Assessment of the Challenges of Micro and Small Scale
Enterprises to Contribute to Sustainable Development: the
case of Manufacturing Enterprises in Addis Ababa, Ethiopia

By
Yodit Gebreyohannes

Thesis submitted in partial fulfillment of the requirements for the
Master of Public Management and Policy (MPMP) Degree

Advisor: Elias Berhanu (PhD)

Addis Ababa, Ethiopia
November 2015



ADDIS ABABA UNIVERSITY
SCHOOL OF GRADUATE STUDIES

Assessment of the Challenges of Micro and Small Scale Enterprises to
Contribute to Sustainable Development: the case of Manufacturing
Enterprises in Addis Ababa, Ethiopia

By
Yodit Gebreyohannes

Approved by Board of Examiners

Elias Berhanu (PhD)

Advisor Signature Date

Examiner Signature Date

Examiner Signature Date
Chairperson, Department of Public Signature Date

Administration & Development Management



Acknowledgements

The successful completion of this research is the result of support provided by many people. My
sincere gratitude goest om y advisor D r. E lias B erhanu for hi s assistance, guidance a nd

encouragement from the very beginning to the end of the study.

I am grateful for the officials and manufacturing sector experts at the FEeMSEDA, AAMSEDA
and G ulele and A ddis K etema w oreda of fices who ki ndly p rovided m e w ith da ta and w ere
willing to take part to the interview questions. I am heartily thankful for the entrepreneurs and
employees of the M SEs w ho have c ooperated in filling the que stionnaire data and who have
contributed by sharing their experiences to document case studies for the study. I also will like to
thank t he r esearch pa rticipants w ho ha ve s upported m e i n d ata ¢ ollection w ithout w hose

cooperation, it wouldn’t have been possible to complete my research.

I offer my regards to all of you who supported me in any respect in completing my graduate
degree. I am indebted to my family for supporting me while I conducted my study. I am also
grateful to my friends to make my life easier, for giving me moral support and update me on how

to progress in completing my study. THANK YOU!!!



Table of Contents

ACKNOWIBAGEMENTES. ... .eiiiiieie et e e e e et e e e e e e e e st e eeeeeeeeeessbtaaaeeaeeseaassseaaseaeessaaassssasseasessaansnnes i
LISt OF TADIES ..ot e e e e v
I o) B ST ={ ] PN Vi
T o Yol o] £ 1Y o TSR vii
LY o131 T SO O OV OPRTOTR PP viii
Chapter 11 INtrOQUCTION ..c.veveeierieeieeie sttt sttt be e e e e b s b e e e bt saee e e sneeanenees 1
1.1.  Background of the STUAY........cccevirieiiiieereee et 1
1.2, Statement of the Problem.......cccocivviiniiiiiiiiiiiiiiiici e 2
1.3, ODbjectives Of the StUAY ....c.eeiiiiiiiiie ettt st s 4
1.3.1 GENETAL ODJECLIVE ...eeuveiiiiiiiiiieeieet ettt ettt sttt e b et sbe e st e e et esbe e sanesane e 4

1.3.2 SPECITIC ODJECTIVES ...eeuvieeeieriieiieierieete sttt sttt sttt sr e bt s e e e sbeenenees 5

1.4, ReESEAICH QUESTIONS .. .iiutiitietieitiiiie ettt ettt sttt ettt et a e st e et e e beesbe e saeesabesabesabeenbeenbeenaees 5
1.5, Significance of the STUAY ......ccceiirieiiiie et 5
1.6, SCOPE OF the StUAY ....eeeiiiiiee et st st s e b e b snees 6
1.7. Limitation Of the STUAY ...cc.eeieiiiiiiieeeee et st 6
1.8, Organization 0f the PaAPET .......ccuiiiiiiiiiiiiiee et 7
Chapter 2: LIteTature REVIEW ......cciiveriiiieieniiiieie sttt sttt sttt sr e et b e see e sbeeanenees 8
2.1 Micro and Small ENETPIiSes.....ccuereertiririieriinierie ettt sttt sttt sre e b s e e b e nees 8
2.1.1 Definition of Micro and Small EnterpriSes ........cccceveereiriiiriieiieiienienieseeeieesee e 9
2.1.2 Features of Micro and Small EnterpriSes.........ceevueerieereeneenieiieniceieesieesieesee st 12

2.2 The concept of Sustainable Development.........ccceviiriiiiieeiienienierie et 15
23 Sustainable BusSiNess PractiCes........cotiiiiiiiriiiiieerieenie ettt et 16
2.4  Micro and Small Enterprises and Sustainable Development ...........ccccvvveeienenseninecnnneeceenne, 18
2.4.1 Three Dimensions of sustainability among MSES .........ccccviviriinineiinecceeeeeeeee e 20
2.4.2 Drivers to sustainable practices 0f MISES.......cocccvvviiiiiieiiiiiiiiiriee e 25
243 Barriers to sustainable practices 0f MISES......c.cccvviiiiiiieiiiiiinieenies e eiee e e sieeesvee s 27

2.5 Sustainability Assessment FramewWork ..........cocceeveeriiiiiiiiiiiniieeseeee e 29
2.6 Micro and Small Enterprise in Ethiopia.........ccccooirieiiiinneniiieineeneeeseeee e 33
2.6.1 Industrialization in EthiOpia........ccceiireerinieienireeseeeesi et 33
2.6.2 Brief overview of Manufacturing sector policies in Ethiopia.........cccccooeveevininicnineennenne. 34
2.6.3 The MSE Sector in Ethiopia ........coceeiieiiiiiiiiieieeeeneee et 35



2.6.4 Definition of MSE in Ethiopia......ccccoovreeiiiinieiieeeeeeeeese e 37

2.6.5 Challenges of MSES in Ethiopia ........cocceviiirieeiinieienieecicseeesesceesr e 39
2.6.6 Environmental Sustainability and policy framework in Ethiopia.......cc.ccccevvvviriirinieeeniienns 41
2.6.7 OVerview 0Of the StUAY ATCa........civviiiiiiiiiiee ittt s sbe e s sae e sbee e 43
2.7 SUIMIMATY ..ttt et e st e st e e sbe e s bte e sabeesbaeesabeesabaeesabeessbaesssseesabaeensaeesasessnseeesaseenns 44
Chapter 3: MEthOOIOZY .....coiviiuieiiiiieeie ettt st sb e r e sse e e e 46
3.1 RESEAICH DESIZN...cciiiiiiiiiiiieiecieee et sr e re 46
3.2 Ry AU Te AV 2o T o 1U] - 4T o H PPN 47
3.3 SAMPIINE ettt sttt b e e bbbt sh et eae et e e et e b e e nhe e nheesanesaneeane 47
3.4  Data Collection TECHNIQUES ......ccvvierieeiiiierieesieeertee st e eriee e seesbe e sieeesbeessseeesbeesbaesssseesnseeenens 50
3.5 Data ANALYSIS cooueeiieiiieieeeete ettt s st ettt be e b e e s ae e saeesaneene e 51
Chapter 4: Discussion of the Research FINdings ........ccoccevevirieeninieienirereeeeseeeseeeee e 52
4.1 Characteristics Of RESPONAENLS .......ccueeieriirieiieriirieie ettt s 52
4.1.1 Characteristics of Entrepreneur Respondents ...........cccceveereeriiniiniieneeneeneenee e 52
4.1.2 Characteristics of Employee Respondents ..........ccoceeieenieiiiiiiniieieeeeeniee e 55
4.2 Economic SuStaiNability ......ccccerieriiiiiiiiieiieiie et 57
4.2.1 ECONOMIC PEIfOTMANCE ......eeveeuiiiieieieeitete sttt sttt r e 57
422 IMATKET PIESEIICE ..eeuvenveeueeteeieetesie et sttt sttt st st e b st ettt eae et s bt et e s besbe et e sbeeneesbeemeennenres 62
43 S0cial SUStAINADIIIEY ...c.veeteireeiietieieter ettt st e sb s e bbb e e e e 63
4.3.1 Employment and equal OppOrtunity ..........cooueevueeieenieneeneenieeieeieeee et 64
432 Training and EAUCALION . ......cccvviiiiiiiiiiriee ettt sttt e e e sbae e sbeesvaeesabeeens 66
433 Occupation Health and Safety........c.ccocvivirieiiiiiiniiininec e s 67
44  Environmental Sustainabilify.........ccceerireeriniriieniniee e 69
4.4.1 ENETZY v 69
442 T 11, PP PTRTPRI 71
443 Material ANd WASTE .....eeruiiriiiiiiieee ettt 73
4.5 Drivers and Barriers for sustainable business practiCe .........ccevevveervieerieeinieenieesneeesieesseeennens 77
4.5.1 Drivers for sustainable bUSINESS PraCtiCeS......covuuirririrvieeriiiieriieeriieeenieesiteeesieeesreesseeesiseesns 77
452 Barriers to Sustainable Business PractiCes.........oovivirreerieriiiiieeiieeesieeseesee e 80
Chapter 5: Conclusions and RecoOmMmENdations. ..........cecerereerereesieneneenieseeeese st nee e 84
5.6 (6] g ol [V o 1o TPV R PR RPRRT 84
5.7 RECOMMENAATIONS ...ttt ettt e s b e sbe e st sab e s b e b e e sbeenneesneas 88



RETEIENCES oo eieieieeeeeeeeee 93

APPENDICES ...ttt et sttt et e bt e bt e s bt e s ae e sat e eabeebe e beesbeesatesateeateeane 100
Appendix — A: Questionnaire to be filled by ENtrepreneurs.......ccovcveevrveiiiiiiiniiinieseieesiee e 101
Appendix — B: Questionnaire to be filled by EMpPlOyees......ccoovvviiiiiiiniiiiiiiiiiiniec e 105
Appendix — C: INterVIeW CRECKIISE.......uiiiiiiiiiiiiiie ittt et e sbeesbe e s sateesabeeeeee 108
DECLARATION ...ttt ettt sttt et e h e s h e s at e st e st e be et e e beesbeesatesatesatesbeebeenseesaeesatesates 109



List of Tables

Table 1: Examples of small enterprises definitions by EC, WB and OECD............ccccccevvenenee. 12
Table 2: The characteristics of Small ENtETPIISES .....ccvrreriiieriieeiiieeriee et 14
Table 3: Sustainability reporting framework ............ccoeiiiiiiiiiiiiieeee e 32
Table 4: The Ethiopian industrial policy and development phases ............ccceeveeveiierieniieniiennnane 35
Table 5: The 2011 definition of MSE in Ethiopia ..........ccccooviiiiiiiiiiiiiceeeeee e 39
Table 6: Sample distribution proportional to sub-sectors and employees number....................... 49
Table 7: CharacteristiCs Of €NtIEPTENEULS .....cc.eeeeeuiieeiieeiiieeeiieerteeerieeerreeeraeeeeeeeeaeeeeseeesseeens 53
Table 8: Characteristics of employee resSpondents: ..........ccceceeeiierieriiieniienie et 56
Table 9: Category of the enterprise €MPlOYEES.......ccueerueeriieriieriieiieeieeteeeteeriee e eieesreeseeeseeeens 65
Table 10: Income and benefits of EMPIOYEES .....cvveeeviiiiiiiieciiieee e 65
Table 11: Drivers for sustainable buSiness PraCtiCes .......ccueervuieerireerireeriieerieeeseeeeeieeeereeesreeens 77
Table 12: Barriers to sustainable buSiness PractiCes.........cveruieruieriieriieeriienieeniieeieeieesreesiaesneens 81



