and 1.06
respectively. However, respondents were undecided about political intervention with mean scores
of 2.64, 2.97, 3.07, 2.81 and standard deviations of 0.93, 1.22, 1.10, and 1.03 for construction,

manufacturing, service and trade sectors respectively.

Table 4.5: Working place factors constraining growth of MSEs

Sector Construction | Manufacturing | Service Trade Average

Working Place Constraints | MN | SD AMN | SD AIN | SD | MN | SD AMN | SD

Absence af own premises | 2,64 | 1.08 | 2.67 1.1 | 2.87)0.99)242) 0.94 | 2.61| 104

Current working place is
not convenient

3.43 | 0.76 | 2.56 104 | 3.07)1.03)2.44) 0.83 ) 264 1.00

The rent of house Is too
high 1.86 | 0.86 | 242 | 1.11 |2.67)1.50)212| 0.86 | 2.30| 1.07
Not emnough government
support on Working place
factors 3.36 | 1.01 | 3.06 1.13 | 280 1.15)281) 0.97 ) 297 149

Mean/Standard Deviation 2.63 1.05

Source: Field Survey, 2016

As it can be seen from table 4.5, respondents from the construction sector confirmed the
existence of inconvenient working premise with a mean score of 3.43.and standard deviation of
0.76. However, this challenge is not manifested on the respondents from the manufacturing,
service and trade sectors with mean scores of 2.56, 3.07, 2.44 and standard deviations of 1.04,

1.03 and 0.83 respectively.

The respondents from the construction sector also believe that moderately there no
enough support for them regarding working place factors with a mean of 3.36 and standard
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deviation of 1.01. However the other sectors are unsure if there is enough government support on
workplace factors. All of the sectors showed that the rent for their working places are reasonable
with a mean of 2.30 and standard deviation of 1.07. The respondents from all sectors also
confirmed that they have their own working place to conduct their business with a grand mean

score of 2.61 and standard deviation of 1.04.

Table 4.6: Technological factors constraining the growth of MSEs

Sector Construction | Manufacturing | Service Trade Average

Technelogical Constraints | MN | §D MN | 8§D MN | SD | MN | SD MN | SD

Lack of appropriate
machinery and equipment | 3.43 | 0.76 | 3.77 1.07 (2.67)0.72|281) 1.12 | 3.36| 116
Lack of skills to handle

new technology 329 | 091 | 313 1.20 |273|1.10|250) 1.00) 2.91| 116
Lack of money fo acquire
new technology 357 1.02 | 3.80 | 1.03 |340|1.18|2.77 1.08 | 3.43| 116
Unable to select proper
technology 314 | 095 | 3.26 | 1.15 | 280|0.86|2.52) 0.92) 299 111

Not Enough government
support on Technological

Factors 343 | 0.76 | 3.88 | 0.95 |2.80|0.94|262] 0.95| 3.38| 1.12

Mean/Standard Deviation

3.21| 1.14

Source: Survey, 2016

As can be seen from table 4.6, respondents from construction and manufacturing sectors
confirmed not enough support is provided by the government to minimize technological
challenges with a mean score of 3.43, 3.88 and standard deviation of 0.76, 0.95 respectively
while respondents from service and trade sectors are unsure if enough support is provided by the

government with a mean scores of 2.80, 2.62 and standard deviations of 0.94, 0.95 respectively.

Mean scores of 3.43, 3.77 and standard deviations of 0.76, 1.07 for construction and
manufacturing sectors respectively shows the lack of appropriate machinery and equipment,

whereas a mean scores of 2.67, 2.81 and standard deviations of 0.72, 1.12 for service and trade
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sectors respectively shows they are unsure if they have the appropriate machinery and
equipment. The construction and manufacturing sectors also confirmed lack of skill to handle

new technologies however; this was not manifested on the trade and service sectors.

The financial difficulties to acquire new technology was confirmed with a mean scores of 3.57,
3.80, 3.40 and standard deviations 1.02, 1.03, 1.18 for construction, manufacturing and service
sectors respectively but the trade sector respondents were unsure of this difficulty with a mean

score of 2.77 and standard deviation of 1.08.

Table 4.7: Infrastructural factors constraining growth of MSEs

Sector Construction | Manufacturing | Service Trade Average
Infrastructural Constrains | NN sD MN 5D MN | SD MN | SD MN sSD
Power interrupiions 3.50 0.52 3.38 10| 3.73 ) 0.88 || 3.25 ) 0.87 333 101
Insufficient and

interrupted water supply 3.36| 0.63| 3.78 1.02|3.20|0.86|3.25| 0.84 | 3.53| 100
Lack of business

development services 3.79 8.43 ) 370 §.99 ) 3.93 | 1.03 | 3.73 | 0.69 3.71 a9.971
Lack of sufficient and

guick transportaion

service 3.30 g.85 ) 2.89 1.1 293 || 1.10 )| 2.73| 1.071 2.89 1.06
Lack of appropriate dry

waste and seweragesystem | ; 57| 5 53| 318 1.21| 2.87) 0.99| 2.69 | 1.02 | 3.01| 113
Neor enough government

