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MSEs play the role of mobilizing fragmented as well as small-sized 

capital of individuals and channel it to the pool of investment. 

They utilize and adequately mobilize local resources. An effective 

mobilization of resources also leads to the creation of ample 

employment opportunity for skilled and unskilled work forces. 

MSEs satisfy the market demand of the poor as they offer 

relatively cheaper commodities to the market. Despite this fact, the 

MSEs are characterized by a range of problems that is hampering 

their day to day operation and the overall development of the 

sector. The objective of this study is to assess the opportunities 

and challenges of MSEs in Humera town. That is, it explores 

employment and income creation role, the opportunities that are 

utilized by the enterprises and the problems that inhibit the growth 

of MSEs. The findings indicated that, the activity of supporting 

institutions in terms of training, credit service arrangement, and 

availing work place were found to be very poor. The most crucial 

and leading constraints revealed by the study are infrastructural 

problems (electric power, water shortage and mobile telephone 

network), shortage of working capital, lack of work premise, and 

input price instability, in that order. Arranging training programs 

(including consultancy and supervIsIOn services), creating 

conducive link between MSEs and financial institutions, create 

business clusters (so as to manage the infrastructure, work 

premise and collateral problems) are indicated as better solutions. 

VII 



1.1 Background 

CHAPTER ONE 

1. INTRODUCTION 

In the 1950s & 1960s, policy makers (and economists) were in favour of 

large-scale capital-intensive industries since they generate ample 

income, which in turn was thought to increase investment rates. Small­

scale businesses were considered irrational and backward. Micro 

enterprises were viewed as margina l, unproductive activities, with little 

potential for entrepreneurial development that did not contribute much 

to economic growth (Hayman, 1989; cited in Elias, 2005). 

The issues of MSE and entrepreneurship development have since 

recently received great attention as priority areas crucial for stimulating 

economic growth both in the developed and developing world. These 

areas have actually a roused so much intcrcst among donor agencies, 

government and NGOs, policy m akers, development analysts, etc. In 

Ethiopia also, the MSE sector in general rema ined neglected for a long 

period until a shift was made to a m arket led economic system or post 

199 1 period which mean the strengthening of the private sector as a 

consequence of which MSEs which constitute the bulk of the sector 

were to be fostered a nd mushroomed (Andua lem , 2004). 

In most developing counties, MSEs by virtue of their Size, location, 

capita l investment and their capacity to generate greater employment 

have proved their powerful propella nt effect for rapid economic growth. 

The sector is also known as an instrument in bringing about economic 



transition by effectively u sing the skill and talent of the people without 

requesting high level training, much capital a nd sophisticated 

technology . 

The MSEs sector IS also described as the national home of 

entrepreneurship. It provides the ideal environment enabling 

entrepren eurs to exercise their talents to the full and to attain their 

goals . In a ll the successful economies, MSEs are seen as an essential 

spring board for growth, job creation and social progress at large (MoTI, 

1997). 

The government of the Federal Democratic of Ethiopia has recognized 

and paid due attention to the promotion and development of MSEs for 

they a re important vehicles to address the challenges of unemployment, 

economic growth and equity in the country. To this effect, the 

government has formulated a National MSEs development and 

promotion strategy in 1997. (Micro and small enterprises development 

strategy, 1997, Addis Ababa) 

The primary objective of the MSEs strategy (as stated in the 1997 

strategy) is to create enabling legal, institutional and other supportive 

environment for the development of MSEs. And the specific objectives 

include: 

>- Facilitate economic growth and bring about equitable 

development, 

>- Create long-term jobs, 

>- Strengthen cooperation between MSEs, 

>- Provide the basis for medium and large scale enterprises, 

2 



~ Promote export, & 

~ Balance preferential treatment between MSE and bigger 

enterprises. 

This is one step forward for the development of the sub sector. 

However, MSEs in our country have been confronted by various 

problems which are of policy, structural and institutional in their 

nature. 

1.2 Statement of the Problem 

In the 1950s and 1960s MSEs were viewed as marginal and 

unproductive sectors that evade tax and with little potential for growth 

or entrepreneurial capacity. In the 1970s and 1980s, however, MSEs 

received more attention from donors and governments as potentia lly 

sustainable means of combating equity with efficiency in the long run. 

MSEs can stimulate the local economy by increasing the aggregate 

demand and a llow for greater investment. Since they are suitable to 

areas where it does not pay for medium and large firms, they contribute 

to decentralized development, regionally balanced growth and small 

town growth (Tegegne & Mulat, 2005). 

Genera lly, there is an agreement that MSEs playa crucial role in a 

country's economic growth and development. As Andualem in Worku & 

Daniel, (2004) stated that the potential advantages of MSEs rest on 

certain rationales and assumptions. They are labour intensive and tend 

to use less capital per worker and are thus ideal for labour abundant­

capital scarce countries. The small ones especially use existing local 
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and traditional skills and raw materials. They offer greater 

opportunities for employment not only for educated and technical 

manpower but also to the uneducated labour force. They can be 

established at locations that are least developed and help to increase 

income of poor households thereby improving distribution of income, 

and as a result help to minimize overcrowding in urban areas . 

Though MSEs by their nature, have a great potential for growth and 

expand to higher stage, they are vulnerable to various risks that cause 

failures sooner or later. 

This characteristic of the sector needs a closer follow-up. It needs an 

organised and systematic implementation of the strategy with adequate 

research to identifY the opportunities of which they can use and to 

overcome the problems that hamper their development. 

Ethiopia is a least developed country where a greater percentage of its 

population lives under poverty line. For the country to alleviate poverty, 

Improve equity distribution, facilitate the ground for industrial 

development, to generate employment opportunity, build saving to 

develop endogenous entrepreneurs and assure sustainable 

development, MSEs will playa decisive role. 

Thus the Ethiopian government paid due attention to the promotion 

and development of MSEs considering that they are important vehicles 

to address the challenge of employment, economic growth and equity in 

the country. The government has adopted a separate MSEs 

development and promotion strategy in 1997. The primary objective of 

4 



the strategy is to create an enabling environment for the MSEs which 

can facilitate the ground for medium and large scale enterprises to 

enhance economic growth of the country (MOTI , 1997). 

However, these objectives could not be easily realised due to vanous 

problems and constraints. As of different research studies on MSEs in 

Ethiopia reviled that, a lthough significant measures h ave been taken, 

the enterprises face seriou s obstacles and bottlenecks at different levels 

of their operations. Some of the most critical constraints include, 

among others, access to fin ance, lack of access to premises and land, 

lack of infrastructure, lack of training m entrepreneurial and 

management skills, lack of incentives, information on business 

opportunities, socia l and cultural factors, and inefficient tax 

administration (see in MoTI , 1997; E lias, 2005; Getachew & Getachew, 

1997; Worku and Daniel,2004; Gebrehiwot a nd Wolday, 2006). 

In Ethiopia it is argued that deliberate effort to promote MSEs is 

relatively recent a nd numerous initiatives and interventions by 

government and nongovernmental organizations have been undertaken. 

However there is still a research gap with MSEs operatin g in small 

towns that indicate the advantages provided to and problems currently 

hampering them. Almost a ll of the studies were undertaken in major 

cities of Ethiopia including: Addis Ababa, Mekele, Desie, Bahirdar, 

Adama, Diredawa, and Hawasa. In addition, th e degree and existence of 

opportunities and constraints of MSEs m ay d iffer from region to region 

and cities and towns as well. This is because of infrastructural, 

geographical, administrative responsiveness, and other differences. 
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This thesis focuses on Micro and Small Enterprises (MSEs) 

development in Humera town, in Tigray region, and it attempts to 

explore the growth trend of the MSEs and their role in contribution to 

unemployment reduction in the area. In addition, it will spell out some 

of the opportunities acquired and core problems inhibiting the effective 

development of MSEs and forwards approaches that enable to promote 

and benefit the MSEs in the town. 

Thus, undertaking a detailed town specific research that identifies the 

opportunities and constraints of MSEs is necessary. The research 

result is that patchy in terms of detail, especia lly on issues of 

employment, finance (trade credit), Marketing, infrastructure, training, 

and other related issues. It is to partially fill this information gap that 

this study is conducted a comprehensive survey of MSEs in Humera 

town. 

1.3 Research Objectives 

General Objective 
The general objective of the research is to assess and evaluate the 

opportunities and challenges of MSEs in Humera town. 
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Specific Objectives 

~ To assess the role of MSEs in creating employment and 

income sources in the study area, 

~ To assess the business development service (BDS) provided to 

MSEs, 

,., To identify the major problems/ constraints tha t MSEs face, 

~ To draw policy and development implica tions. 

1.4 Research questions 

The study will clearly focus to answer the following questions: 

1- To what extent is the contribution of MSEs in the study area 

helps in creating employment and income sources? 

2- What are the responsiveness of supportive institutions to serve 

and strengthen the MSEs sector? 

3- What a re the problems/ constraints that MSEs face in the course 

of their business activities? 

1.5 Significance of the Study 

To enhance the development of MSEs sector and enable it to play the 

expected socio-economic role in the development of the country, it has 

become strategically important aspect of government's employment 

generation poverty reduction and economic growth agenda. This study 

is, therefore, designed to identify the problems hampering the sector 
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and the activities provided for s trength ening the existing MSEs 

development. 

The out put of the study will provide significant information for the 

local and regional decision makers of the region that will enable them 

to design particular and appropriate intervention measures for the 

support and promotion of MSEs. 

1.6 Scope of the Research 

The study is focused geographically at Humera town in Tigray region 

particularly on the MSE sector operators . However, since the sector 

cover many economic activities, it is d ifficult to incorporate all the 

activities in the sample design. Therefore, the study is limited in 

assessing the opportunities and constra ints of sample 85 MSE 

operators which a re en gaging in the business areas of beauty saloon, 

coffee and juice house, restaurant, tyre repair and garage, metal and 

wood-work activities. 

1.7 Organization of the Paper 

The first chapter introduces background, statement of the problem, 

research objectives, research questions, and methodology. The second 

ch a pter discusses the literature review related to MSEs including 

d efinitions, roles and importance, opportunities and constraints of the 

sub-sector. The third ch apter assesses the situation of MSEs in 

Ethiopia and the MSEs Development Strategy frame work. The fourth 
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chapter attempts to analyze the survey result including the 

characteristics of business owners, employment contribution, product 

and market, training, business capital, and major problems. The final 

chapter presents the conclusion policy implication and 

recommendations based on th e findings of the survey . 
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CHAPTER TWO 

2. RESEARCH METHODOLOGY 

2.1. Sampling Design 

According to th e data ob tained from Humera town Trade, Industry and 

MSEs Office th ere a re 219 operators of the target business a reas . The 

su rvey h as incorporated a sample of 85 MSE operators which accounts 

39% of th e target population found in th e town . Th e sample size of each 

activity h as purposely arranged as follows: 20 from m eta l and wood 

works, 14 from coffee and juice h ou se, 16 from beau ty saloon , 10 from 

tyre repa ir and ga rage, and 25 from restaurants. For each bus iness 

activity, the sample units were selected by u sing s imple random 

sam pling. 

Table 2 .1 Distribution of MSEs by bus iness activity 

Type of activity Total Sample Sample seize m 

p opulation Respondents Percent 

Metal a n d wood works 53 20 37 .7 

Coffee and juice h ou se 26 14 54.8 

Beauty saloon 3 1 16 5 1.6 

Tyre repair a nd garage 18 10 55 .5 

Restaura n t 105 25 23.8 

Tota l 21 9 8 5 38.8 

Source: Humera Tra de , Industry and MSEs Office (2008) 

10 



2.2. Data Source and Method of Collection 

The study used both primary and secondary data for research analysis. 

The primary data was obtained from the sample survey respondents 

a nd key informants . The data from the sample respondents was 

collected by enumerators. The secondary data was a lso collected from 

woreda and regional MSEs agency annu a l reports, and CSA, MoTI, 

FeMSEDA bulletins. The questionnaire was involved both close-ended 

and open-ended questions to make the data comprehensive and 

complete and to explore the necessary information on the opportunities 

obtained and sought and constraints that hinder the development of 

MSEs in the town. Interview guideline was used to undertake a 

discussion with th e focus group and key informants. 

2.3. Background of the Study Area 

Humera Town is the Administration Seat of the Western Zone of Tigray 

National Regional State with a popUlation Size of above 26,344 (CSA 

2008). 