List of Figures

Figure 1: Illustration of the Triple Bottom Line ..........cccceevuiriiniiniiniiniiicieeeeeecee e 17
Figure 2: Small enterprises share of total employment ............ccccvveeiiiieniiieiiiecie e 18
Figure 3: Firm S1Z€ and GDP ..........oooiiiiiiiiiecee ettt e e e e e e sree e 19
Figure 4: Approaches to Sustainable Development...........ccccoceviiiiiiiniininiinieceeceee 21
Figure 5: Administrative map of Addis Ababa..........ccccooieiiiiiniiiiiiie e 43
Figure 6: Obligations the enterprise couldn't meet by percentage...........ccceeeveeeeieeerieesceeenieeens 58
Figure 7: Constraints that hinder firms’ growth ...........cccccoieiiiiiiiiic e 59
Figure 8: The entrepreneurs and employees living location by percentage...........ccceecvvevueenevennen. 62
Figure 9: Major source of raw materials by percentage ..........cceoceeveeevieenieenienieenee e 63
Figure 10: Emissions of manufacturing MSES DY S€CtOT..........coovuiieiiiiieriieeiee e 68
Figure 11: Energy efficient management practices by manufacturing enterprises............cceveee... 71
Figure 12: Efficient water USage DY ENLETPIISES......ecvierureeiiieriieeiieeieeieeeieeieesreeneeeseeeeseeseneeneees 72
Figure 13: Efficient material usage by enterpriSes ..........cecverieeriierieeiieenieeieeeeeesiee e eieeeeveeneees 74
Figure 14: Treatment of solid material waste by enterpriSes.........ccceereerireriierieenieenieeieesveeneen 76

Vi



List of Acronyms

AAMSEDA

CSA

CSR

EC

FeDRE

FeMSEDA

GDP

GRI

MDGs

MoTI

MFIs

MSE

MSME

ReMSEDA

SD

TBL

TVET

OECD

UNDP

UNECA

WB

Addis Ababa Micro and Small Enterprise Development Agency

Central Statistical Agency

Corporate Social Responsibility

European Commission

Federal Democratic Republic of Ethiopia

Federal Micro and Small Enterprise Development Agency
Gross Domestic Product

Global Reporting Initiative

Millennium Development Goals

Ministry of Trade and Industry

Micro Finance Institutions
Micro and Small Enterprise

Micro, Small and Medium Enterprise

Regional Micro and Small Enterprise Development Agencies

Sustainable Development
Triple Bottom Line

Technical and Vocational Education and Training

Organization for Economic Cooperation and Development
United Nations

United Nations Development Program

United Nations Economic Commission for Africa

World Bank

vii



Abstract

The objective of this research is to assess the contribution of MSEs to sustainable development
taking the case of manufacturing MSEs in Addis Ababa, Ethiopia. The main research question
was to find the socio-economic and environmental impact of MSEs and the drivers and barriers
for sustainable business practices. An exploratory research method was used to address the
research questions. The research was based on review of relevant literatures and mixed method
research methodology was employed where data was collected from entrepreneurs and
employees of the enterprises and key informant interview was conducted with relevant officials.
GRI sustainability reporting framework was used to provide the conceptual framework. This
study reveals that the enterprises have created job opportunity for local dwellers and are playing
considerable role in the interactions in the local markets through the use of local raw materials
and serving the local customers needs. However the firms contribution to sustainable
development are restrained by many factors including weak economic performance of firms,
business constraints as marketing problems, input constraints and finance constraints, non
effective human capital management, weak environment protection measures adopted by the
MSEs and lack of relevant knowledge. Though the MSEs entrepreneurs have positive attitude on
the benefits from sustainable business practices as cost reduction, profit maximization, attraction
of employees and customers, reputation building and comply to legislation, the drivers are not
highly influential for the enterprises due to the barriers that strongly hinder the enterprises to

implement socially and environmentally responsible business practices.

Key terms: Sustainable Development; MSE; Manufacturing Enterprises; Triple Bottom Line;

Natural Environment; Marketing; Ethiopia

viii



Chapter 1: Introduction

1.1. Background of the Study
Nowadays, in international as well as national arenas, the pure development discourse has given
way to the sustainable development (SD) discourse. Not surprisingly, sustainable development is
a topic being well researched in a w ide range o f fields. A Ithough the practices o f sustainable
development ha ve b een pr esenti n m any ¢ ommunities f or m any centuries, i ts of ficial
formalization or conceptualization took place only in 1987 i n the famous B rundtland R eport.
Sustainable development is defined in the Report as “a d evelopment that satisfies the needs of
the present generation without compromising the satisfaction of needs for future generations.”
The original emphasis o f SD was the preservation or conservation of the e nvironment. S ince
then, t he focus has e volved t o e ncompass e conomic, s ocial a nd e nvironmental or e cological
considerations. T hese t hree obj ectives of SD are also known as the triple bottom line, w hich
consists of economic progress or development, social justice/equity or social development and

environmental preservation or protection (Nlandu Mamingi, 2011).

The environment and the economy can no 1 onger be considered in isolation. Growing concerns
about the environmental sustainability of past economic growth patterns and increased awareness
of a potential future climate crisis have made it clear that the environment and the economy can
no longer be considered in isolation. Without a global shift to a low-carbon, resource-efficient
economy, the world is on track for increasing greenhouse gas (GHG) emissions by 70% by 2050,
and t emperature 1 ncreases 0 f4 -6 °C by the end of the century. T o feed the e xpected w orld
population in 2050, food production will need to be increased by 70% putting additional pressure
on already over-used natural resources. A further 1 billion people are expected to live in severe
water-stressed areas by 2030, raising a challenge in terms of the policies and financing needed to

ensure access to clean water (OECD 2008, OECD 2010).

The crisis has created room for renewed growth on more sustainable grounds. These concerns
point to the need for a substantial transformation of consumption behaviour, industry structures
and technologies. The costs of inaction on these challenges to the economy, to human health and
welfare and to the environment would be extremely high. The greatest environmental i mpacts

will be felt by developing countries, which are less equipped to manage and adapt. However, the



economic and social costs of policy inaction or delaying action in these areas are significant and

are already affecting economies (OECD, 2008).

Ensuring that Micro and S mall E nterprises (MSEs) fully p articipate is key to the large s cale
uptake of sustainable practice. S ustainable de velopment is hi ghly de manding in particular on
manufacturing firms, i ncluding MSEs, a st hey accountf ora 1 arge pa rtof t he w orld’s
consumption of r esources a nd generation of waste. W orldwide, t he e nergy ¢ onsumption of
manufacturing industries grew by 61% from 1971 to 2004 and accounts for nearly a third of the
global e nergy us age. Likewise, m anufacturing i ndustries a re responsible f or 36 % of global

carbon dioxide (CO2) emissions (IEA, 2007).

In developing countries, the economic importance of MSEs is similarly higher. In Ethiopia, for
example, as discovered b yt he C SA s urvey o {2003, M SEs a ccount f or t he bul k of non -
agricultural e conomic a ctivities and ne arly 95.6 % of total i ndustrial e mployment. Despite the
large number, the MSE sector in Ethiopia is exposed to a number of constraints related to policy,
and s tructural and institutional pr oblems t hat hinder s ustained gr owth, de velopment and 1 ong

term planning (Ageba and Amha, 2003).

This study focuses on assessing the challenges of MSEs to contribute to sustainable development

taking the case of manufacturing enterprises in Addis Ababa.

1.2. Statement of the Problem
The role of a typical or ideal business enterprise in SD should match the concerns of the three
pillars of the triple bottom line. This proposition indicates that a business enterprise should be a
contributor t o ¢ conomic g rowth t hrough t he pur suit of i ts ow n f inancial or e conomic
sustainability, a contributor to social justice through the development and promotion of its own
human r esources, a contributor to e nvironmental or natural r esources pr eservation through its

judicious uses of natural resources and energy, among others (Nlandu Mamingi, 2011).

Sustainable development has economic, social and environmental dimensions. It may be defined
as a process for improving the range of opportunities that will enable individual human beings
and communities to meet their needs, as well as to achieve their aspirations and full p otential
over a s ustained pe riod of t ime, w hile m aintaining t he r esilience of e conomic, s ocial a nd

environmental systems (Munasinghe, 2004).



Each such s ystem has its own distinct driving forces and obj ectives. T he e conomy is ge ared
towards improving human welfare, primarily through increases in the consumption of goods and
services. The economic dimension covers the flow of capital amongst different stakeholders and
the major economic impacts of the organization throughout society. The environmental domain
focuses on pr otection of the integrity and resilence of ecological systems. It covers inputs (as
materials, water and energy), outputs (as green house gas emissions, effluents and wastes) and
their i mpact ont he e nvironment. The s ocial domain e mphasizes t he e nrichment o f hum an
relationships a nd achievement of individual and gr oup a spirations. It i ncludes pr otection of
human rights as non-discrimination, decent work as occupational health and safety and product

responsibility for customer health and safety (Munasinghe, 2004, GRI 2006).

The contribution of a business enterprise to SD largely depends on how it deals with challenges
including threats and c onstraints. Micro, S mall and M edium E nterprises (MSMEs) w ith th eir
small s ize an d t heir | ack o feco nomies o fs calear et oa g reatex tent disadvantaged b y
globalization a nd tr ade liberalization. In a ddition, at th e lo cal le vel, th ey h ave to d eal w ith
challenges and constraints including unfavorable legislation and regulation, poor co-ordination
and support, limited access to finance, inadequate training, deficient marketing and sales policy,
poor networking, deficient infrastructure, and inappropriate technology. Climate change presents

a challenge that all have to deal with. (Nlandu Mamingi, 2011).

The c osts o f ecological s ustainability imp lementation in MSMEs ar e high, es pecially in t he
manufacturing s ectors. The MSMEs find it di fficult t o pr oduce 1 ow environmental imp act
products. Also, due t ot he ¢ ompetitive na ture of t he bus iness e nvironment, t he costo f
environmental initiatives could not be passed on to the customer by MSME because it is seen as
a bus iness c ost. In ot her w ords, t he firms ha ve t o m ake op erational ¢ hange w hich 1 eads to
reduced ¢ osts and pr ogressive e nvironmental p erformance, s imultaneously. T he m otivating
factor continues be achieving cost efficiency rather than environmental responsibility (cited by

Parisa, Jerry and Raveendranath 2013).

In E thiopia, the private sector is substantially d ominated by the Micro and Small E nterprises
(MSEs). As per the 2011 F eDRE definition of M SEs includes all enterprises that operates with
human power of not greater than 30 and with paid up capital of total asset not exceeding Birr 1.5

million. The M SEs Sectori st hes econd ] argest em ployment generating s ector following



agriculture. The sectors contributes 3.4% of GDP, 33% of the industrial sector’s contribution and
52% of the manufacturing sector’s contribution to the GDP of the year 2001(CSA 2005, cited by
Selamawit, Aregawi and Negus, 2014).

As per the Government of the Federal Democratic Republic of Ethiopia revised strategy in 2011
constraints facing the MSE sectors are identified. This includes mismatch between credit demand
and supply due to less capacity of most finance institutions to deliver services, failure in working
for sustainable and quality capacity building, problems in cluster development to ensure market
development and technological growth, lack of self reliance sprit and innovative culture for job
creation w ith a ctors, failure in providing t rainings on t he b asis of ne ed/interest a nd r esult
oriented, absence of readiness to accept and use new technology and readiness for change, non

competency in production and service they supply and lack of work commitment.

