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ABSTRACT 

Governance and Upgrading Practices of Micro and Small Scale Clothing Enterprises in 

Valne Chain: The Case of Addis Ababa City 

Amanuel Kussia 

Addis Ababa University, 2012 

In developing countries like Ethiopia, the role of micro and small enterprises in addressing" 
poverty reduction and economic growth goals is indisputable. However, in Ethiopia, this 
sector is commonly challenged by many constraints such as inadequate working capital, 
limited access to market, lack of product diversification, insufficient technical and design 
skills, lack of infrastructures, and limited innovation and technological capabilities, among 
others. Nonetheless, several studies conduct so far in the areas of micro and small 
enterprises in general and in clothe producing enterprises in particular are often overlooked 
the analysis of value chain structure and its dynamics in the course of identifYing the 
opportunities and constraints faced by these enterprises. It is in light of this that this study is 
instigated to look closer into the analysis of value chain with the purpose of identifYing 
factors that enhance or hinder upgrading practices of clothe producing enterprises. This 
study examines key elements of value chain structure and its dynamics based on survey 
covering 121 randomly selected clothe producing enterprises in four " sub cities of Addis 
Ababa. For the purpose of data triangulation, 50 buyer firms and 20 input suppliers were 
selected by using random and snowball sampling techniques. 34 interviewees were also 
purposely selected from different categories of value chain participants and supporting 
institutions outside the chain. Data analysis was done using descriptive statistics, a logistic 
regression analysis, and content analysis methods. Results show that both micro and small 
enterprises adopted some sort of strategies to upgrade their process and product although 
their functional and channel upgrading practices are found low. The study also indicates that 
value chain in which micro and small scale clothing enterprises have been participating is 
highly fragmented in terms of linkages between value chain actors and is challenged by 
numerous upgrading discouraging factors. It is recommended that supporting institutions, 
policies, and programs that aimed at sustaining clothe producing enterprises; therefore, 
need to focus on enhancing collaborative and mutually beneficial linkages between firms 
participating in the value chain. 

Keywords: MSEs, value chain structure, value chain dynamics, governance, upgrading, 
linkages 
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CHAPTER ONE 

INTRODUCTION 

1.1 Background of the Study 

Ethiopia is one of the poorest countries in the world with Gross National Income (GNI) per 

Capital of390 US$ (The World Bank, 2010). As such , povel1y has been its prominent feature 

for several decades. According to the stati stics of UN ICEF, 39% of the country's population 

is li ving below international poverty line of US$ I .25 per day (UN ICEF, 20 10). And so, the 

govelllment of Ethiopia has identified this ugly dil emma as precedence problem of the coun­

try and geared its effort towards the mitigation of thi s hurdle. In view of that, the government 

has set development objecti ve which states "Ethiopia 's overriding development objecti ve is 

to ach ieve inclusive, accelerated and sustained economic growth to eradicate poverty" (Afri­

ca Development Bank Group, 20 II). To achieve thi s objective, the government has fonnu­

lated different strategies in its Sustainable Development and Poverty Reduction Program 

(SDPRP); Poverty Reduction Strategy Program (PRSP); A Plan for Accelerated and Sus­

tained Development to End Poverty (PASDEP); and recently The Growth and Transfo l111 a­

tion Plan (GTP) documents. In all of these documents, onc of thc most emphasized strategies 

to all eviate poverty is associated with estab li shment and development of the micro and smal1-

scale enterprises (MSEs). 

This shows that the govel11ment of Ethiopia has recognized the contribution of MSEs to the 

economy and has given serious attention to their development. Particularly, in 1997 the first 

national micro and smal1 enterprise (MSE) development and promotion strategy was devel­

oped by the Ministry of Trade and Investment so as to enlighten a systematic approach to al­

leviate the problems of MSEs and promote their growth. The government has al so recently 

(in 20 II) revised development and promotion strategy of MSEs. Based on these strategies, a 

multitude of govel11mental and Non-Govel11mental Organizations have directed their effo l1s 

and resources with the aim of spiraling MSEs. Likewise, Addis Ababa city administrati on 

has showed its commitment to enJlance MSEs in the city. As a resu lt, it developed a local 

strategy and established an institution cal1ed Addis Ababa Micro and Small Enterprise De­

velopment Agency which has given the responsibil ity of strengthening these enterpri ses. The 
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general objective of the strategy is to create an enabling environment for the development 

and growth of the MSE sector in Addis Ababa. 

The focus of both federal government and Addis Ababa city administration in MSEs has 

been in the areas of textile and garment, metal and woodwork, food processing, construction 

work, and municipality serv ices that can be cited as best practices (MoFED, 2006). Particu­

larly, textile and garment sector has attracted the attention of government due to its potential 

of export and contribution to domestic economy. The sector is the largest manufacturing in­

dustry in Ethiopia. It also involves the large numbers of artesian enterprises producing trad i­

tional Ethiopian-style clothes (http://www.ind ianembassy.gov.et). Therefore, one can argue 

that the attention of the government to this sector is apt since the economic history of the 

world shows that the clothing and textile industry played an important role in the industrial i­

zation of to day's developed countries and has been playing similar role in economies of de­

veloping countries as well. Particularly, this is owing to the industry's unique characteristics 

of being labor intensive and its links with other sectors of the economy such as agriculture 

(Loop, 2003). 

According to Addis Ababa city administration Micro and Small Enterprise Development 

Agency (AAMSEDA) report (2011), there are about 2349 micro and small scale textile and 

garment enterprises in Addis Ababa. However, majority of them are found unproductive 

(JMCS and AAMSEA, 2010). Different constraints have been identified as challenges for the 

fruitfulness of MSEs. These core challenges include: limited access to market, lack of prod­

uct diversification, non availability of working capital, inadequate skills with respect to tech­

nical and design matters, limited innovation and technological capabilities, and lack of infra­

structures (JMCS and AAMSEA, 2010; Ali, 2007). 

Literature indicates that in today's increasingly global economy, MSEs are not best studied in 

isolation (PietrobelJi & RabelJotti, 2006; Bloom D. et al. 2007). Rather, it is often more fru itful to 

examine MSEs as part of the value chains in which they belong (Bloom D. et al. 2007). Ac­

cording to Meyer (2007) value chain is the full range of activities and services required to 

bring a product or service from its conception to its end use. UNIDO (2009) describes value 

chain analysis as the identification of chain actors at each stage of the chain and discerning 

their nlllctions and relationships; determining the chain governance or leadership, to facil itate 
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chain formation and strengthening; and identifying value adding activities in the chain and 

assigning costs and added value to each of those activities. 

Since MSEs provide income to large numbers of poor people throughout the developing 

world, widespread participation of MSE in productive and competitive value chains offers 

significant opportunities to increase the income of the poor (Dunn et al. 2006). One of the 

means through which MSEs can enhance the competitiveness of a value chain, and thus con­

tribute to economic growth is upgrading. According to Campbell (2008) factors which facili­

tate upgrading process include a clear market opportunity, a supportive enabling environment 

and the availability of critical services including finance, technology and information. 

Therefore, the researcher believes that this study will contribute a lot in generating a signifi­

cant amount of baseline information on the issue under investigation and could serve as a 

frame of reference for strategy and policy-related decisions taken by the government and 

other stakeholders. 

1.2 Background of the Study Area 

Addis Ababa is the capital and largest city of Ethiopia. Due to its historical, diplomatic and 

political significance for the African continent, Addis Ababa is often known as "the political 

capital of Africa." And so, the previous OAU which is replaced by the African Union (AU) is 

headquartered in Addis Ababa. The United Nations Economic Commission for Africa, The 

Federation of African Societies of Chemistry (F ASC) and Horn of Africa Press Institute 

(HAPI) have their headquarters in Addis Ababa as well. 

Based on the 2007 census results, the city has a total population of2,738,248, consisting of 

1,304,518 men and 1,433,730 women and encompasses 22.9% of all urban dwellers in Ethi­

opia (CSA, 2007). It is the country's commercial, manufacturing, and cultural center. Indus­

trial facilities are concentrated around the city, depend heavily on agricultural inputs and 

primarily serve the domestic market. In the city there are manufactures include footwear, 

clothing, asbestos and metal products, processed foods, cement, and plywood. Flourishing 

handicraft industries produce leather, metal, and textile goods, are traded along with the agri­

cultural produce, such as coffee, tobacco, and dairy items and imported garment items, in the 

vast open-air market known as the Mercato (the largest market in Africa). 
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1.3 Statement of the Problem 

Nowadays, it is generally acknowledged that micro and small enterprises (MSEs) have been 

playing a critical role in addressing both poverty reduction and economic growth goals of 

developing countries. Due to these, their significance both at national and international m i­

lieu is undeniably increasing. Hence, in majority of the countries, MSEs· are considered as 

engine of economic growth not only because they generate employments, meet the national 

demand, generate tax revenue, increase the exports, and create wealth but also they constitute 

the largest percentage of firms in economic activity. 

For example, the U.S. Department of State cited in Goldmark and Barber (2005) reported 

that firms of five or fewer employees account for half of the non-farm workforce in Latin 

America and more than 65 percent of the non-farm workforce in Africa. According to the 

report, in Asia as a whole, micro, small, and medium-sized enterprises (MSMEs) account for 

more than 90 percent of all firms outside of the agricultural sector (and typically more with­

in) and generate a significant proportion of export earnings (Goldmark and Barber 2005). 

Likewise, micro, small and medium-sized enterprises (MSMEs) have been playing a central 

role in the European economy. For instance, European Commission notes that MSMEs are a 

major source of entrepreneurial skills, innovation and employment. In the enlarged European 

Union of 25 countries, some 23 million SMEs provide around 75 million jobs and represent 

99% of all enterprises (European Commission, 2005). 

Tn Ethiopia, micro and small scale enterprises (MSEs) form the bulk of the private sector as 

well. For example, according to the survey conducted by Central Statistical Authority (CSA, 

2003), there are about 570,000 MSEs, of which 99.4% have fewer than ten employees and 

account for 88.2 percent of private sector employment. Moreover, the authority revealed that, 

an average micro-enterprise has a capital of Birr 3,528, a yearly production value of Birr 

2,300 and an annual surplus of Birr 1,300. As far as small industries concerned, it is found 

that they are significantly productive and profitable than micro-enterprises, though very small 

in number, with an average of slightly more than three employees, 18,934 birr annual operat­

ing surplus, capital of birr 38,554, and production value of birr 68,800 (CSA, 2003). 
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Nonetheless, a number of recent studies have pointed to such factors as (i) unfavorable legal 

and regulatory environments and, in some cases, discriminatory regulatory practices; (ii) lack 

of access to markets, finance, business information; (iii) lack of business premises (at afford­

able rent); (iv) low ability to acquire skills and managerial expertise; (v) low access to appro­

priate technology; and (vi) poor access to quality business infrastructure, (vii) inequality in 

tax administration, and corruption as constraints on micro and small business in Ethiopia, and 

hence, inhibitors to the economic development of the country (FORE andlLO, 2009; Amin, 

2007; Kellow, 2007; Hansson, 2004; World Bank, 2004). 

As far as micro and small scale clothing enterprises are concerned, even if they are in some 

way examined and possess some of the problems described above, only very few studies 

have been conducted in Ethiopia in general and in Addis Ababa in particular. For instance, 

FeMSEDA and MoTI joint study team (2004) carried out a research study on Ethiopian and 

identified factors that affect choices of export market entry and common mistakes in export­

ing of hand loom products and proposed the ways to overcome the mistakes. Likewise, Ali 

(2007) analyzed the prospects and challenges faced by the hand loom sector taking the Gu 1-

Ie Ie Cluster in Addis Ababa as a case study. According the author, limited access to market, 

lack of product diversification that would match the changing consumer needs, non availabil­

ity of working capital, inadequate skills with respect to technical and design matters, and li­

mited innovation and technological capabilities impede the cluster. 

Berihu (2008) also did a research study to examine the factors that determine productivity 

and export performance (export sales) of the garment sector in Ethiopia (Addis Ababa) by 

focusing on the tailors who work only on custom orders - the traditional sector (CMT), and 

garment makers who produce readymade (RMGs). He found that managers ' education and 

firm size (economies of scale) have a positive impact on the export performance of an enter­

prise, while domestic sales have a negative impact. He reported that other factors such as in­

vestment by a firm and labor costs do not appear to be critical determinants of the export per­

formance of an enterprise. 

More recently, Jethro Management and Consultation Service in collaboration with Addis Ab­

aba city administration Micro and Small Enterprise Development Agency conducted a com­

prehensive survey study that included micro and small scale clothing enterprises in Addis 
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Ababa. The study showed that only 36.5% of micro and small scale textile and garment en­

terprises are profitable (JMCS and AAMSEDA, 20 I 0). The three top solemn problems iden­

tified in this sector include: lack of skilled manpower and material inputs, lack of infrastruc­

ture, and market. All these circumstance could lead to poor competitiveness of these enter­

prises and hence to the failure of their development. 

In identifying the challenges and opportunities of micro and small scale clothing enterprises 

and examining the efficacy of different interventions, however, previously conducted studies 

have often overlooked the analysis of value chain in which these enterprises have been par­

ticipating. In other words, previous studies described above, have either focused on examin­

ing general factors that affect the growth of micro and small enterprises or have dealt only 

with one segment of the value chain rather than the whole chain in which these enterprises 

have been participating. Value chain is "the full range of activities which are required to 

bring a product or service from conception, through the different phases of production (in­

volving a combination of physical transformation and the input of various producer services), 

delivery to final consumers, and final disposal after use" (UNCTAD, 2010 ; Hellin and Mei­

jer, 2006; Kaplinsky and Morris, 2003; Kaplinsky and Readman, 2001; Gereffi, 1999). For­

merly conducted studies have also escaped the scrutiny of upgrading (innovation to add value 

to products or services) and governance pattern (Le. who controls the power relationships 

within the chain) of clothe producing enterprises in the value chain. 

Nevertheless, studies conducted so far could be taken as step forward in explaining both 

challenges and prospects of these enterprises in Addis Ababa. Therefore, unlike earlier stu­

dies in the area of clothing in Addis Ababa, this study relies on data set that enable the re­

searcher to examine the structure of the value chain by giving special attention to the gover­

nance and upgrading practices of clothe producing enterprises. Because the role of gover­

nance and the role ofupgrading in the value chain are crucial in enhancing the competitive­

ness of the micro and small scale clothing enterprises provided that competitiveness is a dy­

namic and continual process. 

Therefore, this research is innovative in the areas of clothing enterprises in examining the 

value chain in which micro and small scale clothing enterprises are participating and in as-
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sessing specific aspects of value chain dynamics such as governance and upgrading practices 

of clothe producing enterprises in Addis Ababa. 

This research specifically focuses on addressing the following key research questions: 

1. How can the map of value chain to which micro and small scale clothing enterpris­

es belong be portrayed? 

2. What type (s) of governance pattern characterize the value chain to which clothe 

producing MSEs belong? Who are the key actors in the value chain? 

3.What type(s) of upgrading practices are adopted by micro and small scale clothing 

enterprises? 

4. What are the factors that enhance or impede the upgrading practices of micro and 

small scale clothing enterprise? 

5. How do clothe producers perceive their competitiveness? How do buyers evaluate 

the performance of the clothe producers? 

1.4 Objective of the Study 

The general objective of the study is to examine governance and upgrading practices of 

clothe producing MSEs in the value chain and find out the major factors that enhance or im­

pede their upgrading practices. 

The specific objectives ofthe research are to: 

./ portray the value chain map to which Addis Ababa's micro and small scale 

clothing enterprises belong; 

./ scrutinize the governance pattern of value chain to which clothe producing 

MSEs belong together with the firms that operate in the value chain; 

./ assess the upgrading practices of micro and small scale clothing enterprises; 

./ examine the factors that enhance or hinder the upgrading practices of micro 

and small scale clothing enterprise; and 

./ dissect the perception of producers in meeting their customers' requirement. 
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1.5 Scope of the Study 

While upgrading and governance are issues that cut across firms of all sizes, this study focus­

es on micro and small scale clothing enterprises in Addis Ababa. The study is limited to MSE 

governance and particularly to upgrading because the role of governance and upgrading in 

the value chain are crucial in enhancing the competitiveness of the enterprises given that 

competitiveness is a dynamic and continual process. Principally, this study is focused on the 

analysis of key elements of value chain structure that affect the upgrading practice of micro 

and small scale clothe producing enterprises in Addis Ababa. It also focuses on identification 

of key actors, their activities, and the relationship they have with each other and other firms 

in the value chain (governance). Therefore, primary unit of analysis for this research is the 

entrepreneur who owns and/or operates micro and small scale clothing enterprise. 

1.6 Significance of the Study 

It can be asserted that insufficient attention was given On research that focuses on how really 

MSEs could enhance their competitiveness through upgrading and governance patterns. This 

study thus gives insight to these untouched issues and provides basic information to fill the 

gap in the field of research related with the governance and upgrading of micro and small 

scale clothing enterprises in value chain. Particularly, the contribution of the study can be 

seen in the following ways: 

i. It generates a significant amount of baseline information on governance and upgrad­

ing issues of micro and small scale clothing enterprises that could serve as a frame of 

reference for strategy and policy-related decisions taken by the government. 

11. The results of the study may also help government and other concerned agencies to 

revise their strategies in a way that could enhance the competitiveness of micro and 

small scale clothing enterprises in the value chain. 

iii. The results of the study may also serve as important inputs for other researchers inter­

ested in the field. 
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1.7 Limitations of the Study 

One of the major limitations of the study was lack of data mainly on an informal clothe pro­

ducing enterprises. Sufficient and organized data particularly on informal enterprises are out 

of stock and made the task of identitying population and sample tricky. To reduce the adverse 

upshot of this problem on the study, however, the researcher has tried to closely work with 

experts at selected sub-cities and woredas as well as with registered cloth producers so as to 

incorporate some of unregistered (informal) enterprises in the study. 

An attempt was made to select both micro and small enterprises based on the list of enterpris­

es provided by AAMSEDA and offices of selected sub-cit ies and further refined with the as­

sistance of experts at woreda level. Yet when it comes to data collection, some of experts at 

woreda level do not know the exact place where clothe producers are working. In other words, 

they have the list of these enterprises in their document (they know them oil paper) but do not 

know where they are manufacturing clothes. This scenario made the data collection job very 

difficult. Nevertheless, to so lve the problem, the researcher has used different strategies. For 

instance, an attempt was made to search for the exact address of some of the enterprises by 

contacting them via phones. 

1.8 Organization of the Thesis 

Chapter one highlights the background to the study and study area, the problem statement, 

research objectives, research questions, limitations in the co llection of data, scope, and signi­

ficance of the study. Chapter two focuses on the specific literature related to the study includ­

ing the conceptual framework that gu ided the whole research process. Chapter three describes 

research methodology where basic principles of the study, research design, research approach, 

data collection methods, data sources, sampling strategies, population and sample size, data 

collection protocols, data management and analysis were discussed. Chapter four deals with 

the analysis and interpretation of data based different descriptive statistical techniques. Chap­

ter five includes the conclusions on the findings and recommendation to improve upgrading 

practices of cloth producing MSEs in Ethiopia in general and in Addis Ababa in particular. 
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CHAPTER TWO 

LITERA TURE REVIEW 

2.1 Definition of Micro and Small Enterprise 

There is no single, comprehensive, and universa lly accepted definition for the term micro and 

small enterprise (MSE). Because there is little agreement over the meaning, significance and 

actual characteristics of micro and small enterprises (MSEs) given that they comprise a large 

number of informal activities and are heterogeneous in their characteristics. Due to this, the 

definition of MSEs is different from country to country provided that every country has 

unique features and characteristics that make universally accepted defmition impossible. For 

example, some countries use employment - size as criteria to define MSE while others use 

capital and asset. Some of them use the combination of all (employment - size, capital, and 

asset as criteria). 

For the purpose ofthis research, the researcher has ad oped the definition based on number of 

employees. Therefore, the working definition of a micro enterprise is one with at most 10 

workers and those enterprises that constitute 11-50 workers are defined as small enterprises. 

This working definition is particularly based on definitions given by CSA and adopted by 

ILO wherein micro enterprises are defmed as those enterprises with employees fewer than 10 

and small as those with workers between 10 and 50. 

2.2 The Role of MSEs in the Development 

In most ofthe developing countries, MSEs are considered as engine of economic growth not 

only because they generate employments, meet the national demand, generate tax revenue, 

increase the exports, decrease the imports and create wealth but also they constitute the larg­

est percentage of firms in the economic activity. The sector serves as an instrument of bring­

ing economic transition by effectively using the skill and talent ofthe people without request­

ing high-level training, much capital and sophisticated technology (MoTI, 1997). 

However, Ayyagari and Maksimovic (2006) argue that majority of the earlier literature takes 

a very static perspective on MSEs and has focused predominantly on their job creation as­

pect. The authors identify several unexplored pathways to growth that could be just as equal-
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Iy important, ifnot more important, than looking at direct contributions of the MSE sector to 

macroeconomic growth. They categorize these key pathways to growth for MSEs as: innova­

tion and entrepreneurship, economic dynamism, and linkages with large firms. They further 

classify these different pathways into primary and secondary pathways. According to them 

the primary pathways to growth are the avenues through which micro and small enterprises 

have the most direct and biggest impact on growth. These include the role of the MSE sector 

in promoting entrepreneurship, dynamism, and creation of linkages with large firms. Second­

ary paths encompass: human capital (employment generation, poverty alleviation, training 

and experience learning, and social capital), finance, rural or regional development, and con­

tribution to other industry sector (Ayyagari and Maksimovic, 2006). 

The link between economic deve lopment and small business was first launched by Schumpe­

tel' in 1934. He argued that development is highly rooted in innovation. He further perceived 

that more than capitalist, entrepreneur and government that support the innovative activities 

of the entrepreneurs could play key role in economic growth. Likewise, Porter (1990) argued 

that competitive clustering, consolidation, and inspiration for international competitive ad­

va ntage could be achieved when there is strong domestic demand and domestic rivalry at the 

small business leve l. 

One way of enabling MSEs to play key ro le in poverty reduction programs in developing 

countries resembling Ethiopia is, by linking them to competitive value chain at national and 

international levels. According to Dunn et al. (2006) since MSEs provide income to large 

numbers of poor people throughout the developing world, widespread MSE participation in 

productive, competitive value chains offers significant opportunities to increase the income 

of the poor. 

Since the purpose of the current study is to scrutinize factors affecting the upgrading practic­

es of clothe producing MESs by using va lue chain as a lens, it is imperative to focus on the 

literature pertaining to the issue under investigation. Therefore, with the intention of tho­

ro ughly understanding the key factors that influence the growth of micro and sma ll scale 

clothing enterprises in the value chain, it is essential to discuss some of the core concepts as­

sociated with value chain. The fo llowing section focuses on discuss ion ofthese concepts and 

other related issues in the value chain literature. 
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2.3 Value Chain: Concepts and Key Issues 
The following section discusses key concepts associated with value chain, governance, and 

upgrading and their relationships. 

2.3.1 Definition of Value Chain 

Most of the scholars defined value chain in light of an array of activities involved to bring 

product from its conception to consumption and reprocess. More comprehensively, value 

chain is defined as "the full range of activities which are required to bring a product or ser­

vice from conception, through the different phases of production (involving a combination of 

physical transfo rmation and the input of various producer services), delivery to final con­

sumers, and final disposal after use" (UNCTAD, 2010; Meyer, 2007; Hellin and Meijer, 

2006; Kaplinsky and Morris, 2003; Kaplinsky and Read man, 2001; Gereffi, 1999). In the 

same way, UNlDO, McCormick and Onjala define it as "the range of activities involved in 

the design, production and marketing of a product" (UNlDO, 2009; McCormick and Onjala, 

2007). 

The concept of value chain was first introduced in the 1960s by analysts mapping a devel­

opment path for mineral-exporting economies (Girvan, 1987 cited in Bloom et al. 2008). 

Then, the concept was systematically described by M. E. Porter in his book called Competi­

tive Advantage: Creating and Sustaining Superior Performance in mid the 1980s. 

Kaplinskyand Morris (2003) in their handbook explained that the concepts of earlier value 

chain such as value system pioneered by Porter (1985), value stream commenced by Wo­

mack and Jones (1996), the termfiliere used by Raikes, Jensen and Ponte (2000), and global 

commodity chain introduced by Gereffi (1994) could be subsumed by concept of modern 

value chain analysis. And so, the authors argued that all of these earlier concepts resemble to 

the contemporary concept of the value chain. 

Thus, it is argued that, at its most basic level, a value chain is a construct to collect data 

(Kaplinsky, 2000). Yet, more recent developments in the literature have used value chains as 

an analytical tool to identify opportunities for and constraints to industry growth (Keyser, 

2006; USAID, 2005; Kaplinsky, 2000). From an analytical perspective, the value chain ap­

proach is useful because the focus shifts from manufacturing alone to include the other ac-

12 



tivities involved in the supply of goods and services, including " intang ibles" phases such as 

distribution and marketing (Kap linsky, 2000; Wood, 200 I cited in Pietro belli & Rabellotti, 

2006) . 

2.3.2 Value Chain Analysis 

Value chain analys is is the process of breaking a chain into its constituent parts in order to 

better understand its structure and functioning. The analysis consists of identifYing chain ac­

to rs (input suppliers, producers, traders, exporters/importers, transporters, wholesalers, retail­

ers, and final consumers) at each stage and discerning their functions and relationships; de­

termining the chain governance or leadership, to facilitate chain formation and strengthening; 

and identi fying va lue adding activities in the chain and assigning costs and added value to 

each of those activ ities. The flows of goods, information and finance through the vario us 

stages of the chain are eva luated in order to detect problems or identifY opportunities to im­

prove the contribution of specific actors and the overa ll performance of the chain (UNJDO, 

2009). 

Value chain analysis moves away from individual actors, and considers interact ion between 

frrms as we ll as external factors. Value chain analys is considers the actors themselves 

(firms), linkages among firms, supporting markets, end markets, and the enabling environ­

ment (international, national, and loca l) (Bloom et al. 2008). All the activities in the value 

chain work together to add value (Gu iliani et aI., 2005). 

2.3.3 The Structure of Value Chain 

A multitude of factors possibly will enhance or impede the upgrading practices of MSEs. 

However, this study focuses on those factors in the structure of the value chain that can be 

either incentive or disincentive for upgrading practices. And so, this literature review is con­

fined to the elements of va lue chain. The structure of a value chain includes all the firms in 

the chain and can be characterized in terms of five elements: end markets; business and 

enabling environment; vertical linkages; horizontal linkages; and supporting markets (Camp­

bell 2008; Kula et al. 2006; Dunn et al. 2006). 
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2.3.3.1 Relationships hetween Firms in the Value Chain 

A primary focus of value chain analysis is on the relationships of various firms in the value 

chain, and their impact on competition (Humphrey, 2003). Particularly, researches demon­

strate that links between firms, in the form of coordination and cooperation, reduce transac­

tion costs, increase the ability of the chain to meet and adjust to consumer demands, and af­

fect the distribution of learning and benefits within the chain (Goldmark and Barber, 2005; 

Morris and Barnes, 2004; Humphrey, 2001). When functioning efficiently and effectively, 

these elements of chain dynamics can potentially improve the competitiveness of participat­

ing firms, and as a result, the entire value chain (Dyer and Singh, 1998). The value chain lite­

rature describes two main types of linkages: i) horizontal linkages - relationships among 

firms at the same level of the value chain; and ii) vertical linkages - relationships between 

buyers and their suppliers. Empirical evidences show that these linkages provide a means for 

MSEs to actively participate in, and benefit from, an increasingly global market (Dunn et al. 

2006; Guiliani et aI., 2005; USAID, 2005; Schmitz, 2004; Humphrey, 2003; Humphrey and 

Schmitz, 2002). 

Beside these linkages, there are secondary factors that have been demonstrated to significant­

ly influence coordination and cooperation and thus value chain competitiveness. The litera­

ture finds that trust is central to sustaining cooperation and reducing trans'action costs (Mor­

ris, 2004) . Long-term competitiveness is also associated with long-term relationships, which 

have been shown in part to depend in part on trust (Morris, 2004). 

2.3.3.2 End Markets 

The term end market is used to indicate where the final transaction takes place in a value 

chain. Typically it is where the end-user is located, meaning the individual or organization 

for whom the product or service has been created, and who is not expected to resell that 

product or service (http://apps.develebridge.net). Therefore, within a value chain there can be 

a series of buyers from local traders and processors to retailers and final consumers (Barber, 

2008). Experienced and helpful buyer can provide information and recognize a product's 

source of weaknesses and potential competitive advantages in multiple channels and niches, 

and can help producers to identifY and prioritize the constraints and necessary upgrades to 

leverage advantages (Barber, 2008) . 

14 

I 



It is well noted by practitioners that building the capacity ofMSEs to meet the requirements 

of end markets can lead to upgrading necessary to enter more sophisticated global markets 

(apps.develebridge.net) . Studies also show that producers rely on too few buyers significantly 

increase the risk of fa ilure (Barber & Marina, 2006). If a sing le buyer dominates production 

capacity, value chain actors shou ld seek ways to maintain other customer relationships as 

well (apps.develebridge.net). 

2.3.3.3 Business Enabling Environment 

According to Campbe ll (2008), business enabling environment invo lve factors such as: 

norms and customs, laws, regulations, policies, international trade agreements and public in­

frastructure (roads, electricity, etc.) that can either facilitate or hinder the movement of a 

product or service along its value chain. Moreover, national policy and regulatory environ­

ment is critical to the functioning of markets and enterprises. Poor local government opera­

tions and weak enforcement of lega l and regulatory regimes increase transactions costs and 

risks, limiting investments in relationships and upgrading (Campbell, 2008). Becker (2004) 

notes that a growth oriented small businessperson faces a choice: comply with regulations 

and incur costs so high that they endanger the business's possibility or try to survival in the 

informal sector without bank credit or enforceable contracts and at constant risk of harass­

ment from authorities. 

2.3.3.4 Snpporting Markets 

Supporting market services include: financial services; cross-cutting services such as busi­

ness consult ing, legal advice and telecommunications; and sector-specific services, such as, 

handicraft design services (Campbell, 2008). It is generally understood that these services 

would be provided either commercia lly or by markets. These markets inc lude services pro­

vided by actors in the chain or by stand-alone service providers (actors outside the value 

chain such as government organizations, non-governmental organ izations, and trade associa­

tions) (Campbell, 2008). The author notes that services provided by actors in the chain tend 

to be embedded, such that the cost of the service is built into an existing commercial transac­

tion. New technologies or technical services can have a substantial effect on the performance 

of an industry and can even change the competitive dynamic in certain markets (Ibid). 
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Research indicates that services provided through supporting markets are directed related to 

improvement in capacity of producers (Nichter and Goldmark, 2005). For example, training 

may allow enterprises to offer new products, while finance may allow them to produce great­

er volumes. Moreover, access to market information or new technologies may help firms to 

respond to new opportunities in the market (Nichter and Goldmark, 2005). 

2.3.4 Value Chain Dynamics 

2.3.4.1 Upgrading 

According to Dunn et aI., upgrading is "a process through which those who run enterprises 

acquire new knowledge, often through relationships with other firms in the value chain or 

with firms in supporting markets, and increase ' value added' oftheir offerings" (Dunn et al. 

2006). Upgrading is essential to value chain competitiveness (Ernst, 2004), as it ensures that 

the chain is able to meet the consumer' s changing preferences for lower price, improved 

quality, and, in the case of the clothing sector, improved design (Bloom et aI., 2008). 

Five types have been singled out in the literature through which enterprises could achieve 

upgrading: a) process upgrading: increasing efficiency (more output for same level of in­

puts); b) product upgrading: improving product quality; c) functional upgrading: moving to a 

new, higher value-added level in the value chain; d) channel upgrading: selling into a new 

market channel within the value chain; (Humphrey and Schmitz 2002; Kaplinsky and Morris 

2000; Humphrey and Schmitz 2000; Dunn et al. 2006) and e) chain upgrading: moving to a 

new value chain (Dunn et al. 2006; Bloom et al. 2007). Since some of these forms of up grad­

ing can be inter-related, it is not unusual for firms to undertake more than one type of up grad­

ing, either simultaneously or in sequence (Dunn et al. 2006). The forms of upgrading have 

been suggested to be inter-related through a hierarchal chain, where a firm begins process 

upgrading, and gains progressively more technical knowledge and skills, working its way up 

to chain upgrading (Kaplinsky, 2000; Gereffi, \999) . Therefore, the existence of one form of 

upgrading could signal the increase in likelihood of having another form of upgrading, or un­

dertaking another form of upgrading in the future (Bloom et aI., 2008). 

Benefits from upgrading on MSE performance are well documented. It has been theorized 

that upgrading leads to higher returns for MSEs due to offerings which are more desired by 
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consumers and thus have increased value add, as well as increases in value chain growth and 

competitiveness (Dunn et al. 2006). Moreover, upgrading results in gaining a more secure 

and steady income source, as well as providing knowledge and capacity which wi ll allow 

firms to remain flexible in changing market and competitive environments (Dunn et al. 

2006). 

2.3.4.2 Value Chain Governance 

The concept of value chain governance is one of the fundamental premises in the value chain 

literature. Humphrey and Schmitz (200 1) used the term governance to express the situation 

in which some firms in the chain set and/or enforce the parameters under which others in the 

chain operate. They define governance as "any coordination of economic activities through 

non market relationships" (Humphrey and Schmitz, 200 I). By the same token, UNIDO states 

that within the concept of value chain, governance defines the structure of relationships and 

coordination mechanisms that exist among chain actors (UNIDO, 2009). 

Gereffi (1994) defines value chain governance as "authority and power relationships that de­

termine how financial, material, and human resources are allocated and flow within a chain." 

Besides. Gereffi states that chains are characterized by a dominant party (or parties) that de­

termine the overa ll character of the chain, and that becomes responsible for upgrading activi­

ties within individual links and coordinating interaction between the links (Gereffi 1994). 

Bloom D. et a l. (2007) explain governance as the dynamic distribution of power, learning, 

and benefits among firms in a value chain. More specifica lly, Humphrey and Schmitz (200 I) 

identified five key parameters which define what is to be done in the production process. 

These parameters include the fo llowing: What is to be produced? - involves the design of 

products, both in broad conception and detailed specifications; how it is to be produced? -

involves the definition of production processes; according to the authors these include ele­

ments such as the technology to be used, quality systems, labor standards and environmental 

standards; physical product flow: how much is to be produced, when, and how the flow of 

product along the chain is to be handled; When it is to be produced?; and price (Humphrey 

and Schmitz, 2001) . According to Humphrey and Schmitz (2001), these parameters are often 

set by buyers. 
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The most recent literature on governance and upgrading has analyzed the implications of the 

full typology of governance (market, modular, relational, captive, hierarchy) in terms of op­

portunities for firm-level upgrading in develop ing countries (Bloom et al. 2007; Schmitz, 

2006; Gereffi et al. 2005). These types of governance are briefly discussed as fo llows: 

a). Markets vallie chains - according to Gereffi et al. in this type of governance, market lin­

kages do not have to be completely transitory, as is typical of spot markets; rather they can 

persist over time, with repeat transactions (Gereffi et al. 2005). Likewise, Bloom et al. (2007) 

note that buyer and supplier do not need to communicate extensively because product and 

process specifications are standard, and suppliers have the capability to meet the specifica­

tions without ass istance or monitoring from the buyer. Therefore, in this arm's length market 

relations, buyer and supplier do not develop close re lationships (Humphrey and Schmitz 

200 I) . 

b) Modlllar vallie chains - typically, su ppliers in modular value chains make products to a 

customer 's spec ifications, which may be more or less deta iled (Gereffi et al. 2005). However, 

when provid ing ' turn-key services' suppliers take full responsibility for competencies su r­

rounding process technology, use generic machinery that limits transaction-specific invest­

ments, and make capital outlays for components and materials on beha lf of customers (Geref­

fi et a l. 2005). In th is type of governance, products are nonstandard and each buyer has 

unique requirements, so complex information must be communicated between buyers and 

suppliers (Bloom et al. 2007). However, product and process spec ifications can be codified 

and suppliers have a high leve l of competence, which reduces the communicat ion costs and 

makes it relatively easy for new buyers and suppliers to begin working together (i.e., switch­

ing costs are low) (B loom et al. 2007). 

c) Relational vallie chail1s - in these networks there are complex interactions between buyers 

and se llers, which often create mutual dependence and high levels of asset specificity which 

may be managed through reputation, or famil y and ethn ic ties (Gereffi et al. 2005). Info rma­

tion complexity is high, buyers require nonstandard products, and suppliers are highly com­

petent (Ibid). However (unlike mod ular governance), product and process specifi cations ca n­

not be eas ily codified, so that buyers and suppliers must communicate extens ively and devel­

op idiosyncratic methods for conveying this type of information (B loom et al. 2007). This 
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makes it relatively expensive for new buyers and suppliers to begin working together (i.e., 

switching costs are high) (B loom et al. 2007). 

d) Captive value chains - accord ing to Gereffi et aI., (2005) in these networks, small supp li­

ers are transactionally dependent on much larger buyers and suppliers face significant switch­

ing costs and are, therefore, ' captive'. Particularly, such networks are frequently characte­

rized by a high degree of monitoring and control by lead firms (Gereffi et al. 

