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Abstract 

Thi s study investi gates the soc io-economic impacts and determinants (constraints) of MSEs 

simultaneously using 100 samples of MSEs (80 of them so le propri etorship and 20 of them co­

operatives) in Wolkite town (the case study area of this paper), The majority of firm s in the 

sun'eyed town (Wo lkite town) are MSE and large numbers of the res idents made their I il 'el ihood 

through micro and small enterpri se, The fi nding of the study sholl's MSEs hale socio-economic 

impacts such as employment opportunity. income generation and some other liwlihood bene fit s. 

HOII·ever. there are some constraints or determinants that can affect fo r the groll th of VISEs such 

as initial size and age of the firm. lo rmal ity of the bus iness. human cap ital(prel' ious e~pericn ce. 

education level and business training) . demographic factors (gender. martial status and age of' the 

ollner), access to finance, the type of sector and location of the firm . Further more. the ana lys is 

of the study also sholvs that from these determinants age of the finn. business formality. prev ious 

e~pe ri ence . business training. demographic factor(male and married oll'ner).i nforma l linancial 

access. the type of sec tor(trade and manufactur ing) and location o f the I'irm(traditional market 

location) have positive effect for the gro\\1h of MSEs, On the contrary. initial size of the firm. 

lormal financia l access. informality of the business. demographic factor( female and unmarried 

ollner)and the tl'jJe of sector(trade) halT nega ti ve effec t for the groll·th of \ !SEs. Sincc MSE 

differs based on sec tor and oll'l1ership ty pe. their soc io-economi c impact and the constraint thel' 

do face also difkrs accordingly, Policies and support programme that promotes lor the growth o f 

\ ISEs therefore should consider these aspec ts of MSEs differences. 

The paper comprised of fi l'e sections. the fi rst sec tion deals lI'ith an introduction. the second 

s<'ction rel'iell 's the theoret ical literature. the third sec ti on discusses the dcscri ptil'e anah si, of the 

data . the fourth sec tion sets the empi ri cal framell'ork and su mnlar ies the SUI'I 'CI regression results 

ancithe lifth sec ti on colers the conc lusion and some polic" implicati on o f the studl, 

Key ,,'orcl s: micro and small enterpri se. socio-economic Impacts. Income generat ion. 

em ployment opportunit". determinants or constrain ts, 



SECTION I: INTRODUCTION 

1.1 Background of the study 

The contributi on of micro and smal l enterprise (MSE. here after) in generating 

employment and income has widel,· recogni zed around the glob. However. there are t,,·o opposite 

approaches /views with regard to the expansion or growth of MSE in generating empl oyment and 

income. The first view asserts that the growth of MSE is encourageable. This vie,,· grounded on 

market is working and a lot of people have an opportunity to participate so that cmpo"·er and 

nourish themse h·es including those ,,·hich otherwise di sadvantaged. The second , ·iew argues that 

the participati on of a lot of people in \1SE is a sign of market failure. where the market unab le to 

absorb jobs in the formal sec tor (b,· assuming most MSE are informal ) or productive sec tor. Due 

to this market failure peoples are forced to join MSE sector that pro,· ides them minimum and 

subsistence support (C.Leidholm. 200 I) 

For the past three decades a large number of deve loping and international organizations 

realized the importance of de, ·e loping micro. small and med ium sized elllerpri ses as a ,,·ay of 

achie,·ing se\"e ral goals. Such as providi ng work opportuniti es. adding to the GOP. creat ing 

needed input for larger enterpri se and contri buting to the export sec tor. In order to rea li se the 

characteri stics of MSE. their possi bilities and constraints. studies were conducted all o, ·er the 

,,·orld. Some of the studies e.\ pl ore the economic motivation. capabilities. sources of finance. 

c" ·,Jaml c and links ,,·ith other lirms and ,,·ith in the market. ,,·hile other studies concerned in 

employment creation . entrepreneur-" orker relat ionships. di spute se ttl ement lllechaniSIll and trade 

union affil iates. (Alia and magued. 2000) 

In the ma jorit\" of fast deH'l oping countries. ivlSE by ,irtue of their size. location. capital 

in'·estment and their potenti al to generate gre:l1er cmpl o\"ll1cnt ha,·e prclI cd to hale crucial c,n-':ct 

for rapid econo mic gro"1h . Further Illore the sector al so doesn·t require hi gh k, ·el training. much 

capital. and sophi sticated technology. ~ lore illlportantl,·. [vlSI:: creates job opportunities Illr a 

substantial segment orthe populati on. Ho"e, ·er. most \ISE face crit ical constraints at the stJrt up 

and operat ion le' ·el. Among some of the constrain t5. included are lack elf access 10 lin3ncc. lack 

of access to premi se or land. lack of infrastructure. lack of entrepreneurial ancimanagerial skill s. 

lack of inforillation on business opponunilies. soc ial and cu ltural facts and e~cessivc co rrupti on. 

(HLCLEP. 2006) 



Afri ca is a continent of entrepreneurs. many Africans are engaged in several MSE at one 

time. and however these Africans are not engaged in MSE at their full capaci ty which is rather 

frustrated by an env ironment which is not suitab le to small bus iness in many ways, Si nce small 

enterprises have greater potent ial to employ more Africans than they current ly do ,current ly 

around 20% of the population of working age in African countri es 1V0rks in small enterprise 

sector.(JimT fLO/IFP-SEEO,as quoted by Goldmark and Nic hter .2008) 

1.2 Overview of Ethiopian micro and small enterprise 

Like many other deve loping country. Ethiopia is a coun try lI 'hich have many number of 

MSE that can absorb a lion share of the labour fO rce and add up to the GOP of the country, A 

nation urban informal sector sUlye \, by CENTRAL STA TfSTICAL AUTHORITY OF 

ETHIOPI A (CSA. here after) in 1996 shows that the urban informal sec tor consisted of 584,9 11 

micro enterpri se that gave employment to 730.969 job opportunit", Further more MSE of 

Ethi opia contributes ,alue added of 8,3 million birr III the same budget year. This fi gure 

constitutes 3.4 % of GOP, 33 % of the industrial sector contribution and 52 % of the 

manufacturing sector' s contribution to the GO P of the same year. (MOTl, 1997) In addition 

to thi s the other nation wide surve , b\ CSA in 2002 sholls that there were 974,676 co ttage and 

hand icraft manufacturing establi shments (o f lI 'hich,6 16,696 or 63 percent " 'ere in rural areas 

" 'hil e 357,979.01' 36,7 percent .were in rural areas)engaging more than 1. 3 milli on people, (Ajeba 

and ,-\mha. 2004) 

While the importance of large industries and enterprise for the groll"th of Ethiopian 

econom" can not be denied. there is am ple c\"idence that the labour abso rptive capacity of the 

\ Ii cro and small enterpri se sector is wn' hi gh, the m'e rage capi tal cost pCI' job created is 10lle r 

than big busi ness and its role in techn ica l and other moti, 'at ion act i, 'ities is ,'iwl lu I' many of the 

chal lenges facing ou r COllllll'", According to th e 1996 sur"':y b,' CS ,-\, the lI 'hole labour force 

engaged in MSE is more than eight fold (739,898) to that of the medium and large sca le 

manufac turing industries (90.213 person),(MOTI. 1997) 

Eventhogh ,viSE or Ethiopi a have the abo,'e soc io-economic attri butes (cspeciall y in 

term s of emplo:'ment and income I, there are \"ariet ies or constraints and problems that 

imped iments the sec tor. Among the problems included are unfa\'ourable regu latory el1\'ironment. 

limi ted access to market. lack of linance, business de"elopment sen 'icc. business info rmation, 

busi ness premise/ land. the acqui sition o f skills and manageri al experti se. restricted access to 



appropriate technology and limited access to quality business inti'astructure , (Aj eba and Amha, 

2004) 

By understanding the importantness of MSE. the Federal democratic republic of 

Ethiopia has recognized and paid due attention to the promotion and development of MSE sec tors 

fo r they are important vehi cles to address the challenge of unemployment. economic growth and 

equity in the country, To achieve these obj ec ti ves . the government of Ethiopia has formul ated a 

National MSE strategy which emphasis on to all eviate the problems and promote the gro wth of 

MSE secto r. Spec ifically, the main objectiye of this strategy is to create an enabling environment 

for sma ll and micro enterpri se, To implement the strategy .the majo r government organs to be 

il1l 'o h 'ed are mini stry of Trade and Industry, Reg iona[ Bureou ~ .Fede ra[ ivlSE development 

agenc\ . Reg iona[ MSE development agency ,Zone's or woreda ' S MSE agencies .NGO 's and 

Business Assoc iations, (MOTI, 1997) 

1.3 Overview of Wolkitc town micro and small enterprise 

\\'o[kite town (the case study area fo r this paper) is found in southern part of Ethiopia in the 

region of southern nation and nationali ties of people republic (SNN PR).The town compri sed of 

the IOta [ popula tion of 39.8 54 fro m thi s tlgu re 19.641 are males and 20.2 13 are female, The town 

is the capital city of Gurage Zone and located 158 kilo meters ti'om Add is Ababa (south of 

,-\ddis Ababal,Further more. the town is di\ ided in to two sub-c it\ such as "Addi s ketema " sub­

cit\ and "Bekur" sub-ci ty, The majori ty of the res idents of the [O\\'n are engaged in micro and 

smal [ en terpri se , Spec ifica lly on Trade . sen 'ice and manufacturing, [n term s of ownersh ip types. 

micrc' and sma[[ ente rpri se of \\o[kite tOl\n can be c[ass ifled as so le proprietorship and 

coo!:'Ic' rat l \-es. 