Various studies have been conducted on MSE in Ethiopia. The major focuses of the study subject
are on (1) nature and characteristics of MSEs and their operators (Assefa, Zerfu and Tekle, 2014;
Gebreyeesus, 2007; Gebreyeesus, 2009; Saravanan, Mohideen and Seid, 2014);( 2) the social and
economic role of MSEs (Berhanu, 2014; Kidane et al 2015; Tasisa, 2014 and Worku, 2004); (3)
the performance of MSEs (Hailu, 2010; FeDRE, 2013; Sherefa, 2012 and Abera, 2012) and (4)
the efficiency of micro finance institutions and other relevant bodies (Deribie, Negussie and

Mitiku, 2013 and World Bank Group, 2013).

While there is a rich study conducted on M SEs in Ethiopia there is paucity of studies linking
these enterprises to sustainable de velopment and the rare studies mostly focus on t he tourism
sector (Mehiret, 2011; Asfaw 2014). The challenges of MSE to preservation of environment are
totally mi ssing in the existing s tudies. Thus t his paper focus ont he challenges of MSEs to
contribute to long term economic stability, social development and protection of the environment

(or to sustainable development) taking the case of manufacturing enterprises in Addis Ababa.

1.3. Objectives of the Study
1.3.1 General Objective
The a imo fth is s tudy is to a ssesst he challenges of M SEs to contribute t o sustainable

development by e xploring t he s ocial, € conomic a nd e nvironmental effects of m anufacturing

MSEs in Addis Ababa



1.3.2 Specific Objectives

The specific objectives are:

to assess socio-economic and e nvironmental impacts o f manufacturing MSEs in view of

sustainable development concept
to assess the drivers to implement sustainable business practices by the manufacturing MSEs.

to a ssess the barriers to imp lement s ustainable b usiness p ractices by the manufacturing

MSE:s.

to come up with meaningful suggestions or solutions that can strengthen the contribution of

MSE to Sustainable development.

1.4. Research Questions

This research focuses on the following research questions:

What is the socio-economic and environmental imp act o f manufacturing MSEs in view of

sustainable development?

What are the enabling factors or drivers for manufacturing MSEs to contribute to sustainable

development?

What ar et he barriers t hat hi nder manufacturing MSEs to c ontributet o sustainable

development?

How could MSEs potential be strengthened to achieve sustainable development?

1.5. Significance of the Study

Much has been reported about the significance of MSEs to the national economy. The literature

on s ustainable bus iness pr actices and t heir ba rriers h as naturally concentrated ont he 1 arge,

usually multi-national companies whose individual impacts are significant. Although MSEs have

relatively min or imp ortance in dividually, th eir ¢ ollective imp acts ma y b e s ignificant ( Parisa,

Jerry and R aveendranath 2013 ). Hence thereis a needto fill t his know ledge g ap a bout the

influence of MSEs to sustainable development.

The findings obtained from this study is expected to provide comprehensive overview for policy

makers, governmenti nstitutions a nd ot her ¢ oncerned b odies a boutt he challenges of

5



manufacturing MSEs to contribute to sustainable development in Addis Ababa. It is anticipated
that, the results obtained would add to the wealth of information currently available on c urrent
practice and the challenges in implementing policy and strategy for effective sustainable MSE in
Addis Ababa. This study will also be significant in terms of providing the necessary resource for

future MSE intervention projects that might be proposed or even carried out.

This study will actually benefit the acad emicians as the problem under study is contemporary
issue where both the government and academic institutions (including Addis Ababa University)
are encouraging and giving greater emphasis to. In addition the finding of the study is expected

to indicate practical solutions to current sustainable MSE problems in the city.

1.6. Scope of the Study
The scope of this study is limited to M SEs specifically to th ose manufacturing e nterprises in
Addis Ababa. The study area is chosen because as a capital city it is center of business activities
especiallyitis an area where p eople from different part o fthe country migrate in s earch o f

employment opportunities and to start a business.

MSE definition varies at different times and between countries. The definitions could be based
on employment size, capital asset and / or skill of labors and turnover levels. This study is based
on the definition of manufacturing MSEs on the revised MSE strategy document by Government

of Federal Democratic Republic of Ethiopia that is approved in the year 2011 G.C.

MSEs sectors comprise manufacturing, service, trade, urban agriculture and construction sectors
in A ddis A baba. T his s tudy w ill f ocus on t he m anufacturing s ector M SEs i.e. textile a nd
garment, | eather and | eather pr oducts, m etal w orks and e ngineering, w ood w orks, food
processing and beverage subsectors. This study dwell upon discussions about the manufacturing
MSE challenges to contribute to SD taking cases of two sub cities in Addis Ababa i.e. Gulele and
Addis Ketema sub-city.

1.7. Limitation of the Study
Ethiopia has the basic structures in place for MSEs. Several government agencies are involved in
MSE de velopment. M OTI i s t he ke y m inistry for e nterprise de velopment. FeMSEDA wa s
established by the council of ministers regulation number 33/1998 to lead and stir Ethiopia’s

MSE development.



Currently the M SEs that includes all enterprises that operates with human power of not greater
than 30 a nd w ith pa id up ¢ apital of't otal a sset not e xceeding B irr 1.5million asp ert he
2011FDRE definition are registered through two different streams i.e. through the Woreda and
directly through the Ministry of Industry. Those MSEs who applied and registered through the
Woreda are in need of support from the government to obtain employment opportunity, training,
working pr emise and finance. And those M SEs w ith no e xpectation of such support r egister

directly through Ministry of Industry.

Through the discussion held with FeMSEDA, AAMSEDA and Woreda MSE expert it is realized
that the MSE government structure is now working solely with those enterprises that has been
established w ith t he W oreda s upport. A Iso t he da taset of t he agency includes only t hese
enterprises. The agency leadership of MSE is limited to these enterprises. Thus, the researcher
considers in the study only those enterprises that are being led by FEMSEDA since they are with
different support structures as compared with the MSEs that don’t register through the woreda.

It should therefore be noted that, since the study was purposive, findings from this study cannot
be generalized to manufacturing MSE in Addis Ababa as per the 2011 FDRE definition as they
canb e generalizedt o m anufacturing M SE being 1 ead and s upported pr actically byt he
FeMSEDA. Further research need to be conducted with particular emphasis on M SE that are not
currently practically under the lead and support of FeMSEDA in order to answer key research

questions relevant to them.
1.8. Organization of the Paper
The paper is organized in 5 chapters and the content of each chapter is:

e Chapter 1 - Introduces the c ontent of the paper, general problem in the field of the study,

identifies delimitation and limitations of the study, defines research questions and objectives,,

e Chapter 2- Review related literatures on general concept of MSEs, sustainable development,
sustainable M SE manufacturing en terprises, an d g ives ove rview o f M SE a nd s ustainable
development in Ethiopia,

e Chapter 3 —Highlights methodological design and methods of data processing and analysis.
e Chapter 4- Discusses research findings and analyses on the basis of the identified indicators.

e Chapter 5-Gives concluding remarks and recommendation based on the findings of the study.
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Chapter 2: Literature Review

2.1 Micro and Small Enterprises

There is worldwide consensus that hi gh rates of economic growth contribute to e conomic and
social development and poverty reduction. At the same time, there is growing recognition that
poverty r educing growth de pends on the quality of growth: its c omposition, di stribution a nd

sustainability (OECD, 2004).

Private Small enterprises' typically account for more than 95% of all firms outside the primary
agriculture s ector, c onstitute a major s ource of e mployment and generate significant dom estic
and e xport e arnings i nt he O ECD, t ransition a nd de veloping ¢ ountries. Improved small
enterprises competitiveness could obviously contribute to economic and social development and

poverty reduction (OECD, 2004).

The importance of the small enterprises sector is well recognized worldwide due to its significant
contribution t o gratifying v arious s ocio-economic obj ectives, s uch as hi gher growtho f
employment, out put, pr omotion of exports a nd f ostering e ntrepreneurship. R ecent e mpirical
studies s how t hat small en terprises contribute t o ove r 55% of GDP and over 65% of total
employment in high-income countries. Small enterprises and informal e nterprises, account for
over 60% of G DP and over 70% of total employment in 1 ow-income countries, w hile t hey
contribute over 95%of total employment and about 70% of GDP in middle-income countries. In
the E uropean U nion countries, f or example, th ere are s ome 2 5 millio n s mall b usinesses,
constituting 99% of all businesses; they employ almost 95million people, providing 55% of total

jobs in the private sector (Hidayet et al. 2010).

Small enterprises are important to almost all economies in the world, but especially to those in
developing countries. There is considerable interest in Small enterprises in developing countries.
There are pr obably t wo m ainr easons fort his. O nei st he belieft hat small e nterprises
development may prove to be an effective antipoverty programme. The second is the belief that
small e nterprises development i s one of t he bui lding bl ocks of i nnovation a nd s ustainable
growth. These two reasons are of course linked because most of the international evidence says

that growth and real poverty reduction go hand in hand. If small enterprises development helps

! For chapter 2 of this paper ‘small enterprises’ refers to micro, small and medium enterprises.



growth, more than likely it helps reduce poverty as well. In any country, the statistics show that
even du ring t he years o f'e conomic crisis and recession, t he Small en terprises have e nsured

economic growth, productivity and employment (Hidayet et al. 2010).

Some e xperts e xplain th at 'a significant s ection of Small e nterprises in developing c ountries
remains in traditional activities generally with low levels of productivity, poor quality products,
serving small, localized markets. There is little or no technological dynamism in this group, and
few ‘ graduate’ into large size or modern technologies. In many poor countries, there is also a
large underclass of (formal and informal) micro enterprises that ekes out a bare survival (Lukécs,

2005).

To prosper, Small enterprises need a conducive business environment and regulations, adequate
basic infrastructure s ervices, access to short and long-term funding at r easonable rates, e quity
and ve nture c apital, a dvisory assistance, a nd knowledge about m arket oppor tunities. T hey
typically suffer from weak entrepreneurial skills as well as deficiencies in accounting, production
management, a nd bus iness pl anning. A s Small e nterprises grow, t hey i ncreasingly ne ed
connectivity t o e xport m arkets and t he w orld economy. S o far, t he 1 essons of i nternational
experience s howt hatve ry few governmenta nd donor i nitiatives ha ve's ucceededi n
implementing sustainable strategies for small enterprises development. T o succeed, sustainable
small enterprises development will require concerted efforts among the various parties concerned
including commercial and rural banks, leasing companies and equity providers, consulting and

training firms, internet providers, as well as local business associations (Lukécs, 2005).
2.1.1 Definition of Micro and Small Enterprises

Small a nd medium-sized en terprises (Small e nterprises) are a v ery h eterogeneous group o f
businesses usually operating in the service, trade, agri-business, and manufacturing sectors. They
include a w ide v ariety of firms such as village h andicraft m akers, s mall m achine s hops, and
computer s oftware f irms t hat pos sess a w ide r ange of s ophistication a nd s kills. S ome a re
dynamic, innovative, and growth-oriented while others are satisfied to remain small and perhaps
family owned. Small enterprises usually operate in the formal sector of the economy and employ
mainly wage-earning workers. Small enterprises are often classified by the number of employees

and/or by the value of their a ssets. T he s ize ¢ lassification varies within r egions and across



countries relative to the size of the economy and its endowments. It is important to note that

there is a minimum as well as a maximum size for Small enterprises (Lukacs, 2005).

Overall, Small enterprises could be defined and classified taking into consideration: quantitative,
qualitative, and both quantitative and qualitative aspects. Quantitative criteria are more o ften
used in de fining Small e nterprises, b ecause t hese criteria allow a clear d elimitation b etween
different categories o f Small e nterprises, s uch as : m icro entities, small a nd m edium-sized
entities. The most common used quantitative criteria according to which the small enterprises are
classified i nto cat egories ar e: n umber o f employees, t urnover, t otal ba lance s heet or a

combination of thelasttwo. T here are o ther criteria lik e: n et a ssets, in itial ¢ apital, r eturn,
invested c apital, 1 ndustrial ¢ lassification c ombined w ith num ber of e mployees, t otal pr oduced

quantity and their value, added value etc., but there are seldom used (Buculescu, 2013).