2005) . Information complexity is also high and buyers require nonstandard products but (for 

instance, unlike relational governance) supp liers have limited abi lities to meet product and 

process specifications on their own (Bloom et al. 2007). Therefore, buyers in these networks 

are expected to monitor supp liers and also invest in building supplier competence and this 

situation creates a dependency relationship that buyers have a vested interest in maintaining 

(Bloom et al. 2007). 

e) Hierarchy - vertical integration is typical characteristics of this type governance. The do­

minant form of governance is managerial contro l, flowing from managers to subordinates or 

fi'om headquarters to subsidiaries and affiliates (Gereffi et a l. 2005). The functions of the 

buyer and supplier are vertica lly integrated under the ownership of a single firm. COOl'dina­

tion costs are internal to the firm as well (B loom et al. 2007). 

2.3.4.3 Learning 

Learning is recognized as one of central issues in enhancing the competitiveness of MESs in 

the va lue chain. Particularly, according to Campbell (2008), learning and innovation are 

closely related to the incentives that encourage or discourage the de livery and absorption of 

new knowledge or sk ills, and the types of mechanisms that are in place to affect their trans­

fer. Therefore, it is fo und that the most competitive industries are those that institutionalize 

learning mechanisms. 

Principally, Kaplinsky and Morris (2001) note that capacity of a firm to innovate is critical in 

determining the path of a firm insertion into the global economy. The argument here is that 

those firms which have capacity to innovate can be inserted into the global economy and en­

joy sustained income growth. If this is the case, according to Lundvall (1992); Nelson and 

Winter (1993) cited in Kaplinsky and Morris (200 I) then the emphasis in production there-
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fore needs to be placed on the ability to learn and this has implications not just for the pro­

ductive sector itself, but also for the whole National System oflnnovation. 

Nonetheless, Kaplinsky and Morris (200 I) argued that innovation in itself may not be ade­

quate. For example, according to the authors, if the rate of innovation is lower than that of 

competitors, this may result in declining value added and market shares; in the extreme case 

it may also involve immiserising growth (Kaplinsky and Morris 200 I). And so, they sug­

gested that innovation has to be placed in a relative context - how fast compared to competi­

tors - and this is a process, which can be referred to as one of upgrading (Ibid). 

2.3.5 Links between Value Chains (elements and dynamics) and Upgrading 

At this juncture, the discussion of the relationships between upgrading and different compo­

nents of value chain as well as value chain dynamics is imperative since the focus of this 

study is to examine various factors that positively or negatively affect the upgrading behavior 

of micro and small scale clothing enterprises in Addis Ababa. These aspects of value chain 

could be incentive or disincentive for the upgrading of micro and small scale clothing enter­

prises. The following paragraphs are thus hub on these discussions. 

2.3.5.1 Relationship between Governance and Upgrading 

Governance structures characterizing vertical linkages between buyer and producers may un­

iquely impact MSE upgrading opportunities (Bloom et aI., 2008). The discussion ofthe links 

between governance and upgrading has placed particular emphasis on process, product, and 

functional upgrading (Schmitz 2006; Giuliani et aI., 2005). Captive relationships are general­

ly assumed to provide the strongest support for process and product upgrading, because buy­

ers have a material interest in improving supplier capability. In captive relationships, buyers 

can be both very demanding and very supportive in assisting suppliers' efforts to improve 

products and processes. On the other hand, buyers in captive relationships seek to maintain 

control over the design and marketing functions, thus seeking to discourage functional up­

grading on the part of their suppliers (Schmitz 2006; Giuliani et aI., 2005). Similarly, buyers 

in a relational system have incentives to support process and product upgrading among their 

existing suppliers, since there are high costs associated with switching to new suppliers and 

developing efficient communication mechanisms. By contrast, market relationships are as-
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sumed to be neutral with respect to upgrading; they neither support nor block it (Bloom et al. 

2008). 

2.3.5.2 Link between Horizontal Linkages and Upgrading 

Value chain relationships can playa decisive role in a firm ' s ability to upgrade, and some­

times influence a firm's decision to upgrade (Kaplinsky and Morris, 2001; Kaplinsky, 2000; 

Humphrey and Schmitz, 2000; McCormick, 1999). Value chain linkages are potential 

sources of learning, technical assistance, and efficiencies, which can facilitate MSE upgrad­

ing (Goldmark and Barber, 2005; Morris and Barnes, 2004; Humphrey, 2001). Further, lin­

kages provide what the literature defines as "collective efficiency" or competitive advantages 

from local external economies and joint action with firms operating both vertically and hori­

zontally (Nadvi, 1999 and Schmitz; Schmitz, 1995). 

Horizontal linkages can encourage upgrading by providing learning opportunities and pro­

duction efficiencies. The literature draws upon network theory and transaction cost analysis 

(Williamson, 1986; 1993). Firms operating individually offer few advantages to buyers other 

than lower prices due to competitive pressures. If firms work together through cooperatives, 

associations, producer groups, or other structures they are often able to benefit from synergis­

tic collaboration, resulting in increased capacity and decreased transaction costs (Nadvi, 

1999). 

2.3.5.3 Link between Vertical Linkages and Upgrading 

Vertical linkages are often the primary mechanism through which MSEs obtain information 

about upgrade opportunities, and access the knowledge and capital to fulfill these oppOltuni­

ties (Bloom, et aI., 2008). This has been characterized by backward linkages (from buyer to 

seller). Sometimes the buyer will present the MSE with "market prerequisites" (e.g., policy, 

upgrading, financing, and technology) that MSEs do not know about or are not equipped to 

provide for themselves (USAID, 2005) . This happens because the competitiveness of ind i­

vidual firms is linked to the competitiveness of the entire value chain, therefore buyers some­

times have a financial interest in the ability of their suppliers to meet the quality, price, and 

safety demands placed on them (Bloom, et aI., 2008). MSEs are constrained in their decisions 

to make the investments necessary to keep up with the demands placed on them in the public 
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sector. Given this market failure (i.e., the fact that credit is not adequately available to MSEs) 

and the need to obtain consistent supplies of high-quality, low priced products, buyers might 

do well to provide some form of assistance (Goldmark and Barber, 2005; Humphrey, 2001). 

Ultimately, the knowledge, training, and capital that lead firms might provide can be a key 

catalyst for upgrading (B loom, et aI., 2008). 

2.3.5.4 Relationship between Supportive Service and Upgrading 

Support services could also play either positive or negative role at fIrm-level upgrading. For 

instance, when supporting markets are weak and end market demand for product upgrading is 

strong, lead firms have an incentive to provide embedded services to encourage MSE upgrad­

ing. In general, weak financial markets for MSE investment capital represent a critical con­

straint to MSE upgrading (http://apps.develebridge.net). 

2.3.5.5 Relationship between Business Enabling Environment and Upgrading 

The business and enabling environment at the local, national and international levels can also 

play vital role in facilitating or inhibiting the upgrading practice ofMSEs. For example, ac­

cording to Campbell (2008), some international trade agreements and quality standards could 

present opportunities for market expansion but can be extremely expensive for firms, espe­

cially for MSEs, and can easily prevent a developing country from being competitive. On the 

other hand, poor national and/or local government policies, rules, regulations, operations and 

weak enforcement of legal and regulatory regimes increase transactions costs and risks, limit­

ing investments in relationships and upgrading (Campbell, 2008). Moreover, micro and small 

enterprises operating in areas where transportation and communication infrastructure are 

poor, can generally pay more for inputs and services and realize lower returns from upgrad­

ing (http://apps.develebridge.net). 

2.3.5.6 Link between End markets and Upgrading 

Campbell (2008) states that end markets are people, not a location that determine the charac­

teristics-including price, quality, quantity and timing--{)f a successful product or service. 

The end markets into which a product or service is sold whether local, regional or interna­

tional thus provide the opportunities and set the parameters for economic growth (Campbell, 

2008) . Generally there are multiple actual and potential end markets, each with different de-
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mand characteristics and returns. By benchmarking key attributes (e.g., quality, price, relia­

bility of supply, flexibility, time from order to delivery) against competitors, industry stake­

holders can see where they have a competitive advantage and where they need to upgrade in 

order to compete (Campbell, 2008). For example, when end market opportunities are strong, 

firm owners innovate in response to the incentives provided by higher profits and expecta­

tions of continued future sales (Dunn et al. 2006). 

2.3.5.7 Link between Learning and Upgrading 

In many cases, according to Dunn et al. (2006), upgrading is preceded and accompanied by a 

learning process in which MSE owners acquire new information, knowledge and sk ills. The 

authors identifY two stages of learning. The fir st stage precedes the upgrading decision and 

primarily concerned with the acquisition of information. Information about the basic aware­

ness ofthe existence of upgrading and obtaining information that can be used to evaluate the 

upgrading opportunities is the key in the first stage of learning. Information associated with 

prices and costs, intermediary and end markets, as well as risks which could enable the MSE 

owner to calculate the risk-adjusted returns to upgrading is ma inly the part of the first stage 

of learning (Dunn et al. 2006). 

After the MSE owner has decided to upgrade, the second stage begins. According to Dunn et 

ai, the second-stage learning represents a continual process involving recurrent innovation 

and is associated with acquisition of knowledge and skills for successful implementation of 

the innovation (Dunn et al. 2006). MSE owners seek for information about new technical and 

production skills which could enable them to effectively deal with process and product up­

grading. They also require extra information related with the business and communication 

skills so as to put into practice functional upgrading. Channel upgrading may call for the 

handling of all of these skills (Dunn et al. 2006). 

2.4 Conceptual Framework 

Based on theoretical and empirical literature, the researcher developed a 'conceptual frame­

work that would guide the whole research process . In this framework two key issues such as 

value chain structure and value chain dynamics are scrutinized so as to comprehend how 

these factors linked with each other and with firms' upgrading. According to Dunn et al. 
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(2006), firm owners' upgrading decis ions are made within the context of the value chains in 

which they operate, In reference to the model described below, the structure of the value 

chain and value chain dynamics (governance, learning and inter-firm cooperation) affect up­

grad ing decision of the firms and upgrading in turn determines the performance of micro and 

small sca le clothing enterprises in terms of competitiveness and benefits, 

Figure 2.1: Conceptual Model, modified from Dunn et al. (2006) and Gereffi and Stacey (2009) 
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Firstly, five structural elements of the value chain (end markets, vertical linkages, horizonta l 

linkages, supporting markets and business enab ling environment) influence upgrading and 

shape the behavior of individual firms and the dynamics of the value chain, For instance, 

when there is favorab le condition in the end markets, firm owners can respond to this posi­

tive situation by inno vating either in process or product so as to reap the 'benefits created in 

the market. Therefore, accord ing to Dunn et aI., upgrading can be considered as a dynamic 

response to value chain condit ions (Dunn et al. 2006). 
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The quality of both horizo ntal and vertical linkages between and/or among different actors in 

the value chain is a key factor that could affect the proper functioning of a value chain. For 

example, if there are compelling and mutually beneficial relationships between firms in the 

value chain and when these linkages allow the transmission of information, skill, technology, 

services, etc, the opportunity of a firm to upgrade will be high. 

The availability of supporting market services, sometimes called business development ser­

vices such as: financial services mainly related with lending, capital investing, leasing, etc; 

provision of business consultation, information and communication technology, and legal 

advice services; marketing services; design services; etc could favorably influence the up­

grading behavior of micro and small scale clothing enterprises. 

The business enabling environment at the local, national and international levels can also be 

incentive or disincentive for upgrading of a firm. For example, enhanced business enabling 

environment at different levels which focuses on the elimination of constraints associated 

with legal and administrative mechanisms, would positively influence the upgrading practice 

of micro and small scale clothing enterprises. 

SecoII(lly, upgrading largely depends on learning - knowledge about the requirement of mar­

ket, knowledge concerning potential returns on investment, awareness of upgrading oppor­

tunities, information to evaluate upgrading opportunities, knowledge and skills for successful 

implementation of the innovation, business and communication skills, etc. 

Thirdly, inter-firm cooperation can also play critical role in determining upgrading behavior 

of MSE. For example, links between firms, in the form of coordination and cooperation, re­

duce transaction costs, increase the ability of the chain to meet and adjust to consumer de­

mands, and affect the distribution of learning and benefits within the chain and facilitate the 

upgrading ofMSEs. 

Filially, different elements of the value chain structure and dynamic elements of the value 

chain (such as: learning, inter-firm cooperation and governance) could facilitate or hinder the 

upgrading behavior of micro and small scale clothing enterprises which is decisive in deter­

mining value chain performance in terms of competitiveness and MSE benefits - the two crit­

ical outcomes of value chain. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Basic Principles ofthe Study 

This study was conducted in Addis Ababa city by focusing on micro and small scale clothe 

producing enterprises. The following basic principles governed the sample design and the 

research as a whole. First, the study is concerned with the exploration of the major research 

questions stated under the statement of the problem section. Second, all firms in the value 

chain and supporting institutions outside the chain in Addis Ababa need to be studied though 

some of them could not be reached due to resource constraints and impracticability. Third, as 

the nature of the problem under consideration dictates the type of research methods, ap­

proach, and techniques; the use of mixed approaches is mainly considered as influentia l and 

relevant for this study. 

3.2 Research Methods 

This study was conducted in two phases and employed exploratory and descriptive research 

methods in apiece phase. Given that the study involves the exercise of mapping the value 

chain of micro and small scale enterprises in Addis Ababa, in the first phase, the researcher 

has collected information that enabled him to sketch the initial map of the value chain. In 

general, the purpose of the first phase of the research was to collect information that could 

enable the researcher to have initial understanding of the value chain of micro and small 

scale clothing enterprises, develop key research questions, and verify selection of subjects 

and data collection methods. To achieve the purpose of the first stage, the researcher has re­

viewed diverse secondary sources so as to explore information that is related to the research 

problem, conducted experience survey - gathered information from those thought to be 

knowledgeable on the issue related with the research problem, and carried out interview with 

the key informants. 

In the second phase, descriptive research method was used as the study intends to examine 

and describe the value chain of micro and small scale clothing enterprises in Addis Ababa. 

This method has been chosen because of its appropriateness in describing the most important 
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factors that affect MSE owners' ability and willingness to upgrade their businesses, to identi­

ty firms that operate in the value chain in conjunction with the ways in which they are related 

with each other and other ftrms in the value chain based on the analysis of opinions and vari­

ous facts that were gathered from selected value chain participants. According to Calderon, 

descriptive research is concerned with conditions of relationships that exist; practices that 

prevail; beliefs and process that are going on; effects that are being felt; or trends that are de­

veloped (Calderon, 1993). 

3.3 Research Approach 

Designing a research project is one of the most important endeavors in the research which 

requires cautious and intellectual decision. According to McCormick and Schmitz (2002), it 

involves collecting and analyzing data to provide the information that is needed. And so, the 

primary rule in research design is that what we want to know determines the way we carry 

out our research. Because of the complex nature of value chain analysis, majority of the re­

searchers on the subject favor the use of both quantitative and qualitative approaches. There­

fore, for the purpose of triangulating quantitative and qualitative methods and data collection 

tools, the researcher has utilized mixed approaches. This is because triangulation is a power­

ful technique that facilitates validation of data through cross verification from more than two 

sources. 

Moreover, as McCormick and Schmitz (2002) clearly note, the main reason to use multiple 

approaches is that most studies, even small and well-focused ones, require a considerable 

amount of information. Some is background information that is needed to put the study into 

its proper context. Moreover, some questions are aimed at qualitative or elusive realities, 

such as perceptions, feelings or ideas and require a different method from those whose an­

swers are more easily measurable (quantitative questions). These authors also argued that 

using multiple methods has to do with the reliability of available information and the impor­

tance of that information to the research. More importantly, the application of multiple me­

thods in the study could enable the researcher to check the results of different research me­

thods against each other so as to validate the results (McCormick and Schmitz 2002). 
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3.4 Data Sources and Data Collection Methods 

For the purpose of addressing the wide range of research objectives and securing appropriate 

data, both primary and secondary sources were explored. Primary data were gathered from 

various actors of value chain and different supporting institutions outside the chain via indi­

vidual and group interviews and survey questionnaire. 

To organize individual interviews, separate interview guide was prepared for each category 

of informants: exporters, designers/exclusive shop owners, middlemen (brokers), and input 

suppliers. The interview guide includes issues like main client/buyers of the informants, their 

key suppliers, the relationships that they have with producers and with each other, the com­

petitiveness of the values chain, support provided for producers, and other several probed 

questions. Besides, discussion guide was also prepared for group interview, mainly for clothe 

producers. The guide for the group interview includes issues like producers' upgrading expe­

riences, information about ways of selling product, the kinds of relationships with buyers in 

each of channel of market, etc. 

Survey questionnaire was also developed for three categories of value chain actors namely: 

producers, buyers, and input suppliers. Producers' survey questionnaire was developed with 

the intention of examining the factors that affect the upgrading practices of MSEs in the 

clothing sector. The questionnaire for producers covered information on enterprise characte­

rist ics, marketing practices, flow of information and services in the value chain, relationships 

between and/or among firms in the value chain, trust between firms, upgrading knowledge 

and practices, enabling environment, and perception of producers towards their performance. 

On the other hand, questionnaire for buyers and input suppliers was developed with the pur­

pose of examining the nature of vertical relationships in the value chain, cross checking res­

ponses from cloth producers' survey, and developing understandable map of the value chain. 

The main parts of the questionnaire for these categories of research participants include: en­

terprise information, relationship with clothe producers, mode of communication, the level of 

trust, agreements made with cloth producers, support provided to producers, and cooperation 

with producers. Some of the items in survey questionnaire and interview guides were adapted 

from Accelerated Microenterprise Advancement Project (AMAP), USAID. 
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Before actual data collection, the questionnaire was translated into the Amharic language to 

make it comprehensible and to circumvent any elusiveness to the enumerators. The research­

er hired five experienced enumerators to administer survey quest ionnaire. The enumerators 

have been given training on the essence of each question, on how to administer the question­

naire, and on how to record responses since the questionnaire survey was done through one -

to - one interview or scheduled interview. 

However, before commencement of actual data collection, the researcher has conducted pilot 

test by focusing on clothe producing enterprises that have similar characteristics with actual 

sample respondents. The purpose of pilot test was to examine the length of time to fill out the 

questionnaire, to test the aptness of the wording of the survey questionnaire, to scrutinize 

whether the respondent prov ide no answer, mUltiple answers, qualified answers, or unex­

pected answers to the study questions, and to identify complexity of each item included in the 

questionnaire. Pilot test was thus conducted in Yeka sub-city (Woreda 3, 4,8, and 9) lying on 

15 clothe producing MSEs. And so, based on the results of the pilot test and observation dur­

ing data collection, the researcher was able to refine and modify some items that are fo und 

inappropriate and time consuming and included some questions which were overlooked dur­

ing questionnaire development. 

Secondary data were gathered from diverse documents such as reports, archives, brochures, 

journal articles, books, electronic source from the internet, and other relevant materials. 

These data could be related to policy, rules, regulations and program documents; perfor­

mance reports of the micro and small scale clothing enterprises; and other relevant theoretical 

and empirical literature to capture/gain insight on the conceptual, methodological, and empir­

ica l evidences from studies conducted so far. 

3.5 Sampling Strategy and Sample Size 

3.5.1 Sampling Strategy and Sample Size for Qualitative Part 

As indicated in the sect ion 3.2, this study was conducted in two phases. The first phase was 

focused on qualitative assessment which enab led the researcher to gain more information 

about the problem under investigation. Hence, in the first phase, purposive sampling tech­

nique/strategy was used so as to choose study subjects that are thought to be knowledgeable 
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on the issue relevant to the research pro blem. The number of participants, sampling tech­

niques, and data collect ion methods lI sed for the first phase of the study is summarized in the 

fo llowing table. 

Table 3.1: Categories of Respondents Participated in the First Phase of the Study 

Category of NQof Sampling Data collection Remark 

respondents respoll- techniqlle method 

dents 

Exporter 2 Purposive In-depth Inter-

view 

Retailer 4 Purposive In-depth lnter- Two traditional clothe sellers and two 

view modern clothe sellers 

lnterme- 3 Purposive In-depth Inter- One distributors and one broker 

diary view 

Input sup- 2 Purposive In-depth Inter- One at distribution level and one at retail 

pliers view level 

Clothe pro- 10 Purposive Group Inter- Group interview in three sites: (Didmasi-

ducers view chia, Rimo Hintsa, and Gintle sites with 

clothe producers). In Didmasichia site 

three interviewees (one fema le and two 

males) from small enterprises producing 

both modern and traditional clothes; in 

Rimo Hintsa site four participants (two 

fema les and two males) from micro enter-

prises producing modern clothes, and in 

Gintle site three interviewees (two fe-

males and one male) from micro enter-

prises producing both modern and tradi-

tional clothes were approached. 

Total 21 
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Moreover, ten interviewees from governmental and non-governmental organizations who are 

engaged in the provision of different supportive services for the enterprises under investiga­

tion were purposely se lected and included in the study. More specifically, three participants 

fi'om government organizations, one each from FeMSEDA, AAMSEDA and Ethiopian Tex­

tile Industry Development Institute;four experts whose job is strongly linked with cloth pro­

ducing MSE one from each of the sampled sub city; one interviewee from Ethiopian Textile 

and Garment Manufacturer Association; one interviewee fro m Eng ineering Capacity Build­

ing Program; and one interviewee from Ethiopian Women 's Exporters Association were ap­

proached. Unfortunately, the researcher was unable to interview NGOs such as GTZ, Pltm 

Etliiopia, Wise anti Concern as per the research proposal either because ofthe phase out of 

the projects in the sector under investigation or because of the non existence of such NGOs 

who have been vigorously partic ipat ing in supporting micro and small scale clothing enter­

prises. 

3.5.2 Sampling Strategy and Sample Size for Survey Part 

In the second phase of the study, survey questionnaire in conjunction with some interview 

with key informants was conducted. The survey questionnaire was co llected data fro m wide 

range of buyers at different leve ls of the value chain, input suppliers anti micro and small 

scale cloth producing enterprises. The population and sample size of respondents participated 

in survey are briefly discussed below. 

3.5.2.1 Population 

Population is the total group ofpeople or entities from which information is required (Tustin 

et aI. , 2005). It is a large co llect ion of persons or objects from which a sample is selected. In 

view of that, the principal population fo r the study is micro and small sca le cloth producing 

enterprises located in four sub-cities of Add is Ababa namely: 1) Gulele 2) Addis Ketema 3) 

Kirkos and 4) Arada. These sub-cities were purposively selected because of high concentra­

tion of micro and small scale clothing enterprises in the areas. According to the data obtained 

from AAMSEA (2011), more than 65% of micro and small scale clothing enterprises in Ad­

dis Ababa are located in these sub-cities. 
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3.5.2.2 Sampling Strategy 

After identifying the population including its list, the researcher has used stratified sampling 

technique. Stratified sampling is commonly used probability method that is superior to ran­

dom sampling since it reduces sampling error. The researcher first identified the relevant 

stratum and their actual representation in the population. In view of that, at the outset the re­

searcher has stratified the population into micro and small enterprises. Based on this, 803 en­

terprises consisting of 649 micro and 154 small clothe producing enterprises were identified. 

The researcher used the number of workers employed in the enterprises as criteria for stratifi­

cation. Here, enterprises with at most 10 workers including the owner (s) are defined as mi­

cro and those with employees including the owner (s) between 11 and 50 are defined as 

small. Total population in each of sub city and relevant stratum with the if actual representa­

tion in the population is summarized as follows: 

Table 3.2: Distribution of Population in each Sub City 

Type of enterprise 

Sub city Micro Small Total 

Gulele 257 61 318 

Addis Ketema 178 42 220 

Arada 109 26 135 

Kirkos 105 25 130 

Total 649 154 803 

3.5.2.3 Sample Size 

Based on proportion of population in each stratum, 10% of micro enterprises (10%*649=65) 

and 36% of small enterprises (36%*154=56) in sum 121 enterprises were taken as sample 

size of the study showing that the researcher has used disproportionate sampling technique. 

Small clothe producing enterprises were over sampled due to small size oftheir population in 

an attempt to make the sample suitable for comparison. Consequently, the list of names of 

enterprises in each stratum was taken as sampling frame of the study. The sample size of the 

study from producers' side in each sub city is computed as follows: 
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Table 3.3: Sample Size for Producers 

Type of enterprise 

Sub-city Micro Small Total 

Gulele 257/649*65=26 61/154*56=22 48 

Addis Ketam 178/649*65- 18 42/154*56- 15 33 

Arada 109/649*65-11 26/154*56- 10 21 

Kirkos 105/649*65- 10 25/154*56- 9 19 

Total 65 56 121 

Based on the sampling frame, a systematic sampling technique was used to select subjects 

included in the study. A systematic sampling technique is a technique in which every J(h ele­

ment in the frame is going to be selected, where k, denotes the sampling interval. This tech­

nique is used to select a sufficient number of subjects from each stratum. And so, the size of 

the sampling interval (k) for each stratum is calculated as follows: 

For micro enterprises, k=Nmilnmi; where Nmi is the population of micro clothe producing 

enterprise and I/mi is the sample size of micro clothe producing enterprise . Thus, k = 649/65 

= 9.98, and by rounding to the nearcst value k = 10. Therefore, for micro clothe manufactur­

ing enterprises every 10lh element in the sampl ing frame was se lected. Likewise, the sam­

pling interval for small clothe producing enterprises is calculated as: k = Nsmlnsm; where 

Nsm stands for the population of small clothe producing enterprises and I/sm stands for the 

sample size of the population of small clothe producing enterprises. According ly, k = 154/56 

= 2.75, by rounding to the nearest value k = 3, hence for small clothe producing enterprises, 

every 3,d element in the sampling frame was selected and included in the study. At the begin­

ning, the researcher selected one element at the random in the samp ling frame of each stra­

tum as the starting point ; and from this point on ward, the rest of sample was selected syste­

matically by applying 10lh and 3,d intervals for micro and small scale clothe producing enter­

prises, respectively. 

As far as sample size of buyers and input suppliers concerned, five types of buyers namely: 

exporters; middlemen (distributors and brokers) ; retailers; advert and printing enterprises and 
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exclusive shops/designers at different levels of the value chain were selected. Sample size for 

buyers' and suppliers categories is summarized in the following table: 

Table 3.4: Sample Size for Buyers and Input Suppliers 

Type of buyer Buyer level Population Sample Method Sample 

size 

I . Exporters Wholesales Unknown Referral/snowball 5 

2. Middlemen Wholesales Unknown 

2.1 Distributors Wholesales Unknown I. Selection oflargest 5 

markets in the study 

area 

2. Random walk 

2.2 Brokers Wholesales Unknown Referral/snowball ' 5 

3. Advert and printing Wholesales Unknown Referral/snowball 5 

enterprises 

Subtotal (Wholesales) 20 

Markets & popular Retail Unknown I. Selection of largest 25 

shops markets in the study 

area 

2.Random walk 

Exclusive shops Retail Unknown Referral/snowball 5 

Subtotal (retail) 30 

Subtotal buyers side 50 

Input suppliers Unknown I. Selection of largest 20 

markets in the study 

area 

2.Random walk 

3.Referral/snowball 

Total 70 

34 



As can be seen from Table 3.3 above, a total of 50 and 20 participants were selected from 

different categories of buyers and input suppliers, respective ly by using snowball (referral) 

and random walk methods. 

To select the exporter category of buyers who have linkage with micro and small scale pro­

ducers, the researcher has tried to talk to different concerned agencies and associations. 

However, he could not get the exact number and list of this category of buyers. For example, 

one of the responsibilities of Ethiopian Textile Industry Development Institute is carrying out 

market study for textile and garment industries products. And it was asked to notifY whether 

micro and small sca le cloth producing enterprises have been participating in export market or 

linked with other exporters. However, the institute reported that none of these enterprises are 

participated in exporting their products and their linkage with exporters is very weak. Like­

wise, Ethiopian Textile and Garment Manufactures ' Association which focuses on building 

relationships between its members (exporters) and international buyers as well as helping its 

members to meet national and international standard was asked to enlighten whether any of 

the micro and small scale clothing enterprises have been a member in their association. U n­

fortunate ly, none of them are found as members in this associat ion. Ethiopian Women's ex­

porters association was consulted as well. It is here that some of the members of this associa­

tion linked with producers particularly in the area of traditional clothes. And so, two expor­

ters who have strong linkage with producers were selected by the assistance of chair person 

of the assoc iation. Additional three exporters who participated in this study were referred by 

the cloth producers, as well. 

Particularly, in the first phase of the study, producers were asked to describe the place where 

they frequently so ld their products. The purpose of this question was to identifY the largest 

market in the study area so as to se lect different categories of buyers. Besides, secondary 

sources as well as experts who are working in the department of market promotion at micro 

and small scale enterprise offices of sampled sub cities and woreda were also consulted in an 

attempt to identifY the largest markets in Addis Ababa. Accordingly, Markato, Ko/fe, and 

Shiro Meda were selected as the three largest markets where both modern and traditional 

clothe producers have been se lling their products. Based on this, jive distributors - two from 

Markato (Libs Terra), two from Ko/fe market, and aile from Shiro Meda were selected via 
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random walk, respectively. Five brokers, three from Shiro Meda and the remaining two fi·om 

Markato were se lected using referral sampling technique. At retail level, lIille retail shops 

from Kolfe Gebeya, eight from Markato (Shema Terra ami Millalesh Terra),five from Shi­

ro Meda and three from the shops around Ethiopian Post Office were selected via random 

walk. Then again five advert and printing enterprises who buy clothes from micro and small 

enterprises were selected by using snowball sampling technique. Likewise, five exclusive 

shops (shops owned by designers) were selected via referral method. 

As far as the selection of input suppliers are concerned, four largest markets from where 

cloth producers frequently purchase inputs (such as fabric, accessories, sewing threads, dyes, 

etc) were identified. Consequently, Military terra alld Takka Terra in the Markato , Kolfe 

Gebeya, Shiro Meda, and Kecl,elle were found the largest markets of inputs for cloth pro­

ducers. Anchored in this, five input suppliers from Marakto, three from Kolfe Gebeya, five 

from Shiro Meda and four from Kecllelle were selected using random walk. Moreover, three 

large textile and garment manufacturing factories (Awassa, Kombolcha, and Alemeda) who 

serve as a source of inputs for some micro and small sca le cloth producing enterprises were 

selected through referral method. 

Succinctly, reaching/covering a total of 191 firms and 10 government institutions and NGOs, 

the study had the following total sample size (222) of the study participants: a) 191 respon­

dents for survey questionnaire (producers, buyers, and input suppliers); and b) 31 for inter­

view. 

3.7 Data Collection Protocol, Data Management and Analysis 

Data collection protocol is a procedure for planning, implementing, and monitoring data col­

lection, recording, and monitoring functions so as to ensure quality. In view of that, the prin­

cipal researcher has developed data collection protocols, tools, and training contents for data 

collectors who were selected and appropriately trained on the basic principles, techniques, 

and protocols before commencing actual field work. The whole business process of data col­

lection was managed and supervised by the principal researcher. Besides, methods; data; and 

responses were triangulated. 
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Data analysis process begins with data editing and coding. Editing is the process of checking 

the completeness, consistency, and legibility of data and making the data ready for coding. 

Therefore, editing can be done on field while enumerators are collecting data or in-house af­

ter data collection is concluded. Since data for this study were collected via scheduled inter­

view where enumerators contacted respondents in person and recorded responses instantly, 

conducting field editing was imperative. And so, the principal researcher had frequently su­

pervised enumerators so as to identify technical omissions such as blank pages or jumped 

items in questionnaire, to clarity responses that are logically or conceptually inconsistence, 

and to check the proper and legibility of recorded responses. In doing so, the principal inves­

tigator was able to correct a number of errors that would otherwise invalidate a lot of ques­

tionnaire. For example, he corrected jumped items, inappropriately recorded responses, and 

the hitch of not rigorously chasing instructions indicated in the questionnaire. 

However, mere field editing cannot be assurance for nonexistence of errors, so it should be 

followed by in-house editing which is meticulous job performed by well experienced data 

editor and data entry clerks at office. Hence the principal researcher did this task closely with 

well experienced data entry clerk by particularly checking unanswered questions, questions 

answered out of instruction, and inconsistence of responses. In doing so, two questionnaires 

were discarded because of lack of quality. 

Thus the activity of editing was followed by data coding in which numerical values were as­

signed to edited data. Providentially, the principal researcher has performed this activity in 

advance while he was developing questionnaire though the deeds of checking and undertak­

ing coding in more meaningful and organized manner were emphasized at this juncture. 

Therefore, data were coded in such a way that facilitates data analysis. For example, closed 

ended questions in the form dichotomy - questions that have two responses like "yes" or 

"no", number 1 was assigned for "yes" and 2 for "no" responses. For multiple choice ques­

tions, in the same way, the coding begun by assigning number 1 to first choice and continued 

successively till last choice. For open ended questions, the researchers first read the answers 

of different respondents repeatedly in an attempt to identity common themes and patterns and 

finally assigned codes in similar way. After the job of coding is accomplished, coded data 
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were entered into the Ith version of SPSS program. Based on this, descriptive analysis using 

mean, tables, graphs and charts were carried out. 

Nevertheless, some items in the codebook which is generated by SPSS were recorded to fac i­

litate the analysis of data mainly for the purpose of logistic regression. Here number one and 

zero were assigned to "yes" and "no" responses, respectively, to smooth the progress of test­

ing the effect of different factors on upgrading practices of clothe producing MSEs. Logistic 

regression analysis was used because of its suitability in predicting a categorical usual di­

chotomy variable from a set of predictor variables. It is generally acknowledged that logistic 

regression is usually used to determine the impact of multiple independent variables pre­

sented simultaneously to predict membership of one or other of two dependent variable cate­

gories (www.uk.sagepub.com). 

Variables such as: demand and favorableness of the ways of sales (from the end markets), 

trust in meeting agreements (from the vertical relationship), joining associations (from the 

horizontal relationship), captive and relational patter of governance (from the governance), 

information exchange (from inter-firm cooperation), and training on production techniques 

and management (from the supporting markets) were used as predictors. Process and product 

upgrading were taken as dependent variable and predictors indicated above were used to test 

influence they have on upgrading practices of clothe producing MSEs. Functional and chan­

nel upgrading were dropped from regression analysis since the number of respondents under­

take these types of upgrading were small which violate one of the assumptions of logistic re­

gression that states the number of cases for analysis must be at least fifty. Based on this, 

SPSS was used to deal with mathematical complications and analysis. 

Data collected via group interview and key informant interview reports were sorted themati­

cally and reduced to fit specific research objectives. Content analysis was thus used to ana­

lyze qualitative data in which the researcher firstly gave due attention to understand the data 

by reading and re-reading the texts generated by qualitative data. Then the data were orga­

nized by questions and individual respondents in attempt to identify consistencies and differ­

ences in responses. Finally, data were categorized so as to make out common themes and pat­

terns across respondents and question. These themes and patterns were brought together for 

interpretation. Data collected from diverse sources were used to triangulate the findings. 
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CHAPTER FOUR 

ANALYSIS OF EMPIRICAL RESULTS 

4.1 Introduction 

This chapter focuses on the analysis and interpretation of data collected via quest ionnaire and 

interview. And so, results of analysis are discussed in the following sections. 

4.2 Demographic and Enterprise Information 

Background information is crucial in putting study into appropriate context. This study thus 

has examined some general information on the core characteristics of owners or managers of 

fIrms as well as oftheir enterprises and the results are summarized in the Table 4.1 below. 

