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Abstract

The study focuses on Perception towards the burden of regulations on small and medium
enterprises in Gulele sub-city: Addis Ababa. The study adopts a mixed methods research
approach to address the broad objective through answering research questions and
testing the hypotheses developed from the literature review. Specifically, the study uses
quantitative surveys of SMEs, in-depth interviews with a sample of SMEs owners,
managers or employees. The study statistically analyzes the data elicited from surveys of
SME:s. It also supports the result from survey questionnaire by triangulating the results

with in-depth interviews and document studies

The result of this mixed approach methodology explores that SMEs face challenges from
different factors but, they perceived challenges from regulatory burden outweigh other
factors.

The result also identifies mechanisms mostly used by SMEs to mitigate problems from
regulations and how much the regulators have smooth contact with them and to what
extent the regulators made inspection, consultation and communication. Moreover, the
result identifies the relation between regulations and SMEs performance and growth
based on their view i.e. they have positively related each other.

As a whole, the study suggests a series of measures which could be taken by the government
policy makers/regulators and for SMEs. This measure includes to adopt government impact
assessment task force and review the existing regulations how much they enable and
constrain businesses and at the same manner suggest for SMEs to incorporate different

mechanisms to comply with regulation rather than rely more on specific mechanisms.
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Chapter One

Introduction

Currently, the major development challenge is the promotion of economic growth and
the reduction of poverty. To alleviate poverty and bring economic development
governments of different countries undertake different development strategies, such as
creating an environment that encourages and supports small and medium-sized
enterprises(SMEs) sector initiatives and enabling them to operate within a system of
good regulations, which is necessary in order to create and sustain an enabling
environment for development. With respect to this area, the Ethiopian government

now struggles against poverty through adopting a better development strategy.

According to Quartey (2001), SMEs are necessary engines for achieving national
development goals such as economic growth, poverty alleviation, democratization and
economic participation, employment creation and industrial base, and local
production escalation. The role of SMEs as engines of growth was shown, for
example, by the postwar recovery in Austria and Germany and by the diverging paths
of the Central European and Baltic countries from those of the Commonwealth of
Independent States (Brixiova and Emerta, 2010).

Therefore, this sector is the backbone for the development of all developed and

developing nations. To take the advantage of this major role, countries strive to adopt



better regulations, because regulations, within which SMEs operate, create a burden
either directly or indirectly.

Regulations are usually introduced in order to achieve some specific social or
economic objectives, although they sometimes have unintended impacts that
slowdown the achievement of predetermined objectives. Regulations influencing the
business sector require firms to impose cost that impede start-up, investment,
innovation, employment, growth and, ultimately weaken national economic

performance (Nicoletti and Scarpetta 2003).

Even though, no society can exist without the state providing some kind of order i.e.
regulations, but excessive regulations on societies especially on business entities
hinder to achieve their objective or business success. On this regard, British Chamber
of Commerce (2002) stated that, excessive regulation is an emerging barrier to the

survival and growth of SMEs.

These all issues discussed above pointed out SMEs are severely affected directly or
indirectly by red tape that may emanate from inappropriate adoption, implementation
and adverse administration of regulations. Because they are less proficient in dealing
with aspects of regulation that affect their performance and growth mostly they
exposed for business failures than larger businesses. The burden of regulations and
SMEs performance and growth insist on policy makers and representatives of the
business sector in all countries to undertake assessment of burden of regulations on
SME:s and ensure that the extent that regulations affect SMEs. Up to the knowledge of
the researcher with regard to this assessment of regulatory burden on SMEs, Ethiopia

has got no regulatory burden assessment task force; as a result there appears to be
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research on this issue. So, to fill this gap the study assesses burden of regulation on

SMEs performance and growth.

The remaining discussions are organized in eight sections. The first section presents
statement of problems. This is followed by statement of objective in the second
section; the third section contains research questions and hypotheses while the furth
section presents methods used in the research. The significance and scope of the study
are presented in sections five and six respectively. This section is followed by
limitations of the study that challenged the researcher during the study in the seven

sections; finally the organization of the thesis is outlined in section eight.

1.1. Statement of problems

Since the late 1960s, it has been thought that the target to promote small enterprises
has been changed with donors emphasizing on the role of SMEs in encouraging
industrialization (Sievers and Vandenberg 2007). As a result, studies showed that in
developed countries like, United Kingdom SMEs become the focus of the
government. Consequently, even if limited studies are there in Ethiopia but, most
studies in other countries showed that SMEs play an important role in the economic
development of countries. More specifically, past studies indicated that in developing
countries of South Asia SME constitute over 97% and contribute between 40—-60% of
the total output or value-added to their national economies (Fan 2005; Kamesam

2003; Nepal et al. 2002; Shrestha 2005, cited in Syed et al. 2008).



In addition, as stated in World Business Council for Sustainable Development
(WBCSD, 2004, p.2),

“In OECD economies SMEs and micro enterprises account for over

95% of firms, 60-70% of employment, 55% of GDP and generate the

lion’s share of new jobs. In developing countries, more than 90% of all

firms outside the agricultural sector are SMEs and micro enterprises,

generating a significant portion of GDP.”

The SMEs play an important role in the development of national economy of any
country. In Indonesia SMEs have been the main players in domestic economic
activities as they account for more than 90% of all firms and 96.2% of total
workforce, especially women and the young. On average, the GDP growth share of
SMEs was above 2%; whereas that of large enterprises was under 2% (Tambunan
2006). Ahmad et al. (2011) presented about the system approach for the effective
adoption of rapid prototyping for SMEs and they pointed out the role of SMEs in the
economy for instance, in the UK, out of a total of 4.8 million UK businesses, about
99% were SMEs while less than 1% were large corporations (i.e. over 250
employees) . Further, the study indicated that the share of SME employment
accounted for 70% of total employment and the product share for over 46% in South
Korea. In the case of Ethiopia, the industrial sector, which mainly comprises SMEs
accounts for about 13 percent of GDP in the fiscal year 2008/09 (Ethiopia investment

agency 2010)

Well regulated SMEs are particularly important in developing countries like Ethiopia

for poverty-reduction strategy because they are seedbed for the development of large
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enterprises, and because they absorb agriculturally under-employed labor, and
diversify the sources of income for farming families. So, governments should set
better regulation and good business environment to scale up the growth and

performance of SMEs to take the advantage of economic growth.

Ethiopia is not unique in this regard ,considering the degree of unemployment as well
as realizing the role of SMEs towards sustainable employment generation, the
government has to give due attention in terms of promoting favorable business

environment to take advantage of their contribution for economic development.

But, burden of administrative work and high amount of resources to comply with the
regulations are some of the problems of regulations and government look through and
assure all the above aspects of regulations not to become an obstacle for business
success. Many of the traditional problems facing SMEs- lack of financing, difficulties
in exploring technology, constrained managerial capabilities, low productivity,
regulatory burden-become more acute in a globalised, technology-driven environment

(OECD 2000)

Moreover, SMEs are argued to suffer disproportionately from regulation because of
higher fixed compliance costs and their lower resilience to external shocks due to
limited resources as compared to large enterprises (Chittenden et al. 2002 cited in
Mark et al. 2008). Consequently, regulation and its burden upon businesses are major
topics of public debate among politicians, media commentators, academics, lobby
groups and practitioners because, the regulatory framework created and enforced by

state organizations profoundly shapes all economic activity (Kitching 2006).



Therefore, before setting policies and regulations, policy makers and regulators
themselves should assess regulatory burdens that influence the start up, growth and
expansion of business enterprises. To assure the effect of regulations on businesses
success there should be a serious assessment of those regulations whether they are

effective or not.

In sum, the above issues coupled with the gap in the literature (to be established in
chapter two) call for research in the area of assessing SMEs’ managers, owners and
employees perception towards regulatory burden on enterprises performance and

growth.

1.2. Objective of the study

In the context of the problems stated in the preceding discussion the intent of this
concurrent mixed method approach study was to assess the perceptions of SMEs’
owners ,managers and employees towards regulatory burden on SMEs performance
and growth particularly in private limited and sole proprietorship businesses.
Moreover, objective was to identify regulations those were considered problematic by
businesses. In this study; for gathering data self-administered structured questionnaire
was adopted. At the same time, additional information about burden of regulation
was explored through unstructured face-to-face interview with randomly selected
respondents for interview from formally registered SMEs in Gulele sub city, Addis

Ababa. The reason for combining quantitative and qualitative data is for better



understand the research problem by converging concurrently the data from both

instruments (Creswell 2009).

1.3. Research questions and hypotheses

In order to achieve the broad objective fully, the following specific research questions

(RQs) and hypotheses have been developed

RQ1. What are the problems that SMEs faced on their performance and growth in
relation with regulatory burden?

RQ2. Which areas of regulations create major burden on SMEs performance and
growth?

RQ3.Which aspects of regulations have major burden on SMEs success?

RQ4. How do SMEs mitigate problems arising from the burden of regulations?

RQ5. Does the government consult with SMEs prior to regulating to lessen

problems related with regulation?

H1: There is a relationship between regulation and SMEs performance.

H2: There is a relationship between regulation and SMEs growth.

1.4. Research method adopted

To answer research questions, test hypotheses and then achieve the broad research
objective presented in section 1.3 the study adopted a concurrent mixed method.
Specifically, the research employed both survey and in-depth interviews of SMEs’
owners, managers or employees and documentary analysis. For the survey, a
structured self administered questionnaire was distributed 150 randomly selected

SMEs and 141 of them were completed and collected (response rate 94%). With
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regard to the in-depth interviews, the study conducted the interview with 10 SMEs’
owners, managers and employees. Further, the study reviewed the regulatory
documents including tax regulations and quality and standard regulations. The study
tried to analyze the results obtained from the above mentioned data sources using
descriptive statistics and Pearson Correlation and also tried to answer the research

questions, to test the hypotheses and then to achieve the broad objective.

1.5. Significance of the Study

Regulations constitute a considerable part for the growth of SMEs in both developed
and developing countries. Identifying problems pertaining to regulations released by
government obviously has critical importance in addressing problems in related to
SMEs operation. Therefore, this study highlighted the status of the Ethiopian
regulations with respect to SMEs and identified the challenges that SMEs faced from
the outset regulations of the government. Further, it is hoped that the study gives

direction for other researcher who need to pursue further studies on the subject.

1.6. Scope of the Research

The scope of the research was focused on assessment perceptions of SMEs’ towards
burden of regulations on SMEs performance and growth, in particular all SMEs
sectors those are formal and registered businesses in Addis Ababa, Gulele sub city.
The reason conducted the research in Gulele sub city was; when it is compared to
other sub cities it is in the middle in terms of number of business entities, which saved
time and other resources to conduct the research. Under those formally registered
SME:s, based on their legal status sole proprietor and private limited companies were

incorporated under the study, because more enterprises are existed in the form of sole



proprietors and private limited companies. For the purpose of this study, United
Nations Industrial Development Organization (UNIDO) definition was taken and
small businesses are those which have a paid-up capital of Birr 20,000 to 500,000 and

medium enterprises are those which have 20 to 99 workers.

1.7. Limitations of the Study

In due course of processing the research, the researcher faced with the following
limitation. First lack of enough time to conduct the survey research because, survey
research needs more time to collect the data and by the same token, inadequate
organized information about the definition, classification and formally registered
SMEs under the sub city. Furthermore, there was resistance of respondents and sub
city’s government bodies to give enough information for the study about the subject
area. As a result, the main limitation of the study is associated with source of data,
i.e. findings were more depend on ideas from respondents not incorporated data that

indicates financial performance.

1.8. Organization of the Study

The study assessed opinion of SMEs towards burden of regulation on SMEs
performance and growth in Addis Ababa, Gulelie sub city .In due process, the reports
of the paper logically organized in the following manner. The first chapter includes
introduction followed by the second chapter that presents literature review. The third
chapter of this thesis explains methodology, methods and tools used for the study.
Data presentation and analysis of the results/ findings are presented in the fourth
chapter .The last chapter comprised of conclusions and recommendations based on the

findings.



Chapter Two

Literature review

SME:s are increasingly seen as playing an important role in the economies of many
countries in terms of poverty alleviation, democratization and economic participation,
employment creation, and industrial base and local production escalation. Thus,
governments throughout the world focus on the development of the SMEs sector to
promote economic growth and at the same time regulate this business sector, because

regulations shape their activities and outcomes.

Even regulations influence businesses performance and growth by enabling and
motivating SMEs to achieve their objective but, it also constrain them. In the context
of the above the purpose of this chapter is to review the literature in the area of SMEs,
regulations and burden of regulations on SMEs performance and growth. The
literature review under this chapter is build-up on the existing theories and limited

earlier studies.

The chapter is organized in three sections. The first section presents a review of the
theoretical aspects of SMEs, regulations and regulatory burden on SMEs performance
and growth. The second section is a review of the relevant empirical studies on
burden of regulations on SMEs performance and growth. Finally the third section

presents concluding remarks on the literature review and identifies the knowledge

gap.
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2.1. Theoretical review of SMEs and regulations

As OECD (2004) showed, the notion of SME and entrepreneurship development was
introduced into the growth and development landscape as early as the late 1940’s with
the introduction of targeted policies (grants, subsidized credits, special tax treatment,
etc.) and the establishment of small businesses or SMEs support agencies by
governments (e.g. publicly funded SME agencies were set up in 1948 in Japan, 1953

in USA, 1954 in India, 1966 in Tanzania, and 1976 in Turkey).

SMEs sector carries great hopes and great burdens in the evolution of all of the
transitional economies. SMEs get serious concerns because of its contribution for
countries ability to withstand competition in the global economy, to create jobs, and
to continue to develop economically. The sustained and healthy growth of this sector
is obviously necessary, since it is difficult to imagine rising overall living standards
and social peace without such a development. For instance, as recently as the 1980s,
the ability of the United States to withstand competition in the global economy was in
question, as a result scholars began the difficult task of documenting the crucial role
played by SMEs as a driving engine of growth, job creation, and competitiveness in
global markets and policy makers responded with a supporter emphasis on policies to
promote SMEs (Audretsc 2001). Further, the economic significance of the small
business sector in generating income and sustaining employment has been recognized
by successive UK Governments since the 1960’s (Dilani 2003). Therefore the SMEs

evolution and adaptability increase from time to time.
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Government regulated SMEs’ within the economy, since this regulatory framework
created and enforced by governments profoundly shapes all economic activities
including SMEs. Regulations play an important role in enabling or restricting the
progress of businesses depending on how well they are prepared and implemented.
No one doubts that production and market require regulations in order to operate

fairly and competitively for the good of the society as a whole.

As the concerns of governments, regulatory practitioners, and commentators have
developed, a corresponding changes that has taken place in the perspectives to
provide foundations for the study of regulation. However, the evidence indicates that
the regulatory burden is increasing and that there are a number of areas of concern for
the SMEs community. Policy makers need to take account of areas where the
regulatory burden is significant and be careful not to add to the regulatory burden,

unless the benefits clearly outweigh the costs.

In the context of the above discussions, the first subsection presents SMEs’ definition
and their importance for the economy. The second subsection shows the regulatory

environment.

2.1.1 Definition and importance of SMEs

SMEs have no universally accepted definition and it is difficult to determine the
SMEs defining thresholds by examining any obvious natural boundaries between
small enterprises and medium enterprises. As a result, different countries and
organizations use various measures based on their economy to define regulations. For

instance, total number of employees, total investment and sales turnover are
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commonly used yardsticks. UNIDO’s definition of SMEs for Developing Countries is
based on number of employees i.e. with 20-99 employees is classified under medium
enterprise whereas small enterprises are with employees 5-19. Also its definition for
industrialized countries is 100-499 employees for medium enterprise and less than 99
workers for small enterprise (Quartey 2001). The most frequent upper limit
designating an SME is 250 employees, as in the European Union. However, some
countries set the limit at 200 employees, while the United States considers SMEs to

include firms with fewer than 500 employees (OECD 2000)

According to the European Commission’s definition medium enterprises are those
enterprises that employ fewer than 250 but more than 50 people and have annual sales
not exceeding 50 million euro, and/or an annual balance sheet total not exceeding 43
million euro, whereas small enterprises are defined as those enterprises employing
less than 50 peoples and with annual sales or total assets that do not exceed 10 million
euro (European commission, 2005). Furthermore, in terms of need for finance, the
International Finance Corporation (IFC) defines SME based on loan size i.e. small
enterprises are those with loan size of USD10,000 to USD 100,000 and medium

enterprises are those with loan size of USD100,000 to USD 1 million.

SMEs are important and potential contributors to almost all economies in the world,
but especially to those in developing countries and, within that broad category, to
those with major employment and income distribution challenges. One of the
significant characteristics of a flourishing and growing economy is a booming and
blooming SMEs sector because SMEs play an important role in the development of a

country’s economy.
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SMEs contribute to economic development in various ways like by creating
employment for rural and urban growing labor force, providing desirable
sustainability and innovation in the economy as a whole. Besides, a large number of
people rely on SMEs directly or indirectly since they have a propensity to employ

more labor-intensive production processes than large enterprises.

However, SMEs have advantages over large-scale businesses because of their
adaptation to market conditions easily and withstand adverse economic conditions
given their flexible nature, but they are the starting point for development of larger
enterprises that directing the economy towards industrialization. Consequently, they
contribute significantly to the provision of productive employment opportunities, the

generation of income and, eventually, the reduction of poverty.