Indeed, number of employees is the most frequent criterion used when classifying an entity as a
small enterprise because, predominantly, number of e mployees is one of the criterions which
enterprises discloses easily, and not at leastis veryeasyto control it. Likewise, number of
employees does not vary with consideration to inflation rate compared to other criteria like sales.
Turnover and assets employed can also be measured but both are problematical. Relatively small
firms (in employment terms) can have a large turnover as a result of buying in large quantities of
components. There are also major problems in consistently monitoring asset values. One of the
main a rguments f or t his i s c onsidered t o be the fact that d espite that in th e to tal a ssets is

included: fixed assets, intangible assets and accrued expenses, not in all the economies all these
components are taken into considerations. A more satisfactory measure would be that of added

value but this is difficult to calculate (Buculescu, 2013, OECD, 2004).

Qualitative criterion embodies i ssues of ow nership and ( inter)dependence. Beingas mall
entrepreneur fundamentally means coping with (and enjoying) high levels of autonomy: standing
alone and having total responsibility for the full range of business activities. Within the firm,
personal relationships and individual qualities are more important than formal hierarchies and
promotion s ystems. Because the firm’s own resources are limited, there is at the same time a
high dependence ons uppliers, ba nks, a ccountants, e tc., and ona ppropriate, s upportive
legislation. O wner managers have to be close to their customers (if they don’t sell they don’t

live). B usiness n etworks be come s ocial ne tworks, a nd t he entrepreneur’s s tanding i nt he
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community 1 s hi ghly de pendent on s uccess or failure Other q ualitative c riteriasuch asthe
relative size of the enterprise compared to other enterprises or non-dominant market s hare are
considered ineligible criteria because it is not considered the fact that many Small enterprises are
specialized in certain market niches and o ften d ominate th eir market segment or their specific

unique industry (Buculescu, 2013, OECD, 2004).

The term small enterprises cover a wide range of definitions and measures, varying from country
to country and varying between the sources reporting small enterprises definitions. Also, based
on the economic activity sectors, the definitions are different (Parisa et al, 2013). Even inside
one c ountry could be m ore institutions and a ssociations which di fferently define and classify

Small enterprises like: statistical institutions, banks, governmental agencies and others. ,

Definitions for Small enterprises are statistical or administrative and are based on the number of
employees, num ber of a nnual w orking hour s, a nnual t urnover, a nnual ba lance s heet or

production vol ume and independence of the c ompany. C ountries are using one or several of
these definitions. The number of employees and annual turnover seem to be the criteria applied
in most countries. However, the definitions are different in relation to economic activity sectors.
For i nstance, t he ph ysical pr oduction a nd t he s ales a mounts of ten pr ovide t he basis for t he
agricultural sector, while the number of employees often is the basis for other sectors (Harjula,

2008).

The t hresholds for Small en terprises, even w ith t he s imilar de finition, vary a ccording to the
economic activities, making cross-country comparisons difficult. F or instance, the ceiling used
for the number of employees is generally 250 in Europe and 500 in the USA and Canada. The

thresholds may also vary between industrial sectors in one country (Harjula, 2008).

Nevertheless the existence of the de finitions provided by European Commission, World Bank,
OECD or other or ganizations, with the purpose to be adequate to more economies, sought to
facilitate comparability and the internationalization in defining small enterprises, and moreover
to create new opportunities like: access to the small enterprises to niche market, to technologies,
know-how, access to c apital, w orkforce, new m arket and products (see Table 1) (Buculescu,

2013).
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Table 1: Examples of small enterprises definitions by EC, WB and OECD

Micro-entities Small enterprises Medium-sized
enterprises

European Average number of Average number of Average number of
Commission employees < 10; employees < 50; employees < 250;

Annual turnover < 2 Annual turnover < Annual turnover < 50

million Euros or 10 million Euros; or million Euros or

Total balance sheet < Total balance sheet Total balance sheet <

2 million Euros; < 10 million Euros; 43 million Euros;
World Bank Less than 10 Less than 50 Less than 300

employees; employees; employees;

Annual turnover < Annual turnover < Annual turnover < 15

100.000 dollars 3 million dollars million dollars

Total balance sheet < Total balance sheet Total balance sheet <

100.000dollars < 3 million dollars 15 million dollars
OECD e Between 1 -4 Between 20 — 99 Between 100 — 500

employees (small employees employees

micro)

e Between5 - 19
employees (micro
entities)

(Source: Definitions of small enterprises by EC, WB and OECD by Fitch 2006, cited by Buculescu
2013)

The existence o f various d efinitions is a co nsequence o f the fact that there are a multitude of
criteria w hich ¢ ould be c onsidered t o de fine small e nterprises, 1 ike: turnover, num ber of

employees, c apital, ow nership i ndependence, pr ofit, assets, total value of i mports and e xports
etc. Nonetheless, as it could be observed from the ab ove table, there are s ome criteria which
were used more often and considerate to be more adequate, so they were used preponderantly in
definition of small enterprises, such as: number of employees, turnover and total balance sheet.
But in some economies are set upper limits of assigning value to Small enterprises compared to

other economies, even if the classifying criteria are the same (Buculescu, 2013).
2.1.2 Features of Micro and Small Enterprises

The economy of the 20th and 21st century has a different set of rules than Smith‘s economy of
the 19th century. The new ideology of neo-liberalism and globalization emphasizes the role of

Small enterprises as promoters of a healthy business climate, economic efficiency and power for
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economic de velopment, e specially i n de veloping ¢ ountries. T oday, i nstead o f1 arge-scale
industries, Small e nterprises having gained i mportance in the d eveloping e conomies, b ecome
advantageous be ing e conomic e nterprises ha ving t he ¢ apability o f qui ck a daptation, w orking
with less capital but more intense labor and having low cost of management and thus having
cheap production. Although Small enterprises have some weaknesses, they are less affected from
economic crises due to its flexibility and abilities which keep up with changed conditions. Small
enterprises are vital actors for enhancing innovation, competitiveness, entrepreneurship and the

establishment of an effective innovation system for developing countries (Hidayet et al, 2010)

Small e nterprises, obs erving t he m arket c losely, unde rstanding t he r equirements of c ustomers
better and having intimate relations with its employee, have more elasticity than the large ones in
terms o f ma nufacturing, ma rketing and s ervice. A s this e lasticity enables h armony with the
changes in outside in time and on-site, Small enterprises pass over many troubles lightly with
less da mage ( Hidayet e ta 1., 2010) . Small e nterprises are ch aracterized b y f actors s uch as

company size or independence property (family or s mall group of people). T he m ost popul ar
features for Small enterprises are they generate job opportunities, are easy to set up and enter
into business, are more flexible than the big enterprises and they have a closer relationship with

the customers ((lordache, 2014).

However, the Small enterprises are at risk of having business failure (survival depending on the
owner's ab ility t o m anage s uccess), t here are | ittle p roactive i nnovation an d t echnology ar e
deficient in business management ideas and management skills, oppose resistance to investing in
the training of management, market research and customer knowledge management, they lack an
integrated approach to planning and business functionality (Iordache, 2014). These features can

lead to disadvantages and advantages (see Table 2).
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Table 2: The characteristics of small enterprises

Characteristics

Advantages

Disadvantages

The dependence
on a limited
number of people
(often owners and
managers are the
same person)

e Looking forward, they
need long-term thinking

e Stability

e No pressure for short-term
success

e Stable managerial culture
e Greater commitment

Static thinking , limited to the
experience and knowledge of the owner
(s)

Difficulties to adapt to corporate
culture to new situations and challenges

Potential conflicts between company
objectives and personal objectives of
the owner

Strong
relationships with
customers and
business partners

e Stable Base for business

e The ability to cooperate
successfully to achieve a
mutual benefit

e Ability and the desire to
enter into partnerships

The risk of focusing too much on existing
business

Simple structures

e The large flexibility and
adaptability
e Short reaction times

¢ inter-functional
communication and
cooperation within the
organization

In many cases, they are not appropriate
for complex planning and
implementation of international
activities

decreased desire to enter more complex
structures

Small sized

The base of specialization,
often successful with niche
strategies

The limited resources (in terms of
finance and employment)

The limited funds for financing the
investments and the initial operating
losses to activate others new

The costs of research and market entry
tend to take a much larger proportion of
total expenditure in Small enterprises
than larger companies

The limited number of staff in order to
take some additional tasks

The lack of employees with
international experience

(Source: Dagmar Recklies Article Small and Medium-Sized Enterprises and Globalization, 2001,
cited by Iordache, 2014)
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2.2 The concept of Sustainable Development

“We all aspire to reach better living conditions. Yet, this will not be possible by following the
current growth model . . . We need a practical twenty-first century development model that
connects the dots between the key issues of our time: poverty reduction; job generation;
inequality; climate change; environmental stress; water, energy and food security.”

UN Secretary General Ban Ki-moon

The theoretical framework for sustainable development evolved between 1972 and 1992 through
a s eries o f1i nternational ¢ onferences and i nitiatives. T he U N C onference ont he H uman
Environment, held in Stockholm in 1972, w as the first major international gathering to discuss
sustainability at the global scale. The conference created considerable momentum, and a series of
recommendations led to the establishment of the UN Environment Programme (UNEP) as well
as the creation of numerous national environmental protection agencies at the national level. The
recommendations f rom S tockholm w ere f urther e laborated i n t he 1980 W orld C onservation
Strategy—a collaboration between the International Union for the Conservation of Nature, the
World Wildlife Fund (WWF), and UNEP—which aimed to advance sustainable development by

identifying priority conservation issues and key policy options (John and Deborah, 2010).

In 1983, the UN convened the World Commission on Environment and Development, chaired by
Norwegian P rime M inister G ro H arlem Brundtland. C omprised of r epresentatives from bot h
developed and developing countries, the Commission was created to address growing concern
over the “accelerating de terioration of the hum an e nvironment a nd na tural r esources and t he
consequences of that deterioration for economic and social development.” Four years later, the
group produced the landmark publication Our Common Future (or the Brundtland report) that
provided a s tark di agnosis of the s tate of the e nvironment. T he r eport popularized t he m ost
commonly us ed de finition of sustainable de velopment: “ Development that meets the needs of
current generations w ithout c ompromising t he ability of future generations to meet their own

needs” (John and Deborah, 2010).

Development is not just about growth. Likewise, sustainability is not just about protecting the
environment. B oth de velopment and s ustainability are primarily about pe ople l1iving in pe ace
with each other and in equilibrium with the planet. Their rights, opportunities, choices, dignity

and values are (or should be) at the centre of everything (UNDP, 2012).
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Attaining the Millennium Development Goals is the first step towards a sustainable future—even
as the conversation on what the post-2015 d evelopment framework 1ooks to be gin in earnest.
During 2010-2011, UNDP together with other UN a gencies introduced the M DG acceleration
framework to do just that. This framework has now been deployed in some 30 countries, and
demand for its use is growing. The framework brings governments, de velopment partners, and
other s takeholders t ogether t 0 a nalyze w hy—often d espite a r ange o f's trategies an d p lans—
progress towards achieving specific MDGs is proceeding too slowly. Bottlenecks and constraints
are identified, action plans to address them are designed and i mplemented, and the necessary

resources are mobilized (UNDP 2012).