4.2.1 Demographic Information 

T hi 41 D a e .. h' I fi f h R emograpllc n ormation 0 t e d espon ents 

Variables Micro Small Total 

N % N % N % 

Male 33 52.4 39 69.6 72 60.5 
Female 30 47.6 17 30.4 47 39.5 

Sex Total 63 100.0 56 100.0 119 100.0 
<~20 0 0 I 1.8 I 0.8 

21-35 39 61.9 32 57.1 71 59.7 

36-50 18 28.6 19 33 .9 37 31.1 

51 and above 6 9.5 4 7. 1 10 8.4 

Age Total 63 100.0 56 100.0 119 100.0 

Single 22 34.9 10 17.9 32 26.9 

Married 41 65 .1 45 80.4 86 72.3 
Divorced 0 0.0 I 1.8 I 0.8 

Widowhood 0 0.0 0 0.0 0 0.0 

Marital Total 63 100.0 56 100.0 119 100.0 
llliterate I 1.6 0 0.0 I 0.8 

Primary (1-6) 3 4.8 7 12.5 10 8.4 

Junior Primary (7-8) 9 14.3 10 17.9 19 16.0 

Secondary (9-12) 39 61.9 32 57.1 71 59.7 
Diploma 10 15.9 7 12.5 17 14.3 

First Degree & above I 1.6 0 0 I 0.8 
Level of Education Total 63 100.0 56 100.0 119 100.0 

Source: Own survey, 2012 
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Table 4.1 describes demographic information of the sample across sex, age, marital status, 

ethnicity, and educational level. In micro enterprises, the distribution of sex to some extent 

was closer in proportion to each other where male and female respondents constitute 52.4% 

and 47.6% of the sample, respectively. However, in small scale enterprises the majority of 

respondents accounting for 69.6% were male while female respondents represent only 

30.4%. This may be due to the fact that entrance to the micro enterprise is easier for women 

than to small enterprise given that micro enterprise requires small startup capital and are 

mainly informal in its characteristics. This finding is in line with the argument of Haftu Beri­

hun et al. (2009) who assert that the level of investment, knowledge and infrastructural ser­

vices required to start and/or run a business enterprise is lesser for micro than small scale 

business and women tend to engage in the former because of their limited access to such re­

sources. Likewise, Riba et al. (2005) found that though many women own or run micro en­

terprises (and in many cases form the majority of micro enterprises), few of them enter the 

formal sector, and as a result, only a small number of women's micro business graduate in to 

small. 

As far as age distribution is concerned, for both micro and small enterprises, the dominant 

age group was 21-35 accounting for almost 60% of the respondents followcd by those age 

group 36-50 constituting 31.1 %. Those younger than 20 and over 50 comprise only 0.8% and 

8.4%, in that order. When the dominant age group examined separately for micro and small 

enterprises, the data show moderate differences. In the case of micro enterprises, the 21-35 

age group accounts for almost 62% compared to 57.1 % for small enterprises. The mean age 

for both enterprises is 35 with minimum age of 20 and maximum age of 64. In both cases, 

however, it is clear that this sector has been the source of employment for economically ac­

tive section of the society. 

In terms of marital status, for both micro and small enterprises the vast majority of respon­

dents representing 72.3% were married followed by single that accounts for 26.9%. Only 

0.8% of respondents were divorced and none of them lost their spouse. This finding is impor­

tant given that it indicates that about 80% of respondents from micro enterprises and 72% of 

them from small enterprises were married showing that they are beholden for attendant in­

come earning responsibilities. 
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In terms of education, about 62% of respondents from micro enterprises attained secondary 

education followed diploma (15.9%) and junior primary (14.3%). In contrast, 57.1% of res­

pondents from small scale enterprises completed secondary education chased by 17.9% and 

12.5% of respondents who attained junior primary and diploma, in that order. Only 4.8% of 

respondents from micro category attained primary education where as 12.5% in small enter­

prise category achieved the same level education. Interestingly, the number of respondents 

without any sort formal education was almost absent (1.6% for micro enterprises and nil for 

sma ll enterprises). Likewise, the number of respondents achieved tertiary level of education 

(first degree and above) was insignificant (1.6% for micro enterprises and nil for small enter­

prises). This educational attainment may be due to the government's attention to expand edu­

cational services and accessibility of education predominantly in urban vicinities. This find­

ing contradicts with a common perception that most micro and small entrepreneurs achieve 

an educational level of no more than secondary school (Anderson, 2000) given that some of 

the entrepreneurs (about 14%) participated in this survey went further than secondary school. 

This shows that unlike earlier periods in Ethiopia wherein citizens who completed secondary 

education await ajob from the government, now, more of the productive age group of society 

particularly graduating from high schools and colleges are getting keen to participate in the 

micro and small scale businesses either in search for self-employment or setting up entrepre­

neurship. 

Respondents were also asked to verify position they held in the enterprise they are working. 

It is found that all of the respondents from both micro and small scale enterprises had the po­

sition of decision making in their firms. As can be seen from figures 4.1 and 4.2 below, 54% 

of respondents from micro enterprises operated their business both as an owner and manager 

while 34% of respondents from small enterprises operated their business both as an owner 

and manager implying that micro enterprises are dominated by so le proprietorship form of 

ownership. This finding is in line with the argument of Gebrehiwot and Wolday (2004) who 

assert that micro and small enterprises subsectors are different in that the former tend to op­

erate on informal basis 01' as so le proprietorship. In so le proprietorship, the entrepreneur is 

the owner as well as the managers of the enterprise (Haftu Berihun et aI. , 2009). 
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Figure 4.1: Position of Respondents 
(Small Enterprises) 
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Source: Own Survey, 2012 

Figure 4.2: Position of 
Respondents (Micro Enterprises) 
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Unlike micro enterprises where proportion of respondents held managerial position account 

for only II %, in small enterprises relatively high proportion of respondents (36%) were 

managers . This may imply that small enterprises are tend to employ mangers (either from 

outside or inside the firm) than micro ones so as to effectively coordinate people, money and 

other resources to meet demand created in the market and in doing so generate wealth. This 

may be due to the characteristics of this subsector where micro enterprises are typified by 

hand-to-mouth existence while small ones are characterized by predictable continuity (Haftu 

Berihun et aI., 2009). 

Moreover, as can be seen from figures 4.1 and 4.2 above, 21 % of respondents from micro 

enterprises expressed their position as owner while only 9% from small enterprises expressed 

themselves as owner. Finally, 12% and 21% of respondents were management committee 

members in micro and small enterprises, respective ly. This shows that the researcher has ap­

proached the right persons in the enterprises particularly those who have power to make up­

grading decision. 
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4.2.2 Characteristics of the Enterprise 

4.2.2.1 Age of the Enterprise 

The result of this survey shows that a high percentage (60.3%) of micro enterprises have 

been operating for 1 to 5 years compared to just about 52% of small enterprises. The next 

longest stay period was the time range between 6 to 10 years for both micro (23.4%) and 

small enterprises (44.6%). Almost 16% of micro enterprises have been in operation for at 

least II years compared to only 3.6% for small enterprises (figures 4.3 and 4.4). Besides 

slight variations in proportion, however, this finding indicates that the vast majority of both 

micro and small enterprises are young. 

Figure 4.3: Age of the Enterprise 
in Years (Micro) 

60.30% 

1--5 6--10 11 and above 

Source: Own Survey, 2012 

Figure 4.4: Age of the Enterprise 
in Years (Small) 

51.80% 

1--5 6--10 11 and above 

The average age of enterprises was found as 6.48, 6.98, and 14.7 for producers, buyers and 

input suppliers, respectively, showing that producers and buyers are relatively younger than 

input suppliers. As far as the number of employees concerned, the average number of em­

ployees in both micro and small scale clothe producing enterprises was 13. More specifically, 

the average number of employees in micro enterprises was about 4 where as it was 23 for 

small enterprises. Equally, majority of both buyers and input suppliers were found as micro 

and small enterprises. For example, the average numbers of employees in the buyers ' catego­

ry was 12 with minimum I and maximum 80 employees. On the other hand, in the input sup­

pliers' category, 65% of interviewed enterprises had 1-10 employees followed by 20% and 
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15% that had 10-50 and more than 50 employees, respectively. In this category, the average 

number of employees was 396 with minimum 1 and maximum 5500 employees (in large fac­

tories) . 

4.2.2.3 Access to Information Communication Technologies 

Information and Communication Technology provides many benefit across a wide range of 

intra and inter firm business processes and transactions. Its applications improve information 

and knowledge management inside the firm and can reduce transaction costs and increase the 

speed and reliability of transactions for both business-to-business (B28) and business-to­

consumers (B2C) transactions (Vickery et al. 2004). If effectively utilized, ICT can enhance 

linkages between andlor among value chain actors by narrowing information gap and thereby 

opening up learning and business opportunities for MSEs (Adeya, 2003). This survey as­

sesses the possibility of value chain actors ' access to ICT and the results are discussed below. 

Table 4.2: Access to Information Communication Technology 

Producers Buyers Input Sup-

Type ofiCT Micro Small Total pliers 

Do you have a cell Yes Count 47 44 91 49 17 
phone? % 74.6% 78 .6% 76.5% 98% 85% 

No Count 16 12 28 I 3 

% 25.4% 2 1.4% 23 .5% 2% 15% 

Total Count 63 56 119 50 20 

% 100% 100% 100% 100% 100% 

Do you have a land Yes Count 9 8 17 19 11 
telephone? % 14.3% 14.3% 14.3% 38% 55% 

No Count 54 48 102 31 9 

% 85.7% 85.7% 85.7% 62% 45% 

Total Count 63 56 119 50 20 

% 100% 100% 100% 100% 20% 

Do you have access to Yes Count 3 2 5 19 7 
internet connection? % 4.8% 3.6% 4.2% 38% 35% 

No Count 60 54 114 31 13 

% 95 .2% 96.4% 95 .8% 62% 65% 

Total Count 63 56 119 50 20 

% 100% 100% 100% 100% 100% 

Source: Own Survey, 2012 
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Respondents were asked about whether they had access to information technolog ies which 

cou ld facilitate communicat ion with their customers. As can be seen fro m Table 4.2, the vast 

majority of respondents account ing for 74.6% and 78.6% from micro and small enterprises 

have cell phone, in that order. Correspondingly, 98% and 85% of respondents from buyers 

and input suppliers category reported that they had ce llular telephone, respectively. On the 

other hand, about 14% of respondents from both micro and small enterprise, 35% fro m buy­

ers and 55% fro m input suppliers replied that they had land line te lephone (a fixed line - a 

line that is not a mobile phone line). This also corroborates with the information obtained 

fro m group interview of producers. Almost all of them exp la ined that ce ll phones are the 

main channe l of communication which enabled them to easily communicate with their buyers 

for the reason that it is oppOltune for communication than land line telephone. 

Unfortunately, the highest proportion (95.2%) of respondents from micro and (96.4%) of 

them fro m small enterprises did not have access to internet. Nevertheless, relatively good 

proportions of respondents fro m buyers (38%) and fro m input supp liers (35%) had access to 

internet. This implies that the opportun ity ofMSE clothe producers to join and compete in an 

extensive array of market channels and expand their customer base via lCT (internet) is li­

mited due to their extremely low access to it which in turn may discourage the upgrading 

practice of producers. Because research has shown that internet and e-commerce enable 

MSEs that remain in reg iona l and local markets because of lack of infor mat ion and market­

ing capability to gain access to new customers and to expand their markets geographically 

(Vickery et al. 2004). 

4.2.2.5 Source of Startup Capital 

Several studies show that the problem of startup cap ital is one of the major constraints that 

impede the growth of MESs. For example, CSA (2006) report indicates that shortage of ini­

tial capital was the major problem for 38% of small sca le manufacturing industries in Ethi­

opia. Another survey report by the CSA on Urban Info rmal Sector (2003) indicates that, the 

top three problems faced by urban informal sector operators (micro enterprise operators) dur­

ing start up stage are: lack of suffic ient capital (38%) inadequate skill (10%) and lack of 

premises (6%) showing that shortage of initial cap ital has been cr itical problem for both mi-
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cra and small enterprises that caught up them from being what they want to be. However, 

literature indicates that those entrepreneurs who succeed to start businesses usually use mul· 

tiple sources of finance (Haftu Berihun et aI., 2009). This survey so assesses the source of 

startup capital for the entrepreneurs and the responses are summarized as follows. 

Table 4.3: Source of Startup Capital 

Source of Startup Capital reported as Micro Small Total 
uYes" N % N % N % 

Own saving 52 71.2 51 66.2 103 68.7 
Loan or resource from family 6 8.2 6 7.8 12 8.0 

Loan from friends 2 2.7 I 1.3 3 2.0 
Loan from commercial banks 0 0.0 0 0.0 0 0.0 

Loan from micro finance Institutions 9 12.4 II 14.3 20 13.3 
Grantor loan from NGOs 3 4.1 I 1.3 4 2.7 
Loan from 'I quib' 0 0.0 0 0.0 0 0.0 
Others (Members contribution) I 1.4 7 9.1 8 5.3 

Total 73* 100.0 77* 100.0 150* 100.0 
Source: Own Survey 

*The sum is greater than the sample on account of multiple answers 

Respondents were asked to state the source of startup capital for their business. Data pre­

sented in the Table 4.3 show that the main source of finance for both micro and small enter­

prises was internal. Own saving as a source of startup capital was reported by respondents 

constituting about 72% and 66% from micro and small enterprises, respectively. The second 

so urce of set up capital reported was loan from micro finance institutions although account­

ing merely for 12.4% of micro and 14.3% of small enterprises. About 8% of respondents 

(from both micro and small enterprises alike) replied that they have received finance from 

their family for the purpose of commencing their business. Unfortunately, none of the enter­

prises (both micro and small) had received credit from commercial banks and Iquib I. 2.7% of 

both micro and small enterprises obtained grantor loan from NGOs where as just 2% ofthem 

received loan from their friend to start their business. This finding implies that micro and 

small enterprises mainly depend on limited internal source of capital (own saving) rather than 

on formal financial institutions to commence their business. This also indicates that formal 

1 Iquib is a tradition financial institution established for the purpose of saving and credit 
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financial institutions that are responsible for formal saving and lending did not play signifi­

cant role in financing new MSE cloth producing ventures. This finding agrees with the re­

su lts of study conducted by Haftu Berihun et al. (2009) who found that only 19% ofMSEs in 

Ethiopia had got credit from formal financial institutions due to difficulty of entry and lack of 

formal support for new and dynamic potential entrepreneurs. 

Table 4.4: Type of Clothe Produced by the Enterprises 

Micro Small Total 
Type of product N % N % N % 

Modern men's and boys' clothe 43 31.9 32 23.7 75 27.7 

Modern women's and girls' clothe 40 29.6 31 23.0 71 26.3 

Traditional men's and boys' clothe 23 17.0 35 25 .9 58 21.5 

Traditional women's and girls' clothe 29 21.5 37 27.4 66 24.5 

Total 135' 100.0 135' 100.0 270 100.0 
Source: Own Survey, 2012 

'The sum is greater than the sample on account of multiple answers 

Respondents were asked about the type of clothe product they have been producing. In spite 

of the differences in proportion, both of micro and small clothe producing enterprises were 

engaged in the production of modern and traditional clothes for both sexes and all age 

groups. Almost 32% of micro and 24% of small enterprises have been producing modern 

men's and boys' clothe, respectively. Likewise, with slight difference in percentage com­

pared to men's and boys ' modern clothe, about 30% of micro and 23% of small enterprises 

are engaged in production of modern women' s and girls' clothe. However, within enterprises 

there were some differences in production orientation. For example, the proportion of micro 

enterprises producing tradition clothe is smaller (17% for traditional men's and boys' cloth 

and 21.5% for traditional women ' s and girls' cloth) when compared to those engaged in the 

production of modern clothes (32% for men and boys and 30% for women and girls). Con­

versely, the proportion of small enterprises producing traditional clothe is slightly higher than 

(about 26% for traditional men and boys clothe and 27% for traditional women and girls 

clothe) those engaged in production of modern clothe (24% for modern men and boys and 

23% for women and girls clothe). 

It is found from observation and group interview that the main type of clothes produced by 

micro and small enterprises in the modern category includes: school uniforms, uniform for 
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employees working in both private and private sectors, different kind of sport wears, CO I11-

plete suit for both sexes and all age groups, Gowons, T-shirts, dress shirts, etc. Conversely, 

the type of clothes produced in traditional catego ry encompass any type of garment fo r both 

sexes and all age groups made [i'om traditiona l ha nd loom fabric or dyed fabric that reflect the 

cultura l dress of d ifferent ethnic group of Ethiopian society. 

Figure 4.5: Pictures Showing Modern and Traditional Clothes 

4.2.2.6 Source of Inputs 

With regard to the source of inputs such as: fabric (made from cotton, nylon, woo len, etc), 

accessories (buttons, zippers, elastic tape, ribbon, etc), sewing tlu'ead, yarn, etc wh ich are the 

main inputs in clothe production, are either locally produced by domestic textile facto ries or 

weavers or imported fi'om abroad. And so, clothe producing MSEs could acquire these inputs 

fi'om a wide range of sources. Respondents were thus asked about the source of their input 

and the responses are summarized in the table 4.5. 

Table 4.5: Source ofinput 

Micro Sma II Total 
Sou rce of In puts N % N % N % 

Collected by the owner or fam il y 0 0 0 0 0 0 

Purchased from ne ighbors 0 0 4 5.0 4 2.6 

Supplied by factory 0 0 
, 

3.8 
, 

2.0 0 0 

Purchased locally fro m retailers 55 76.4 48 60.8 103 68.2 

Purchased locally from who lesa lers 9 12.5 13 16.4 22 14.6 

Imported v ia agents I 1.4 I 1.3 2 1.3 
Others (purchased from weavers) 7 9.7 10 12.7 17 11.3 

Total 72* 100.0 79* 100.0 151* 100.0 

Source: Own Survey 

*The sum is greater than the sample on account of multiple answers 
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As can be seen fi'om Table 4.5, majority of the enterprises (both micro and small) sourced the 

largest part of their inputs from retailers. That is, 76.4% of micro and 60.8% of small enter­

prises sourced their inputs from retailers. The second source of inputs reported by 12.5% of 

respondents from micro enterprises and 16.4% of them from small enterprises was wholesa­

lers. Some of the enterprises particularly those in traditional cloth category sourced their in­

put from weavers (9.7% of micro and 12.7% of small enterprises). None of micro enterprises 

sourced their inputs from factory where as about 4% of small enterprises purchased them 

from factories. Merely 1.3% of both micro and small enterprises imported their inputs via 

agents. This finding indicates that retailers and wholesalers are the main sources of inputs for 

clothe producing MSEs. 

This finding is akin to the information obtained from the group interview carried out with 

producers. Almost all of interviewees from micro enterprises sa id that the main source of 

their input is retailers who are, particularly, located in Markato, Kechene, and Kolfe Gebeya. 

The main reason they raised for sourcing inputs from retailers was associated with capacity 

(shortage of finance) and marketing problems. One of participants expressed the issue as fol­

lows: "I do not have money to buy input from wholesalers since they sell it in large quantity. 

Currently, I am producing clothe in very small quantity but I could not manage to sell it be­

cause of lack of market. Therefore, I procure inputs such as fabric and accessories from re­

tailers because of lack of money and access to market." Another respondent says "I prefer to 

source inputs from retailers because my capacity restricts me to do so. My financial capacity 

is weak so that I could not buy inputs in bulk. Another reason is that wholesalers may not 

have the type and quality of input that 1 want, so my only option is retailers. " 

4.3 Value Chain Map and Governance in the Value Chain 

The first phase of the study which was focused on qualitative data collection and document 

analysis has generated significant information about the structure of the value chain in which 

micro and small clothe producing enterprises have been participating, different actors that 

participate in it, the relationship between and/or among these actors, and the major functions 

being carried out by actors in the value chain. To have comprehensive understand ing about 

the value chain, the researcher has tried to map two chains: the first value chain is associated 

with modern garment and the second is related with traditional clothing. Independent exam i-
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nation of these chains is imperative, particularly due to the fact that the majority of both type 

of enterprises (micro and small) manufacture both modern and traditional clothes but sell 

some of their products in different market channels . 

A value chain map is graphic representation ofthe types of firms in the value chain and how 

they are linked to each other (Kaplinsky and Readman 2001). It is useful in communicating 

the basic structure of the value chain and can be used as a framework for recording informa­

tion about the value chain (McCormick and Schmitz 2002). It is also valuable to easily iden­

tify the location of MSEs in the value chain in terms of the functional levels at which MSEs 

are operating: input supply, production, wholesale, and/or retail (Dunn and Villeda 2005). 

Therefore, this section presents the value chain map of clothing enterprises, participant ac­

tors, and governance pattern in the chain . 

The value chain map of cloth producing MSEs shows four major levels of the va lue chain in 

which four key functions namely: input supply, production, wholesale and retail have been 

undertaken by varied actors of the value chain (figures 4 .7 and 4.9). Major firms participat­

ing (actors) in the value chain include input suppliers, clothe producers (MSE), brokers, dis­

tributors, designers, advert and printing enterprises, exporters, and retailers. It is found that 

the governance pattern between and/or among different actors in the value chain is characte­

rized by a varied range of relationships, and thus none of the chains identified can be illu­

strated with the single governance pattern. This is because the patterns of value chain evolves 

over time with changes in market, products and inter firm relationships (Campbell, 2008). 

4.3.1 Actors of the Value Chain and their Key Functions 

Input suppliers: are firms that make key inputs like accessories (buttons, zippers, ribbon, 

elastic tape, etc); sewing thread; fabric; yarn; sewing machine and its spare parts; and pack­

aging materials available for clothe producers. Except few large textile factories that supply 

fabric and yarn, majority of input suppliers are MSEs which operate as retailers and/or dis­

tributors. 

Producers: manufacture both traditional clothes (made from hand loom or dyed fabric) and 

modern garments (made from factory products) for both sexes and all age groups. They pro­

cure inputs (listed above) from input suppliers or are given from buyers, layout the pattern 
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(mainly by their own), cut, sew, finish, iron, pack, and sell the product. However, these activ­

ities are differing from modern segment to traditional one. In modern segment the sequence 

of activities described above are common whereas in tradition section there are slight varia­

tions in the sequences. For example, rather than sourcing the inputs from suppliers such as 

fabrics, some producers fabricate them although procure some accessories, layout the pattern 

themselves or be given by designers, cut, sew, finish, iron (some of the clothes), and sell. 

Brokers: are individuals or groups who receive cloth products from producers either on lot 

or in tad and resell them to retailers or distributors located in Addis Ababa and/or different 

regions of Ethiopia. They usually operate at a wholesale level and connect the buyer and seI­

ler of cloth product. Sometimes, rather than procuring clothes from producers and reselling 

them, they simply hook up buyers and producers and claim commission from both sides. Ac­

cording to producers, this category of buyer adds nothing to the product but reap the highest 

benefit in the chain. 

Distributors: are actors that procure cloth on lot from producers and resell them to retail or 

non-retail firms in Addis Ababa and/or other regions of the country. They arc playing the role 

of connecting producers and retailers. They collect clothes from various producers or order 

producers to transport the cloth to their location. 

Designers: are individuals or firms that design clothes by considering different aspects such 

as: seasons (warm or cold seasons), work setting, cultural (tradition, religion, adornment, 

etc), age, gender differences, etc. Particularly, in traditional clothing, they collect a variety of 

materials to work with and varied colors, styles, and design to select from. In modern cloth­

ing, except few small enterprises that employ designers who have been working as in-house 

designers though majority of the owners of micro and small enterprises carry out the function 

of design by their own. They carry out this function either by directly copying the design 

from readymade imported and/or domestically manufactured clothes or by adopting some 

modification in readymade clothes. Some of them (novel once) sketch the design on paper to 

reduce errors that would otherwise happen to be reason for wastage of fabric whilst others 

who have experience and confident directly draft the design on fabric. In traditional clothing 

segment, some of the designers are highly trained and have their own design shops (exclusive 

shops); few of them are self-employed who perform the function of design for different 
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clients; and others are working as fi-eelance designers who sell their design to varied fashion 

houses and exclusive shops. Some of them use their own creativity to keep pace with highly 

changing fashion whi le others download the des igns from the internet or copy fi·om others 

and modify them to fit the preference of the customers. 

Advert and printing enterprises: are mainly engaged in printing different kinds of pictures 

and/or texts conveying different massages on garments. These enterprises are highly dis­

persed throughout the city and are focused on printing eye catching portrait or lexis on 

clothes particularly T-shirts. They source clothes either from MESs or large garment facto­

ries, print something on it and resell them to distributors or retailers. Or they simply provide 

print ing service to their c lients on already suppl ied clothes. 

ExpOliers: are firms that se ll clothes to firms located outside Ethiopia. Some of them are de­

signers who have good skill and knowledge acqu ired via formal training and experiences. 

They learn the preferences of their clients by participating in international trade fairs ; con­

tacting their buyers in person or via internet or phone. They also conduct market assessment 

and provide the clothes according to the demand and preferences of the market. Based on 

these, some of them robust ly work with MSEs by providing inputs, design, color, etc de­

manded in the market ·however exercise strong control over producers. Some of them pro­

duce the clothes in verticall y integrated firm. 

Retailers: are firms that sel l clothes to final consumers. They procure clothes from a wide 

range of producers or distributors and resale them to any buyer who have interest in purchas­

ing the c lothe. Some of them have created strong bond with final consumers and call them as 

loyal customers. For this type of final buyer they give special attention and provide clothes 
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that satisf'y their wants. To gratif'y these customers they procure clothes with different quality 

grades (grade one- high quality, grade two- moderate quality, grade three-low quality, grade 

four-very low quality) and sell grade one to the loyal customer and charge reasonable price. 

However, they request very unalike prices for the same product, for example, for loyal cus­

tomers (less) price and any buyer (very high) price. For any buyer, they put forwa rd clothes 

with different quality and prices and let the buyer to make decision. However, when the buy­

er is not knowledgeable about the quality of the clothe, they betray him/her by giving low 

quality product and charge the price of high or moderate quality clothe. 

4.3.2 Value Chaiu of Modern Clothing and its Governance Pattern 

The va lue chain for modern clothe encompasses three domest ic market channels (Figure 4.7): 

popular market in Addis Ababa, various public and private organizations, and domestic mar­

ket outside Addis Ababa (regional markets) . 

The first domestic market channel in the modern value chain is popular markets, which in­

clude small shops, open markets, and street vending in Addis Ababa. These markets are 

chiefly concentrated in Markato (the largest market in Africa), Kolfe Gebeya, Shola Gebeya, 

and Jan Meda (Sunday market) . This channel is the largest of all markets in this chain and 

comprises thousands of firms where bulks of them are MSEs. Products like school uniforms, 

sport wears, T-shirts, men and women suits, gowns, children clothes, etc are mostly marketed 

in this channel. It is in this market channel that some producers se ll the ir products intermit­

tently to direct fina l consumers in either open markets or Sunday markets or in own small 

retail shops. Retailers in this channel purchase clothes from producers wherein sometimes 

producers transport the product to them or they procure from distributors. And so, retail shop 

owners in this chain resell clothes made by an array of numerous producers to final consum-

ers. 
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Figure 4,7: Value Chain Map of Modern Clothe 
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All brokers in this channel are operating informally and it is tricky to find them. They are 

well known to producers and buyers with whom they are connected. The major job of these 

brokers is hunt for buyers and connects them to producers. Majority of them are working on 

the commission basis where both producers and buyers pay fee for service provided. Howev­

er, some of them purchase clothes from the producers and resale them either to distributors or 

final consumers. Majority of producers participated in interview claimed that they do not 

have curiosity to sell their product to brokers. But due to lack of information about the mar­

ket (price, buyers and their preference, etc) and lack of product display and sales places, 

sometimes the only available option to them is selling their product for cheap price to bro­

kers. Distributors are also one of the actors in this chain who buy clothes directly from pro­

ducers and resale them to retailers. 

Governance pattern in this channel is dominated by arms length relationship where producers 

principally manufacture the standard clothes and sell them in the market. In other words, 

producers ' interaction with their buyers is limited to the exchange of the cloth they produced 

for money and such type of transactions are repetitively occurring in this market. However, 

some relational pattern of governance is also observed between producers and distributors 

wher~ some of the produccrs make agreement (negotiation) in advance with these buyers on 

prices, quantity to be produced, quality, delivery time, and type of inputs used. This agree­

ment is accompanied by frequent face-to-face interaction between producers and distributors. 

This pattern of governance is, however, occurred occasionally particularly when distributors 

have high orders; otherwise, the relationship between buyers and distributors is characterized 

by arm's length market. 

Advert and printing enterprise are connected to different firms in the chain (figure 4.9). For 

example, they have linkage with distributors where distributors learn demand for the cloth in 

the market based on frequently asked embellished clothes either from retailers or send their 

messenger (broker) to collect information from different buyers. Based on this information, 

they invite advert and printing enterprises to print different type of pictures or texts on the 

cloth that is highly demanded in the market. Hence advert and printing enterprises are not 

producers of cloth rather printing something on it; they are expected to buy the cloth either 

from producers (when the cloth is not provided by distributors) or simply provide printing 

service on the cloth provided by the distributors. In either case, however, the source of gar-
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ment is cloth producers. That is, each of them is expected to source the product from the pro­

ducers and majority of them are sourcing these clothes from MSEs that are engaged in pro­

duction ofT-shirts. However, sometimes when the orders are very high, advert and printing 

enterprises use brokers to supply clothes that they are looking for or brokers themselves 

search for the market and invite these enterprises to print what they want on the clothes d e­

manded in the market and again sell them either to distributors or retailers. 

Governance pattern between and/or among these actors is mixed. The relationship between 

distributors and advert and printing enterprises is characterized by relational due to the fact 

that they usually carry out activities based on negotiation/agreement. On the other hand, the 

link between advert and printing enterprises and producers tends to be captive since these 

enterprises speciry quality, color, and shape of cloth to be produced and apply sturdy control 

over the producers to ensure whether the production is being carried out as per specification 

or not. However, the relationship between distributors and producers, brokers and producers, 

as well as brokers and advert and printing enterprises is dominated by arm's length market 

pattern of governance. 

The second market channel for modern cloth is the chain through which MSE producers 

reach different public and private organizations. These organizations involve: schools (from 

kindergarten to high school) where schools take the responsibility of purchasing uniforms to 

their students to reduce the burden of search for uniforms from families; public organizations 

(civil service institutions, public enterprises), private sector (factories owned by individuals, 

group or shareholders, hotels, cafes, etc). In this chain, producers manufacture uniforms for 

students and employees working in both private and public sectors. Small enterprises are the 

principal producers in this chain than micro ones given that the fonner relatively have good 

capacity to participate and win different bidding competitions and produce the required 

amount and quality of cloth. Nonetheless, some micro enterprises are also participating in 

this chain. 

There are two methods in which producers have been participating in this channel. The fir st 

method is the condition in which micro and small enterprise offices at different level of the 

Addis Ababa city administration search for markets, particularly by contacting different or­

ganizations and link producers to them. Or else these offices write a letter of support that en-
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courages different public organizations to give priority to MSE cloth producers while procur­

ing uniforms for the ir employees. The second method involves active awareness of MSEs to 

chase different advertisements in which organizations in vite various producers to compete 

tor production of uniforms. In either of the cases. however, producers are required to have 

necessary capacity of producing clothes in terms of skills, knowledge, finance , and equip­

ments. In genera l, the governance pattern of this chain is tend ing to be relat ional where both 

parties (producers and buyers) usua lly base the ir deal on wr itten agreement and solve whi­

chever obstacles based on negotiation rather than intimidation. 

Figure 4.8: A Photo Showing an Enterprise Manufacturing Uniform for the Employees of 

Addis Ababa University during Data Co ll ection 

Source: A Picture Taken by the Researcher. 2012 

Advert and printing enterprises are also among the actors who have been participating in this 

chain. They search for organizations which have aim to celebrate a special occasion which 

demand a unique dress that would adorn the day. Or organizations wh ich have such plan are 

engaged in search for these enterprises. I n that situation advert and printing enterprises ap­

proach cloth producers and order the color. design, quantity and quality of cloth to be pro­

duced and strongly monitor them in accordance with these spec ifications. Therefore, the rela­

tionship between producers and advert and printing enterpri ses is likely to be capt ive . On the 

other hand , the pattern of governance between advert and printing enterprises, and public and 

pri vate organization is exp lained by relational one since they make every agreement in writ­

ing in advance. 

The third chain 111 the modern cloth is domestic market outside Addis Ababa. Producers 

reach this market either tlu'ough distributors or brokers or directly sell their product to re-
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gional buyers. Brokers know regional buyers well and sometimes link them with producers 

and charge commission from both parties. However, usually they communicate with produc­

ers and regional buyers via cellular phone. They ask regional buyers the exact time when 

they will come to Addis Ababa and before their arrival, they buy clothes from producers for 

credit or tell them to manufacture within specific time period that they clued-up by the re­

gional buyers. Brokers contact as many producers as possible to identifY those who agree to 

offer the cloth for cheapest price. 

Another actor in this chain is distributor who sources the clothe from producers and resells 

for regional buyers. Hence these distributors are mainly located in Markato and Kolfe Ge­

beya, regional buyers find them effortlessly and simply pay money and pick the amount and 

type of cloth they want. However, sometimes, producers find these buyers and sell their 

products directly to them. This chain is dominated by the arm' s length market pattern of go­

vernance given that it is characterized by repeated transaction between/or among actors par­

ticipating in it, absence of technical assistance to producers, and transactions restricted to the 

exchange of cloth for money with diminutive information flows. 

Input suppliers provide inputs such as accessories (buttons, zippers, ribbon, elastic tape, etc) 

whish are mostly imported; sewing thread and fabric - imported or locally produced; sewing 

machines and their spare parts; and packaging materials. The largest parts of input suppliers 

in the modern cloth chain are micro and small enterprise mainly operate at retail and distribu­

tor levels though hardly any of them operate as wholesaler. However, a handful of small 

cloth producing enterprises sources their input from large textile factories (such as Almeda, 

Kombolcha, Awassa, Ma Garment, Arbamich, etc) which have sales agent in Addis Ababa. 

Majority of input suppliers are located in Markato (in Military and Takka Terra), Kechene, 

and Kolfe Gebeya where producers visit the shops and purchase the amount and quantity of 

inputs that match up with their needs and financial capacity. The governance pattern be­

tween input suppliers and producers is tend to be market based given that the transaction be­

tween these actors is purely based on arm' s length market relationships. 

58 



Figure 4.9: Value Chain Map of Traditional Clothe 
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4.3.3 Value Chain Map of Traditional Clothing and its Governance Pattern 

As far as market channel for traditional clothe is concerned, four chains were identified: pop­

ular and tourist markets in Addis Ababa, domestic market outside Addis Ababa, exclusive 

shops in Addis Ababa, and overseas market chains (figure 4.9). 

Popular and tourist market chain involves small and large retail shops, open markets, street 

vending, and Sunday markets in Addis Ababa. These markets are highly concentrated in 

Markato (Shema and Minalesh Tera), Shiro Meda, Addisu Gebeya, and Jan Meda. This chain 

serves final consumers reside in Addis Ababa, visitors from other regions of Ethiopia, and 

foreign tourists. The chain is greatly overcrowded during public holiday where demand for 

the clothes reaches its peak. It is not unusual to see foreign tourist who visit these areas par­

ticularly Shiro Meda and Addisu Gebeya and buy some Ethiopia traditional clothes as well. It 

is through this chain that MSE producers get in touch with final consumers by either selling 

clothes in their own small shops or sell them in Sunday market or in streets. Sometimes bro­

kers collect clothes from producers and resale them either to distributors or retailers. This 

practice is particularly extensive during holidays where the demand for the product augments 

and producers are busily betrothed in production. Producers also sell their products to dis­

tributors mostly located in Markato and Shiro Meda. 

The most common pattern of governance observed in the popular and tourist market were 

market and hierarchical relationships. The preponderance relationships in this chain however 

were market relationships in which producers sell their product to local buyers (final con­

sumers, retailers, brokers, and distributors) based on arm's length transaction. The same type 

of relationships was observed between buyers and brokers where brokers sometimes collect 

cloth from producers and resell it either to distributors or retailers. Distributors also resell the 

cloth they collected from producers to retailers in arm's length transaction. Most of the time 

retailers in popular and tourist market learn the preference of buyers by scrutinizing the type 

of cloth (in terms of sex, age, color, design, etc) sold swiftly or ask buyers to learn about their 

favorite type of cloth. Very few thriving enterprises in this chain function under hierarchical 

pattern of governance where major functions like design, manufacturing, and retailing are 

vertically integrated. 
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The second chain in traditio n c lot h involves domest ic markets outside Addis Ababa in whic h 

producers se ll their product either through intermediaries or directly to buyers in different 

regions of Eth iop ia. However. compared to the fir st chain (popular and tourist market ) sa les 

volume is lower in this chain due to the fact that producers of traditiona l clothes are distri­

buted all ove r the regions. Therefo re, regional buyers come to Add is Ababa to purchase 

clothes that are unique (in design and color) and/or cheap when compared to regional prices. 