support on Infrastrucrural

Jactors 3.50| 0.85| 3.52 1.01|3.40) 0.83) 3.37| 0.84 | 3.45| 0.95

Mean/Standard Deviarion

1.0f1

[

Source: survey, 2016

As it is shown in table 4.7, the respondents are challenged by the lack of business development
services with mean scores of 3.79, 3.70, 3.93, 3.73 and standard deviations of 0.43, 0.99, 1.03,
and 0.69 in construction, manufacturing, service and trade sectors respectively. The other
challenges in their order of severity are insufficient and interrupted water supply, not enough
support on the infrastructural factors from the government, and electric power interruptions with
grand means of 3.53, 3.45, 3.35 and standard deviations of 1, 0.95, and 1.01 respectively. Only

respondents from the construction sector claimed the lack of transportation service around their
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work place with a mean score of 3.5 and standard deviation of 0.85 while manufacturing, service
and trade sector respondents were undecided about the existence of the problem with mean
scores of 2.89,2.93, 2.93, 2.73 and standard deviations of 1.10, 1.10 and 1.01 respectively. The
respondents from all sectors were unsure if there is a lack of appropriate waste and sewerage
system with mean scores of 3.07, 3.18, 2.87,2.69 and standard deviations of 0.83,1.21,0.99 and

1.02 to construction, manufacturing, service and trade sectors respectively .

Table 4.8: Marketing factors constraining growth of MSEs

Sector Construction | Manufacturing | Service Trade Average

Murketing Constraints MM | SD MM | 5D N |sD [aMN|sD | M | 8D

Inadequate market for py

product 292 | 027 2.92 085 | 260083379 067 | 382 087
Searching new market 1s

so difficult 243 | 065 | 271 090|347 092|363 079 | 363| 087
Lack af demand

Sforecasang 278 | 0T 221 TIQ) 327 122|287 097 | 207 1.08
Lack af market

information 257 | 094 267 108292103350 092 | 354| 104
Absence of relationship

with an grganization that
conduct marketing

research 407 | 1.00 | 407 091|347 |125]|392]| 090 ) 397| 09
Lack of promotion to

amvact potential wsers 271 | 091 299 JO8 | 260 | 083 | 304 ) 100 | 294 103
Poor customer relationship

and handling 250 | 08y | 270 TIQ| 267 | 118 | 258 ) 089 | 264 103

Not enough government

supporton Marketing

Sfactors 32| 105 | 2e9 T09 | 327|088 | 367 ) 076 | 239 101
Mean/Standard Deviation

3.39 | 0.98

Source: survey, 2016

As shown in table 4.8, respondents agree that there is absence of relationship with an
organization that conduct marketing research with mean scores of 4.07, 4.07, 3.47, 3.92 and
standard deviations of 1.00, 0.91, 1.25, 0.90 to construction, manufacturing, service and trade
sectors respectively. The respondents also agreed that there is no adequate market to their
product with a grand mean score of 3.82 and standard deviations of 0.87. They also confirmed
that searching for new market is difficult with a grand mean score of 3.63 and standard deviation

of 0.87. The respondents also felt that there exist a lack of market information with a grand mean
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of 3.54 and standard deviation of 1.04. However, the respondents do not believe they have poor
customer relation and handling with mean scores of 2.50, 2.70, 2.67, 2.58 and standard
deviations of 0.85, 1.10, 1.18, 0.89 to construction, manufacturing, service and trade sectors
respectively. Finally the respondents felt moderately that not enough is being done by the
government to support them with mean scores of 3.21, 3.69, 3.27, 3.67 and standard deviations of

1.05, 1.09, 0.88, and 0.76 to construction, manufacturing, service and trade sectors respectively.

Table 4.9: Financial factors constraining growth of MSEs

Sector Construction | Manufacturing | Service Trade Average

Financial Constrairrs MN | SD MN | 5D MN | 5D | MN | 5D MN | 5D

Tnadequacy  of  credit

institutions 407 | 107 | 410 | 110 |420|101|423)| 091 | 407| 108
Lack of cosh manegement
shills 236 | 084 | 3236 | 115 |27z |110|225| 105 | 233| 113
Shortage of  worlang
capital 421 | 070 | 400 | 108 |400|107|412| 07a| 406| 101

High collateral
requirement from barnks &
other lending ihstifufions 443 065 | 435 o887 400 | 107 ) 446 | 061 430 088
High interest rate charged
by banks and other
lending instittions 4.29 .91 4.36 a7 F.67 | 135 | 427 | 084 | 422 .93
Loan application
procedures of banks and
other lending tnsiuiions
are tog complicated 436 o84 | 437 085 393|122 |\ 413 | 1.01 422 099
Not enough government
support on Financral
fictors 3.93 1.07 | 419 096 400 | 1.20 ) 412 ) 083 410 0928
Mear/Standard Deviation