Progress already achieved toward meeting the Millennium Development Goals can be set back,
if not reversed, by the shocks of disasters, macroeconomic instability, food shortages, or socio-
political unrest. Once progress is reversed, the impacts are multiple and can span generations. If
instability—and t he s ocial an d eco nomic u nrest it can g enerate—has be come an e nduring,
systematic characteristic of the global economy, then countries must be better prepared for the

waves to come. They need to safeguard and sustain progress already made (UNDP 2012).
2.3 Sustainable Business Practices

Organizations are in creasingly in clined to in tegrate s ociety’s e xpectations in to their b usiness
strategies, not onl yt or espondt or ising pr essure f rom consumers, ¢ mployees a nd ot her
stakeholders but also to explore oppor tunities for creating c ompetitive advantage. T o this end,
management researchers are seeking to identify a set of factors with the potential for facilitating

effective integration of sustainability into organizational practices (Petrini and Pozzebon, 2010).

The Triple Bottom Line (TBL) argues for businesses to measure their success according to three
perspectives: p eople, pl anet a nd pr ofits. T heir performance in each cat egory r epresents t heir
perceived commitment to their stakeholders, the natural environment and their economic profits,
respectively. It suggests that the relationship between the categories is not necessarily a trade-off
where one must be conceded in order to achieve the other, but where a balance must be achieved
in o rder t o m aximize t he p otential b enefits i n each c ategory. A s i ncreased efficiency an d

innovation can lead to advantages that create a c ompetitive edge and in turn leads to its own
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profitability, without compromising the environment, a company’s attention to social issues can

earn their brand the respect of communities and loyalty of consumers (Dixon, 2014).

A firm that would like to apply sustainable business could communicate diverse performance of
their practices to the public because interested parties want to know information about the firms’
sustainable business practices. Voluntary reporting information about firms’ environmental and
social p erformance is becoming a pow erful and popular tool to c ommunicate with the public

because interested parties can use such information to evaluate firms’ activities and performance.

(Bae and Smardon, 2011).

The TBL is an accounting framework aimed at moving be yond traditional p rofit me asures or
reporting corporate performance to incorporate social and environmental measures. This differs
from tr aditional r eporting frameworks as it in cludes e cological (or e nvironmental) and s ocial
measures that can be difficult to assign appropriate means of measurement. The TBL dimensions
are also commonly called the three Ps: people, planet and profits. We will refer to these as the
3Ps.Since 1 994 th eu se o f'th e tr iple b ottom lin e in a cademic lite rature th at d eals w ith
sustainability issues h as d rastically i ncreased — ands oha st hen umber of ( graphical)

interpretations of the model (see Figure 1).

Figure 1: lllustration of the Triple Bottom Line

Source: Cecilia, Julia and Ashkan, (2010)
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2.4  Micro and Small Enterprises and Sustainable Development

Since t he rise i n t heir popularity, Small e nterprises have co nsistently grown an d generated
interest from a wide range of stakeholders including governments, researchers, donors and non-
governmental organizations because th ey attemptto s atisfy o stensibly the e mployment
challenges, s timulate innovation and advancement and achieve s ustainable de velopment. As a
result, both the developed and the developing countries are actively engaged in and continue to
seek p ragmatic w ays o f i mproving th e a ctivities o f Small e nterprises (Anane, C obbinah a nd

Manu, 2013).

Underscoring t heir i ndispensability i ne conomic de velopment, Small e nterprises create
opportunities for income generation and distribution, capital accumulation, poverty reduction and
empowerment of people especially women. Small enterprises advance the creation of a new class
of small entrepreneurs leading to the expansion of the middle class and a wider distribution of
income. At the rural level, Small enterprises have the potential to thrive owing to their location
flexibility, 1 ow 1 nfrastructure a nd t echnology r equirement, a nd t he ¢ apacity t o s erve s mall
markets. E xperiences at the rural communities reveal that Small e nterprises can c ontribute to
increase household incomes, diversify household income sources, and reduce household poverty

and vulnerability levels (Anane, Cobbinah and Manu, 2013).

Figure 2: Small enterprises share of total employment
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Figure 3: Firm size and GDP

Source: Ayyagari et al (2003)

Sustainable de velopment i mplies c ommitment o f a Il r elevant s takeholders 1 n t he publ ic a nd
private sectors, a mong ¢ onsumers a nd i n ¢ ivil s ociety. G iven t heir e conomic a nd s ocial
significance, Small enterprises must play a leading role in sustainable development. On the one
hand, they contribute substantially to the local production fabric, to wealth creation as well as to
the creation and maintaining of jobs. On the other hand, they are flexible, responsive; provide
access t ot raditional a nd ¢ urrent knowledge, s pecialization a nd i nnovation, pr oximity t o
consumers a nd | ocal m arkets, a nd relations with ma jor enterprises. T hey also o ffer great
opportunities f or r ural de velopment a nd 1 ntegration into the global a nd r egional in tegration

(ECA, 2005).

Comparative s tudies on Small e nterprises worldwide s how t hat t he s ignificance of Small
enterprises for wealth and job creation increases is commensurate with the levels of development
(see Figure 2and Figure 3). There is a strong positive correlation between the contribution of
Small e nterprises to e mployment a nd G DP a nd pe r ¢ apita income of t he ¢ ountry. T he

development of Small enterprises is thus an indicator of development (ECA 2005).

Small e nterprises contribute t o t he s ustainable development of ¢ ountries by helping in t heir

gradual tr ansition from the i nformal t o t he formal s ector. E ven t hough t he i nformal s ector
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accounts for almost one half of GDP in low-income countries, it is nearly 40 percent in medium-
income countries, and under 15 p ercent in high-income countries. Considering that the jobs on
offer in the informal sector are often not as decent as those of the formal sector, Small enterprises
have a key role to play in sustainable development, especially as that the non-official sector pays

less attention to the negative effects on the environment (ECA 2005).

In addition, in 1ow income c ountries, there is a strong disconnect be tween the share of Small
enterprises in GDP and employment. This is because demographics and the dynamism of Small
enterprises are linked to the diversification of economies. In countries heavily dependent on a
few commodities, as is the case in many A frican countries, Small enterprises can hardly thrive,
as opposed to in the highly diversified OECD economies for instance. Proactive and targeted
national e conomic di versification and e xport s trategies will be key to the development of the
countries of the sub-region. Because of the assets and ad vantages they o ffer, Small enterprises
can be vectors of organized diversification, thereby strengthening their role as major players in

sustainable development (ECA 2005).

Much of t he research on s ustainability focuses ona s mall pr oportion of p rivate s ector
organizations, that is, large multinational enterprises. W hile the individual impact of small and
medium-sized e nterprise a ctivities 1s us ually small, and they are by no means hom ogeneous,
collectively they are critically important. As a sector, Small enterprises could contribute up to
70% of a 1l 1 ndustrial pollution. T his ha s r esulted i n a n i ncreasing r ecognition of Small
enterprises’ s ocial and environmental imp act. There is a growing tr end in th e s ustainability
movement t hat i ncreasingly f ocuses on Small enterprises and not j ust on m ultinational
enterprises as part of the process of creating a more sustainable world. M ost of the economic,
environmental and social impacts of large enterprises occur through their supply chain and the

Small enterprises in those chains (Spence, Agyemang and Rinaldi, 2012).
2.4.1 Three Dimensions of sustainability among MSEs

Rethinking th e b usiness in te rms o fits triple bottom lin e i mpact a nd p erformance ( social,
environmental, and economic) is critical in establishing the foundation for sustainable business

(see Figure 4). This requires a s hift a way from t hinking of a business onlyinterms of its
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financial profit to shareholders. While financial profit is necessary for survival, the sustainable

business applies a broader view of the business, its responsibilities, and its performance.

Figure 4: Approaches to Sustainable Development
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2411  Economic Dimension
With t he a im of s upporting e conomic growth a nd pr osperity, t he e conomic di mension of
proactive CSR is the means by which firms attempt to preempt issues (e.g. customer satisfaction,
product quality and safety, and supply chain management) that might arise in their interactions
with customers, suppliers and stakeholders in the market place. The way a firm operates in the
market i s t aken a s an i ndicator of how ithas integrated a ction on e conomic r esponsibility
concerns i nto i ts ¢ ore bus iness activities and d ecision-making pr ocesses. T he a im of s uch
integration is seen as going beyond short-term profit maximizing issues to emphasize long-term
economic performance issues, and the effective exploitation of market opportunities, as well as
contribute to the improvement of the standard of living across the whole economy. Economic-
related p roactive C SR c reates v alue t hrough fostering t he development of ne w and di fferent
products that are desired by consumers, lowering the costs of inputs, and improving production
efficiencies. However, as this CSR dimension requires effective management of several types of
economic cap ital, firms need t o adopt a 1ong-term p erspective i n m anagement an d d ecision-

making, so that at any time they can guarantee “cash flow sufficient to ensure liquidity while
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producing a p ersistent a bove a verage r eturn t o t heir s hareholders™ (Torugsa, O ’Donohue and

Hecker, 2012).

2.4.1.2  Social Dimension
Having the workplace and the community as two points of focus in creating social cohesion and
equity, the social dimension of proactive CSR actively recognizes “the health, safety and general
well-being o f employees; mo tivate[s] th e workforce b y of fering t raining and de velopment
opportunities; and enable firms to actas good citizens in the local community”. Such s ocial-
related p roactive C SR al so i nvolves cr eating a formal s ocial d ialogue t o co nsider s ocial and
ethical questions that recognizes the interests of all stakeholders in decision-making; in so doing,
mutually acceptable outcomes can result for the firm and its stakeholders. Key social aspects are

(Torugsa, O’Donohue and Hecker, 2012):
A. Responsibility towards Customers

The idea o f treating c ustomers with respect and attention is not new to business: o ften being
responsible t o ¢ ustomers ha s a di rect pos itive e ffect on t he c ompany’s pr ofits. There ar e,
however, b roader s ocial r esponsibilities 1 ncluding pr oviding good v alue f or money. T hese
responsibilities m ay i nclude s uch 1ssues a s the safety and dur ability of products or s ervices;
standard or a fter s ales service; p rompt a nd courteous a ttention t o queries and ¢ omplaints;
adequate supply of products or services; fair standards of advertising and trading; and full and

unambiguous information to potential customers.
B. Responsibility towards Employees

Businesses are major contributors to the employment generation of the community. However,
social responsibility to employees extends beyond terms and conditions of the formal contract of
employment. Companies need to come up with wider expectations that today’s employees have
for the quality of their working life. Such expectations include taking care ofthe personnel’s
welfare and safety at work and upholding their skills and motivation for the work. Beyond these
expectations, a socially responsible company secures a just treatment and equal opportunities for

all its employees, regardless of gender, age, race, or religion.
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C. Responsibility towards the Community

Companies de pend on t he he alth, s tability, and pr osperity of the communities in w hich they
operate. Often majority of the company’s employees and customers come from the surroundings
area — especially so for small enterprises. The reputation of a company at it s location, its image
as an em ployer and producer, but al so as an actor in the local s cene, ¢ ertainly influences its
competitiveness. M any companies be come i nvolved i n ¢ ommunity causes, for ex ampleb y
providing additional vocational training places, recruiting socially excluded people, sponsoring
local s ports a nd c ultural e vents, a nd t hrough pa rtnerships with c ommunities or dona tions t o

charitable activities.

2.4.1.3  Environmental Dimension
The goal of environmental sustainability is envisaged as a 1 ong-term p erspective that aims to
ensure t hat e conomic activity can p rogress without da maging t he environment. S pecific
examples of relevant technical areas include kno wledge and und erstanding of the pollution of
soil, water and the atmosphere; sustainable development and use of renewable natural resources;
protection of biodiversity, including e ndangered s pecies and s ensitive e cosystems; s afe use of
dangerous substances; efficient production, delivery and use of energy; pollution prevention and
waste minimization; po llution ¢ ontrols ( liquid effluents a nd a ir e missions); a nd s olid a nd

chemical waste management (Spence, Agyemang and Rinaldi, 2012).