They buy c lothes from distributors or brokers or direct ly from producers. The type of gover­

nance in thi s chain is totall y market based in which each of these actors make transactions 

based on arm' s le ngth market relationship. 

The third chain in whic h the retailing 0 f traditional cloth occurs in Addis Ababa is exclusive 

shops. Majority of these shops are owned by designers and are dispersed throughout the city. 

However. they are more concentrated in Bole. Shiro Meda, and Kirokos market center. The 

main customers of these actors of the value chain are domest ic higher class (affiuent) Ethio­

pians, Diaspora, and tourists. They provide high quality products with unique design and 

style which is being dressed in spec ial occasions suc h as wedding, celebration of particular 

event. holidays, etc. Most of them have their own weavers who are responsible to produce 

traditional fabric and tailors who took the responsibility of manu factu ring traditional gar­

ment. Owners of exclusive shop also work with MS E producers where they define the prod­

uct (design, co lor, and specific requirement associated with quality) and monitor producers 

closely so as to ensure w hether the production is carried out according to the specification or 

not. 

Figure 4. 10: Picture Showing One of Exclusive Shops in Shiro Meda 

Source: Own Photo. 20 12 
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The governance pattern in this chain tends to be hierarchical and captive. It is hierarchical in 

that a single exclusive shop owner has been carrying out the major functions in the value 

chain such as input supply, design, production and retailing in vertically integrated manner. 

Captive governance pattern is also observed between exclusive shop owners and producers 

due to the fact that shop owners define the product to be produced and exercise strong contro I 

over the producers. Designers do not want producers to have more than one buyer (apart 

from them) because of the fear of losing design. Designers condemn producers on the basis 

of design mislay in which they perceive that when producers work with many buyers they 

might transfer their design to others. One of the interviewee says " ...... 1 remember the pro­

ducers who sold my design/or one thousand Birr. " 

The fourth chain in this traditional clothe production sectors is overseas market. Producers do 

not directly get in touch with buyers located outside Ethiopia. Rather they participate in this 

chain by selling their product to exporters located in Ethiopia. Some of the exporters form an 

association and sell traditional cloth to buyers located outside Ethiopia while others reach 

foreign markets by operating individually. The best example for exporters association in this 

sector is Ethiopian Women's Export Association whose vision is "To see successful Ethio­

pian women exporters in the international market and contributing to the economic empo­

werment of women and poverty reduction at all level." The association focuses on five ex­

port sectors where textile and garment is one of them. Both of the exporters (association and 

individual) however source the product either from the producers or manufacture them in 

their own firms. Since the production of clothes in this chain requires high heed in terms 0 f 

quality and design, majority of exporters established vertically integrated firm in which func­

tions like input supply (hand loom fabric), design, production, and selling are carried out by a 

single firm. Some of the exporters are sourcing clothes from producers where product speci­

fications (quality, design, style, etc) are defined in advance by them. However, before the 

commencement of actual production, exporters select producers by carefully evaluating their 

skills since manufacturing traditional clothes require deep talent and carefulness. Some of the 

exporters closely work with designers and source clothes from them. 

When orders are high, designers outsource the function of production to producers by provid­

ing clear requirements including inputs and exercising hard-hitting controlling to ensure the 
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fulfillment of the specifications. Exporters se ll their product either to fi nal consumer dwells 

abroad via their reta il shops located there or retailers outside Ethiopia or individual buyers 

abroad who ordered them. 

And so, the governance pattern observed in this chain is varied. The chain is particularly 

dominated by hierarchical relationship where cloth producers have been working as wage 

employees and the exporter manufactures clothes in vertically integrated structure. The rela­

tionship between exporters and importers is typified by the relational wherein information 

flows between them is thick and buyers (importers) and exporters (seller) define the product 

together. Exporters learn the preference of buyers via internet communication, visiting buy­

ers in person, participation in global trade fairs, etc. Likewise, the relationship between de­

signers and exporters is characterized by relational one in which they work together, equally 

negotiate on each specificat ion provided by exporters and frequently exchange information. 

On the other hand, the link between producers and exporters is observed as captive one in 

that exporters define the product to be produced and exercise tough control over the produc-

ers. 

As far as input suppliers in this chain concerned, almost all of them are MSEs. They suppl y 

accessories (like elastic tape, buttons, zippers, etc); thread and dyes (yarn and sewing thread -

impolted as well as locally produced), fabric - locally produced by weavers, and packaging 

materials mostly imported. Suppliers of accessories, thread, and dyes are mainly retailers al­

though few of them are engaged in wholesales of inputs. All of the weavers are micro and 

sma ll enterprises that produce different kinds of fabric most ly from locally grown, ginned, 

and spun cotton. The governance pattern between producers and input suppliers in chain one 

and two tends to be market based in that transaction between these actors of the value chain 

is mainly based on arm's length market. Suppliers provide different kinds of inputs with va­

ried quali ties in which producers visit them, select what they want, pay money, and pick the 

inputs to their work place. However, in chain three and four where designers and exporters 

own vertically integrated firms, particularly, some of the weavers (fabric suppliers) have 

been operating as the part of the firms that are vertically integrated . Otherwise, these weavers 

supp ly their product to different markets in Addis Ababa (mostly to Markato, Shiro Meda, 

Addisu Gebeya, Kechene, Sho la Gebeya, Jan Meda and Kolfe Gebeya). 
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Upgrad ing is a process through which those who run enterprises aC~Owledge, of­

ten through relationships with other firms in the value chain or firms in sUPpOlting markets, 

and increase value added of their offerings (Dunn et al. 2006). It is essentia l to the overall 

competitiveness of the va lue chain (Ernst 2004), as it ensures that chain is able to meet con­

sumers' preferences for lower price and improved quality (Bloom et al. 2007). This study 

examines four types of upgrading such as process, product, functional, and channel upgrad­

ing. First, respondents were asked to state whether they adopted any type of upgrading in 

their firm. Then each type of upgrad ing is measured by different indicators particularly asso­

ciated with core strategies or actions taken by each enterprise hitherto. 

4.4.1 Process Upgrading 

The focus of process upgrading is on improving the efficiency of production process in the 

course of transforming inputs into outputs more competent ly so as to attain greater produc­

tion using fewer inputs. According to Bloom et al. (2007), process upgrading reduces the cost 

of production and may be attributab le to improved organ izat ion and management of produc­

tion process or to the use of improved technology. 

Table 4 6' Process Upgrading Reported by Respondents .. 
Type of enterprise 

Micro Small Total 

Did your firm undertake Yes Count 27 32 59 

any strategy listed under % within type of enterprise 42 .9% 57.1% 49.6% 
question F2 to improve 

No Count 36 24 60 production process in 

transforming inputs into % within type of enterprise 57.1% 42.9% 50.4% 

output more efficiently? 

Total Count 63 56 119 

% within type of enterprise 100.0% 100.0% 100.0% 

Source: Own Survey, 2012 

Respondents were asked about whether their firm has undertaken any action to improve pro­

duction process in transforming inputs into outputs efficiently. Slightly higher than average, 

57% of respondents from small enterprises and about 43% of them fi'om micro enterprises 
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reported that they took actions to improve the production process of their enterprises (Table 

4.6) . This indicates that both type o f enterprises adopted some sort of strategy to improve 

their production process. Nevertheless, the finding imp lies that small enterprises have more 

propensities to improve their production process than micro ones. This might be due to dif­

ference in capacity, access to different serv ices provided by actors outside the chain, ability 

to exploit opportunities created in the market, and business orientation. 

T bl 47 E 'd fi h E' a c : VI ence or t e xlstence 0 fP u rocess Jpg ra d' mg 

Micro Small Total 
Indicators of process upgrading (reported as "yes") N % N % N % 

Introduced new managerial teChnique 2 4.4 13 16.3 15 12 
Changed the layout of production technique 13 28.9 26 32.5 39 31.2 
Put in place a system that expedite deliveries 5 ILl 17 21.3 22 17.6 
Invested resources to qu ire new machinery or equipment 20 44.4 IS 18.8 35 28 
Invested resource in research and development 0 0 I 1.2 I 0.8 
Reduced rejection rate 5 11.1 8 10 13 10.4 

Total 45' 100 80" 100 125 100 

Source: Own Survey, 2012 
'The sum is less than the sample for micro enterprises due to less number of respondents 

undertook process upgrading 
"The sum is greater than the sample for small enterprises on account of multiple answers 

It was imperative to ask the type of action/activity carried out by the enterprises in attempt to 

improve their production process. As can be seen from Table 4.7, the main activities under­

taken by micro enterprises to improve their production process include: investment to acquire 

new machinery or equipment (44.4%) and changing the layout of production process (29%). 

It was c lear from observation and group interview that a number of enterprises invested their 

resources and purchased sewing machines that operate by e lectric power. Thus, majority of 

group interview participant who undertook such investment explained that the change from 

manually operating sewing machine to the one that is operate electrica lly enabled them to 

increase clothe produced per day. On the other hand, the major strateg ies for small enterpris­

es to improve production system encompass: changing the layout of production process 

(32.5%), adopting a system that expedite delivery (21.3%) and investment in new machines 

or equ ipment (18.8%). 
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This finding shows that both type of enterprises adopted some sort of strategies to improve 

their production process although their strategies in terms of priority illustrate some differ­

ence. That is, while micro enterprises give the first priority for investment in machines, small 

enterprises focus on changing the layout of production process. This may be due to the fact 

that many small enterprises observed during data collection already have electrically operat­

ed sewing machines and now turn their focus to improve their layout of production process 

where all functions such as input storing, designing, cutting, sewing, finishing, and packag­

ing are undertaken in close proximity so as to reduce wastage of resources (time, effort, etc). 

4.4.2 Product Upgrading 

Product upgrading involves a qualitative improvement in the product that makes it more de­

sirable to consumers (Bloom D. et al. 2007). It focuses on introducing new products or im­

proving old products faster than rivals. For example, it involves strategies like changing new 

product development processes both within individual links in the value chain and in the rela­

tionship between different chain links (Kaplinsky and Morris 2000). This type of upgrading 

could enable MSEs to earn a higher unit price since the higher quality product commands it 

(Dunn 2006). 

Table 4 8' Product Upgrading Reported by Respondents 

Type of enterprise 

Micro Small Total 

Did your firm carry out Yes Count 21 33 54 
anyone of activities % within type of enterprise 33.3% 58.9% 45.4% 
listed in question F4 to 

No Count 42 23 65 make clothes more de-
sirable to the customers? % within type of enterprise 66.7% 41.1 % 54.6% 

Total Count 63 56 119 

% within type of enterprise 100.0% 100.0% 100.0% 

Source: Own survey, 2012 

As far as product upgrading concerned, 33.3% of respondents from micro and about 59% 

from small enterprises reported that their enterprises adopted some strategies to advance 

clothe products (Table 4.8). This finding indicates that both types of enterprise have been try­

ing to improve their product. However, alike in process upgrading, small enterprises are im­

proving their product more than micro ones. 
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Indicators for product upgrading (reported as Micro Small Total 
"yes") N % N % N % 
Improved the quality of the product 18 27.7 31 31 49 29.7 
Changed the design of the product 15 23.1 25 25 40 24.2 
Innovate in the usage of inputs, colors, shape, etc 17 26.1 23 23 40 24.2 
Involved in the develooment of new oroduct 15 23.1 21 21 36 21.9 
Total 65' 100 100' 100 165' 100 

Source: Own survey, 2012 
'The sum is greater than the sample on account ofmu ltiple answers 

Those respondents who reported that they adopted strategy to improve products were asked 

to state the type of strategy they used. And so, the ftr st main strategy adopted by both type of 

enterprises was advance in product quality (reported by almost 30%), followed by change in 

design (24.2%) and innovation in the usage of inputs, colors and shape of the product 

(24.2%). Some enterprises (abo ut 22%) were a lso invo lved in the development of new prod­

uct (Table 4.9) . This finding indicates that regardless of type of enterprise; c lothe producers 

adopted different type of strategies in an attempt to make their product attractive to their cus­

tomers. 

This find corroborates with results of qualitative data. Majority of participants from both type 

of enterprises explained that they produce clothes based on a number of criteria. One ofthese 

criteria is the purchasing power of customers. They explained that several producers fabricate 

c lothe products with different grades. Grade one is labe led as high quality product and has 

high va lue, grade two is identified with moderate quality and moderate price, and grade three 

with lower quality and price. Therefore, they reported that their focus is on grade one and 

two where they make more money. These grades require high care in terms of input se lec­

tion, color and shape so as to satisty customers. Buyers whether they are distributors or re­

tailers or brokers who give order or directly procure the c loth, select from these different 

grades based on purchasing power of the society. 

4.4.3 Functional Upgrading 

Functional upgrading encompasses the entry ofa ftrm into a new, higher value-added leve l in 

the value chain (Dunn et ai, 2006). This movement of a firm closer to the final consumer, 

requires the firm to take on new functions, and positions the firm to receive a higher unit price 
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for the product (Bloom el ai, 2007). Particularly, this type of upgrading allows MSEs to increase 

value added by changing the mix of activities conducted within the firm or moving the locus 

of activities to different links in the value chain (for example from manufacturing to design) 

(Kaplinsky & Morris, 2000). The findings of the survey for this type of upgrading are pre­

sented below. 

ro 
E 
Vl 

No 

yes 

No 

Yes 

Figure 4.11: Functional Upgrading Reported by Respondents 

Source: Own Survey, 2012 

84.10% 

As far as functional upgrading is concerned, results show that only few proportion of micro 

(about 16%) and small (25%) enterprises were engaged in non-production activity to acquire 

new or superior fimction that could enable them to reap the benefit created in the value chain 

(Figure II). This might be due to shortage of capital, lack of information about upgrading 

opportunities, low level of knowledge and skills to analyze business environment, and weak 

relationships in the value chain. 

T bl 410 E 'd fi h E a e : VI ence or t e xlstence 0 fF unctlona IV d' Igra mg 

Indicators for product upgrading ( reported as "yes") Micro (%) Small (%) 

The function of designing 7.9 8.9 

The development of own brand 3.2 3.6 
The function of intermediary 1.6 1.9 

The function of retailing 11.1 14.3 

The function of wholesales 0 5.4 

The function of export 0 0 

N 63 56 
Source: Own survey, 2012 
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Besides production of clothes, 11.1 % of respondents from micro enterprises were engaged in 

retailing while 14.3% of small ones were engaged in the same activity (Table 4.10). Another 

scrutiny that can be made from the Table 4.10 is that, few enterprises (about 8%) and (about 

9%) were also engaged in the function of designing. However, it is found from the interview 

that this function is not for commercial purpose rather producers use it to manufacture their 

own clothe (internal purpose). A small proportion (5.4%) of small enterprises was also en­

gaged in the function of wholesales. These findings indicate that clothe producers are focus­

ing on production function rather than upgrading themselves to a new or superior function 

that could change their livelihood. This may be due to the existence of weak horizontal lin­

kage between cloth producers. Because literature suggests that producers associations arise in 

an attempt to eliminate the role of intermediaries in such a way that offer producers the 

chance to engage in functional upgrading and earn higher revenue (Bloom et al. 2008). 

4.6.4 Channel Upgrading 

Channel upgrading involves selling a product into a new market channel within the value 

chain (Bloom et al 2007). When MSEs perform this type of upgrading successfilily, these 

enable them to enter into a pathway leading to a new, higher value-added end market, such as 

a local, national, regional and/or global end markets (Dunn et al. 2006). Therefor~, firms may 

operate in more than one channel at the same time, and they may move in and out of chan­

nels over time (Bloom et aI2007). Thus, this study examines the practice of this type of up­

grading and the results are summarized below. 

Respondents were asked about whether they entered into a new higher value added end mar­

ket such as a local, national, global end markets. This type of upgrading was measured by the 

indicators such as: searching for new domestic market, searching for global new markets, and 

participation in a variety of markets. Except very few micro (12.7%) and small (16.1%) of 

enterprises who tried to search for new domestic market, the attempt made to search for 

global market is nil for micro enterprises and scanty (5.4%) for small ones. Almost none of 

the enterprises were participated in variety of markets so as to reduce the risks associated 

with market failure (Figure 4.12). These findings show that channel upgrading practice is 

very weak in both type of the enterprises. 
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Figure 4.12: Channel Upgrading Reported by Respondents 
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Source: Own survey, 20 12 

The finding that states channel upgrading practice of clothe producers is very weak IS con­

firmed by qual itative information obtained fi'om group interview carried out with producers. 

Hardly any partic ipants expla ined that they participated in bazaars and trade fairs admin is­

tered by AAMSEDA in Addis Ababa and searched out for new buyers. They noted that 

searching for buyers in glo bal market is beyond thei r capacity due to financial , knowledge, 

and infor mation constraints. This might also be due to lack of enterprises' access to informa­

tion technology particularly to the internet (Table 4.2). This weak channel upgrading practice 

may be due to weak vertical and horizontal linkages between va lue chain actors as well. Be­

cause literature explains that producers associations might be formed as a way to lower the 

costs of inputs, marketing and business services and these efficiencies could encourage those 

higher up the value chain to include MSEs into their networks, result ing in channel upgrad-

ing (Bloom et al. 2008). 

4.5. Factors that Enhance or Impede the Upgrading Practice of MSEs 

For clothe producing MSEs to play key role in the economy of Ethiopia in general and of 

Addis Ababa in part icular, they need to upgrade themselves by improving their production 

techniques, expand ing the ir product array, engaging in superior functions that would boost 

their growth, and diversifying their marketing channels. In doing so, they can meet the re­

quire ments of the end markets at both local and international levels and grown to be competi-
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tive in the market. Literature indicates that under right condit ions, entrepreneurs, regardless 

of their background, can start and grow, generate profits, and create employment opportuni­

ties (Baily, 2008). However, in actuality, upgrad ing is not an easily task particularly for 

MSEs which are hemmed in by a lot of discouraging factors ranging from internal fi nancial 

constraint to inauspicious business environment in which they are operating. Among many 

factors that may perhaps be incentive or disincentive for upgrading practice of cloth produc­

ing MSEs, this study focuses on the examination of factors related with the structure of value 

chain such as: end markets, vertical linkages, horizontal linkages, supporting market, enabl­

ing business environment, governance, and inter-firm cooperation. And so, the result of the 

assessment is presented in the following section. 

4.5.1 Marketing Practice and End markets 

Favorableness of the ways via which producers sell their product to end markets as we ll as 

demands in these markets may well encourage or discourage entrepreneurs to upgrade their 

process, product, and functions. For example, when the ways through which producers sell 

the ir product is found as favorable (because of better information about the market, conve­

nient sales, more assistance fro m buyers, dependable sales, many buyers, high profit, etc), 

this would be an incentive to them to improve their production process and product quality so 

as to garner the opportunity created as a result of this situation. Therefore, to have clear un­

derstanding about the marketing practices of cloth producers, it was imperative to ask res­

pondents about the ways via which they have been selling their products. The result of this 

item is summarized in the table 4.11 below. 

71 



4.5.1.1 Marketing Practices 

Table 4.11 below indicates that relatively hefty proportion of respondents from micro enter­

prises (37.4%) sold their product directly to final consumers while about 24% of respondents 

from small enterprises so ld their product to similar buyer. The second channel of sales for 

micro enterprises was retailers located in Addis Ababa where 27.3% of respondents sold their 

product to this buyer. However, 28.5% of respondents from small enterprise sold their prod­

uct to retailers in Addis Ababa which makes this channel the first for small enterprises com­

pared to the proportion of respondents so ld to fmal consumers (24%). Only 7.5% ofrespon­

dents from micro and slightly higher (12.6%) of them from small enterprises (compared to 

micro) sold their product to distributors/brokers in Addis Ababa. Likewise, merely 9.5% of 

respondents from micro enterprise sold their product to wholesalers located in Addis Ababa 

compared to about 17% of small enterprises. Almost 13% of respondents from both micro 

and small enterprises alike sold their product to buyers located outside Addis Ababa but op­

erate within Ethiopia. Very small proportion of respondents from both type of enterprises 

(2.3%) sold their product to exporters located in Addis Ababa. 

Table 4 11 ' Ways in whi ch Producers Sold their Product 

Micro Small Total 
Wavs in which oroducts are sold reoorted as "Yes" N % N % N % 

Directly to final consumers in Addis Ababa 55 37.4 36 23.9 91 30.5 

To intermediary distributor/broker in Addis Ababa 11 7.5 19 12.6 30 10.1 

To a retailer in Addis Ababa 40 27.3 43 28.5 83 27.8 

To a wholesaler in Addis Ababa 14 9.5 25 16.6 39 13.1 

To exclusive local shoos(designer~) in Addis Ababa 4 2.7 6 3.9 10 3.6 

To buvers inside Ethiooia but outside Addis Ababa 19 12.9 19 12.6 38 12.7 

To an exoorter located in Ethiopia 4 2.7 3 1.9 7 2.3 

To an importer located outside Ethiopia 0 0 0 0 0 0 

Total 147' 100 151- roo 298- 100 
Source: Own Survey, 2012 

'The sum is greater than the sample on account of multiple answers 

Unfortunately, none of the enterprises sold their clothe products to importers located outside 

Ethiopia. This finding shows that final consumers, retailers, and buyers outside Addis Ababa 

but inside Ethiopia are the main clients for micro enterprises. However, for sma ll enterprises 

the first largest clients are retailers followed by final consumers, wholesalers, and regional 

buyers, in that order. It also implies that micro enterprises tend to sell their products directly 
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to final consumers than small enterprises not because of functional upgrading (eliminating 

middlemen and coming closer to final consumers) rather it is du e to diminutive quantity pro­

duced and sold for survival purpose. 

This finding corroborates information obtained from qualitative data. One of the discussants 

from micro enterprise says "I produce clothe of all kind (traditional and modern) in small 

quantity. I never sold my product to middlemen for varied reasons. For example, the major 

reason is that, I produce small quantity of clothe due to financial constraint and low demand 

in the market, sell it for cheap and earn very small profit or sometimes nothing. I use this 

marginal profit fo r daily consumption, so how can 1 share this trivial profit to others? Due to 

this, I prefer to sell my cloth directly to final consumers either on street or in my work 

place. " This finding is substantiated by the research finding ofFeMSEOA which assert that a 

number of MSEs do not have the necessary retail outlets and sell their product at break-even 

or even below cost(www.mse.org.et) 

4.5.1.2 Favorableness of Ways via which Products Sold 

Table 4.12: Favorableness of Ways via which Producers Sold their Product 

Do you think the way (s) in which you so ld your cloth 
product are favorable for the producers like you? Type of enterprise 

Micro Small Total 

Yes Count 22 29 51 

% within type of enterprise 34.9% 51.8% 42.9% 

No Count 41 27 68 

% within type of enterprise 65.1% 48.2% 57.1% 

Total Count 63 56 119 

% within type of enterprise 100.0% 100.0% 100.0% 

Source: Own Survey, 201 2 

When asked whether the channels in which producers so ld their product is favorable or not, 

respondents gave different answers. As can be seen from Table 4.12, the majority (65%) of 

respondents from micro enterprises repOited that the way in which they so ld their product 

was unfavorable whereas slightly less than average (48%) of respondents from small enter­

prises reported that the channels was un favorable. This finding may indicate that marketing 

channel via which enterprises have been selling their product is not favorable particularly for 
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micro enterprises and the situation cou ld be disincentive for some owners to make upgrading 

decision. However, for slightly more than half small enterprises the marketing channe l is fa­

vorable implying that some of small enterprises have good prospect to engage in an array of 

upgrading activit ies than micro ones due to opportunities created in the channel via which 

they so Id their products. 

T bl 413 R a e : fc U easons or npromlsmg M k' Ch ar etmg anne 
Micro Small Total 

Reasons N % N % N % 

High cost of inputs 9 8.4 7 8.6 16 8.6 
Difficult to find buyers 37 34.6 23 28.8 60 32.1 
Lack of information about the market II 10.3 10 12.5 21 11.2 
Low bargaining power of producers II 10.3 12 15.0 23 12.3 
Low profit 33 30.8 23 28.8 56 29.9 
Unreliable and unpredictable sales 6 5.6 5 6.3 II 5.9 

Total 107' 100 80' 100 187* 100 
Source: Own Survey, 2012 

*The sum is greater than the sample on account of multiple answers 

Respondents were asked to indicate the reason(s) why they said the way in which they sold 

their product is unfavorable. Majority of respondents accounting for 34.6% from micro and 

28.8% of them from small enterprises reported that obscurity of tinding buyers made the 

market unpromising. The next highest reason for discouraging marketing channel which is 

reported by 30.8% of micro enterprises and 28.8% of small enterprises was low profit. Other 

reasons involve: low bargaining power of producers (reported by 10.3% respondents from 

micro and 15% from small enterprises), lack of information about market (reported by 10.3% 

of micro and 12.5% of small enterprises), high cost of inputs (replied by 8.4% of micro and 

8.6% of small enterprises) and unreliable sales (reported by 5.6% of micro and 6.3% of small 

enterprises) (Table 4.13). This finding suggests that the problem of finding buyers, low prof­

it, low bargaining power of producers, and lack of information about the market are the ma­

jor reasons that made the condu it v ia which producers so ld their products inausp icious. 

4.5.1.3 Demand in the Market 

Within a value chain there can be a series of buyers, from local and international traders to 

retai lers and fina l consumers who server as destination market entity (Barber 2008) . These 

end markets are a core driver of value chain growth and development (micro links.kdid.org). 
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And so, literature indicates that strong demand in end markets encourages MSEs to upgrade 

(Dunn et ai. 2006). For example, end market demand informs supply chain actors (producers) 

who in turn build the capacity to meet demand and compete in the market place (Barber 

2008). Particularly, Nichter and Goldmark (200S) note that an important dimension of 

growth or potential growth for MSEs in a value chain is strong demand in the end markets, 

whether local, regional or international. In this survey the perception of producers towards 

their product demand was assessed and the findings are summarized as follows. 

Table 4.14: Respondents' Evaluation about Demand in the Market 

Overall demand for your product over the last 2 years Type of enterprise 

Micro Small Total 

Increased Count 23 28 51 

% within type of enterprise 36.5% 50.0% 42.9% 

No change Count 20 25 45 

% within type of enterprise 31.7% 44.6% 37.8% 

Decreased Count 20 3 23 

% within type of enterprise 31.7% 5.4% 19.3% 

Total Count 63 56 119 

% within type of enterprise 100.0% 100.0% 100.0% 

Source: Own Survey, 2012 

When asked about overall demand in the market, respondents gave varied answers. For 

36.S% of respondents from micro enterprises the overall demand in the market was increased 

though SO% of respondents from small enterprises reported that it was increased. For micro 

enterprises that constitute 63.S% of respondents, demand in the market was either decreased 

or showed no change. In contrary, for 44.6% of small enterprises, the overall demand in the 

market did not show any change and only S.4% of respondents from small enterprises re­

ported that the demand in the market is decreased (Table 4.14). This indicates that for majori­

ty of micro enterprises decline in market demand is bad news which may discourage them to 

upgrading their firms. However, for small enterprises since average proportion of respon­

dents evaluated the demand in the market as increasing this would encourage them to up­

grade themselves to reap the benefit created in the market. In general, this finding implies 

that increasing in demand in the market is incentive for clothe producers to upgrade their 

process and product. 
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This finding is in also line with the crosstab report presented in the table 4.15 (appendix A) 

wherein among respondents who reported that demand in the market is increasing, 66.7% 

and 72.5% of them adopted some sort of strategies to upgrade their enterprises' process and 

product, respectively. Moreover, among respondents who assessed demand as increasing in 

the market, 43.1% and 23.5% of them also engaged in functional and channel upgrading 

practices, in that order. From logistic regression analysis, it was found that increase demand 

in the market positively influence process and product upgrading practices of clothe produc­

ers and the influence is statistically significant (see Tables 40 and 42, appendix A). 

4.5.1.4 Trend of Sales 

In terms of sa les trend, majority of respondents from micro enterprises accounting for about 

43% responded that their sales declined whereas only 25% of respondents from small enter­

prises reported that sales were declined. On the other hand, 25.4% of respondents from mi­

cro and 35.7% of them from small enterprises replied that sales remained the same over time. 

In the same manner, 31.7% of micro and slightly higher proportion (39.3%) of small enter­

prises reported that their sa les were increased over time (Table 4.16). This indicates that for 

majority of micro enterprises sales are lower now than before while sales are higher now than 

before for greater part of small enterprises. This might be associated with the assessment of 

respondents' demand in the market where majority of the respondents from micro enterprises 

evaluated the market demand as either declining or showing no change while about half of 

respondents from small enterprises assessed it as increasing overtime (Table 4.14). 

Table 4.16: Trend of Sa es to TOD Buvers 

Type of enterprise 

Micro Small Total 

Trend of sales to Same level of sales over time Count 16 20 36 
top buyer % 25.4% 35.7% 30.3% 

Sales have increased over time Count 20 22 42 

% 31.7% 39.3% 35.3% 

Sales have decreased over time Count 27 14 41 

% 42.9% 25.0% 34.5% 

Total Count 63 56 119 

% 100.0% 100.0% 100.0% 

Source: Own Survey, 2012 
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It was found that there is statistically significant positive relationship between demand in the 

market and trend of sales at P=O.02 (Table 4.17). This implies that strong demand in the 

market is related with increase in sales which possibly will motivate clothe producers to take 

on upgrading. In contrary, weak demand in the market is associated with decline in sales and 

could be one of the discouraging factors for upgrading. Therefore, it is clear from this finding 

that for micro enterprises declining demand in the market coupled with turning down of sales 

could be one of the disincentives for their upgrading practice though increasing demand in 

the market in conjunct ion with increase of sales will be incentive for small enterprises to en­

gage in upgrad ing activities. This finding confirms the data presented in the table 4.6 and 4.7 

where major ity of small enterprises reported that they were adopted various strategies to up­

grade their process and product more than micro ones. 

Table 4.17: Correlation between Demand and Trend of Sales 

Overall 
demand for 

product Trend of 
over the last sales to 

Control Variables 2 years top buyer 

Type of enterprise Overall demand for Correlation 1.000 .276 
product over Significance (2-tailed) .002 
the last 2 years df 0 116 

Trend of sales to Correlation .276 1.000 
top buyer Significance (2-tailed) .002 

df 116 0 

Source: Own Survey, 20 12 

This find also confirms info rmation obtained from the group interview with producers where 

greater part of participants from micro enterprises explained that their market and sa les are 

diminishing fro m time to time. When asked about the demand in the market, one of the par­

ticipants says "the demand for my market is declining with the pace that I could not believe. 

The market becomes cold just like ice. I am struggling in the game of life and it appears that 

I am going to lose. Because my sales are highly declining and the revenue that I could gen­

erate is approaching zero. Therefore, in this dark situation thinking about upgrading is diffi­

cult and even impossible. In my view, survival comes first and after I survive in the market, 

the next issue will be looking for different alternatives of growth. " 
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4.5.2 Vertical Linkages 

Literature indicates that product markets usually grow vertically before they grow horizontal· 

Iy (Olaf, Downing, and Field 2006). According to these authors without the capacity to get a 

product to market through input suppliers, producers, processors, wholesalers/exporters and 

finally to retailers, industries are unable to generate sufficient income for investment in up­

grading services, such as product development, training, and other business services. Thus, 

the vertical chain must be developed and strengthened before first or subsequent tiers of ser­

vices emerge. 

And so, the importance of vertical relationships between andlor among different firms in the 

value chain is well documented in the literature. For instance, according to Dyer and Singh 

(1998), collaboration through vertical relationships is vital for value chain competitiveness. 

Likewise, Galizzi and Venturini! (1999) noted that closer cooperation and coordination en­

hance value chain competitiveness by reducing transaction costs and increasing the ability of 

the chain to meet and adjust to consumer demand. Therefore, the nature of the vertical lin­

kages often defines and determines the distribution of benefit along the chain and creates in­

centive for, or constrains upgrading (Humphrey and Schmitz 2006). 

This study thus assesses the vertical linkages between andlor among different firms in the 

value chain based on the following indicators. Category of producers' top buyer, personal 

connection between buyers and producers, level of trust in the value chain, kind of agree­

ments made between producers and top buyers, mode and frequency of communication be­

tween producers and buyers, and information about the distribution of benefits in the value 

chain. The results are summarized as follows. 

4.5.2.1 Top Buyers of Producers 

Respondents were asked to state the top buyer to whom they sold cloth products. Massive 

proportion of the respondents (constituting 90.5%) from micro enterprises and 75% of them 

fi'om small enterprise reported that buyers in Addis Ababa were their pinnacle buyers. Like­

wise, 60% of respondents from buyers category resold producers product in Addis Ababa 

while 80% of respondents from input suppliers repOlted that their top buyer are located in 

Addis Ababa (Table 4.18). This finding shows that top buyer of clothe producers are concen-
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trated in Addis Ababa. This is in congruent with the data presented in the Table 4. 11 where 

the major channel of market for both micro and small enterprises was final consumers and 

retai lers in Addis Ababa, respectively. This finding implies that concentrat ion of buyers in 

one location mean limited marketing network and co uld be risk for producers in the case of 

market malfunction. 

Table 4.18: Category of Top Buyer fo r Producers, Buyers, and Input Suppliers 

Which category of buyer is For Producers For Buy- For Input 
your top buyer? Micro Small Total ers Suppliers 

Buyers in Addis Ababa Count 57 42 99 30 16 

% 90.5% 75.0% 83.2% 60% 80% 

Buyers in Ethiopia but Count 6 14 20 12 4 
outside Addis Ababa % 9.5% 25.0% 16.8% 24% 20% 

Buyers located outside Count 0 0 0 8 0 
Ethiopia % 0.0% 0.0% 0.0% 16% 0.0% 

Total Count 63 56 119 50 20 

% 100% 100% 100% 100% 100% 

Source: Own Survey, 2012 

This finding matches with the market research result of FeMSEDA that says "". the expe­

rience ofMSEs is limited only to local condition and they are not well aware of what is going 

on in the other parts of the co untry" (www.mse.org.et).This is also an assurance fo r diminu­

tive channel upgrading practice of micro and small cloth producing enterprises in which they 

are subdued to diversifY their market channels so as to reduce risks associated with low de­

mands in the market. This is a lso in line with findings presented in the figure 4.12 where vast 

majority of respondents reported that their channel upgrading practice (diversifying market 

channel) in the value chain was very weak. 

4.4.2.3 Social Network 

Hav ing an extensive social network is a valuable asset, as it can help an entrepreneur obtain 

access to info rmation (e.g. about profitable business opportunities) and resources (e.g. credit) 

(N ichter and Goldmark 2005). Particularly, McGrath and Sparks (2006) described the impor­

tance of soc ia l re lationships magnificently by saying "Friends and family trade more and on 

different terms than do the estranged and strangers." This survey thus assesses the level of 
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personne l co nnection between buyers and producers and the findings are summarized in the 

figure 4 .13. 

Figure 4.13: Producers· Persona l Connection w ith Top Buyer 

Buyer is a m em ber of your eth nic group 1;:====;===: 
Buyer is a fr iend 

Buyer is a member of association you 
belong to 

Buyer is a member of you r chu rch or 
mosque 

Buyer is a neighbor 

Buyer is relative or family member 

Source: Own Survey, 2012 

o 50 100 

. Small No 

• Small Yes 

• Micro No 

• Micro Yes 

When respondents were asked about personal connect ion they had with their top buyer, 

very small proportion fi·om both micro (on average 8.5%) and smal l (merel y on average 

5.7%) enterprises reported that they had personal relat ionship with their buyer (figure 4.13) . 

This indicates that social network between and/or among cloth producers and their top buy­

er is very weak. However, literat ure indicates that bridging social cap ital such as having a 

personal relat io nship with a buyer or linking to other producers is an investment in a more 

competiti ve va lue chain (Bloom D. et al. 2007). 

4.4.2.4 Kinds of Agreement Made between Producers and Buyers 

Agreements of producers with buyers can decrease the risks and costs assoc iated w ith enter­

ing new markets by providing guaranteed flow o f orders, critical in formatio n abo ut market 

requirements, and, in some cases, reducing the need fo r capita l invest ments (Aw 2001 cited 

in Nichter and Go ldmark 2005). Research has demonstrated the positi ve impact on learn ing 

and benefits to micro and small sca le producers fi·om entering into contractual relat ionships 

80 



with buyers (Olaf, Downing and Field 2006). Therefore, mutual beneficial agreements 

among vertically related firms can improve MSEs' access to market, new skills, and a wide 

range of services, and can reduce market risks by securing future sales (Olaf, Downing and 

Field 2006) . This study so scrutinizes the kinds of agreement made between producers and 

buyers as well as their formality and the findings are summarized as follows. 