4.04 1.01

Source: survey, 2016

As shown in table 4.9, respondents from all the sectors confirmed to the existence of
financial challenges in Wereda 3. High collateral requirements from lending institutions is the
highest challenge with mean scores of 4.43, 4.35, 4.00, 4.46 and standard deviation scores of
0.65, 0.87. 1.07, 0.61 to the construction, manufacturing, service and trade sectors respectively.
The other major financial challenges of the MSEs are the high interest rates charged by lending
institutions, complicated loan application procedures, not enough government support on the
financial factors and inadequacy of credit institutions with grand mean scores of 4.22, 4.22,4.10,
4.07 and standard deviation of 0.93, 0.99, 0.98 and 1.08 respectively.
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Table 4.10: Management factors constraining growth of MSEs

Sactor Construction | Manufacturing | Service Trade Average
Management Constraines | MN | SD | MN | 5D MN |SD |MN | 5D |MN | 5D
Lack of clear drvsion af
duties and responsibility
among employees F2) 089 21s J.20) 292 | 0% | 263 | 091) 29§5) 112
Poor erganizaton and
ingffective
L 279 080 315 1050307 103 271 0.80) 298] 098
Poar selection af
assoctates in business J29) 091 295 1.2 ) 220|100 | 256 | 0.87) 286) 101
Lack of swell tramed and
experienced emplovees 271 083 2e2 JO5 ) 220|094 267 | 081) 267) 097
Lack of low cost and
aecessible raining
facilities 32| 080 108 ) 260 | 112|304 093) 219) 1.03
Lack of strategic business
planning 329 083 335 1201347 099302 104) 325) 112
Not Enough government
support on managerial
Factors 343 0835| 363 JI3 ) 320|094 335 095) 347 10s

\ - —

Mean/Standard Deviation 206 | 1.04

Source: survey, 2016

As can be seen from table 4.10 the respondents have moderately confirmed to the lack of
enough support to management related factors with a mean scores of 3.43, 3.63, 3.20, 3.35 and
standard deviations 0.85,1.13, 0.94, 0.95 for the construction, manufacturing, service and trade
sectors respectively. Respondents from construction, manufacturing and service sectors believe
that they lack strategic business planning moderately with mean scores of 3.29, 3.35, 3.47 and
standard deviations of 0.83, 1.20, and 0.99 respectively while respondents from trade sector
cannot decide if they lack strategic business planning with mean score of 3.02 and standard
deviation of 1.04. The respondents from construction, manufacturing and trade sectors cannot
decide if they lack well trained and experienced employees with mean scores of 2.71, 2.62, 2.67
and standard deviations of 0.83, 1.05, and 0.81 respectively. However, respondents from service
sector agree that there is a moderate lack of well trained and experienced employees with mean
score of 3.20 and standard deviation of 0.94. Respondents were also undecided about the absence

of poor organization and ineffective communication in their business with mean scores of 2.79,
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3.15, 3.07, 2.71 and standard deviations of 0.80, 1.05, 1.03, and 0.80 for construction,

manufacturing, service and trade sectors respectively.

Table 4.11: Entrepreneurial factors constraining growth of MSEs

Sector Construction | AManufacturing | Service Trade Average
Entreprenenrial constrams | MN | 5D MN | 5D MN | SD | MN | SD MN | 8D
Lack af motvanion and drive | 293 a6 281 JI5| 207 | 088 | 283 | 1.08| 284 1.07
Lack of tolerance to work

hard 3407 g6 | 265 T16| 200 | 113 | 265 088 271 1.05

Lack of persistence and
courage to take responsibiiny
Jor one’s failure 336 ae3| 223 10813233090 | 298| o070 2l1s 096
Absence of initintive to assss
ones strengths and weakness | 319 06l | 230 JI2| 327080 | 213 | 079 2234 028
Lack of entreprenenrship
fraiiing 336 084 350 112|347 | 083 | 235 0.81) 344 101
Lack of information to
exploit business
opportiuniies 343 063 | 363 108|320 ) 1.01 | 250| 083| 354 098
Not Encugh government
supporton Entreprenenrial
Jfactors EX a6 | FE8 116267 | 072 | 3 83| 086 271 103

0 T
Mean Standard Deviation 222 | 1.1

Source: Survey, 2016

As can be seen from table 4.11 , the respondents confirm that they are not getting enough
support on Entrepreneurial challenges from the government with mean scores of 3.86, 3.68, 3.67,
3.83 and standard deviations of 0.66,1.16, 0.72,0.86 for construction, manufacturing, service and
trade sectors respectively. The respondents also confirmed the moderate lack of information to
exploit business opportunities with mean scores of 3.43, 3.63, 3.20, 3.50 and standard deviations
of 0.65, 1.08, 1.01, and 0.83 for construction, manufacturing, service and trade sectors
respectively. The respondents were unsure about the existence of the lack of motivation and drive
in their business with mean scores of 2.93, 2.81, 3.07, 2.83 and standard deviations of 0.62, 1.15,
0.88, and 1.08 for construction, manufacturing, service and trade sectors respectively. While
respondents from construction manufacturing and service sectors confirmed moderately there is a
lack of persistence and courage to take responsibility for one’s failure with mean scores of 3.36,

3.23, 3.33 and standard deviations of 0.63, 1.08, and 0.90 respectively, respondents from trade
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sector were unsure if there is lack of persistence and courage to take responsibility for one’s

failure with a mean score of 2.98 and standard deviation 0.70.