Western Zone is one of the seven Administrative Zones of Tigray Region 

which consists of four Woredas including Humera. According Ethiopian 

Central Statistics Authority report, from the total area of the zone 78% 

is low land a nd only 1. 1 % is considered to be high land, and the rest 

21.9% estimated to be medium. The Zon e h ave annual ra in fa ll ranging 

from 550 to 900 mm per annum . 

Humera town lies 980 km North West of Addis Ababa through Gondar 

and 1355 km th rough Mekele city (capital of Tigray region). The town is 

II 



characterized by the lower a ltitude ranging from SOO-700m above sea 

level and its temperature reaches up to 46oc. Humera is bordered by 

Eritrea in North and Sudan in North West direction. This unique 

location fea ture provides the town to have a strong economic, 

administrative, social and cultural interaction with the neighbor 

countries peoples . 

The town is adminis trative ly divided in to two 'kebeles'. Most of the 

processed goods and other economIc services such as input for 

construction works, household facilities and for daily consumption are 

produced and provided by Micro and Small scale enterprises of the 

town. 

12 



CHAPTER THREE 

3. LITERATURE REVIEW 

3.1. Definition of Micro- and Small-scale Enterprises 

Defining the term MSEs is very important to undertake a study and 

explore the opportunities and constraints/ challenges of operators of the 

sector. However, as different literatures noted, there is no single, 

uniformly accepted and clear-cut definition of MSEs. 

Solomon, 2004; Davies, 2003; Wolday, 2002; (cited in Adil, 2007), 

indicated that, there is often confusion in what is meant by micro, 

small, medium or large-scale enterprises. As a result of this there is no 

universally agreed definition used to distinguish between each of them, 

that the challenge for the promotion and policy intervention is alleged 

to start from the definition itself. 

Due to the multitude character of MSEs, different countries used 

different indicators to categorize or determine the size of enterprises. 

The most common are number of employees, invested capital, total 

amount of asset, sales volume and production capacity (ILO, 2004) . 

Definition of mlcro, small or medium enterprises depends on the 

objective of policies and programs in individual countries. The type of 

industry, commerce and service sectors and economic situations in a 

country in general also explain variations in the definitions. The case of 

some countries is presented under; 
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The first attempt to overcome the definition problem was by UK Bolton 

Committee (1 97 1). As mentioned in Andualem (2004 :39), the committee 

recognized the diversity of the sector and documented three essential 

characteristics of enterprises firms. In view of that, 

1- a small firm is managed by its owner in a personalized way, 

II- it has a relatively small share of the market in economic 

terms, and 

III- it is independent in the sense that it does not form part of a 

large enterprise and its ownership is relatively free from 

outside control in its principal decisions. 

According to the committee m manufacturing small-scale firm is 

defined as a firm with 200 employees or less, in construction 25 

employees or less, in retailing and miscellaneous services turnover of 

Birr 50,000 p.a. or less. 

Storey, 1994 (cited in Sertsewold, 2007) also stated three distinguishing 

features between large and small firms. First, the greater external 

uncertainty of the environment in which the small firm operates and 

the greater internal consistency of its motivations and actions. Second, 

they have a different role in innovation, small firms are able to produce 

something marginally different, in terms of product or service, which 

differs from the standardized product or service provided by the large 

firms. Finally, the greater likelihood of evolution and change in the 

small firms which become large undergo a number of stage changes. 

14 



Alternatively, the international organizations (WB, USAID, and UNIDO) 

a lso provided definitions to small-scale firms on the basis of their 

programmes to support the sector. The fallowing are their working 

defini tions: -

~ World Bank (1 978) - Firms with fixed asset (excluding land) 

less than US $250,000 in value are small-scale enterprises. 

~ USAID (1990) - Firms with less than 50 employees and at 

least half of the output is sold are small-scale enterprises. 

~ UNIDO definitions - Firms are classified into two that is for 

developed countries and developed countries . Firms with 5-19 

workers are considered as small-scale enterprises for 

developing countries where as firms with less than 99 workers 

are small-scale enterprises for developed countries. 

Because of the multitude behaviour and diversity of the small-scale 

enterprises there is no universally best way to define the sub sector. 

Thus, in countries such as USA and Canada, small-scale businesses 

are defined in terms of th e number of paid employees. Accordingly, 

firms with fewer than 500 employees are regarded as small-scale 

businesses (ILO 2004). 

This luck of uniformity in defining small-scale enterprises a lso exists in 

developing countries . Most of these countries use number of employees 

to categorize firms as small-scale enterprise. Therefore, in developing 

countries small enterprises are usually considered to have fewer than 

50 workers (ILO 2004). For example in Malaysia, Singapore and 
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Thailand the number of workforce is under 50. In addition, in 

Mauritius, small industry is defined as a unit employing less than 25 

workers, and in Congo a small enterprise and medium-sized enterprises 

are defined as those employing 5-19 persons and 22-99 persons 

respectively (Andualem 2004). 

To generalise, the definition of size (micro, small or large) can be based 

on different parameters including: number of employees, capital 

investment, product or service turn-over, sales volume, net worth, 

range of markets, or even amount and type of energy used in 

production (Hyman, in Tegegne and Helmsing, eds, 2005). The writers 

contend that out of these parameters, number of employees is the most 

commonly used criterion. For developing economies, small firms will 

generally mean those with 10-50 workers whereas micro enterprises 

are roughly with fewer than 10 workers. MSEs can therefore be taken 

as those firms with 1-50 workers. 

3.1.1. Definition of MSEs in Ethiopia 

The definitions of small, medium and large enterprises vary from 

country to country. Even with in the same country it may vary from one 

branch of business to another. Generally enterprises are classified 

according to the number of persons they employ, the value of their 

assets, the production capacity and the technology used, and the 

volume of their sales. The most commonly used quantitative measure 

for an SME is the number of people employed by the enterprise though 
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there are no definite number internation a lly agreed up on for 

classifying enterprise in to small, medium and large. 

In Ethiopia, there is often confusion in what is meant by micro, small, 

medium or la rge-scale enterprises . There is no universally agreed 

definition used to distinguish between each of them. 

There is a need to h ave agreed national definitions not only for research 

purpose but also for consistency of legislation and for focusing 

discussions of p olicy m akers as well as financial and enterprise 

promotion agen cies to ta ilor appropriate measures to particular sectors . 

By considering the Ethiopian situation , MSEs may be defined in the 

fa llowing way (Hailey, 1991 ; in Worku & Daniel, eds, 2004) . 

(a) Micro-enterprises: Are business ac tivities that are 

independently owned and operated ; have a small s h a re of 

market; and employing ten or less workers and capital 

reaching up to 20,000 Birr. 

(b ) Small businesses: Are those enterprises that employ 11-49 

employees . They share the same characteristics with micro­

en terprises in other aspects. 

(c) Medium Scale enterprises: Are those enterprises which have 

a relatively higher s h are of the market, a re independently or 

jointly owned and managed by the owner or by appointed 

executives, and employ 50-99 persons. Those enterprises that 

employ more tha n 100 persons would be considered as la rge 

en terprises. 
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The Ethiopia Ministry of Trade and Industry (MOTI) has developed 

definition for formulating Micro and Small Enterprises Development 

Strategy (1997). Accordingly, MSEs were defined as follows: 

• Micro enterprises are those business enterprises, in the Janna! 

and inJonnal sector, with a paid up capital oj not exceeding Bi" 

20,000 and excluding high tech consultancy finns and other 

high tech establis hments. 

• Small enterprises are those business enterprises with a paid up 

capital oj above Birr 20,000 and not exceeding Birr 500,000 

and excluding high tech consultancy firms and other high tech 

establishments. 

3.2. Theoretical Review on MSEs 

Classical development theories such as modernization and the 

dependency theories views MSEs as low productive activities . In 

modernization theory, development is seen as a process where 

agriculture is gradually mechanized and where small low productivity 

artisan workshops are substituted by large scale mechanized industrial 

enterprises with high production. Small enterprises are believed to 

disappea r eventually. 

The dependency theory views large national and international 

corporations shaping the world economy. These corporation s exploit 

cheap factors and enjoy economies of scale and are more profitable 

than small scale enterprises. Under this circumstance, the theory views 
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that small enterprises survive either in direct dependency on the large 

enterprises or as a sub-contractors as a petty producers or traders 

operating in extremely competitive markets with no possibility to earn 

profit sufficient to invest and grow (Anderson, 1989; cited in Tegegne 

and Mulat, 2005) . 

Recently, the views on micro and small enterprises h ave changed since 

la rge scale industria lization schemes which have been practiced in 

many parts of Africa a nd other developing countries resulted in a poorly 

integrated or enclave economy (ECA, 2002).The early attempt at 

industrialization could not be realized in developing counties due to 

specific characteristics (low capital a nd saving, lack of modem 

technology, high population growth, inadequate skilled manpower, 

etc.). The World Ba nk assessment of the performa nce of public (large 

scale) m anufacturing enterprises has been that they are of unsuitable 

scale and design, h ave weak links with the domestic economy, have 

high costs of production, depend on foreign exchange and imported 

inputs are poorly maintained a nd keep large unutilized capacity (World 

Bank , 1989). 

Since the 1970s, small indus try promotion has gained further impetus 

from the perceived failure of large plants to create enough productive 

jobs to absorb a significant sh a re of the rapidly growing labour force in 

many developing countries (Snodgrass and Biggs, 1996). At the time, 

MSEs in general were given a grate emphasis both in developed and 

developing countries . They a r e considered to be one of the most 

important means in poverty a lleviation and rais ing the welfare of the 

poor which depend on their incomes, their access to information and 
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other servIces and also their ability to withstand cn ses . During the 

1980s & early 1990s, MSEs began to enjoy more esteem and prestige 

than ever before, no small thanks to its ability to invest new products 

and to create new jobs (Siropolis, 1998; cited in Sertsewold, 2007:2) 

In most developing counties, MSEs by virtue of their SIze, location, 

capital investment and their capacity to generate greater employment 

have proved their powerful propellant effect for rapid economic growth. 

The sector is also known as a n instrument in bringing about economic 

transition by effectively using the skill and talent of the people without 

requesting high level training, much capital and sophisticated 

technology. 

The MSEs sector is a lso described as the national home of 

entrepreneurship. It provides the ideal environment enabling 

entrepreneurs to exercise their talents to the full and to attain their 

goals. In a ll the successful economies, MSEs are seen as an essential 

spring board for growth, job creation and social progress at large (MoTI , 

1997). 

3.2.1. Opportunities for MSEs Development 

From a number of directions donor agencies and development analysts 

are converting in small enterprises development as a (potential) priority 

area in development policy in general, and in Africa in par ticular. First 

of all, changing perceptions about state, market, and society are h aving 

substantial impact on the political economy of development. 
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Second, expen en ces with structural adjustment h ave sh own thiI. 

macro-economic a djustments do not a lways a chieve the desired supp\' 

responses, especia lly as regards priva te investment. 

Third , during the eighties there was a growmg realization that nOllt­

agricultural activities in th e rural areas and small towns playa mudt 

more subs tantia l role than hitherto surmised . In view of the relatiq 

restricted labour a bsorption in high input agriculture, these activities 

acquire more significance. 

Fourth, the inability of the urban manufacturing, trade a nd servn: 

sector to provide a satisfactory rate of growth in employment, combium 

with rapid growth of city populations has put inordina te pressure on 

urban labour markets. 

Finally, the appropriate technologies may glve small enterprise 

advantages in terms of greater efficiency in resource u se and of 

environmental effects relative to imported technologies (Romijin & 

wilder, 1991; cited in Helmsing & Kolstee, 1993). 

The MSEs a nd their role in econ omic systems h ave been discussed in 

many different contexts. Ozcan (1995) have cited the following 

opportunities for MSEs development. First, the approaches of local 

economic development policies emphasising bottom-up development 

have promoted sm all firms. The transformation of the relative power of 

central governments a nd local governments as well as the relation of 

government to local entrepreneurs and other agents have each been 
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3.2.3. Trends towards privatization 

International cooperation policies started to promote small enterprises 

during a time of profound change in the role of the state in African 

economies . The call fo r "more government" in the 1970s and "less 

government" In the 1980s were replaced by calls for "better 

government" In the 1990s. Structural adjustments and the trend 

toward privatization pushed the bloated public service in African 

countries to downsize and to create enterprises to give their departing 

members employment. There now appears to be a con sensus on the 

validity of actively fostering the small enterprises sector as a source of 

economic growth (English & Henault, 1995) 

It is a rgued that recent trends towards privatization and the declining 

role of the government in the economy have created a better business 

environment a nd have encouraged the growth of the small firm sector. 