Respondents were asked about the type/kind of agreement they made in advance with their 

top buyer. About 64% of respondents from small enterprises reported that they either always 

or sometimes made agreement about different aspects of their sales (dates, kinds, price, quali­

ty and types of inputs) compared to about 55% of respondents from micro enterprises that 

either always or sometimes made agreement in advance about the same aspects of sales with 

their buyers (Table 4.19, appendix A). This indicates that both type of enterprises made some 

sort of agreement with their buyers. Even if majority of the respondents from both micro and 

small enterprises made agreement always or sometimes with their top buyers, however, it is 

plain from the data that small enterprises were more likely to report that they either always or 

occasionally made agreement in advance about quantity, dates, kinds, price, quality and types 

of inputs with their top buyers than micro enterprises. This implies that the relationship of 

cloth producers in both micro and small enterprises with their buyers is characterized by 

some form of agreements which is one of the aspects of relational governance. 

Buyers and input suppliers were asked about whether they ever made agreement with pro­

ducers as well. And so, 78% of respondents from buyers and 70% from input suppliers re­

ported that they made agreements in advance with producers (Table 4.20). This finding cor­

roborates with producers' response where majority of them affirmed that they made agree­

ments with their buyers. 

Table 4.20: Agreement between Buvers and Producers, and Producers and Input Suppliers 

Have you ever made agreement with cloth producers Buyers Input Suppliers 
in advance? N % N % 

Yes 39 78.0 14 70% 

No II 22.0 6 30% 

Total 50 100.0 20 100% 

Source: Own Survey, 2012 
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However, agreements made between and/or among value chain actors are dominated by in­

formal contract. Majority of respondents represented by 69% from both micro and small en­

terprises, 92.3% from buyers' category, and 64.3% from input suppliers reported that they 

did not make agreements in writings (Table 4.21) . This indicates that bulk of agreements 

made between value chain actors were informal which are chiefly based on verbal commu­

nication. Reliance of all actors on unwritten agreements may also imply that the potential to 

enforce these agreements could be very uncertain. Literature, however, shows that trust be­

tween actors of the value chain works very well in the situation where there is general ab­

sence of enforceable contact to secure agreements (Bloom et al. 2007). But as can be seen 

from the subsequent discllssions, trust among actors of clothing value chain is awfully weak. 

Table 4.21: Agreements Made between Producers and Buyers in Writing 

Producers View Buyers view Input Suppliers 

Micro Small Total View 

If you make Yes Count 9 13 22 3 5 
agreement always % 25.7% 36.1% 31.0% 7.7% 35.7 
or sometimes, did 
you make it in No Count 26 23 49 36 9 
writing? % 74.3% 63.9% 69.0% 92.3% 64.3 

Total Count 35 36 71 39 14 

% 100% 100% 100% 100% 100% 

Source: Own Survey, 2012 

The finding that bulk of agreements made among value chain actors are chiefly based on 

verbal communication is supported by interview conducted with producers and buyers. One 

of the interviewees from distributors says "Producers do not want to have contractual 

agreements that involve script because such agreements will have legal consequences when 

either of us breaks them. In my understanding, producers are frequently failed to observe 

verbal agreements made so far between us. Had the agreement made in writing, they would 

have been taken to the court. Therefore, to avoid such risk they prefer verbal agreement. " 

On the other hand, one of the participants from clothe producers exp lained that: "Almost all 

of the buyers that I am working with do whatever available to them to avoid formal contrac­

tual agreements. Because their behavior is volatile in that they simply switch from one pro­

ducer to another by finding minor errors from us. Since we usually make verbal agreements 

even without having eye witnesses in place, most of them violate such agreements. 1 lost a 
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lot of money because of this ugly action of my buyer. " This implies that both producers and 

buyers do not like written agreements and the level of trust between them is very weak as 

well. 

However, these findings could not be misinterpreted with the agreement made between pro­

ducers and buyers in different public and privates sectors. Majority of producers who have 

been selling their product to these organizations, during interview explained that, they al­

ways made agreement with these buyers and reported that they did not experience any fail­

ure in these agreements from their buyers and so they trust them. 

Table 4.22: Buyers' and inout suopliers ' eva luation about the Cost 0 f Written Agreement 

How much time it takes to arrange a written agree- Buyers' View Input Suppliers ' View 
ment compared to the amount of time it takes to ar-
range all unwritten agreement? N % N % 

Written agreement takes less time 12 28.6 5 27.8 

Written agreement takes more time 30 71.4 13 72.2 

Total 42 100 18 100 

How much money it costs to arrange a written 
agreement compared to the amount of money it costs 
to arrange an unwritten agreement? N % N % 

Written agreement costs less money II 26.2 4 22.2 

Written agreement costs more money 31 73.8 14 77.8 

Total 42 100 18 100 

Source: Own Survey, 20 12 

The finding that buyers, producers, and suppliers prefer informal or unwritten agreement is 

supported by the evidence obtained from the buyers' and input suppliers' survey. 7 1.4% and 

72.2% as well as 73.8% and 77.8% of respondents fro m buyers and input suppliers category 

reported that written agreement takes more time and costs more money, respectively, show­

ing preference of value chain actors towards unwritten agreement (Table 4.22). 
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4.4.2.5 The Level of Trust between Value Chain Actors 

Trust is a key element in vertical relationship, particularly when transactions involve advance 

credits for inputs in exchange for future products, and there is general absence of enforceable 

contact to secure these agreements (Bloom et al. 2007). The literature indicates that trust is 

critical to sustaining cooperation (Galizzi 1999; Morris 2004) and to reducing transaction 

costs (Levi 2000). However, it may take years to build trust and a single mistaken transaction 

may be enough to break it (Choudhary 2008). Thus respondents were asked about whether 

they trust their buyer in both business and personal dealings and the results are summarized 

in the Table 4.23 below. 

T bl 423 R a e : espon d t O' en s Isagree d . h S WIt tatement on T . hT B rust WIt op uyers 
Micro Small Total 

Type of trust N(%) N(%) N(%) 

Producer trusts top buyer to look out for producer's interests 
in business dealings 42(66.6) 29(51.8) 71(59.6) 

Producer trusts top buyer to be fail' 39(61.9) 35 (62.5) 74(62.2) 

Producer trusts top buyer to look out for welfare of producers 43(68.2) 35(62.5) 78(65.5) 

Producer trusts top buyer to help producers if they need it 47(74.6) 40(71.4) 87(73 .1) 

Buyers can take advantage of producers if they are not careful 11 (17.5) 10(17.9) 21(17.6) 

Producer trusts top buyer to meet agreed upon conditions 49(77.8) 44(78.50) 93(78.2) 
Source: Own Survey, 2012 

This paragraph explores the level of trust between clothe producers and their top buyer. 

66.6% and about 52% of respondents from micro and small enterprises reported that they did 

not trust their top buyers in terms of attention given to their interest in business dealings, re­

spectively. Likewise, 62.2% respondents from both micro and small enterprises reported that 

they did not trust top buyer to be fair with them. Moreover, 68.2% of respondents from micro 

and about 63% of them from small enterprises replied that top buyer could not be trusted to 

look out for their welfare . As far as support that producers expect from their top buyer con­

cerned, high proportion of respondents from both type of enterprises (73.1 %) reported that 

they did not trust top buyer to assist them if they need such assistance. About 82% ofrespon­

dents from both enterprises reported that if cloth producers are not careful, buyers can take 

advantage of them. Finally, more than three-quarters (78%) of respondents from both type of 

enterprises indicated that producers could not trust top buyers to meet agreed upon conditions 
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(Table 4.23). These findings point out that trust which is critical for the value chain competi­

tiveness is incredibly feeble in the value chain. 

Table 424' Buyers ' Assessment about Trustworthiness of Producers 
How much do you trust producers to Valid CUlTiulative 
meet agreed upon conditions? Frequency Percent Percent 

They are reliable 8 20.5 20.5 
They are urueliable 25 64.1 84.6 
They are highly urueliable 6 15.4 100.0 
Total 39- 100.0 

Source: Own Survey, 2012 
-The sum is less than sample due to exemption of respondents who did not make agreement 

Buyers were also asked whether they trust producers to meet agreed upon conditions such as: 

quantity, quality, delivery time, etc. Vast majority (79.5%) of respondents from buyers' cate­

gory reported that producers are untrustworthy in meeting agreed upon conditions (Table 

4.24) . Furthermore, input suppliers were also asked about whether they trust their buyers or 

not. Accordingly, 64.3% of respondents from input suppliers' category reported that they did 

not trust their buyers. This fmding substantiates the qualitative result exp lained above and 

reinforces the information acquired from producers ' survey where it is found that trust be­

tween producers and buyers which is critical for the value chain competitiveness is very 

weak. Low level of trust between and/or value chain actors implies that vertical linkage be­

tween them is weak because trust which is found as critical to sustaining vertical cooperation 

(Galizzi, 1999; Morris & Barnes, 2004) is missing in the value chain. This finding is in line 

with the argument that in Ethiopia the vertical linkage between different enterprises is weak 

in that they want to accomplish the job independently because firms do not have enough trust 

in each other (Netsanet, 2009) . 

Albeit buyers evaluated producers as untrustworthy, majority of them hitherto prefer to do 

business directly with them than intermediaries given that the transaction cost associated 

with dealing with many clothe suppliers at different levels of the chain may reduce their 

earnings. As can be seen from the Table 4.25, almost half (49.3%) and 15.1% of buyers re­

ported that they frequently source clothes that they sold directly from MSEs and medium and 

large enterprises, respectively. 
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Table 4.25: Category of Cloth Suppliers Preferred by Buyers 

From which one of the following category of supplier did 
you frequently procure the item of clothe that you sell? Frequency % 
Intermediaries 26 35.6 
Directly from MSEs 36 49.3 
Directly from medium and large industries II 15.1 
Total 73' 100 
Source: Own Survey, 2012 

'The sum is greater than the sample on account of multiple 

This finding is reinforced by additional information obtained from buyers wherein majority 

of them reported that doing business directly with producers takes less time and costs less 

money. For example, 78% and 86% of buyers reported that it takes less time and costs less 

money to deal with producers than intermediaries, in that order (Table 4.26). This preference 

of buyers may be to reduce transaction costs which are a major constraint to the formation of 

vertical relationships with MSEs (Bloom D. et al. 2007). 

b Table 4.26: Buyers Eva uatlon a out the C ost 0 Domg Busmess Wit ot f . h Cl h S r uppllers 

How much time it takes to deal with intermediaries 
when compared to the time it takes to directly deal 
with producers? Frequency % 

Less time with intermediaries 10 20.0 

Less time with producers 39 78.0 

There is no difference I 2.0 

Total 50 100.0 

How much it costs to deal with intermediaries when 
compared to the cost of directly dealing with produc-
ers? Frequency % 

Less cost with intermediaries 6 12.0 

Less cost with producers 43 86.0 

There is no difference 1 2.0 

Total 50 100.0 

Source: Own Survey, 2012 

4.4.2.6 Mode of Communication between Value Chain Actors 

Consistence communication and relationship can reduce financial risks by establishing 

agreement on volume sales and price for produce (Bloom, et al. 2008). Respondents were 
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asked about the method of communication frequently used by them while they commun i­

cate with each other. The response of this item is summarized in the Table 4.27 (see appen­

dixA). 

A vast majority of the cloth producers from micro (82.5%) and (92.9%) from small enterpris­

es reported that they communicated face-to-face with their top buyers in the past two years. 

When asked similar question, 92% of buyers and 100% of input suppliers reported that face­

to-face communication was the most frequent form of communication between them and 

producers. 

The second most frequently used mode of communication between producers and their top 

buyers was cellular telephones which was reported by 76.2% of respondents from micro and 

about 70% of them from small enterprises (Table 4.27). Likewise, 78% of buyers and 80% of 

input suppliers reported that they used cellular phone frequently to communicate with pro­

ducers. On the other hand, only 6.4% and 12.5% of respondents from micro and small enter­

prise reported that they communicated with their top buyer through lalldline telephones 

which was also reported by merely 6% of buyers and 15% of input suppliers (Table 4.27) . 

Unfortunately, none of micro enterprises were using internet as a means of communication 

while merely 1.8% of small enterprises and 2% of buyers have been using it as a means of 

communication. In contrast, 15% of input suppliers reported that they were using internet as 

a medium of communication although a ll of the respondents were from large textile manu­

facturing companies showing that MSE input suppliers did not use the internet. These fmd­

ings imply that for producers, buyers and input suppliers, face-to-face and .cellular telephones 

were the principal form of communication. High reliance on face-to-face communication 

may be due to the pervasiveness of the tradition of informa l agreements made between buy­

ers and producers which mainly involve advance payment (called 'Kebid,2 in Amharic). 

On the other hand, the convenience and expansion of mobile phones services in the country 

also enabled value chain actors to frequently use them as one of the primary modes of com­

munication. However, it is found from the interview that rather than using cellular phones to 

equip producers with necessary information that could enable them to be knowledgeable 

2 Kebid - advance payment made by buyer before actual production and mainly serves as guarantee for any 
breach of agreement 
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about prices, new trends in the market, etc, buyers use them to give orders or supply informa­

tion that mainly benefit themselves. This finding matches with data presented in the Table 

4.28 where majority of producers lack information on the place where their products are so ld 

and the prices charged for cloth products. It also matches with the finding that information 

exchange between and/or among value chain participants does not have any effect on upgrad­

ing practices of cloth producers (Tables 40 and 41). 

4.4.2.7 Information about Distribution of Benefit 

Prompt information transfers and transparency between vertically linked firms help a value 

chain respond effectively to change in market demand (Choudhary 2008). Hence information 

about the distribution of benefits can create incentive or disincentive for upgrading (Olaf, 

Downing and Field 2006). A weB-functioning value chain thus transmits information to pro­

ducers about consumer preferences and the price signals associated with those preferences 

(Dunn 2006). Particularly, transparency in the sharing of benefits in the value chain is one of 

the most important facto rs in enhancing vertical linkage, promoting trust in the chain and en­

couraging MSE owner's upgrading practices. In this survey, this is measured in terms of the 

knowledge that the producers have about the place at which the top buyer sells the products 

they produce, the price this buyer charges for these same produce, and buyers ' information 

about the level afprofit that producers earn. Results of the finding are summarized in the ta­

ble 4.28 below. 

As can be seen from Table 4.28, about three-quarter (75%) of micro and almost 60% of smaB 

enterprises reported that they did not know about the place where their top buyer sold the 

product they supplied. Yet again, vast majority of respondents 93.2% from micro and 80% 

from small enterprises replied that they did not have information about the price that their top 

buyer charges far the product they supplied. This finding shows that small enterprises rela­

tively have some information about the location at which their top buyer sells cloth products 

as well as the price they charge. Albeit this finding is correct for the comparison between the 

type of enterprises under investigation, however, vast majority of both type of enterprises 

were ignorant about the location where their buyers sold clothes they supplied (67%) and 

price charged (87%). This implies that transparency in the distribution of benefits as well as 

information flows in the value chain is poor. 
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T bl 428 P d a e : ro ucers Kn I d ow elge 0 fT B op , S I L LIver s a es ocatIon and Price 

Type of enterprise 

Micro Small Total 

Do you know where your Yes Count 15 23 38 
buyer sells the product that % 25.4% 41.1 % 33.0% 
you supply? 

No Count 44 33 77 

% 74.6% 58.9% 67.0% 

Total Count 59 56 115 

% 100.0% 100.0% 100.0% 

Do you know the amount Yes Count 4 II 15 
of price that your buyer % 6.8% 19.6% 13.0% 
charges when he/she sells 
the product that you sup- No Count 55 45 100 

plied? % 93.2% 80.4% 87.0% 

Total Count 59 56 115 

% 100.0% 100.0% 100.0% 

Source: Own survey, 2012 

This finding is supported by the evidence obtained from buyers' survey in which they were 

asked about the knowledge that they have regarding the level of profit that producers and in­

termediaries make. As can be seen from the Table 4.29 below, 90% and 86% of respondents 

from buyers category reported that they did not have information about the profit that inter­

mediaries and producers earned, respectively. This finding fortifies the result of producers' 

survey where producers lack information about the place where their product so ld and the 

price that their buyers charged, imp lying limited flow of information and lack oftransparen­

cy in the whole value chain. 
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Table 4.29: Buyers' Information about Producers and Intermediaries the Level of Profit 

How much information do you have about 
the level of profits that intermediaries 
earn? Frequency % Cumulative % 

I have no information 45 90.0 90.0 

I have moderate information 3 6.0 96.0 

I have complete information 2 4.0 100.0 

Total 50 100.0 

How much information do you have about 
the level of profits that cloth producers 
earn? 

I have no information 43 86.0 86.0 

I have moderate information 6 12.0 98.0 

I have complete information I 2.0 100.0 

Total 50 100.0 

Source: Own Survey, 2012 

4.4.2.8 The Actor that Determines Price and Quality 

End Market buyers determine the characteristics including price, quality, quantity, and timing 

of a successful product or service (Dunn et al 2006). This survey thus identifies the end mar­

ket buyer who has the most power in determining price and quality. The fmdings are summa­

rized in the Table 4.30 (appendix A). 

Respondents were asked about the actor who determines price and quality in the value chain. 

The purpose of this question was to identify the actor who has the most power in the value 

chain in specifying quality and price which are the key indicators for competitiveness. As can 

be seen from Table 4.30, just half (50%) and slightly less than average (48%) proportion of 

respondents from micro enterprises reported that retailers determine price and quality in the 

market, respectively. On the other hand, 45% of respondents from small enterprises replied 

that retailer specifies price while 39% of them reported that same actor determines quality. 

Almost 19% of both types of enterprises reported that wholesalers determine price and quali­

ty in the market. Nonetheless, 24% and 15.7% of respondents from both type of enterprises 

reported that producers determine quality and price, in that order. Moreover, 10% and 3.8% 

of respondents from both type of enterprises reported that they negotiate the price and quality 

with buyers, respectively. This finding shows that retailers have been playing dominant role 

90 



in determining the price and quality of the cloth in the value chain. This result is in line with 

the inspiration of Gereffi and Memodovic (2003) who assert that apparel industry is now a 

buyer-driven value chain that contains three types of lead fIrms: retailers, marketers and 

brand manufacturers. Likewise, Morris et al. (2004) conducted study and found that retailers 

increasingly dominate the supply chain of both textile and clothing sectors. 

4.4.2.9 Nature of Relationships between Actor of the Value Chain 

Micro and small scale clothe producing enterprises are linked to wide range of actors in the 

value chain encompassing input suppliers, wholesalers, distributors, brokers, retailers, expor­

ters, and different service providers outside the chain. The ability of a value chain to respond 

to market demand via upgrading is thus facilitated or hampered by the nature of relationships 

between actors in the value chain (Campbell 2008). Literature indicates nature of vertical re­

lationship including the volume and quality of information and services disseminated often 

defInes and determines the distribution of benefIt along the value chain and create incentives 

or constraints for fIrm level upgrading (Vikas, 2008). Research suggests that captive relation­

ships are generally assumed to provide the strongest support for process and product upgrad­

ing although discourage functional upgrading (Schmitz 2006; Giuliani et al. 2005). Likewise, 

relational nature of linkages in the value chain facilitate both process and product upgrading 

while market relations are assumed to be neutral with respect to upgrading (Bloom et al. 

2006). And so, major actors of the value chain were asked to state the nature of relationships 

between and/or among themselves. The results are summarized in the Table 4.31. 

T bl 431 N a e : ature 0 fR l' h' b e allons IP etween V I Ch' A a ue am ctors 
Producers Buyers Input Suppliers 

Relationship Reported as "Yes" % % % 

Relationship merely based on market 48.6 50.0 54.6 

Dominance of one actor (Captive) 31.8 26.8 22.7 

Relationship based on mutual dependence 16.9 19.6 9.0 

Vertical linkages with other actor (s) 2.7 3.6 13.7 

Total 100 100 100 
Source: Own Survey, 2012 

Majority of respondents accounting for almost 49%, 50%, and 55% fi'om producers, buyers, 

and input suppliers reported that the nature of relationship between them was characterized 

by arm' s length market link, respectively. The second pattern of relationship reported by 
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about 32% of producers, 27% of buyers and 23% of input suppliers was captive where a sin­

gle buyer or few buyers dominate the chain. Relational pattern of governance was also re­

ported by 17%, 20%, and 9% of producers, buyers, and input suppliers, in that order. On the 

other hand, only 2.7% of producers, 3.6% of buyers, and 14% of input suppliers replied that 

all functions in the value chain such as input supply, production, and marketing are underta­

ken by vertically integrated single fIrm. This fInding shows that the nature of relationship in 

the value chain is dominated by arm' s length market where actors are connected with each 

other via price in the market. However, it is clear from the data that this value chain is cha­

racterized by captive as well as relational pattern of relationships as well. This fInding corro­

borates with qualitative information where market based relationship was found as overriding 

pattern of relationship between actors of the value chain (see fIgures 4.7 and 4.9 and succeed­

ing discussion) . 

The existence of captive and relational pattern of relationship might be incentive for produc­

ers to take on process and product upgrading. Hence literature indicates that captive relation­

ships are generally assumed to provide the strongest support for process and process upgrad­

ing, because buyers have a material interest in improving suppliers (producers) capability 

(Sch mit7, 2006; Giuliani et al. 2005), Likewise, literature states that in relational pattern of 

governance buyers have incentives to support process and product upgrading among their 

existing suppliers, since there are high costs associated with switching to new suppliers and 

developing efficient communication mechanisms (Bloom et aI., 2008). 

4.5.3 Horizontal Relationship 

Horizontal relationships such as formal and informal producer groups provide a means to 

improve MSE capacity and reduce transaction costs (Bloom et al. 2007), create economies of 

sca le, and contribute to increased efficiency and competitiveness of the industry (McCarthy 

2008). Nichter and Goldmark (2005) note that horizontal linkages in the form of coopera­

tives, associations, producers group, and other collaborative structure help MSEs to over­

come many of the disadvantages of being small, for instance by providing a way to consoli­

date production, improve their negotiation position with buyers or suppliers, and access mar­

ket information or services. Therefore, this study assesses the existence of such linkages be­

tween clothe producing and the fIndings are discussed below. 
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Figure 4.14: Proportiou of Respoucnt Joined Association 

Source: Own survey, 2012 

Respondents were asked to affirm whether they joined any clothe producing associa­

tion/group or not. Unfortunately, as can be seen from Fgure 4.14, imn1ense majority (85.5%) 

of respondents from micro enterprises reported that they did not join any producers' associa­

tion. On the other hand, more than average (55.4%) of respondents from small enterprise rep­

lied that they did not join association of cloth producers. This implies that the horizontal lin­

kage between cloth producers particularly for micro enterprises is meager. However, it is 

clear from the data that small enterprises are more likely to join associations than micro ones. 

This might be due to government's strategy that focuses on organizing entrepreneur into va­

ried associations ofMSEs particularly by giving due attention to growth oriented enterprises. 

The finding that horizontal linkage between clothe producing enterprises is meager is subs­

tantiated by qualitative information obtained from experts, government officials, and leaders 

of garment manufacturing associations. For example, one of the interviewees from govern­

ment officials says "the linkage between cloth producers is very weak and the link these pro­

ducers have with large garment manufacturers is non-exist. " One of interviewed manager 

from garment manufacturing associations explained that, hitherto none of micro and small 

enterprises joined their association which could otherwise be an opportunity to them to learn, 

increase their bargaining power, and enjoy the benefit of collaboration. Likewise, interviewee 

fi'om Ethiopian Textile Industry Institute notes that none of micro and small enterprises are 

linked with medium and large garment manufacturing firms although he asserts that his insti­

tute has plan to create such type of linkages in the future. 
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Respondent were asked to state the main reason that restrain them to join the association. 

33% of respondents fi'om both enterprises reported that lack of information about the exis­

tence of such association was the main reason that impedes them from joining the associa­

tion. The second major reason reported by almost 30% of both enterprises was the problem 

of trust wherein respondents perceived that the leaders and members of associations are not 

honest and fair. The third major reason was reported by about 24% of respondent from both 

types of enterprise which is labeled under others category (Table 4.32). Within this category 

majority of respondents reported that lack of interest, absence of incitement from concerned 

bodies to join the association and difference in capac ity (skill, knowledge, finance) were 

among major factors that constrained them to be the members of an association. Therefore, 

lack of information, mistrust, and difference in capacity are the major reasons that restrained 

MSE entrepreneurs to join associations. 

T hi 432 R a e : easons Reporte db d . d by Pro ucers as Hm ranee to Jom Association 

Micro Small Total 
Reasons reported as "yes" N % N % N % 

Not having clothes to sell 3 3.2 3 5.2 6 3.9 

Low price received by association 0 0 I 1.7 I 0.7 

Not permitted to sell product 0 0 I 1.7 I 0.7 

Rejection of cloth products by the group 0 0 0 0 0 0 
Leaders and members are not honest and fair 
(not trusted) 31 33.3 14 24. 1 45 29.8 

It takes too much time to be an active member 0 0 I 1.7 I 0.7 

High membership fee and members expenses I 1.1 3 5.2 4 2.6 

Busy doing something else 4 4.3 3 5.2 7 4.6 
Lack of information about the existence of 
association 33 35.5 17 29.3 50 33 .1 

Others 21 22.6 IS 25.9 36 23.8 

Total 93- 100 58- 100 lSI 100 
Source: Own survey, 2012 
'The sum is greater than the sample on account of multiple answers 

This finding is in line with information acquired from group interview conducted with clothe 

producers. One of the participants from the small enterprise says "We producers are ex­

tremely differing in skills, knowledge, capital, experience and commitment to work hard and 

grow. Some of producers are pessimists and are working to survive. Others are struggling 

with different challenges to at least upgrade themselves to certain level by thinking that one 
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day they '~ill succeed Some of them have long experience and skill of cloth making while 

others lack theses. How can you match these two disparate groups of individuals? It is diffi­

cult and even impossible. You may try it but I am 100% sure that they will operate only for 

short period of time. And this is the reality that we are currently observing all around Addis 

Ababa where a number of enterprises have been established every month but break up every 

day. " This finding corroborates the argument of Roessl (2005) who asserts that the firms 

who form association have to be capable of survival separately; otherwise, they cannot afford 

to risk a breach of trust. Another respondent from micro enterprise explained the problem of 

trust as follows: "Before two years I was founder and member of one association. Rather 

than working together, every day there was clash among the members. The environment of 

the work was full of suspicion. No one trusts the other. I lost 1240 Ethiopian Birr and since 

then I hate to even hear the name 'association '. " 

This finding also matches with results of different studies conducted in Ethiopia on MESs 

where it is found that horizontal relationships between MSEs are weak in that many of the 

firms do not work jointly because of several reasons: capacity variation with similar enter­

prises, taste difference, financial limitation, lack of awareness in joint purchasing, variation 

on volume of purchase, lack of trust, uniqueness of certain materials, and also due to inde­

pendence and individualism (Netsanet, 2009). 

4.5.4 Business Service Provided to Producers 

For small producers to compete and upgrade in response to market opportun ities, they must 

have access to new skills, know-how and learning on a continuous basis (Olaf, Downing and 

Fie ld 2006) . This access can be explained in terms of varied supporting services that could 

increase operational capacity ofMSEs, facilitate their access to markets, enhances their man­

agement skills, and boost their financial efficiency and access to information. As Campbell 

(2008) clearly notes MSEs can be provided these services either commercially or by markets. 

However, research has demonstrated that MSEs often appear unwilling to purchase services 

(commercial) and those that are on offer in the private sector are predominantly designed for 

large and formal business and therefore too expensive for MSEs (Anderson 2000). And so, 

available option for service provision is via market which include service provision by actors 

in the chain (in the form of embedded services) or by actors outside the value chain such as 
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government organizations, NGOs, trade associations, etc (in the form of standalone services) 

(Campbell 2008) . This study thus examines embedded as well as standalone services pro­

vided for MSEs and the results are discussed below. 

Table 4.33: Services Provided from Buyers and Other Sources to Producers 
Service 

Service provided provided by 
by buyers other sources 

Micro Small Micro Small 
Form of service reported as "Yes" % % % % 

Cash advance or cash credit 54 37.5 15.9 32.1 
Advances of inputs: fabric, thread, accessories, etc 44.4 33.9 4.8 3.6 
Assistance, advice or training in production technique 3.6 1.8 22.2 48.2 
Assistance or training on how to meet local standard 6.3 1.8 14.3 26.8 
Assistance or training on how to meet international standard 3.2 0 1.6 5.4 
Assistance, advice or training with new design 6.3 0 9.5 23.2 

Marketing assistance or help finding other buyers 4.8 5.4 19 44.6 
Management or business training 0 0 15.9 58.9 
Training in team management or leadership skill 0 0 12.7 48.2 
Research assistance 0 0 0 1.8 
Credit for personal needs or emergencies 0 0 1.6 7.1 
Source: Own Survey, 2012 

In order to ensure their access to a reliable product supply, buyers may be motivated to pro­

vide their suppliers with cash or in-kind credit, technical assistance, training, or other forms of 

assistance as embedded services within the vertical relationship (Dunn et al. 2006; Humphrey 

and Schmitz 2002 cited in Bloom D . et al. 2007) . In this survey, despite difference in propor­

tion regarding the form of support provided by buyers to producers, respondents from both 

micro and small enterprises reported that the most frequent form of support that they received 

from their top buyer was cash advance which accounts for 54% for micro and 37.5% for small 

producers, respectively (Table 4.33). Buyers were also asked similar question and 43% of 

them reported that they provided cash advance for their suppliers (Table 4.34). The second 

most frequent form of support reported was advance of inputs which constitutes 44.4% of mi­

cro and almost 34% of small scale cloth producers, in that order (Table 4.33). However, the 

second most frequent form of support reported by buyers was assistance with new design 

(24.7%) though none of small enterprises and merely 6.3% of micro enterprises reported that 

they received such assistance. Moreover, 23 .5% of buyers reported that they provided assis-
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lance in the form of advance of inputs (Table 4.34). This difference in opinion may be due to 

the fact that buyers are able to deal with numerous producers and may not provide such ser­

vice for all of them. This finding indicates that cash and input advances are the major type of 

services provided by buyers to producers. 

T bl 434 B a e : uyers R eport S ervlces P 'd d P d rovl e to ro ucers 
Type service reported as "yes" N % 
Cash advance or cash credit 35 43.2 
Advances of inputs: fabric, thread, accessories, etc 19 23.5 
Assistance, advice or training in production technique 6 7.4 
Assistance, advice or training with new design 20 24.7 
Marketing assistance or help finding other buyers I 1.2 
Management or business training 0 0 
Total 81' 100 
Source: Own Survey, 2012 

'The sum is greater than the sample on account of multiple answers 

This finding is substantiated by the information obtained from interview with producers. Ma­

jority of them explained that before they commence the actual production particularly at the 

time buyers order them, they request cash advance where on average the buyer usually pays 2 

to 5 percents of the total volume of order. However, they strongly argued that this should not 

be considered as assistance rather it serves as a guarantee for both buyers and producers to 

avoid the risk associated with the failure to obey agreements which are usually done verbally. 

They also explained that when buyers come with orders, occasionally they give inputs partic­

ularly fabric for producers. Buyers provide this input to fulfill their interest that is, to reduce 

the suspicion associated with plunge of quality. Nevertheless, they indicated that whatever 

the case is, this action of buyers should be considered as assistance since it avoid the risk as­

sociated with financial constraint that could otherwise increase the possibility of idleness. 

As far as assistances or trainings associated with production techniques, meeting local and 

international standards, design, management and business are concerned; their provis ion 

from top buyers to producers is either trivial or minimal (Table 4.33). This implies that em­

bedded services that could enhance the capacity of producers and enable them to upgrade are 

missing in the value chain. 
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In terms of services provided by other sources in the form of standalone, both types of enter­

prises in one or other way received this type of service. However, the proportions of enter­

prises receiving such services vary according to the type of enterprise. As can be seen from 

Table 4.33, relatively large proportion (58.9%, 48.2%, 44.6%, and 32.1 %) of respondents 

from small enterprises reported that they received assistance/training in the area of manage­

ment or business, production technique and leadership skills, marketing, and cash credit, in 

that order. Conversely, assistance or training in production technique was the most frequently 

reported form of support among micro enterprises (22.2%) followed by management training 

and cash credit (15.9%), training on how to meet local standard (14.3%), and training in team 

management or leadership skills (12.7%). These findings indicate that both enterprises have 

received some sort of supports from other source. However, small enterprises received more 

support than micro enterprises. 

Other sources engaged in service provision and reported by majority of respondents include: 

government organizations particularly offices ofMSEs at different levels of the city adminis­

tration, TVET colleges, NGOs (such as Abebech Gobena, AMREF Ethiopia, Sheger, and 

Arat Kilo Children Care), and Addis Credit and Saving Institution. 

A crosstab report (Table 4.35 , appendix A) shows the relationship between four types of up­

grading and training in the area of production technique. It was observed from the Table 4.35 

that among those respondents who received training in the area of production technique; 

53.7%, 73.2%, 24.4%, and 26.8% of them reported that they adopted some sort of strategies 

to upgrade their process, product, nmctions, and channels, respectively. This finding indi­

cates that training in the area of production technique is encouraging clothe producers to u p­

grade their production process and products. However, result of regression analysis (Table 40 

and 41) shows that the influence of training in this area on process upgrading is not statisti­

cally significant though is significant on product upgrading. 

From qualitative information collected via interview and observation as well as literature, it 

is clear that the majority of micro enterprises are survival oriented (produce, sell, consume -

earn income for survival) compared to small once that are relatively strong in terms of capac­

ity (finance, machinery, etc) and are business oriented. Therefore, more assistance to small 

enterprises may be due to government's attention to more growth oriented enterprises rather 
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than survival one. Research indicates that small enterprises are signi ficantly productive and 

profitable than micro-enterprises (CSA, 2003). This is in line with the opinion of one of my 

interviewees from one of the sampled sub city MSE offices. He says "our focus is not on 

those entelprises that are survival oriented rather it is on those that have been showing the 

tendency of growth. We organize growth oriented enterprises into different associations or 

cooperatives so as to make them eligible to different supports such as trainings, access to 

working premises, etc. Therefore, one of the most central criteria to have access to suppor­

tive service is involvement of producers in associations. " 

This is also substantiated by the information obtained from interview carried out with res­

pondents from TVET colleges. When asked about the requirements to be fulfilled by produc­

ers for receiving the services that TVET colleges provide, one of the interviewee from Entoto 

says "we do not have the responsibility of setting criteria to accept trainee rather we simply 

provide training services according to the order of AAMSEDA. Nevertheless, I know that sub 

cities are giving priority for enterprises that form associations and the documents that we 

received from them are evidence for this condition. " This is also in line with the data pre­

sented in the Figure 4.14 and Table 4.33 where majority of small enterprises joined associa­

tions (Figure 4.14) and reported that they received more services from different sources than 

micro ones (Table 4.33). This finding indicates that enterprises are joining associations to get 

services rather than creating synergistic collaboration which would increase their capacity 

and reduces transaction cost. This result corroborates with Haftu Berihun et aI., (2009) notion 

who assert that the present trend in MSEs is to form service cooperatives rather than produc­

ers cooperative and thousands of MSE cooperative are being established to access common 

services such as production and infrastructure facilities. 

It is also found from the interview that most of the training programs are designed for the 

purpose of enabling producers to set up their production and are mainly short term oriented. 

Moreover, majority of the training programs are supply driven rather than demand wherein 

almost all of interviewed TVETs' and other institutions reported that they did not undertake 

need assessment before the provision of training. For example, one of the interviewees from 

TVET says "we receive trainees that are drawn from different sub cities and just equip them 

with minimum skills thai could enable them to commence their business. The training is 
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meant to keep on for one to three weeks. Particularly, we simply provide trainings based on 

the requests of sub cities without knowing knowledge or skill gap to be filled. " One of the 

interviewees from producers' affirms the situation by saying "woreda organized as into as­

sociation and sent us to Entot TVET College for training. I have 11 years experience in gar­

ment mamifacturing. I expected new skill particularly associated with designing from the 

training but trainers are showing us what we already know (sewing). I wasted my precious 

time there. " 

Conversely, one of novel clothe producers says "I never had garment manufacturing skill so 

far. My woreda sent me to Addis Ababa TVET College to learn how to manufacture clothes. 

They showed me holV to operate sewing machine to manufacture clothes for one week. How­

ever, when I started the actual job, really I could not manage to produce good clothes which 

are demanded in the market particularly due to lack of knowledge and skill. I need more and 

continuous training to keep pace with the preference of my customers, unless otherwise, I 

could not survive. And so, I have strong desire to join some training institutions, but due to 

financial constraint I could not make my desire practical. " In general, these findings suggest 

that array of services are not divided according to the needs of micro and small enterprises 

under different stages such as startup, embryonic, and development stages. 