Comparison of response on constraints

As it was seen in the previous section, the existence of the eight constraints (politico-
legal, working premises, technological, infrastructural, marketing, Financial, Management and
Entrepreneurial) was perceived differently across the MSE sectors of Wereda 3. Table 4.12 below

summarizes the perception of MSE respondents on the existence of the constraints.

Table 4.12: Comparison of the response on the existence of Constraints

Factors Grand Mean | Grand Standard | Rank of
Deviation Severity
Politico-Legal 3.41 1.02 ond
Working Place 2.63 1.05 gth
Technological 3.21 1.14 6"
Infrastructural 3.32 1.01 4th
Marketing 3.39 0.98 3
Financial 4.04 1.01 1%
Management 3.06 1.04 7"
Entrepreneurial 3.23 1.01 5

Source: Survey, 2016

4.3 Factors Constraining the Growth of MSEs

4.3.1 Pearson’s Product Moment Correlation Analysis

To investigate association between growth constraints and change in capital, Pearson’s
Product Moment Correlation Coefficient (r) was used using the SPSS 20 for the 201 respondents

(N=201) and the result is presented below.
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Table 4.13: The relationship between Constraints and Growth

Constraints

Capital Ratio (Growth)

politico legal Pearson Correlation (r) -4227
Sig. (2-tailed) .000
N 201
working places Pearson Correlation (r) -406"
Sig. (2-tailed) .000
N 201
Technological Pearson Correlation (r) -599"
Sig. (2-tailed) .000
N 201
Infrastructure Pearson Correlation (r) -596 "
Sig. (2-tailed) .000
N 201
Marketing Pearson Correlation (r) -.600"
Sig. (2-tailed) .000
N 201
Financial Pearson Correlation (r) -495"
Sig. (2-tailed) .000
N 201
Management Pearson Correlation (r) - 476
Sig. (2-tailed) .000
N 201
Entrepreneurial Pearson Correlation (r) -502"
Sig. (2-tailed) .000
N 201

**_Correlation is significant at the 0.01 level (2-tailed) which implies a 99% statistically

significant confidence label for all the correlation results.
Source: SPSS 20 outputs based on Field survey, 2016

As can be seen from table 4.13, there is a strong statistically significant relationship
between marketing factors and growth of MSEs at a confidence level of 99% (r=0.600). There is
a moderate statistically significant relationship between the rest of factors and growth of MSEs in
Wereda 3 of Gullele sub city at a confidence level of 99% with Pearson’s coefficient r= -0.422
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for politico-legal factors, r=-0.406 for working places factors, r= -0.596 for infrastructural

factors,

r=-0.599 for technological factors, r= -0.495 for financial factors, r= -0.476 for management

factors and r=-0.502 for entrepreneurial factors.

The negative sign on the Pearson’s coefficients indicates the inverse relationship that exists
between constraints and growth, as the various challenges impede firm growth and survival
(USAID, 2005), Reeg et al. (2013), Abada et al. (2015).

4.3.2 Linear Regression Analysis

As discussed in section 3.4.2, prediction model for the linear regression is:

Predicted Growth (Capital Ratio) = fo + 1 (politico-legal) +52 (working premises) +f3
(technological) + B4 (infrastructures) + B5 (marketing) +p6 (finance) + B7 (management) +
B8 (entrepreneurial)

Bo Is the intercept term- constant which would be equal to growth if all slope coefficients are 0.

B1, B2, B3, B4, Bs, Pe, B7 and Pg are the coefficients associated with each independent variable

which measures the change in the mean value of growth, per unit change in their respective
independent variables (Constraints).

Based on the assumptions of the linear regression analysis, the linear regression result of

the factors constraining growth of MSE for 201 respondents is presented below. Please refer to

Appendices for the linear regression assumption test outputs from SPSS 20.
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Table 4.14: Linear Regression Results

R R Adjusted Std. Error of the Sig.*
Square R Estimate

Square

0.804 0.646 0.632 1.414 .000
Unstandardized | Standardized
) o Coefficients Coefficients ]
Regression Coefficients T Sig.*
B Std. Beta

Error
(Constant) 19.282 | 0.827 23.304 | 0.000
politico legal -0.411| 0.168 -0.119 -2.449 0.015
working places -0.528 | 0.152 -0.173 -3.466 0.001
Technological -0.539 | 0.142 -0.208 -3.800 0.000
Infrastructure -0.607 | 0.203 -0.171 -2.995 0.003
Marketing -0.493 | 0.221 -0.132 -2.233 0.027
Financial -0.856 | 0.181 -0.246 -4.742 0.000
Management -0.110 | 0.198 -0.033 -0.555 0.580
Entrepreneurial -0.617 | 0.221 -0.165 -2.799 0.006

Regression is significant at the 0.05 level (95% confidence level)
Source: SPSS 20 outputs based on Field survey, 2016