Helmsing and Kolstee (1993) h ave argued that the tendency toward 

privatization and deregulation of the economy would encourage 

potential entrepreneurs to start up . 

The desire to alleviate the economic cnses of many African countries 

coupled with the pressure exerted by international institutions have 

prompted the change in government policy to a more libera l economy in 

which state owned enterprises are no longer wholeheartedly supported. 

Accordingly the structural adjustment programme (SAPs) sponsored by 

the World Bank and lMF have been implemented in many LDCs . Under 

these programmes, the development of private sector as an alternative 

to the inefficient state sector has been advocated and various incentives 
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h ave been offered. The small enterprise sector was often considered to 

have particula rly strong potential (ibid). 

3.2.4. Sectoral migration 

It is argued that the migration of population from rura l to urban areas 

might provide an expansion of th e increase In the number of small 

firms. Rura l-urban migration is implicitly a migration from the 

agricultura l sector to the secondary and tertiary sector or alternatively 

to a period of unemployment. Given the limited ability of the urban 

formal sector to absorb the rapidly increasing urban la bour force, the 

newcomers are often pushed to actively seek work in the informal 

sector or small firm activities (Colman and Nixon, 1986). 

New small firms can also be formed by entrepreneurs who were 

previously working in the public and government sector. Employees laid 

off by large formal enLerprises as the result of restructuring might find 

their way into the small firm sector (Osei, et a l. 1993). 

As Elleithy and Nixson (1 998) stated that the em e rgence of small firms 

in might be expla ined by: 

1. the push effects of the poor economic performance, which 

is manifested in high unemployment rates; 

2. the decline in large s tate-owned firms; 

3 . the more favourable government policy towards 

encouraging the private sector; 

4. the declining role of the agricultural sector and the 

in crease in the number of people dependent in the 
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available land, that have led to a movement from 

agriculture to other economic sectors, particularly to small 

manufacturing en terprises. 

3.3. Role and Importance of MSEs 

From the viewpoint of economic history, the mechanisms through 

which know-how and capital are accumulated are still too little 

understood to enable the conditions for the creation of MSEs to be 

precisely defined. However, there is genera l agreement regarding the 

spontaneity of their emergence in an environment psychologically and 

materially favourable to individual endeavour. In most cases, only at a 

latter stage do the authorities and various public or private institutions 

at central or local level begin to provide some degree of material support 

for the development of the MSEs sector and move to foster its multiplier 

effect in terms of employment and income generation (Regnier, 1998). 

Since the 1970s, small enterprises promotion has gained further 

impetus from the perceived failure of large plants to create enough 

productive jobs to absorb a significant share of the rapidly growing 

labour force in many developing countries . It is widely claimed that, 

relative to large firms, SMEs are more efficient, more labour intensive, 

and geographically more widely dispersed than large enterprises. 

Promotion of SMEs would therefore enhance both efficiency and equity 

objectives (Snodgrass & Biggs, 1996). 

In general, in the World Bank (1978) document, the role a nd 

importance of small-scale enterprises is presented as follows: 
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"Small-scale enterprises provide outlets for the talents and 
energies of enterprising, independent people, many of whom would 
not fulfil their potential in large organizations. Small firms often 
flourish by serving limited or specialised markets that are not 
attractive to large companies. They provide a seedbed for 
entrepreneurial talent and a testing place for new industries. They 
supply dynamism, and contribute to competition with the economy. 
They enhances community stability, do less harm to the 
environment than large factories, s timulate personal saving, 
promote agro-industrial linkages, improve rural welfare, and 
generally raise the level of popular participation in the economy" 

The ministry of trade and industry (MoTI) of Ethiopia in its MSEs 

development strategy (1997) stated the role and contribution of the 

sector as a powerful tool for rapid economic growth in developing 

countries . The document revealed that, in most developing countries 

MSEs by virtue of their size, location, capital investment and their 

capacity to generate greater employment have proved their powerful 

propellant effort for rapid economic grm",th. The sector is also known as 

an instrument in bringing about economic transition by effectively 

using the skill and talent of the people without requesting high level 

training, much capital and sophisticated technology. The MSEs sector 

is described as the national home of entrepreneurship. In all the 

successful economies, MSEs are seen as an essential spring board for 

growth, job creation and social progress at large . 

Generally, there is an agreement that small and medium enterprises 

play a crucial role in a country's economic growth and development. 

Their potential advantages rest on certain assumptions and rationales. 

They are labour intensive and tend to use less capital per worker and 

are thus ideal for labour abundant-capital scarce countries. The small 
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ones especia lly use existing local and traditional skills and raw 

materials. They offer greater opportunities for employment not only for 

edu cated and technical power but a lso to th e u neducated labour force. 

They can be established at location that are least developed and help to 

increase income of poor households thereby improving distribution of 

income, and as a result help to minimise overcrowding in the urban 

areas (Worku & Daniel, eds, 2004). 

3.3.1. Development of MSEs as seedbed for entrepreneurship 
development 

Entrepreneurship traits include initiative, manageria l a bility, innova tive 

ideas and drive . Education and training a re needed to assist a person 

to become a su ccessful entrepreneur. A reasonable level of 

entrepreneurship is necessary for successfully running MSEs that are 

large in size or relatively modern, or involve relatively complex decision 

making relating to production or sale or both. Also , a certain level of 

entrepreneurship is necessary for properly managing enterprises (ILO , 

1996). 

The rationale for the development of small-scale enterprises is based on 

Schumpeteria n thinking about the fundamental role of 

entrepreneurship and management skills in development. The scarcity 

of both these resources in developing countries highlights the potential 

role of the small-scale sector in two complem entary aspects: as a 

tra ining ground and seed-bed for medium a nd la rge-scale sectors, and 

as all. efficient user of existing indigenous entrepreneuria l and 
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management skills which would otherwise remain unused (Page, 1979; 

cited in Harper, 1985). 

3.3.2. Employment generation and poverty alleviation role 

After the "employment crises" era in the 1970s, "sma ll is beautiful" 

movement was inspired by E.F.Schumacher. Following th is, the World 

Bank developed sector policy paper on sm a ll enterprises in 1978. The 

policy pa per put the efficiency of small enterprises in thei r la bour 

absorption as : 

In most developing countries only a fraction of the new job seekers 

can be employed in agriculture. The scarcity of capital severe ly limits 

the number of new non farm jobs that can be created, because 

inves tment cost per job are high in modem industry. An effective 

development policy should seek to increase the use of labour relative 

to capital, to the extent that it is economically efficient (World Bank, 

1978). 

The small business sector is a lso seen as an important force to generate 

employment and more equitable income distribution, to achieve 

competition, exploit niche m arkets , enhance productivity and technical 

ch ange, and through all of these s timulate economic development. 

Micro and small enterprises a re considered as part and parcel of the 

huge component of Local Econ omic Development (LED), which involves 

utilization of local raw materia ls, la bour, entrepreneurship, market and 

the like, to improve the living conditions of operators and other 

beneficia ries through employm ent a nd income generation (Helmsing, 
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2005, cited in Daniel 2007:15). In addition, it is h oped that MSEs can 

alleviate poverty as they are owned and operated by low income groups 

of society . 

The world development report confirms that the informal sector plays a 

prominent role in providing employment (absorbing one-third of the 

economically active population) and incomes. In many SSA countries 

the informal sector has been estimated to account for more th an 75% of 

urban employment (Becker et a!., 1991; cited in Elias 2005:96). 

According to Wickware (cited by van der Loop, 2000; in Elias 2005), for 

example, MSEs hosts 70% of employment in Accra, 61% in Addis 

Ababa, 56% in Dar es Salam, and 46% in Kampala, indicating the 

relative importance in LDC ci ties and urban areas at large. 

The relative importance of MSEs was augmented by the urban 

population dynamics. The population of urban Africa (SSA), in 

particular, is increasing at a fast pace. Over the last three decades, SSA 

has been transformed by urban growth and urban popUlation of the 

region is growing at 6% a year (World Bank). 

Given the current rapid rural-urban migration a nd deficiency of the 

formal sector to absorb this migration, MSEs have become important 

urba n economic activities and providers of urban employment. Today, 

in Ethiopian towns and cities, MSEs and the informal sector in general 

are not only the predominant income generating activities but also the 

basic means of su rviva l (Elias, 2005). . -~-t ·e
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3.3.3. MSEs for efficient use of resources and improvement of 
regional balance 

Evidence from a number of developing countries reinforces that "small 

enterprises with a lower level of investment per worker tend to achieve 

a higher productivity of capital than do the larger, more capital­

intensive enterprises." Generally as firm size increases: (1) capital 

investment per worker rises, (2) value added per worker rises, (3) the 

wage rate rises, and (4) value added per unit of capital falls. Thus one 

way to foster the creation of more urban jobs per unit of capital 

invested is by encouraging investment of small-scale enterprises, which 

is generally more labour intensive than large units (World Bank, 1978). 

The potential of MSEs also help stem migration to metropolitan areas, 

to use agriculture/agribusiness/industrial linkages to increase rural 

labour productivity and income, and to engage very poor people in 

employment, ownership and decision making through cooperative and 

community-based projects. Establishment of outlying small-scale 

production units to serve markets of limited radius or as sub 

contractors to large industries could help significantly to reduce 

industrial concentration and the corresponding mounting cost of 

municipal services (IBID). 
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3.3.4. Socio- economic contribution of MSEs 

According to Lied Holm and Mead (1999), MSEs have the potential to 

contribute in a number of important ways to the poverty reduction and 

development process. Among the most significant of these are the 

following: 

A. contribution to household income and welfare 

• Providing income maintenance for those with few options. 

• Provides a basis for growth in income and welfare ithrogh 

asset accumulation, skill development, and access to more 

rewarding economic opportunities. 

• Providing employment 

B. contribution to self-confidence and empowerment of the individual 

• Recognition of the dignity of the individual 

• Spreading the vision that change is possible 

C. contribution to social change and political stability 

• Providing new opportunities for the poor 

• Providing new opportunities for women 

• Providing new opportunities for those in rural areas and in 

isolated locations. 

3.3.5. MSEs and Women in Socio-economic development 

Research shows that although many women own or run mIcro 

enterprises (and 1ll many cases form the majority of micro­

entrepreneurs), few of them enter the formal sector, and, as a result, 

only a small number of women's micro-businesses graduate into MSEs. 
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The reason s for this vary from cou ntry to country. In general, the 

existence a nd persisten ce of customary and traditional practices, 

which, in some cases, result in discrimina tory laws , create a multitude 

of obstacles for women entrepreneurs in addition to those normally 

faced by a ll SME entrepren eurs . It is therefore important for developing 

countries to identify the types of support measures that may be 

necessary to promote women's entrepreneurs hip and facilitate their full 

contribution to the development of their countries (Helm s ing, 2005). 

In Africa, studies conducted on the participation of women in business 

enterprises at various levels suggest that most women have been and 

still are active in the unwaged sector of the economy where they retail 

petty commodities such as knitwear, baskets , pots as well as fruits, 

vegetables a nd other foodstuffs . Most of the entrepreneurs used labour­

intensive m e thods of production in activities such as bread making, 

tailoring and uniform making, agricultural production and processing 

(Helmsing & Kolstee, 1993). 

As a result of libera lization, most African governments support 

programs for small scale entrepreneurship that they n eed to do more to 

generate local manufacturing capacities in order to satisfy the demands 

and n eed s of their populations for goods, commodities a nd services that 

are necessary for a decent standard of living (ibid) . 

The FORE in its National MSE Development and Promotion Strategy 

1997 designed a strategy framework with particular emphasis that 

would be given to the advancement of women MSE operators. 
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In Ethiopia, according to the nationwide urban informal sector survey 

by the CSA (2003), there were 799,358 MSE establishment employing 

997,380 persons, of which 60 percent were female . On the oth er hand, 

the 2002 nationwide survey of cottage/handcraft manufacturing 

establishments by the CSA identified 974,676 establishments engaging 

1,306,863 people compared to the 98, 136 industrial workers employed 

in the large and medium enterprises in 2002. Among th e persons 

engaged, 74 percent were women for MSEs, of which about 94 percent 

were active owners, partners or family workers while 4.3 percent were 

employees (Welday Amaha, 2006). 