SMEs play significant contribution especially in the transition of agriculture-led
economies to industrial ones furnishing plain opportunities for processing activities
which can generate sustainable source of revenue and enhance the development
process. SMEs hold up the expansion of systemic productive capability. They help to
absorb productive resources at all levels of the economy and add to the formation of
flexible economic systems in which small and large firms are interlinked such
linkages are very crucial for the attraction of foreign investment. SMEs are the major
growing force behind the fastest growing economy of developed countries like China,
in terms of contribution to the national GDP, scale of assets, diversification of
products, creation of employment and reducing poverty and as a whole increasing the

welfare of the society (Said , Ahmad and Javaid 2008).
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There are a number of factors responsible for the importance of SMEs in developing
countries. First, SMEs strengthen an entrepreneurial spirit and put forward flexibility
in the economy. Second, SMEs emanate the fastest growing export sub-sectors, third,
they can support the poverty alleviation endeavors through employment generation
process. Above all, SMEs are more efficient in resource allocation as compare to that
of large scale industry from a social point of view and they also provide and facilitate
employment opportunity for more number of people as compare to that of large-scale
industry. The significant roles of SME were indicated by research and statistics from
many developed countries, however, efforts had remained restricted focusing on the
large enterprises, and neglecting small and medium enterprises which are the back

bone of the economy.

SMEs use mainly local resources and thus have less foreign exchange requirements
while adapting easily to customer requirements. Due to their small and perceived
flexible nature, SMEs are expected to be able to withstand adverse economic
conditions and survive where many large businesses would collapse (Aryeetey and
Ahene 2002). SMEs have been of increasing interest for academics and policy makers
in recent years since their role in both developed and developing economies has been

established as being major.

This contribution from SMEs for the overall economic development is currently
acknowledged by several countries. For instance, evidence is available for the major
role of SME in the growth and development of all leading economies in Asia (United

Nations 2001). However, the ability of SMEs to realize these economic and social
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objectives depends on the regulatory and policy environment within which they

operate (ILO, 2000 cited in Quartey, 2001).

Despite the importance, SMEs in developing countries particularly in Africa face
many obstacles. Among those obstacles policy and regulations can make a
considerable difference to how well the SME sector fulfils its potential role in
contributing to a healthy economy. In sum, SMEs are a distinctive foundation of the
economy that requires owing attentiveness by the government. Therefore, failure to
develop SMEs may slow down the restructuring process of the economy, increase the
volume of unemployment, early retirement and other and discourage investment and
other employment creating opportunity. The environment for SME is continually
changing, especially in the scenario of globalization and openness of the economies.
Therefore, the course of action for SMEs should be set for long-run period keeping in

mind to put it in a suitable regulatory environment.

2.1.2. Regulatory environment
Regulations are necessary for the private sector to operate competitively and in the
public interest in terms of consumer and environmental protection. A simple,
transparent, stable and enforceable regulatory environment creates the basis for the
development of a dynamic enterprise sector. However, many SMEs in developing
countries face heavy and costly regulatory burdens that discourage them from even
entering the formal sector of the economy. No society can exist without the state
providing some kind of regulations. Regulations are said to have occurred when a
government exerts control over the activity of individuals and firms that enabling or
restricting the progress of businesses depending on how well they are prepared and
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implemented and no one doubts that production and market require regulations in
order to operate fairly and competitively for the good of society as a whole. More
definitions are given to regulations by different scholars and research centers for
instance;-
OECD (1994, p.8) defined regulations as:
“A set of “incentives” established either by the legislature,
Government, or public administration that mandates or prohibits
actions of citizens and enterprises and are supported by the
explicit threat of punishment for non-compliance.”
In addition department for business enterprise and regulatory reform research center
(BERR, 2008, p.3) defined regulations as:
“the legal and administrative rules created, applied and
enforced by Government regulatory authorities — at local,
national and transnational level — that both mandate and
prohibit actions by individuals and organizations, with
infringements subject to criminal, civil and administrative

penalties.”

Kitching (2006, p.5), also defined regulations in similar manner defined by BERR,
which is regulations are:

“the legal and administrative rules created, applied and enforced by

state institutions — at local, national and supra-national level — that

both mandate and prohibit actions by individuals and organizations,

with infringements subject to criminal, civil and administrative

penalties”.
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However, different organizations and scholars define regulations in different
explanations at different time, they have the same root ideas towards the essence of
the definition of regulations i.e. regulations shape all activities done by different

public or business organizations that enable them to perform formal activities.

Following the above discussions about regulatory environment, the next sub sections
reviewed about areas of regulations, aspects of regulations, characteristics of good
regulations, meaning of regulatory burden, business performance and growth and
effects of burden of regulations on SMEs performance and growth in an orderly

manner.

2.1.2.1 Areas of regulations

A Government may set different regulations applied and enforced at its national and
local level. Regulation on SMEs take different forms; it may be governing business
starts —ups ,regulations governing business activities ,regulations on labor practices,
payroll changes, health and safety standards, taxation and access to finance. These
regulations set by the government constituted different areas. With respect to areas of
regulations, the OECD (2000) identified the main areas where regulations plays a

significant role. These include:

e Employment Regulations cover the hiring and firing of employees,
complying with health and safety standards, the provision of facilities (e.g. for

the disabled), statistical reporting of employment related data, social security
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and pensions rights and other employee related benefits such as, maternity

leave and sick leave.

¢ Environmental Regulations include licensing, permits, planning and
environmental impact assessments; complying with regulations governing
hazardous substances and materials; process and product quality standards;
pollution control and product regulations; environmental reporting and testing;
record keeping and the day to day administration requirements related to the

environment, environmental levies and taxes.

e Tax Regulations covering tax policy, planning, taxing and auditing or
inspecting the economic agents in related with business taxes / corporate
income tax, sales taxes and other taxes. A shortage of information about tax
policies, including difficulties and hidden costs in the application procedure
for tax deterred SMEs from applying for them. Taxation officers appear to
have strong power to enforce the tax rates, and this is creating tax return and
tax incentive application difficulties for SMEs. The delay and bureaucratic
assessment of tax incentive applications sometimes have led to unfair conduct
in provision of tax incentives and have added hidden costs for SMEs. An
inconsistently imposed tax also indirectly encourages corruption and tax

evasion.

2.1.2.2 Aspects of regulations
Despite the potential importance of regulations as a policy tool its application in the

case of SMEs has been undermined by difficulties from different aspects. Before
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regulations are enforced to the business organizations it needs detail discussion about
its aspects those brings failure during implementation such as complexity,
volume/number, and rate of change and inspection. Aspects of regulations are argued
to raise the substantive ,administrative and psychological cost to business, and to lead
business owners to divert resources from profit generating to unproductive activities,
from formal activities to informal and illegal activities and consequently to undermine
business performance and growth. Such aspects may deter start-up, investment and
innovation from SMEs.

e Complexity of regulations: - complex regulatory environment requires more
business resources for understanding, handling and complying with the given
regulation. SMEs find more costly and difficult to cope up about regulation
whether they apply and how best to comply with them, particularly those
regulations which are complex or badly drafted (OECD 2000).

e Rate of change of regulations: - In countries where regulations are
continually changing, SMEs incur transaction costs in leaving and complying
with new system. Because the more the frequent change of regulations, the
more the staff needs to know the newly imposed regulation to implement; this
includes extra cost and time for orientation and training (Watson and
Blackwell 2007)

¢ Volume/ number of regulations: - excessive regulations are an emerging
barrier to the survival and growth of SMEs. At the same manner like rate of
change of regulations ,the more regulations that is out there, the more the staff
needs to devote extra time and cost to adapt it with in the business. This
includes extra training thus increasing in cost. This is a burden on performance
and growth.
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e Inspection of regulations: - Inspections are meant to make regulations safe
and well implemented for businesses to achieve their success. When
government’s inspections systems work properly, it detect potential hazards
that damage business success as well its revenue and existence when
inspections fail, however, due to inadequate inspector training or
remuneration, inconsistent enforcement, or unclear regulations, the costs can
be high. A good inspections regime should maximize compliance with clear
regulations, minimize uncertainty for businesses by operating transparently,
fight corruption by reducing the discretionary power of inspectors, and
minimize costs through efficiency. Totally, it enhanced support and education

to improve the capacity of firms to comply with their obligations;

¢ Enforcement of regulations: - Where regulations are necessary, enforcement
needs to be considered early in the policy-making process. Regulations those
cannot be enforced properly are not just effective; it may actively harm
businesses that do their best to comply, when their competitors fail to do so.
Enforcement is actions taken by the state agencies, although some government
departments and local authorities to comply with the regulations and

minimized burden.

2.1.2.3 Characteristics of good regulations

Regulations can be good or bad. To be good, regulations must not only bring net

benefits to society, it must also be the most effective way of addressing an identified
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Problem; and impose the least possible burden on those regulated and on the broader
community (Banks 2001). The important features of regulations are

e Regulations should not be unduly prescriptive -where possible, it should be
specified in terms of performance goals or outcomes - it should be flexible
enough to accommodate different or changing circumstances, and to enable
businesses and households to choose the most cost effective ways of
complying.

e Regulations should be clear and concise - it should also be communicated
effectively and be readily accessible to those affected by it. Not only should
people be able to find out what regulations apply to them, the regulations
themselves must be capable of being readily understood.

® Regulations should be consistent with other laws, agreements and international
obligations. Inconsistency can create division, confusion and waste.

e Regulations must be enforceable - but it should embody incentives or
disciplines no greater than are needed for reasonable enforcement, and involve
adequate resources for the purpose.

¢ Finally, regulations needs to be administered with accountable bodies in a fair
and consistent manner, and it should be monitored and periodically reviewed

to ensure that it continues to achieve its aims.

2.1.2.4. What is a regulatory burden?

Regulatory burdens arise in the first instance through the requirements contained in

legislation, regulations and other regulatory instruments. In order for most regulations
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to achieve their objectives, it is unavoidable that some burden is placed on business.
However, not all regulations create an incremental burden. When a business would
behave in an identical manner regardless of whether a certain regulations were in
effect, those regulations could not be considered to impose an incremental burden. On
the other hand, where regulations induce businesses to behave differently or undertake
additional tasks, an incremental burden can be said to exist. In the case where
regulations are poorly designed, or enforcement and administration is poorly
executed, they may impose greater burdens and costs than are necessary to achieve
their objectives. Keter (2004) indicated Regulations may have unintended or
unforeseen negative consequences, such as causing damage to particular markets or

employment and training opportunities.

The actions of regulators may further create burdens for business. For example, a
regulator’s inconsistent application (or interpretation) of regulatory requirements may
necessitate a number of changes in the operations of a business in order to achieve
compliance, despite the underlying regulatory requirements remaining unchanged.
Even where a business does not need to undertake such changes, the uncertainty
caused by the inconsistent approach of regulators can, in itself, cause a regulatory
burden. The partial enforcement, or non-enforcement, of regulations may also create a
regulatory burden by placing businesses complying with the regulations at a

competitive disadvantage when compared to non-complying businesses.

All these potential burdens can be exacerbated for enterprises doing business across.

They are likely to have their compliance costs compounded because of differing or
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duplicated regulatory requirements, even if that regulations have the same policy
objectives.
According to Bickerdyke and Lattimore (1997) regulatory burden has been broadly
defined to include:
¢ Additional administration and operational costs (including paperwork costs)
and time needed to meet regulatory requirements;
e Additional costs and time associated with changing the ways that things are
done and what is produced by businesses in order to meet regulatory

requirements.

2.1.2.5. Business performance and growth

Business performance can be defined both in terms of processes (start-up, resource
acquisition, development and deployment (i.e., the strategic direction of the business)
and outcomes (sales, profit, asset value, intrinsic work satisfactions) and growth is a
narrower concept, denoting a particular type of change in performance (Anyadike-

Danes et al. 2008)

Growth is defined as a change in size over any given time period. For much of the
government policy research in particular, growth is measured in terms of increases in
employment This measure is most relevant to many policy makers since, as
mentioned earlier, small business growth is seen to reduce unemployment(Dobbs and

Hamilton 2006).
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Chong (2008), noted that performance of SMEs can be measured using the financial
and non-financial measures. The financial measures include profit before tax and
turnover while the non-financial measures focus on issues pertaining to customers’
satisfaction and customers’ referral rates, delivery time, waiting time and employees’
turnover. Further, he indicated financial measures are objective, simple and easy to
understand and compute, but in most cases, they suffer from being historical and are
not readily available in the public domain. Inaccessibility, confidentiality,
completeness, accuracy and timeliness of data make comparisons among the sectors
challenging and futile. Further, profits are subject to manipulations and
interpretations. A possible way forward is to apply the non-financial measures, though

subjective in nature, as supplements to the financial measures.

OECD (2002) stated that, high-growth firms, as measured by employment expansion
rates, account for a significant share of jobs created and are key players in economic
growth andd high-growth firms exhibit a much stronger propensity to generate

employment than average firms.

Moreover, Business growth is typically defined and measured, using absolute or
relative changes in sales, assets, employment, productivity, profits and profit margins
(Delmar 1997; Davidsson et al. 2005; Allinson et al. 2006 cited in Blackburn,R. et al.
2008). Sales data are usually readily available and business owners themselves attach
high importance to sales as an indicator of business performance (Olawale and Garwe

2010).
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The ability of a firm to attract, develop and retain skilled and capable employees
effects the probability that they will be able to effectively implement and maintain a
growth-oriented strategy (Barringer and Jones, 2004; Ichniowski et al., 1997; Pena,
2002 cited in Dobbs and Hamilton 2006). Furthermore, Dobbs and Hamilton (2006)
indicated the sustained growth of these businesses that creates the new jobs and other
benefits that communities are seeking. Those SMEs that have achieved high growth
have also been pursuing a market strategy of differentiation. Therefore those
businesses which are able to develop new products and services in existing markets,
enter new markets with existing products and generally broaden their customer base

are more likely to experience growth.

2.1.2.6. The effects of regulatory burden on SMEs performance and growth

SMEs are necessary engines for achieving national development goals such as
economic growth, poverty alleviation, democratization and economic participation,
employment creation, and totally strengthening economy and increasing global
competitiveness of countries. However, the ability of SMEs to realize these economic
and social objectives depend on the regulatory and policy environment within which

they operate (Quartey 2001 cited in ILO 2000).

Regulations and its burden upon businesses are major topics of public debate. Small
businesses are argued to suffer disproportionately from regulations because of higher
fixed compliance costs and their lower resilience to external shocks due to limited
resources (e.g. Chittenden et al., 2002, cited in Anyadike-Danes et al. 2008). With

regulations, government can manage the economy to achieve sustainable social and
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economic outcomes and it also serves as a means of protecting and assisting small
businesses. However, for regulations to have the possible least burden, it should be
based on careful estimates of the problems and cost of regulation to firms.
Government’s effort to improve regulations are a big issue and it is time to ask
whether regulations, as a result, are now better for SMEs? It is acknowledge that
SMEs are vital to the economy but, are disproportionately affected by regulatory
requirements, red tape and burdens. Regulations can undermine their competitiveness,
capacity to grow and viability. There are identifiable reasons why regulations hit
SMEs hard and they have higher compliance costs than large businesses; because,
they are less resilient to regulatory shocks, miscalculations and uncertainties; they
lack regulation specialists; they face large costs of administration as well as regulatory
burdens; and they often need the assistance of government to comply with

regulations.

The cumulative effect of regulations slow down business responsiveness, diverts
resources away from productive investment, hampers entry into markets, and reduces
innovation. Countries where there are high costs associated with starting a new
business generally have lower employment rates. Strict product market regulations are

also likely to be detrimental to productivity performance (Keter 2004).

As a result of the above reasons small business have special vision of having better
regulations which considers difficulties and expenses, small businesses experience in
dealing with regulations; issues of competitiveness, needs for growth and cumulative
burdens; and that takes account of small business confidence. Business owners or

managers vary in their capacity to discover, interpret and adapt to regulations, those

27



with greater resources (finance, equipment, management capability, workforce
knowledge and skills) are better placed to deal positively with regulations. Where
businesses lack the resources to develop new practices and products, their capacity to
adapt to regulations is constrained. Businesses also vary in the business objectives

they seek to achieve and these also shape how they adapt to regulations.

SME:s in poor countries face more administrative and judicial procedures, more delays
in terms of time and higher costs than SMEs in rich countries (World Bank 2005). If
developing countries want SMEs to thrive, regulatory burdens in these two areas i.e.
in starting business and registering property must be simplified and reduced.
However, simplification is often opposed by the Government itself because it cuts
down on licensing fees and for some Governments the opportunity to extract bribes

(Ruffing 2006).

The better regulations movement has produced a large number of initiatives in
developed countries by various small business research centers. For instance, as
scholars stated that the main focus area of the tax and financial system is simplicity
otherwise, the complexity of the system may pose distortions of economic decision.
Improving and simplifying the business environment is considered to be of the highest
priority, as the level of regulations imposed by governments is claimed to be one of
the major obstacles to business success (UNICE 1995). That is why; regulations have
become an important topic of public debate among politicians, media commentators,
academics, lobby groups and practitioners. Government efforts to improve regulations
are coming and it is time to ask whether regulations are really better or not for growth

and performance of SMEs both in Ethiopia and other countries.
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With regulations, government can manage the economy to achieve sustainable social
and economic outcomes and it also serves as a means of protecting and assisting
SMEs. However, for regulations to have the possible least burden, it should be on
careful estimates of the problems and cost of regulations to firms. That is government
should assess regulations around SMEs performance and growth whether they
brought burden or not and to make improvement on regulations and minimize those
burdens. It is acknowledged that SMEs are vital to the economy but, are
disproportionately affected by regulatory requirements, red tape and burdens, so
designing policies and creating rules from the SMEs point of view would also seem

logical since they represent the overwhelming majority of all businesses.