As shown in the table above, the overall fit of the regression model has a significance
level of 0.000 which is less than the level of significance of 0.05(95% confidence level); this
indicates the existence of a relationship between the constraints and growth. The multiple R
result of 0.804 indicates the magnitude of the relationship between the constraints and growth of
MSEs. The R square and adjusted R square results show the prediction strength of the regression
model i.e. 63.2% of the variance in change in capital of MSEs can be predicted by the factors or
constraints from this model. The other 36.8% of variance of growth accounts for the factors
which were not included in this study.
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Politico-legal Constraints: The regression result showed that there is an inverse relationship
between politico legal constraints and capital ratio with f=-0.411 and significance of 0.015. Since
0.015<0.05, we can conclude that politico legal constraints limit the growth of MSE in Wereda 3 of
Gullele sub city with a confidence interval of 95%. This result is consistent with previous results of
Dereje (2012), Ishengoma and Kappel (2008), Mbonyane & Lanzani, (2011), Reeg et al. (2013)
which showed that the complex rules and regulations imposed on MSEs diverts them from more

productive tasks and hence limit their output influencing their improvement and growth.

Working premise Constraints: The regression result showed that there is an inverse
relationship between Working premise Constraints and capital ratio with =-0.528 and significance
of 0.001. Since 0.001<0.05, we can conclude that Working premise constraints limit the growth of MSE
in Wereda 3 of Gullele sub city with a confidence interval of 95%. This result is consistent with previous
results of Eshetu and Mammo (2009) and Olawale and Garwe (2010) to describe that lack of
convenient and low cost working premises limit the growth of MSEs by creating a unsuitable

environment where MSEs cannot deliver the goods and services to their full capacity.

Technological Constraints: The regression result showed that there is an inverse relationship
between technological constraints and capital ratio with f=-0.539 and significance of 0.000. Since
0.000<0.05, we can conclude that technological constraints limit the growth of MSE in Wereda 3 of
Gullele sub city with a confidence interval of 95%. This result is consistent with previous results of
Morse et al. (2007), Romijn (2001) and Yusuf (2003) to further show that lack of ability to
acquire and use new technologies will limit MSE growth as the competitive business

environment demands continuous technological development of products.

Infrastructural Constraints: The regression result showed that there is an inverse relationship
between infrastructural constraints and capital ratio with =-0.607 and significance of 0.003. Since
0.003<0.05, we can conclude that infrastructural constraints limit the growth of MSE in Wereda 3 of
Gullele sub city with a confidence interval of 95%. This result is consistent with previous results of
(Clover and Darroch, 2005), Olawale and Garwe (2010) and Weldegebriel (2012) in
demonstrating that the lack of availability of infrastructure around MSE working premises
creates low production by blocking access to raw materials and electric power, creates lack of

network to connect MSEs with customers hence limiting their growth.
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Marketing Constraints: The regression result showed that there is an inverse relationship
between marketing constraints and capital ratio with p=-0.493 and significance of 0.027. Since
0.027<0.05, we can conclude that marketing constraints limit the growth of MSE in Wereda 3 of Gullele
sub city with a confidence interval of 95%. This result further explains previous results of VVan Scheers
(2012), Weldegebriel (2012), Nuwagaba (2013), Lussier (1996) and (Berihu et al., 2014) that
show lack of marketing promotion to attract new customers and hold the existing creates gap
between MSEs and their customers which lowers the competitive advantage of MSEs and hence

affect their expansion and survival.

Financial Constraints: The regression result showed that there is an inverse relationship
between financial constraints and capital ratio with p=-0.856 and significance of 0.000. Since
0.000<0.05, we can conclude that financial constraints limit the growth of MSE in Wereda 3 of Gullele
sub city with a confidence interval of 95%. This result relates with Okurut and Bategeka (2006),
Olawale and Garwe (2010), Mishra et al (2009) and Ishengoma and Kappel (2008) in showing
that lack of financial resources, lack of financial management knowledge and difficulties in

accessing loan and credit are hindering the growth and expansion of MSEs.

Management Constraints: The regression result showed that for management constraints, p=-
0.110 with significance of 0.580. Since 0.580 > 0.05, we can conclude that management constraints do not
limit the growth of MSE in Wereda 3 of Gullele sub city with a confidence interval of 95%. This result
contradicts with Stokes (1995), Martin and Staines (2008), Abada et al. (2015) and Setsoafia et.al
(2015) as they showed lack of managerial know-how places significant constraints on MSE

development.

Entrepreneurial Constraints: The regression result showed that there is an inverse relationship
between entrepreneurial constraints and capital ratio with =-0.617 and significance of 0.006. Since
0.006<0.05, we can conclude that entrepreneurial constraints limit the growth of MSE in Wereda 3 of
Gullele sub city with a confidence interval of 95%. This result supports Kokobe (2015), Papadiki and
Chami (2002), Stokes (2010) and Bizusew (2015) to show that lack of entrepreneurship skills
such limit MSE growth.
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The unstandardized coefficients from table 4.14 can now be used to develop an equation for

predicting change in capital of MSEs.