The cooperati\ 'e t\Ve of mic ro and sma[[ enterprise are organizcd ancl \\or~ in g condition 

are fac ilitated (access to credi t sen ·ice. access to [and , etc) b\' \\ 'o[kite to \\n ll1i cro and sma[[ 

enterprise agenc \ in cooperat ion \\ 'ith other go\e rtlll1 Cnl bodies suc h as 0111 0 ll1 icro finance 

\\ 'o[hte to\\"]1 branch, wo[kite to\\"]1 integrated housi ng de\'el0pll1ent project office .\Vo[kite to\\"]1 

n1un lc' ipa[it\ , ancl othe r responsible go\'ernmcnt bodies. 

The so le proprietor types of micro and sll1al [ ente rprises are se lf operated . or t\\'O or 1l10re 

paid labourers and/or non paid fami ly members. The majority of \ 1SEs of Wo[kite to\\ 'n are the 

sole prop rietor ty pes, 



The three major sectors operated by sole proprietors and cooperat ive types of MSE of Wolkite 

town are trade, serv ice and manufacturing. I) trade include: -sales of all goods, local drinks , 

constructi on materials, clothes and shoes, music or video, electronic equipment, vegetables and 

fru its, drug store, stationary and general food items, 2) service include:- barber and beauty sa lon, 

bicycle rent and repaire, barlrestaurants and hotels and 3) manufacturing include:-bakery, tailo r, 

the production of blocket and precast beam ,grain mill and wood and metal work. 

Although the majority of the resident of the town make their li velihood on micro and small 

enterprise (specifica ll y in terms of employment and income generation) , there are multiple of 

constraints and problems associated to the sector. Among the most criti ca l constraints included 

are access to finance, lack of land, lack of market (especially for cooperatives), lack of 

managerial and entrepreneurial skill s and lack of in frastructure (water, road and electri c power). 

J.4 Statement of the problem 

MSEs have received much attent ion 111 recent development li terature and in on gOll1g 

development strategies in many developed and developing countri es. One of the main reasons in 

favour ofMSE is its ability to create employment opportunities which ari ses because the majority 

of MSE adopt labour intensi.ve techniques of production. Further more, MSEs have 'employment 

stabi lizing behavior. In other words MSEs are reluctant to employ more workers li ke that of big 

firms at the time of economic boom situations and also MSE are also do not reduce many number 

of workers at the situation of economic recession.Thus,MSE have the cha racteristics of 

employment stabili zing behavior. (Alia and Magued, 2000) 

The MSE in relat ion to large firms are relatively more labour intensive, more efficient 

and more equitable in distributing the income they generate, and more widely dispersed 

geographicall y. Unfortunate ly; there are no economic and political con~ i t i ons favourable to 

_deve lop them. The survey repol1s of central stati stical authority of Ethi op ia (2003) indi cates that 

MSE sector in Ethiopia face a wide range of constrai nts such as unfavourab le regul ~tory 

environments, limited 'access to market ,lack of finance ,business development serv ice 

,information , business -premise, the -acqui siti on of skill s and manageria l experti se ,restricted 

access to app ropriate technology and limited access to qua li ty business infrastructure. (Ajeba and 

Amha, 2004) 

The assessment q Jllducted by hi gh Ie-vel commi ssion on legal empowernient of the poor 

(HLCLEP, 2006) on th e informal sector of Add is Ababa town clearly indi ca1es that among the 
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many impediments that hinder the informal sector not to expand are lack of access to finance , 

lack of access to premise, lack of training in managerial and entrepreneurial skill s, lack of 

information on business opportunities, soc ial and cultural fact s. HLCLEP 's study uses case study 

on street vendors, focus group di scussion and key informant interviews. However, the study 

covers only informal sector which are not legally registered by the government, the rest informal 

sector or MSE which are officials are not included in the study. 

The study conducted by Ajeba and Amha (2004) on business deve lopment service of 

MSE of Ethiopia indicates that there is very limited business development service to MSE of 

Ethiopia. Specifically, very limited technical and vocational train ing (before start of the 

business), received limited short term training, counselling and extension and marketing service. 

However, their study focuses only on a single constraint (business development service) among 

the many constraints that Ethiopian MSE sector faces. 

Another study also conducted by the same author (Amha and Ajeba, 2006) on micro and 

small enterprise finance in Ethiopia. Their study identifies reasons not to access to finance and 

also identifies the most important source of finance for MSE of Ethiopia. However, their study 

once again addresses a single constraint (access to finance and source of finance of MSE) among 

the many impediments of MSE of Ethiopia. Therefore both of the stud y cond ucted by Ajeba and 

Amha (2004, 2006) on MSE of Ethiopia focuses onl y on business deve lopment service and 

access to finance. Unlike their studies (which doesn't mean that their work is unimpol1ant ), the 

MSE of Ethiopia posses multiple of constraints such as unfavourable legal environment ,access to 

finance ,managerial and entrepreneurial skills, lack of marketing ,lack of raw materi als ,business 

information and business development service. 

More related to the paper under study is the work done _ by Gebreyesus 

(2007).Gebl:eyesus 's work is based on the' survey conducted on six major towns of Ethiopia 

(Addis Ababa,Awassa,Bahirdar,Mekelle,Jimma,and Nazreth) covering 974 randomly selected. 

MSE.The study find s that the major determinants of Ethiopian MSE not to succeed or expand . 
- - - - ,-

are access to finance, humall capital,formalitylinfonnality,location,gender ,sector .age and size of ­

the firm. From these factors finn age, firm size, human capital (high school complete and some 
.. 

~ollege) , access to finance "(tra~e credit and informal credit), types of sectors (manufa~turin g and 

trade) a nd gender (male head~ business) are foulld to be significantly dete rmines the growth / 

expansion of MSE of Ethiopia~ On the other hand , gender (owner age) ,access to-finance(credit 
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from bank and MFI),human capital (elementary ( 1-8)and vocational training) and location 

(Bahirdar,Jimma ,Mekelle and Nazreth) are found to insignificantly determines the 

growth/expansion of MSE of Ethiopia.(Gebreyesus,2007) 

However Gebreyesus's study considers only mIcro and small enterprises that 

employees 10 or less workers, it excludes MSE which employees more than 10 employees. More 

importantly, the study did not critically evaluate and examine the socio-economic attributes of 

MSE (specifically income generation and employment opportunity).The study solely emphasised 

on determinant factors and ignores the socio-economic attributes of MSE of Ethiopia. 

From these previous studies we can infer that MSEs have socio-economic contribution 

such as income generation and employment opportunity. However, there are constraints or 

determinants that affect or hinder for the growth or expansion of MSE. Therefore , Even if 

there are some study conducted on MSE of Ethiopia. None of these studies consider the socio­

economic impacts (employment opportunity and income generation) and constraints of MSE 

simultaneously. Even the studies that conducted on the constraints of MSE cover only informal 

MSEs Where as other study focus only on a single constraint from among the multiples of 

problems. Fllrthermore some of the studies uncover all MSE (focused only on micro enterprise 

and ignores the small enterprise for instance Gebreyesus (2007)) . 

Considering the limitation of the above stud ies and to fill the gap of knowledge on the 

ex isting literature on MSE of Ethiopia. Based on a new survey in a specific location (in thi s case 

wolkite town), thi s paper tries to criticall y examine and eva luate the socio-economic attributes of 

MSE (speci fically, income gene ration and employment opportunity) and their determinants or 

constraints (a.ccess to capital , education, gender, formality/ informality, and other constraints) 

sinlllltaneo\1s1 y. 

Therefore the vallie added of this study or the two basic questions to be answered 111 thi s 

studyare :-

I) [)o MSE ha\Ce.socio-economic attributes (specifically income generation and employment 

opportunity)? -

2) What are the determinants of MSE to succeed or to expand? 

7 



1.5 Objectives of the study 

The general objective of the study:-

> To investi gate and evaluate the soc io-economic impacts and constraints of MSE 

s imultaneously using a new survey. 

The speci fic objective of the study:-

> To assess and identify the major soc io-economic attribute of MSE. Specifical ly, 

employment opportunity and income generation. 

> To find out the bas ic determinant factors or constraints that impediments MSE not full y 

utili se their capacity and/or that hinders not to grow or ex pand. 

1.6 Hypothesis of the study 

I) Micro and small enterprise has socio-economic contribution. Spec ifically, they have a 

potential to create job opportunity and income generation for many number of wo lki te 

residences (the case study for this paper). 

2) There are some determinants/constraints for the success and growth of MSE. Among 

these constrai nts included are human capital, demographic factors, credit access, types 

of sectors, business location, formality/informality, size. of firms , age of the finn and 

other constraints. 