The environmental impact of a business’s operations is viewed both internally and externally.
The business that focuses exclusively on its environmental impact, rather than focusing on t he
triple bot tom | ine e mphasis of a s ustainable business,i st eferredt oa sa green bus iness
(www.saylor.org/books). In ternally, t he environmental i mpact of a bu siness of ten referst o
practices related to us e of natural resources, w aste, toxicity, and pol lution. F or m anufacturing
companies, t he en vironmental i mpact can b e 1 arge an d e fforts are generally m ade t o reduce
waste, toxicity, and pollution within the manufacturing process. R ecycling programs are o ften
part o fa s ustainable b usiness’s ef forts t o r educe w aste and t oxicity. S ustainable co mpanies
consider both the purchase of recycled items for office supplies, furniture, and other needs, as
well as recycling or d onating its own unwanted items. W hile mo st c ompanies or o ffices may
already recycle paper, aluminum cans, and plastic bottles, there is little that cannot be recycled

today
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Externally, t he s ustainable bus iness a Iso considers t he environmental impact of s uppliers in
terms of services and products as well as transportation of goods. A sustainable business will
seek out suppliers of services and products that are environmentally friendly. This result in the
purchase o f products that produce less waste, are less toxic, and generated the least amount of
pollution in m anufacturing a nd t ransportation. S ustainable bus inesses opt for | ocal s uppliers,
when possible, in order to reduce the environmental impact caused through the transportation of
goods. Sustainable businesses create environmentally preferred purchasing policy, as an integral
part of their operations to give preferential pur chasing to products and services that are most

environmentally friendly.

Sustainable b usiness co nsiders w ater ef ficiency an d en ergy e fficiency. W hen a s ustainable
business c onsiders w ater us age—often re ferred to as a water fo otprint—it is s eeking w ays to
become more efficient by reducing its use of fresh water or increasing its recycle rate for water.
When a sustainable business considers energy usage (often referred to as a carbon footprint or

energy audit), it is seeking ways to become more efficient and reduce its energy usage.

The environmental dimension focuses on maintaining healthy ecosystems. Small businesses have
to provide their products and services in a manner that minimizes any negative impact to the
ecosystem through effective environmental management programs. With the aim of minimizing
a firm’s e cological imp act along the entire product life ¢ ycle, e nvironmental-related p roactive
CSR is often characterized by adoption of internationally compliant environmental management
systems (or a total quality management approach) to ensure the environmental impacts from a
firm’s a ctivities a re mo nitored a nd m anaged s ystematically, th ereby helping b uild a firm’s
credibility with external stakeholders and ensure the embrace of the principle of environmental

integrity and protection amongst internal stakeholders (Torugsa, O’Donohue and Hecker, 2012).

Reconciling t hese v arious co ncepts an d o perationalizing them is a m ajor ch allenge, s ince al |
three pillars i.e the economic, social and environment must be given balanced consideration. The
interfaces between the three pillars are also important. The economic and social elements interact
to give rise to issues such as intra-generational e quity (income distribution) and targeted relief
for t he poor. T he e conomic-environmental i nterface h as yielded n ew i deas on v aluation and
internalization o f e nvironmental imp acts. F inally, th e s ocial-environmental 1 inkage has led to

renewed interest in areas like inter-generational equity (rights of future generations) and popular
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participation. H owever, t radeoffs w ill a Iways be ne cessary d epending on t he ¢c omplexity o f

issues being addressed, the circumstances and the current state of knowledge (ECA, 2005).
2.4.2 Drivers to sustainable practices of MSEs

The pur pose of every businessistoserveits customers t hrough a p rocess w hich c onverts
resources and distinct knowledge into a contribution of economic value in the market place by
adapting to the customer needs, wants and benefits, and providing solutions to problems. When
customers ev aluate a firm b ased o nt he s ustainable p ractices, s o t he b usinesses ar e t hen
challenged t o 1 ncorporate s ustainability ¢ oncepts i nto t he bus iness pe rformance i n o rdert o
increase market value. In this respect, there are some factors which contribute to the adoption of

sustainability practices within the business (Parisa, Jerry and Raveendranath, 2013).

Different s cholars i ntroduce v arious dr iving f actors o f's ustainability. These can b e broadly

categorized into “opportunities” and “risk avoidance” benefits: (Young, 2010)
Opportunities include:

Increased m arkets hare/new m arkets; Increased p rofits/financial p erformance; C ost

reductions/efficiency; Competitive advantage; Employee attraction; Reputation building
Risk avoidance benefits include:

Legislative compliance; Supply-chain pressures — e.g. maintaining access to existing

markets/customer retention; Employee retention; Reputation protection

Increasing profitability and cost saving through eco-efficiency: A recurring theme throughout
the literature is Small enterprises emphasis on financial and operational risks due, at least in part,
to the largest perceived risk being “the failure to survive”. The result is a focus on da y-to-day
activities, s hort-term p roblem s olving and “making e nds meet.” As such, a de monstrated
relationship financial performance and environmental/social considerations is very important for
small enterprises adoption of CSR initiatives, including environmental improvements. Achieving
greater p rofitability t hrough energy efficiency an d w aste r eduction measuresi s another

frequently cited benefit (Young, 2010).

Reputation Protection: firms with a reputation for environmental-related proactive C SR build

skill and knowledge resources by attracting and retaining highly qualified employees interested
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in preventive e nvironmental management. small enterprises successful adoption of sustainable
practices can be feasible if the establishment o f p ositive and stable relationships with e xternal
stakeholders ( e.g. publ ic i nstitutions, r esearch centers, i ndustrial uni ons a nd government
agencies) provides small enterprises access to the high level skills, resources and in formation
necessary for the introduction and management of complex environmental initiatives (Torugsa,

O’Donohue and Hecker, 2012).

New market creation/Innovation: smaller firms may be more flexible, and thus able to exploit
environmental niche opportunities.” Additionally smaller firms “founded and structured using a
lens of sustainability can focus on new innovations without the distractions of having to “fix”

existing operations.” (Young, 2010)

Leadership: Personal interest in an “inherent business responsibility” and the internal benefits of
morale and increased employee motivation seem to be of high importance as drivers. Respecting
the environment and giving s omething back to the local community is expected to result in a
good business image or reputation. Personal fulfillment for those involved is also a key driver —
and an added benefit. E nvironmental and s ocial responsible activities are o ften driven by the

personal values and frame of mind of the owner and the company’s senior management (UNEP,

2003).

Legislation: self-interest is as an in sufficient to ol for p romoting s ustainability w ithin s mall
firms. Government intervention is necessary for compelling businesses to engage in socially and
environmentally r esponsible a ctions. P ublic, private and ¢ ommunity environmental e ducation
plays an important role in generating support and ideas which lead to the creation of sustainable
business. T he a wareness 1 n t he ¢ ommunity of s ustainable | ifestyles ¢ an be de veloped b y

education and it c an increase t he de mand for e nvironmental pr oducts and s ervices (Torugsa,

O’Donohue and Hecker, 2012).

Employee attraction and retention: The range of employee benefits from environmental and
social r esponsible a ctivities range f rom i mproved m orale a nd company image, to greater

motivation, qualification and awareness, to better working conditions (e.g. when less hazardous

substances are handled).(UNEP, 2003).

Supply chain demands: Within in ternational supply chains, 1 arge ¢ orporate ¢ ustomers

increasingly ask small enterprises to comply with health, safety and environmental practices. To
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alesser degree, t hisisa lso be coming m ore e vident r egarding Small e nterprises’ s ocial o r
community ¢ ommitments. There iscl earlyar ole f or 1 arge o rganizations i n promoting a nd
influencing Small e nterprises (as opposed to enforcing), in combination w ith t rusted s ervice
providers and intermediaries. Shifting markets, the need to align production towards changing

consumer preferences, and internationalization of standards are another driver.

Suppliers are also drivers of activities in Small enterprises, as companies supply environmental
information on e xisting a nd ne w s ubstances or 1 ife-cycle as sessment datat o ¢ ustomers.
Providing 1 eadership and inspiring Small e nterprises to t ake action s eems b eneficial to | arge
companies through increased social and environmental responsibility, but also through enhanced
customer relationships. However, very often little preventive cooperation exists b etween large

companies and Small enterprises(UNEP, 2003).
2.4.3 Barriers to sustainable practices of MSEs

Given the 1 ow upt ake o f s ustainability m easures w ithin Small e nterprises, it is clear thatthe
benefits outlined above are insufficient for many Small enterprises to overcome the barriers and
challenges in imp lementing s ustainable practices C ommon barriers i dentified include (Young,

2010):

* Lack of internal expertise

* Lack of relevant (sector- and/or size-specific) informational resources and supporting services
* Time pressures and short planning horizons

* Ad-hoc or minimal systems, especially in relation to strategic decision making

* Low awareness of environmental impacts and risks

* Perception of higher costs and financial risk

Smallness helps enterprise leaders consider the value of the scarce resources more accurately and
use the Earth’s non-renewable resources as little as possible. However, Small enterprises have
limited time and r esources to d edicate to lo ng-term c oncerns such as s ustainability s trategies
because t hey are no rmally fully oc cupied and also t hey op erate very much on a daily b asis

(Torugsa, O’Donohue and Hecker, 2012).

The low prices of many raw materials on international markets, which result in margins being

too s mall to m ake r esource ef ficiency strategies, f or ex ample, financially feasible is a nother

27



barrier. Intensive pr ice ¢ ompetition a nd 1 imited ¢ onsumer/stakeholder pr essure on Small
enterprises are also barriers in this context. Support projects of larger suppliers are scarce, owing
to t he bur eaucracy and inertia t hat t end t o ch aracterize | arge co mpanies .In a ddition, m any
smaller companies that buy small amounts of raw materials are not in direct contact with the raw
material producers since intermediate dealers supply Small enterprises. These dealers could also

constitute potential information barriers in the product chain (UNEP, 2003).

In m any ¢ ases Small e nterprises’ customers, a nd of ten Small e nterprises themselves, ar e
unwilling to change the product system, which might be necessary in the case of some product
innovations in t he chain. S tated reasons f or t his r eluctance are t he h igh co st of pr oduction

changes and the low cost of most end-of-life management options (UNEP, 2003).

As Small e nterprises usually donot bui Id strategically s trong relationships w ith t heir
communities compared to larger firms, the managers of Small enterprises do not translate any
sustainability attitudes into management practices e ven if they have p ositive attitudes to wards
environmental is sues. Furthermore, th eys eemto f eel little r esponsibility to wards th e
environment and their ‘ ecological footprint’. M any managers of Small enterprises believe that
the g overnment s hould pl ay t he pr ominent r ole i n e nvironmental m anagement rather t han

focusing on their own actions (Parisa, Jerry and Raveendranath (2013).