2.2. Empirical review: SMEs and regulations

Extensive research is needed on SMEs and burden of regulations. This is because
SMEs are currently very important to the development of the economy; as a result
governments give focus for the development of SMEs. For instance, studies
importantly showed that there is high contribution for the economy from SME sector.
For instance, 15.56% of GDP in the low-income countries, 39% in middle income
countries and 51.45% in the high-income countries are contributed from SMEs role in
the economy (Ayyagari, Beck and Demirguc-kunt 2003). Therefore, an increase in
SME sector’s contribution to employment is accompanied by increase in its share of

GDP that is SMEs are major contributors to private sector employment.
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Moreover, other studies on this issue indicated that the SMEs play an important role
in the development of national economy of any country. With respect to this, Ahmad
et al.(2011) indicated that about 99 % UK economy is SMEs, so out of the 4.8 million
UK businesses less than 1% are large corporations i.e., corporations with over 250
employees then it shows the UK economy is dominated by SMEs . Further, the study
also showed the role of SMEs in South Korea, Malaysia, Thailand and China as
follows. The share of SME employment accounted for 70% of total employment and
the product share for over 46% in South Korea and in Malaysia, SMEs accounted for
about 48% of manufacturing establishment. In Thailand, there are about 118,648
SME:s those representing around 98% of the total firms in manufacturing sector and
SMEs are key element in China’s economy accounting for 99% of total number of
firms and 69.7% of overall employment. The above statistics clearly shows the role of
SMEs in the economy of the country and their contribution in labor absorption,

poverty alleviation and revenue generation is significant.

In contrast to SMEs have been concerns of researchers since the 1970s, when they
were primarily seen as a job creation tool (Yang 2010) and their broad advantage for
economical development, there had been very limited empirical evidence available
until recent times about regulations burden on SMEs performance and growth,
particularly in developing countries. Most of the earlier survey studies generally
focused on developed countries than developing countries like UK and conducted by
different business representative organizations rather than individual researchers like
Federation of Small Business (FSB), Small business survey (SBS), Small Business
Research Center (SBRC) and others. Their survey study in general indicated that

SME:s are frequently faced with constraints and challenges that impede their business

30



success particularly regulatory constraints in addition to competition and economical

constraint.

The following sections review the empirical evidence on the burden of regulations on
SMEs’ business success i.e. performance and growth. The review incorporated
previous studies conducted in developed and developing countries by individual
researchers and business representatives of countries and the whole empirical studies

reviewed are summarized.

2.2.1 Burden of regulations on SMEs in developed and developing countries

SMEs currently evolve in a complex business environment, characterized by
globalization, the internationalization of markets, and the need for greater efficiency,
effectiveness and competitiveness based on innovation and knowledge. This has put
increasing pressure upon performance and growth of SMEs. In developed countries,
small business representatives and federations conduct a survey study about the
problems of regulations that brought on SMEs performance and growth more

importantly in UK.

Various studies have identified burdensome and costly government regulations as the
most significant determinant of informality, and as a source of corruption (OECD
2006). In general, existences of poor quality law-making in developing countries have
created a tangle of complexity and inconsistency that presents an almost
insurmountable obstacle to the enterprises seeking formality. Regulatory burdens have

a strong cumulative effect on the business environment.
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SBS annual survey of small business in UK undertaken the field work in the fourth
quarter of 2003, the findings are based on a large sample of 8693 small businesses and
identified that four obstacles were cited by about two-fifths of all businesses. These
were the economy (40.8%), competition (39.2%), regulations (38.7%) and taxation
(38.1%). This 38.7 % of all businesses thought that regulations acted in some way to
place obstacle in the way of their success, and for 14.5% this was their greatest

obstacle (Atkinson and Hurstfield 2004).

As per the findings of annual small business survey in UK 2004/05 that was
telephone-based survey with 7505 business, 31% of all businesses thought that
regulations acted in some way to place obstacles on the way of their success. The core
of this obstacle was the paperwork and administrative procedures (39% of those
seeing regulations as an obstacle), the cost of making changes to ensure compliance
(37%), and 32% difficulty in deciding how to comply (Wiseman, Roe and Elliott

2006).

Specifically, survey study on impacts of aspects of business regulations was
conducted by Economic and social research institute (ESRI) in Ireland. The study was
a quantitative survey of over 800 firms and supported by 10 qualitative interviews
with 32 firms. The findings of this study indicated that most firms felt that the overall
amount of regulations were about right (55%), over one third felt that there was too
much regulations. Out of the total firm under the study 30% of firms expressed
negative views the ease with which regulations can be understood and the extent to

which regulations are constituent with one another. In relation with compliance cost
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almost 60% of firms’ report that costs have increased, more likely with medium sized
firms and 42% of those reporting firms an increase in cost thought that the main
reason for increased costs reported by firms was the introduction of new regulations

(Watson and Sylvia 2007).

Other studies have produced similar findings as the federation of small business
biennial membership survey (2006) indicates substantial dissatisfactions with various
aspects of regulations. the study of nearly 19,000 business owners found that large
proportions of respondents were either dissatisfied or very dissatisfied : with the
complexity of legislation (54%), the volume(53%),the rate of change(51%), the cost

of compliance (51%) and inspection regime (2%).

Annual Survey of Small Businesses conducts a survey of SMEs in Scotland in the
year 2004/05 to identify their behaviour, needs and barriers, and their relationship
with government bodies, as part of a larger UK-wide survey. The findings from the
survey study showed that, 40% of businesses with employees thought that regulations
acted in a way that placed obstacles on the way of their business's success (SBS
2006). Moreover, BERR conduct annual small business survey in 2007/08 and the
survey interviewed 7,783 UK SME businesses with between 1 and 249 employees
between December 2007 and February 2008. Then findings of this survey showed that
32% of the SME employers that reported regulations to be an obstacle cited Health
and Safety regulations as the main area of difficulty. Employment and tax regulations
were each mentioned by 17% of employers, while sector-specific regulations were
mentioned by 13 % of employers, and regulations relating to the environment were

mentioned by ten per cent. Just over 11% of employers that reported regulations as an

33



obstacle were unable or unwilling to identify a primary concern (Williams and

Cowling 2009).

Anderson review group reported for BEER about health and safety regulations burden
by undertaking a survey study in 2008, through interviewing 759 SMEs across
England and Wales after analyzing the data descriptively the findings indicated that
14% of all SMEs deal with it at least weekly but this figure rises to over half (58%)
for those with 10 employees or more. Furthermore, a third of SMEs (33%) with
employees manage it at least on a weekly basis, rising to half (51%) at least monthly
Variations do exist by sector; construction and manufacturing. SMEs find health and

safety a particularly time-consuming and costly (Anderson’s review group 2008)

Survey study was conduct jointly by UK and Canada in relation with burden of
regulations and SMEs. This Survey study was intended to be the first stage by the
accountancy organizations in the UK and Canada This report analyses data gathered
from small businesses and accountants in the UK and Canada. The sampling frame
from which the SMEs are drawn in the UK, these included any business employing
fewer than 250 people drawn from a Dun and Bradstreet database, while in Canada
the sampling frame comprised the 3,700 businesses trading on the Toronto Stock
Exchange. After all the findings of the study reported that most notably, 78.6% of
business owners surveyed said they were concerned about the quantity of regulations,
with 46.4% being very concerned. The least worrying aspect of regulations was
timing, with just 19% being very concerned. Nonetheless, only 10.1% claimed to be

not at all concerned about timing. This was replicated across respondents generally.
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An average of just 6.2% was not at all concerned about regulation (Blackburn et al.

2006).

Other researchers suggest that small business owners are dissatisfied with the volume
and complexity of legislation (FSB 2002, 2004b cited in SBRC 2005). In their study
of 18000 member business owners, the FSB found that the majority of respondents
were either dissatisfied or very dissatisfied with various aspects of legislation;
volume, complexity, rate of change, and cost of compliance. For each of these aspects
only 1% of respondents reported being satisfied. In addition, about one-third of
business owners’ respondents were dissatisfied or very dissatisfied with inspection. In
2003, survey study conducted by SBS in UK, and the finding indicates that, 61% of
small business and 69% of medium sized business thought regulations placed
obstacles in the way of their business success. Moreover in 2004, survey finding 40%
of small business and 39% of medium sized business thought regulations placed

obstacles in the way of their business success (SBS 2004).

Regarding to volume of regulations, previous study was conducted in Australia found
that 77% of SMEs had concerns about the volume of regulations and staying up to
date with new or changed requirements. In addition to concern about the amount of
regulations, the report found 66 % of SMEs are worried about the cost of regulations
in proportion to the size of the business. When seeking advice to satisfy regulatory

obligations, 72 % of SMEs turn to external accountants (Leung and Raar 2008).

There are little studies in developing countries about the problems of regulations that

affected performance and growth of SMEs. In Nigeria, the survey study was
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conducted on SMEs characteristics, problem and finance through using purposive
sampling both Lagos and Oyo states of Nigeria. A total samples of 150 enterprises
engaged in six related types of business operation were selected. Of this 80 were from
Lagos state, while 70 were from Oyo state. Finally, the findings of the survey pointed
that respondents react to the government policies; all the enterprise that failed blamed
the government policies in one way or another for their failure (Ekpenyong and

Nyong 1992).

Accordingly, Study in Ethiopia was conducted on related area i.e. on promoting
micro, small and medium enterprises (MSMESs) for sustainable rural livelihood in
Ethiopia and the method they used survey method and applied longitudinal data
collection method. consequently based on their data they reach the following result
i.e. 74% of their respondent mentioned legal and regulatory problem as a major
obstacle to efficient operation in the sector .The respondents stated that, bureaucratic
registration requirements for licensing, high policy control, over regulations,
corruption, high tariffs and unfair tax were major policy related constraints that
adversely affecting the sector. Therefore, the finding shows that how much the current
regulations impacts the performance and growth of MSMEs ( Bekele and Muche
2009). All of the above studies reflect, and reinforce, notions of regulation as a burden

for performance and growth of SMEs’.

The investment climate assessment report done by World Bank also found several
constraints to doing business in Ethiopia. Firms in the sample identified problems
with the tax rates and tax administration as constituting the most serious impediments

in all regions of the country. For example, 80% of firms in Amhara reported tax issues
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among the top three major impediments to doing business, followed by Tigray (70%),

and the lowest (37%) in the Southern region. (World Bank 2004)

2.3. Conclusions and Knowledge gap identification

In general, creating an enabling environment for the private sector to grow and create
jobs is an important government responsibility. This review of the literature
highlighted a number of issues on theoretical and empirical frame works which
theories involving around SMEs and their contribution for development of the
economy, regulations and its effect on SMEs performance and growth and researches
inquiry aiming to enhance understanding and to address the burden of regulations and

its problem on SMEs performance and growth.

SMEs are commonly recognised as one of the leading groups of economic activities
globally, and causes for booming of the economy. Most countries are currently
focused on SMEs because they are necessary engines for rapid economic
development and achieving national development goals such as economic growth,
poverty alleviation, democratization and economic participation, employment creation
and industrial base, and local production escalation.

However, to assure their role in the economy they are influenced by several factors
such as lack of resources (financial and non financial), market competition, regulatory

environment, managements capability and others.

A review of the regulations that govern the establishment of an enterprise is of

particular relevance for creating a favorable regulatory environment and should be at
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the forefront of the overall economic policy agenda. One of the effects of such
regulations is that they appear to discourage the creation of new technology-based
firms and innovative start-ups which are important for employment growth,

technological change and innovation.

Particularly, regulation is necessary for protection of the business environment and
security of the economic agents, but at the same time it hampers the business with
additional expenditures and administrative obstacles, when it place and implement in
inappropriate way. The large enterprises have more possibilities to deal on
regulations, but for SME this is a great expense out of their abilities. With regard to
regulatory problem, previous survey studies found that burden of regulations are
obstacles for businesses success. Regulations are widely argued by business lobby

groups, policymakers and academics to be a key barrier to business performance and

growth (SBRC 2005).

These barriers of regulations for businesses performance and growth are reflected on
different areas and aspects of regulations. As indicated through review of empirical
studies in the previous section, that tax regulations are viewed as most important
challenge by SMEs particularly the volume, complexity and rate of change of
regulations are the main aspects of regulations those brought burden and cause for not

complying with regulatory requirements

Policymakers pursue a variety of economic and social objectives, to achieve those
objectives they adopt regulations and some of which may entail problems and a net

cost for SMEs, even in the long-term.
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The cumulative burden of regulations slows down business responsiveness, diverts
resources away from productive investment, hampers entry into markets, and reduces
innovation. Countries where there are high costs associated with starting a new
business generally have lower employment rates. Strict product market regulation is

also likely to be detrimental to productivity performance (Keter 2004).

With respect to these regulations and SMEs, most studies were conducted by some
business support organizations and individual researchers with in developed countries.
Despite their importance for economic development in developing countries with
large human capital, there is limited research in relation to burden of regulations on
SMEs’ performance and growth particularly in Ethiopia as per the knowledge of the

researcher.

As a result, this knowledge gap leads the researcher to conduct the study and tried to
answer grand research questions i.e. identify regulatory problems together with areas
of regulations and particularly aspects of regulations those hinder SMEs from better

performance and growth basically in Ethiopia.
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Chapter Three

Research methodology

The purpose of this chapter is to present the research methodology. The chapter is
organized in three sections. The first section presents the objective, research questions
and hypotheses. This is followed by a discussion of the research approaches and
methods adopted in sections two and three respectively. Finally conclusions and the
link between research questions and hypotheses and the different data sources are

presented in section four.

3.1. Objective, research question and hypotheses

As it was indicated in chapter one the broad objective of this study is to assess
perceptions of SMEs owners, managers and employers towards regulatory burden on
their performance and growth. Consequently, to address the broad objective of the

research a series of research questions and hypotheses were developed.

Research questions
Government regulations are needed to achieve a range of economic and social
objectives which are of benefit to the community generally. However, they invariably

impose burden that pose problems on businesses.
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These regulatory burdens include compliance cost, administration costs and frustrate
(psychological cost) that may adversely influence overall business performance and
growth (Bickerdyke and Lattimore, 1997). Regulatory burdens remain a major
obstacle for SMEs as these firms tend to be poorly equipped to deal with the problems

arising from regulations.

The problem of regulations for business owners involves the diversion of scarce
resources away from what are argued to be productive, profit-generating activities and
towards the discovery, understanding of, and compliance with regulations. Thus the
primary question is

RQ. 1. What are the problems that SMEs faced on their performance in relation with

regulatory burden?

Government regulated businesses under different regulation areas. Each regulations
area have brought different level of degree of burden that impede business success.
Since, all areas of regulations have no equal burden on businesses identifying those
areas with major burden is necessary for policy makers and regulators. Thus the
secondary question is

RQ2. Which areas of regulations create major burden on SMEs performance?

Even, only identifying areas of regulations is not a solution to simplify the burden, but
also identifying the root cause of regulations area for becoming a challenge for
businesses. There are different aspects of a single area of regulations that makes
regulations enabling or constraining businesses performance and growth such as
complexity, volume, rate of change, enforcement and inspection. Consequently, if

these aspects of regulations are identified once as constraining performance and
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growth by businesses, they adopt mechanisms to mitigate problems from regulations.
Government also strives to minimize regulatory burden on businesses performance
and growth through communicating with businesses, consulting, supporting and
inspecting their compliance with existing and new regulations. Thus the third, fourth
and fifth research questions were

RQ3.Which aspects of regulations have major burden on SMEs success?

RQ4. How do SMEs mitigate problems arising from the burden of regulations?

RQ5. Does the government consult with SMEs prior to regulating to lessen

problems related with regulation?

Research hypotheses

Regulations are usually introduced in order to achieve some specific social or
economic objectives although they sometimes have unintended impact. Improving
and simplifying the business environment is considered to be of the highest priority,
as the level of regulations imposed by governments is claimed to be one of the major

obstacles to business success (UNICE 1995).

Enterprise start ups and operation are influenced not only by market but also by the
regulatory and institutional environment established by governments. The cumulative
impact of numerous regulations and formalities originating in many areas and layers
of government is to slowdown business responsiveness and to discourage
entrepreneurship (Hudson 2003). That is regulations impacting on the business sector
require firms to alter their behaviour and also to invest both time and money. By
adding to costs, regulations can negatively impact upon productivity and can also

divert resources away from more productive activities.
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Reflecting the linkage between regulations and economic performance and the
development of appropriate regulatory policy is seen as an area of importance for
policy makers. Reducing administrative and regulatory burdens would constitute a
major improvement in the business environment for SMEs.

Kitching (2006) identified in his study that, as far as any particular business is
concerned, regulations can affect business entities directly or indirectly through
changing the behavior of the businesses or the stakeholders whose action causally
affect business owners. It implies that regulations directly or indirectly affect
performance and growth of SMEs. Removing obstacles and reducing the regulatory
and tax burdens on small business could have a substantial, positive impact on the

ability of small business to facilitate job creation (Lopez 1999)

The relationship between more business-friendly regulations and higher growth rates
is consistently significant in various specifications of standard growth models, and
more consistently so than other determinants commonly used in the growth literature

(Djankov,. McLiesh and Ramalho 2006).

The burden of regulation is a prominent concern affecting small business. It is a
recurrent and long standing complaint by business that the burden of compliance with
regulations of all kinds has worsened in recent years, and that it acts as a major
impediment to competitiveness, especially for the small business sector (keter 2004).
Thus based on the above discussion hypotheses are developed

H1: There is a relationship between regulation and SMEs performance.

H2: There is a relationship between regulation and SMEs growth.
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3.2 Research approaches

Based on different knowledge claim there are different research approaches. The
research problem along with the philosophy of research methodology would guide the
choice of the appropriate research method. Depending on the nature of the research
problem a research method could be based on the philosophy of quantitative or
qualitative or a mixed approach. This section discussed those research approaches that
used as a base to adopt the appropriate and specific method to address the broad
objectives of the research based on the data needed to answer questions and to test
hypotheses. The subsequent sub sections were dealt with quantitative research
approach under the first sub section followed by qualitative research approach in the

second sub section and finally mixed method approach is discussed.

3.2.1 Quantitative approach

A quantitative approach is one in which the investigator primarily uses postpositive
claims for developing knowledge (i.e., cause and effect thinking, reduction to specific
variables and hypotheses and questions, use of measurement and observation, and the
test of theories), employs strategies of inquiry such as experiments and surveys, and

collect data on predetermined instruments that yield statistical data(Creswell 2003).