3.4. Problems of MSEs in General 

In most countries the small scale sector tends to be neglected by 

government policy makers. They frequently lacks access to insti tutional 

credit, and grate difficulty in obtaining necessary permit and licenses 

(and consequent resort to extra official channels), probably outweigh 

the fact that small-scale enterprises pay fewer taxes and lower wages 

(World Bank, 1978). 

Other problems of MSEs include: poor access of obtaining imported and 

domestic materials or inputs, inadequate cash or credit for commercial 

and timely purchases, inferior quality of raw materials and 

intermediate processing which reduces the value of finished products, 

remoten ess which combined with cash deficiencies, lack of access to 

improved technologies, problems lil infrastructural a nd service 

availability such as power supply, water and sewerage, and roads a re 

common in most cases (ibid). 
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As quoted in E.P. English a nd G. Henault (1995); A.O. Sangowawa, 

vice-president of ADB in 1990s, presented a very interesting diagnosis 

of the historical importance and difficulties facing MSEs in Africa: 

... s mall enterprises have to be fostered because of their great 

potential and value in creating employment, achieving equitable income 

distribution, alleviating poverty, build up local technological base, 

promoting participation of vulnerable groups, particularly women, in the 

development process providing training ground for entrepreneurial and 

managerial skills, providing opportunities for use of own capital 

resources, and acting as ancillaries to large scale enterprises. Although 

many African governments have realized the importance of small 

enterprises and the need to develop them f ew have launched 

comprehensive and effective policies to promote them. The lack of an 

appropriate institutional f ramework and of adequate infrastructures, 

inadequate fin ancing schemes and inefficient information systems are 

some of the important obstacles which s till hamper the organized 

development of s mall enterprises in Africa (Engl ish & Henault, 1995). 

Most MSEs require small amount of initial and working capital, except 

in certa in cases where the MSEs a re relatively la rge, or use modern or 

improved technologies. Even in the later case, capita l requirements may 

only be moderately large. Yet, shortage of capita l for MSEs, particularly 

the smaller ones, was u sually ra ised by the proprietors from their own 

sources (family, saving, sale of proper ty and jewellery). They also raise 

working capita l and expa nd capital from their own sources, including 

any profits made. Hence , giving their limited means and usually low 
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profits, they were a lways haunted by inadequacy of capital, particularly 

working capital. The access of such enterprises to institutional credit 

was limited becau se of traditional (security orientation, colla teral 

requirement) lending methods and a lso, not frequently, corrupt 

practices . For the rural enterprises, moreover, bank branches were not 

always with in easy reach (ILO, 1996) . 

3.5. Empirical Literature 

3.5. 1. Historical background of MSEs in Ethiopia 

The issue of MSEs and entrepreneurship development have since 

recently received greater attention as priority areas cru cial for 

stimulating economic growth both in the developed and developing 

coun tries. These areas have actually aroused so much interest among 

donor agencies, govern ments and NGOs, policy makers, development 

analysts, etc ... 

According to Andualem, (cited in Worku & Daniel, 2004), in Ethiopia, 

the MSE sector (and the private sector in general) remained neglected 

for a long period until a shift was made to a market led economic 

system (post 1991) which meant the strengthening of the private sector 

as a consequence of this small enterprises which constitute the bulk of 

th e sector were to be fostered and mushroomed. 

In Ethiopia it could be a rgued that de liberate effort to promote MSEs is 

relatively recent. In line with its ideology, policies and regulations of the 

Derg regime aimed at curtailing (if not eliminating) the private sector. In 

general, the restrictive policies on licen se finance and in vestment as 
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well as the legal bureaucratic requirements of the regIme discouraged 

the participation of MSE operators (Gebrehiwot & Wolday, 2006). 

Following the regIme change in 1992 , drastic measures, intended to 

transform the comma nd economy to a market-led one, many of which 

are bound to affect MSEs, were take n. The m a in m acroeconomic 

reforms and restructuring that, directly or indirectly; affect the 

development of MSEs include: adoption of marke t economic policy; 

deregulation of domestic prises; devaluation of the local currency; 

privatization of public enterprises; decentralisation of a nd devaluation 

of power and the forma tion of regional s tates; formulation of a n ew 

labour law; financial sector reforms including the opening of private 

banks, insurance companies and micro fi nance institutions (ibid). 

The importance of the mICrO and small enterprises sec tor in Ethiopia, 

particularly for the low income, poor and women groups, is evident 

from their relatively la rge presence, share in employment and small 

capital requirement . These a re sufficient reason s for governments and 

other s ta keholders In development to be interested In MSEs 

(Gebrehiwot & Wolday, 2006). The authors a lso viewed that, however, 

in the context of m any developing countries, particula rly countries in 

transition including Ethiopia, MSEs are also seen as an emerging 

private sector , forming th e basis for private-sector-Ied growth. In 

Ethiopia , at the level of policy and strategy, these roles of MSEs have 

received recognition. They a re seen a s means of providing employment, 

a lleviating poverty, ensunng food securi ty, a nd private sector 

development. 
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3.5.2. Economic and social contribution of MSEs in Ethiopia 

The MSEs sector h as made inva luable contribution s to the economic 

and socia l life of Ethiopian society. It h as provided employments, 

incom es, skills , goods and services, etc. to millions of Ethiopians who 

would otherwise have been neglected by the la rge enterprises . The 

MSEs have a lso very impor tan t outpu t linkages with agriculture to 

which they provide tools, equipmen t, services, etc as well as input 

linkages with it and manufacturing from which they obta in raw 

materia ls, s pare parts, etc. (Getachew & Getachew 1997). 

The sample survey, conducted in 48 maJor town s, by the Central 

Statis tics Authority (CSA), 1997 , sh owed that there were 584,913 and 

2,731 informa l sector operators and small scale manufacturing 

indus tries r espectively that a bsorb 739,898 labour forces. The MSEs 

sector is characterized by highly diversified ac tivit ies which can create 

job opportunities for a subs tantial segment of the population . This 

indicated th at the sector is a quick remedy fo r unemploym ent problem 

(MoTI, 1997) . 

According to the Ethiopian CSA (1 997) survey, the whole labour force 

engaged in the informal sector activities and small scale manufacturing 

industries was more than eight fo ld (739 ,898 persons) to th at of the 

medium and la rge scale manufacturing industries (90,2 13 persons). 
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3.5.3. MSEs development and promotion strategies in Ethiopia 

Design ing and implem en ting appropria te economic policies, strategies , 

and legal and regula tory framework are p rerequis ites for creating an 

ena bling environment to prom ote MSEs, 

In Ethiopia, a t the level of policy and strategy , the roles a n d importance 

of MSEs have received recognition, They a re seen as mean s of p roviding 

employm ent, a lleviating pover ty, en suring food security, and private 

sector developm en t. See, for example , the pover ty reduction strategy 

(MoFED 2002), the Industrial Deve lopment S trategy(Minis try of 

Information 2 003, Amha ric), the Micro a n d Sm a ll-Scale Enterprises 

Development Strategy (MoTI 1997), a:1d th e Food Securi ty Strategy 

(FDRE 2002). Reflecting this, numerou s initiatives a nd interventions, 

by government and donors a like , h ave J een underway (Gebrehiwot and 

Wolday, 2006 ). 

The 1997 s trategy s tresses tha t \'anous policy, s tructura l and 

institutiona l related problems a n d bOltlen ecks h ave constra ined the 

role of MSE sector in a nd contribution to th e nationa l economy . Thus 

prima rily it a ims a t creating ena blin g legal, ins titu tional and other 

supportive environ ments for th e developmen t of MSEs. The s pecific 

obj ectives of the s trategy include : fac ilita ting economic growth and 

bring a bout equita ble development; creating long-term jobs; 

strengthening coopera tion be tween "ISEs ; providing the basis for 

m edium and la rge scale enterprises; p~omoting exports ; a nd ba la n cing 

preferen tial tr eatmen t between MSEs a:1d bigger enterprises. 
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The intended MSEs support include creating legal fra mework; 

improving access to finance; introducing different in centive schemes; 

encouraging partnerships; providing training in e ntrepreneurship, 

skills and m a nagement; improving access to appropriate technology, 

information, advice and markets; and developing infras tructure . 

The industrial development strategy, issued in 2003 , a lso recogmses 

the promotion of MSEs as an important instrument to create productive 

private sector and entrepreneurship, h en ce accords it due emphasis 

and priori ty. It promises to every effort to support this sector through 

provlslOn of infrastructure (working premises and la nd) , financial 

facilities, supply of raw materials, training, etc . Federal and regional 

governmen ts a re expected to coordinate the support services (MoFED, 

2006) . 

3.5.4. Challenges/Constraints of MSEs in Ethiopia 

In most developing countries, small businesses face a wider range of 

problems and constraints . They relate, among others, to the legal and 

regulatory environments, access to markets, finance, business 

information, business premIses, the acquisition of skills and 

manageria l expertise, access to appropriate technology, access to 

quality bus iness infrastructure, and discriminatory regulatory practices 

(MoTI , 1997). 

In Ethiopia 's situation, a lthough the economIc policy of the country 

paid due emphasis for entrepreneurship values a nd appreciation of the 

sector's contribution to the economy, there are still constraints related 
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to infrastructure, credit, working premises, extension service, 

consultancy, information provision, prototype development, imbalance 

preferential treatment, and many others, which need proper attention 

(ibid) . 

According to Andualem (in Worku and Daniel, eds, 2004), although 

significant measures have been taken by the government of Ethiopia, 

MSEs still face serious obstacles both at the operation and start-up 

level. Some of the most critical constraints raised at different forums 

include, among others, access to finance, lack of access to premises 

and land, lack of infrastructure, lack of training in entrepreneurial and 

management skills, lack of incentives, lack of information on business 

opportunities, and cultural and social factors particularly deficient 

entrepreneurial culture, excessive and trivial corruption. However, the 

degree of severity of constraints varies from business to business. 

3.5.5. Tigray regional state program to support MSEs and 
beneficiaries 

Generally, programs designed to provide assistance to MSEs have the 

objective of helping the already established enterprises to survive by 

reducing the constraints, and increasing the rate of new start-ups by 

eliminating barriers that hinder people from stating out in business. 

In urban and rural areas of Tigray region, there are a large number of 

MSEs which are engaged in different kinds of business activities. 

Although these sectors have a significant contribution to the overall 

economic activity of the region, they remain beset with many problems 
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that constrain their effectiveness. To solve the problems, the regional 

state has undertaking direct programmatic support for MSEs 

development and promotion. However, due to its limited capacity, it 

could not give support to each sub sector and beneficiaries. 

So, the regional government sets some criteria which give priorities to 

some selected sub sectors of MSEs and beneficiaries that: 

• Uses domestic raw materials and are labour intensive 

• Are export oriented and could generate foreign currency 

• Can expand and improve tourism 

Based on the above criteria, the regional s tate a lso gives further 

priorities in different sportive package programs such as 80S facility, 

accesses to credit, technology transfer, training, provision of land for 

working premises and the like for the enterprises and beneficiaries 

that: 

• Engaged in food preparation, waving, tailoring, textile, hide 

and skin products, metal work, and hand craft. 

• Are employed youth, technical and vocational graduates, self 

employed individuals, and individuals who introduce new 

innovation 

• Are women owned 

• Found in natura lly disaster areas 

• Engaged in construction 

• Engaged in foreign trade competition 

• Engaged in agro-business activity 

• Engaged in natural resource conservation (Tigray Region 

MSEOA,2004). 
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The regiona l government provides different supportive packages to the 

MSEs. The packages has presented in the following table: 

Table 3.1 Supportive packages to MSEs in different years 

No. Type of , 

support 2005 2006 2007 2008 , 
1 Loan 95,000,000 108,000,000 1151,300.000 110,000,000 

Birr to 14054 Birr to 2 4040 I Birr to 30943 Birr to 29528 

MSEs MSEs MSEs I MSEs 

2 Training 18,885 16,954 37, 154 68,000 

operators operators operators operators 

3 Provision To 5,714 To 3,358 To 8,487 To 6 ,000 

of work MSEs MSEs operators operators 

premIses , 
4 Marke t To 8,682 To 6,938 To 18,146 To 

linkage MSEs MSEs MSEs MSEs 

5 Technology To 2 ,500 To 3 ,397 To 3 ,800 To 

transfe r MSEs MSEs MSEs MSEs 

6 B.D.S To 2,000 To 2,000 To 3,000 To 

MSEs MSEs MSEs MSEs 

Source: Tigray Region Trade Industry and MSEs Office (2008) 

To provide the above support packages the government established one 

stop service s in 40 towns of the region which currently the number of 

towns increased to 83 towns . Under each one s top service there are 

43 
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extension workers to provide the above support In collaboration with 

the one stop service and other key stake holders. 