8 



SECTION 2: LITRA TURE REVIEW 

2.1 Definition of MSE 

The yardstick used to define MSE varies across different continent and I or countries . 

Even though there is lac k of uni versal definition of MSE, most of the definition uses number of 

employment and the amount of initial capital or annual balance sheet as 

a criterion to classify enterprise as micro, small , medium and large. For instance, European union 

(applicable in its member states) defines micro enterpri ses which employs fewer than 10 persons 

and annual ba lance sheet does not exceed 2 million Euro and also defines small enterpri se as an 

enterpri se which employs fewer than 50 persons and whose annual balance sheet total does not 

exceed 10 mill ion Euro. (EU, 2003) 

Wikipedia-the free encyclopedia defines micro-enterpri se as a type of small business who 

have five or less employees and a fixed capital not more than 35000 dollars. These enterpri ses 

have no access to the commercial banking secto r and microfinance institutions are the major 

source of finance . 

(Wikipedia-free encyclopedia, 2008) 

Micro enterpri ses are very small income generating units and which are a source of 

livelihood fo r a growing number of famili es. These enterpri ses are characterized by limited 

capital, managed by the owner (who is also invo lved in opera!ions),consis!s of one self employed 

individual, rely on family labour, lack advanced skill or technology, provide the mai n source of 

fami ly income and most of them operates in the informal way. 

(N.Maclsacc, 1996) 

The 2006 IRIS study for the USAID defines micro enterprises as an enterpri se that 

. employ 10 or fewer worker in which the owner I opel:ators of the enterprise is considered poor. 

More s[lecificall y the study defines MSEs iis firms~ that employ up to fifty workers which are 

engaged iii non-primary acti vities and sell at least 50 percent of out put. These categories include 

both micro enterprise which employ up to 10 workers as well as small enterprise which have 

betweeil II and 50 workers. (USAID,2006) 

In the case of Ethiopia, there is lack of un iform definition of MSE at the country leve l. 

The ministry of Trade and industry of Ethiopi_a uses capital investm,nt while the Central 

statisti ca l Authority of Ethiopia uses employmen~as a criteri a or a Yardstick to ' define MSE of 
" 

Ethiopia. Us ing a blend of these criteri a, MSE of-Ethiop ia 'can be defined as: -micro enterprises 
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are an enterprise that are independentl y owned and operated, have small share of the market. 

managed by the owner and employing ten or less employees and capi tal reaching up to 20,000 

birr. On the other hand, small enterprises are those enterpri se that employ 6 to 49 employees and 

capital more than 20,000 but less than 500,000 birr. (HLCLEP, 2006) 

2.2 Theory of small firms 
2.2.1 Firm growth theories 

There are different firm grov.'lh theories in industrial economics literature. Among these 

Gibrat (193 1) and Jovanovic (1 982) firm growth theori es can be mentioned. 

2.2.1.1 Gibrats firm growth theories 

Gibrat (193 1) firm gro,,;th theory is the oldest and the most popular theory. In hi s theory 

Gibrat develops the law of proportionate effect (LPE) which states that the rate of growth a firm 

is independent of its initial size. (Elhiraika and Nkurunziza,2006). In other wo rds, Gibrat's law 

estab li shes that firm growth is a random walk i. e. the probability of a given proportionate change 

in size during a specified period is the same for all fi rms in a given industry. (Esteves, 2007) 

2.2.1.2 Jovanovic firm growth theol'Y 

Jo vanovic (1 982) develops a learning model whi ch argues that you nger firms learn 

overt ime which helps them to improve their performance as they accumulate market knowledge. 

Thus, according to thi s model young firms grow fas ter than old ones. 

Nkurunziza, 2006) 

2.3 Types of micro and small enterprise 

(Elhiraika and 

MSE comprised of heterogeneous types. The heterogeneity of MSE can be explained in 

terms of size, gender of owner, locati on and sector of act ivity. Most MSEs are single person, 

owner opei:ated enterprises or sli ghtl y larger units engaging olie or more family members. 
'" 

According to Harvie (2003), there are three-basic approaches fo ( c1assifying MSE. These are: - I) 

The li velihood-growtli enterpri se dichotomy (first approach) 2) Liedholm and mead (second 

appro<lch) 3) MSE fro m a micro-finance perspective (third approach). (Harvie, 2003) 

2.3.-.1 The liv-elihood-gl'owth enterprise approach 

This approach of classify ing MSE emphasizes the needs and constraints of MSE. Based on 

the_different moti ves thi s approach also classifies MSE in to .livelihood (surviva l) activities and 

growtlf oriented (v iab le) enterprises. 
ti 
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2.3.1.1 Livelihood (survival) types of MSE 

These types of MSEs are motivated for more profitable alternatives. These enterprises 

are characterized by seasonal activity undertaken to support family income, requires no sk ill s, 

very low entry barrier to the activity and hence overcrowded, the net ga in used for survival 

purposes and this types of MSE play an important role in poverty alleviation. 

2.3.1.2 Growth oriented (viable) types of MSE 

These types of MSE motivated by consideration of profitability. Such type of MSE 

characterized by the activity which is the main source of family income requires experience 

and skills, the surp lus from the activity is reinvested in the expansion and growth of the 

enterprise and also these MSE have the potential for the contribution of sustainable growth 

and development. 

2.3.2 Liedholm and mead approach 

Liedholm and Mead (1995) classifies MSE in to four types wh ich is based on past 

growth performance as measured in terms of number of workers added. According to this 

approach MSEs are classified as: - a) new starts (enterprise in start up phase), bl new growth 

firm s (enterprise that survived but had not grown), c) small growth firms (an enterpri se that 

had shown small growth) and d) graduate firms (an enterprise that had graduated and become 

enterprise with ten or more workers). 

2.3.3 MSEs ["om micro finance perspectives 

The microfinance literature classifies MSE in to three types based on their level of 

business development. These are: - a) unstable survivors (an enterpri se which need credit for 

consumption smoothing rather than income generating activities), b) stable survivors (an 

enterprise which requires credit for D.oth production and consumption needs) ,c) growth 

enterprise (an enterprise which require credit for job creation and to move MSE fi'om the 

. informal secto rs to more formal envi ronment) .-

2.4 The socio-economic contribution of MSE 
2.4.1 Generates income and employment oppor.tl,lnity 

The contribution of MSE to employments gro"1h and sustainable del'elopme-nt IS 

widely acknowledged. Their development can deepen the manufacturing sector and faster 

competi tiveness. It can a lso help achieye a more equi table distribution of economic growth and 

thel'eby help 'alleviate SOme of the ~roblems associated with- uneven income distribution. 

(UNCT AD, 2005) 
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MSE provide income and employment for a significant proportion of workers in rural 

and urban areas by producing basic goods and services for rapidly growing populations. (Elhaika 

and Nkuriziza,2006) .The ro le of MSE in employment and income generation is increasingly 

recognized and has become a major playing fi eld for poli cy makers and donors with dual 

objective of enhancing growth and alleviati ng poverty. (Gebreeyesus, 2007) 

In most fast developing counties, MSE because of their size, location, capital investment 

and their capacity to generate greater employment proved to have an important effect for rapid 

economic growth. The sector is also an instrument in bringing about econom ic transition by using 

the sk ill s and talents of the people with out requesting high level training, much cap ital and 

sophisticated technology. (MOT!, 1997) 

Micro enterpri ses are a large growing and very dynamic element of the economies of 

deve loping countries. Further more, MSE generates output, employment and incomes and also 

strengthens intersectoral linkages leading to more integrated and balanced growth. It also 

promotes more broad based participation (espec ially for the poor and by women) in productive 

activities, lead ing to more equitab le di stribution. (N.Macisaac, 1996) 

2.4.2 Innovation and entrepreneurship 

MSEs are the engine of growth and entrepreneurship in ma ny countries. Since MSE tries 

to exploit new market opportunities, thi s will make MSE to produce different types and quality of 

products with response to market needs and hence this in turn bring innovations to the market 

place. (USAlD, 2006).More importantl y, MSE is considered as the natural home of 

entrepreneursh ip. (MOTI, 1997) 

2.4.3 Capita l accumulation or financin g 

MSEs are an importa)1! source of capital ' creation, asset accumulation and domestic 

investment. In addition MSEs are an impoltant source of finance for small entrepreneurs . 

Specifical ly, MSEs are a source of cash for investment to individuals who wou ld not have access' 

to the forma l financ ial system. (USAID, 2006} 
- .' 

2.4.4 Linkages with large firms 

MSEs have li nkages with large firm in terms of value chain and trade credit relati onships. 