Quantitative research involves counting and measuring of events and performing the
statistical analysis of a body of numerical data (Smith, 1988, cited in Matveev 2002).
Moreover, Spratt, Walker and Robinson (2004), Quantitative research places the
emphasis on measurement when collecting and analyzing data. Quantitative research

is defined, not just by its use of numerical measures but also that it generally follows a
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natural science model of the research process measurement to establish objective
knowledge (that is, knowledge that exists independently of the views and values of
the people involved). Generally it makes use of deduction, that is, research is carried
out in relation to hypotheses drawn from theory. The assumption behind the positivist
paradigm is that there is an objective truth existing in the world that can be measured

and explained scientifically.

Creswell (2009) explained that, quantitative approach is best to test or verifies
theories or explanations by specifying narrow hypothesis and collection of data to
support or refute the hypothesis. It employs a review of the existing literature
deductively to develop theories and hypothesis to be tested and it tends to assume that
there is a cause —effect relationship. By using survey and experimental strategies of
inquiry it collect information using preset standardized instruments that can generate
relevant statistical data. Furthermore, it uses statistical methods in describing findings
from sample population interest i.e. to generalize the result from the sample. Data
collected on an instrument that measures attitude like closed ended questionnaire,
predetermined approach and numerical data. Well-designed and implemented
quantitative approach has the merit of being able to generalize for a broader
population, based on findings from the sample. Amaratunga et al. (2002), indicated
that quantitative approach can provide wide coverage of the range of situations, fast
and economical and statistics are aggregated from large samples, they may be of

considerable relevance to policy decisions

Despite of this advantage, quantitative approach has limitations such as, if it is

standardized it would lead reliable outcomes besides, due to lack of information about
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or access to the population and for convenience, the sample may not be representative
of the population under study, this may introduce bias and if it is designed ones it is
inflexible for certain situations Further,they are not very helpful in generating
theories because they focus on what is, or what has been recently, they make it hard
for policy makers to infer what changes and actions should take place in the future

(Amaratunga et al. 2002).

3.2.2. Qualitative approach

The second approach is qualitative approach and it uses the philosophical assumption
of social constructivism worldview that provides an understanding of social reality
based on the subjective interpretation (Creswell 2009). Under this approach, the
researcher often makes knowledge claims based on the multiple meanings of
individuals experiences and explore a phenomenon using participation in the activity
themselves. Qualitative research emphasizes meanings (words) rather than
frequencies and distributions (numbers) when collecting and analyzing data. Primarily
qualitative research seeks to understand and interpret the meaning of situations or
events from the perspectives of the people involved and as understood by them(Spratt,
Walker and Robinson 2004). The researcher collects open ended emerging data with

the primary intent of developing themes from the data (Creswell 2007).

Further, qualitative approach attempts to get an in-depth opinion from participants.
Qualitative research aims to describe social phenomena and behavior through the
means of rich contextual data. Unlike much quantitative data, numeration is not its

objective. Rather, qualitative research seeks to explore and explain the world through
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observation, by appreciating the subjective experiences of social actors and by

unearthing data that are not easily accessed by quantitative means (Power 2002).

It is generally inductive rather than deductive in its approach, that is, it generates
theory from interpretation of the evidence, albeit against a theoretical background

(Spratt, Walker, and Robinson 2004).

This approach tries to study natural settings and researchers are a key instrument and
do not detached themselves from a research. It uses different strategies of inquires
like, narrative, case study, ethnography, phenomenology and grand theory studies.
This approach has the merit of being flexible for different situations around the study
area, data-gathering methods seen more natural than artificial, ability to look at
change processes over time, ability to understand people's meaning, ability to adjust

to new issues and ideas as they emerge and, contribute to theory generation.

Apart from its advantage it has its own limitation like lack of standardized rules, data
collection can be tedious and require more resources, analysis and interpretation of
data may be more difficult, harder to control the pace, progress and end-points of
research process , readers may give low credibility to results from qualitative

approach(Amaratunga et al. 2002).

3.2.3.Mixed methods approach
The third approach is mixed approach research that seeks a pragmatic knowledge
claim arise out of actions, situations, and consequences rather than antecedent

conditions (as in post positivism). Under this approach the researcher conducts the
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research by using all the necessary approach i.e. quantitative and qualitative approach
that best helps to address the research problem. As a result it can answer a border and
more complete range of research questions because the researcher is not confined to a
single research approach. This mixed approach is appropriate when either quantitative
or qualitative approach by itself is inadequate to understand a research problem. Apart
from this, using mixed approaches can capitalise on the strengths of each approach
and offset their different weaknesses (Spratt, Walker and Robinson 2004).

Under this approach, the researcher bases the inquiry on the assumption that
collecting diverse types of data best provides on understanding of a research problem
(Creswell 2003). Therefore, collecting both closed ended quantitative data and open-
ended qualitative data proves its advantage. On the other hand, its disadvantage is the
research will take extra time and resources because of the need to collect and analyze
both quantitative and qualitative data. Also it can difficult for a single researcher to
carry out both qualitative and quantitative research, especially if two or more

approaches are expected to be done concurrently.

The researcher bases the inquiry on the assumption that collecting diverse types of
data best provides on understanding of a research problem. The study begins with a
broad survey in order to generalize results to a population and then focuses, in a
second phase, on detailed qualitative, open-ended interviews to collect detailed views

from participants.

Mixed methods is a methodology with philosophical assumptions and a set of specific
designs that guide the collection, analysis, and mixing of quantitative and qualitative
types of data, providing a better understanding of the research problem than any one

method alone. Concurrent mixed method data collection strategies have been
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employed to validate one form of data with the other form, to transform the data for
comparison, or to address different types of questions (Creswell & Plano Clark 2006).
In many cases the same individuals provide both qualitative and quantitative data so

that the data can be more easily compared.

Generally, to address this general objective and to fill the gap, adequate data from
both quantitative (survey questionnaire) and qualitative (face-to-face in-depth
interview) sources are used, and converge data collected from both sources at the
same time to get a comprehensive analysis of the research problem and interpret the
overall result. Therefore, based on the above research approach theories and to
achieve the broad objective of the research i.e. to assess perceptions of SMEs towards
regulatory burden on their performance and growth through addressing questions and
hypotheses the researcher used quantitative survey research questions and in-depth
face to face interview data gathering instruments together with documentary analysis.

Consequently, the researcher used concurrent mixed approach during the study.

3.3. Research Methods

Research methods are specific techniques/methods of data collection and analysis
used to achieve the broad research objective through addressing research questions
and testing hypotheses. Consequently, this research used quantitative research
methods particularly survey method and qualitative methods particularly in-depth
interview and documentary analysis to assess the opinions of SMEs owners/managers
towards regulatory burden on performance and growth. Under this section
quantitative aspect of the research method in the first sub section is discussed

followed by qualitative aspect of the research method in the second sub section and
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the third section is discussion for data analysis method for both data from qualitative

and quantitative aspect of the research methods.

3.3.1. Quantitative aspect of the research method

Survey method is quantitative or numeric description of trends, attitudes, or opinions
of a population by studying the sample of a population. Survey could be cross
sectional (i.e. collecting data once) or longitudinal (collecting data for many years)

based on the timing of collecting data.

Survey method is advantageous for its merit of economy of the design and it enables
to gather enough information, which may not available from other sources (Creswell
2009). The purpose of this survey method is to infer the result from a sample about
the population. Fowler (1984) explained that the strengths of survey methods is in
their wider use including the value of statistical sampling, consistent measurement,
and the ability to obtain information not systematically available elsewhere or in the
form needed for analysis. Consequently for its merit of economy and enables to
gather enough information survey method was employed in this research.
Subsequently sampling design (i.e. discussed how sample frame, sample size and
sampling procedure are determined and used) ; survey instrument design is discussed

as follows:.

Sample design

Sample and instrument designs and mode of collecting data are crucial to generate

representative statistical data about a population under study (Yesegat 2009). Sample
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represents a population depends on the sample frame, the sample size and the specific

procedures of selecting potential respondents.

The study population that the researcher intended to draw a sample is indicated in
sample frame. Sample should be representative because based on the sample
generalization is given for the entire population. Therefore under this study the
sampling frame were all registered SMEs (1718 SMEs in number) in Gulelie sub city,
Addis Ababa particularly private limited companies and sole proprietorship form of
businesses because a large number of entrepreneurs are involved in such type of legal

status.

This sample frame for this survey study included all businesses engaged in different
business activities, those formally registered as SMEs in trade and industry ministry.
The researcher categorized SMEs based on their paid up capital and number of
employees. Based on the accessed data, there were 1718 formally registered SMEs in
the form of private limited companies and sole proprietor types of legal status in
Gulele sub city. Out of this 1718 total populations specifically, 1490 business
enterprises were grouped under small businesses based on their paid-up capital of
Ethiopian Birr (ETB) 20,000- ETB 500,000 and the remaining 228 business
enterprises are medium scale enterprises based on number of employees through
accessing their payroll prepared for tax purpose and submitted to Ethiopian revenue

and customs authority Gulele sub-city small scale tax payers branch office.

In Ethiopian context there is no clear cut boundary to identify small, medium and

large enterprises; as a result the researcher used definitions given by UNIDO for
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developing countries i.e. medium enterprises are those firms with 20 — 99 workers
(Quartey 2001). Therefore, for the purpose of this study medium enterprises were

identified from the population through number of employees.

The other element of sample design is determination of sample size, given the
limitation of availability of time and other resources the sample size was determined
as follows even if, there is no a single right way for the determination of sample size
(Fowler 1984). For quantitative aspect of the study i.e. for self administered
questionnaire respondents were selected using through stratification of SMEs based
on their activity and proportionally through applying simple random sampling method
150 sample participants were drawn ( 13 from manufacturing, 6 from construction
,67 from trading activity, 44 from hotel and restaurant service ,6 from professional
service providing activities and 14 from other activities not specified under this

study) from each strata.

In addition to sample frame and sample size, sampling design incorporate sample
procedure. As it explained above the purpose of survey method is to generalize about
the population from a sample then, the researcher conducted the study using samples
drawn from the population. Therefore, to draw the sample the following procedures
were applied i.e. firstly the list of SMEs from office of ministry of trade and industry
was accessed and then grouped them based on their activity by using stratification-
sampling method to incorporate all sector in the target population. Finally, to draw
sample respondents for the questionnaire from the given stratum the researcher used
simple random sampling particularly, lottery method because this sampling method

gives equal chance for all given population(Creswell 2009).
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Survey instrument

To address the research problem using a survey method the researcher used self-
administered structured questionnaire. With respect to questionnaire design Saunders
et al. (2003) cited in Yang (2010) indicated that the validity and the reliability of the
data collected depend, to a large extent, on the design and the structure of the
questionnaire. In this study, the questionnaire design was developed by the researcher
and adapted some ideas that help to develop the questionnaire from Small Business
Research Center (SBRC) and Business enterprise and regulatory reform (BERR)
survey report. The questionnaire comprised structured questions which made it easy
for the respondents to indicate their views. Also used five-point likert scale questions
enabled respondents to indicate their opinion on various issues of the regulatory

environment that brought burden on performance and growth of SMEs.

The reason to implement self-administered closed ended questionnaire was because of
its low cost requirement and not consume much time to be answered by the
respondents and quicker to administer by the researcher but, if questions are wording
unclear and if respondents are not literacy, its response rate is low.

This Survey instrument was prepared in two languages (English and Ambharic) by
taking in to account the background of their level of education of the respondents.
Self administered questionnaire had two parts , the first part was comprised of profile
of respondents and businesses that included sex, position in the business , educational
background, year of service of the individual respondent and year of establishment
and type of business activity of respondents enterprise and the second part was

comprised of questions in relation with the study area which were. problems related
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with burden of regulations, areas and aspects of regulations ,level of compliance ,
contacts of regulators , communication and consultation by regulators , mechanisms
used by businesses to comply with regulations , level of change of customer
satisfaction and change in number of employees and opportunity of market from

contribution of regulations.

The 150 self-administered questionnaires were delivered by hand to each respondent
and collected later (delivery and collection questionnaires). Questionnaires were
completed by owners, managers or other employees in the SMEs. The questionnaires
aimed to inquire into the participants’ personal opinion in addition to what practically
observed in the business regulatory frame work of Ethiopia and the performance and

growth of the proposed sample firms.

3.3.2. Qualitative aspect of the research method

Qualitative approach is one in which the inquirer often makes knowledge claims
based primarily on constructivist perspectives (i.e., the multiple meanings of
individual experiences meanings socially and historically constructed, with an intent
of developing a theory or pattern) or advocacy/participatory perspectives (i.e.,
political, issue-oriented, collaborative, or change oriented) or both. It also includes
strategies of inquiry such as narratives, ethnographies, grounded theory studies, or

case studies.

The in-depth interview is a qualitative technique designed to elicit a vivid picture of
the participant’s perspective on the research topic. In depth interview is an effective

qualitative method for getting people to talk about their personal feelings, opinions,
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and experiences. It is also an opportunity to gain insight into how people interpret and
order the world (Milena 2008). In-depth interviewing is a qualitative research
technique that involves conducting intensive individual interviews with a small
number of respondents to explore their perspectives on a particular idea, program, or

situation (Boyce and Neale 2006)

A qualitative research interview seeks to cover both a factual and a meaning level,
though it is usually more difficult to interview on a meaning level. (Kvale 1996).
Interviews are particularly useful for getting the story behind a participant’s
experiences. The interviewer can pursue in-depth information around the topic.
Interviews may be useful as follow-up to certain respondents to questionnaires for
example, to further investigate their responses. (McNamara 1999). Generally, it is
better because in-depth interviews are exploratory in nature and offering a more
complete picture of what happened in the operation of businesses and why. The
purpose of these qualitative interviews was to probe in more depth some of the issues
arising from the quantitative Survey and to have an insight on the study issue. As a
result of the above reasons the researcher conducted an in-depth interview method
with unstructured questionnaire. Moreover, to have insight and triangulate perceptions
of SMEs with different business regulations documentary analysis on Ethiopian

business regulation was made.

For qualitative aspects of data collection method sample interviewees were

determined based on their business activity, and then used purposive sampling method

to select from each sector selected for survey questionnaire. The researcher selected
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10 samples with a subset of firms who had participated in the quantitative Survey

proportionally from each sector.

In relation with instrument, unstructured face to face interview was used because of
its flexibility, high response rate and also allowing new questions to be brought up
during the interview. Moreover, documentary analysis was made on Ethiopian

business proclamations and regulations.

3.3.3 Data analysis methods

Data analysis in different research design relate to the type of research method chosen
for the study. The specific methods applied in the study were survey methods and in-
depth interview together with documentary analysis. Therefore in this study,
Quantitative data from the questionnaires were analysed using descriptive statistics.
This enabled the researchers to make comparisons between perception of the business
sectors. Moreover, Pearson’s correlation was applied based on respondents’ idea
reflected through the questionnaire and assessed relation between regulations and
firms’ performance and growth. Because, Pearson’s Bivariate correlation can be used
to know linear relation (association) of two variables (Zou, Tuncali and Silverman,
2003). The rational to use this descriptive statistics is to describe the basic features of
the data in a study and to provide summaries about the sample and statistical package

for social science (SPSS) tool was used.

Further, data collected from in-depth interview were transcribe in to word document
and analyzed through triangulating with data collected through questionnaire and

make argument i.e. the opinion of majority of interviewees forwarded is used for
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argument by supporting the result of the questionnaire. Also, triangulation was made
with the documentary analysis resulted from extracting Ethiopian regulations and

proclamations document.

3.4.Conclusions and the link between research questions and hypotheses and
different data sources

In general, this chapter discussed and provides explanation about the research

methodology and signified research approach and specific methods used in the study.

The discussion on research methodology was comprised of the three research

approaches namely, quantitative, qualitative and mixed approach.. For those specific

method used sample design that includes sample frame, sample size, sampling

procedure, data collecting instrument and data analysis method also identified.

For this study, the research approach adopted was mixed method approach and the
researcher incorporated two specific methods and two sources of data for both
methods those were self administered closed ended questionnaire quantitative aspect
of the method and in depth interview and documentary analysis for qualitative aspect
of the method.

The research sampling frame were 1718 formal registered SMEs engaged in different
business activities and out of this sample frame 150 samples were drawn for survey
questionnaire and 10 out of 150 were for in-depth interview and respondents for
survey questionnaire were selected using simple random sampling from each strata
under the population and for interview purposive sampling were used. These
interviews were conducted with a subset of firms who had participated in the

quantitative Survey. The data collected from questionnaire were analyzed through
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descriptive analysis technique and then triangulated and supported by data collected
through interview and documentary analysis. To test the hypotheses Pearson
correlation is used based on their perception. Further, these in-depth interview and
documentary analysis corroborated survey questionnaire results and addressed research
questions. Finally, the overall study was evolving through study variables (research

questions and hypotheses) to achieve the broad objectives of the study.
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Table3.1. The link between research questions and hypotheses with each closed ended questionnaire and in-depth interview

unstructured questionnaire

Hypothesis and Research Questions Closed ended | Interview
questionnaire questions

HI.There is a relationship between regulation and SMEs performance. Qno. 12,14 16,1922 | 6

H2: There is a relationship between regulation and SMEs growth. Q no. 12, 14, 16, 18,15
21

RQ1. What are the problems that SMEs faced on their performance and growth? Qno. 9,11, 2
12,13,14,

RQ2. Which areas of regulation create major impact on SME s performance and growth? Qno.9 1

RQ3. Which aspects of regulations have dominant impact on SMEs success? Qno.9,10 4

RQ4. How do SMEs mitigate problems arising from regulations? Qno. 15.1, 152,153 | 3

RQ5.Does the government consult with SMEs prior to regulating to lessen problems related with regulations?

Qno. 17
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Chapter four

Results and analysis

This chapter dealt with the results and analysis of the findings obtained from different
data sources. Specifically, data obtained through questionnaire that involves profile of
respondents and enterprises and issues related with regulation and SMEs.
Consequently, results from both survey questionnaire, documentary analysis and
information gathered through face-to-face in-depth interview are incorporated under
the first section and in the second section results from both sources were analyzed and

interpreted and the third section is comprised of conclusions..