3.6. Analytical framework for MSEs development 

The performance of small enterprises is affected by a myriad of factors 

as indicated in figure 1. On the one hand, small enterprises need 

required inputs (e. g. capital, labour, material, and purchased services) 

to produce goods and services. The availability and cost of these inputs 

h as a direct bearing on the performance of the firms . Small enterprises 

also need to be able to sell their goods and services at a price sufficient 

to earn an adequate return on investment. As su ch, the performance of 

firm is dependent on the nature of relevant markets and industries in 

which they compete. As noted in the diagram, small enterprises as well 

as factor inputs and output markets are affected by a broad range of 

policies, laws and regulations . (Oldsma n E. and Hallberg K. 2003) 
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Figure 3. 1. Determinants of MSEs Performance 

Policv,leQal and I'eQUlatOl'eV envir'OllIent 
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conditions 
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A discussion of the critica l causal relationship between activities 

carried out th rou gh the MSEs and desired outcomes with respect to 

interm ediary in stitu tions, and economic and social conditions is 

presented below: 

>- Financial institutions. MSEs may need access to finance at 

various s tages of their development, including seasonal or 

removmg lines of credit to mee t short-term financing 

requirem ents, or interm ediate or long- term debt for land, 

buildings, equipments, a nd permanent increases in inventory. In 

response to these needs, financial institutions s hould provide 

available credit services to MSEs. 

>- Government entities. MSEs operate within a p olicy, legal and 

regulatory environment established by government (i.e. executive, 

legal and judicial bran ches). Thus government agen cies have to 

formulate new policies, reduce tax and regula tory burdens, and 

streamline various procedures in order to provide greater 

resources and redu ce the burden s on MSEs. 

>- BDS providers. MSEs may require various forms of outside 

ass istan ce to address specific needs related to planning, 

production, operation and other business processes. In this 

r egard, 80S providers have to take steps to h elp the MSEs to 

develop new services, expand th eir operations, and strengthen 

their performa nce. 
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. .. 

CHAPTER FOUR 

4. Assessment of MSEs Situation in Humera 

4.1. Socia Economic Characteristics of MSEs Owners 

The MSEs owners' personal characteris tics include vanou s 

demographic fac tors su c h as sex, age, marital status, fa mily size, and 

literacy level. The sex composition shows that m ost (6 l.2%) of the 

owners of MSEs in the locality are male, whereas the rest (38.8%) are 

fem ale owne rs . Thi s result exhibits the common feature of gender 

imba lance in owning a nd contro ll ing productive resources in the 

country. Furthermore female participa tion as own er IS absent 

particularly in m etal a nd wood work, and tyr e repa ir and garage 

activities . 

Ta ble 4. 1 Dis tribution of MSEs operators by activity type and gender 

Male Female Total 

Activity type 
No. % No . % No . % 

Me tal & Wood works 20 100 - - 20 23.5 

Coffee & juice h ouse - - 14 100 14 16.5 

Beauty salon 8 50 8 50 16 18.8 

Tyre r epair & garage 10 100 - - 10 1l.8 

Restaura nt 14 56 11 44 25 29.4 

Tota l 52 6 1.2 33 38.8 85 100 
Source: Survey data 2008 
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On the other hand, female ownership also domina ntly observed in 

coffee and juice h ouse bu siness activities which accounted 100 percent. 

Female par ticipation as owner in MSEs in beauty saloon and 

restaurant bus inesses comprises 50% and 44 percent respectively. 

Ta ble 4. 2 h as presented dis tribution of MSEs by age category and age, 

accordingly the average of respondents is 35.7 . Most of the MSEs 

owners a re youn g, which represen t 82.3 percent a re below 40 years. 

The minimum age reported in the study a rea is 23 years. On the other 

h and, only 4.7 percent a re a bove age of 50 years. 

Table 4.2 MSEs owners distribution by sex and age category 

Age Ma le Fema le Total 

category No % No % No % 

20 - 30 9 10.6 14 16.7 23 27. 1 

31 - 40 24 28.2 13 15.3 37 43 .5 

41 - 50 15 17.6 6 7.1 21 24.7 

Above 50 4 4.7 - - 4 4.7 

Total 52 61.2 33 38.8 85 100 

Average 37 32 35.7 

age 

Source : Survey da ta 2008 

The table above revealed that 27 .1 percent of the MSEs own ers in the 

study area are between the age category of 20 a nd 30 years, while 

about 43.5 percent are with in the age category of 3 1 a nd 40. About 

24 .7 percen t of the res pondents a re between 40 a n d 50 years age 
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category. In regard to ge nder distribution the mean age of male owners 

is greater than the fe male owners, which represented 37 and 3 1 

respective ly . In general, the study resul t indicated that a lmost a ll of the 

MSEs owners a re in the productive age group. 

The other characteristic issu e treated in this s tudy is marita l status . 

The survey result s hows that 36.5 percent a re married. About half of 

the MSEs owners, whic h represent 50.58 percent, a re unmarried and 

the rest 13 percent are e ith er divorced or widow. 

Family SIze IS a lso assessed as one component of personal 

ch aracteristic of the owners. Thus, 6 0 percen t of the owners are 

belonging to 1-3 family size . Beside about 35 percent a nd the rest 4.7 

percent are reported with family size of 4-6 and 7 -9 r espectively. The 

average family size of the owners is 3.3 person s. 

Table 4.3 Fa mily size of MSEs owners 

Family size Frequency Percent 

1 - 3 5 1 60 

4 -6 3 0 35.3 

7-9 4 4.7 

Total 85 100 

Average fa mi ly s ize 3 .3 

Source: Survey data 2008 

The other factor on which the atte mpt made to s tudy is the 

opportunities to Cormal education of MSEs own ers. The survey result 
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s hows that almos t a ll (abou t 99 percent) of the MSEs are owned by 

individu a ls with at least som e fo rmal education . A good propor tion (6 0 

percent) of the operators h as at least in high sch ool education and 

a bove grade 12 (in cluding TVET certificate and collage d ip lom a). Those 

with above h igh school education constitute a bout 20 percent. Where 

as only 10.6 pe rcen t of the MSEs owner s have education levels of grade 

4 and below. 

Table 4.4 Educa Lion leve ls of owners 

Ed ucation leve ls No. % 

No fo rma l ed I!r:a tion 1 1.1 7 

1-4 8 9.4 

5-8 25 29.4 

9- 12 34 40. 0 

Certificate 12 14 .1 

Diploma 5 5.9 

First Dearee - -

Total 85 100 

Sou rce: SWTey clata 2008 

As table 4 .4 abm"(' revealed that, only 1. 17 percent of the respondents 

h ave n ot attend ec! l'o rmal education wh ile 9.4 percen t a re reported with 
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education level or grade 1A. The survey result also showed that 29.4 

percent of the N1 SEs owners are between 4-8 grade education levels . 

Considerable propo rtion (40%) of the owners reported education level of 

9-12 grades. Those owners attained and certified in technique schools 

constitute 14. 1°;'" a nd the rest 5.9% of the total sample MSEs were 

collage diplom a gr·uduates. 

The other issuc i 11 this survey was obtaining some information on 

owners' occupati 'lI1 status before getting in their current business. The 

survey result ha s p resented in the following table below. 

Table 4.5 MS Es O\\'ners occupation status before entering their current 

business. 

Previous OCCI I pa tion No. Percent 

Unemployed 21 24.7 

Schoolleavers 30 35.3 

Paid emplO\"Ccs 17 20.0 

Farmers 7 8.2 

Military 6 7.1 

Others 4 4.7 

Total 85 100 

Source: S1..1I" \" (, I' riMa 2008 

A significant pr(l!" ' rLion (35.3%) of the MSEs owners indicated that they 

were students h ' '''' re heading to their current business. Respondents 

who worked CI S IO" ;r! e mployees ' accounts 20% and those 24.7% were 

51 



unemployed. The survey result a lso showed that 8.2% and 7.1% of the 

respondents were farmers a nd x-military in that order. It is true that 

employees a nd owners offer technical capability to the enterprise 

depends not only on his (her) prior experience as entrepreneur but also 

on the training background both in the formal in the formal education 

and technical education. 

4.2 Business Characteristics of MSEs 

4.2 .1 Respondent's business inception period 

The survey data below reveals that out of the total 85 respondents, only 

20°,{) of the en terpri ses started their business before the year 2003, 

while the rest 80% of them after 2003. That is, 30.6% started between 

the year 2004 - 2006, and about 49.4% of the enterprises business 

inception period was 2007 - 2008. This implies that since the recent 

five years there seem better opportunity or condition of entry for the 

potential entrepreneurs to business activities and MSEs have 

a larmingly nourishing in the study a rea . This result may indicate the 

m creasmg focus of the government on MSEs development and 

infrastructural development in the areal region. 
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Table 4.6 Year of business establishment 

Year No . Percent 

Before 1998 4 4.7 

1999-2003 13 15.3 

2004-2006 26 30.6 

2007-2008 42 49.4 

Total 85 100 

Source: Survey data 2008 

4.2.2. License entitlement status of target MSEs 

Gen erally, during the survey time, about 81 percent of the tota l 

respondents had legal business licenses, while the rest 18.8 percent 

were operating their businesses without having legal licenses. When we 

see by activity type , 75% of the MSEs entrepreneurs operating metal 

and wood works, 64.3% in coffee & juice, 87.5% in beauty saloon, 70% 

in tyre repair & garage, and 92% in restaurant activ ities have license. 

Furthermore, a lmost a ll of the not licensed businesses ages of 

establishment were less than two years. This shows the Humera Trade, 

Industry and MSEs office do not properly control and register the new 

business entra nts. 
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4.2.3. Respondents' reasons to choose the current 

business 

Why and how the MSEs owners s tarted the current business is another 

im porta n t question that the operators were asked. The ta ble 4.2.2 

sh ows why MSEs own ers got into th eir respective specific business 

ac tiv ities. 

As we ca n see in the table below 30.6 % of the respondents replayed 

tha t their preferences emanated from high profit expectation . The other 

27% MSEs reason to establish their current bus iness was because of 

having skill and previous exper ience in related ac tivity. Business star t 

up ca pita l requirement was also a noth er reason for the 18.8% owners . 

La ck of better alternatives and business transferred from family 

constitu te 16.5% a nd 7. 1 % respectively. 

Table 4.7 Reason s to choose the curren t business 

Reasons No. Percent 

Thou ght would be profi table 26 30 .6 

Skill / experience in related activity 23 27 

Ca pita l requirement matched with the 
money I h ad 16 18.8 
No a lternatives 14 16.5 

Trans fer fro m parents / relatives 6 7 .1 
Total 85 100 

Source: Survey data 2008 
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Thc first rcason s ugges ts that ma ny MSEs picked their choice of 

curren t bus inesses were based on con sideration of better profit in that 

activity. The second reason a lso suggests th at their choice was based 

on compara tive advan tage on skills and previous exper iences . On the 

oth er hand, from th e third reason, a good number of MSE operators got 

in to th e specific business by ma tching their limited capital with initial 

capita l require m en t , and as activities of last resort by individuals 

searching for ways to sustain them selves . 