These inte ractions between MSE and large finns benefit both o r them and hence enhance the 

overal l gro\~h of the economy. (USAID, 2006~ 
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2.4.5 Rural or J'egional development 

MSEs provide service outside of regional or capital city"s to areas that are marg inally less 

profitable for larger merchants and hence tend to be ignored. (USAID ,2006) MSEs can stimulate 

the loca l economy by increasi ng the aggregate demand and allow for greater investment. Further 

more, MSEs are suitab le to areas that are unsuitab le for medium and large scale firm s, 

decentral ized deve lopment, regional balance growth and small town 's growth . (Gebreegizabher 

and Demeke, 2004) 

2.5 Determinants or constraints of MSE growth 
In most developing countries MSE face a wider range of constraints and problems and 

they are unable to address the problems they face on their own. Among the constraints are related 

to lega l and regulatory enviroments,acess to market,finance,business information. bus iness 

premises (at affordab le rent),access to appropriate technology and access to quality business 

infrastructure. (MOTI , 1997) 

The prov ision of financial service to MSE will help them to expand and/or grow. For 

instance, the study conducted on Egypt's MSE by Alia and Magued (2000) made a comparison 

between MSE that received financial serv ice and not received financial serv ice. The resu lt of the 

study shows that MSE that received financial services are successful in employment creation , 

raising producti vi ty and improving workers sk ill s and hence grO\,~ h of the firm . But MSE that 

did not receive financ ial service are less successful in employment generation, rai sing 

productivity and improving workers ski ll s. 

Business development servi ce is one of the facto rs that affect the business perfor mance of 

MSEs. These include the deli very of serv ices such as consu ltancy, training, advi sing, 

transport ing, linking, infoI'ming, maintaining, communicating, etc in a sustainable way. The 

presence of higli quality business development service are important for MSE operators to 

acqu ire ne\¥ skills and products, know how, technology and market 111 an increasingly 

competit ive domesti c and global environment. (Amha and Ajeba, 2004) 

... 
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2.6 Empirical evidence 
The study conducted by Leidholm (200 I) on some Latin American countries (Jamaica and 

Dominican republic) and fi ve eastern and southern Afri can countri es (Kenya . Botswana. Malawi , 

Swazil and and Zimbabwe) indicates that the number of micro and small enterprise is larger than 

is reported in most officia l statistic (which cove r only reg istered finn s).According to thi s stud y 

17 to 20 percent of the working age popu lation are employed in MSE. further more employment 

densities (the number of people engaged in MSE activities per 1000 person 's in population) 

ranged from 70 to 90 in Botswana, Kenya, Lesotho , and Malawi where as Zimbabwe, Swaziland 

and Dominican republic ranges from 70 to 100.The most interesting finding of thi s survey is that 

the esti mated MSE employment in the surveyed Afri can countri es is twice the level of total 

employment in the registered large scale enterprise and public sector. Therefore thi s empiri cal 

ev idence clearly implies MSE are the major sou rce of li velihood for a signifi cant proportion of 

the population in these areas. 

Evans (1987) usi ng the sample of 100 manufacturing industri es between 1976 and 1980 

examines the relationship between finn growth with firm size and age. The study find s that firm 

age is an important determinant of fi nn gro\\1h and extending the analysi s find s out two basic 

relationships. First, firm grovvth decreases with fi rm size and firm age. This negati ve relationship 

between gro\\1h and size holds for 89 percent of the industries and negal ive relationship between 

gro\\1h and age holds for 76 percent of the industries. Second, the probabili ties of firm survival 

increases with firm size and age. This positive relationsh ip between surviva l and size holds for 8 1 

percent of the industries and the positive relationshi p between survival and age holds fo r 83 

percent of the indust ries. Therefore growth-age relationship is cons istent wi th the prediction of 

Jovanovic theory of firm growth in which entrepreneurs learn about their abilities overtime. On 

the ot!ler hand growth-size relationship is inconsistent w ith G ibrat 's law whi ch asserts that firm 

growth is independent of size. 

As evidenced from the survey ofM'SE of Latin America and eastern and southern Afri can 

count ri es shows that the major determinants for MSE to expand or to grow are sizeof the firm. 

age of the firm, types of sectors,location,coun try,human capital and ge nder of the owner. 

Specifically, age of the firm and initial size of finn are negatively and significantl y relat~d to firm 

growth and expansion. Secto~s such as se rvice and manufacturing grow more t!lan trade 

act iviti es. Locat ions such as MSE in rural towns are less rapidly grows than urban base firm s. 
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Gender such as male owned enterprise grows more rapidly than female enterpri se and fina lly 

human capital significantly affects the MSE growth. (C.Leidholm, 2001) 

The study conducted by l\ ichter and Goldmark (2008) on the small finn dynamics or firm 

growth based on the survey of developing countries indicates that the growth and success of MSE 

is determined by four factors such as :- I) individual entrepreneur characteristics (education, 

experience and gender and households).2) firm characteristics (firm age ,fonnalitylinformality, 

and access to finance).3) relation factors (value chain, social networks and interfirm cooperation) 

4) contextual factors (such as busi ness envirollment).These factors have negative and positive 

impacts on the growth and success of the finn. Specificall y. educat ion of owner (above threshold) 

,work experience of owner, access to finance, social net works (strong and di verse), value chain 

(fa vourable ),interfirl11 cooperation and business environment (favourable) have a positive 

impact on the growth and success of MSE.On the other hand ,gender (female owned),firm located 

in house hold ,firm age (o lder) and informality have a negati ve impact on the gro\\lh and success 

of MSE.( Nichter and Goldmark (2008) 
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SECTION 3: THE DATA ANALYSIS 
3.1 The nature of the data 

The data used for th is study is obtained from the case study area (Wolkite town) by se lec ting 

100 samples (80 samples from sole proprietorship and 20 samples from co-operatives types of 

MSEs) of MSE among the different categories of MSE. In identi fy ing the sample, stratifi ed 

sample se lection procedure is utili zed in order to have representative sample. To investi gate the 

necessary informat ion and ev idence, detailed quest ionna ires is structured (see appendix F). The 

designed questionnaire is wide and includes questions related to individual owner's related 

facto rs (owner's age, marital status, ge nder,experience,training etc) and firm related factors 

(employment opportunity, income generat ion, age and size of business, access to finance, 

marketing, business location, the type of sector, etc). 

3.2The Socio-eco nomic contribution of MSE 

3.2.1 Employment opportunity 
3.2.2 Income generation 

3.2.1 Employment opportunity 
3.2.1. 1 Employment opportunity by the type of sectol- and gender and by the t)'pes 

of ownuship (Percentage in parenthesis) 
As ev idenced in table 3.1 trade, manufacturing and service secto r generates 26%, 46% and 29% 

of employment opportunity respect ively. Manufacturing sector absorbs the highest share (46%) 

of the labour force which partly because the nature of the activ ity of manufacturing sector invites 

more labour force than trade and service sector. lnterms of gender ,the number of male (68%) 

higher than female (32%) (To save space the data not reported here) and hence MSE creates more 

job opportunity fo r male than female. 

T bl 3 E a e _1:-' mployment opportunity by the type of sector and by gender 
Gender 

Types of sector Ma le fe male Tota l 
Trade 83(21 ) 68(36) 151 (26) 
Manufacturing 230(57) 40(21 ) 270(46) 
Service 90(22) 82(43 ) 172(29) 
Total . 403( I 00) 190( I 00) 593( 1 00) . 
Source:- Fleld survey . 

From the surveyed sar~ipl e, so le proprietorship and cooperative types of ownel:ship is found. Sole 

proprietorship types of business employ more people (58%) than cooperati ve busi ness (42%) 

(See table ~.2).Th a t is why most business in the surveyed town (Wolk ite town) is owned by an 

individual ,which is sole proprietorship). 
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Tab le 3.2 Employment opportunity by the types of ownersh ip 
Ownersh ip type Employment opportunity 
Sole proprietorship 343(58) 

Cooperati ve 250(42) 

Tota l 593(100) 

Source:-Fle ld survey 

3.2.1 .2 Growth r ate of E mployment opportunity by sector and by 
Ownership types (Percentage in parenthesis) 

The growth rate of employment opportunity can be observed by differenti ating the timing of 

employment in to employment at the start of the business and employment during the survey time 

in each respective sector. Table 3.3 shows the employment growth rate in trade ( 19%). in 

manufacturing (9%) and in service (6%).On aggregate, employment opportunity grows from 540 

at ini tial period to 593 at current period which is 10.2% growth rate. Further more, the growth 

rate of employment in trade ( 19%) is higher than the rest sector wh ich is partly because the trade 

sector has fewer barri ers to enter and the most wide ly experi enced acti vity in the surveyed town. 

T bl 33 G tl t f t 't b a e .. - row 1 I"a eo emp oymen OppOI" unn)' Jy sec 01' Ipe 

Duration of employment Employment oppol1unity by sector 
Trade manufacturing service Total 

At the start of the business 128 249 163 540 

During the survey 152 27 1 172 595 

Growth rate 24( 19) 22(9) 9(6) 55(10.2) 

Source:-F leld survey 

As table 3.4 reveals the gro wth rate of employment opportunity can also be analyzed by the type 

of ownership . Acco rdingly, the so le proprietorshi p employment opportun ity growth by 55% on 

the other hand the cooperat ive employment opportunity decl ined by 2 1 %.The main reason for the 

_ decl ine in the number of employment in ,cooperat ives types of business are the connict among the 

members, lack of market access, shoi·tage of ra w ' materials, lack of manageri al know how 

(ski ll ),etc. 
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T able 3.4:-Growth rate of employment opportunity by ownership type 
Duration of employment Employment by ownership type 

Sole proprietorship cooperative Total 

At the start of the business 223 3 17 540 

During the survey time 345 250 595 

Gro\vth rate I ?2(55) 67(-2 1 ) 55( I 0.2) 
Source:-Fl eld survey 

3.2.2 Income generation 
3.2.2.1 Income generated by the type of sector per month and by the type of Owners hip of 

MSE of per month (Percentage in parenthesis) 

As evidenced in table 3.5 sectors varies in their income generation capac it y. Trade , 

manufacturing and service sector generates 43%, 40% and 18% amount of income respecti vely. 