Growth (Capital Ratio) = 19.282 — 0.411 (politico-legal) — 0.528 (working premises) — 0.539
(technological) — 0.607(infrastructures) — 0.493 (marketing) —
0.856 (finance) — 0.617(entrepreneurial)

The standardized coefficients (Beta) for each factor constraining the growth of MSEs indicate the
relative contribution each factor has on the growth of the MSEs (Zikmund et al., 2009). As
shown in the standardized coefficients column, table 4.14, the most influencing constraint from
the factors on growth is financial factor with beta=-0.246, the second most influencing factor belongs
to technological factors with beta=-0.208, the third highest influence belongs to Working place factors
with beta=-0.173 and forth most influencing constraint is infrastructure with beta=-0.171. This
result relates the previous results of Admasu (2012), Ermias (2011), (EEA, 2015) and (World
Bank, 2015), however major challenges mentioned in these studies such as management (no
significant relationship), marketing (beta=-0.132) and politico-legal (beta=-119) factors were

found to have no or little influence on growth of MSEs of wereda 3.

“Although improvements have been registered during the last few years, the development 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” EEA(2015).

“Access to finance is a top obstacle to MSEs as firms in Ethiopia are more likely to be credit
constrained than global comparators. Business entry regulations and processes are consistently
highlighted by the private sector as burdensome and obstructive of firm entry and dynamism.”
World Bank (2015)
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CHAPTER 5 CONCLUSIONS AND RECOMMENDATIONS

5.1 Conclusions

The main objective the study is to examine the factors constraining the growth of
MSEs in Wereda 3 of Gullele Sub city. In accordance with the results of the data analysis

the following conclusions are listed.

78% of the MSE respondents have not received any Technical Vocational Education and
Training (TVET) or higher level of education. People without any college education who
start a business have a greater chance of failure than people with one or more years of
college education (Lussier, 1996). Since 85% of the respondents are under the age of 41
years it can be concluded that there is a high potential of trainability and knowledge gap
in TVET or higher education with in the MSE operators of Wereda 3.

The internal firm capabilities and business environments of Ethiopia aimed at MSE
development do affect the growth of MSEs in Wereda 3 of Gullele sub city. The most
influential factors that constrain the growth of MSEs in Gullele sub city Wereda 3 in
descending order are:

1. Financial

2. Technological

3. Working Premises

4. Infrastructural

Among the financial factors, High collateral requirement from lending institutions, High
interest rate charged by lending institutions, complicated Loan application procedures of
lending institutions and Inadequacy of credit institutions were the most challenging for
the respondents from MSEs. The other major factors which challenge MSEs in Wereda 3
of Gullele sub city are Bureaucracy in enterprise registration and licensing, lack of
business development services, difficulty in finding new customers and inadequate
market for products. As it was the case in the financial factors, these major challenges

were depicted across the different MSE sectors with in Wereda 3.
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As the response of MSE operators on tables 4.4 to 4.11 show, MSEs of Wereda 3

perceive that insufficient government support exists on the factors constraining their

growth.

It must be noted that the results found and conclusions drawn are subject to the limited area

and cross-sectional nature of study. It must also be noted that from the different indicators of

firm growth, only capital accumulation was used .However, the study contributes in

identifying the most influential factors that constrain the growth of MSEs in wereda 3 of
Gullele sub city. The Gullele sub city MSEDA can be benefited from this study to further

facilitate its support to the MSEs and identify the major challenges.

Further studies on other weredas and/or sub cities will be helpful in validating the results

achieved and discover additional results that will enable the MSEDA to identify and deliver

better service on the most influential factors that constrain the growth of MSEs.

5.2 Recommendations

Based on the major findings the following recommendations are forwarded:

MSE operators of Wereda 3 should enhance their academic knowledge through
Technical Vocational Education and Training (TVET), higher level of education
or short trainings so that they will increase their potential to be competent
business leaders and be effective in tackling the factors constraining their growth.
Beyond the support delivered on the constraints, MSE operators must take
ownership as business leaders to minimize their challenges which are under their
span of control. Education can be their tool to develop their employees in the
areas such as management, financial controlling, Entrepreneurship and marketing

so that challenges in these areas will be minimized.

The Wereda 3 MSE development bureau and the Gullele sub city development
bureaus must collaborate with institutions that satisfy the needs of MSEs. The
MSE support bureaus must assess and negotiate on the collateral requirement of
the lending institutions on behalf of the MSEs and come up with a better collateral
deal to satisfy both MSEs and lending institutions. The support bureaus must also
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review and negotiate with lending institutions on their interest rates and loan
application procedures to make sure that MSEs have minimal challenges on those

areas.

The Gullele sub city and Wereda 3 support bureaus must focus the financial,
technological, working premise and infrastructural challenges as these are the
most influencing factors constraining growth. The support bureaus must also
investigate in their support delivery practices to change the perception of the MSE

operators which consider insufficient support on growth constraints.