4.3. Work premise situation and input availability 

The survey questionnaire was a lso asked ownership of the working 

premise tha t is currently operating. As a result, a significant proportion 

(70.6 percent) of the respondents, reported th a t th eir operating work 

premises were ren ted from individuals and 7.0 percent were rented 

from government. On thc other hand, those opera ting in their own work 

premise and family own ers accounts 13% a nd 9.4% respectively 

Table 4.8 Work premise owner ship of MSEs 

Ownership No. Percent 

Rented from private 60 70.6 

Own wo rk p lace 1 1 17.0 

Family owners 8 9 .4 

Rented from government 6 7.0 

Tota l 85 100 

Source: Survey data 2008 
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Regarding to the business premlse rent, about 44.6% of the total 

respondents paying monthly rent between 500 - 1000 Birr and 14.8% 

of the total number were monthly paying more than 1000 Birr. The 

other proportion 13.5% and 27% of the target respondents monthly 

paying between the ranges 100 - 300 Birr and 30 1 - 500 Birr 

respectively. Table 4.3.2 a lso revealed that near 60% of the target MSEs 

were paying monthly more than 500 Birr for work premise. 

Table 4.9 Range of monthly business premise rent payment 

Rent in Birr No. Percent 

100-300 10 13.5 

301-500 20 27.0 

501-1000 33 44.6 - - ~ 

> 1000 1 1 14.8 

Total 74 100 

Source: Survey data 2008 

The respondents were also asked whether they have access to enough 

inputs. The result is presented in the fo llowing table: 
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Table 4.10 Assessment on the availability of enough inputs in the area 

Yes No 

Business type 
No. % No. % 

Meta l & wood works 8 40 12 60 

Coffee & juice house 1 1 78.6 3 21.4 
Beauty salon 9 56.3 7 43.7 

J::yre repair & garage 3 30 7 70 
Restaurant 17 68 8 32 
Total 48 56.5 37 43.5 

Source: Survey da ta 2008 

As it can be seen in Table 4.10, slightly more than half (56.5%) of the 

tota l target MSEs answered as they obta in enough inputs in the a rea; 

while the remaining (43.5%) MSEs responded no enough inputs in the 

area. In regard to the type of business activity, 78.6 percent of MSEs 

engaged in coffee & juice business activity responded that, they can 

obtain enough inputs from the market in their surrounding, followed by 

68 percent of MSEs operating restaurants which have that access. 

On the other h and, those businesses necessarily use industrial inputs 

do not obtain enough inputs from surrounding m arket. The survey 

result revealed that only 40% of the metal & wood work operators and 

30% of the tyre repair & garage operators indicated that they get 

enough input availability. Thus, the MSEs that use agricultural 

material inputs for the operations have better input ma rke t access from 

their locali ty a nd its surrounding a reas than those who use industria l 
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4.4. Performance of MSEs 

The performance of an enterprise can be evaluated in terms of 

profitability, productivity, sales volume, expansion rate, employmen t 

contribution, e tc. But it is costly a nd time consuming to undertake a 

detail assessment of all variables related to performance. Therefore, this 

paper is limited to see the performance of MSEs, in terms of 

em ployment contr ibution, capital level, income level a n d welfare statu s 

ofMSEs. 

4.4. 1. Employment contribution of MSEs 

The MSEs in the stu dy a rea were assessed with respect to their 

employment generation. In this topic the combination of workers 

e mployed, cd ucation levels of the employees, and the average number 

of employees is discussed below. 

Table 4.11 Terms of employment in the MSEs 

Type Of Employment No Percent 

Permanent 39 12.5 

Temporary 213 73 .7 

Family (w /0 cash payment) 37 12 .8 

Total 289 100% 

Source: survey da ta 2008 
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As it can be sh own in ta ble 4.11 a bove, during the survey t ime there 

were 289 perso ns employed in the total 85 enterpri ses. From which the 

greatest p roportion (73 .7%) of the total hired workers were temporary 

employees. whereas, the res t 13.5% and 12.8% were permanent 

employees and unpaid family workers respectively . Note that, the 

permanent employees indicated in this study are those paying monthly 

income tax (payroll tax) to the tax authority. 

Table 4.12 shows that the total number of employees (excluding the 

owner) hired by the MSEs during the survey time. The mea n number of 

employees pe r business activity was 3 .2 1 persons. More over when we 

examine each activity separately, the MSEs wh o operating restaurants 

were a bsorbed a higher average of employment (4.88 person s per each 

enterprise). Tyre repair and garage, meta l and wood works, and Beauty 

saloon have also good employment contribution which accounted 

average of 3 .7, 3 .15& 3 .06 person s per each en te rprise . The least 

employment contribution was observed in coffee and juice house 

bus iness activity wh ich was l.28 persons . 
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Table 4. 12 Average number of employees by business activ ity 

Average No. of 

Business Activity Frequency percent Employees 

Metal and Wood works 63 21.7 3. 15 

Coffee and Ju ice House l 8 6.2 1.28 

Beau ty saloon 49 17 .0 3 .06 

Tyre repair a nd garage 37 12.8 3.7 

Restaurant 122 42.2 4.88 

Total / Average 289 100 3.21 

Source: Survey data 2008 

Furth er more , the study also assessed the employees' education, sex 

a nd age. In regard to employees' education levels, more than half of 

them were reported to be educational levels of less than grade 8 . 

Whereas, a bout 27 .2% were between grade 9 - 12, a nd only 4.3% of th em 

have certificate. In general the MSEs a re playing their role of generating 

employment a nd absorbing a la rge number of work forces as compared 

to big enterpri ses. Beside the contri bution of MSEs in creating 

employment fo r women is considerable, accounting fo r 37.3% of the 

total employment gen erated . 

The employees were a lso assessed by age. The da ta shows that , more 

than half (52.2%) of the employees are between 21-30 years of age. the 

rest 29 .8°/', & 18% of the employees are in the age levels of 15-20 & 3 1-

40 re s pec tively. There was no employee repo rted with age of greater 

than 40 years old. 
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Table 4,13 Employees distribution by age 

Age category No Percent 

15-20 86 29 ,8 

2 1-30 151 52,2 

3 1-40 52 18,0 

>40 0 0 

Total 289 100 

Source: survey data 2008 

4.4.2. Capital and income status of MSEs 

Table 4, 14 su mmanzes that range of start u p capital and current 

working capital of the sample MSEs, The data finding revealed th at 

about 44 ,8% of the sample MSEs star ted their business with less than 

5000 Birr capital. In li ne with th is, 28,2% and 18,8% of the MSEs had 

starting capita l of Birr 5000- 10,000 and 10,000-20,000 respec tive ly , A 

very small proportion (8 ,2%) of the MSEs reported that their star t u p 

working capital were in between the range of 20,000-50,000 Birr , 

whereas no one was observed with more than 50,000 Birr initia l 

capital. 
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Table 4. 14 Ra nge of star t up a nd curre n t capi ta l of MSEs 

Start up capital Current capital 

Range of Cumulative Cumulative 

Capital No % percentage No % percental~e 

0-1000 2 2.4 2.4 - - -

1001 -5000 36 42 .4 44 .8 25 29.4 29.4 

500 1- 10 .000 24 28 .2 73 .0 19 22.4 51.8, 

10.00-20.000 16 18.8 91.8 20 23.5 75.8 

20.001 -50 .000 7 8.2 100 15 17.6 92.9 

>50 .000 - - 100 6 7.1 100 
-

Source: s urvey da ta 2008 

Rcga rd less th e ages of enterprise and amount of capita l, generally, their 

capital shows an increasing trend. For instance no one reported with 

less th an 1000 Birr current capital and 7.1% of the samples have 

reached to capita l of more tha n 50,000 Birr. Moreover, the number of 

MSEs who own capital of 20,000-50,000 Birr currently (at Survey time) 

has grown from 8.2% to 17.6%. It is believed that one of the reasons for 

capital growth of MSEs is a n increase in purchasing power and demand 

of the society. The economic activity of Humera town dominantly drives 

by the amount of ha rvest a nd price of sesame and sorghum. In the past 

five years the total production and prices of these products have 

increasin g from year to year. Therefore this circumstan ce may be the 

cause for that capital growth of MSEs . 
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Table 4, 15 Monthly net income of MSEs 

Birr Frequency Percent 

< 500 4 4,7 

50 1- 1000 36 42.4 

1001-1500 29 34, 1 

1501-2000 11 12,9 ,. ' 

2001-5000 5 5 ,9 

Total 85 100 

Source: survey data 2008 

The survey result in table 4, 15 shows that significant proportion of the 

MSEs (42.4% and 34, 1 %J overage monthly net income were reported in 

range of BilT 501 - 1000 a nd 100 1- 1500 respectively In addition the 

percentage of MSEs who obtain net income of 1501-2000 Birr and 

2000-5000 Birr per month account 12,9% and 5,9% in that order. In 

regard to type of business the h ighest amount of average monthly net 

income was reported in restaurant, followed by garage a nd metal and 

wood works, The restaurants in Humera town have better market 

access, because a large number of laborers flow for searching daily 

works, 
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4.5. Source of Capital 

MSEs n eed fina nce to invest in new equipm ent and machineries, reach 

ou t to new m a rkets a nd p roducts, a n d cope with temporary ca s h flow 

s hortages as we ll as to innovate a nd expand their bu sinesses. The 

en terpri ses may use different types of sources of fi nance. However, the 

m alll sources such as own savings, fund from family or relatives , 

p ri vate mo ney len ders, m ic rofina n ce a nd ban ks were observed in thi s 

s tudy . Accordingly th e sample MS Es were asked whether they ever 

u sed th ese sources a n d receive credi t form each of the a bove lis ted 

sources of finance III their operational period. Th e result have 

su m marized below. 

Table 4 .16 Source of finance u sed by MS Es 

Source of finance Frequency Percent 

Own saving 69 8 1. 2 

Family / re latives 33 38 .8 

Dedebit Microfinance 29 34 .1 

Private m oney len ders 16 18.8 

Banks 0 0 

Source : Survey data 2008 

Own saving is the domina n t source of bus iness finance wh ich is u sed 

by 8 1.2% o f th e MSEs surveyed . Families/ relatives and Dedebit 

mic rofi nance institu t ion h ave a lso a s ign ificant con t ribution in lend ing 

64 



business finance for MSEs, they accounted 38.8% and 34 .1% in that 

order. It can be noted that, a good proportion of the MSEs (18.3%) were 

received c redit from private money lenders, where as no one of the 

res pondents u sed bank as a sou rce of finan ce . The constraint that 

inhibits the MSEs for bank cred it is lack of collateral. Therefore, the 

banks should evaluate their credit policy and /or its way of 

implementation in special focus of MSEs. 

4.6. Business Growth Strategy and Training Needs of MSEs 

In genera l every business enterprise has its own mission and purpose 

of existence , but a ll works towards profit . In this study, it is tried to 

:lssrss Ih .. gr n cr: il gl·ow lil sl r:li.cgy of lil e S: lIllPlc MS I~ s parlicu larly In 

terms of their habit of keeping business recordin g, their business 

strategy and main factors for business growth, a nd the type of the 

training they and/or th eir employees need . 

4.6.1 MSEs habit of business recording 

The fo llowing table 4.17 revealed that, 80% of the total respondents 

claimed that they do not keep separate business records, whereas only 

20% of the sample enterprise was applying the system standard of 

business recordings. 

Note: The recording system accep ted in this study is, any method of 

recording that shows daily, weekly or monthly sales, expenditure and 

profit of the business. 
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Table 4.17 MSEs habit o f keeping se pa rate bus iness recording 

Yes No 

Business activity No Percent No Percent 

Meta l and wood work 2 10 18 90 

Coffee &Juice house - 0 14 100 

Beauty sa loon 9 56.3 7 43 .7 

Type of repa ir a nd garage - 0 10 100 

Restaurant 6 24 19 76 

Total 17 20.0 68 80.00 

Source: Survey data 2008 

When we see the practice of keeping separate business records by type 

of business a ctivity, more than half (56.3%) of the entrepreneurs who 

own beauty saloon businesses have better habit of keeping business 

recordings and about one-fourth of the restaurant owners were also 

eXe rC1Sll1g business recording in their daily business transaction, 

followed by m e tal and wood works which accounts 10% of their counter 

parts. No one of the sample MSE, owners who ran coffee and juice 

house as well as tyre repair and garage businesses were recording their 

transaction. In general the major ity of the MSE, owners did not record 

thei r dai ly or monthly expenditures and sa les. There fore, th e regional 

and woreda MSE, office and other supportive institution should 

coordinate tra ining to fi ll this gap . 
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4.6.2. Business growth strategy and training needs of the 

MSEs owners 

The respondents were a lso asked whether they have or not business 

growth strategy manner in the next three years and to indicate the 

strategy in s pecific manner. Accordingly, the m ajority (90.6%) of the 

MSE, answered as they have a growth s trategy. Where as a small 

number of them (9.4%) were pla nned to s hift in to othe r business type . 