Trade sector generates the highest income per month (43%) and the service sector generates the 

lowest income(l8%).These di ffe rences ari ses due to most citi zens of the surveyed town relies 

their li velihood on trading acti vities. 

Table 3.5:-lncome generated by the ty pe of sector pel- month (in birr) 
Sector type Income generated per month 
Trade 222,150(43) 

Manufacturing 207, I 00(40) 
Service 92000(18) 
Tota l 521 ,250(1 00) 

Source:-Fleld survey 

There is also the difference in income generation capacity in terms of ownership type. As shown 

in table 3.6 sole proprietorshi p generates 7 1% of the tota l income per month while that of 

cooperati ves generates 29% and hence sole proprietorship generates the highest income(7 1 %) 

which is twice the income generated by the cooperati ves. This vari ati on ori ginates once again . 
because the majority of the business own~d by individuals (so le proprietorship). 

- Table 3.6:- lncome generated bv ownefshi) type pel: month (in birr) 
Types of ownership Income generated per mon th 
Sole proprieto rshijJ 369,700 (7 1) 
Cooperati ves - 151,550 (29) 
Tota l - - 52 1,250 (100) -

Source:-Fleld survey 
, 
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3.2.2.2 Income generated in terms of salary paid to employee of MSE 

by sector and Ownership type (Pcrccntage in parenthesis) 

Income can be generated in terms of salary paid to employee of MSE per month. The reasoning 

lies on the fact that the salary expense by the owner of MSE is considered as an income fo r the 

employees of MSE. These are evidenced on table 3.7 which shows salary paid per month to 

employees in trade, manufacturing and service is 15%, 64% and 21 % respectively. The salary 

paid in manufacturing sector four times and three times higher than that of trade and service 

sector respective ly. These differences ari se partly because unlike manufacturing sector, the trade 

and service sector operated by owners themselves and their family members (so no income for 

employee). 

Ta blc 3.7:-Incomc generated in terms of sa lary paid to employec per 1110nth (in bi rr) 
Types of sector Salary paid per month to employee 
Trade 26,560(1 5) 
Manufacturing 109,950(64) 
Service 36,350(2 1 ) 
Total I 72,860( I 00) 

Source:-Fleld surVey 

In terms of ownership type there is also the vari ation 111 the amount of salary payable to 

employee's to MSE. Table 3.8 reveals that out of the total sample 53% and 47% of salaries 

payable by sole proprietorship and cooperative types of ownersh ip respectively. The sa lary paid 

per month is greater fo r so le proprietorship than that of cooperatives which is because sole 

proprietorshi p employs more people than that of cooperatives. 

Table 3.8:-lncome generated in terms of salary by ownership ty pe (in bi!T) 
. Ownership type Salary paid ,per month to employee 
Sole Qrop.rietorship 91 ,810(53 ) 
Coo.perati ve 81050(47) 
Total I 72,860( I 00) 
Source: -Fleld survey ' 
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SECTION 4: ECONOMETRIC ANALYSIS OF THE OAT A 
4.1 The empirical framework 
Following Evans (1987) and Gebreeyesus (2007) the firm growth equation that relates firm 

growth to it s in itial size, age and other control variables can be specified as: 

In Sf - In Sf a ----- = Bo + Btln(SIO) + B2In(A,) +L:r;x; + U, --------------------(1) 
A 

Where 

S, - Represents firm ' s current size 

S'o - Represent firm 's initi al size 

A - Represent firm 's age 

X - Represent other control variable 

U - Represents the normally distributed error term with mean zero and 

a non Constant variance. 

By incorporating the specific contro l variables in to equation (I), the firm growth equation can be 

respecified as:-

Annual emp loyment 
InSf - lnSfo . 

G rowth ( ) = bo+b1ln SIO + b2In(A) + b3Ll) + b4In(Pre)+ b;Educ +br,B us + 
A " 

b7male + bsmarried+b9 In (age) +b10FC+ bllIC + b12Scc + b13Mkt --- (2) 
Where:-
S,-current (survey time) size of the firm in terms of employment number 

SIO- initial size of the firm in terms of employment number 

A-age of the business (firm) in years, transformed in to logarithmic form 

Li- Have li cense (the dummy takes I if it has license and 0 other wise) 

. Pre-previous experience of the owner by months, in logarithmic form. 

Educ-education level of the owner (the dummy takes I if literate -and 0 if ill iterate) 

Bus - Business training of the owner (the dummy takes I if trained & 0 otherwise) 

Ma le - Owner male (the aummy takes I if the owner is male & 0 ifit is female) 

Marri ed - Owner married ( I if the owner is married & 0 if it is not rllarri ed) 

Age - age of the owner in years, transformed in to logarithmic form 

FC - Formal c;"ed it (the dummy takes I) - -
IC - Informal :f redit (the dummy takes I) 

;i: 

Sec- sector (I if the firm IS on manufacturing and service sector and 0 ifon trade) 

Mkt- market area of the business (the dummy takes I if the firm located in 
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trad itiona l market area and 0 other wise) 

Some Explanation of the main variables in the regress ion 

Firm size is measured in terms of employment which represents the num ber of regul ar 

workers that compri sed of working owners, paid workers and unpaid workers in the finn on a 

permanent base (Gebreeyesus, 2007). It is al so possible to estimate finn size in terms of sa le, 

profit s or fi xed asset rather than employment but this may resu lt some measurement errors. 

The errors probab ly emanated from lack of recall s (s ince most MSE do not keep records and 

unable to report their sales and profit accurately) and inflati on (unlike to sa les or fi xed assets 

employment is not affected by inflation).FuI1her more, most owners of MSE are not ready to 

tell the exact amount of sales and pro fit because of fear of taxation and hence, they 

underesti mate their sales and profit. 

The firm age is measured in years fro m the birth of the firm to the time of the survey. 

Apart from firm 's in itial size and age, other six maj or variables that might have some impact 

on the growth of the firm are considered . These are formality of the firm , human capital, 

demographic factor, access to fi nance, sector and market location. The summary statistics of 

these variables are depicted on appendix A. 

The firm is sa id to be formal if it has business license, the dummy business license takes one 

if the busi ness has li cense and zero other wise. Human capita l can be expressed in terms of 

owner 's previous experience, education status and business trai ning. Owner ' s previous 

experience measured in months and transformed in to logarithmic form. Education status of 

owners estimated by illiterate as reference and if the owner is educated the dumm y takes I 

and 0 if the owner is illiterate. Business training measured by the dum my I if the owner of 

the busi ness trained and 0 otherwise (if it is not trained). 

Demographic .factor of the owner can be explained in terms of gender, marital status 

and owner's age. Gender measured by the dumm y I if the owner is male and 0 otherwise (if it 

is fe male). Marital status estimated by the dU[limy I if the owner is marri ed and 0 otherw ise .- - -

(i f it is not marri ed). Owner's age measured in years but transfo rmed in to loga ri thmic form. 

Access to fina nce measured by credit access va riables ,for the purpose of th is study credi t 

access vari ab les' broadl y class ified in to 'fo rmal cred it access from banks and Mfl and 

- informal credit access from trade credi t, relat iyes/fri ends, fam il y a nd own sa" in g. Th us the 

two dummies wou ld be having formal credit access and having informal credi t access. 
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To capture the effect of sector on finn growth, the sector that MSE involved broadly 

categorized in to trade, manufacturing and service. Trade considered as a reference (control) 

and hence the dummy takes 1 if the sector is whether manufacturing or service and takes 0 if 

the sector is trade. In order to find out whether the location of the finn has an impact on firm 

growth or not. We introduced market location variable, market location refers to the location 

of the firm on traditional market area (around the main road and commerc ial 

district) .Therefore the dummy takes 1 if the firm is in traditional market area and 0 other wise 

(if the firm is not located in traditional market area). 

The growth of the firm is calculated as the logarithmic di ffe rence between initial 

employment size and current employment size divided by the age of the business. This 

ca lculation might have some limitation because when we calculate size between two end 

points (initi al and current size) the fluctuati on in the middle time will be ignored 

(Gebreeyesus, 2007). The transitory fluctuations in size or transitory measurement errors in 

observed size could bias the growth regression (Davis, Haltiwanger, and Schuh, 1996 as 

quoted by Gebreeyesus (2007)). But Gebreeyesus (2007) found no significant variation in the 

midd le years for MSE of some selected towns of Ethiopia and .McPherson (1996) also fou nd 

no signifi cant fluctuation in the middle years for MSE of Zimbabwe. 