4.5.5 Business and Enabling Environment 

Building a business-friendly enabling environment that offers MSEs a chance to compete is 

necessary for broad-based growth (Goldmark and Barber 2005). Research shows that a good 

business environment boosts the growth of industries that are naturally composed of small 

firms more than large-firm industries (Ayyagari and Maksimovic, 2008). For example, To­

lentino (1995) and Hallberg (2000) assert that a legal and regulatory framework which results 

into excessive ly complex registration and licensing requirements and demands tiresome and 

costly reporting practices is likely to impose constraints on the MSE business activities in 

addition to imposing intense encumber on entrepreneurs and their business. Similarly, Mead 

and Liedho lm (1998) note that biased policy framework against MSEs among other things 

can restrict access to essential inputs such as star-up and working capital, machinery and 

equipment, and raw materials. 
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In general, according to [LO (2006) basic components of a conduc ive business environment 

for growth of MSEs include sound macroeconomic policy (including monetary, fi sca l and 

trade policies); aggregate demand; the structure and access to market ; access to inputs and 

credits; avai lability of infrastructures such as electricity, transport and communication; res­

ponsive enterprise promotion policies; and supportive regulatory environment. Several stu­

dies also acknowledged the importance of information in enhancing the upgrading practice of 

MSES. For instance, Stiglitz (1989) and Kristiansen (2002a) consider, information to be one 

of the areas where market failures are most apparent and that these failures are easi ly regres­

sive, continuously marginalizing micro and small entrepreneurs. Thus, this study identifies 

the -key factors mainly vis-ii-vis business environment that constrain the upgrading practice of 

micro and small cloth producing enterprises and the results are discussed below. 

In relation to business environment in which clothe producing enterprises are operating, the 

survey participants were asked to state the most constraint (s) they faced in the course of up­

grading their enterprises. Accordingly, the main environment related constraints reported in­

clude: lack of finance or capital (8%), high level of inflation (8%), unpredictability or fluctu­

ation of prices (7.5%), low purchasing power of the society (7.1%), lack of access to infor­

mation about upgrading opportunities (6.8%), lack of access to market opportunities (6.8%), 

lack of machines or too ls (6.8%), electric power interruption (5.7%), and lack of access to 

quality inputs (5.5%) (Table 4.36, appendix A). This finding is in line with that of CSA 

(2006) that fo und shortage of capital as a press ing constraint for manufacturing MSEs in 

Ethiopia . Other problems reported by CSA include absence of market demand, shortage of 

raw materials, and shortage of machines and tools. FeMSEDA also found that lack infra­

structure such as electr icity, lack of information regarding existing market and capacity to 

exploit more market oPPOItunities are among many factors that prevent effective operation of 

MSEs. 

4.5.6 Learning 

Learning is vita l to enterprise growth and surviva l since it is a means by which capability is 

acquired (Adeya, 2003). Therefore, for micro and small enterprises to actively take part in 

the economy of the country in the form of poverty reduction via employment generation, 

they have to be equipped with necessary skills that could allow them to boost their compet i-
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tiveness and vigorously play the role that they are expected to play in the economy. Yet me­

thod of learning depends on variety of factors such as the nature and type of the enterprise, 

existing level of capacity to learn, internal culture, and environment (economical, soc ial, po­

lit ica l, and socia l) w ithin which it operates. For these reasons, methods of learning could 

wide ly vary from enterprise to enterprise (Adeya, 2003). And so, different mechanisms by 

which c lothe producing micro and small enterpr ises learned cloth manufacturing skills are 

discussed below. 

Table 4.37: Method of Skill Learn ing 

Micro Small Total 

Method of ski II learning N % N % N % 
Family 14 17.0 27 41.0 41 27.7 

Previous employment 18 22.0 13 19.7 3 1 20.9 
Formal training 15 18.3 8 12.1 23 15 .5 

Fr iends 10 12.2 8 12.1 18 12.2 

Other (Own experience) 25 30.5 10 15.1 35 23.7 

Total 82* 100.0 66* 100.0 148 - 100.0 
Source: Own Survey, 2012 
-The sum is greater than the sample on account of multiple answers 

Even though the respondents achieved a relatively high level of education (see Table 4.1), 

their exposure to formal tra ining is minimal wherein barely 18.3% respondents from micro 

enterprises and 12% from sma ll enterprises took for mal training. The survey result shows 

that relative ly a high proportion (about 41 %) of respondents from small enterprises learned 

cloth manufacturing skill from their fami ly while 17% of them from micro enterprises 

learned the skill from family. On contrary, slightly a higher percentage (about 3 1%) of res­

pondents from micro enterprises acquired the ir cloth making skill from the ir personal expe­

rience. This implies that the principal method of skill learning for micro enterprises was per­

so nal experience wh ilst family had been the main source of skill learning for small enterpris­

es. Friends had also been the source of ski ll learning for a lmost 12% of respondents from 

both micro and small enterprises. Moreover, previous employment had been a source of skill 

for 22% of micro enterprises and a lmost for 20% of small enterprises, in that order showing 

that perv ious employment was the second major method through which producers learned 

cloth manufacturing skills. 
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The least exposure to formal training may po int out that entrepreneurs lack information about 

modern techniques of production as well as technologies which could be the source of up­

grad ing and competitiveness of the firms. Because absorption and utilization of new techno l­

ogy often demand that an enterprise arranges formal training for relevant employees (Adeya, 

2003) including owners. This finding corroborates the argument of Gaillard and Beernink 

(200 I) who assert that generally small business entrepreneurs receive their training in the in­

fo rmal sector, either on the job or through an apprenticeship. Likewise, Velenchik (1995) 

cited in Adeya (2003) found that widespread apprenticeship system as an important source 

of learning, particularly among the self-employed and so le-proprietor small enterprises en­

gaged in crafts, repairs and maintenances. 

Besides fo rmal training, strong vertical and horizontal linkages can encourage upgrading by 

providing learning opportunities and production effic iencies for MSEs (Williamson, 1986; 

1993). As Dunn et af. (2006) note, upgrad ing is preceded and accompanied by a learning 

process in which MSEs acquire new information, knowledge and skill. Hence information 

about the existence of upgrading opportunit ies; prices and costs; intermediaries and end mar­

kets; business and communication skills as well as skills related with the operation of new 

technicaVtechnology and production system could enable producers to effective ly deal with 

process, product, and funct ional upgrading (Dunn et ai., 2006). 

Nonetheless, the likelihood of clothe producing MSEs to have access to learning in the value 

cha in is dreadfu lly low for a number of reasons. The first and the most prevailing reason is 

the existence of weak vertical and horizontal linkages between and/or among value chain ac­

tors which could otherwise be the source of learning for producers. For example, vertical co­

operation in the areas of quality improvement, technological upgrading, human resource 

training, and marketing which are critical for upgrading ofMSEs were found as either nil or 

exist with very minimum level between and/or among chain actors. It is also fo und that the 

flow of infor mation from bottom to up as well as from up to bottom in the va lue chain is very 

th in where producers are ignorant about prices that buyers charge and the place where buyers 

se ll their product. Likewise, buyers lack information about the level of profit that other actors 

in the value chain earn. Moreover, cooperative deeds between producers in the form of sup­

porting each other in learning new technologies (production techniques), seeking out buyers, 
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searching for technical assistance together which could enhance their knowledge and boost 

their competitiveness is negligible. Likewise, trust which is critical for learning is tremend­

ously fragile in the value chain. Majority of entrepreneurs also lack access to information 

about upgrading opportunities and have little exposure to formal training which could enable 

them to absorb and utilize new technology and modern techniques of production 

4.5.7 Level ofInter-firm Cooperation 

The role of inter firm cooperation in enhancing the compet itiveness of the value chain is well 

documented in the literature. Above all, it is noted that cooperation requires a long - term 

perspective of calculated advantages rather than short - term advantage seeking which would 

prompt the cooperating parties to take advantage of exploitation opportunities presented by 

cooperative contributions, thus frustrating the evo lution of strong cooperation (Roessl, 2005). 

Therefore, why firms in competitive envirorunent need to cooperate? Rademakers (1999) had 

answered this question by saying motive behind cooperation is strategic (long - term) con­

siderations such as linking products and skills; getting access to markets, knowledge (infor­

mation), investment capital, production capacity, labor force and brain power; lowering 

transaction costs; achieving economies of scale, and improving lead times. 

Several studies also explored the value of inter firm cooperation in improving the perfor­

mance enterprises. For example, Schmitz (1999) studied footwear cluster of Sinos Vally in 

Brazil and found that greater cooperation between manufacturers and intermediary input pro­

ducers improved the quality of goods and decreased delivery times and batch sizes of the 

footwear in response to the demand of fo reign buyers. Likewise, Knorriga (1999) examined 

the knit footwear industry in India and found that cooperation with suppliers, subcontractors, 

buyers and business associations have influenced firm performance. This study thus ex­

amines the types as well as the existence of cooperation between and lor among actors partic­

ipating in the value chain of micro and small scale cloth manufacturing enterprises. The re­

su lts are described below. 

When producers asked about the form of cooperation between them and their buyers, 19% of 

respondents from both type of enterprises reported that they cooperate with buyers in the area 

of information exchange. Likewise, buyers were also asked similar question and 20% of 
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them reported that information exchange was the main form of cooperation between them 

and producers (Table 4.38, appendix A). Group interview with producers and individual in­

terview conducted with buyers showed that producers ask buyers for additional or new orders 

and any changes on conditions agreed up on so far. Likewise, buyers transfer information 

pertaining to changes in quantity ordered and agreements made so far. Information exchange 

was also the major form of cooperation between producers and input suppliers for both types 

of enterprises (37%). Almost 33% of input sllppliers also reported that they cooperate with 

producers in the area of information exchange. It was found from interview that this form of 

cooperation was largely focllsed on exchange of information related with change in prices, 

availability of inputs, as well as orders. This finding implies that the major form of coopera­

tion between buyers and producers as well as producers and suppliers is information ex­

change. This may be due to ease use of mobile phones. 

Table 4.39 (appendix A) presents the result of crosstab that shows the relationship between 

four types of upgrading and cooperation in the area of information exchange. It was found 

that respondents who reported that they cooperated in the area of information exchange are 

also engaged in upgrading practices more than those which did not cooperate in this area. For 

example, among those respondents who cooperated in the area of information exchange, 

58%, 63%, 21 %, and 13 .6% of them reported that they engaged in process, product, func­

tional, and channel upgrading practices, in that order. This finding may illustrate that cooper­

ation in the area of information exchange is encouraging process and product upgrading prac­

tices of clothe producers. Nevertheless, logistic regression analysis result (Tables 40 and 41) 

shows that the influence of cooperation in this area on process and product upgrading prac­

tices of clothe producers is not statistically significant. 

The second area of cooperation between buyers and producers was hastening of a delivery 

which was reported by 17.4% of respondents from both types of enterprises. 17% ofrespon­

dents from buyers also reported that they cooperated with producers in the. area of expediting 

deliveries. Similarly, 15% of respondents from both enterprises and almost 13% ofrespon­

dents from input suppliers replied that they cooperated in the area of speeding up deliveries. 

This was observed in both traditional and modern cloth producing micro and small enterpris­

es. For example, in traditional cloth producing enterprises buyers strongly push producers 
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during holidays to manufacture c lothes within specified time wherein the demands for new 

traditional clothes reach peak stage. 

It was also reported during interview that for the enterprises that are producing uniform for 

employees working in either public or private sector, one of the first criteria set by buyers is 

the capacity of producers to finish and deliver the product on time. For instance, one of par­

ticipants of group interview conducted with producers says "Our enterprise won tender 

which is offered by Ethiopian Airlines to mamifacture uniform for its workers. And Ethiopian 

Airlines sent a committee that has given the responsibility to evaluate our capacity (equip­

ments, employees, management, etc). Unfortunately, it canceled our proposal by saying you 

could not finish it on time because; you do not have necessary capacity to finish it in good 

time. " All of these evidence show that delivery time is one of the most important prerequisite 

in the domestic market. However, it also implies that this area of cooperation is simply fo­

cused on passing instructions or orders from buyers to producers (showing power imbal­

ance), rather than joint action that could benefit both producers and buyers and enhance the 

competitiveness ofthe value chain. 

The third form of cooperation reported by about 17% of respondents from both type enter­

prises and same proportion of buyers (17%) was in the area of product development followed 

by product specification reported by (15.1 % of producers and 16.5% of buyers) and quality 

control replied by (14.8% of producers and 16% ofbuycrs) . With regard to these aspects of 

cooperation, producers during interview claimed that sometimes buyers come up with new 

order involving new type of cloth product to be produced with its spec ification (design). 

However, they asserted that this order is followed by strong control. They claimed that appli­

cation of such type of control is not to help producers to continually improve the quality of 

the product; rather some buyers app ly it to minimize the suspicion they had towards produc­

ers (quality cutback, design loss, etc). 

One of interviewee from buyers says "I could not trust producers. They waste my design. I 

down loaded some of the designs Fom the internet and made some modification on them. 

However, some of producers distributed the design throughout the city within 24 hours. " 

This finding implies that cooperation between buyers and producers is characterized by dis­

trust and asymmetrical power in which buyers strongly monitor producers for their own short 
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term benefit rather than creating joint action that could benefit both of them. This finding is 

in line with the notion of Roessl (1999) who says when cooperating parties seek short - term 

benefit to take advantage of exploiting opportunities presented by cooperation contributions; 

this fi'ustrates the evolution of cooperation in which both parties get what they want. 

For input suppliers and producers quality control has been the third area of cooperation (re­

ported by 13.2% of producers and 16.4% of input suppliers). This is particularly observed in 

the traditional cloth production where designers and exporters robustly control producers and 

producers in turn control input suppliers so as to meet quality standards demanded by their 

buyers. This type of control was also reported by large textile factories which are subject to 

the control of external bodies especially to the quality and standard control agency although 

for export products. This finding indicates that alike cooperation between buyers and produc­

ers, the cooperation between producers and suppliers is typified by power unevenness where 

pressure from buyers sway both producers and input suppliers. And so, rather than consider­

ing mutual benefit as motivation to cooperate in this area, influence from buyers has trig­

gered quality control in the value chain. 

Other forms of cooperation such as quality improvement, technological upgrading, human 

resource training, and marketing which are critical for upgrading of MSEs were either nil or 

exist with very minimum level among chain actors (Table 4.38, appendix A). These results 

suggest that inter firm cooperation between value chain participant is weak provided that 

joint action that could boost mutual benefit is lost and in its place mistrust and power asym­

metry dominate the cooperation. However, literature indicates that such cooperation provides 

collective efficiency or competitive advantages from local external economies and joint ac­

tion with firms operating both vertically and horizontally (Nadvi, 1999; Schmitz, 1995) 

though this is missing in value chain in which cloth producing MSEs are participating. 

4.6 Logistic Regression Analysis 

As explained in methodology part, logistic regression analysis was utilized to examine the 

influence of some factors on upgrading practices of clothe producers. Tables 4.40 and 4.41 

show that a test of complete model against a constant only model for both of two dependent 

variables was statistically significant, implying that the predictors as a set unfailingly diffe­

rentiated between enterprises that undertake (yes) and failed to undertake (no) process and 
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product upgrading (Chi square = 34.452, p < .000 with df= 11 for model testing process up­

grading and Chi square = 42.317, P < .000 with df = 11 for product upgrading) (appendix 

A). 

Nagelkerke' s R2 of 0.335 and 0.402 for the influence of predictors on process and product 

upgrading, respectively, indicated a moderate relationship between predictions and grouping. 

Prediction overall success was 72.3% for process upgrading (74.6% for yes engaged in 

process upgrading and 70% for not engaged) and was 75.6% for product upgrading (77.9% 

for yes engaged in product upgrading and 72.5% for not engaged) (Tables 40 and 41 , appen­

dixA). 

The Wald criterion demonstrated that when all other variables in the model controlled, only 

increase in demand in the market (at p=O.OII) and captive pattern of governance (at p=0.006) 

positively influence the process upgrading practices of cloth producing MSEs (Tables 42 and 

43). Other variables such as sex, age of the enterprise, favorableness of method of product 

sales, relational pattern of governance, producers' trust towards their buyers in meeting 

agreements, cooperation in the area of information exchange, training in production tech­

nique, training in management skills and forming association do not influence process up­

grading (Tables 40 and 41). 

As far as the effect of predictors on product upgrading concerned, four predicting variables 

were found as having significant influence on product upgrading. For example, as can be 

seen from Tables 40 and 41, controlling for other variables in the model, increased demand 

in the market, captive pattern of relationship, relational pattern of governance, and training 

on production techniques positively influence product upgrading at P=0.026, 0.006, 0.008, 

and 0.011 , respectively showing that existence of these factors increase the likelihood of en­

terprises' towards adoption of different strategies to upgrade their product. 

When the influence of favorableness of ways of sales and amplification of demand in the 

market on upgrading practice of MSE cloth producers is tested at a 5% level of significance 

using logistic regression, it was found that increased demand in the market positively influ­

ence both process and product upgrading at P=O.O I I and 0.026, respectively. Likewise, fa­

vorableness of methods of product sales also positively influence both process and product 
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upgrading but the influence is not statistically significant (P=O.l06 for process upgrading and 

0.125 for process upgrading) (Tables 40 and 41). EXP (B) values fo r demand (3.402 for 

process up grading and 3.229 product upgrading) indicates that increase in demand in the 

market increases the likelihood of clothe producing MSEs to engage in both process and 

product upgrading by three times more than no change in demand (Tables 40 and 41) . This 

finding shows that those enterprises which assessed their market as increased are three times 

more likely to undertake different strategies to upgrade their production process and product 

than those which did not. 

When the influence of producers' trust towards their buyers in meeting agreements on up­

grading practice ofMSE cloth producers is tested at a 5% level of significance using logistic 

regress ion, it was found the influence oftrust on process and product upgrading practices of 

cloth producing is not stat istically significant (P=0.951 for process upgrading and 0.766 for 

product upgrading) (Tables 40 and 41) showing that the trust that could boost the upgrading 

practices ofMSEs is failed to play its role in the value chain. This finding is in line with the 

descriptive finding that says trust between producers and buyers which is critical for the va l­

ue chain competitiveness is very weak. 

It was also found from the logistic regression analysis that captive and relational pattern of 

relationships significantly influence process and product upgrading although the influence of 

relational pattern of governance on process upgrading is not statistically significant 

(P=0.076). It was observed from Tables 40 and 41 that captive pattern of relationships posi­

tively influence process and product upgrading at P=0.006. Likewise, relational pattern of 

governance positively influences product upgrading at P=0.008 and process upgrading at 

P=0.076 (not statistica lly significant), respectively. This finding is in line with notions indi­

cated in the literature where captive and relational pattern are assumed to boost process and 

product upgrading. This implies that enterprises whose relationships are characterized by 

captive and relational pattern of governance are more likely to engage in process and product 

upgrading. 

EXP (B) values for captive pattern of governance (4.291 for influence on process upgrading 

and 4.448 fo r product upgrading) (Tables 40 and 4l) indicate that those enterprises which 

have captive pattern of relationship with their buyers are four times more likely to engage in 
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process and product upgrading than those whose relationship is not characterized by captive 

pattern of governance. Similarly, EXP (B) value for relational pattern of governance (7.444) 

(Tab le 41) indicates that enterprises that have relational pattern of governance with their 

buyers are seven times more likely to engage in product upgrading than those which do not 

have such pattern of relationship. 

When the effect of joining associations/groups on process and product upgrading tested at 

5% level of significance using logistic regression analysis, it was found that joining assoc ia­

tions does on have effect on upgrading practices of cloth producers. It was observed that 

(Tab les 40 and 41) joining association is negatively influence process upgrading at P=0.486 

showing that enterprises joined associations are less likely to engage in process upgrading 

although is not statistically significant. On the other hand, joining associations is positively 

influence product upgrading at P=0.278 indicating that enterprises joined associations are 

more likely to engage in product upgrading though the influence is not statistically signifi­

cant. Th is finding implies that enterprises that joined associations are not acting in such ways 

that improve their production processes and product quality. 

Among a wide array supportive services provided by governmental and NOOs, training in 

production technique and management or business ski lls were chosen to see their influence 

on upgrading practices of cloth producing MSEs since they are reported by majority of enter­

prises. Consequently, when the influence of training in production technique and manage­

ment on upgrading practice of MSE cloth producers is tested at a 5% level of significance 

using logistic regression, it was found that assistance/training on production technique posi­

tively influence product upgrading practice at P=O.OII and process upgrading at P=0.650. 

However, the influence of training in the area of production technique on process upgrading 

is not statistically significant (Table 40). As far as the effect of training in management or 

business skills on process and product upgrading concerned, it was found that the influence 

of such training on upgrading practice is not statistically significant (P=0.255 for process up­

grading and 0.460 for product upgrading) (Tables 40 and 41). 

EXP (B) value for training in production technique (4.30 I) (Table 41) indicates enterprises 

that have got support in the form of training in production technique are four times more like­

ly to engage in product upgrading than that did get any type of training in production tech-
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nique. This finding implies that even if training program particularly in the area of produc­

tion technique is short-term oriented and supply driven one, it is encouraging producers to 

upgrade their product. 

The influence of information exchange which was reported by the majority of respondents 

was also tested using logistic regression at 5% of significant level and unfortunately, it was 

found that cooperation in the area of information exchange does not have influence on 

process and product upgrading. The reason for this finding could be one of the rich areas for 

further research. It was observed that (Tables 40 and 41) information exchange positively 

influence process upgrading at P=O.I13 and product upgrading at 0.553 showing that enter­

prises which exchanged information are more likely to engage in process and product up­

grading than which did not but the influence is not statistically significant. This finding sup­

ports the result of descriptive analysis where it was found that information exchange is not 

focused on transfer of key information associated with distribution of benefits in the value 

chain (profit and prices), upgrading opportunities, as well as place of sales that could encour­

age producers to boost their upgrading practices. 

4.7 Producers Performance 

The responses of those enterprises which reported that they adopted some strategies to up­

grade their production process and products were examined against those wh ich did not 

adopt any strategy to see differences in perception regarding their performance. The purpose 

of this analysis was to scrutinize whether upgrading is helping clothe producing enterprises 

to improve their performance or not. The result is presented in the Figure 15 below. 

As can be seen from Figure IS, those enterprises which reported that they adopted some sort 

of strategies to upgrade their process and product perceived that they are successful in all of 

the critical success factors (quality improvement, price reduction, fast deliveries, reliable de­

liveries, innovation in design, financial stability, and responsiveness) than those which did 

not engage in process and product upgrading practices. Nevertheless, as can be observed 

from the figure, except in financial stability, those enterprises which engaged in product up­

grading are outperforming those which engaged in process upgrading in all other critical suc­

cess factors. Whatsoever the case is, however, this finding shows that enterprises which tried 

to upgrade their process and product are performing well than which did not. 
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Figure 4.15: Producers' Upgrading Practices and their Performance 

Quality 

Responsiveness 

Financial stability 

Source: Own Survey, 20 12 

price 

Fast delivery 

_ Process Upgrading (yes) 

__ Product Upgrading (yes) 

_ Process Upgrading (no) 

-M-Product Upgrading (no) 

Chi-Square tests for association betwee n process upgrad ing and performance show the ex is­

tence of stat ist ica lly s ignificant difference between enterprises which undertook process up­

grad ing and which did not in terms of perfor mance indicators such as qua lity improvement 

(at p=O.OO I), fast delivery (at p=O.O 14), and financia l stabi lity (at p=0.002). However, in 

terms of criti cal success facto rs such as price reduct ion, reliable delivery, innovative design, 

and responsiveness, there is no statistically significant difference between the performa nce of 

those fir ms which adopted process upgrading st rategies and which did not (Tab le 4.42, ap­

pendix A). 

Likewise, Chi-Square tests for association between product upgrading and performance sho w 

the ex istence of stat isticall y s ignificant differe nce between enterprises which upgraded their 

product and which did not in terms of perfo rmance indicators such as qual ity improvement 

(at p=0.05), reliable delivery (at p=0.025), and responsiveness (at p=0.042). In terms of other 

performance indicators suc h as price deduction, fast de livery, innovati ve des ign, and finan­

cia l stabil ity, there is no statistica ll y significant di ffe rence between the per fo rmance of those 

firms which adopted various product upgrading strategies and which did not (Table 4.42, ap­

pendix A). These findings show that enterprises which tried to upgrade their process and 

product are performing well in the areas of qua lity, del ivery, financial strength, and respon­

s iveness than which did not. 
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Compar ison 0 f percept ions 0 f di ffe rent actors in the value chain is a lso vital so as to identi fy 

differences in outlook and discover prob lems that need to be tack led (McCormick and 

Schmitz, 200 1). For compari son purpose, seven critica l success factors (figure 4.16) that are 

essentia l in assessing the performance ofproducers were used. The same question was raised 

for both producers and buyers so as to fac ilitate the comparison. Accord ing to Kap linsky and 

Morris (2000) ask ing mirror questions for both parts serve as dual funct ions both of triangu­

lation data and of assessing the capac ity producers to hear their final markets effect ively 

which is a precondition for value cha in systemic efficiency. 

Figure 4.16: Buyers' Actual Assessment About the Performance of 

Producers and Producers' Perecption towards their Performance 

Quality 
Improvement 

5 
4 

Responsiveness,,c~.-!(:,:,,, 
price 

Financial 

stability 
Fast delive ry 

Innovativ"'--__ ---",Reliable 
design delivery 

Source: Own Survey, 2012 

~ Prod ucers' Perception 

..... Buyers' Actual Assessment 

Respondents Irom producers' side were asked to rate their performance in terms of seven de­

c isive facto rs such as qua lity improvement. price reduction, fast deliveries, re liable de li ve­

ries, innovation in design, financial stabi li ty, and responsive ness in the course of attend ing 

their buyers' require ment on a sca le of I (very unsuccessfu l) to Severy successful) . Respon­

dents fi'om buyers ' side were a lso asked similar question to rate how successfu l are producers 

in meet ing their requirements. Data obtained from survey were entered into a software pro­

gram ca lled EXCEL and subsequentl y the responses trom both producers and buyers catego­

ry were averaged to produce radar chart described in the form of Figure 4.16 above. 

As can be seen fro m the figure, except in terms of fi nancia l stability where producers felt that 

they were unsuccessfi.d , nearly all of them perceived that they are successful in meeting the 

requirements of the ir buyers. No nethe less, buyers eva luated the performance of producers as 
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lower than their expectation in almost all of critical success factors indicated in the question 

showing their dissatisfaction with the performance of the producers. This finding indicates 

that even if producers perceived that they are doing well, they are ineffectual in meeting buy­

ers' expectation. According ly, the conclusion that clothe producers upgrading pract ices are 

improving their performance contradicts with buyers' evaluation showing that upgrading 

practices of clothe producers are not carried out in such a way that satisfy buyers ' require­

ments. This gap may be due to disintegration of value chain where cooperation between val­

ue chain actors, information flows and transparency, and trust are found very low. 
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5.1 Conclusion 

CHAPTER FIVE 

CONCLUSION AND RECOMMENDATION 

The purpose of current study was to examine the value chain in which micro and small scale 

clothing enterprises in Addis Ababa are participating with the aim of understanding the major 

factors that bolster or daunt their upgrading practices. Particularly, the study has focused on 

the analysis of key elements of the value chain (end markets, vertical linkages, horizontal 

linkages, supporting markets, and business enabling environments) and value chain dynamics 

(upgrading, learning, inter-firm cooperation and governance). 

The study has shown that the participation of all modern clothe producing and greater part of 

traditional clothe producing enterprises in the value chain is limited to the domestic markets 

though hardly any of the traditional clothe producing enterprises are connected to global 

market via exporters. It is found that the governance pattern between and/or among different 

actors in the value chain is characterized by a varied range of relationships, and thus none of 

the chains identified can be illustrated with the single governance pattetn yet the chain is 

dominated by arm's length market relationship. The study also revealed that enterprises 

whose relat ionships are characterized by captive and relational pattern of governance are 

more likely to engage in process and product upgrading. 

The analysis shows that micro and small scale clothing enterprises adopted some sort of 

strategies to upgrade their production process and improve clothe product though their func­

tional and channel upgrading practices are found low. Nevertheless, the study shows that 

small enterprises have more propensities to improve their production process than micro 

ones. This tendency is due to difference in capability and access to different services to ex­

ploit varied incentives presented in the value chain. This study discovered that enterprises 

which assessed their market as increasing are three times more likely to undertake different 

strategies to upgrade their production process and product than those which did not. There­

fore, it is safe to conclude that increase in demand in the end market is the key driver of 

process and product upgrading in the value chain. 
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Another major finding was that vertical linkages between and/or among value chain partici­

pants are weak. This flimsy of vertical linkages can be explained by various factors such as: 

limited marketing network, weak social network, informal agreements, lack of transparency 

and limited information flows in the value chain, and low level of trust among others. The 

study finds that trust does not influence the upgrading practices of clothing enterprises show­

ing that trust that could enhance the upgrading practices ofMSEs is failed to play its role in 

the value chain. Therefore, the incidence of weak vertical linkage in the value chain could be 

one of the discouraging factors for upgrading practices of clothe producing enterprises. 

One of more significant findings to emerge from this study is that the horizontal linkage 

among clothe producers is insubstantial. Particularly, the participation of clothe producers in 

diverse producers' associations was limited due to lack of information about the presence of 

such associations, mistrust, and capacity variation with similar enterprises. It was also found 

that cloth producing MSEs do not have linkages with medium and large garment producing 

enterprises. Moreover, the result of the study shows that enterprises that joined associations 

are not acting in such ways that improve their production processes and product quality. 

A further most obvious fmding to emerge from this study is that bulk of supporting services 

in the form of either embedded or standalone services were either weak or extemporized. It 

was found that the provision of assistances or training from buyers to producers (embedded 

services) in the areas of production techniques, meeting local and international standards, de­

sign, management and business were either trivial or minimal implying that embedded ser­

vices that could enhance the capacity of producers and enable them to upgrade are missing in 

the value chain. 

However, as far as supporting services from governmental and NGOs to producers are con­

cerned, both micro and small enterprises received some sort of such service though small en­

terprises were found to obtain more services than micro ones. This difference is attributable 

to discriminatory criteria applied by MSE offices to make services available for growth 

oriented enterprises. The study finds that enterprises that have got support in the form of 

training in production technique are four more times likely to engage in product upgrading 

than that did get any type of training in production technique. This suggests that that, even if 

training programs particularly in the area of production technique is short-term oriented and 
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supply driven one, it has been encouraging producers to upgrade their product. Nonetheless, 

it was found that array of standalone services are not divided according to the needs of micro 

and small enterprises under different stages such as startup, embryo nic, and development 

phases. 

This study has further shown that inter-firm cooperation between va lue chain actors is li­

mited in that it basically focuses on passing instructions or orders from buyers to producers 

rather than joint action that could benefit both of them and thus enhance the competitiveness 

of the value chain. Moreover, other forms of cooperation such as quality improvement, tech­

nologica l upgrading, human resource training, and marketing which are critical for upgrading 

of MSEs were fo und either nil or exist with very minimum level implying that learning that 

could otherwise be acquired from such cooperation and be corner stone for upgrading prac­

tices of cloth producing MSEs is also lacking in the value chain. 

The analysis finds the incidence of several upgrading constraining factors in the business en­

vironment in which cloth producing enterprises are operat ing. Factors such as: lack of 

fi nance or capital, high level of inflation, unpredictability or fluctuation of prices, low pur­

chasing power of the society, lack of access to information about upgrading opportunities, 

lack of access to market opportunities, lack of machines or tools, electric power interruption, 

and lack of access to quality inputs were fo und as the main upgrading discourage factors in 

the business environment. Finally, the study has shown that buyers were dissatisfied with the 

performance of the producers showing the ineffectiveness of producers in meeting buyers' 

expectation. 

This study has tried to cover a wide range of issues associated with value chain elements and 

its dynamics. It examined varied factors particularly allied with the structure of the value 

chain in breadth rather than in depth. Further research shou ld therefore concentrate on the in­

depth investigation of each of the value chain elements separately. Auspiciously, this study 

could be base for researchers who have curiosity to take further in depth studies mainly re­

lated with micro and small enterprises. Because the study has gone some way towards en­

hancing our understanding of governance pattern and upgrad ing practices of cloth producing 

MSEs via the lens of value chain model and contribute a lot to the so far inadequate empiri­

cal literature in the area. 
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5.2 Recommendation 

The fundamental concern of this thesis is to examine the value chain in which micro and 

small scale clothing enterprises are participating by looking into how key elements of the 

value chain structure and its dynamics encourage or discourage the upgrading practices of 

these enterprises and to propose some strategies that could enhance the competitiveness of 

cloth producers. The value chain in which micro and small scale clothing enterprises have 

been participating is found as highly fragmented in terms of linkages between value chain 

actors and is challenged by a number of upgrading discouraging factors. 

The task of improving the effectiveness of the value chain linkages and tackling other nu­

merous problems impeding the upgrading practices of cloth producers can only be successful 

by applying multidimensional and concentrated approaches and by effectively involving all 

stakeholders such as government (FeMSEDA, AAMSEDA, MSE office at different levels of 

Addis Ababa city administration, and Ethiopian Textile Industry Development Institute), fi­

nancial institutions, MSEs (owners and managers), employees ofMSEs, TEVT Colleges and 

Universities, regulatory and tax agencies, different business and producers associations 

(chamber of commerce, Ethiopian Garment Manufacturers Association, Garment Exporting 

Associations), and local and international NGOs in the deeds of promoting these enterprises. 

Therefore, the researcher has suggested the following measures to be carried out by every 

concerned body. 

It is found that marketing network of cloth producing enterprises is limited (concentrated in 

Addis Ababa), perceived as unfavorable and declined in demand by majority of micro enter­

prises. This verdict has strong implication for all concerned bodies particu larly for govern­

ment agencies that are responsible for supporting the growth of MSEs in general and of 

clothing producing ones in particular. Because, it is reciprocally acknowledged in theory and 

empirical investigations that branched out marketing channels and strong demand and en­

couraging conditions in the market are key drivers of upgrading practices ofMSEs. 

Therefore, concerned bodies should rigorously work up marketing research that focuses on 

the identification of domestic and overseas actual and potential markets in favor of clothe 

producing MSEs along with the unearthing of opportunities for strong linkages that facilitate 

the expansion of enterprises ' access to a wide range of marketing channels. Besides, aggres-
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sive and frequent promotion campaign should be undertaken by government via all available 

Med ias in order to promote clothes locally produced by micro and small producers to all citi­

zens as well as foreigners given that almost all ofMSEs lack capacity (in terms of fiance and 

knowledge) to undertake such activity. More specifically, the promotion campaign should be 

accompanied by measures such as: establishing market information centers in each kebele 

and work premises of producers; construction of easily reached product display centers; 

availing information on market opportunities and enhanced techno logies; provision of pre, 

dur ing, and post training on quality upgrading and cost cutback schemes, and linking cloth 

producing MSEs with medium and large companies to serve up as market outlets. The cur­

rent emerging practices of creating inter-face between producers and buyers through bazaars 

and exhibitions should be reinforced. In this regard, the focus should be on institutions and 

instruments that incessantly facilitate inter-face between buyers such as trade fairs, export 

visits, etc to enable producers to have access to marketing information, product development, 

fashion trends, and gaining technical knowhow. 

Understanding the nature of value chain linkages and strengthening such linkages between 

and/or among value chain actors is nucleus in boosting the competitiveness of clothe produc­

ing MSEs in both domestic and abroad markets. However, in this study it was found that both 

horizontal and vertica l linkages between actors of the value chain that could increase clothe 

produces opportunities in the form of increased and stable product demand and expand their 

capabil ities via transfer of skills and knowledge are gone astray. 

Therefore, producers associations, that could facilitate access of clothe producers to func­

tional upgrading, help out them to earn higher prices, and acquire discounted inputs and other 

services need to be fortified. The current practices of expanding producers association in 

terms of number for the purpose of making varied services accessible to them need to be 

shifted to establishing new and strengthening exiting associat ions in such a way that improve 

their trust, attitudes, work culture (the culture of team work that intensify synergy and co llec­

tive actions), and learning (cooperate in the area of knowledge and sk ill transfer). Measures 

such as training in group development, ethics (transparency, honesty, accountabil ity, etc), 

non-judgmental attitude, conflict management, and leadership ski lls; collection and distribu­

tion of vital information associated with the benefit of associations; improving access of 

clothe producers to financial and non-financial services; instilling the princip les of good go-
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vernance into the management of associations before they commence service to their mem­

bers; and identifying model associations and enable others to learn from them, should be 

adopted by concerned bodies. Finally, clustering and networking that could encourage inter­

firm cooperation and competition among clothe producing enterprises and generate specific 

location advantage should be strongly promoted. 