Table 4.18 Owners' business strategy for next three years 

Type of the strategy Frequency Percent 

Increase skilled employees 3 1 36 .5 

Improving product/ se rvice quality 6 2 72.9 

Add n ew type of produc t 25 29.4 

Introduce/ add ncw machineries 19 22.4 

Shift to other business 8 9.4 

Source: Survey data 2008 

The mos t selected business growth strategy was improving product 

quality which con s ti tutes 72.9%. In addition II1crease skilled 

employees, adding new product type and introduce /adding new 

m achineries were also indicated a s next three years business strategy 

by 36.5% , 29.4% a nd 22.4 responden ts respectively. 
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Training is one of the essential ele ments for MSEs growth and 

developmen t as well as for success of the ir s trategy. Therefore, the 

study tried to assess the training need s of MSEs owners and for th eir 

employees. 

Ta ble 4.19 Main training needs of MSEs 

Type of training Frequency Percent 

Book keeping and finan ce related 62 72.9 

Technical skill 59 69.4 

Marketing Management 35 41.2 

Other 18 21.5 

Source: own su rvey 2008 

The table 4.19 summarized the mall1 training needs ind icated by the 

sample MSEs . Book keeping and fina nce related training is mentioned 

by 72.9% of the owners as a main training need for themselves and 

their employees. Technical skills and marketing management are also 

significantly selected by 69.4% and 41.2% respondents respective ly 

fo llowing bookkeeping. In addition to these th ree types of trainings 

mentioned above, other trainings such as health and sanitation are 

a lso cited by 2 1.5% MSEs. 
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4 .7. Business Support Opportunities 

Small busin ess assistance e fforts a re characterized by multiple offices 

and serving in many aspects . The government assistance to MSEs may 

h ave three main categories a iming at: sponsoring dynamic and 

innovative new s ta rt-up ventures, maintaining a nd strengthening the 

existing small businesses and las tly widenin g s ma ll business 

opportunities. To this effect the government h as adopted a separate 

policy s ta tement for MSEs a nd set up departments in over a ll charge of 

industry and a h ost of institutions dealing with or extending support to 

MSEs. 

The sample MSEs were asked whether they obtain any support by 

government or other s takeholders institutions during their course of 

bus iness operation. The following table presented the source of 

business support obtained by sample MSEs at their business start up 

period or after. 

Table 4 .20 Business support obta ined by MSEs 

Type of support Frequency Percent 

Training 32 37.6 

Credit 29 34.1 

Work place 15 17.6 

Reha b ilitation fun d 9 10.6 

Market free of com petiti on q 10.0 
____________ L-____________ ~ ___________ J 

Source: su rvey data 2008 
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As looking at the result obtained form the respondents' answers to the 

structurec! question , 37.6% of them obtained any kind of tra ining from 

government or other institutions. The MSEs who used credit service 

and got work place constitute 34.1% and 17.6% respectively. The 

supports of rehabilitation fund and market arrangement free of 

competition a lso cited by 10% respondent each. 

In gene ra l, the study result revealed that the overall MSEs supporting 

activity of the town is poor. So the concerned suppor tive institution 

should strengthen their activity to grow and develop the enterprises . 

However, the support should be based on proper study that identifies 

their r ight needs. 

4.8 Major Constraints of MSEs 

MSEs constitute the bulk of private sector 111 cities and towns of 

Ethiopia as well as in Humora (the study area). As we seen in this 

study's previous analysis, they have tangible contribution in improving 

welfare and creating (absorbing) employment especially for the young 

age group. In general they have significant role in the overall economic 

development of the town. 

However, the MESs often complained that their further promotion and 

development are constrained by various factors of problems. The 

detailed discussion and analysis on the most crucial and major factors 

constrainin g the promotion and development of the MSEs in Humera 

town are presented below. 
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The respondents were asked to rank th ree major constraints th at are 

h ampering their current opera tion . More than half of the respondents 

(44.7%) has cited infrastructura l related problem (such as electric , 

water a nd telephone services) as the firs t serious problems confronting 

their current operation . 

Table 4.21 cu rrent problems of MSEs in rank 

Type of problem Rank in number and percent 

lSI 2nd 3rd Total 
-

Ini"rastructural relatcd problcms 

(e lectri city , telephone road, water etc) 38(44.7) 26(30.6 14( 16.5) 78(91.8) 

Shortage of work ing capital 23(27) 24(28 .2 29(34. I) 76(89.4) 

Lack / inconvenient work premise 17(20) 15( 17.6) 5(5 .9) 37(43.5) 

Input pri ce instability 0(0) 13(15.3) 16(18 .8) 29(34) 

Shortage of in puts Ispare parts / 7(8.2) 6(7) 3(3.5) 16(18 .8) 

High leve l of tax - - 9(10.6) 9( I 0.6) 

Increas ing competi ti on - - 4(4.7) 4(4.7) 

Shortage of dema nd for product - 1( 1.2) 2(2.3) 3(3.5) 

Government regulatory prob lems - - - -

Source : survey data 2008 
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In add ition a bout 30.6% and 16.5% of the sample MSEs ranked these 

infrastruc tural related problem s as second an d third se rious problems 

respectively. In sum 91.8% of the sample res pondents have indicated 

this problem in to 1-3nl ra nked problems. 

The su rvey re sult in ta ble 4. 2 1 a bove s hows that, shortage of working 

capital was a lso me ntioned by significant proportion (89 .4%) of the 

sample enterprises . More ove r, its se riou s ness was reported by 27% 

respondents as firs t ra nk problem as we ll as 28.2% and 34 . 1% as 

second and third ra nk respectively . 

Next to the first two major problems frequently mentioned, lack / 

inconvenien t work premise and inpu t price instability were a lso listed 

out wi th the top three m a in problem s facing th e MSEs . Regardless of 

the ranks, lack / inconvenient work promise was reported by 43.5% 

respondents, fallowed by the problem of input price instability which 

constitute 34% of the total. In addition to these three top problems 

m entioned above, a number of respondents also reported th at shortage 

of inputs / spare parts and high level of tax were a lso indicated as 

major constraints by 18 .8% a nd 10.6% MSEs in that order. A very 

sm a ll propor tion of the sample responden ts (4.7% a nd 3 .5%) a lso 

in dicated the increasing competition a nd s hor tage of demand fo r their 

product as current facing problems . None of the sample MSEs was 

compla ined with government regulatory problem s. 
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In general, the first top five problems confronting the MSEs In their 

daily business operation were; 

1. inrrastructura l related problems 

2 . shortage of working capital 

3. lock / inconvenient work premise 

4. input price instability 

5. shortage of inputs / spare parts 

The sample enterpri ses were asked to indicate the degree of constraint 

for each business facility. Infrastructural related problems (such as 

electric power, access to water, work premise and mobile network) were 

one of the assessment areas. The study result shows that 

infrastructural related problems as a major constraints a re indicated by 

majority of the MSEs for electric power, access to water, work place and 

mobile network facilitie s. 

Access to business infrastructural faciliti es are very crucial elements 

for production a nd business operations of enterprises. This is the fact 

that , however, Humera town has not yet interconnected with the 

hydroelectric power of the country. The power access is provided using 

old generator. Moreover the residents complained that, the service is 

providing in shifting system (12 hours per day). In addition , the 

continuous defect of the generator also affecting to continuous power 

interruption. 

In the town access to water supply is a lso in a very poor condition . The 

town is found in a very lower a ltitude, its temperature is ranging from 
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36° C - 46° C. Therefore this high temperature exacerbates the need to 

water consumption. 

premise . When they clarify this problem; the municipa lity did not avail 

a separate product and market areas for each type of ac tivity . 

In regard to capital, it is true tha t a ny bus iness enterprise require some 

amount of initia l and working capital under its start up, operational 

a nd expans ion s tages. Thus the MSEs use different types of sources of 

finance. As it can be seen in ta ble 4 .16 the main sources of finance 

u sed by th e sample MSEs were own savm g and fund from 

families / relatives . Yet, shortage of capita l was ra ised as mam 

constra ints of MSEs business growth and development. Therefore, the 

ba nks should contribute their pa r t in giving reasonable credit to MSEs. 

The problem of in put pnce in s ta bility was a lso me ntioned with the 

main constraints. This incidence was a result of general price 

ins ta bility occurred though out the country in 2008. 

Although these problems a re common for a ll en te rprises, the 

seriousness a nd effect of the constra int di ffer from one activity to the 

other. To assess th ese diffe rences, I conducted discu ssion with five key 

informants selected from each type of bus iness . They clarified that the 

shortage of and continuous interruption of electric power is seriously 

affecting the metal and wood work, bea uly saloon, and tyre repair and 

garage types of ac tivities. In regard to water shortage, it is a serious 

problem especially for restaura nt , and coffe e a nd juice house 
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businesses. But, they said that, the problem of mobile te lephone 

network is common to a ll business activities. 

The oth er issue of discussion with the focus group was the problem of 

shortage of working capita l. They sa id that it is one of the lead ing 

problem s confronting them, but the serious ness and amounts of capita l 

required m ay differ one from the oth er type of business . The other main 

problem is lack / inconvenience of work premise. This problem is very 

seriou s to those operating their business in rent and th is problem is 

aggravated by shortage of electric power. 
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CHAPTER FIVE 

5. Conclusion and Recommendation 

5.1 Conclusion 

Though a multitude of problems generally challenge the operation of 

business activities in the area, the MSEs a re contributing their part 

towards the economic development of the town. For example, they are 

playing an important role in providing jobs a nd income generation to 

many people; they a re satisfying the market demand of the poor as 

MSEs offer relatively cheaper commodities to the market. In addition to 

this, they mobilize fragmented capital of individuals that would remain 

unuti lized. They create wide linkages with different local material 

suppli ers as they modera te ly use loca l mate ria l inputs . Furthermore, 

they increase th e local government 's income through taxa tion. 

Currently the MSEs a re integrated in the deve lopment process of the 

country. The government has formulated specific s trategy, policy and 

packages for development and promotion of MSEs. Accordingly the 

... , 'u"'C> 

credit facilities, trainings and other supports. Despite this fact , the 

study has identified a range of problems tha t are currently challenging 

the operation a nd very survival of MSEs in the a rea. The genera l 

problem s faced by MSEs call for concerned stakeholders to play a 

leading ro le through creating opportuni ties for the en te rpri ses. 
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Th is paper was sought to assess the employment contribution, 

opportunities and constraints of Micro and Small-scale enterprises in 

Humera town. The survey result shows that the absolute number of 

MSEs has growing fast. Their contributi on in generating new jobs a nd 

absorbing ski lled and unskilled work force is significant and promising. 

Their contribution in producing and providing products and services to 

consumers is encouraging. In general they a re playing a good role in 

mobilizing local finance and human reso urce that leads to poverty 

a lleviation and equitable growth. 

The MSEs operating in Humera are dominated by male owners. Almost 

a ll of th e owners and employees a re in the productive age group. About 

90% of the owners' education is greater than grade four and majority 

are in grades 9- 12. Most of the MSEs owners were students and 

unemployed before entering their current business . Better profit 

expectation and having related experience of the owners a re frequently 

mentioned reasons of establishing their current businesses. 

Since the past five years the number of MSEs establishment in the 

town has grown s ignificantly. Majority of the entrepreneurs do not have 

their own work premise so that they a re pay ing high rent. In regard to 

availa bility of inpu ts, the businesses that necessarily use agricultural 

material inputs h ave better market availa bility than those who use 

industrial material inputs. 

The study a lso proved s ignificant growth between initial a nd current 

capital of the MSEs. Moreover, they indicated changes in working 
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capita l; asse t accumula tion , cash de posit , a nd bus iness expansion are 

some of the cha nges made by the MSEs . Their average monthly n et 

income is was 1000 Birr. For majori ty of th e owne rs' source of business 

finan ce is ob~erved own saving, su rpris ingly no one u sed bank as a 

source of bus iness fina nce . 

The MS Es in Hume ra a re a lso very poor in u s ing book keeping. Almost 

a ll of the responden ts have business growth stra tegy ; specifically 

improving product quality is the most frequ ently observed s trategy. 

With regard to t ra ining need, book keeping and technical skill trainings 

a re cited as main training needs for the owners and th eir employees. 