The other suspected statistical problem in the above specified model is the problem 

of heteroskedasticity. This can be add ressed by estimating heteroskedasticity co rrected 

standard error (which is known as robust standard error) and hence the estimated model can 

be freed from heteroskedasti city problem. Specificall y, by USIng white (1980) 

heteroskedasti city test as evidenced by Evan (1987) and Gebreeyesus (2007).Therefore .to 

avo id heteroskedasti city problem from the est imated model all the variables regressed in thi s 
-

study have heteroskedasticity corricted standard error (robust standard error) . 

•. 
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4.2 Determinants of MSE growth and E mpirical results of the sUI-vel' 

The regression result that show annual firm growth with other determinants described by 

class ify ing MSE in to so le proprietorship, co-operatives and all types (the combinati on of so le 

proprietorship and co-operati ve types of business). The empirical regression result of the survey 

depicted on appendix B, C and D. 

The following variables are some of the determinants of MSE growth :-

1. Initial size and age of the firm 

For the separate regression of sole proprietorship types of MSE firms, both Initial size and age 

of the firm negati ve ly affects firm growth but for the separate regression of co-operative types 

of firms both these variables positively affect fi rm growth. For all types of MSE finns, Ini tia l 

size of the finn negatively affects firm growth but age of the business affects finn growth 

positi vely. Un li ke other studies both are insignificant. The negative relationship between initial 

size and firm growth describes smaller firms grow faster than large finns which is consistence 

with learning growth model by 10vanovic(l982) and also consistence with previous case studies 

by Evans( I 987),Liedholm(200 I) and Gebreeyesus (2007).The positive relationship between 

firm age and finn growth shows the younger firm grows slower than the older one which is in 

contrast with learning growth model by lovanovic( 1982) and also in contrast with other similar 

previous case studies by Evans( I 987),Liedholm(200 I) and Gebreeyesus(2007). 

2. Formality of the business 

Formality of the business estimated by whether the business have license or not. For 

so le proprietorship , co-operatives and all types of MSEs firms (the combinati on of both sole 

proprietorship and cooperatives), there is a positive relationship between business fo rmality (have 

li cense) and finn gro"'1h·. Fonnal ity is significant for co-operati ve types of firms. Formal fi nns 

. grow faster than informal ones. This is partly because fo rmal fi[jl1 s(since they have lega l 

document) have the better chance to engage on government programs such as publi c . 
procurement, training, business develo~ment service and bank loans (Gebreeyesus, 2007).On the 

other hand in formal enterpri ses face greater di ffi culti es in obtaining formal credit and assista li'Ce 

from law enforcement agencies and courts. Further more such posi ti ve relationship is 

consistence with the previous studies by ichter and Goldmark (2008) and Gebreeyesus (2007). 
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3. The previous experience 

The previous experience of the owner has positive impact on firm growth and found 10 be 

sign ificant for all types of finns (the combinat ion of sole proprietorship and co-operatives).The 

business owner who has previous business experience can grow faster than owners with out 

previous experience which is also consistence with Nichter and Goldmark (2008) and 

Gebreeyesus (2007) .Therefore, the government should give consultancy and other supports for 

MSEs to have some business experience before starting the operation of business. 

4. Education level 

Education level of the owner has negative impact on MSE gro\\1h for sole proprietorship types 

of MSEs and for all MSEs (the combination of so le-proprietorship and co-operatives) which is 

unexpected outcome (because education level is expected to promote MSEs growth and hence 

should positive ly affect firm growth). But the separate regression of co-operative types of 

business shows education positively affects MSEs grovJth. Education status of MSEs owner 

negatively affects the growth of the MSEs which implies education level may not as such 

significantly important for the grov.1h of MSEs. The reasoning li es on the facts that for the 

operation of most MSEs do not require the application of ad\anced technology and technical 

skill or know how. Further more, the majority of interviewed in the survey respond that they are 

primary school educated and their education status is not the constraint to expand their business. 

However, using this specific survey result the benefit of education for the development of human 

capital (and hence firm growth) cannot be underestimated (education has the potential to promote 

basic human skill s). The previous studies by N ichter and Goldmark (2008) and Gebreeyesus 

(2007) indicate education level of the owner has mixed impact on the growth of the finn . 

5. Business tra inin g 

B)Jsiness training positively affects firm growth for co-operative types_of MSEs and all types of 

MSEs (the combination of so le-proprietorship and co-operatives).This indicates MSE with 

_ business training can grow faster than}vJSE with ~ut business training. Unfo11unatel y in thi_s 

stud y, bus iness train ing of the owner llegativel y affects the growth of the firm for the separate 

regression of sole proprietorship types of MSEs which is unexpected outcome. Thi s outcome is 

partly because a lmost the majorit y of so le;,Proprietorship MSEs do not take business training. so ; 

that business training can not expla in the growth of sole proprietorship types MSEs . 
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6. Demogr a phic facto rs (gender, marital status and age of the owner) 

Gender can infl uence the growth of the firm. Male owned fi rm and marri ed owners positive ly 

affec ts the grovi th of the finn for all types firms and for the separate regression of sole 

proprietorship and co-operative types of finns. Male headed firms grow faster than female 

headed firm but it is found to be insignifi cant. Further more, the descripti ve part of the data also 

shows MSE creates more employment level (estimator of size in thi s study) for male than fema le. 

The exi stence of thi s difference part ly because women apart from business acti vity, they are also 

busy at domesti c activity (such as raring children and carrying fami ly) than male. This outcome is 

consistence with the study by Liedholm (200 I) , Gebreeyesus (2007) and N ichter and Goldmark 

(2008). 

Owner age affects firm growth negatively for all types of firms and fo r the separate regression of 

so le propri etorshi p firms. But fo r the separate regression of co-operative types of finn , owner age 

pos iti vely affects firm gro\\'!h. 

7. Access to finance 

Formal credi t access negati vely whil e informal credit access positively affects firm gro\\'!h 

for a ll types of fi rms and for the separate regression of co-operative types 9f firm s. The negati ve 

empiri ca l result of Forma l cred it access (from banks and MFI) ind icates that form al fi nancial 

instituti ons are not the ma in source of fi nance because of coll ateral requ irement, high interest rate 

and other unfavorab le condi tion. Where as informal finance (such as trad itional form of money 

mob ilization or 'equb', loan fro m friends/re latives, etc) is the main source of business growth. 

This result is consistence with the study by Gebreeyesus (2007).Therefore, it is better for the 

groMh of MSEs to formali ze or transform this informal financial access in to fo rmal one. 

;8. The typc of sector 

The type of sector on which MSE found can' affect the growth of firms. For co-operat ive 

types of business firm s that in volved on trade sector grow faster than that involved on sen 'ice and 

manufacturing sector. ' But service and manufacturing sector affects the groMh of MSE 

pos itively ana found to -~e significant fo r all types of firms (the combinatjon of sole­

proprietorship and co-operati\'e) and fo r the separate 'regression of sole proprietorship fi rm s. For 

these types of M?E the service and man\Jfacturing sector grow faster than the trade sector whicll 
-

is consistence with the descriptive- part of thi s study where man ufac lllring and service Sec tor 
~ ~ 

creates more. enlployment le\'e! (est imator of size in thi s study) than the trade sector. Fu rt her 
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more, this empirical result is consistence with the studies by Liedholm (200 I), Gebreeyesus 

(2007) and Nichter and Goldmark (2008). 

9. Location of the firm 

The location of the firm can explain the growth of the firm. In thi s study the finn located 

at traditional market (road side and commercial di strict) positive ly affects the growth of the finn 

fo r all types of firms and for the separate regression of both so le proprietorship and co-operative 

types of business. The MSE located in traditional market area grows faster than MSE that located 

in non-traditional market area which is consistence with the studies by Leidholm (2002) and 

Gebreeyesus (2007). 

26 



SECTION 5: CONCLUSION AND SOME POLICY IMPLICATION 

In thi s paper the soc io-economic contribution and determinants of MSE simultaneously 

analysed by using the survey of 100 samples in Wolkite town (the case study area). The soc io­

economic aspect of MSEs is analysed by considering the different sector and ownership types. 

MSE has socio-economic contribution (employment opportun ity income generation). In terms of 

sector, manufactu ring creates more job opportunity than service and trade sector. In terms of 

ownershi p type, so le proprietorship types of business employ more people than cooperative 

business which is because most business in the surveyed town is owned by ind ividuals. 

The growth rate of employment opportunity in trade sector is higher than manufacturing 

and service sector where as the growth rate of employment opportunity in so le proprietorship 

business increases by 55% and that of cooperatives decl ined by 2 1%.The main reason for the 

decline in the number of employment in cooperatives types of bus iness are the conflict among the 

members, lack of market access, shortage of raw material s, lack of managerial know how (ski ll), 

etc. To al leviate some of the problem, before staJ1ing operation business training should be given 

on book keeping and accounting systems, entrepreneursh ip and managerial skill development. 

MSE can also have the potential to generate income. Income generated by trade sector higher 

than manufacturing and service sector. These difference arises due to most residence of the 

surveyed town (Wolkite town) reli es their livel ihood on trading activities. 