4.1 Results

The purpose of this study is to assess the perceptions of SMEs’ managers, owners and
employees towards the regulatory burden on performance and growth. The principal
data sources to achieve the broad objective are survey self administered questionnaire
and in-depth interview together with document analysis. As main source of
information, the respondent of this study were SMEs owners, managers, owner
managers or employees who involved in various SMEs operation in Gulele sub city,
Addis Ababa. The respondents profile, businesses profile and data gathered on main
issues on the study area i.e. on enterprises and burden of regulations are presented

under the first sub section.
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The second subsection presents data obtained through qualitative in-depth interview

and the last section presents results from documentary analysis.

4.1.1 Survey results
To addressed research questions and hypothesis the study used on survey selef
administered questionnaire. The subsequent discussion presents the results of survey

self administered questionnaire.

4.1.1.1. Response rate
For under taking the study 150 questionnaires were distributed for sample
respondents, of which 141 were completed and returned. That is the response rate was

94%. Therefore, it implied that reliability for the result is increased.

4.1.1.2. Respondents’ profile
As presented in table 4.1, out of 141 respondents’ participated in the survey 72.3%
was male and female participants cover 27.7%.

Table 4.1 SMEs survey respondents’ gender

Gender Count Percent
Male 127 72.3
Female 39 27.7
Total 141 100

Source: survey results and own computation
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In terms of backgrounds of education the survey indicated that about 42.6% of
respondents had completed high school or equivalent, where as 27% of them had
completed college diploma. Those respondents who are vocational/technical school
account the next proportion which is 16.3% and 12% consists those who had bachelor
and masters degree and above. The smallest proportion is for respondents who had
educational background other than specified (2.1%) that include respondents who

completed primary school and other low level educational background.

Table 4.2 Educational backgrounds of male and female SMEs survey

respondents

Educational level Count | Percent
High school or equivalent 60 42.6
Vocational/technical school completed 23 16.3
College diploma 38 27
Bachelor’s degree 15 10.6
Master’s degree and above 2 1.4
Others 3 2.1
Total 141 100

Source: survey results and own computation

Moreover, survey respondents’ job title or position in the businesses is presented in
table 4.3 and showed that about 41.8 % are owners and at the same time manager of
the enterprise and 24.8 % are managers followed by 19.9% of owners. The least

proportion (13.5%) is comprised of others those are employees of the enterprises.
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Table 4.3 Survey respondents job title or position

Job position Owner | Manager Owner and Others Total
manager
Count 28 35 59 19 141
Percent 19.9 24.8 41.8 13.5 100

Source: survey results and own computation

Among those respondents, who have managerial position or others but not owners in

the enterprises have different years of services and it is summarized and presented in

table 4.4. The data showed that about 43.6 % of the respondents have 2 — 5 years of

service and 34.5 % has only one year service. Whereas, the smallest proportion

(21.8%) is comprised of managers or others who have more than five year of services.

Table 4.4 Survey respondents’ year of service who has a managerial position or

other employees other than owners

Year of For the past one Two up to five | More than five Total
service year years years

Count 19 24 12 55
Percent 34.5 43.6 21.8 100

* Totals not equal to total sample respondents, it exclude owner and owner - manager

Source: survey results and own computation

4.1.1.3. Respondents’ enterprise profile

Respondents’ enterprise has been in operation for different periods of time (age of the

enterprise after establishment) and engaged in different business activities. These

enterprises profile is shown in table 4.5 and 4.6 respectively.
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Table 4.5 Survey respondents’ enterprise year of establishment

Establishment |more than 10] 6-10years| 1-5 with in the

year years ago years ago| past year Total
Count 50 46 37 8 141

Percent 35.5 32.6 26.2 5.7 100

Source: survey results and own computation

As presented in the above table 4.5 about 35.5% of the respondents enterprises was
established and has age of more than 10 years followed by 32.6% has 6 — 10 years of
age where as respondents enterprises with 1 — 5 years of operation were 26.2%. A
small portion of the business enterprises were established with in the past year among
the sample respondents’ enterprise. Further, in terms of business activities which
survey participant SMEs engaged in is summarized and presented as follows:

Table 4.6 Survey respondents grouped with main business activity

Business activities | Mfg.| Con.] Trd.| Hot. Prf. Oth.| Total
Count 12 5 67 44 512 88| 141
Percent 8.5 3.5 47.5| 31.2 3.5 5.7 100

Source: survey results and own computation

Note: Mfg.=Manufacturing; Cons.=Construction, real-estate, mining and quarrying ; Trd.=
Trade(wholesaler and retailer); Hot.=Hotel and restaurant ; Prf.=Professional

services ; Oth.= Others

And as indicated in the table 4.6 about 47.5% of the respondents’ enterprise were
engaged in trade (wholesaler and retailer) followed by 31.2% of enterprises were
engaged in hotel and restaurant services. The rest respondents’ enterprise engaged

under manufacturing (8.5%), construction ,real estate and mining activities (3.5%),
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professional service like legal service (3.5 %) and the rest 5.7 % engaged under other

sectors like transport service, renting of cars and others.

4.1.1.4. General issues on the study area i.e. on enterprises and regulations

Under this section, results focused on problems related with burden of regulations,
areas of regulations, aspects of regulations, mechanisms of mitigating regulatory
problem, and consultation and communication of regulators with SMEs and other
related issues incorporated in the data collection instrument is presented to answer the

research questions and to test the hypotheses.

Challenges faced SMEs

SME:s survey respondents asked to rank regulation in the context of other challenges
faced by businesses. As presented in table 4.7 out of survey respondents about 51.1%
put on the first rank regulations or cited regulations as their biggest problem/challenge
followed by access to finance with 34 % as a challenge for their enterprise. Out of
51.1% of respondents those put burden of regulation as a challenge for their
businesses in first rank 53.7% are from trade (wholesaler and retailer) activity (see

Appendix 5). Whereas, inadequate infrastructure and increased competition together

with labor and related costs were less likely felt as a challenge or ranked on 3 " and 4

th position as most challenges (9.2% and 7.1% of respondents respectively).
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Table 4.7 Ranks given by survey respondents for challenges faced their business

™ 2" 3" 4 Obs.
Different sources of
challenges Count | Percent | Count | Percent | Count Percent | Count Percent Total
Increased competition,
labor cost and other 10 7.1 26 18.4 52 36.9 53 37.6 141
related costs
Lack of infrastructure 13 9.2 21 14.9 38 27 69 48.9 141
Burden of regulation 72 51.1 43 30.5 24 17 2 1.4 141
Access to finance 48 34 51 36.2 24 17 18 12.8 141

Source: Source: survey results and own computation

1*= most challenge;

4"= Jeast challenge
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Regulatory burden on SMEs performance and growth

The researcher tried to assess the overall burden of regulation on firms’ performance
and growth as a regulated entity. Following the practices in other survey of business
regulations, the researcher asked respondents the extent to which they were affected

by regulatory burden in each of areas of regulations.

As depicted in table 4.8, among the given areas of regulations about 61.3% of
respondents perceived that tax related areas were seen as having a very significant
burden followed by record keeping and reporting (29.1% of respondents) that most
likely seen as having a significant burden on businesses performance and growth.
Among the given areas of regulation, 64.5% of respondents made specific reference to
licensing and permits that have no burden on their performance and growth and at the
same manner 53.9% for hiring and firing of employees and 40.4 % of respondents
were for process and product quality standards pointed have no burden on their

performance and growth around these areas.
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Table 4.8 Level of burden of areas of regulations on SMEs

LP (%) | RR (%) | T (%) HF (%) | PP (%)
Very significant burden 5 19.9 63.1 2.8 8.5
Significant burden 9.2 29.1 20.6 5.7 4.3
Little burden 15.6 31.2 0.7 12.8 17
No burden 64.5 13.5 7.1 53.9 40.4
Neutral 2.8 2.8 2.8 8.5 12.8
Don’t know 2.8 3.5 5.7 16.3 17
Total observation 141 141 141 141 141

Source: Source: survey results and own computation

Note: LP= Licensing and permits; RR= Recording keeping and reporting; T= Tax related

issue; HF= Hiring and firing of employees; PP= Process and product quality

standards

Regulatory burden particularly related with aspects of regulations

Businesses were asked to express their agreement or disagreement with statements

concerned about different aspects of regulations. The statements are phrased such that

agreement represents a negative view of the aspects of regulations. The overall results

are shown in table 4.9.
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Table 4.9 Views of respondents about aspects of regulations as an obstacle for

businesses
Regulation | Regulationis | Regulation is | Regulation | Regulation is
is obstacle obstacle obstacle is obstacle | obstacle
because of | because of because of because of | because of
complexity | inappropriate | rate of Volume inappropriate
enforcement | change inspection
SA Count |41 14 26 23 15
Percent | 29.1 9.9 18.4 16.3 10.6
A Count | 47 25 67 75 29
Percent | 33.3 17.7 47.5 53.2 20.6
N Count |7 35 11 14 28
Percent | 5 24.8 7.8 9.9 19.9
DA | Count |31 48 21 20 49
Percent | 22 34 14.9 14.2 34.8
SDA | Count |9 10 10 4 13
Percent | 6.4 7.1 7.1 2.8 9.2
DK |Count |6 9 6 5 7
Percent | 4.3 6.4 4.3 3.5 5
Mean 2.6 33 2.6 24 3.3
SD. 1.5 1.3 1.4 1.2 1.3
Min. 1.0 1.0 1.0 1.0 1.0
Max. 6.0 6.0 6.0 6.0 6.0
Obs. 141 141 141 141 141

Source: survey results and own computation

Note: SA= Strongly agree(1); A= Agree(2); N=Neutral(3); DA=Disagree(4)

;SDA=Strongly disagree(5); DK= Don’t know(6)

Notably, about 69.5 % of respondents

agreed with the statement volume of

regulations are obstacles for their businesses success and 17% disagreed with the
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statement whereas ,3.5% and 9.9% of respondents select don’t know choice about the
statement and neutral respectively (X= 2.4, ¢ = 1.2, n =144) and 65.9% of
respondents were agreed with rate of change of regulations are considered as an
obstacles for their businesses success and 22 % disagreed with the statement whereas,
4.3% select don’t know choice about the statement (X= 2.6, ¢ = 1.4, n =144).
Regarding to complexity of regulations respondents (62.4 %) agreed that it is also a
source of problem that hinders businesses success and 28.4% disagreed. whereas
4.3% select don’t know choice about the statement(X= 2.6, 6 = 1.5, n =144 ). On the
other side, 44 % followed by 38.3 % of respondents disagreed with the statement that
states with inappropriate inspection and enforcement are obstacles for business

success respectively.

Further, with regarding to aspects of regulations especially frequency of inspection by
regulators was tried to assess by the researcher. Consequently, the result in Table 4.10
above showed that the frequency of inspection made by the regulator within a year in
different regulation areas. Just over half of the respondents (54.6%) replied that
regarding employment regulations, regulators never inspected SMEs. Moreover,
concerning regulators inspection on environmental regulations, respondents (31.2%)
identified that there businesses are inspected once a year by regulators. Whereas,
63.8% of respondents agreed that, there firm inspected once a year in line with

regulations area related with tax at the same manner of environmental regulations.
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Table 4.10 survey respondents’ enterprise: frequency of inspection by

regulators

Areas of 1 2 3 4 5 Total

regulations

Count
Percent
Count
Percent
Count
Percent
Count
Percent
Count
Percent
Count
Percent

J
N
S
(@)
NeJ
@)
~
V)]
(O8]
(V)]
(V)]
W
V)]
N
W
(O8]
p—
p—
S
p—
p—
e

Employment 7 0

Environmental |36 255 |44 |312 |10 |7.1 |14 |99 |37 |26. | 141 | 100

Tax regulation |6 |4.3 90 | 638 |11 |78 |24 |17 10 | 7.1 | 141 | 100

Source: survey results and own computation
Note: 1= Never; 2= Once a year; 3= twice a year; 4= More than twice a year; 5=

Don’t know

Frequency of reporting to the government and its burden on businesses

Regarding to this reporting frequency, respondents were asked how frequently they
supply information for the government. The study result is sector wise for this

question and presented in table 4.11

The result identified that 50.4 % respondents prepared reports annually. Whereas, 44
% of respondents indicated that their firms prepared reports more than 6 times a year.

Majority of respondents from manufacturing, construction, real estate, mining and quarrying,
trade (wholesaler and retailer), hotel and restaurant are supply information for more than six

times a year.
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Table 4.11 Frequency of making information/report to the government by

business activity

frequency of make information/report to the Total
government
2-3 4-6
annu | timesa times a more than 6
ally year year times a year
Main Mfg. | Count 4 1 0 7 12
business Percent | 33.3 8.3 0 58.3 100
activity | Cons | Count 2 0 0 3 5
Percent 40 0 0 60 100
Trd | Count 35 2 2 28 67
Percent | 52.2 3 3 41.8 100
Hot. | Count 21 1 1 21 44
Percent | 47.7 2.3 2.3 47.7 100
Prf. | Count 3 1 0 1 5
Percent 60 20 0 20 100
Othe | Count 6 0 0 2 8
I8 Percent 75 0 0 25 100
Total Count 71 5 3 62 141
Percent | 50.4 3.5 2.1 44 100
Source: Source: survey results and own computation
Note Mfg.=Manufacturing; Cons.= Construction, real-estate, mining and quarrying ; Trd.=

Trade(wholesaler and retailer); Hot.=Hotel and restaurant ; Prf.=Professional services ;
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Simultaneously, a question related with this reporting frequency was raised i.e. about
the costs and time needed to prepare the reports frequently is really a burden or not?

The result for this question is presented below.

Table 4.12 Regulatory burdens in case of reporting requirements

Is frequency of reporting brought a Yes No Don't Total
know
burden?
Count 57 69 15 141
Percent 40.3 48.9 10.6 100

Source: survey results and own computation

As shown in table 4.12 SMEs survey respondents (48.9%) agreed there is no burden
in terms of cost and time as a result of reporting requirement. Whereas, 40.4% of
respondents believed it causes high burden in terms of cost and time at a similar
manner these respondents are from businesses enforced to prepare information more
than six times a year it also identified through the interview. The rest 10.6% do not
know about the burden of regulation on their business related with reporting

frequency.

Contacts of SMEs with regulators

With respect to contacts of businesses with regulators specific survey question was

forwarded to respondents and their response is presented in table 4.13
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Table 4.13 Attitudes of survey respondents towards their contact with regulators

The response of

The response of

The process for

Regulators are

regulators is regulators is given | appeals and flexible and
definite and clear | with a reasonable | complaints is not
answer to queries | time simple and clear | bureaucratic
SA Count 6 14 10 5
Percent 4.3 9.9 7.1 3.5
A Count 27 64 17 18
Percent 19.1 45.5 12.1 12.8
N Count 13 17 22 15
Percent 9.2 12.1 15.6 10.6
DA | Count 62 28 71 72
Percent 44 19.9 50.4 51.1
SDA | Count 23 14 15 25
Percent 16.3 9.9 10.6 17.7
DK | Count 10 4 6 6
Percent 7.1 2.8 4.3 4.3
Mean 3.7 2.8 3.6 3.8
SD. 1.3 1.3 1.2 1.1
Min. 1.0 1.0 1.0 1.0
Max. 6.0 6.0 6.0 6.0
Obs. 141 141 141 141

Source: survey results and own computation

Note SA=strongly agree (1); A= agree (2); N= neutral (3); DA= Disagree (4);

SD=strongly disagree (5); DK=don’t know (6)
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Under this question the first statement stated that, the responses of regulators are
definite and clear to businesses queries. Accordingly, respondents (60.3%) disagreed
and 23.4 % of respondents agreed with the statement whereas 7.1 % and 9.2% pointed
they don’t know and neutral for the statement respectively (X = 3.7, ¢ = 1.3, n =144).
Secondly, with respect to these contacts of regulators and enterprises, respondents
expressed their level of agreement (55.3% of respondents agreed) with the statement
that stated, the response of the regulators is given within a reasonable time and 29.8%
of respondents disagree whereas, 2.8% and 12.1% of respondents were don’t know
about the issue and have neutral idea respectively on the statement (X=2.8, 6 = 1.3, n

=144).

Thirdly, a statement forwarded for survey respondents expressed the process for
appeals and complaints are simple and clear. With this statement majority of the
respondents (61%) expressed their disagreement and 19.2% respondents agreed with
the statement. Whereas 4.3% and 15.6% of respondents pointed don’t know about the
statement and have neutral idea respectively (X = 3.6, o = 1.2, n =144). The fourth
statement related with contacts of enterprises and regulators forwarded for survey
respondents were particularly with respect to regulators are flexible and not
bureaucratic. With this statement 68.8% of respondents disagreed with the statement
and 16.3% agreed whereas, 4.3% and 10.6% of respondents were don’t know about

the issue and have neutral idea respectively (X = 3.8, 6 = 1.1, n =144).
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Consultation and communication made by the regulators
With respect to the issue of consultation and communication three statements
forwarded for survey respondents to express their level of agreement, and the result is

presented in table 5.14

Table 4.14 Survey respondents’ attitude towards government consultation and

communication
Statement The government take in to The requirement of | Changes in
account the concerns of new regulations regulations are
SME:s during introduction are clearly announced in a
of new regulation communicated timely fashion
SA Count 25 16 18
Percent 17.7 11.3 12.8
A Count 55 52 66
Percent 39 36.9 46.8
DA [ Count 39 40 27
Percent 27.7 28.4 19.1
SDA | Count 7 15 13
Percent 5 10.6 9.2
N Count 10 14 8
Percent 7.1 9.9 5.7
DK | Count 5 4 9
Percent 3.5 2.8 6.4
Mean 2..6 2.8 6.4
SD. 1.3 1.2 1.3
Min. 1.0 1.0 1.0
Max. 6.0 6.0 6.0
Obs. 141 141 141

Source: survey results and own computation
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Note: SA= strongly agree (1); A= Agree (2); DA=Disagree (3); SDA=strongly disagree (4);
N=Neutral (5); DK= don’t know (6)

As it is summarized in table 5.14 just half of the respondents (56.7%) agreed with the
statement that stated government take in to account the concerns of their business and
32.7% disagreed with the statement whereas, the rest proportion of respondents (7.1%
and 3.5%) were neutral on the statement and were not know about the issue
respectively (X = 2.6, 6 = 1.3, n =144). The second statement was talk about
regulators clearly communicated with businesses on introduction of new regulations
with regard to this statement; about 48.2% of respondents agreed with the statement.
On the other hand, 39% of respondents were disagreed with the statement whereas,
the rest proportion (9.9% and 2.8%) are neutral on the statement and were not know
about the issue respectively (X = 2.8, 6 = 1.2, n =144). Similarly, the respondents’
perception with announcement of new regulations in timely fashion by regulators also
presented in the table 5.14 and about 59.6% of respondents agreed and 28.3% of
respondents disagreed with this early announcement. The rest small proportion of
respondents (6.4% and 5.7%) is comprised with respondents who don’t know and
neutral i.e. not sure to agree or disagree respectively with the statement (X = 2.7, 6 =
1.3, n =144).