The other issue assessed 111 this study was the activity of supporting 

in s titutions to s trengthen a nd develop the MSEs, in terms of tra ining, 

credit service arrangement, a nd availing work place which were found 

to be very poor. 

Thou gh the general MSEs activities a re encouraged, they complained 

van ou s fac tors of problems that a re constraining their day to day 

activities. Th c most c rucial and lead in g constrai n t revea led by the s tudy 

are infrastructural problems (electric powe r, water s hortage, and mobile 

telephone network problem s are cited in that order). Shortage of 

working capita l was indicated in the second rank con strain t by most of 

the MSEs. In addition, lack/ inconvenient work premise and input price 

ins tability are a lso cited in the third and fourth rank of leading 

constra ints hampering the current operation of MSEs in the s tudy area. 
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5.2 RECOMMENDA TlONS 

The local government and its agen cies need to take the problems faced 

by the enterprises in formulating support stra tegy. A comprehensive 

package of support is n ecessary to address the problems of MSEs. A 

major prerequis ite for the introduction of the support program IS 

strengthening the institutional capacity of Trade, Indus try and Agency 

for MSEs Development Office at woreda levels. Extension services, 

information provision, consultancy and training should be emphasized. 

Ways must be sought to ensure that MSEs bene fit from the services of 

commercial bank, private ba nks and micro-finance institutions. 

The fa llowing su ggestion s are believed Lo help in mitigating the 

problem s of MSEs and create enablin g environmen t to support them. 

).> Tra ining program s on book keeping, marketing, a nd tec hnical 

skill development s hould be developed on a wide scale. 

Simultaneously consultancy and supe rvisory se rvices s hould be 

given con tinuous ly by the MSEs office expe rts . Co mplimentarily, 

progra ms should be arranged which is aimed at sharing of 

experience among the MSEs by the concerned ins titutions. 

).> Creating conducive environment and better li nk between the 

MSEs and financial institu tions (com mercial bank, private ba nks 

and micro-finance) is a lso c rucial. This program could help them 

to mitigate the problem of working capital. 
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:» Creating cluste rs - The MSEs in that area are operating their 

business fragmented. Therefore th e local government should 

c reate clusters. Thi s can he lp to solve the electr ic and water 

problems. Clustering also he lps to overcome the problem of 

location in market area. 

:» The municipality (and its la nd m anagement system) should 

consider work premises for MSEs. This is important for those 

who are operating on high rent premises and new entrepreneurs. 

:» The one stop service center that is aimed to register and support 

MSEs should be strengthened with adequate skilled man power, 

facilities and budget. This can h elp the MSEs to obtain good 

service delivery a nd governance. The local gove rnment should 

facilitate forums of discussion a mong government agencies, 

s takeholders and the MSEs. 

:» One of the constraints in the MSEs is shortage of inputs and its 

price fluctuation. To avoid these problems the governmen t should 

coordinate a nd encourage co-operatives tha t provide input 

supply . In addition market linkages should be developed to make 

the MSEs competent in the market. 
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Questionnaire 

Introduction 

Thi s questionnaire is prepared to explore necessary information about 

the opportunities and constra ints of MSEs operatin g Humera town. The 

samples who a re assigned to give answe r for thi s questionnaire a re 

owners of en terprises . The questionnaire comprises socio-economic 

characteristics of enterprise owners , income and capital status of the 

business, cha rac teris tics of the employees, bus iness supports 

accorded , and challen ges that inhibit the day to day operation and 

further growth of the business. 

1- Name of the interviewer ___ ~ _ __ _ 

2- Da te ____ ~ Time ____ _ 

3- Respondents code _ _ _ ___ _ 

4 - Type of the bus iness ______ _ _ 

5- Na me of the business _______ _ 

A. Personal information 

1- Sex __ _ 

2- Religiol1 ___ _ 

3- Ma rita l status 

A, ma rried 

4- Family s ize 

Age ___ _ 

B, s in gle C, other 

A, 1-3 B,4-6 C,7- 10 

5- Li teracy level of th e en trepreneur 

D , >10 

A, none B, 1-4 C,5-8 
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E, TVET graduate F, college diploma G, degree a nd above 

6- Residen ce of the entrepreneu r before start thi s business 

Region _ _ _ __ _ 

Zone ______ _ 

VV ored a _____ _ 

If oth er country, please specify __________ _ 

7 - Previous occupation before heading this business 

A, unemployed 

B, student 

C, worked as pa id employee 

0, opera ted another s mall business 

E , Farmer 

F, mi litary 

B . Background of the business 

8- Form of ownership 

A, Sole proprietor B, partnership 

9- Business start-up/year of establishment 

Yea r _____ _ Mon thc _____ _ 

10- Legal s ta tus 

A, licensed B, not licensed 

C,other ___ _ 

11 - VVh at was your reason to establish this business? 

A, Skill in this activity 

B, Pa rents/relatives in this ac tivity 

C, Thought wou ld be profitable 
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D, Capital requirement matched what I ha d 

E, Little / no regulatory restrictions 

F , had no alternative 

12- Owners hip of working premise 

A, Own work place 

8, Family own ers 

C, Rented from government 

D, Rented from individuals 

E,Other ______ _ 

13- If your work premise is rented, how much is the ren t per 

month? 

A, < 100 

C, 101-300 

E,30 1-500 

c- Information on employment 

8 , 50 1- 1000 

D, > 1000 

14- How ma ny worke rs does the b us iness currently employ? 

Male Female Total, ___ _ 

15- Number of the workers by age category 

less tha n 15 16-2 0, ___ _ 2 1-30 __ 

31-40 a bove 40, ____ _ 

16- Number of the workers by education level 

illi te rate 1-4 _____ _ 5-8, __ _ 

9- 12, ____ _ TVET certificate, _______ _ 

collage diploma and above, ___ _ 

17 - Employment ch a racte ristics of the workers 

permanent employees, ___ _ 

temporary employees, ___ _ 
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Family members without pay ment _____ _ 

18- How much is the maximum and minimum monthly wage of the 

workers? 

Minimum _____ Birr Maximum ______ Birr 

D- Product and market assessment 

19- Where is the most source of your business inputs? 

A, Western zone Tigray 

B, Other zones of Tigray 

C, Ama ra region 

D, Sudan 

F, Addis Ababa 

G, Other ___ _ 

20- Do you obtain enough inputs for maximum produc tion? 

A , Yes B, no 

21- If your answer in No . 2 0 is no , specify the 

reasons __________ . _ __________________ _ 

22- How do you evaluate the demand for your product? 

A, more tha n enough B, Enough 

C, Low 0, Very low 

23- If your answer in No. 2 2 is "low" or "very low", please specify the 

reasons? ______________ _ ___________ _ ___ 

24- What is your evalu a tion about the change in your products' sales 

volume over the last 12 months? 

A. Significantly increased 

B. Slightly increased 
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C. No c hange 

D. S lightly declined 

E. Significantly declined 

25- If your answer in No. 24 is (either 1 or 2), s pecify the reasons 

26- If your answer in No. 24 is (either 3, 4, or 5), specify the 

reasons, ____________________________________________________ __ 

27 - Have you m ade any progress after you start this business? 

A, Yes B,No 

28- If your answer in No . 27 is "yes", which of the fallowing have you 

succeed? 

o Save money 

o Build res idence house 
o 

Build work premise 

o Business expansion 

o Establish other business 

If any other, please s pecify ______________________________ _ 

29- If your answer in No. 27 is "no", please specify the reasons 

shortly __________________________________________________ _ 

30- Are you planning to expand/ develop your business in the next 

three years? 

A, Yes B,No 
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3 1- If your answer in No. 30 is (2. no), which of the following are the 

reasons for not doing so? 

o market not growing 

o planed to shift in other business 

D lack of growth capital 

o risk in price instability 

other ________________________ __ 

32- If your answer in No. 30 is (1. ye s) , which of the fo llowing are you 

bu s iness expansion/ development strategy? 

1- Increase in existing product volume 

2- Improving th e existing product 

3- Adding n ew product type 

4- Adding new machinery or work prem ise 

33- Do you follow formal accounting recordin g sys tem for the business 

transaction? 

A, Yes B,No 

34- If your answer in No. 33 is (2. no), what is the 

reason? ____________________________________________________ __ 

35- What a re the main factors that a re vitally importa nt for your 

business growth? Please specify only four in their ranking order 

1- Fin a ncial credit 

2 - Skill improvement training 

3 -Business and financia l management training 

4- Suitable product market 

5- Available in pu ts 

6- Marketing information 
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E. Training and tax information 

36- Have you or your employees ever received training? 

A, Yes B, No 

37 - If your answer in No. 36 is ~, what is the type of training 

received? 

1- Skill tra ining 

2-Marketing management 

3- Fina n cia l management 

4-0ther __________________________________________ __ 

38- Specify and rank three main training needs for you a nd your 

workers: 
1. ____________________ __ 

2. __________________ ___ 

3 . ____________________ __ 

39- Please indicate the office if you' ever receive any support. 

Office name Type of s upport Year 

1. Trade, indus try and MSEs 

2. Finance and Economic Dev't 

3. Woreda administration 

4. Womens' affairs 

5 . Youth a ffa irs 

6. Municipality 
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7. TVET 

8. Dedebit micro finance 

40- How much do you know a bout Lhc taxat ion sys tem? 

A, Know well B, Confuse about 

C, know little D, Do not know 

41 - What is your evaluation on th e fairn ess of taxa tion in this town: 

A, Fa ir B , Moderate C, Unfair 

F. Information on business capital 

42- How much was your business initial capita l? 

A, 100-1000 

B, 1001 -5000 

C,5001-1O,000 

D, 10,00 1-20 ,000 

E, >20,001 

43- What wa s the source(s) of your business star t-up capital? 

A, Own saving D, Sale of property 

B, Transfer from family E, Credit from ba nk 

C, Individual money lender P , Dedebit micro-finance 

44- Have you ever obtained credit from DECSI a fter yo u s tarted the 

business? 

A, Yes B , No 
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45- If your answer in No. 44 is yes, fo r wha t purpose do you used the 

credit? 

A, For business expansion 

B, To build res idence 

D, For other business 

E, Other ____ _ 

C, For food consumption 

46- If your answer in No. 45 is no, wha t is th e reason for not use of 

credit from DECS I? 

1- High interest rate 

2- Lack of collateral 

3 - Fear of ina bility to repay 

4- No need for credit 

5- I have credited from priva te money lenders 

6- Process too difficult 

7 - I do n ot have a n y information about DECSI credit 

8- Re ligious barrier 

47- Currently how much is your busine s s a verage mo nthly n e t income? 

0< 100 0 1001 - 1500 

0 101-500 

0 501 - 1000 

0 >5000 

o 1501-2000 

0 200 l -5000 

48-How much is your busin ess current capital? 

0<1000 0 10,001 -20,000 

o 1000-5000 

0 500 1-10,000 

o 20,001 -50,000 

0>50,000 

49- Where do you save your money? 

o In DECSI 0 At home 

o In bank 

o lqub 

o other ____ _ 
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G· General problems assessment 

50· Marke t and product re lated problems 

Item description No pbm Minor pbm 

Inadequate input 

Shortage of 

demand 

Market information 

Price instability 

Market competition 

5 1· Tax and licence related problems 

Description No pbm Minor pbm 

Tax rate 

Tax 

administration 

Getting licensed 

Licence renewing 

52· Infrastructural related problem s 

Description No pbm Minor pbm 

Electric su pply 

Water supply 

Work premise 

Telephone access 
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53- Capital and credi t relat.ed problems 

Description No pbm Minor pbm Major pbm 

Shortage of 

capita l 

Access to bank 

credit 

Lack of collateral 

Credit ins titution 

bureaucracy 

54- Management and work force related problems 

Description No pbm Minor pbm Major pbm 

Skilled personnel 

Employees sala ry 

Manageria l skill 

Book keeping 

system 

55- Please lis t out three ma in problems tha t are currently hampering 

your operation . Please ra nk them according to thei r we ight of 

cons tra ints ; 

1
st 

_ --------------------------

2nd . _--------------------------
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56- What is your advice for MSEs development and promotion tha t can 

be done by the gove rnmen t ins titutions, other stakeholders and the 

MSEs? Please s pecify 

THANK YOU VERY MUCH 
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