Finally further research on factors constraining the growth of MSEs on other
related areas will be helpful to validate the results found from this research, help
the sub city support bureaus in clearly identifying the challenges faced by the
MSEs, identify the most influential factors that constrain the growth of MSEs.
Further studies may also identify the impact of other constraints that limit the

growth of MSEs which have not been included in this study.
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APPENDIX A
QUESTIONNAIRE FOR MSE OPERATORS

SAINT MARY’S UNIVERSITY
SCHOOL OF GRADUATE STUDIES
MBA PROGRAM

SECTION 1: INTRODUCTION

Dear respondent,

I am a graduate student in the department of Business administration, Saint Mary’s University.
Currently, I am undertaking a research titled ‘Factors Affecting the Performance of

Micro and Small Enterprises in Addis Ababa: A study in Wereda 3 of Gullele sub

city’. You are one of the respondents selected to participate on this study. Please assist

me in giving correct and complete information to present a representative finding on

the current status of the factors affecting the performance of Micro and Small
enterprises. Your participation is entirely voluntary and the questionnaire is completely

anonymaous.

Finally, I confirm you that the information that you share me will be kept confidential

and only used for the academic purpose. No individual’s responses such and the identity of
Persons responding will not be published or released to anyone.

Thank you in advance for your kind cooperation and dedicating your time.

Surafel Amha

Phone Number: 0913949949

Instructions

v
No need of writing your name

v
For Likert scale type statements and multiple choice questions indicate your answers with a

check mark (V) in the box, for the other questions indicate your answer the space provide
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SECTION 2: GENERAL INFORMATION ON BUSINESS ENTERPRISES

1) Gender of the respondent: [1 Male [ Female

2) Age of the respondent:

3) Position (more than one Thick possible): Clowner D Manager D Employee
4) Education: D Iliterate |:|primary schooID secondary school

[] Technical Vocational Education and Training or Diploma|:| 1% degree and above

5) Sector are you working on: (_]Manufacturing () Trade ] Service

(] Construction () urban Agriculture
6) Number of years of your business:

7) Please specify your initial capital in Ethiopian Birr?

8) Please specify your current capital in Ethiopian Birr?

9) Please specify the number of employees when you start the business

10) Please specify the number of employees you have currently

SECTION 3: FACTORS AFFECTING THE PERFORMANCE OF MICRO AND
SMALL ENTERPRISES

The major factors that affect performance of MSEs are listed below. Please indicate the degree
to which these factors are affecting the performance of your business enterprise. After you read
each of the factors, evaluate them in relation to your business and then put a tick mark (\) under

the choices below.
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Politico-Legal Factors

Strongly Agree

Agree

undecided

disagree

Strongly

disagree

1.1 [The tax levied on my business is not reasonable

1.2 |Bureaucracy in company registration and licensing

1.3 [Political intervention

1.4 |[Lack of accessible information on government

regulations that are relevant to my business

1.5 |[Not Enough government support on politico-legal Factors

place factors.

2. Please indicate the degree to which you agree with the following statements concerning working

= a0 @ g B =3
S. No. Working Place Factors 22 | 2 8|2 25
=< << S | .2 e 3
2.1 lAbsence of own premises
2.2 Current working place is not convenient
2.3 The rent of house is too high
Not enough government support on Working place
2.4 factors
3. Please indicate the degree to which you agree with the following statements concerning
technology factors.
% 3|8l g
S. No. Technological Factors = =y 3 22 5
> < | g |2l 8
& 5|78
3.1 Lack of appropriate machinery and equipment
3.2 Lack of skills to handle new technology
3.3 Lack of money to acquire new technology
3.4 Unable to select proper technology
Not enough government support on Technological
3.5 Factors
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4. Please indicate the degree to which you agree with the following statements concerning
infrastructural factors.

S8 g Bl & =g
s2 =2 gl 8 E=
7 El 5| 54

S. No. Infrastructural factors =

4.1 Power interruptions

4.2 Insufficient and interrupted water supply

4.3 Lack of business development services

4.4 Lack of sufficient and quick transportation service

4.5 Lack of appropriate dry waste and sewerage system

Not enough government support on Infrastructural
4.6 factors

3 Please indicate the degree to which you agree with the following statements concerning
marketing factors.

S. No. Marketing Factors

Strongly Agree
Agree
undecided
disagree
Strongly disagree

5.1 [Inadequate market for my product

5.2  [Searching new market is so difficult

5.3 |Lack of demand forecasting

5.4 Lack of market information

5.5 |Absence of relationship with an organization

that conduct marketing research

5.6  |Lack of promotion to attract potential users

5.7  |Poor customer relationship and handling

5.8  |Not enough government support on Marketing factors
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6. Please indicate the degree to which you agree with the following statements concerning financial

factors.
= =0} L >
2Ll 8 B |3 25
o Z<| <] E_|E| 3%
S. No. Financial Factors - o=

6.1  |Inadequacy of credit institutions
6.2  |Lack of cash management skills
6.3  [Shortage of working capital

6.4  |High collateral requirement from banks and

other lending institutions
6.5  [High interest rate charged by banks and

other lending institutions

6.6  |Loan application procedures of banks and
other lending institutions are too complicated
Not enough government support on Financial
6.7  [factors