Also, survey respondents were asked whether the existing timing and arrangement
scheduled by the respected regulator to pay tax liability disturb their cash flow or not.

The result of their view summarized and presented in table 4.15
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Table 4.15 Survey respondents’ perception on timing and arrangement of tax

payment and cash flow distortions

Did timing and arrangement of tax payment brought cash Count Percent
flow distortions?

Yes 36 25.5
No 92 65.2
Don't know 13 9.2
Total 141 100.0

Source: survey results and own computation

As a result, this survey study confirmed that about 65.2% of the respondents did not

perceive that the timing and arrangement for payments of tax liability brought cash

flow distortions for their business. However, some respondents (25.5%) agreed with

the statement followed by 9.2 % of respondents have no idea on the statement.

Level of compliance of businesses with regulatory requirement and its effect

Businesses through using different mechanisms they try to comply with regulations

and minimize regulatory burden. With regard to this, the researcher was asked the

respondents about the level of compliance of their enterprises with regulatory

requirements. The result is summarized and presented in table 4.16.
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Table 4.16 Survey respondents’ attitude related with level of compliance

Level of compliance Count Percent

High 40 28.4
Moderate 80 56.7
Low 8 5.7
don't know 13 9.2
Total 141 100

Source: survey results and own computation
The result in table 4.16 depicted that majority of respondents (56.7%) felt that their
business comply moderately with the regulations followed by 28.4 % felt that their

compliance is high and 5.7% felt they still less likely to comply with the regulations.

Survey respondents were asked question on non monetary burden of regulations i.e.
psychological distress as a result of non compliance with requirements of regulations.

Table 4.17 Survey respondents’ attitude towards psychological burden of

regulations

There is a psychological burden as a result of regulation Count Percent
Yes 38 27.0

No 85 60.3
don't know 18 12.8
Total 141 100.0

Source: survey results and own computation
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Their responses summarized in table 4.17 and showed that about 60.3% had negative
response i.e. they were not faced with challenges of psychological distress in case of
burden of regulations whereas, 27% of respondents faced this challenges and the rest

respondents do not have any idea about the point raised in the survey.

Mechanisms used by businesses to comply with regulations
In this survey study to assess their way of mitigating problems, respondents were

asked what mechanisms applied in their sector.

Table 4.18 Survey respondents’ measures taken by enterprises to mitigate problems

with regulation

Mechanisms used to Yes No Don’t know Total
mitigate regulatory
problem

Count | Percent | Count | Percent | Count | Percent

Seeking external 109 71.3 17 12.1 15 10.6 141
professional assistance
to comply with
regulation

Providing additional 50 39 60 42.6 26 18.4 141
training for employees
to comply with
regulation

Buying new or upgrade 100 70.9 21 14.6 20 14.2 141
equipment to comply
with regulation

Source: survey results and own computation
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The survey result in table 4.18 showed that seeking and using external professional
assistance was deeply resented by respondents (77.3%) as a better way. This way of
mitigating regulatory problem was followed by respondents (70.9%) used new or
upgrading the existing equipments as a way of mitigating regulatory problems or a
way to reduce the burden whereas, 39% of respondents were used less likely

providing additional training to employees.

Regulations and opportunity to new market

With respect to these marketing activities in relation with regulation respondents were
asked about the existing regulation and create opportunity for new markets. Their

perception is summarized in sector wise and presented in table 4.19.
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Table 4.19 Survey respondents’ opinion on market and regulations

Main business activity perception Vs provide new market Total
regulation provide new market opportunity

opportunity Yes No don't
know

Main Manufacturing Count 8 4 0 12

business Percent 66.7 33.3 0 100

activity | construction, real estate | Count 4 1 0 5

mining and quarrying | Percent 80 20 0 100

trade(wholesalers and Count 25 36 6 67

retailer) Percent 37.3 53.7 9 100

hotel and restaurant Count 26 14 4 44

service Percent 59.1 31.8 9.1 100

professional service Count 2 3 0 5

Percent 40 60 0 100

Others Count 3 4 1 8

Percent 37.5 50 12.5 100

Total Count 68 62 11 141

Percent 48.2 44 7.8 100

Source: survey results and own computation

As presented in table 4.19 the respondents’ perception was different based on the
nature their activity. As a result, about 48.2% felt that there is an opportunity to enter
in to the new market, whereas, 44 % felt regulations did not provide opportunity to
enter in to the market. Around 7.8% of the respondents had no idea whether the
government provides opportunity to enter in to new market or not. When their
response is in sector wise just 80% of SMEs who engaged in construction, real estate,
mining and quarrying activities identified that regulations currently provide

opportunity to enter in to the market this is followed by businesses engaged under
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hotel and restaurants 55%. Whereas, businesses provide professional services 60 %
and wholesalers and retailers 51.9% did not felt good with the statement that states

existing regulations provide market opportunity.

Moreover, using Pearson Correlation based on the perception of survey respondents
the study tried to see the relation /movement between market opportunity provided by

regulations with performance and growth of businesses.

Table 4.20 Correlation between opportunity to new market and SMEs change in
customer satisfactions and change in number of employees

Changes in
number of | Level of change of
employees [customer satisfaction

provide new market |Pearson 240%* 236%*
opportunity Correlation
Sig. (2-tailed) .004 .005
N 141 141

*Correlation is significant at the 0.01 level (2-tailed). ** Correlation is significant at the 0.05 level (2-tailed).
Source: survey results and own computation

Regulatory burden and businesses performance and growth (customer
satisfactions and number of employees)

With regard to burden of regulations on the performance and growth of businesses,
respondents were asked about change in customers’ level of satisfactions on their
businesses and at the same time level of change in number of employees as a result of
contribution of regulation. The result of their view is presented in table 4.21 in sector

wise.
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Table 4.21 Survey respondents’ sector wise opinion on change in the level of
customer satisfactions and number of employees

changes in number of

changes in level of customer

employees satisfactions

1 2 3( 4] Total 1 2l 3 4| Total

Main Mfg. |Count 8 1 3 0 12 8 1 3 0 12

business percent| 66.7] 83] 25| o 100 e6.7] 83| 25 o 100
activity

Cons. |Count 2 0 1 5 4 11 0 0 5

Percent| 40 of 20 40 100 80 20 0 0 100

Trd. |Count 26 10 23 8 67 33 17) 11 6 67

Percent| 38.8] 14.9| 34.3| 11.9 100] 49.3| 25.4| 16.4 9 100

Hot. |Count 28 3 10| 3 44| 23 6| 14 1 44

Percent|] 63.6] 6.8 22.7| 6.8 100] 52.3| 13.6| 31.8] 23 100

Prf.  |Count 2 0 3 0 5 3 0 2 0 5

Percent| 40 of 6o o 100 60 0| 40 0 100

Oth. |Count 1 1 6| o 8 1 4 2 1 8

Percent|] 125 125 75 0 100] 12.5 50| 25| 125 100

Total Count 67 15 46| 13 141 72 29| 32 8 141

Percent| 47.5| 10.6| 32.6] 9.2 100 51.1| 20.6|227| 57 100

Source: survey results and own computation

Note:

Mfg.=Manufacturing; Cons.= Construction, real-estate, mining and quarrying ; Trd.=

Trade(wholesaler and retailer); Hot.=Hotel and restaurant ; Prf.=Professional services ;

Oth.= Others

1=increased; 2=decreased; 3=remained the same; 4=don’t know

Their opinions on the issue presented on table 4.21 above reflected that, out of the

total respondents about 51.1 % believed that (80 % is from construction ,real estate
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and mining) their customers’ level of satisfaction increase and 20.6 % (50 % is from
other business activities ) of respondents believed there is a decrease and the rest
respondents (22.7 % and 5.7 %) reported there is no change on the level of customer

satisfaction and they have no idea whether there is an increase or not respectively.

Besides, their perception were summarized in table 4.21 for change in level of number
of employees and identified that 47.5 % of respondents (of which 66.7 % from
manufacturing sector) indicated the number of employees is increased and 32.6% of
respondents (60 % from professional services) indicated there is no change. Less
amounts of respondents (10.6 %) indicated that the number of employees is decreased
and the rest 9.2% respondents don’t have any opinion on level of change of

employees’ number.

Moreover, the relation between regulation and SMEs performance and growth based
on respondents view towards their level of compliance with regulations and change in
customer satisfactions and at the same time change in number of employees are

proven using two tailed Pearson correlation. The result is presented in table 4.22.

Table 4.22 Correlation between level of compliance and SMEs change in
customer satisfactions and change in number of employees

Level of change of | Changes in
customer number of
satisfaction employees
level of compliance Pearson Correlation .078 236%*
with regulations , .
Sig. (2-tailed) .356 .005
N 141 141

*Correlation is significant at the 0.01 level (2-tailed). *% Correlation is significant at the 0.05 level (2-tailed).

Source: survey results and own computation
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Furthermore, Pearson correlation was computed to test the relation between indicators
of regulations and performance and growth namely reporting frequency and
psychological cost with change in number of employees and level of customer
satisfactions by using their response for survey questionnaire. The result is presented
in table 4.23

Table 4.23 Correlation between reporting frequency and psychological cost with

change in number of employees and level of customer satisfactions

reporting frequency facing psychological
brought high cost and cost in related with
needs much amount complying with
of time regulations

Jregarding changes in number [Pearson Correlation .055 -.024
of employees Sig. (2-tailed) 514 773
N 141 141
Jregarding level of change of |Pearson Correlation .032 .031
customer satisfactions Sig. (2-tailed) 705 715
N 141 141

* Correlation is significant at the 0.05 level (2-tailed)

Source: Survey results and own computation

4.1.2. In-depth interview results

In depth interview is an effective qualitative method for getting people to talk about
their personal feelings, opinions, and experiences. It is also an opportunity to gain
insight into how people interpret and order the world (Milena 2008). Generally, it is
better because in-depth interviews are exploratory in nature and offering a more

complete picture of what happened and why in the operation of businesses. Having
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these theories the researcher deployed this qualitative method and gathered
information from SMEs’ owners, managers and employees, to support results from
quantitative sources. The results pertaining to this qualitative data is presented as
follows:

Besides, quantitative questionnaire in the study area, the outcomes of in-depth
interview conducted with sample interviewees (one from construction sector, one
from trade sector and one from hotel and restaurant sector) concerning challenges
faced their businesses. The participant from construction sector noted that”
regulations brought challenges, for instance, for imported construction material there
is a delay for clearing from revenue and customs authority and collect the material
(takes much time).”

Also, a private limited company owner from trade sector shared the idea participants
from construction sector. Further, he stated “except the intervention of government
through regulations all other challenges are overcome through effort but we cannot
reject regulations”. Moreover, participant from hotel and restaurant sector said that “a
challenge from regulation is high because for not violating it we suffer in many

aspects”.

To have a better and clear insight with their discussions on challenges of regulations
questions were also raised specifically which area and why it become challenge for
businesses success? Concerning to this areas of regulations, all participants
highlighted similar idea . They said “dealing with taxation issues is of particular
concern, with VAT and employee income taxes are considered as the greatest
regulatory burdens for our business”. Moreover, outcomes from the interview

confirmed that, failing of to pay tax liabilities brought penalties and there are a lot of
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ups and downs to forward complain and appeal on tax related problems for the

respected government body.

Afterward, regarding the aspects of regulations a participant from wholesaler pointed
that “currently regulations came from different regulators such as from sub cities,
woreda and also from ministry level therefore we are suffering from those all
regulation moreover, these regulators change regulations time to time”. In addition,
one participant from hotel and restaurant sector forwarded similar ideas that is they
are suffering from various regulatory aspects that are large volume and in addition to
high rate of change of regulations that creates burden on our business whereas,

regarding to inspection and enforcement they are not much worried.

In order to get more insight on frequency of inspection, interview was undertaken with
sample interviewees and they were asked about frequency of inspection related with
environmental regulations then participant from hotel and restaurant activities replied
that “this yearly based inspection was particularly focused on recordkeeping and
reporting, licensing and permits and less likely on processes and product quality
standards.” Moreover, interviewees from wholesaler business sector (importer) was
conducted and he said that “even if, most of the inspections that had been carried out
by tax regulators is in a yearly base but, it contribute support for compliance with

regulations.”

The other issue raised during discussions with participants was about problems in
terms of cost and much time related with frequency of supplying information for

regulators. Participants were from construction, manufacturing and wholesaler. The
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result of the interview from construction and manufacturers identified that a monthly
VAT return fillings and employment income tax return are particularly identified as a
burdensome on business operation. The wholesaler said that “ VAT filings because it
brings cost for the machine , for the operator and for other supplies for the register are

really burden”

Interviews was made with sample interviewee to identify more on the issue in
addition to results from the questionnaire, and with regard to level of compliance
interviewee from hotel and restaurant business sector said that “there are several
factors that causes not to comply with regulations. We have lack of financial and non
financial resources, pressure from businesses those operate informally and market
situation but, we are trying to comply as much as possible with regulatory

requirements because we are always regulated.”

Likewise, qualitative interview was conducted on issues particularly in mechanisms
used to cope up with regulatory burden with two wholesalers and one from
manufacturing sector. Both of them said that “more recordkeeping and auditing
activities are done with the help of external accountant and auditor to comply with tax
requirement.” Besides, participants believed that using computers is useful to cope up

with regulatory problems.

During qualitative face-to-face interviews the researcher sought to probe in more
depth the issue of regulations and creating opportunity for new market. Then one
limited private company in the construction sector activity pointed that “currently

every business who wants to start a business or to enter to the market have a right to
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get license and permit easily at the same manner every legal contractor in the area of

construction have a right to enter in to any construction contract.”

Additionally, to strengthen the results from survey questionnaire, interviews were
made with respect to the issue of regulations and change in level of customers’
satisfactions and number of employees. Interviews were conducted in two enterprises
from the trade activity and small manufacturing activity. Interviewee from small
manufacturing noted that “currently no requirement to fill out too much paper work
and no need of much amount of capital to start a business as a result through
diversifying products to different sites, customer satisfactions can be achieved apart
from this customer satisfactions, opportunity to open branches easily can scale up job
creation role of SMEs.” Interviewee from trade activity share the idea from small
manufacturing but, she complained subsequent issues like tax after starting a business

made us less competitive.

4.1.3. Documentary analysis results
Documentary analysis reveals what people do or did and what they value. This

behaviour occurred in a natural setting, so the data has strong validity.

Commercial Registration and Business Licensing Proclamation No. 686/2010 (6:3
and 4) is released through the Fedral Negarit Gazeta and also accessible on website to
read and comply with it. It stated that any person shall register in the commercial
register only once, even though he carries on different commercial activities in
different regions. Moreover, any person who opens branch offices in many places

shall inform the registering office where his branch office is situated, the address of
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the branch office and his special identification number of registration by completing
the appropriate application form and attaching photocopies of his commercial

registration certificate and business license before commencing operation.

Business Licensing Regulation No.14/1997 stated that any person engaged in a
commercial activity whose capital is more than ETB 5,000 shall obtain a business

license by applying through a relevant bureau in his/her region.

With regard to registration and licensing, Business development service (BDS) forum
prepared a module for SMEs on business registration and legal issues in Ethiopia
based on Regulation No. 14/1997 for Commercial Registration and Business
Licensing in two cities - Addis Ababa and Dire Dawa. As the report of this BDS the
registration fee needed from small business is low i.e. for principal registration up to
ETB 5000 capital the registration fee is ETB 5 and for each additional Birr 1,000 Birr
1.00 provided that, however, that the total fee shall not exceed ETB 100 and summary
registration the fee is ETB 10 (Gagel 2008). Further, BDS indicated that total fee and
time required for business registration adapted for medium enterprises is a total of

ETB 645 within 16 days.

Concerning tax proclamations and regulations, taxable business income shall be
determined per tax period on the basis of the profit and loss account or income
statement, which shall be drawn in compliance with the Generally Accepted
Accounting Standards, subject to the provisions of this Proclamation and the

directives issued by the Tax Authority. But, if any amount of tax is not paid by the
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due date, the taxpayer is obliged to pay interest on such amount for the period from

the date the tax is due to the date it is paid (Income Tax Proclamation No. 286/2002 )

Moreover, VAT returns and payment of liabilities amended VAT Proclamation No.
609/2008 (12: 1 and 2) stated, every registered person shall be required to file a VAT
return with the Authority by appearing in person, or through electronic filing or
through a third party delegated by the Authority for each accounting period, whether
or not tax is payable in respect of that period; and simultaneously pay the tax to the
Authority or to the person delegated by the Authority by the deadline for filing the

VAT return for every accounting period.”

Concerning the conduct of tax authority employees, income tax proclamation No.
286/2002 stated that each employee of the tax authority shall be honest and fair,
treating each taxpayer with courtesy and respect; apply the law, regulations and
rulings to each case on the basis the objective. Further, the proclamation under article
48:1 states about record keeping i.e. all persons who are engaged in a business or
trade or who own buildings held all or in part for rental, except for Category C
taxpayers shall keep books and records. That is record of all daily income and
expenses related to the business activity and the matter to which they relate; and a

record of all purchases and sales of goods and services related to the business activity.