Micro and small scale cloth producing enterprises need to robustly linked to buyers and input 

suppliers in the value chain. Because the nature of vert ical linkages together with amount and 

quality of information and services distributed defmes the distribution of benefit in the chain 

and encourage or discourage upgrading practices ofMSEs. However, this study finds that the 

vertical linkage between value chain actors is ineffective due to a number of reasons: high 

prevalence of mistrust, limited information flow, lack of transparency among others. This 

situation limited the ability of cloth producers to supply their buyers with a product that meet 

all the buyers' requirements. Thus, all concerned bodies should comprehend the ever chang­

ing vertical relationships in the value chain and their potential tradeoffs and divergences be­

tween social and business enticements so as to smooth the progress of cloth producers to­

wards obtaining high benefit from the value chain. The following specific measures should 

be adopted to enhance vertical linkages: 

~ Fostering trust - trust is one of the key components of value chain that enhance the 

competitiveness of the chain in general and of clothing producers in particular. Alas, 

it is difficult and even impracticable to build trust within short period oftime. It re­

quires great attentiveness from all value chain participants and business service pro­

viders. Therefore, concerned bodies should be unwearied while trying to foster new 

vertical linkages since it requires time to put up confidence and reciprocated trust be­

tween MSE clothe producers and their buyers. At this juncture, comprehending line 

of communications in the chain, roles and responsibilities of varied actors, and 

commitments needed to complete the terms of agreement are critical in building trust 

in the value chain. Hence both governmental and NGOs need to invest their re­

sources in trust enhancing activities that could bring about coolness and ingenuous­

ness between value chain actors. 

~ Facilitating mutual beneficial relationships between value elwill aCfors - effective 

vertical linkage in the value chain is characterized by mutually beneficial relation-
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ships that benefit all of the participants of the value chain and encourage the upgrad­

ing practices ofMSE clothe producers. In such type of relationships, value chain ac­

tors are mainly spotlight on their key competencies and via joint action they realize 

synergies that boost the competitiveness of the whole value chain. Therefore, con­

cerned bodies should focus on enabling actors to develop long term joint vision, 

identify and abolish the causes of mistrust in the entire chain, and create an envi­

ronment of mutual respect that advance symbiotic relationships. 

Provision of services such as managerial and technical trainings, financial and non-financial 

supports, advisory and counseling services, etc in the form of both embedded and standalone 

are indispensable for the upgrading practices of MSEs. However, this study fmds that em­

bedded services that buyers are supposed to provide to cloth producers are dreadfully low. 

Likewise, services provided by governmental and non-governmental organizations are fo­

cused on limited enterprises, short term, and supply driven. 

With regard to embedded service, concerned bodies need to promote business-to-business 

mentoring in wh ich large firms that either buy the product of producers or outsource the pro­

duction undertaking to producers could take part in encouraging micro and small clothe pro­

ducing enterprises to innovate and playa part in high value adding funcliuns (e.g. exporting) 

by making available highly skilled managers and experts to producers for short term advisory 

sessions. An additional measure that needs to be taken by support providers to cultivate em­

bedded services is spiraling vertical linkage between producers and buyers by adopting strat­

egies suggested in the second bullet above. 

As far as standalone services concerned, business development service providers (both go­

vernmental and non-governmental organizations) need to adjust and branch out their services 

by comprehending the needs of MSE cloth producers via tirelessly assessing their needs, 

measuring their performance, continually enhancing their capacity based on the level of their 

performance, and undertaking analysis of the BDS market in their environment. Support 

agencies should also tailor their training and advisory services to diverse stages of enterprise 

growth such as start up, embryonic, and development phases so as to enable producers to 

choose and gain greatest assistance that meet their specific need and situation and upgrade 

their business. 
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Even if there is strong debate about who should be targeted in enterprise assistance, for in­

stance, survival oriented or entrepreneurs with growth potential one, the researcher recom­

mends that interventions should be aimed at both entrepreneurs (those . with survival and 

growth orientations) and adapted to the respective needs of apiece. Because, if well orga­

nized supports that critically address both existing and potential problems of survival 

oriented enterprises are in place, there will be no reason for these enterprises to remain in 

survival outlook. Yet again, if helpful environment is created to enhance strong cooperation 

(among survival oriented enterprises); (between growth oriented and survival oriented enter­

prises); (among survival oriented, growth oriented and large firms); there would be no reason 

for these enterprises to be unsuccessful together since one will be remedy for other in the 

area where one of them is dwindling. 

Improving the business environment for clothe producing MSEs should be one of the areas of 

government intervention. Here improving business environment means making the business 

environment in which clothe producing MSEs operating full of opportunities and induce­

ments which would make the existing entrepreneurs productive and attract prospective entre­

preneurs including young schoolleavers who would be motivated enough to decide on to be 

self employers rather than government jobs seeker. It is documented that both federal gov­

ernment and Addis Ababa city administration have given due attention to the promotion of 

MSEs. At both levels of the government, sound policies and strategies have been developed 

and adopted. However, the assessment of business environment of this study indicates that a 

large number of upgrading discouraging defies linger in this area. The following paragraph 

focuses on suggestions with regard to how concerned bodies go about the issues of business 

environment. 

Lack of capital is found as the first upgrade constraining factor in the clothing sector of 

MSEs. Government and other support providers should adapt and adopt a holistic approach 

that could enhance cloth producers' access to finance. This should involve measures such as: 

promoting fmancial sector development that is aimed at diversifying sources of funds and 

enlarging the range of lending opportunities for clothe producing enterprises, training and 

advisory programs to enhance investment readiness of clothe producers, building capacity on 

the part of clothe producers to upgrade their operations, developing cloth producers' negotia­

tions skills, rising the participation of commercial banks in provision of loan to MSEs, devel-
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oping the capacity for micro lending institutions (particularly of Addis Saving and Credit As­

sociation), and increasing the amount of loan that could enable entrepreneurs to run their en­

terprises appropriately. 

Majority of micro and small enterprises are found as having narrow perspective in that they 

are focused on production of clothes for domestic consumption. However, in this globaliza­

tion era, they should have a global view. In doing so, they can interact and share information, 

technologies, and products that could facilitate their upgrading practices. They should con­

sider what and how local and global trends are influencing the availability of resources, in­

creasing or decreasing demand for their products, and where there is unsatisfied need that 

they might be able to meet. Nevertheless, this state of affairs would be difficult and even im­

possible to the majority of clothe producers since it requires among many things access to 

decisive information and capital. It is at this juncture that government can intervene to supply 

information on business trends at local, national, and international levels. Therefore, gov­

ernment should focus on collection, analysis and distribution of information about upgrading 

opportunities, demands, prices, and trends in the market to micro and small scale clothe pro­

ducers; and inaugurate efficient and effective knowledge sharing system (improve market 

intelligence) so that cloth producers can have access to learning and enhance their upgrading 

practices. Improved information and knowledge sharing systems would not only generate the 

benefits discussed above but also they are vital in addressing the problem of mistrust and dis­

integration that have characterized the value chain in which clothe producing MSEs are par­

ticipat ing. 

Finally, this study finds factors such as strong demand in the market, relational pattern of go­

vernance, and training in the area of production technique as key in increasing the likelihood 

of enterprises ' towards adoption of different strategies to upgrade their process and products. 

Therefore, concerned bodies should take these factors into consideration whenever they are 

devising different strategies aimed at developing MSEs in general and clothe producing en­

terprises in particular and use them as policy instruments to achieve the intention of the gov­

ernment and entrepreneurs. Specific measures to be taken regarding these factors discussed 

somewhere in this section of research should also be vigilantly applied by all stakeholders 

working in the area of clothing. 
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Appendix A: Additional Tables 

Table 4 15' Cross Tabulation for Upgrading Practices and Demand in the Market 

Overall demand in Market 

Increased No change Decreased Total 

Count 34 20 5 59 
Yes 

Process Upgrad- % 66.7% 44.4% 21.7% 49.6% 

ing Count 17 25 18 60 
No 

% 33.3% 55.6% 78.3% 50.4% 

Count 51 45 23 JI9 
Total 

% 100.0% 100.0% 100.0% 100.0% 

Count 3 23 8 68 
Yes 

Product Upgrad- % 72.5% 51.1% 34.8% 57.1% 

ing Count I4 22 IS 51 
No 

% 27.5% 48.9% 65.2% 42.9% 

Count 51 45 23 JI9 
Total 

% 100.0% 100.0% 100.0% 100.0% 

Count 22 0 2 24 
Yes 

Functional Up- % 43.1% .0% 8. m 20.2% 

grading Count 29 45 21 95 
No 

% 56.9% 100.0% 91.3% 79.8% 

Count 51 
Total 

45 23 JI9 

% 100.0% 100.0% 100.0% 100.0% 

Count 12 2 3 1 
Yes 

Channel Upgrad- % 23.5% 4.4% 13.0% /4.3% 

iog Count 39 43 20 10" 
No 

% 76.5% 95.6% 87.0% 85.7% 

Count 51 45 23 JI9 
Total 

% 100.0% 100.0% 100.0% 100.0% 

Sou rce: Own survey, 201 2 
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Table 4.19: Kinds of Agreement Made in Advance between Producers and the ir Buyers 

Kinds of agreement re- Micro Small Total 

ported as "yes" Responses N(%) N(%) N(%) 

Always make agreement 12(19.0) 11(19.6) 23(19.3) 

Sometimes make agreement 22(34.9) 24(42.9) 46(38 .7) 

Agreement in advance Never make agreements 29(46.1) 21(37 .5) 50(42.0) 

about the quantity Total 63(100) 56(100) 119(100) 

Always make agreement 12(19.0) 12(21.4) 24(20.2) 

Sometimes make agreement 23(36.5) 24(42.9) 47(39.5) 

Agreement in advance Never make agreements 28(44.5) 20(35.7) 48(40.3) 

about the dates Total 63(100) 56(100) 1197iom 

Alwavs make agreement 11(17.5) 12(21.4) 23(19.4) 

Sometimes make agreement 24(38.1 ) 24(42.9) 48(40.3) 

Agreement in advance Never make agreements 28(44.4) 20(35.7) 48(40.3) 

about the kinds of cloth Total 63(100) 56(100) 119(]Om 

Always make agreement 12(19.0) 13(23 .2) 25(21.0) 

Sometimes make agreement 23(36.5) 23(41.1) 4608.7) 

Agreement in advance Never make agreements 28(44.5) 20(35.7) 48(40.3) 

about the price Total 63(100) 56(100) 119(100) 

Alwavs make agreement 14(22.3) 11(19.6) 25(21.0) 

Sometimes make agreement 21(33.3) 25(44.6) 46(38.7) 

Agreement in advance Never make agreements 28(44.4) 20(35 .7) 48(40.3) 
about the quality Total 63(100) 56(100) 119(100) 

Always make agreement 13(20.6) 13(23.2) 26(21.8) 

Agreement in advance Sometimes make agreement 22(34.9) 23(41.1) 45(37.8) 

about the type of inputs to Never make agreements 28(44.4) 20(35 .7) 48(40.3) 
be used Total 63(100) 56(100) 119(100) 
Source. Own Survey, 2012 
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Table 4.27: Producers' , Buyers' , and Input Suppliers Methods for Communique with each other 
Buyers Input 

Frequency of Micro Small Total sup. 

communication N(%) N(%) N(%) N(%) N(%) 

Daily 9(14.3) 6(10.7) 15(15.6) 6(12) 3(15) 

Once a week 14(22.2) 18(32.1) 32(26.9) 20(40) 6(30) 
At least once a 
month 13(20.6) 12(21.4) 25(21.0) 10(20) 8(40) 
At least once 
every three month 10(15.9) 11(19.6) 21(17.6) 7(14) 3(15) 

About once a year 6(9.5) 5(8.9 11(9.2) 3(6) 0(0) 

Not at all 11(17.5) 4(7.1) 15(12.6) 4(8) 0(0) 

Face-to-face meet- Total 63(100) 56(100) 119(100) 50(100) 20(100) 

ing 

Daily 5(7.9) 11(19.6) 16(13.4) 14(28) 4(20) 

Once a week 23(36.5) 12(21.4) 35(29.4) 16(32) 7(35) 
At least once a 
month 11(17.5) 13(23.2) 24(20.2) 4(8) 3( 15) 
At least once 
every three month 6(9.5) 1(1.8) 7(5.9) 5(10) 2(10) 

About once a year 3(4.8) 2(3.6) 5(4.2) 0(0) 0(0) 

Not at all 15(23.8) 17(30.4) 32(26.9) 11(22) 4(20) 

Cellular telephone Total 63(100) 56(100) 119(100.0) 50(100) 20(100) 

call 

Daily 3(4.8) 2(3 .6) 5(4.2) 3(6) 2(20) 

Once a week 0 0 0 1(2) 3(15) 
At least once a 
month 1(1.6) 4(7.1) 5(4.2) 1(2) 0(0) 
At least once 
every three month 0 0 0 3(6) 0(0) 

About once a year 0 I (I. 8) 1(0.8) 0 0(0) 

Landline tele- Not at all 59(93.7) 49(87.5) 108(90.8) 42(84) 15(65) 
phone call Total 63( I 00) 56(100) 119(100) 50(100) 20(100) 

Once a week 
2(10) 
At least once a 
month 0 1(1.8) 1(0.8) 1(2) 1(5) 

Communication Not at all 63(100) 55(98.2) 118(99.2) 49(98) 17(85) 

via internet Total 63(100) 56(100) 119(100) 50(100) 20(100) 

Daily 1(5) 

Once a week 1(5) 
Communication At least once a 
via Fax month 0 1(1.8) 1(0.8) 0(0) 0(0) 
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Not at all 63(100.0) 55(98.2) 118(99.2) 50(100). 18(90) 

Total 63(100) 56(100) 119(100) 50(100) 20(100) 

Once a week 2(10) 

Not at all 63(100) 56(100) 119(100) 50(100) 18(90) 
Mail/post Total 63(100) 56(100) 119(100) 50(100) 20(100) 
Source. Own survey, 2012 

T bi 430 A a e • : f h V I Ch' h D ctor 0 t e a ue am t at etermmes p' nee an dQ l' . h M k ua tty m t e ar et 

Price reported as "yes" Quali y reported as "yes" 

Micro Small Total Micro Small Total 

Actors N(%) N(%) N(%) N(%) N(%) N(%) 

Exporter 0(0) 2(2.2) 2(1.1) 2 (2.0) 2(2.3) 4(2.2) 

Importer 0(0) 0(0) 0(0) 0(0) 0(0) 0(0) 

Cloth producer 15(16.3) 14(15.0) 29{l5.7) 24(24.3) 21(24.1) 45(24.2) 

Designer 0(0) 0(0) 0(0) 0 1(1.1) 1(0.5) 

Broker 1(1. I) 3(3.3) 4(2.2) 1(1.0) 4(4.6) 5(2.7) 

Wholesaler 13{l4.~ 22(23.6) 35(18.91 16(16.11 19(2 1.8) 35{l8.8) 

Retailer 46(50.0) 42(45.1 ) 88(47.6) 47(47.5) 34(39.1) 81(43.5) 
(Other - final consum-
ers) 5(5.4) 3(3.3) 8{4.3} 6(6.1) 2(2.3) 8(4.3) 

(Other - negotiation) 12(13 .0) 7(7.5) 19 (10.2) 3(3.0) 4(4.6) 7(3 .8} 

Total 92*(100) 93 *( I 00) 185*(1 00) 99*(100) 87*(100) 186*(100) 
Source: Own Survey, 2012 

*The sum is greater than the sample on account of multiple 
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Table 35: Cross Tabulation for Upgrading Practices and Training in Production 

Technique 

Assistance or training in clothe 
production techniques 

Yes No Total 

Count 22 37 59 
Yes 

Process Upgrad- % 53.7% 47.4% 49.6% 

ing Count 19 41 60 
No 

% 46.3% 52.6% 50.4% 

Count 41 78 119 
Total 

% 100.0% 100.0% 100.0% 

Count 30 38 68 
Yes 

Product Upgrad- % 73.2% 48.7% 57.1% 

ing Count 11 40 51 
No 

% 26.8% 51.3% 42.9% 

Count 41 78 119 
Total 

% 100.0% 100.0% 100.0% 

Count 10 14 24 
Yes 

Functional Up- % 24.4% 17.9% 20.2% 

grading Count 31 64 95 
No 

% 75.6% 82.1% 79. 8% 

Count 41 78 119 
Total 

% 100.0% 100.0% 100.0% 

Count 11 6 11 
Yes 

Channel Upgrad- % 26.8% 7.7% 14.3% 

ing Count 30 72 102 
No 

% 73.2% 92.3% 85.7% 

Count 41 78 119 
Total 

% 100.0% 100.0% 100.0% 

Source: Own survey, 2012 
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Table 4.36: Constraints Related with Business Environment 

Responses 

Constraints reported as "yes" N % % of Cases 

Lack of machines, tools, etc 87 6.8% 73.lo/t 

Electric power interruption 72 5.7% 60.5o/t 

Lack of access to work premises 41 3.2% 34.5o/t 

Lack of access to market opportunities 87 6.8% 73.1o/t 

Lack of finance or capital 101 7.9% 84.9o/t 

Lack of access to quality inputs 70 5.5% 58.8o/t 

Lack of access to design services 57 4.5% 47.9o/t 

Lack of skills and knowledge 58 4.6% 48.7o/t 

Lack of access to training 61 4.8% 51.3o/t 

High tax rates or levies 14 1.1 % 11.8o/t 

Bureaucracy (time consuming business licensing or operating 54 4.2% 45.4o/t 

permits) 

Uncertainty of government rules, regulations, policies, etc 24 1.9% 20.2o/t 

Unfavorable business law 19 1.5% 16.0o/t 

High inflation 100 7.9% 84.0o/t 

Corruption 15 1.2% 12.6o/t 

High level of theft, crime, or disorder in work area (insecuri- 14 1.1% 11.8o/t 

ty) 

Widespread of second hand clothes 37 2.9% 31.Io/t 

Cheap imported clothes 55 4.3% 46.2o/t 

Lack of access to information about upgrading opportunities 87 6.8% 73.1o/t 

Unpredictability or fluctuation of prices 96 7.5% 80.7o/t 

Unfair competition from unregistered enterprises 32 2.5% 26.9o/t 

Low purchasing power of customers 90 7.1% 75.6o/t 

Other discouraging factors 2 .2% l.7o/t 

Total 1273* 100.0% 1069.7%* 

Source: Own survey, 2012 
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T bl 438 P d 'C a e : ro ucers ooperallon wIth Buyers and Input Suppliers 
Cooperation of Producers with Buyers Buyers' cooperation 

Micro Small Total wi th Producers 

Form of Cooperation reported as "yes" % % % % 

Information exchange 20.6 17.3 19.1 20 

Product Development 17 16.8 16.9 17 

Acce lerate delivery 17 17.8 17.4 17 

Product specification 15.3 14.9 15.1 16.5 

Quality control 14.8 14.9 14.8 16 

Quality improvement 13 13.8 13.4 13 .5 

Technological upgrading 0 0.5 0.2 0 

Human resource training 0 0.5 0.2 0 
Marketing 2.3 3.5 2.9 0 

Total 100 100 100 100 

N 223* 202* 425' 200' 
Suppliers' coopera-

Coo peration of Producers with Input Suppliers tion with Buyers 
Information exchange 34.3 39.5 37.1 32.7 

Product Development 10 9.9 9.9 10.9 
Accelerate delivery 15.7 14.8 15 .2 12.7 

Product specification 8.6 6.2 7.3 10.9 

Quality contro l 12.9 13.6 13 .2 16.4 

Qual ity improvement 12.9 8.6 10.6 10.9 

Technologica l upgrading 0 0 0 1.8 

Human resource training 0 0 0 1.8 

Marketing 5.7 7.4 6.7 1.8 

Total 100 100 100 100 

N 70' 81 ' lSI ' 55* 
Source: Own Survey, 2012 

'The sum is greater than the sample on account of multiple answers 
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Table 4.39: Cross Tabu lation for Upgrading Practices and Cooperation 

Cooperated of producers with buy-
ers in the area of information ex-

change 

Yes No Total 

Count 47 
Yes 

12 59 

Process Up- % 58.0% 31.6% 49.6% 
grading Count 34 26 60 

No 
% 42.0% 68.4% 50.4% 

Total 
Count 81 38 119 

% 100.0% 100.0% 100.0% 

Count 5/ 1 7 68 
Yes 

Product Up- % 63.0% 44.7% 57.1% 

grading Count 30 21 51 
No 

% 37.0% 55.3% 42.9% 

Count 81 38 119 
Total 

% 100.0% /00.0% 100.0% 

Count ~ 24 
Ve, 

Functional Up- % 21.0% 18.4% 20.2% 

grading Count 64 31 95 
No 

% 79.0% 8/.6% 79.8% 

Count 81 38 119 
Total 

% 100.0% 100.0% 100.0% 

Count 11 6 l ' 
Ve, 

% 13.6% 15.8% 14.3% 

Count 70 32 102 
No 

% 86.4% 84.2% 85. 7% 

Count 81 38 119 
Total 

% 100.0% 100.0% 100.0% 

Source: Own survey. 2012 
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Table 4.40: Logistic Regression Result for the Influence of Some Key Factors on Process 

Upgrading 

Om nibus Tests of Model Coefficients 

Chi-square df Sig. 

rstepT Step 34.452 11 ~OOO ' 

Block 34.452 11 .000 

Model 34.452 11 .000 

Model Summary 

Step -2 Log like- Cox & Snell Nagelkerke R 
R Square Square 

.251 .335 

lihood 

~1:=="':130. 50~9:;:(a:;O:) ==~:m"= 
a. Estimation terminated at iteration number 5 because parameter estimates changed by less than .001 . 

Hosmer and Lemeshow Test 

I Step Chi-square df Sig. 

r1 5.851 8 .664 

Classification Table (a) 

Observed Predicted 

Process upgrading Percentage 
Correct 

0 1 

Step I Process upgrading 0 , 42 18 ' 70.0J 

15 44 74.6 

Overall Percentage I 72.31 

a. The cut value is .500 

Variables In the Equation 
B S.E. Wald df Sig. 

~ ~::f sex(1 ) .056 .491 .013 .910 
I 

A9yearsofoper I -.014 .036 .143 .706 

- favorable(1) I . ((6 .480 L.610 T . IUO 

demandl(1) I 1.224 .464 6.411 .011 

captive(1) ; 1.456 .527 f .644 · .006 

relational(1 ) 1.196 .674 3.151 .076 

-C8trustboyers( 1) .WL .518 . UU~ T .951 

infoexchange(1 ) .642 .531 2.51 1 .11 3 

D2.3traing(1 ) .232 .511 .205 .650 

D1 .8mgttraining(1) .568 .499 1.293 .255 

honzontal(1) -.350 .502 .485 .486 

Constant -2.437 .731 11 .119 .001 

a. Variable(s) entered on step 1: sex, A9yearsofoper, favorable, demand1, captive, relational, 
C8trustbuyers, infoexchange, D2.3traing, D1 .8mgttraining, horizontal. 
Source: Own Survey, 2012 

EXp(B) '1 
1.057 

.987 

2.172 

3.402 

4.291 

3.308 

1.032 

2.321 

1.261 

1.765 

.705 

.087 
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Table 4.42: Logistic Regress ion Result for the Inf luence of Some Key Factors on Product 

Upgrading 

Omnibus Tests of Model Coefficients 

Chi-square df Sig. • 
[ step'" Step 42.317 11 .000 

Block 42.317 11 .000 

Model 42.317 11 .000 

Model Summary 

Step -2 Log like- Cox & Snell R Nagelkerke R I 
lihood Square Square 

'1' 120.215(a) .299 .402 

a. Estimation terminated at iteration number 5 because parameter estimates changed by less than .001. 
Hosmer and Lemeshow Test 
I Step Chi-square df 

1 3.845 8 

Classification Table (a) 

Observed 

Step 1 Product upgrading 

Overall Percentage 

a. The cut value is .500 

Var iables in the Equation 

[ step l(a) sex(1)' 

A9yearsofoper 

favoraBle( 1) 

demandl(1) 

captive(1) 

relational (1) 

C8trustbuyers( 1) 

infoexchange(1 ) 

D2.3traing(1) 

D1.8mgttraining(1) 

horizontal(1) 

Constant 

0 

I 
I 
, 

Sig. 

.871 

B 

-~ 411 ' 

.009 

.003 

1.172 

1.492 

2.007 

-.168 

.324 

1.459 

.381 

.576 

-2.179 

i 
I 

I 

Predicted 

Product upgrading Percentage 
Correct 

0 

37 14 72.5 

15 53 77.9 

75.61 

S.E. Wald df Sig. 

-.512 .O'! ( 1 .q21 · 

.039 .055 .814 

.523 2.353 .125 

.525 4.988 .026 

.541 7.608 .006 

.762 6.933 .008 

.562 .089 .766 

.546 .352 .553 

.575 6.436 .011 

.516 .546 .460 

.531 1.176 1 .278 

.740 8.659 003 

a. Variable(s) entered on step 1: sex. A9yearsofoper. favorable, demand1 , captive, relational, 
C8trustbuyers, infoexchange, D2.3traing. D1 .8mgttraining. horizontal. 
Source: Own Survey. 2012 

Exp(B) 1 
.663 

1.009 1 
2.232 

3.229 

4.448 

7.444 

.846 

1.382 

4.301 

1.464 j 
1.779 

.113 
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Table 4.42: Association between Upgrading and Performance 

Association between upgrading Result of Chi-Square Test 

and Performance Pearson Chi-Square (Value) df Asymp. Sig.(2-sided 

Process up. • quality improvement 11.403 I 0.001 

Process up. • price reduction 2.865 I 0.091 

Process up. • fast delivery 6.029 I 0.014 

Process up. • reliable delivery 1.93 I 0.165 

Process up. • innovative design 1.3 I 0.254 

Process up. • financial stability 9.199 I 0.002 

Process up. '" responsiveness 3.476 I 0.062 

Product up. • quality improvement 3.858 I 0.05 

Product up. • price reduction 0.585 I 0.444 

Product up. • fast delivery 2.46 1 I 0. 11 7 

Product up. • reliable delivery 5.049 I 0.025 

Product up. • innovative design 3.493 I 0.062 

Product up. • financial stability 1.605 I 0.205 

Product up. • responsiveness 4.153 1 0.042 

Source: Own Survey, 2012 
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Appendix B: Definition of terms 

Buyers: firms that buy the product for resale, including firms that buy the product from MSE 

producers. Buyer firms may resell the product in national andlor international markets. These 

firms may also participate in activities at other levels of the value chain, including supp lying 

raw materials and production. 

Competitiveness: the ability of micro and small scale clothing enterprises or value chain in 

which they participate to achieve or maintain an edge over market rivals which can be based 

on price, efficiency, quality, quantity, asymmetric access to information, uniqueness, brand­

ing, advert ising, good service, andlor other environmentally or soc ially valued standards. 

Exporters: firms that se ll cloth product to buyers outside Ethiopia. 

Governance: a description of the dynamic distribution of power, learning, and benefits 

among micro and small scale clothing enterpr ise and other firms in a value chain. (The pat­

terns of vertical relationships between actors of the value chain which are characterized by 

a/. the level of control that one firm exercises over another and b/. the flow of information 

between firms). 

Horizontal linkages: market and non-market interactions and relationships between micro 

and small scale clothing enterprises performing the same function (i.e., operating at the same 

level) in the value chain 

Input Suppliers: firms that provide raw materials and inputs used in production of clothes to 

micro and sma ll enterprise clothe producers. 

Inter-firm cooperation: joint action between two or more micro and small scale clothing 

enterprises and other firms in a value chain. Includes horizontal and vertical linkages be­

tween firms and can be forma l or informal. 

Intermediary (middleman/broker): an individual or firm connecting the buyer and seller of 

a clothe product. 
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Learning: the ongoing acquisition of information, skills, and capabilities by micro and small 

scale clothing enterprises and by other firms in order to improve or maintain competitiveness 

Market channel: a single branch of a value chain normally defined by similarities at the 

final retail level 

Micro cloth producing enterprises: firms at the production level of the value chain that 

produce clothes by using at most 10 employees. 

Modern clothing: is garment made from any fabric woven by a textile factory (machine spun 

and machine woven fabric). 

MSEs Benefits - are benefits that MSEs acquire in the form of higher returns, more depend­

able or timely returns, reduced risk, the increased value of assets and opportunities for learn­

ing. 

Retailers: firms that sell the product of cloth to final consumers. 

Small cloth producing enterprises: firms at the production level of the value chain that 

produce clothes by using II-50 employees. 

Traditional clothing: is garment made from handloom or frame loom (hand spun and hand 

woven or machine spun and hand woven) fabric or from dyed fabric in which colored de­

signs in fabric are created by weaving strands of different colors and adding colored stitches 

to finish fabric (embroidery) in such a way that reflect the cultural identity of a particular 

ethnic group in Ethiopia. 

Transaction Costs: non-price costs associated with a transaction, including the costs of 

gathering information, the costs of negotiating a contract, and the costs of enforcing the terms 

of a contract. 

Trust: unyielding certainty among value chain actors concerning reliability and truth In 

business dealings and agreements 
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Vertical linkages: market and non-market interactions and relationships between firms 

performing different functions (Le., operating at different levels) in the value chain 

Wholesalers: firms that do not produce the cloth and do not sell to the final consumer. In the 

most direct case, these firms buy from MSE producers and sell 

Appendix C: Questionnaire 

Addis Ababa University 

Institute of Regional and Local Development Studies 

Understanding Micro amI Small Scale Clothing Enterprises ill Ethiopia: Governance alld 

Upgrading in Va/lie e1will 

A. Scheduled Interview for the Micro and Small Scale Clothe Producing Enterprises 

Dear respondents, 

First and foremost I would like to extend my sincere thanknllness for your cooperation, accu­

rate, and timely responses to the questionnaire. My name is Amanuel Kussia, a Master De­

gree student at Add is Ababa University. Currently, I am conducting research study on factors 

that affect the upgrading practices of micro and small scale cloth producing enterprises in 

Addis Ababa. The purpose of this study is to examine the value chain in which these enter­

prises have been participating and identity core factors that encourage or discourage their 

upgrading behavior. The information the researcher gathers will be used to help garment pro­

ducers like you to improve the competitiveness of their enterprises and increase benefits to 

them. Your name was se lected from a list of the enterprises registered in your SUb-city. I am 

talking with many clothing enterprises and several other organizations so that I can learn 

about cloth producers. 

I may wish to use some of the information generated by this process for journal articles or in 

presentation for some interest group. Thus, your ident ity and inputs will be kept confidential 

by assigning numbers and referring to participants by numbers. 

Thank you so much again for your time and cooperation! 
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Section A. - Demographic and Background Information 

The following items are concerning your personal as well as enterprise information. Please, respond 

to the question honestly. 

No Variable Response 
AI Sex of the respondent I. Male 

2. Female 
A2 Age of the respondent 
A3 Marital status of the respondent I. Single 

2. Married 
3. Divorced 
4. Widowhood 

A5 Educational Level ofthe respondent I. Illiterate 
2. Primary (1-6) 
3. Junior Primary (7-8) 
4. Secondary (9- 12) 
5. Diploma 
6. First deorree and above 

A6 Method of skills learning I. Fami ly 
2. Pervious employment 
3. Formal training 
4. Friends 
5. Other (specify) 

A7 Position of the respondent I. Owner 
2. Manager 
3. Owner and Manager 
4. Other (specify) 

A8 How many employees including your- Number of employees 
self work at your firm? Male Female 

Full time - male Female 
Part-time- male Female 

A9 How many years has your firm been 
operating? Number ofvears 

AIO Do you have a cell phone that you can I. Yes 
use for your enterprise? 2. No 

A l l Do you have a land telephone that you I. Yes 
can use for your enterprise? 2. No 

AI2 Do you have access to an internet/email I. Yes 
connection that you can use for your 2. No 
enterPrise? 

A14. What is the source of start - up capital for your enterprise? (Check all that apply) 
I . Own saving 
2. Loan or resources from fam ily 
3. Loan from friends 
4. Loan from commerc ia l banks 
5. Loan from micro finance institutions 
6. Grantor loan fro m NGOs 
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7. Loan ii'om ' Iquib ' 

8. Others (specify) -;------,,--__ ::---:---:-__ ----,----:--:-_____ _ 
AIS. What type (s) of cloth product yo ur firm has been producing? 

A16. Principal source of inputs for your firm is:(Check all that app l l)? 
Collected by Purchased from Supplied Purchased Purchased Imported Others 
yoursel f or by neighbors by factory locally from locally from via agents (speci fY) 
your family retailer wholesales 
I 2 3 4 5 6 7 

Section B - Marketing Practice 

Now I want to learn the different ways that you sell your product. You might sell your product in only 
one way, or might sell them in more than one way. I would like for you to think all of the different ways 

that you have sold your product in the past 24 months. I am going to read a list of different ways that a 

producer of cloth sells his/her product. For each of different ways to sell products that I name, please 

tell me if you have sold your products in that way in the past 24 months. 

BI. Has your firm sold any cloth products in the past 24 months . ..... ? 

Ways in which a product sold YES NO 
I . Directly to fina l consumers in Addis Ababa 

2. To intermediary (broker) in Addis Ababa 

3. To a retailer in Addis Ababa 

4. To a wholesaler in Addis Ababa 

5. To exclusive local shop (designer) in Addis Ababa 

6. To buyers inside Ethiopia (but outside Addis Ababa) 

7. To an exporter located in Addis Ababa 

8. To an importer located outside Ethiopia 

9. Other (specify) 

B2. Do you think the way (s) in which your firm sold its product in the past two years are favorable for 

producers like you? I. Yes 2. No 

B3. If your answer for question B2 is " Yes", what are your key reasons? (Check all that apply) 

1. Higher unit profit (price per item is higher) 
2. Total value of sales are higher 
3. Dependable sales (sales are more reliable and predictable) 
4. Many buyers (buyers are easy to find) 
5. More assistance (buyers are helpful to producers) 
6. Sales are closer and/or more convenient, take less time or travel 
7. Better information (information about this market is more available and/or easier to 

obtain 
8. other (specify) : __________________ _ 
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B4. If your answer for question B2 is "No", what are your reasons? ________ _ 

B6. Assessing overall demand for your products over the last 2 years in the markets listed in the table 
under question BI , it is: 

I. Increased 2. No change 3. Decreased 

Section C: Vertical Linkages 

The questions in this section are about the respondent's linkage with buyers. Please, think about the 
buyer with whom you have relationships and respond to the following questions honestly. 

C1. Which one of the following category of buyer is your top buyer (the buyer with whom you had the 
highest value of sales)? 

I. Buyers in Addis Ababa 
2. Buyers in Ethiopia but outside Addis Ababa 
3. Buyers located outside Ethiopia 
4. other (specify), _________________ _ 

C2. Have your sales to this buyer stayed about the same over time, increased over time, or decreased 
over time? 

I. Same level of sales over time 
2. Sales have increased over time (sales are higher now than before) 
3. Sales have decreased over time (sales are lower now than before) 

C3 Are you connected to this buyer in any of the following ways? 

YES NO 
I. Buyer is a relative or family member 
2. Buyer is a neighbor 

3. Buyer is a member of your church or mosque 
4. Buyer is a member of a group or association that you belong to 

5. Buyer is a friend 

6. Buyer is a member of your ethnic 
7. Other connection (specify): 

C4. I am going to read you some statements about your top buyer and ask you to answer by saying 
whether you agree, disagree, or neither agree nor disagree (undecided) with each statement 5. 
Strongly Agree 4 Agree 3 Undecided 2 Disagree 1. Strongly disagree 

Statement Response 
1. This buyer can be trusted to look out for interests of cloth producers like 
vou in vour bus iness dealings. 
2. This buver can be trllsted to be fair with cloth oroducer like vou. 
3. This buver is concerned with the welfare of cloth producers like you. 
4. This buver will help cloth producers like Vall ifvou need it. 
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5. This buyer wi ll take advantage of producers like you if you are not carefu l 
6. This buyer can be trusted to keep agreements made with producers like 
you 

CS. Please tell me about the kinds of agreements you made with this buyer before the day that you 
actually deliver (supply) cloth to the buyer. I am going to read a list of items and you tell me if you 
always make agreements with the buyer in advance, sometimes make agreements in advance, or never 
make agreements in advance. 