Since the Small enterprises are c onditioned by their size and culture, and operate in di fferent
sectors, determining the obstacles of Small enterprises in adopting environmental management is
very hard. Some of these barriers that Small enterprises to addressing effectively environmental

issues are (Young, 2010):

e Supply chain routes that are long and energy intensive

e Lack of awareness of existing environmental regulations

e Low level of understanding of the principles of the environment
e Being compliance-driven and reactive to environmental issues

e Lack of potential to save money and remain competitive

The costs of ecological sustainability implementation in Small enterprises are high, especially in
the manufacturing and primary resource sectors. The Small enterprises find it difficult to produce

low environmental i mpact pr oducts. Also, due t ot he c ompetitive na ture of t he bus iness
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environment, the cost of environmental initiatives c ould not be passed ont o the customer by
Small enterprises because itis seen as a business cost. In other words, the firms have to make
operational c hange w hich leads to reduced c osts and progressive environmental pe rformance,
simultaneously. T he m otivating f actor ¢ ontinues to b e ach ieving cost e fficiency rather t han

environmental responsibility.
2.5  Sustainability Assessment Framework

The idea of a “sustainability framework™ was created in 1997-1998. The US-based Coalition for
Environmentally Responsible Economies (CERES), earlier formed to promote environmentally -
sound corporate behavior in the US, was in-charge of developing an internationally acceptable
framework f or e nvironmental r eporting know na s “ GRI”. The G RIbeganwitha viewto
enhancing the quality, rigor, usefulness and consistency of TBL reporting. At that time, the GRI
Steering C ommittee w as formed a s the g overning bod y, w hich ope rated for four c onsecutive
years. Subsequently, in 1999, the United Nations Environmental Programme (UNEP) joined GRI

as a partner, securing the organization a global platform (Sawhny, 2008).

GRUI’s first S ustainability Reporting G uideline framework was r eleased in 2000. In2001, the
CERES Board separated GRI as an independent institution, as per the GRI Steering Committee’s
recommendations. Subsequently, the second iteration of guidelines was issued in 2004, and the
most recent G3 Framework in 2007 . Internationally t he m ost pr ominent, comprehensive a nd

generally accepted guidance is that published by the GRI (Sawhny, 2008).

The framework proposed an attempt to contribute t owards s tandardization of the indicators of
sustainable development for industry. The standardized indicators would enable identification of
more s ustainable opt ions t hrough: (i) ¢ omparison of s imilar pr oducts m ade by d ifferent
companies; (i1) comparison of different processes producing the same product;(iii) benchmarking
of uni ts w ithin c orporations; (iv) rating o fa company against ot her companies in t he ( sub-
)sector; and (v) assessing progress towards sustainable development of a (sub)sector (Sartori and

Campos, 2014).

Guidelines, frameworks and toolkits have been developed with the purpose of achieving greater

standardization and consistency in TBL reporting. However given the unique circumstances and
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issues in di fferent i ndustry s ectors, a uni form “one size fits all” a pproach a cross all i ndustry

sectors is neither practical nor appropriate (Group of 100 incorporated, 2003).

While t he G uidelines providea valuable framework f or a ssisting companies w ith th e
development of TBL reporting, the GRI acknowledges that companies will choose an approach
that best suits their specific circumstances as well as an incremental ap proach in ap plying the

guidelines.

To meet the needs of beginners advanced reporters, and those somewhere in between, there are
three levels in the system. They are titled C, C+, B, , B+, and A, A+ The reporting criteria at
each l evel r eflect a m easure o ft he ex tent o f application or ¢ overage of the G RI R eporting
Framework. A “plus” (+)is available at each level if external as surance w as utilized for the
report. C being beginners report fully on a minimum of any 10Performance Indicators, including

at least one from each of: social, economic, and environment.

GRI focuses on ¢ conomic, social and environmental ¢ onsiderations. Table 3 (page 32) shows

GRI’s Sustainability Reporting Framework. The framework includes the following components:

Economic aspects primarily relatet ot he r evenues generated an d co sts i ncurred. Financial
assistance r eceived from g overnments, s pending on | ocally-based s uppliers, and development
and 1 mpact of i nfrastructure i nvestments and s ervices pr ovided pr imarily f or publ ic be nefit
through commercial, in-kind or pro bono engagement, are some key factors included under fiscal

considerations.

Social aspects have moved be yond the scope of society/ community considerations to include
Product R esponsibility, L abor Practices & W ork F actors, and Human R ights a spects. Product
Responsibility pertainst o lifec yclech angeso fp roducts/services;i ncidenceo f
noncompliance/voluntary ¢ odes ¢ oncerning he alth a nd s afety, m arketing ¢ ommunication, a nd
labeling details; number of substantiated complaints regarding breach of customer privacy/losses
of customer data, and practices related to measuring customer satisfaction through surveys/focus
groups. Labor Practices & Work Factors include total workforce by employment type; benefits
offered to full-time employees and commissions to contract / part time workers; rates of injury
and oc cupational di seases; t otal num ber of w ork-related fatalities; e ducation, tr aining a nd
counseling p rograms o n h ealth/welfare/safety o ffered t o employees; p ercentage o f employees

receiving career development reviews, and composition of governance bodies and breakdown of
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employees pe r category. H uman r ights considerations r elates t o t he n umber of s ignificant
investment a greements th at in clude human rights clauses; percentage of suppliers/ ¢ ontractors
who have undergone human rights screening; training on pol icies/procedures for employee and
security personnel’s; incidents of discrimination and law suits filed; and incidents of forced child

labor/compulsory labor.

Environmental aspects cover i nputs, out puts a nd i mpact on t he e nvironment. Inputs i nclude
materials (i.e. raw materials, associated process materials, s emi-manufactured goods, materials
for pa cking pur poses, a nd r ecycled i nput m aterial), e nergy (i.e. di rect a nd i ndirect energy
consumption), and water (i.e. total water withdrawn from sources, recycled and reused water).
Furthermore, location and size of land owned/leased, and areas of high biodiversity value also
require attention. All these components result in outputs of environmental significance like green

house gas emissions, effluents and wastes, which need to be reported and reduced.

This study is conducted taking indicators from 10 major aspects in the sustainability reporting
framework as required in the C level reporting. The major aspects from the economic dimension
are economic performance and market presence; environmental dimension are minerals, energy,
waterand e missions, e ffluents a nd w astes; a nd s ocial di mension a re e mployment, oc cupation

health and safety, training and education and diversity and equal opportunity (see Table 3).
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Table 3: Sustainability reporting framework

Indicator Type Category Aspect
Economic performance | Direct economic impacts Economic performance
indicators Market presence

Indirect economic impacts
Environmental Environmental impacts Materials
performance indicators Energy

Water

Biodiversity

Emissions, effluents and waste
Products and services
Compliance

Transport

overall

Social performance
indicators

Labour practices and decent
work

Employment

Labour / management relations
Occupational health and safety
Training and education
Diversity and equal opportunity

Human rights

Investment and procurement
Non-discrimination

Freedom of association and collective
bargaining

Child labour

Forced and compulsory labour
Security practices

Indigenous rights

Society

Community

Corruption

Public policy
Anti-competitive behavior
compliance

Product responsibility

Customer health and safety
Product and service labeling
Marketing communications
Customer privacy
compliance

Source: Global Reporting Initiative, Sustainability Reporting G3 Guidelines,

WWW. globalreporting.orgz

NOTE: For this research, the above GRI indicators will be used as a guide to develop data
collection instrument and for analysis

% The full guideline on G3 GRI’S sustainability reporting framework could be accessed in the link
https://www.globalreporting.org/resourcelibrary/G3.1-Sustainability-Reporting-Guidelines.pdf
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2.6 Micro and Small Enterprise in Ethiopia
2.6.1 Industrialization in Ethiopia

Ethiopia officially known as the Federal Democratic Republic of Ethiopia is a country located in
the Horn of A frica. It is bordered by Eritrea to the north and northeast, Djibouti and Somalia to
the east, Sudan and South Sudan to the west, and Kenya to the south. With a population of 79.4
million, E thiopia is th e second m ost popul ous ¢ ountry in Sub-Saharan A frica, with 83% o f
people living in rural areas. Ethiopia’s e conomy is hi ghly de pendent o n r ain-fed a griculture
which constitutes 46% of GDP. Dependence on rainfall makes the country vulnerable to climate

related shocks, which in turn threatens food security (UN, 2011; Altenburg, 2010).

Ethiopia’s G rowth and T ransformation Plans eekst ot ransformt he e conomy from a
predominantly agrariant oa m oderna nd industrialized e conomy. The cu rrentp lan
(GTP2010/11-2014/15) provides the medium-term strategic framework that guides the country’s
efforts towards accelerating GDP growth and employment creation. The GTP seeks to transform
Ethiopia t 0 an industrialized e conomy and i ncrease t he pe r ¢ apita income o fits ¢ itizens to
middle-income levels by2025. Integral to the achievement of a vibrant and competitive industrial
sector is a deliberate policy focused on the development of the manufacturing sector, for instance
through the use of Industrial Parks (IP) to attract Foreign Direct Investment (FDI). To bundle
efforts a nd f acilitate th is tr ansformation th ¢ Government put s s pecial f ocus on f ive s ectors
thought to maximize the country’s endowment and comparative advantage in the manufacturing
sector: textiles and garments; leather and leather products; sugar and related products; cement;

and the metal and engineering industries (World Bank Group, 2015).

But the GTP has not been able to foster and accelerate structural transformation of the economy
and the share of the manufacturing sector in GDP remained stable at a rather low level. In fact,
Ethiopia’s past high growth decade has been fueled by large services and agricultural sectors.
Economic growth averaged 10.9 pe rcent per year from 2003/04to 2013/2014 compared to the
regional SSA average of 5.4 percent (Figure 2.1.1). The two sectors of services and agriculture
are the backbone of the economy, together accounting for almost 90 pe rcent of GDP between
2003/04 and 2013/14.At the same time the manufacturing share in GDP is rather stable at or just

above 4.1 percent of GDP. The manufacturing sector has grown at an average of10.9 percent in
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last decade—about the same rate of expansion as real GDP—thereby falling short of the targeted
22 percentint he G TP. In2013/ 14t het hree s ector s hares i n G DP w ere: 40.2 p ercent
(agriculture), 45.5 percent ( services), a nd 14. 3 pe rcent ( industry).The | ow s hare of t he
manufacturing sector, a crucial sector in transforming an economy, is a concern for the Ethiopian

Government (The African Development Bank Group, 2010; World Bank Group, 2015).
2.6.2 Brief overview of Manufacturing sector policies in Ethiopia

In Ethiopia, industry in the modern sense of the term emerged as an economic entity only at the
turn of the 20th century. The establishment of a strong central government, expansion of cities
associated with the installation of railways and the strengthening of foreign relations increased
the de mand f ori mported m anufacturing ¢ ommodities. T his, 1 n turn, e ncouragedt he
establishment of import-substituting factories domestically and as a result modern manufacturing
enterprises be gan to e merge in the 1920s .After a brief disruption in the S econd W orld W ar
period, the m anufacturing s ector s tarted to get momentum in the 1950s. D uring this period a
number of ne w industries w hich s ignificantly ¢ ontributed t o t he de velopment of t he na tional
economy were established. The 1950s are also marked by the start of a comprehensive plan to
stimulate and guide the country’s industrial and economic development in general (Gebreeyesus,

2013).