Pertaining to product quality, the enforcement of some Ethiopian Standards is made
mandatory by the Government in view of health, safety, fair trade and related
considerations: and their enforcement is carried out by Quality Standard Authority of

Ethiopia (QSAE). Ethiopian Standards provide industry and users with the
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framework for economies of design, greater product and service quality, more
interoperability, and better production and delivery efficiency. At the same time,
Ethiopian Standards also promote an improved quality of life by contributing to

safety, human health and the protection of the environment (EBDSN 2004).

4.2. Data analysis

The purpose of this section is to present the analyses part based on the findings of the
previous section. Under this analysis the broad objective of the study is addressed
through answering each research questions and testing hypotheses based on the
findings. Accordingly, each research questions are addressed and hypotheses are

tested based on the results under the subsequent sub section.

4.2.1 Research question 1 (What are the problems that SMEs faced on their
performance in relation with regulatory burden?)
As indicated in chapter two (literature review), regulations are necessary to behave
business in a well manner to achieve their objective. But, if these regulations were
poorly designed, or enforcement and administration is poorly executed, they impose
greater administrative burdens and costs than are necessary to achieve their
objectives. As a result this regulatory burden can be exacerbated for enterprises doing
business across. The main problems emanate from burden of regulation can be
reflected in terms of additional administration and operational costs (including
paperwork costs), time needed to meet regulatory requirements and psychological

distress for not complying with regulations.
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Consequently, to address the question data obtained from SMEs survey questionnaire
and in-depth interview was employed. The examination of the result showed that
initially, among the given challenges to do business regulatory burden was ranked
first by 51.1% (see table 4.7). This result also supported by interview data that pointed
out challenges of regulations is very important as compared to others. This challenge
is expressed in terms of problems related with not comply with regulatory
requirements. Therefore, to comply with the regulatory requirements businesses
should handle and implement regulations but, on the way of doing that, they are
exposed to incur additional cost and west much time if regulations are not well
designed. These burden on their time and finance leads them to expend their resource

out of their objective and makes the business unproductive.

Moreover, with regard to this regulatory problem, respondents were asked about
reporting frequency to supply information to the concerned regulator. Previous survey
studies identified high frequency of reporting requirements by the government were
an issue raised because it is burdensome for businesses (Watson and Blackwell,
2007). So, regarding to this reporting frequency, the result shows majority of
respondents find that they supply information annually. Almost at the same proportion
businesses also prepare more than six times a year. But, out of the same sector
respondents have different reporting frequency this is due to different factors mainly
register for VAT as data from interview pointed out. Subsequently respondents were
asked whether this reporting frequency cause for increasing in cost and paper work or
not. As per the result more businesses who prepared more than six times a year

perceived it as a significant burdensome on their business performance. In addition, to
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have insight interviews were conducted and the result is presented in the previous
section, further it also implies related with this frequency of reporting particularly
VAT reporting is a major area of requirements that consume more time monthly and
pose problem on businesses. Also, document analysis result noted for late payment of

tax in addition to penalty, interest also paid.

As a whole the result implies that there is no uniform requirement of reporting and
this become a source of problem on businesses who report more than six times a year,
as a result VAT registered businesses may less perform compared to that of

businesses not registered for VAT.

As explained in the literature psychological cost is another non monetary problem
faced by businesses. Businesses fear or being distressed for not complying with
regulatory requirement. With regard to psychological problem faced businesses as a
result of burden of regulation the findings showed that about 60.3% had negative
response i.e. they are not faced with psychological distress in case of burden of
regulations it indicates either businesses tries to comply and minimize anxiety or

regulators treat businesses not faced with psychological distress. .

Consequently, all the findings signify that problems related with regulatory burden are

causes for majority of businesses to divert their resources out of their objective even if

they are not affected psychologically.
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4.2.2 Research question 2 (which areas of regulation create major burden on
SMEs performance?)

Firms are affected by regulation not just by being themselves regulated, but by virtue
of the fact that they operate in a different regulatory environment and this
environment contains many areas of regulations which may enable or constrained
businesses. As indicated in the literature review chapter, related study in Ethiopia
identified problems with tax rates and tax administration as constituting the most

serious impediments in all regions of the country to do business (World Bank 2004).

Besides, among various areas of regulation which were a heavy burden, taxation was
most frequently mentioned. However, while health and safety regulation ranked
second in terms of significance, it fell farther behind taxation in terms of burden

(Watson and Blackwell 2007).

Following the practice in other surveys of business regulations, the study presented
firms with a series of three broad types of regulation and asked the extent how much
different areas of regulations pose burden on their business performance and growth.
Therefore, as per results summarized in the data presentation section (see table 4.8),
tax related areas of regulations have very significant burden and most problematic as
perceived by the majority of the respondents (61.3%). Moreover, document analysis
and in-depth interview result indicated that periodical VAT return is a must from
businesses, for late payment business income tax and other tax liabilities interest is
imposed in addition to penalty. This survey result implies businesses spending more
time and additional cost to deal and comply with this particular regulation area and it

becomes a barrier for their successes.
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4.2.3 Research question 3 (Which aspects of regulation have significant burden

on SMEs success?)

Only developing and imposing regulations do not make businesses effective, because
those regulations should be clear and understandable, have low rate of change , less in
volume/number, enforceable and inspect properly. All these aspects of regulations
have contributions for areas of regulation to become an obstacle for business
performance and growth. With respect to these aspects of regulations, results (table
4.9) evidenced that volume of regulation identified first as an obstacle for businesses
because when there is high volume it is difficult to handle and comply. Besides, at
similar proportion rate of change and complexity are perceived by respondents as an
obstacle for their businesses. The more the rate of change and complexity of
regulations, the more the businesses needs professional staff and in addition training
program for existing staff to adapt with regulations. Therefore, all this causes to waste
time and cost. This analysis is also supported by the in-depth interview that implies
they are suffering from various regulatory aspects that are large volume and
ambiguous regulations, whereas, the result of their perception on enforcement and
inspections implies that they are not as such obstacle for businesses. We can infer
that, as a result of these aspects of regulations businesses suffer a lot and become less

competitive.

Under question dealt about aspects of regulations inspection was not perceived as a

major source of problem currently for businesses, but the researcher draw and

assessed separately because it has key role through provision of support and
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corrective actions for businesses to facilitate their compliance with the regulations.
Their view was assessed using quantitative survey and qualitative interview document
analysis. This result implies that the frequency of inspection by concerned regulator is
very less, since businesses are inspected in a yearly base but, it does not give enough
support for businesses to comply with regulations. Similarly the QSAE stated
standards that have direct influence on health, safety and related considerations,

compliance is often made compulsory, but its inspection performance is less.

4.2.4 Research question 4 (How do SMEs mitigate problems arising from burden
of regulation?)

Not comply with regulations have a contributing factor for monetary and non
monetary burden on businesses. This burden together with other factors impedes
businesses from success and makes them less competitive in the market. So, to
overcome these problems businesses used different mechanism to comply with
regulations thus, among those proposed mechanisms for assessment the result in table
4.18 investigated seeking external professional assistance is believed to be a way
that enable businesses complying with regulations (77.3 %). This result implies that,
using external professional assistance enable businesses to have a superior regulatory
problem handling capacity and/or a proactive orientation towards managing
regulatory burden that could constrained. The interview result also implies using
external professional assistance is beneficial than other methods when it compare in

terms of cost incurred for buying equipment and providing training for employees.
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4.2.5 Research question 5 (Does the government consult with SMEs prior to

regulating to lessen problems related with regulation?)

This consultation and communication made by regulators to/with businesses create
awareness how they comply with regulations and minimizing possibility of

occurrences of regulatory burden on performance and growth.

A significant contributing factor to the administrative burden of regulations is the time
and effort exerted by businesses attempting to keep up to date with new regulations
and how changes in their business could create further regulatory issues for them. To
alleviate this burden more, better and easily accessible information should be made
available to businesses that informing their regulatory requirements as a result of the
introduction of a new regulation. The provision of more and better information will
not only reduce the time and effort spent by businesses attempting to understand their
regulatory requirements but it may also reduce the expenditure by these firms on

obtaining this information.

This study involves with consultation and communication particularly consultation in
advance by taking businesses in to account with regarding to introducing new
regulation, communication with businesses about requirements of new regulations and
announcement in timely fashions of new regulations. All the above aspects play key
role on complying with regulations for businesses, in contrast lack of this consultation
and communication pose regulatory problems for business. Early and wide
consultation with SME owners or representatives is essential, so that they can have

meaningful input in the policy-making process, and central to the modern SME
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policy. Moreover, in designing new or screening existing rules, the viewpoint of small

businesses should be systematically considered.

The result concerning this consultation and communication signifies SMEs
respondents have a positive view on over all actions under taken by the government in
related with consultation and communication to minimize the possible occurrences of
regulatory problems (see table 4.14). Therefore, these consultation and
communication notions of government encouraged and enable businesses to
participate in development or amendment of regulations; as a result the possible

burdens of regulations are minimized and comply easily.

Further, in addition to consultation and communication government apply different
measures to enable businesses to comply with regulations. Time schedule and
payment arrangement of tax liability is one measure, because, notably the timing and
any other related procedures to pay their tax liability causes for incurring additional
time and cost, and also a cause for distortion of cash flow. The results presented in
table 4.15 shows that majority respondents felt that there is no problem in terms of
timing and payment arrangement related with tax liability and interview result and
result from document analysis also support the view of questionnaire respondents and
they stated already the timing to pay tax liability and the place where they pay is
already available easily , known and adapted through every enterprise, then this
adaptability enables businesses ready to pay with in the schedule for instance, every
tax payer have an access to pay third nearby his work place those are parties assigned
by the government to collect tax. All these results implies the government effort is

encouraged and it minimize the regulatory burden.
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Besides consultations and communication, particularly the contacts of regulators and
SMEs have effect on the businesses performance and growth. The way regulators
operate, provide information, issue licenses or permits, organize reporting, conduct
inspections, and cooperate with businesses can have a significant impact on the levels
of compliance costs and any associated burdens. As a whole the support of regulators
plays a key role with complying of businesses to different areas of regulations. For
instance this contact of regulators is supported by the tax proclamation of Ethiopia i.e.
income tax proclamation No. 286/2002 stated that each employee of the tax authority
shall be honest and fair, treating each taxpayer with courtesy and respect; apply the
law, regulations and rulings to each case on the basis of the objective. In contrast,
regarding to this contact, results from the view of the survey respondents is presented
(table 4.13). This finding implies that regulators did not account for their
responsibility and they are not flexible enough to treat SMEs. At the same manner
there is no clear procedure to put complain and appeal about regulators inappropriate
contact with SMEs. As a whole, the contacts of regulators with SMEs are not smooth

enough and as a result it hampered the efficiency of enterprises.

Moreover, to test the hypotheses, business level of compliance, opportunity of new
market , performance in terms of customers’ satisfaction and growth in terms of
number of employees have been assessed. First, their view is summarized statistically
and results drawn and analyzed. Moreover, by correlating their perception using
Pearson Bivariate correlation the relation (movement) between opportunity to new
market as a result of regulations and change in customers satisfaction and number of

employees (indicator of performance and growth under this study) at the same manner
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level of compliance with regulations and change in customers’ satisfaction and
number of employees is correlated based on their perception their relations tested.
Further to strengthen the test respondents’ view of cost of supply information and

psychological cost is correlated with performance and growth indicators.

4.2.6 Hypotheses 1 and 2 (relation of regulations and businesses performance

and growth in terms of customer satisfactions and number of employees)

Regard to level of compliance with regulations, if businesses are in a state of low
level of compliance they exposed for burden in terms of monetary and non monetary
resources. This burden is reflected on their performance and growth i.e. they can’t
satisfy their customer or have less opportunity for job creation. With regard to this
level of compliance the results presented in table 4.16 indicated that majority of the
businesses are on a state of moderate level of compliance and some businesses
comply highly with regulations. This moderate level of regulations implies that there
is an improvement on both the side of the government and businesses as to
development and implementing of regulations respectively. The result of the
interview also implies that even if there are several regulatory burdens that impede
performance and growth but through using different mechanism and exert their effort
businesses improve their level of compliance with regulatory requirement and reduce
the burden and become beneficiary from it.

Further, the contribution of regulations for providing market opportunity is also
assessed in the study and the result is presented in table 4.19. Theories stated that the

regulatory framework is a key component of the market mechanism, shaping buyers
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and sellers actions and relations. The market is not independent of the regulatory
framework. Without regulations, buyers and sellers would have neither the will nor
the means to engage in market exchange. Clear and enforceable regulations are
indicators of the ease of doing business that facilitate marketing activities .In turn, if
the market is efficient enough it satisfies customers and at the same time creates job
opportunity. The cumulative effect of burden of regulation down business
responsiveness, diverts resources away from productive investment, hampers entry

into markets, and reduces innovation.

Consequently, the result implies that businesses are encouraged to enter in to a market
particularly in construction activity and hotel and restaurant sectors. Concurrently,
this idea is supported by result from document analysis i.e. requirement for
registration fee and time encourages entering in to the business. As a whole, results
signifies that currently every business who wants to enter in to a market have a right
to get licensing and permits within a short period and less cost. As a whole the

environment to start a business get improvement on the side of the government..

Regulations have greater contribution for the performance and growth of businesses
on the other side regulations are key barrier to business growth and performance as a
result it has received considerable attention in recent years. Regarding to performance
for the purpose of this study it measured through customer satisfactions i.e. non
financial measures of performance and it is reflected through customer referral rate,
delivery time, waiting time and employees turn over as it was stated in the literature
review. The study by BERR undertaken in 2008 identified that when regulations

influences prospective customers not to buy, job-seekers not to look for work or
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suppliers not to sell to the business owner then these are resulted from indirect
constraining that influences on businesses performance (Anyadike-Danes et al. 2008).
The result of their view on change of their level of customer satisfactions showed
there is an increase in level of customer satisfactions for over half of the respondents
(table 4.21). So, we can conclude, this increase in customer satisfaction is resulted
from different factors, among those factors contribution from regulations is the one
that enables business performance. So, the opinion of respondents indicated that
almost there was a contribution from the existing regulation environment for their
customer satisfactions. Therefore, it signifies there is a positive relation with good
regulatory environment and their performance i.e. regulation contributes for good

performance of businesses.

Regulations also influences or enables growth of businesses .This growth can be
measured financially and non-financially, non financial growth of a business can be
reflected through employment growth as it is stated in the literature chapter and this
non financial growth indicator is used for this study. With respect to this, sample
respondents were asked questions to identify perceptions whether the existing
regulation had contribution to bring a change on number of employees or not. The
result from their view is presented in data presentation section (table 4. 21). A result
indicated that majority of the respondents’ perceived there is an increase on their
number of employees. Therefore, based on this result we can conclude regulations
contribute for the growth of the businesses; it also supported by data from
interviewees that is the current investment opportunity creates an opportunity for

businesses to diversify their business and causes to recruit more employees. All this
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signifies that businesses growth and governmental regulations have positive relation

i.e. better regulatory environment contribute highly for performance and growth.

Moreover, to support the above analysis Pearsons Bivariate correlation was applied
and results are presented in table 4.22. The result implies that there is positive and
significant relationship between level of compliance with regulations and change in
number of employees (P value. 0.005) at 1 % significance level. The result also
indicates that there is a positive relationship between level of compliance and change
in customer satisfactions (P= 0.356). All these results signify that level of compliance

with regulatory requirement contribute for a better performance and growth.

Business performance and growth and market opportunity have a positive
relationship. It also tested by Pearson Correlation (see table 4.20). The result implies
that there is positive and statistically significant relationship between opportunity to
new market and change in number of employees ( P value. 0.004) at 5 % significance
level. The result also indicates that there is a positive and significant relationship
between opportunity to new market and change in customer satisfactions (P value.
0.005) at 5% significance level. All these results signify that market opportunity

encouraged by the regulations contribute for a better performance and growth.

Furthermore, the result of the Pearson Correlation showed that Psychological cost
faced businesses is negatively related with change in number of employees (P value =
0.773). It implies that if regulation causes to faced psychological cost then number of
employees is decreased in other way regulation is positively related with increased in

number of employees. Also, level of customer satisfactions is statistically
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insignificantly positively related (P value= 0.715 at 5% significance level) with
psychological cost faced by businesses, it implies that when regulation causes to
increase psychological cost there is slight increase in change in level of customer
satisfactions.

At the same manner, the result of Pearson Correlation showed the relationship
between reporting frequency brought high cost and needs much amount of time with
change in number of employees and level of customer satisfactions. Both, change in
number of employees and level of customer satisfactions insignificantly positively
related (P value =0.514 and 0.705 respectively at 5% significance level), so it implies
that when regulation causes to increase reporting cost and time there is slight increase
in change in number of employees and level customer satisfactions. In general this
slight increase can be interpreted there relation is more inclined to negative
relationship that implies relation between regulation and growth and performance of

businesses

4.3 Conclusions

In general, the discussions in this chapter tried to integrate the results of the
quantitative and qualitative methods so as to address the research objective through
answering the specific research questions and hypotheses and achieve the objectives
of the study. The subsequent chapter presents the strengths together with
recommendations for policy makers and enterprises and gives directions for further

study.

106



Chapter five

Conclusions and recommendations

The purpose of this final chapter is to summarize the whole study and highlight
possible suggestions for Ethiopian policy makers. Accordingly, this chapter presents
an overview of the whole study and its key findings in the first section followed by

recommendations for policy makers and regulators and SME:s.

5.1. Overview of the whole study

The study began with discussion of contribution of SMEs to the economy of all
country and how regulations enable or constrain the operation of SMEs. In respect to
this, theoretical review was done on SMEs and regulations and empirical studies
particularly survey studies conducted in developed countries on burden of regulation,

impact of regulation and setting of better regulation.