I. Always make agreements in advance 
2. Sometimes make agreements in advance 
3 Never make agreements in advance 

Statement 
I. Do you ever make agreements with the buyer in advance about the kinds (types) of cloth 
vou wi ll suoolv to the buver? 
2. Do you ever make agreements with the buyer in advance about the quantity of cloth you 
will supply to the buYer? 
3. Do you ever make agreements with the buyer in advance about the dales that you will 
suoolv Your oroduct to the buver? . 
4. Do you ever make agreements with the buyer in advance about the price the buyer will pay 
for the cloth? 
5. Do you ever make agreements with the buyer in advance about the quality that the buyer 
will acceot, for instance in color, shape, size, design, etc 
6. Do you ever make agreements with the buyer in advance about the types of inputs (no· 
tions, looms, threads and dves, etc) that vou will use when oroducinQ the cloth? 

Response 

Notefor enumerator: If all answers to C6 are "3-Never make agreements in advance" tlzen skip /0 

question C9 

C6. For those things that you and the buyer made agreements/arrangements in advance about in the 
past 24 months, did you make any of these agreements in writing? 

l. Yes 2. No 

C7. Do you trust this buyer to meet these agreements? 
l. Yes 2. No 

CS. In the past 24 months, about how many times have you met with or communicated with this buyer 
or the buyer's representative (e.g., employee, agent, assistant) in each of the following ways? 

1. Daily 2. Once a week 3. At least once a month 
4. At least once every three month 5. About once a year 
6 Not at all 

Means of communication Resoonse 
I. Face-to-face meetiM" 
2. Cellular telenhone call 
3. Land line teleDhene call 
4. Email or internet 
5. Fax 
6. Mail/nestlnacka.e 
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C9. Do you know where this buyer sells the products that you supply? 
I. Yes 2. No 

CIO. Do you know what price your buyer charges when helshe sells the product? 
I. Yes 2. No 

CII. What is the nature of relationship between you and your buyer(s)? 

1. I have loose relationship with my buyerslrelationship merely based on market 
2. My buyer dictates the terms/I depend on my buyer 
3. I and my buyer have equal rights relationship/mutual dependence 
4. My firm has vertical linkage with buyer 

C12. Who determines price in the market? 
I. Exporter in Ethiopia mostly determines price 
2. Importer outside Ethiopia mostly determines price 
3. Producers like you largely determine price 
4. Designers largely determine price 
5. Brokers determine price 
6. Wholesalers in Ethiopia mainly determine price 
7. Retailers in Ethiopia largely determine price 
8. Other (specify):~ _________________ _ 

C13. Who specifies the quality of the product to be produced? 
I. Exporter in Ethiopia mostly specifies 
2. Importer outside Ethiopia mostly specifies 
3. Producers like you largely stipulate the quality 
4. Designers largely specify the quality 
5. Brokers determine price 
6. Whole sellers in Ethiopia mainly stipulate the quality 
7. Retailers in Ethiopia largely specify the quality 
8. Olher (specify):. _________________ _ 

Section D: Business Service 

Notefor enumerator: for DI and D2 read each alternative ill the table and record response in the 
appropriate colulnll. 

Dl. In the past 24 months, have any of your buyers provided you with any of the following kinds of 
assistance? I. Yes 2. No 
D2. In the past 24 months, have you received any of the following types of assistance from some 
source other than your buyers? I. Yes 2. No 

Buyers (D I) Other source (02) 
TvDe of assistance 

1. Cash advances or cash credit for making 
2. Advances of inputs: notions, looms, threads and dyes, mate-
rials, eouipments, etc 
3. Assistance, advice, or training in cloth production tech-
niaues 
4. Assistance, advice, or training on how to meet local stan-
dards 
5. Assistance, advice, or training on how to meet international 
standards 
6. Assistance, advice, or training in design 
7. Marketing assistance or helP finding other buyers 
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8. Management and/or business training 
9. Training in group management or leadership ski lls 
10. Research assistance 
II. Credit for personal needs or emergencies 
12. Other assistances (specify): For any type of assistance where 

D2 = HI - Yes" record name or 
type of Other Source. 

A. -------------. ----------------
---------------

B. ----- ---- ---- ---- ---- - -- -------

---------------

C. -- ----------- ---------._-------
--------------. 

D. ----- ---- - --.- ---- ------ ---- ---

---------------

Section E: Relationsh ips between Cloth Producers (Horizontal Relationship) 

E 1. Have you ever been a member of any of clothing producer association/group? 

I. Yes 2. No 
E2. If your answer for question EI is "yes", which of the following activities do the members of this 

d h group a toget er? 
Response 

Activities YES NO 
I. Sell jlroduct together 
2. Auy supplies and materials together 
3. Negotiate price as agroujl 
4. Transport products together 
5. Operate retail location together 
6. Advertise and search for customers together 
7. Help each other in learning new production technique (product development) 
8. Seek technical assistance (training)from other sources 
9. Borrow and lend money to each other 
10. Rent equipment or machinery together 
II. Borrow money outside the group 
12. Exchange information 
13. Other (specify): 

....... 
E3. If your answer for question El is No, what is the most important reason that you have not 
joined th is group? ( 
I. I have not had clothes to sell. 
2. The prices received by the group were too low. 
3. The group did not have enough ordersJl was not permitted to sell with the group. 
4. Too much of my cloth is rejected (does not meet the quality standards) for the grOLIp sales. 
5. I don't trust the leaders or other group members to be honest and fair. 
6. It takes too much time to be an active member. 
7. The membership fees and member expenses are too high. 
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8, I was busy doing someth ing else. 

9, I do not have information about the existence of such association/group 
9, Other (specify) ___________________ _ 

F. Upgrading practices 

I have some questions about your upgrading practices, Thus, I am going to read you some questions 
about your upgrading practices and ask you to choose the type of upgrading that your firm has been 
adopted, Please take your time and try to give the best and most honest answer. 

Process upgrading 

Fl. Did your firm undertake any action (s) to improve production process to transform inputs into 
outputs more efficiently? I. Yes 2. No 

F2. If your answer for question No FI is "Yes", please indicate which activity(s) your firm has car­
ried out to improve production process? (Check all that apply) 

1. Introduced new managerial technique to increase efficiency 
2. Changed the layout of production process to increase clothes produced per worker 
3. Put in place a system that expedite deliveries 
4. Invested resources to acquire technology (new equipment or machinery) 
5. Invested resources in research and development 
6. Put in place a system that reduce rejection rate of the cloth produced 
7. Others (specify) _________________ _ 

Product upgrading 

F3. Did your firm carryout any activity to make improvement in the clothes so as to make them more 
desirable to customers? I. Yes 2, No 

F4. If your answer for question No F3 is "Yes", what step(s) have your firm taken to improve the 
cloth that it produces? (Check all that apply) 

I. Improved the quality of the product 
2. Changed the design of the product 
3. Innovated in the usage of inputs, color, shape, etc 
4. Involved in the development of new product 
5. Others (specify) _______________ __ _ 

Functional upgrading 

F5. Did your firm ever take on non-production activity(s) to acquire new or superior function(s) in the 
value chain it has been participating? I. Yes 2, No 

F6. If your answer for question No F5 is "Yes", in which one of the following non-production activi­
ty(s) did your firm engage? (Check all that apply) 

1. The function of designing 
2. The development of own brand 
3. The function of intermediary 
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4. The function of retailing 
5. The function of wholesales 
6. The function of exporting 
7. Others (specify), _________________ _ 

Channel upgrading 

F7. Did your firm yet entry into a pathway leading to a new, higher value-added end market such as a 
local, national, or global end market? I. Yes 2. No 

F8. If your answer for question No F7 is " Yes", please indicate below which action(s) your firm has 
taken to improve the channel through which it sales its product? (Check all that apply) 

1. Searched for domestic new markets 
2. Searched for global new markets 
3. Participated in a variety of markets 
4. Others (specify), _ _ _ _ _____ _ _______ _ 

G. Business and enabling environment 

Now I have some questions about the business envirorunent in which your firm operates. I am going 
to read you some statements about some critical issues that may encourage or discourage the opera­
tion and upgrading of your business. Please take your time and try to give the best and most honest 

answer. 

G I. Please refer to questions FI, F3, FS, and F7 above. If your answer to these questions is "No", 
what do you think are the factors that discouraged you to upgrade your business? (Check all that ap­

ply). 

I. Lack machines, tools, etc 
2. Electric power interruption 
3. Lack of access to work premises 
4. Lack of access to marketing facilities or market opportunities 
5. Lack of finance or capital 
6. Lack of access to quality inputs 
7. Lack of access to design services 
8. Lack of skills and knowledge 
9. Lack of training 
10. High tax rate or levies 
I I. Bureaucracy (time consuming business licensing or operating permits) 
12. Uncertainty of government ' s rules, regulations, policies ... 
13. Unfavorable business laws 
14. High inflation increased input prices 
15. Corruption 
16. Insecurity (high level of crime, theft or disorder in the city) 
17. Widespread of second hand clothes 
18. Cheap imported cloth products, particularly from china 
19. Lack access to information about upgrading opportunities 
20. Unpredictability or fluctuation of prices 
21. Unfair competition from unregistered enterprises 
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22. Low purchasing power of the customers 
23. Others (specify) _______ ___ __________ _ 

Section H: Inter-firm cooperation 

In this section I would like to ask you about the relationships that you have with your product buyers 
and input suppliers. Please take your time and try to give the best and most honest answer. 

H.I. Cooperation with Buyers 

H.I.l My firm cooperates with buyers in the area of .... 

Form/area of cooperation YES NO 
I . Information exchange 

2. Product development 

3. Accelerate delivery 

4. Product specification 

5. Quality control 

6. Quality improvement 

7. Teclmological upgrading 

8. Human resource training 

9. Marketing 

10. Other (specify) : 

H.2. Cooperation with Suppliers 

H.2.1 My firm cooperates with input suppliers in the area of .. .. 

Form/area of cooperation YES NO 
1. rnformation exchange 
2. Product development 
3. Accelerate delivery 
4. Product specification 
5. Quality control 
6. Quality improvement 
7. Technological upgrading 
8. Human resource tra ining 
9. Marketing 
10. Oth er (specify): 

I. Competitiveness/performance of the firm 

This is the fi nal set of questions that I have for you, and I want to thank you for your patience up 

until now. We are a lmost fi nished. These last questions refer to your perception concerning your 
performance. I want you to consider all the critical success factors that would enable you to as­
sess how your firm is performing to meet the requ irement of its customers. In other words, the is­
sues that I am going raise are key for your fi rm competitiveness and performance. Therefore, 
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please take your time and try to give the best and most honest answer. Rate the statements that I 
am going to read for you in terms of how successful do you believe you are in meeting your cus­
tomers' requirement. 

5. Very stlccessftll 4. Stlccessftll 3. Undecided 2. Unstlccessftll I. Very unsuccessful 

Competitiveness criteria Response 
I. Improvements in product qual ity 5 4 3 2 1 
2. Reduction in prices 5 4 3 2 1 
3. Fast deliveries 5 4 3 2 1 
4. Reliable deliveries 5 4 3 2 1 
5. Innovative design 5 4 3 2 1 
6. Financial stability 5 4 3 2 1 

7. Responsiveness 5 4 3 2 1 

B. Scheduled Interview questionnaire for buyers 

Dear respondents, 

First and foremost I would like to extend my sincere thankfulness for your cooperatio n, accu­

rate, and timely responses to the questionnaire. My name is Amanuel Kussia, a Master De­

gree student at Addis Ababa University. Currently, I am conducting research study on factors 

that affect the upgrading practices of micro and small scale cloth producing enterprises in 

Addis Ababa. The purpose of this study is to examine the value chain in which these enter­

prises have been participating and identify core factors that encourage or discourage their 

upgrading behavior. Therefore, these survey questions not only offer an opportunity to look 

into the factors that determine upgrading practice of these enterprises but also provide com­

prehensive baseline info rmation on how to improve the competitiveness of micro and small 

sca le clothing enterprises in Addis Ababa. I may wish to use some of the information gener­

ated by this process for journal artic les or in presentation for some interest group. Thus, your 

identity and inputs will be kept confidential by assigning numbers and referring to partici­

pants by numbers. 

Thank you so much again for your time and cooperation! 
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Section A: Background Information 

The following items are concerning your personal as well as enterprise information. Please, respond 

to the questions honestly either by circling the best alternative or by writing in the space provided. 

AI. What is your position in this firm? 

I. Owner 

2. General Manager 

3. Owner and General Manager 

4. Other (specify): _ ___________ _______ _ 

A2. How many employees including, yourself work at your firm? 

Number of employees. ____ _ 

Male Female, _____ _ 

Full time - male. _____ _ Female _____ _ _ 

Part time - male Female '------
A3. How many years has your firm been operating? Number of years, ______ _ 

A4. Do you have a cell phone that you can use for your enterprise? I .Yes 2, No 

AS. Do you have a land telephone that you can use for your enterprise? I .Yes 2, No 

A6. Do you have access to an internet/email connection that you can use for your enterprise? 

I.Yes 2. No 

Section B: Information about buyers 

BI. In which of the following categories does your firm best fit? (Circle the best alternative). 

1. Retailer: firm that sells to final consumers 

2, Distributor: firm that se lls to retail firms in Addis Ababa and/or other regions of the coun-

try 

3. Exporter: firm that sells to firms outside Ethiopia 

4. Wholesaler/Intermediary: firm that sells to other, non-retail firms inside Ethiopia 

5, Broker/intermediary: firm or an individual that receives cloth product from producers on 

lot and resell the product at wholesale level 

6. Other (specify): ________________ _______ _ 

B2. Which of one the following category of buyer is your top buyer (the buyer with whom you had the 

highest value of sales)? (Circle the best alternative). 

I. Buyers in Addis Ababa 

2. Buyers in Ethiopia but outside Addis Ababa 
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3. Buyers located outside Ethiopia 

4. Others (specify), ______ ______________ _ 

Section C: Relationship with suppliers (clothe producers) 

Cl. From which one of the following category of suppliers did you purchase the items of clothing 

that you sale? (Check all that apply) 

1. From intermediaries 

2. Directly from micro and small scale clothe producers 

3. Directly from medium clothe producing enterprises 

4. Directly from large garment producers 

5. Others (specify), ___ _________________ _ 

C2. What is the nature of relationship between you and your suppliers? (Circle the best alternative). 

I. I did not develop close relationship with my suppliers/our relationship is simply 

based on market 

2. My suppliers chase my order/my suppliers depend on me 

3. I and my supplier have equal rights relationship/mutual dependence 

4. My firm has vertical relationship with supplier 

C3. In the past 24 months, about how many times have you met with or communicated with clothe 

producers in each of the fo llowing ways? 

2. Daily 2. Once a week 

4. At least once every three month 

6. Not at all 

3. At least once a month 

5. About once a year 

Means of communication 
I. Face-to-face meeting 
2. Cellu lar telephone call 
3. Land line teleohone call 
4. Email or internet 
5 . Fax 
6. MaiI70ost/oackage 

Response 

C4. How would you compare the amount of time it takes to deal with intermediaries compared to the 

time it takes to deal directly with producers? (Circle the best alternative). 

1. Less time with intermediaries 

2. Less time w ith producers 

3. There is no difference 
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CS. How would you compare the cost of dealing with intermediaries compared to the cost of 

dealing directly with producers? (Circle the best alternative). 

1. Less cost with intermediaries 

2. Less cost with producers 

3. There is no difference 

C6. How much information do you have about the level of profits that intermediaries earn? 

(Circle the best alternative). 

I. I have no information 

2. I have moderate information 

3. I have complete information 

C7. How much information do you have about the level of profits that cloth producers earn? 

(Circle the best alternative). 

I. I have no information 

2. I have moderate information 

3. I have complete information 

e8. In the past two years, have you ever made agreement with clothe produces (your suppliers) in 

advance? 

I. Yes 2. No 

e9. If your answer is "yes" for question C8, did you make this agreement in writing? 

I. Yes 2. No 

CI0. How much do you trust producers to meet agreed upon conditions (such as the quantity 

that they will produce, the quality of the product, or the time of delivery, etc? (Circle the best 

alternative). 

I. They are highly reliable 

4. They unreliable 

2. They are reliable 3. I do not know 

5. They are highly unreliable 

ell. How much time does it take to arrange a written agreement compared to the amount of time it 

takes to arrange an unwritten agreement? (Circle the best alternative). 

1. Written agreement takes less tinle 

2. Written agreement takes more time 

3. No difference 

e 12. How much money does it cost to arrange a written agreement compared to the amount of money 

it takes to arrange an unwritten agreement? (Circle the best alternative). 
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I. Written agreement costs less money 

2. Written agreement costs more money 

3. No difference 

Section D: Assistance given to producers 

D 1. Does your business ever provide any of the following types of business support or assistance to 

clothe producers? This assistance may be provided directly by your fIrm, or your firm may provide 

the assistance indirectly through intermediaries, producer groups, or by paying someone else to pro­

vide the assistance to producers. (Tick the right option) 

Yes No 
I. Advance of raw materials and suppli es 
2. Cash advance or cash credit 

3. Assistance or advice with des igns 
4. Marketing assistance and sales 

5. Technical assistance or advice 

6. Management or business training 

7. Comm itment or agreement to purchase the product before it is 
produced 
8. Other type of ass istance (specify): 

Section E: Performance of the producers 

EJ. Please rate the following statements in terms of how successful clothe producers are in meeting 

your requirement. 

5. Very successful 4. Successflll 3. Undecided 2. Unsuccessful 1. very unsuccessflll 

Success factors Response 
J. Improvements in product quality 5 4 3 2 1 

2. Reduction in prices 5 4 3 2 1 

3. Fast deliveries 5 4 3 2 1 
4. Reliable deliveries 5 4 3 2 1 
S. Innovative design 5 4 3 2 1 
6. Financial stability 5 4 3 2 1 
7. Respons i veness 5 4 3 2 1 

Section F. Cooperation with producers 

This question is about the relationships that you have with clothe producers. Please take your time and 

try to give the best and most honest answer (Tick the right option). 
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GI. Your firm cooperates with clothe producers in the area indicated below: 

Form/arca of cooperation YES NO 
I. Information exchange 
2. Product development 
3. Accelerate delivery 
4. Product specification 
5. Quality control 
6. Quality improvement 
7. Technological upgrading 
8. Human resource training 
9. Marketing 
10. Other (specify): 

C. Scheduled Interview Questionnaire for Input Suppliers 

Dear respondents, 

First and foremost I would like to extend my sincere thankfulness for your cooperation, accu­

rate, and timely responses in filling out the questionnaire. My name is Amanuel Kussia. I am 

Master Degree student at Addis Ababa University. Currently, I am conducting research study 

on factors that affect the upgrading practices of micro and small scale cloth producing enter­

prises in Addis Ababa. The purpose ofthis study is to examine the value chain in which these 

enterprises have been participating and identify core factors that encourage or discourage 

their upgrading behavior. Therefore, these survey questions not only offer an oppOltunity to 

look into the factors that determine upgrading practice of these enterprises but also provide 

comprehensive base line information on how to improve the competitiveness of micro and 

small scale clothing enterprises in Addis Ababa. I may wish to use some of the information 

generated by this process for journal articles or in presentation for some interest group. Thus, 

your identity and inputs will be kept confidential by ass igning numbers and referring to par­

ticipants by numbers. 

Thank you so much again for your time and cooperation! 
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Section A: Background Information 

The following items are concerning your personnel as well as enterprise information. Please, 
respond to the questions honestly either by circling the best alternative or by writing in the 
space provided, 

AL What is your position in this firm ? 
I, Owner 
2, General Manager 
3, Owner and General Manager 
4, Other (specify):-,-______________ _ 

A2. How many employees including, yourself, work at your firm? 
Number of employees, ____ _ 
Male Female _____ _ 

Full time - male Female. _______ _ 
Part time - male, _______ Female, _______ _ 

A3. How many years has your firm been operating? Number of years, _______ _ 

A4. Do you have a cell phone that you can use for your enterprise? I .Yes 2. No 
AS. Do you have a land telephone that you can use for your enterprise? I ,Yes 2. No 
A6. Do you have access to an internet/email connection that you can use for your enterprise? 

1 ,Yes 2. No 

Section B. Relationship with and Information about buyers 

BL Which of one the following category of buyer is your top buyer (the buyer with whom 
you had the highest value of sales)? (Circle the best alternative), 

5, Buyers in Addis Ababa 
6. Buyers in Ethiopia but outside Addis Ababa 
7. Buyers located outside Ethiopia 
8. Others (specify), _________________ _ 

B2. What is the nature of relationship between you and your buyer(s)? 
5. I do not have close relationship with my buyers 
6. My buyer dictates the terms// depend on my buyer 
7. I and my buyer have equal rights relationship/mutual dependence 
8, My firm has vertical relationship with buyer 

B4. [n the past 24 months, about how many times have you met with or communicated with 

buyers of input in each of the fo llowing ways? 
3, Daily 2, Once a week 
4, At least once every three month 

6 Not at all 

Means of communication 
I. Face-to-face meeting 
2. Cellular teleohone call 
3, Land line telephone call 
4, Email or internet 

3, At least once a month 
5. About once a year 

Response 
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15. Fax 
6. MaiVpost/package 

B5. In the past two years, have you ever made agreement with your buyers in advance? 
2. Yes 2. No 

B6. If your answer is "yes" for question B6, did you make this agreement in writing? 
I. Yes 2. No 

B7. Do you trust buyers to meet these agreements? 

I. Yes 2. No 

B8. How much time does it take to arrange a written agreement compared to the amount of 
time it takes to arrange an unwritten agreement? 

D. Written agreement takes less time 
E. Written agreement takes more time 
F. No difference 

B9. How much money does it cost to arrange a written agreement compared to the amount to 
the amount of money it takes to arrange an unwritten agreement? 

4. Written agreement costs less money 
5. Written agreement costs more money 
6. No difference 

Section C. Cooperation with buyers 
This quest ion is about the relationships that you have with your product buyers. Please take 
your time and try to givc the best and most honest answer. 

El Your firm cooperates with buyers in the area of .. .. 

Form/area of cooperation YES NO 

I. Information exchange 

2. Product development 

3. Accelerate delivery 

4. Product specification 

5. Quality control 

6. Quality improvement 

7. Technological upgrading 

8. Human resource training 

9. Marketing 

10. Other (speciJY): 
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Appendix D: Interview Guides 

Interview Guide for Key Informants (BSD Providers) 

Dear interviewee, 

First and foremost I would like to extend my sincere thankfulness for your cooperation, time, 

and willingness to give interview on this study. My name is Amanuel Kussia, a Master De­

gree student at Addis Ababa University. Currently, I am conducting research study on factors 

that affect the upgrading practices of micro and small scale clothing enterprises in Addis Ab­

aba. The purpose of this study is to examine the value chain in which these enterprises have 

been participating and identity core factors that encourage or discourage their upgrading be­

havior. Therefore, this interview not only offers an opportunity to look into the factors that 

determine upgrading practice of these enterprises but also provides comprehensive base line 

information on how to improve the competitiveness of micro and small scale clothing enter­

prises in Addis Ababa. I may wish to use some of the information generated by this process 

for journal articles or in presentation for some interest group. Thus, your identity and inputs 

will be kept confidential by assigning numbers and referring to participants by numbers. 

Thank you so much again for your time and cooperation! 

I. Are you government or non-government organization? 

2. Which level in the c:Jhain is your organization targeting (e.g. Oexporters, targets produc­

ers, targets input suppliers, etc.) 

3. What kind of service does your organization provide to the target sector? 

I. Training 

2. Loans 

3. Provision of equipment 
4. Marketing support 
5. Research and Development 
6. Information services 
7. Creating linkages! business partnerships 
8. Financial support! sponsorship! subsidies 
9. Other: _________________________ _ 

4. Can micro and small scale clothing enterprises access your services? Yes--- No------
5. If your answer for question number A4 is 'No' , why not? 
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6. What are the conditions for receiving your services? 

7. How much do your services cost? (Or if your services are free of charge: from where do you get 
funding?) 
8. How do you make enterprises aware of our services? 

Through They know, we don't We actively Through rec- Others (specity) 
adver- have to promote our ser- search and con- ommen dation 
tisement vices (word-by-mouth) tact potential 

clients 

9. Do you get feedback from enterprises? Yes No, _____ _ 
10. If your answer for question number 9 is 'No', Why not? 

II. If your answer for question number 9 is 'yes', what do you do with this feedback? Do you use it 
to improve your services?-,---____ --,--;-:-=-. __ --;----;;-. __ --,-_--;-;_-,----;-
12. Do you do regular needs assessments to identify the needs of micro and small scale clothing en-
terprise? Yes No'---,--,--,----,---._,----_ 
13 . If your answer for question number 12 is ' yes ', please tell me about your most recent one. 

14. If your answer for question number 12 is 'No' , Why not? 

15. What are the most urgent needs of micro and small scale clothing enterprise in Addis Ababa? 

16. What kind of difficulties do you find in getting access to the micro and small scale clothing enter­
prise in Addis Ababa as a services provider? 

17. Any suggestions on how to improve these difficulties? 

18. Do you provide technical assistance - e.g. in form oftraining - to enterprises (for example show­
ing them how to improve quality and quantity, how to find business partners, training on market re­
quirements such as international standards etc)? 

19. Do you have knowledge about market requirements and demand conditions of the micro and 
small scale clothing enterprise? If yes, what are these requirements? 

20. Are micro and small scale clothing enterprise in Addis Ababa organized? 
Yes No To a certain extent ______ _ 
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21. How can you describe the linkages (both vertical and horizontal) between these enterprises? 

22. Have you observed any type of upgrading practices in these enterprises? (Process, product, 
functional, chain). If yes, how do you explain the level and strength of these practices? 

23. What kind of constraints do micro and small scale clothing enterprise face with regard to laws and 
regulations, inputs and services, price and competition, communication and information, business 
environment, etc to upgrade? 

24. What incentives are available for the owner 's of micro and small scale clothing enterprises to 
make upgrading decisions? 

25. How do you evaluate the performance and competitiveness of the micro and small scale clothing 
enterprises in Addis Ababa? 

26. What kind of support does the government give to these enterprises? 

27. Do you think these enterprises are benefited from this support? How? 

28. Do you have additional observations or comments that we have not discussed? 

Group Interview Guide for Clothe Producers 

Dear Discussant, 

First and foremost I would like to extend my sincere thankfulness for your cooperation, time, 

and willingness to give interview on this study. My name is Amanuel Kussia. I am Master 

Degree student at Addis Ababa University. Currently, I am conducting research study on fac­

tors that affect the upgrading practices of micro and small scale clothing enterprises in Addis 

Ababa. The purpose of this study is to examine the value chain in which these enterprises 

have been participating and identify core factors that encourage or discourage their upgrading 

behavior. Therefore, this discussion not only offers an opportunity to look into the factors 

that determine upgrading practice of these enterprises but also provides comprehensive base 
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line in formation on how to improve the competitiveness of micro and small scale clothing 

enterprises in Addis Ababa. And so, the information the researcher gathers will be used to 

help improve your productivity and could increase benefits to buyers/producers such as you. 

I may wish to use some of the information generated by this process for journal articles or in 

presentation for some interest group . Thus, your identity and inputs will be kept confidential 

by assigning numbers and referring to participants by numbers. 

Thank you so much again for your time and cooperation! 

I. How can you explain the s ituation ofthe producers of clothes in Addis Ababa? 

2. What are the main c lothes you produce? What type oftooifequipment you used to make these 

kinds of cloth? (Ask each participant) 

3. Do you have access to ICT (mobile phones, internet, etc)? For what purpose do you them? 

(Probe to whether the use ofICT is improving the business of respondents or not, the benefit 

of using them, etc). 

4. How do you procure inputs for your firm? (probe to markets/places frequently visited, type 

of supplier-retailer, distributor, wholesaler, factory, etc, type of inputs used, ways of pro­

cure me nt-cash or cred it, why a respondent procure them from particular a particular supplier, 

etc) 

5. To whom do you sell your product? (Note for Moderator - mention the following only if 

necessary: directly to consumers, for middlemen, for association of producers, exporters, im­

porters outside Eth iopia, whole se llers in Addis Ababa, whole sellers outside Addis Ababa 

within Ethiopia, etc), probe also to whether the producer sold his/her product for cash or cre­

dit. 

6. Which kind of sales do you think is best? Why? 

7. Did you receive any assistance from your buyers so far? Please, could you mention some of 

them? (Probe: raw materials, training, credit, design, information, etc ... ). Did you receive 

any assistance from other source than your buyers (probe to similar form of assistance listed 

above). 

8. Do you think the market for your product is encouraging you to improve the performance 

and competitiveness of your enterprise? 
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9. Do you know someone who helps out you to make changes in colors, designs, or ways to 

produce your product efficiently or you yourself tried to make changes? 

10. If somebody assists you, what do you think would be the reason for his/her motivation to 

make these changes? If you yourself tried to make these changes, what inspired you? 

11. Have you ever made agreement in advance with your buyers? Are they trustworthy for these 

agreements? 

12. Have you ever been the member of cloth producers association? If yes, why, and if not why 

not? (probe to cooperation between producers and its effectiveness, the level of trust, etc) 

13. How do you describe your cooperation with buyers and input suppliers ( probe to forms of 

cooperation-information exchange, product development, quality control and improvement, 

training, etc and their strength) 

14. How would you characterize your relationships with your principal clients? (probes: inde­

pendent, close, collaborative, that a lot of information passes between you, that the client is 

in charge) 

15. What type of upgrading is adopted by your enterprise (probe to improvement in production 

process and product quality, taking part in non production activities-retailing, broker, export­

ing, etc, and diversifying markets). How could you improve them? (Probe to different issues 

associated with these types of upgrading based on the response ofparticipants) . 

16. What do you think are the core obstacles for upgrading of you firm? 
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In - depth Interview Guide for Key Informants (buyers and input suppliers) 

A. Guide (or exporters 

Questions about Clients/Buvers 

I . What are the main products you se ll? 

2. Who are your main clients (buyers)? 

3. How did you first meet your clients? 

4. How do you learn about yo ur clients preferences? (probes: styles, designs, co lors, materials, 

quality) 

5. How would you characterize your relationships with your principal clients? (probes: inde­

pendent, close, co llaborative, that a lot ofinformation passes between you,that the client is 

in charge) 

6. Did yo u receive any assistance/help from your clients? (probes: advance payments, design 

assistance, other) 

7. What are the steps you usually take to ensure that you meet your clients' spec ifications, 

including delivery date and quality? 

Questions about SupplierslProducers 

8. What are all the ways you source the products you se ll? Who are your main suppliers? 

9. Do yo u buy from individual producers, groups of producers, or intermediaries? How many 

suppliers do you work with? 

10. [f yo u have different types of suppliers, how would you characterize the differences between 

each type of supplier? 

II. How do you communicate information to your suppliers about market demands, styles, 

designs, quality, etc.? 

12. Do you trust producers? [fnot, why? 

13. How do you work with your suppliers to ensure that they sat isfy your requirements for 

quality? What do yo u do to encourage them? What pressures do you apply? 

14. What changes would you like to see producers/suppliers make? 

IS. Have you communicated this to them? How do they respond? 

16. What can you (yourself) do to facilitate or demand these changes? 

17. Do you think producers are competitive? If your answer is yes in what area (s)? (Probe to 

price, quality, design, delivery time, distribution/marketing, etc). [f your answer is no why? 

18. How do you explain the role of designers in the value chain you are participating in? 
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19. How wou ld you characterize your relationships with your principal suppliers? (probes: 

independent, close, collaborative, that a lot of information passes between you, that the client 

is in charge) 

20. How do you evaluate the upgrading behavior/practice of yo ur suppliers? What factors do you 

think could encourage or discourage this behavior/practice? 

21. What do you think wo uld be the top five serious problems that cou ld impede the upgrading 

practices of your enterprises? 

B. Guide for Intermediaries (distributors, brokers) 

Questions about Clients!Buvers 

I. What are all the ways that you sell your products (market outlets)? 

2. What are the differences between your clients? To whom do you prefer to sell? (Probe: 

frequency, price, bargaining/negotiating costs, volume, quality) 

3. How do you learn about the new colors, designs, and products that buyers want? How do you 

learn about market taste? 

4. Do you receive any form of assistance/help from your clients/buyers? (Probe: cash advances, 

threads, designs) 

5. What steps do you take to meet your clientlbuyers specifications, inc luding delivery date and 

quality? 

Questions about Suppliers/Producers 

6. What are all the ways you source the products you sell? Who are your suppliers? 

7. What are the differences between the suppliers you work with? (probe : quality, price, punc­

tuality, designs, vo lume, costs of co llecting products, risks) 

8. Which type of supplier do you prefer to source from? Why? 

9. Do you work with individua l producers or groups of producers? How many supp liers do you 

work with? 

10. How do you find supp liers? (probe: people you know, contacts, fam ily, neighbors, language) 

11. What services/help do you offer/provide to your suppliers? (probe: thread, credit, designs) 
12. How do you communicate new designs, co lors, and products that you want to your supp liers? 

13. What are the difficulties producers have in making these changes? 

14. In what ways are producers reluctant to make these changes? 
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15. How would you characterize your relationships with your principal suppliers as well as 

buyers? (probes: independent, close, co llaborative, that a lot of information passes between 

you, that the client is in charge) 

16. Do you trust producers? If not, why? 

17. Which market channels would you say are the most beneficial to producers? (probe: volume, 

price, consistency) 

lB. What do you think wou ld be the top five serious problems that could impede the upgrading 

practices of micro and small scale clothing enterprises? 

C: Guide for Desigllers/Exclusive Store OWllers 
Ouestiolls about C/iellts!Buyers 

I. Please descr ibe all the ways that yo u work in this business. (probe: making and selling 

designs, managing the store, exporting) 

2. Who are your main clients (buyers)? 

3. How did you first meet your clients? 

4. How do you learn about your clients preferences? (probes: styles, designs, colors, materials, 

quality) 

5. How would you characterize your relationships with your principal c lients? (probe: indepen­

dent, close, co llaborative, that a lot of information passes between you, that the client is in 

charge) 

6. Do you rece ive any ass istance/help from your clients? (probes: advance payments, design 

assistance, other) 

7. What are the steps you usually take to ensure that you meet yo ur clients' specifications, 

including delivery date and quality? 

Ouestiolls about Supp/ierslProducers 

B. What are all the ways you source the products you se ll? Who are yo ur main supp liers? 

9. Do you buy from individual producers, groups of producers, or intermediaries? How many 

suppliers do you work with? 

10. How do you find suppliers? (probe: contacts, family, neighbors, language) 

11. If you have different types of suppliers, how would you characterize the differences between 

each type of supplier? 

12. How do you communicate information to your suppliers about market demands, styles, 

designs, quality, etc.? 
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13. Do you trust clothe prod ucers? 

14. How do yo u work with yo ur suppl iers to ensure that they satisfy your requirements [01' 

qua lity? What do yo u do to encourage them? What pressures do you apply? 

15. What changes wou ld you like to see producers/suppliers make? 

16. Have you communicated this to them? How did they respond? 

17. What can yo u (yourse lf) do fac ilitate 0 1' demand these changes? 

18. Do yo u sell the products in exactly the same form as you receive them fro m suppliers, or do 

you do any additional sewing, fini shing, assembly, etc.? 

19. What do you think of the competitiveness of the value chain you are participat ing in? 

20. What do you think would be the top fi ve serious problems that could impede the upgrading 
practices of your enterprises? 

D. Guide (or Input Suppliers 
I . What are the main inputs you sell? 
2. Who are your main c lients (buyers)? 

3. How did you fi rst meet your c lients? 

4. How do you learn about yo ur clients preferences? (probes: co lors, materials, quality) 
5. How would you characterize your relationships with your principal c lients? (probes: inde­

pendent, close, co llaborative, dominated by cl ient, that a lot of information passes between 

you, that the cl ient is in charge) 
6. Do yo u trust your buyers? 
7. Did you receive any ass istance/help fi'om your c lients? (probes: advance payments, training, 

qua lity improvement other) 
8. What are the steps you usually take to ensure that you meet your clients ' specifications, 

including delivery date and quality? 

9. Fro m where do you get the inputs? (Own produce, import fro m abroad, purchase fro m 

neighbor and sale them .. . ) 
10. Do you sale inputs fo r individual producers or groups of producers? How many buyers do 

you work with? 

II . How do you find buyers? (probe: contacts, family, neighbors, language) 
12. How do you communicate new designs, colors, and products that you want to yo ur buyers? 

13. How do you work with your buyers to ensure that you satisfy their requirement q ality? 

14. What do you think would be the top five serio us problems that could iJ ~ of 

yo ur enterprises? :\\I' \l~ \,\.l'~i: 
" .. " \l'i> \.\~ 

\~ 
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