Even though MSEs have socio-economic contribution, such as employment opportunity 

and income generation, there are some impediments or constraints or determinants that can affect 

the growth of MSE. Among the problem or the determinants included are size and age of the 

finn , forma li ty !informality of the business ,the previous experience ,ed ucation level, business 

training, demographic facto rs, access to finance , the type of the sector, and the market location of 

the finn. 

Initi a l size of the firm negati vely affects fil:m growth but age of the business affects firm 
. . 
gr0\¥lh positively. Formalities of the busine_ss and the previous exper ience have positively 

.. 
affeded the MSE growth. Formal firms grow- fas ter than informa l ones wh ich is partl y because 

fo rmal firms (s ince they have legal document) have the better chance to engage on government 

programs such as publ ic procurement. traill ing; business development -service and bank loan. 

Therefore, itllproving the regu latory environmeg.t cou ld increase the number of firms operati ng 

formally, and in turn help enterpri ses to grow· fast. 
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Firms which have previous business experience grow faster than that of firms with no 

business experi ence. Education status of MSEs owner negati vely affects the growth of the finn 

which implies education level is may not as such significantly important for the growth of MSEs 

except for co-operative types of MSEs. The reasoning lies on the fact that for the operation of 

most MSEs do not requires the application of advanced technology and teclmical skill or know 

how. Further more, the majority of interviewed in the survey respond that they are primary 

school educated and their education status is not the constraint to expand their business. 

However, using thi s particular survey result the benefit of education for the development of 

human capital (and hence finn growth) cannot be underestimated (education has the potential to 

promote bas ic human skill s). From this analys is, the previous business experi ence of the MSE 

operato rs more valuable than their educational status for the growth of MSEs. Therefore, the 

government should give consultancy and other supports for MSE to have some previous 

experience before starting business operation. 

Formal credit access negatively while in fo rmal credit access positively affects firm 

grov.'!h for all types of firms and for the separate regression of co-operati ve types of firms. The 

negative . empi rica l result of Formal cred it access (from banks and MFI) indicates that formal 

financial institutions are not the main source of finance because of collateral requirement, high 

interest rate and other unfavorable condition. Where as informal finance (such as trad itional form 

of money mobi lization or 'equb ', loan from friendslrelatives, etc) is the main source of business 

growth. Therefore, it is better for the growth of MSEs to forma li ze or transform thi s informal 

financia l access in to formal one. 

The trad itional market location has positive effect fo r the growth of MSEs. FJJ"Jns at 

trad itiona(market location grow faster than that of firm s at non ti'aditional market area which is 

confirmed by all types of firm s (the combination of sole proprietorshi p and co-operatives) and 

also by separate regressions of both so le proprietoi'ship and co-operative types oJ business . Since 

there is no cOifimercial business center in Wolkite tOWI), the govelm nent should construct 
-

comnlerc ial busl lIess centre at the different locat ion of the town so a's to partiall y avo id the 

problem of market access . 

MSE~ which found on manuf~cturing and service secto r groy.' faster than that found on the trade - . 
sectot except co-operative types of MSEs. Male owned or lJaded MSE grow fas ter than fema le - -

~ ~ 

owned firm s wrlich is panly because women apan fro m business acti\' it y, they are al so busy at 
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domestic activity (such as raring children and carrying family) than male. Therefore the policy 

intervention should give some priority for women MSEs owners on the way to alleviate the 

problems or constraints of MSE. 

Finally, MSEs vary based on sectors and ownership types. These heterogenous MSE faces 

different kinds of problem and lor constraints, for instance, MSE at stm1 up stage may require 

working capital whil e MSE already in ex istence may require business training. Following thi s 

MSE at the different sector and ownership types need various form of help or assistance. 
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Appendix 

Appendix A 

Summary statistics of the main variab le in thc rcgrcssion (for all ty pcs of MSE) 
Variable ~ Mean Std Dcv. 

Annual Employment growth from initial to 
Current Pel·iod (InSt-lnSto)/age 
In(initial sizc) 
In(age of busincss) 

Have busincss license 
Owner human ca[)ital 

In(previous cxperience, in months) 
Education levcl of owner 
Business tl·aining of owner 

Dcmognl[)h ic facto r 
Male headed business 
Owner married 
In(owncr agc) 

Credit access variable 
Have formal crcdit access 
Have informal credit access 

Sector 
Market al·ea 

100 
100 
100 

100 

100 
100 
100 

100 
100 
100 

100 
100 

100 
100 

0.004 
1.058 
1.285 

0.93 

2.411 
0.9 

0.22 

0.85 
0. 75 
3.474 

0.28 
0.76 

0.59 
0.58 

0.838 
1.082 
1.252 

0.272 

2.028 
0.327 
0.415 

0.359 
0.435 
0.297 

0.451 
0.429 

0.494 
0.492 



Appendix B 

Determinants of a ll types of MSE finn growth, empirica l regression results of thc survey 

Depcndent variablc 
Annua l employment 
G rowt h fro m Robust 
Initial to sUI'vev time Coefficients Std. Error T-ratio P-valuc 

In(ini tial size) -0.057 0.113 -0.51 0.614 

In(age of business) 0.019 0.227 0.09 0.932 
Have business license 0.022 0.306 0.07 0.943 
Owner human ca~ital 
In(previous experience, 
in months) 0.060* 0.026 2.30 0.024 

Ed uca tion level of owner -0.094 0.127 -0.74 0.462 
Business training of owner 0.201 0.497 0.40 0.687 
Demogra~hie factor 

Male owned business 0.388 0.344 1.13 0.263 
Owner married 0.223 0.227 0.99 0.327 
In (o\\'ncr agc) -0.362 0.166 -2.17 0.033 

Credit access variable 
Have formal credit access -0.252 0.349 -0.72 0.471 
Have inform credit access 0.220 0.459 0.48 0.033 

Sector 0.099 0.135 0.73 0.467 
Market al'ea 0.199 0.174 1.15 0.254 

cons 0.397 0.749 0.53 0.598 -
N 100 
R-squarcd 0.1630 

F -test F( 13, 86) = 1.64 

*represent 5% level of significance 



Appendix C 

Determinants of so le proprietorship types of MSE (finn) growth, empirical regression 
results of the sur·vey 

Dependent variable 
Annua l employment 
G rowth from Robust 
I nitial to slll·vey time Coefficients Std. Error T-ratio P-value 

In(initial size) -0.048 0.065 -0.74 0.463 
In (age of business) -0.269 0.230 -1.17 0.247 
Have business license 0.187 0.216 0.87 0.385 
Owner human capital 
In(previous experience, 
in months) -0.001 0.022 -0.06 0.951 

Ed ucation level of owner -0.077 0.099 -0.78 0.439 
Business tmining of owner -0.185 0.165 -1.12 0.266 

DemograI1hic factor 
Male owned business 0.119 0.134 0.89 0.379 
Owner Inarried 0.367 0.259 1.42 0.161 
In(owner age) -0.187 0.176 -0.106 0.292 

C redit access variable 
Have form al credit access -0.310 0.329 -0.94 0.349 
Have inform credit access -0.538 0.373 -1.44 0.154 

Sector 0.245 * 0.108 2.27 0.027 
Ma rket area 0.125 0.137 0.9 1 0.365 

cons Lll7 0.575 1.94 0.056 
N 80 
R-sq uared 0.2769 

F-test Fe 13 , 66) = 0. 78 

*represent 5% level of s ignifi ca nce 
,';t. 
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Appendix D 

Determinants of Co-operative types of MSE (finn) growth, empirica l regression results of 
the sur-vey 

Dependent variable 
Annual employment 
Growth from Robust 
Initial to sun'ey time Coefficients Std. Error T-ratio P-value 

In(initial size) 1.328* 0.590 2.25 0.065 

In(age of business) 0.251 0.291 0.86 0.421 
Have business license 2.562* 0.811 3.16 0.020 
Owner human ca l2ital 
In(previous experience, 
in months) -3.125 * 1.233 -2.54 0.44 

Education level of owner 0.188 0.278 0.68 0.525 
Business trainin g of owner 1.417* 0.715 1.98 0.095 

Demogral2hic factor 
Male owned business 2.858* 0.843 3.39 O.oI5 
Owner married 0.406 0.326 1.24 0.260 
In(ownel' age) 2.818 2.322 1.21 0.271 

C redit access variable 
Have for"mal credit access -2.983* 0,935 -~.19 0.019 
Have inform cred it access 1.574 0.748 2. 10 0.080 

Sector -3.285* 0.865 -3.80 0.009 
Market area 1.621 1.500 1.08 0.321 

cons -14.064 7.975 -1.76 0.128 -
N 20 
R-squared 0.963 

F-test 

*represent 5% Icvel of significance 



Appendix E 

Mathematical Derivation of firm growth equation 
~ The firm growth relationship is given by 

S'+I = (G(A" St))d (S,) e, --------------------------- (I) 