The review highlighted several issues, in theoretical aspect such as definition of
SMEs that was difficult to put single definition but the review showed different
definitions given from different countries and organizations but commonly to define
SMEs different countries and business support organizations used number of

employees, initial capital as a base and annual turnover.
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At the same manner, definitions of regulation also reviewed that was given from different
scholars and organizations but, all definitions of regulation have the same idea i.e. actions
taken by the government to enable or constrain the behavior of the society or organizations.
Regulatory burden also clearly stated in the literature review, i.e. when regulation
requirements are a cause to incur more cost and needs much administrative time it becomes

burden for businesses.

In respect with, role of SMEs government’s and business related organization
acknowledged SMEs contribution for the development of economy in terms of Gross
Domestic Product (GDP) and creation of job opportunity. Areas and aspects of regulations
are also theoretically reviewed that government implement different regulations in different
areas of businesses particularly under this study employment regulation, environmental
regulation and tax regulations were reviewed and each area of regulations has different
aspects like complexity, volume, rate of change, inspection and enforcement those made

regulations an obstacle or facilitator for businesses successes.

With regard to empirical aspects, survey studies those indicated perception of SMEs on
regulations whether they are obstacle or not, and particularly which areas and aspects of
different regulations affect their operation were reviewed. Concerning the areas of
regulations most empirical studies identified that tax related regulations followed with
employment regulations were brought burden on their operations. Particularly, complexity
of regulations causes their businesses to incur additional cost and lost much time to

understand and adapt with the requirements of regulations. The
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empirical studies assessed the perceptions of regulatory burden towards their business
performance and growth. But there had no model constructed and used to show the linkage

between regulation and performance and growth.

In general, the literature review of this study finds there is limited study related with the
topic especially in developing countries, as the knowledge of the researcher no survey
study was conducted in Ethiopia and it causes as a knowledge gap to undertake a study i.e.

assessing SMEs perception concerning their business and regulatory burden.

The aim of the study is to assess perception of SMEs towards regulatory burden on their
performance and growth in Gulele sub-city, Addis Ababa. The study is a mixed approach
one; particularly based on the data needed in the study survey questionnaire (quantitative
aspect of the method) and in-depth face to face interviews and document analysis

(qualitative aspect of the method) were employed.

To achieve the broad objective of the study research questions and research hypotheses
should be answered by analyzing data gathered through closed ended self administered
questionnaire and unstructured interview data collection instrument. The study
incorporated 150 sample respondents for quantitative questions and 10 for in-depth
interview were drawn through using simple random sampling after stratifying the
population based on their business activity. Samples for interview were selected from those

who participated in the survey questionnaire purposively.
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After determining the size of the sample 150 questionnaire were prepared in Ambharic
version and distributed to sample respondents and the response rate were 141
questionnaires. Data from those 141 returned questionnaires were analyzed through
descriptive analysis to answer the research questions and at the same time to know the
relation or associations between regulation and SMEs performance and growth Pearson’s
Bivariate correlation was applied on the base of respondents view on some performance
and growth related questions. Further, data gathered from in-depth interview was analyzed
after transcribed in to word document not in number to triangulate the results obtained from

survey questionnaire together with findings from document analysis.

Finally, the major findings identified under the study were summarized as follows:

Among the given challenge businesses faced burden from regulation was ranked first
followed by access to finance it implies that regulatory burden is perceived as an obstacle
for their successes compared to the context of other challenges. The next finding was
concerning particularly with areas of regulation that pose problems for the operation of
SME:s. Therefore, among the given alternatives of areas of regulations included under the
three major categories of areas of regulations (employment, environmental and tax
regulations) tax related issues of regulations imposed a very significant burden on SMEs.
These burdens in turn pose problems like imposing extra cost and consume much time to
understand, implement and manage it, even if, majority of the respondents felt that the

timing and arrangement of payment of tax liability is fair and did not affect their cash flow.
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The reason that makes each areas of regulation burden for businesses is a factor of
different aspects of the regulations. With regard to this, the study identified that volume of
the regulation forwarded from different regulators together with rate of change of
regulations frequently were more important causes of regulatory problems. At the same
manner, frequency of reporting is one part of regulatory requirements blamed (considered
as a burden) by majority of sectors who registered for VAT.

Level of compliance of SMEs with regulation was one issue raised under the survey to
know their opinion and the finding is majority ( more than half ) of the respondents are in a

state of medium level of compliance or comply moderately.

Concerning mitigating regulatory problems external professional assistance than other
mechanisms is mostly used by businesses to comply with regulations. Further, Consultation
and communication made by regulators was found that, it was viewed by SMEs positively

and contribute its part for minimizing burden from regulations.

Inspection of businesses by regulators are varied in different areas of regulations, for
example, tax related areas of regulation is inspected in a yearly base whereas, related with
employment regulation inspection was not undertaken. Contribution of regulations relating

with market opportunity is viewed positively by respondents.

Finally, theories stated even if performance and growth of SMEs is not fully depend on

regulations but regulations have contribution. Consequently, if regulations have

contributions then they have relationship (association); it was the stand point for
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formulating the hypotheses. As a result the study pointed out regulations and performance

and growth of SMEs are associated positively.

5.2. Recommendations for regulators and SMEs

Based on the key findings of the study the following suggestions are forwarded for both

policy makers and SMEs.

Policy makers and enterprises should give focus for regulations not to become a
burdensome for business enterprises success. It means with the side of enterprises
there should be ready to adapt with regulations through different mechanisms, also
with the side of regulators to reduce regulatory burden they should try to
implement, enforce and inspect properly. Moreover, policymakers need to take
account of areas where the regulatory burden is significant and gives focus not to

add to the regulatory burden, unless the benefits clearly outweigh the costs.

Both regulators and SMEs should understand how regulations enable and constrain
businesses performance. Failure to understand how regulation affects business
performance means that policy interventions are likely to produce unwanted

consequences.

Government should undertake an assessment of regulations whether regulations
become a burdensome for businesses or enables performance and to reduce the
regulatory burden from the existing or newly introduced regulations on SMEs.

Particularly, should establish assessment task force and
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through undertaking the assessment identifying burdensome areas of regulation is

necessary to take corrective action and minimize the burden.

¢ Policy makers should need to look through on aspects of regulations i.e. try to
make regulations simple to understand, less in number to manage and minimize rate
of changes of regulations in order to reduce the possible burden in terms time and
effort and compliance cost. Besides, policy makers should ensure regulators

regulate enterprises when necessary.

e During contact with enterprises, as much as possible regulators should be clear,
flexible, reduce unnecessary bureaucracy and give respect for enterprises. These all
enables enterprises to understand easily and adapt regulatory requirements.
Moreover, there should be responsible body to hear complaint from enterprises for
no satisfactions with contact of regulators and regulations. The Government should
commit to continuing to listen to businesses to understand what they complain

about regulations that they find most irritating.

e The frequency of reporting brought administrative burden and extra cost as
identified in the study. Therefore, to reduce the administrative burden and extra
compliance cost, policy makers should adopt mechanisms to reduce reporting
requirement burden on enterprises like allowing them to fill forms online, or

providing readymade forms.
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Inspection is one of the aspects of regulations and it involves government’s
movement to make regulations safe and well implemented for businesses to achieve
their success and to take the advantage of economic development from SMEs . This
regulatory inspection also plays a crucial role in shaping business owners’
understanding on regulations and their responses to it. Therefore to minimize
regulatory burden on SMEs and to give direction how they comply with regulatory
requirements and update businesses, government should inspect and make serious
follow up on the level of compliance with regulations using through knowledgeable

inspectors.

To avoid regulatory burden enterprises applied different mechanisms in addition to
consultation and communication by regulators. The result of the study indicated
major enterprises rely on external professional assistance but they should adopt long
lasting mechanism to mitigate problems related with level of compliance like

training employees rather than only depend on external professional assistance.

In general, to take the advantage of the role of SMEs for country economic
development particularly their job creation opportunity, policy makers and

regulators should strive towards regulations not to become obstacle to do business.
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Appendix- 1
ADDIS ABABA UNIVERSITY
SCHOOL OF BUSINESS AND PUBLIC ADMINISTRATION
DEPARTMENT OF ACCOUNTING AND FINANCE

SMALL AND MEDIUM ENTERPRISES QUESTIONNAIRE

This project is entitled “Assessment of perceptions of SMEs to wards regulatory burden on
performance and growth”. The investigator is Derbew Kenubeh who is currently an MSc

(in accounting and finance) student at the Addis Ababa University.

The aim of this project is to assess the SMEs perception towards regulatory burden on
performance and growth. Furthermore, the study aims to test the relations between
regulations and performance and growth. To supplement the data obtained from in-depth
interviews with 10 small and medium enterprises’ owners or managers using unstructured
questionnaire, the investigator seeks to gather relevant information through survey of a
randomly selected small and medium enterprises’ owners or managers using a structured

questionnaire.

Participation in this project is completely voluntary. Results of the survey will be recorded
anonymously and strict confidentiality will be maintained. Individual responses will not be

identified in the investigator’s MSc thesis.

For further information, please contact Derebew Kenubeh by the following address:

Tel.: 0912428483

E-mail: k.derbew @yahoo.com
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PART ONE- BACKGROUND INFORMATION

1. Gender Male--------------- L 11 Female---------mn----- 2
2. Educational background
High school or equivalent completed ----------=-========mmmmmemmmeee - 11

Vocational/technical school completed --- —{ 12
College diploma holder --- ] [ 13
Bachelor's degree holder----- --- [ 14
Master's degree and above--------------==--mmmmmmmcmmm o L_15
Others---===mmm e e e e oo ----[16,please
SPECIfY. e

3. What is your position or job title?

Owner --- 11
Manager S )
Owner and Manager---------==--===-= o m o mmm L 13
Others -mmm o m oo e -] 4 please
Specify - --
4. If your answer to question no 3 is manager or others, how long have you been in that
position?
For the past one year -------=-===-===-mm s 11
2 — 5 years G TR e - S )
More than 5 years -—- - L 13
5. When was your business established?
More than 10 years e L1
6 — 10 years ago------ 12
1 - 5 years ago 13
Within the past year s 14
6. What is your main business activity?
Manufacturing —-=--=-======m s L1y
Construction, real estate and mining and quarrying - L 12
Agriculture, hunting and forestry ------------======-o-m--- L I3
Trade (whole seller and retailer) ------------===-—-=-— oo~ j— 4
Hotel and restaurant services - [ 5
Professional services (like legal service) L6
Other (please describe) [ 7
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PART TWO - General issues on enterprises and regulations

7. Rank from 1 to 4 among the given challenges facing your business (start to rank
from 1 if the challenge is the highest for your business and rank others accordingly i.e.

based on their weight of challenges for your business)

Increased competition, labor cost and other related costs

Lack of infrastructure (for example road, power supply,

telecommunication services like telephone, internet etc.)

Regulatory burden

Access to finance

8. How much burden does each of the following areas of regulation have on your business?

Major | Moderate | Little | No Neutral | Don’t
burden | burden burden | burden | 5 know
1 2 3 4 6

. Licensing and permits

. Record keeping and

reporting

. Tax related issues

. Hiring and firing of

employees

Process and product

quality standards
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9. Please indicate your level of agreement or disagreement to the following statements

Statements

Strongly

agree 1

Agree
2

Neutral
3

Disagree
4

Strongly
disagree
5

Don’t
know

6

9.1.Regulations are
obstacles because of their

complexity to understand

9.2. Regulations are
obstacles because of

inappropriate enforcement

9.3.Regulations are
obstacles because rate
of change of

regulations is high

9.4. Regulations are
obstacles because of
volume of regulation is

high

9.5. Regulations are
obstacles because there is

inappropriate inspection.
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10. What is the level of frequency of inspection on your business regarding with

different regulation areas by respected regulators?

Statements

Never

1

Once a
year
2

Twice a
year

3

More than
twice a

year

4

10.1. Frequency of inspection by regulators
regarding employment regulations like firing and

hiring of employees

10.2. Frequency of inspection by regulators
regarding environmental regulations like licensing
and permit, record keeping and reporting, product

quality standards

10.3. Frequency of inspection by regulators
regarding tax related regulations like VAT,

employments income tax

11. How often does your business make information /reports like VAT reporting and

employment income tax reporting?

1

Annually -

2-3 times a year

12

4-6 times a year

13

More than 6 times a year

4

12. Do you believe that this reporting frequency has brought high cost and needs much

amount of time to comply with regulations?

Yes e 1
No S 12
Don’t know - 13
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13. To what extent you agree or disagree with the following statement about your contact

with the regulators

statements Strongly | Agree | Neutral | Disagree | Strongly
agree 1 |2 3 4 disagree
5

Don’t
know

13.1. Regulators give definite

and clear answer to queries

13.2. The response of the
regulator is given with a

reasonable time

13.3.The process for appeals and

complaints is simple and clear

13.4. Regulators are flexible and

not bureaucratic

14. In your opinion, what is your level of compliance with regulation?

High-----mmmmmmmmm e - [ 11
Moderate S ——— —2
LOW —-mmmm e 13

Don’t know R 14

129




15. To comply with regulations, measures taken by your business are

Yes | No Don’t
1 2 know

15.1 Seeking external professional assistance to comply

with regulations

15.2 Providing additional training for employees to

comply with regulations

15.3 buying new or upgrading equipments to comply with

regulation requirements?

16. Have you got any psychological distress/ anxiety relating with complying your business

with regulations?

Y € — 1
No e - ol
Don’t know 13
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the regulator

17 . To what extent you agree or disagree with consultation and communication made by

Statements

Strongly
Agree
1

Agree
2

Neutral
3

Disagree

4

Strongly
disagree

5

Don’t

know

18.1. The government
take into account the
concerns of small and
medium enterprises
during introduction of

new regulations

18.2 The requirements
of new regulations are

clearly communicated

18.3. Changes in
regulations are
announced in a timely
fashion so that plans for

compliance can be made

18. What is your opinion regarding to changes in number of employees as a result of

existing regulations?

Increased ------=m=m=mmmmmememememmmee e e 1
Stayed the same -2
Decreased----------------- - — -3
Don’t know . - 4
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19. What is your opinion regarding with level of customer satisfactions in your product

/services in case of favor of regulation?

Increased------------—---—- oo — —[1
Stayed the same------------=-=---=mmmmmemee- - S N )
Decreased 1 3
Don’t know o -4

20. Timing and arrangement of payments (under tax regulation) are challenges for

businesses cash flow

Yes —— |
No - - —-[12
Don’t know --- — 3

21. Regulations in Ethiopia provide new market opportunities for your business?

Yes --- S —

No --- --- 12

Don’t know - 3
Thank you
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Appendix- 2 Quantitative survey instrument (Amharic

version)

a%.0 N0 2LacOck
el 9°LP TIPVCT 0NF
PEVL I°LP TCEV-9° Nah®- 71775 42570

0A'INTTS oohhAF P77 LCEFT AL PUTS L7 1605 TG+ oomed

PHY TG Coh Cao3lvt VIG5 L7301 NF7L LCEPT hd909°G AL AL
A® 400 PULA 10 AT LCN®- TNV STo- AOA ONAUT 09T
NA%0 AN LLOCAA NAN@D LTG5 42570 CUATT &4 1914 10

PTGk 90T Cav 3NVt VG LI0F N77L LCOEPT hd909°G AL AL LAM-7
+00F avavCooCS VY17 To7 217G 10 GU7TT A1L47 (aM htaolday
LCERT  oom@ETT  N7INI°ATST NAM htovldmr  LCEPT OO 7
Athd 22 Ph°h T Gaol PHEE LI°UTmT av@NL T N Han2149° bl AT
TeELPT 7 ooANON LHEAIA: ANV ACNL LI PACHL £CPT NNV
amlP oOT AAT+e AN +ooCmPA/NA: QHY TLEG aoAh aod 14
ao- Nlgo-p VL PLYT AL Otov(i-t 1@+ PTEEGS avAN 18T AL +AT4m
CANT®  2975®9° VAT NLOTC PR SUSA:: NaATH@ 17

AT MPOA® VA TSR POLALLD ATI°VCT 21990 AU-e NF 1o harh9e
amger 9°N AN 97190 OHAY 90T CAAD- oo Nao )i leemB
O-OT LAT7 TEELPT NaPrS Novaoivl AT @7 ooA0 AT8.LAPI° AN
hannNet 2C ImPhe ATLLLCTAT TNNC 9°005¢ AB7 NMI° AP £A h@>-:

ATe16 ol B LCN@- 1NV NTLhTAD- AL N 170 STFAN

nan: 0912428483
a-"10\:  Kk.derbew@yahoo.com
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Appendix- 3 Qualitative survey instrument (English version)

Unstructured Interview Questions
The main topics covered in the qualitative semi-structured interviews are:

1) What regulation(s) affected your business performance?

2) How did that/those regulations affect your business performance?

3) How have you tried to cope with, or adapt to, these problems of regulation?

4) What your businesses understand by the flexibility, volume, consistency,
enforcement, inspection across regulation?

5) How well your businesses create job opportunity?

6) How your customer satisfied with product and services?
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Appendix -4 Main business activity Vs ranking challenges faced businesses:

Burden of regulations

ranking challenges faced Total

businesses: impact of regulation

first | second | third | fourth
main business manufacturing Count 5 4 2 1 12
activity Percent 41.7 333 | 16.7 83| 100
construction, real Count 3 1 1 0 5
estate mining and Percent 60 20 20 0| 100

quarrying

trade(whole seller and | Count 36 20 10 1 67
retailer) Percent 53.7 299 | 149 1.5| 100
hotel and restaurant Count 20 14 10 0 44
service Percent 45.5 31.8 | 22.7 0| 100
professional service Count 3 1 1 0 5
Percent 60 20 20 0| 100
others Count 5 3 0 0 8
Percent 62.5 37.5 0 0| 100
Total Count 72 43 24 2| 141
Percent 51.1 30.5 17 1.4 100
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