7. Please indicate the degree to which you agree with the following statements concerning

management factors

8
2 || 2| 8|zs

S. No. Management Factors = el = > | 25
= > 8 [ 8|8
S <l 2 |° |53
= =]
wn

7.1 [Lack of clear division of duties and responsibility

among employees

7.2 |Poor organization and ineffective communication

7.3 |Poor selection of associates in business

7.4 |Lack of well trained and experienced employees

7.5 |Lack of low cost and accessible training facilities

7.6 |Lack of strategic business planning

Not Enough government support on managerial
7.7 |Factors
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8. Please indicate the degree to which you agree with the following statements concerning
entrepreneurship factors

S. No. Entrepreneurial Factors

Strongly Agree
Agree
undecided
disagree
Strongly
disagree

8.1 |Lack of motivation and drive

8.2 |Lack of tolerance to work hard

Lack of persistence and courage to take
8.3 [responsibility

for one’s failure

8.4 |Absence of initiative to assess ones strengths
and weakness

8.5 [Lack of entrepreneurship training

Lack of information to exploit business

8.6 lopportunities

Not Enough government support on Entrepreneurial
8.7 [factors
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APPENDIX B
REGRESSION ASSUMPTION TESTS & REGRESSION RESULTS FROM SPSS 20

Normality of Data

N Mean Skewness Kurtosis
Std. Std.

Statistic | Statistic | Statistic Error Statistic Error
politico legal 201 3.4070 -.740 172 1.619 341
Working places 201 2.6281 .909 A72 .362 341
Technological 201 3.2119 -.083 A72 -.682 341
Infrastructure 201 3.3259 -.013 72 272 341
Marketing 201 3.3899 .070 172 1.126 341
Financial 201 4.0448 -1.130 172 2.491 341
Management 201 3.0576 .282 172 -.154 341
Entrepreneurial 201 3.2309 -.141 A72 .605 341
capital ratio 201 5.2763 1.220 172 8.464 341
Valid N (list 201
wise)

A normally distributed data has Skewness and Kurtosis values between -1 and 1 (Ntoumanis, 2000)

Scatter Plot of the Dependent variable against independent Variables
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Correlation Matrix
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pditico | | working_| Techrological | Infrastructure | Marketing | Anancial | Maragement | Entrepreneurial |capital_r
egd places atio
pditico_lecal PearsonCorrelation 1
Sig (2-tailed)
N 201
working places | PearsonCorrelafion HO 1
Sig (2-tailed) 003
N 201 201
Techmolagical PearsonCarrelation 217 %4 1
Sig (2-tailed) oo 000
N 201 201 201
Infrastructure Pearson Correlation 7 e 509 1
Sig (2-tailed) 000 000 000
N 201 201 201 201
Marketing PearsonCorrelation 5 | 23 523 %) 1
Sig (2-tailed) o 000 000 .000
N 201 201 201 201 201
Arancid PearsonCarrelation 317 -036 325 329 A05 1
Sig (2-tailed) 000 616 000 .000 000
N 201 201 201 201 201 201
Managemert PearsonCorrelation 200 | 3% 7 409" 48 45 1
Sig (2-tailed) 04 000 000 .000 000 039
N 201 201 201 201 201 201 201
Ertreprenewrid | PearsonCarrelation 181 | 306 ik 31 459" 169 642° 1
Sig (2-tailed) 010 000 000 .000 000 06 000
N 201 201 201 201 201 201 201 0
cafitdl_rafio PearsonCorrelation 22 | -A06° -509° -59%" -B800° -495 -476° -502° 1
Sig (2-tailed) 000 000 000 .000 000 000 000 000
N 201 201 201 201 201 201 201 .1y 0

Multicollinearity is not a problem if Independent variables are
not highly correlated with each other (Ntoumanis, 2000).

Regression Model Summary

Model R R Adjusted | Std. Durbin-
Square R Error of Watson
Square the
Estimate
1 .804 .646 .632 1.41409 2.253

Durbin- Watson statistic (2.253) is within acceptable range of between 1.5 and 2.50 (Ntoumanis,

2000).
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Anova Table

Sum of Mean
Model Squares df Square F Sig.
1 Regression 702.002 8 87.750 43.883 .000°
Residual 383.931 192 2.000
Total 1085.933 200

Collinearity Test & Regression Coefficients

Unstandardized Standardized
Coefficients Coefficients Collinearity Statistics
Std.
Model B Error Beta t Sig. Tolerance VIF

(Constant) 19.282 .827 23.304 .000
politico legal -411 .168 -.119 -2.449 .015 775 1.291
working places -.528 152 -.173 -3.466 .001 743 1.346
Technological -.539 142 -.208 -3.800 .000 .612 1.634
Infrastructure -.607 .203 -171 -2.995 .003 .562 1.778
Marketing -.493 221 -.132 -2.233 .027 .529 1.891
Financial -.856 .181 -.246 -4.742 .000 .686 1.458
Management -.110 .198 -.033 -.555 .580 512 1.954
entrepreneurial -.617 .221 -.165 -2.799 .006 531 1.884

Multicollinearity is not a problem if Tolerance> 0.10 and VIF<2.5(Ntoumanis, 2000)
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