Where 
• t - time 
• t' - current time period 
• t - initi al time period 
• d = t'-t ,t '>t 
• t' -t = age of the business=d 
• e - Iognormally distributed error term with possibly a non constant 

varIance 
• A - age of the firm 
• St - current size of the firm 

~ By transforming equation (I) in to logarithmic form can give us :-

• InSt+ I = InG(At,St)" + InSt + et 

• InSt+ 1- InSt = dlnG(At.St) + + et 

• InSt+ 1- InSt = dlnG (At.St) + et 
d d 

• InSt+ 1- InSt = InG(At,St) + et ----------------------------------(2) 
d 

~ By taking the second -order expansion of InG(At,St) can gives us :-

~ By rearranging equatioli (2) and (3) and conSidering some control variables can gIve us :- ~ 

Where 

• InSt+l-lnSto = bo + biinS IO + b2(1nA,) + Ir;x; + U ---- ----- --- -- (4) 
A 

S'+I - Represents firm 's current size 
S,o - Represent firm's initi al size ---S, = SIO 
A - Represent firm 's age 
X - Represent other control variable 
U - Represents tbe normall y distributed efror term with mean zero and 

a non Constant variance " 



Appendix F 

The surveyed questionairs of the study 

Thank you in advance for filling thi s questi onairs or for you r cooperation for interview. 
The questioner will be used for academic purpose only and the confidenti ality of you r persona l 
in formation and your business will be kept secret. Your cooperation will have a tremendous 
effect for the li velihood of micro and small enterpri se. 
Part J. individual related factol's 
I) Owner gender:­

A. male ~ 
13. Female 0 

2) Owner age, specify it in number ___ _ 
3) Education :-

A. lliiterate~ 

B.Read onlyO 
C. Write onl y 0 
D.Read and write 0 
E.Elementary school (1-8) 0 
F. High school (9-12)0 

G.Vocati onal trail~ 
H. Some college c::::::r--
I. University 0 

4) Martial status:-
A. Marri ed 0 
13. Un marri ed II 
C. Divorcece:::r-

5) I-lave you take bus iness training? A.YesD B. No 0 
6) I r your answer to question number 5 is yes, how much time do you take for training? 

A. Less than a month 0 13. Between 2 and 6 monthO 
C. Between 7 and 12 months 0 D. More than one yea r 0 

7) Past hi story of the job of the owner 
Previously, do you have job? A.Yes 0 B.No 0 

8) If your answei· to question number 7 is yes, how lo ng you stay on it? Specify 
P.. In months 0 B. In years 0 

ParI 11. Firm related factors 
1) Where is the location the fi rm/business? 

A. At comm~rcial centre 0 B. Out of the co ml11 ercial centre D 
2) What type of business is it? 

A.Trade 0 -. B. Service 0 C. Manufact uring D 
3) How long the fi rm operates? Or what is the age of the firm ? 

Specify it: - A. In yearsD or 13. In momh 0 
4) What-tYR.e of firm in terl11S of ownership? _ 
_ A.So le proprietorship 0 B. Partnership D-. c. cooperatives 0 
) Do you (i lili ze local resources? A. Ye'C:] B. No U ~ 



6) How much would be the percentage share of yo ur usage of local raw material? 
Specify in number-----------------------

7) Do yo u have problem of suppl y of raw materials? AYes 0 B.No 0 
8) Do you have the plan to expand you r organizat ion? AYes 0 B.No D 
9) Do you have enough working place or land to expand your organization? 
AYe~ B.No 0 

10) Do you have enough capital to expand your organizati on? A. Yes D B.No 0 
II ) Do you have enough knowledge to expand yo ur organization? A. Yec:J B.No 
12) Do yo u think that there is sufficient market fo r your products? 

A.Yes, it is suffic ientO B. It is some how good but not sufficient 0 
13) If your answer to question 12 is no , what do you think is the reason behind? 

A The worki ng place is not commercial area 0 
B. Because of The inability of the buyeu::::::J 

C. The product you so ld has no demand c:=:r- D. Other reason 0 
14) Among the problems yo u face to expand you r organizations are:­

A. Lack of sufficient market 0 
B.Lack of working premise 0 

C. Lack of knowledge 0 
D.Lack of capital 0 E.Unsuitability of the type of work 0 

15) Does the firm have a licence? A. yesr---t B. NoD 
16) How many employees at the start of the--DUs iness? 

A Total employees __ B. Female _ _ C.Male __ _ 
17) How many employees at the tim~ of the survey? 

A Total employeeo B.FemaleO C.Male 0 
18) The status of the employees :-( specify in nUlnDer) 

A. Unpaid I Famil y members__ B.Pa id workers ___ -,-
C. The average amount of sa l aryl wage paicl per worker per month In terms of 

Money -- ----- -------
19) What was the source of finance for establishing thi s firm? 

A.Banks 0 
B.M icrofinancc institutionO 
C.Trade credit 0 
D. Fri encls/relati vc::::J 
E.Localmoney money lende rsO 
F._Equb (trad it iona l wa"y of sav ing and rotating money) 0 G.Own saving 0 

20) How Much amount of capi ta l the businesses possess? 
At the stan of operation (when the business setup) ---- ------

21) How much amount of capita l the busirlesses possess? 
At the time of the sLfrvey--------

22) How much income/profit 'sale your businesses generate? (Spec i fy it per month) 
A. At the stan of the business B.Atthe time orthe survey __ 

23) Please you can forward anv com'ments or suggesti ons ------------------------------------



-

Part III factors related to cooperative type of MSE 
I) How long the firm (the cooperative) operates? Or what is the age of the firm ? 

Specify it: - A In years 0 B.ln month 0 
2) The member of cooperative intenns of number 

A.Total no B.Male no C.Female no 
3) Dose the cooperative employ extra labourer? A.Yes 0 B.NoO 
4) [f your answer to question no 3 is yes, how many labourers it employs? 

Specify in no ___ _ 
5) The age situation of cooperative members: -

A Average age BThe range of age from to 
6) Educational status of the members of the cooperatives in terms ofno:­

A No of Illiterate 0 
B.No of Read onlyo 

C. No of Write onlYD 
D. No of Read and writeo 
E. No of Elementary school (1-8) 0 
F. No of High school (9-12) n 

G. No of Vocational training 0 
H. No of Some co ll ege 0 
l. No of University II 

7) Martial status of the memoer of cooperative 
A The no of unmarried B.The no of married ___ C. The no of widowed 

8) The working cond ition of the member's before joining the cooperative 
. ANo of unemployed_ B.Those employed in their own private institution _ _ 

C. Those employed other institution__ D.No ofyoung __ 
9) Members who have job, why they left their previous job? 

A Because of low income B.They want working in cooperative __ 
C.They want to upgrade their skill __ D.Other reason, __ _ 

10) Members who previously have a job, how long they stay on their previous job? 
A[n terms of month B.ln terms of year __ -:-

II) Do you have infrastructure (road , water, electricity etc) insufficient manner? 
A.Yes, it is sufficient 0 BThere is some access but not suffic ient 0 

, C. No at allD 
12) Where is the source of capital for the cooperative? 

A. Microfinance 0 
B.BanksRelatives/tnends D 

C.Money lender D 
13) Do you think the money gained from banks or microfinanc lf sufficient for the 

cooperative to run properly? A.YesO ' B.No D 
14) [s there sufficient market for the product of the cooperative?, 

AYes it is D B.Yes it has but not sufficient D 
15) If your answer to quest ion 14 is no, why? 

A. Blc of the location of Business 0 B.b/e of:the less potentiality of customersO 
C.The product is not wanted onll D.Otlrer reason D 

16) Do you ha\'e sufficient land or WOW,lg place to hpand the organization? 
AYesD B.NoO 

17) Do you ha\ 'e sufficient money to expand the business? AYesD B.No 0 



18) Do you have shol1age of raw material? A.Yes 0 B.No 0 
19) Among the problem that hinder the business not to operate at its full potential is that 

A. Market problem 0 
B.Lack of raw material 0 
C. Working placeD 
D.Lack of know how 0 
E.The nature of the business O 

20) Do you utili ze local raw materi al? 
AYeP 
B.NoO 

21) I-low could yo u perceive the support prov ided to yo ur business by wolkite town MSE 
agency? A lt is good and app reciable 0 

B. It is good but not adequate ~ 
22) I-lave yo u taken business trai ning? AYeSD B.No 0 
23) Tfyo ur answer to questi on no 22 is yes, when did the member of the cooperative 

took train ing? A Before the start of the business 0 
B.During the operation of the business 0 

24) If yo ur answer to question no 22 is yes, how many members of the cooperati ve have? 
taken training? A.Total number ~ 

B.N umber of malet::.:=l 
C.Number of fe male 0 

25) I f your answer to question no 22 is yes, how long they took training? 
A lnterms of day _ _ B.l nterms of month __ C.ln terms of yea r __ 

26) How muc h the monthly revenue of the cooperati ve? Interms ofbirr-----:----
27) How much income the members of the cooperat ive get per month? lnterms of birr----
28) I low much initi al amo unt of capital the cooperati ve borrows? lntcrms of bi rr------- ---
29) How much amount of capital the cooperat ive possess at the time of the su rvey? 

Interms money----------
30) Forward any comments or suggesti on that you have ---------------------------------------- ----------
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