Ethiopia has seen three regimes over the last eight decades. Keeping with the political ideologies
governing t he economic pr inciples of t he t ime, t hese s uccessive r egimes a dopted di fferent
policies for the development of industry in the country. The industrial policies have distinctive
features when looking at the guiding vision (policy), ownership structure, and market orientation.
Broadly, they can be characterized as the import substitution and private sector-led (from early
1950s to 1974, t he Imperial regime); the import substitution and state-led (from 1974 to 1991,
the Dergue regime), and the export-orientated and private sector-led (since 1991, the Ethiopian
People’s R evolutionary D emocratic Front, ( EPRDF)-led government). In w hat f ollows, t he
salient features of the industrial policies of these three periods will briefly be reviewed. Table 4

summarizes these episodes (Gebreeyesus, 2013).
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Table 4: The Ethiopian industrial policy and development phases

Imperial period The Dergue regime The EPRDF regime
(pre-1974) (1975-91) (post-1992)
Guiding Market-oriented Command economy | Market-oriented
policy/vision
Public/private Private-led State-led Private-led but also
role strong state role
Ownership Dominance of foreign- Dominance of public- | Dominance of domestic
structure owned enterprises owned enterprise private-owned
enterprises
Target industries | Import-substituting and Import-substituting Export-oriented &
labour-intensive and labour-intensive | labour-intensive
industries (e.g. textile, industries but also industries (e.g. Textile,
food, cement) basic industries leather, agro-processing,
cement)
Envisaged key Foreign investment Public sector Domestic private sector
player investment
Policy Protection of domestic Protection of Direct support for
instruments market through high domestic market selected export sectors
tariff and banning of through high tariff through capacity
certain imports and quantitative building and other
Provision of economic restrictions means
incentives (tax holidays, | Financing, Provision of economic
remission of indirect tax | subsidizing, and incentives (tax holidays,
on capital goods etc.) & | ensuring monopoly remission of indirect tax
preferential credit power for the state- on capital goods etc.) &
scheme owned enterprises preferential credit
scheme
Government role | Infrastructure & human | Mainly government Infrastructure & human
resource development ownership resource development,
and ownership of ownership of selective
selective industries industries, and capacity
building of the private
sector

Source: Gebreeyesus (2013)

2.6.3 The MSE Sector in Ethiopia

MSE:s play a significant role in terms of their employment generation capacity, quick production
response and their adaptation to weak infrastructure and use of local resources, and as a means of
developing indigenous entrepreneurial and managerial skills for sustained industrialization. The
Ethiopian government is now faced with two key policy problems, namely the creation of jobs or

employment o pportunities to a lleviate the w idespread poverty andt hec reationo fa n
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internationally competitive in dustrial structure. These two problems are closely linked, as job
creation i s o ften n ecessary t o replace j obs | ost due t o s tructural ch ange a nd i nternational
competition (Demeke, Guta and Ferede, 2006). The vision of the MSE sector is to see “created
competitive a nd ¢ onvenient ba se f ori ndustry development”. M ajor obj ectives of M SE

development are: (FDRE, 2011)

e Through creating j ob o pportunity, br inging e qual de velopment, i mproving i ncome of the
society and poverty reduction

e Enabling the sector competent, facilitate economic growth and lays foundation for industry
development.

e Expanding the sector’s development in urban by creating developmental investors.

Ethiopia ha s I aunched various bol d i nitiatives and de velopment pol icies a nd pl ans t o s pur
economic growth. Three major development plans have been executed so far, the last one being
the ongoing Growth and Transformation Plan (GTP). The common and overarching objective of
these de velopment plans has been to ensure broad based economic growth. This is so because
broad ba sed e conomic growth i st he m ain r oute t o pove rty r eduction t hrough e mployment
generation. T he r ole of M icro a nd Small E nterprises ( MSEs) i1 s i ndispensable i n pove rty
reduction t hrough e mployment generation. C ognizant of t his, a na tional M SEs D evelopment
Strategy was formulated in 1997. Ethiopia’s MSE Policy envisages not only reducing poverty in
urban a reas but a Iso nurturing e ntrepreneurship a nd 1 aying t he f oundation f or i ndustrial
development. The strategy was revised in 2010/ 11 with renewed interests and more ambitious
targets on employment and number of entrepreneurs and transition to medium size level (Assefa,

Zerfu and Tekle, 2014).

Ethiopia has the basic structures in place for supporting MSEs. Several government agencies are
involved in MSE development. MoTI is the key ministry for enterprise development. Following
the 1997 M SEs D evelopment S trategy, the F ederal Micro and S mall E nterprises D evelopment
Agency (FEMSEDA) was established by the council of ministers regulation number 33/1998 to
lead and stir Ethiopia’s MSE development. The agency has been established as an autonomous
government 1 nstitution unde r t he supervision of t he M inistry o f U rban D evelopment a nd
Construction. T he p rimary goal o fth e a gency is to imp lement me ticulously th e s trategies

mentioned a bove. T o implement the M SE policies and s trategies, R egional M icro and S mall
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Enterprise D evelopment A gencies ( ReMSEDASs) h ave b een es tablished. Also, M SE pol icy
implementation involves a lot of other government agencies including TVETs, MFIs, Ministry of
Urban Development, Housing and Construction (MoUDHC) and other institutions. In addition to
creating a conductive b usiness e nvironment f or M SE gr owth, E thiopia e xtends di rect pol icy
support t o M SE ope rators. T he di rect pol icy s upport i ncludes a ccess to m arkets, a ccess t o
finance, a ccess t o 1 ndustrial e xtension, a ccess t o t raining a nd t echnological s upport (Assefa,

Zerfu and Tekle,, 2014; Solomon, 2010,).
2.6.4 Definition of MSE in Ethiopia

In Ethiopia two different definitions of MSE were being used till 2011 GC (FDRE, 2011). These

arc:

e The 1998 definition of MSE development strategy, and
e Definition given by CSA

The 1998 definition categorized an enterprise as micro if its paid up capital is less than or equal
to 20,000 ETB. Similarly, an enterprise is considered small when its paid up capital is less than
or equal to 500,000 ETB. The limitation of this definition is that it does not provide information
on job creation, size and asset base. This is because employment and asset ownership are not part
of't he de finition. S econdly, t he de finition doe s not di fferentiate be tween m anufacturing
(industry) and services. Thus, based on the above mentioned reasons the existing definitions of

the sector should be reviewed on international experience and current process of the sector basis.

The C SA c onducts s urvey on s mall s cale 1 ndustries. It ha s ¢ onducted s urveys for the years
2001/2, 2005/6 and 2007/8. However, CSA adopts its own definition which is not well aligned
with the MSE policy and the new definition. Hence, the data it collects is less useful in terms of
analyzing the M SE policy. CSA’s definition is based on t he size of employment and extent of
automation (Assefa, Zerfu and Tekle, 2014). Hence, according to CSA,

e Large and medium s cale m anufacturing en terprises have b een classified as es tablishments
with more than ten employees using automated machinery.
e Small and m edium e nterprises are e stablishments t hat e ngage 1 ess t han 10 pe rsons us ing

power driven machinery.
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e Cottage/handicrafts are household t ype enterprises | ocated i n hous eholds or w orkshops
normally using own or family labour and mostly manual rather than automated/mechanical

machinery

The limitations of the CSA definition are, it ig nores the size of capital and the sectors outside

manufacturing.

The 2011 improved definition of MSE in Ethiopia: Based on the gathered ex perience, by
identifying the gaps of the existing de finition of M SE, 1gnoring the size of employee and by
taking total asset as criteria and by dividing it in to industry and service sector; and considering
the coming 5 years inflation and fluctuation/irregularity of currency the improved de finition is

presented as follows.

For micro enterprises:

e Under industry sector (manufacturing, construction and mining): An enterprise operates with
5 pe ople i ncluding t he ow ner and/or t heir t otal asset is not e xceeding Birr 100,000 ( one
hundred thousand).

e Under service sector (retailer, transport, hotel and Tourism, ICT and maintenance service): It
operates with 5 persons including the owner of the enterprise and/or the value of total asset is

not exceeding Birr 50,000(fifty thousand).
For Small enterprises:

e Industrial s ectors (manufacturing, construction and mining): It operates with 6-30 pe rsons
and/or with a paid up capital of total asset Birr 100,000( one hund red t housand) a nd not
exceeding Birr 1.5 million.

e Service s ector (retailer, t ransport, hot el a nd Tourism, ICT a nd m aintenance s ervice): It
operates with 6-30 persons or/and total asset, or a paid up capital is with Birr 50,001 and not

exceeding Birr 500,000.

When ambiguity is e ncountered be tween m anpower and total assets as e xplained above, total

asset is taken as primary yardstick (see Table 5).
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Table 5: The 2011 definition of MSE in Ethiopia

Level of the enterprise Sector Human Total asset
power
Industry <5 <100000($6000 or E4500)

Micro enterprise

Service <5 <50,000($3000 or E2200)

Industry 6-30 <birr 1.5 million ($9000 or E70000)
Small enterprise

Service 6-30 <birr 500,000($30000 or E 23000)

Source: FDRE (2011)

2.6.5 Challenges of MSEs in Ethiopia

Despite the strong contribution of MSE in the Ethiopian economy, MSEs have been performing
below capacity and their growth has been severely constrained by a number of factors (FDRE

2011 and Assefa, Zerfu and Tekle, 2014):

1. Challenges related to finance supply: supply of credit is much smaller than demand. MFIs
have only met about 50% of the de mand for finance. Given that the prices of goods and
services have been increasing, the real value of the loan is so small and does not provide
MSEs much leverage. Ineffective and inefficient service in delivering and collecting loan due
to capacity limitation o f microfinance institutions in delivering and collecting credit /lo an,
Failure in creating awareness that help to identify competent clients before supplying credit
and capacity limitation to provide training, produce business plan, and facilitate production
and s ales s ites, V iolating p rinciples a nd s ystems o f's aving a nd c redit th at le t a ctors f or
dependency, Failure in working for sustainable and quality capacity building

2. Production and sales cluster development: Access to working and sales premises are also
the other c hallenges to MSEs operating in the country. Constructing p roduction and s ales
cluster de velopment w ithout m aster pl an, a bsence of pl an m ap, uni formity in de sign,
unfulfilled infrastructure, and mismatch in size between enterprises and buildings.

Even t hough t he government pa ys due a ttention ont he construction a nd e xpansion of
working shades, the implementation has its own drawback. The working premises that are
constructed to the manufacturing M SEs are located far from large and medium enterprises’
industry z ones. T his ha s ¢ reated pr oblem t o 1 ntegrate or ne twork M SEs w ith | arge a nd

medium m anufacturing e nterprises. M oreover, t he s ize a nd qua lity of t he constructed
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working p remises are n ot s uitable f or pr oduction a nd t echnological a dvancement. M any
MSEs m eeting t he g raduation cr iteria d o n ot g raduate f or t he m ere f act t hat o nce t hey
graduated, they will be forced to leave their current working space leaving the MSEs with no
option but to remain small all the time. Many M SEs use their workshops as sales outlets as
well. However, some M SEs are involved in businesses that require them to go out to the
market and sale their produces. Many MSEs sale to retailers and wholesalers reducing their
profit margins which they could have garnered if they were to sell their produces

Market linkages: MSEs have failed to serve their debts timely; their products could not be
sold or are sold at loss. Rent seeking behaviors observed on both the MSEs and the bureau
officials ha ve e xacerbated t he m arket l inkage p roblems. M ost of the government i nduced
linkages w hich target holidays and festivities c reate only te mporary jo bs. Furthermore the
lack of detailed support packages and their poor implementation coupled with poor access to
market information are hampering the development of MSEs. Most market supply provisions
are government d ependent t hat doe s not able M SE to be ¢ ompetent i ndependently. Most
MSE are not competent in production and service they supply

Technological development and growth: F ailure of T VET t o de velop s ensitizing on

technology transfer and capacity/gap problem with experts in developing and disseminating
technology, absence of readiness to accept and use new technology and readiness for change
beside MSE.

Licensing and registration challenges: Some of the reasons attributed to the informality are
high transaction costs during licensing, contraband, illegal under invoicing of imports. The
bureau ha s no s upport s cheme f or i nformal firms till r ecently where informal fi rms a re
organized a nd be ing pr ovided w ith w orking s pace and s tringent government c ontrol of
informal firms have forced some to go formal.

Human Resource Development: Lack of self reliance sprit and innovative culture for job
creation with actors, absence of attitude towards job creation/innovation and initiation with
TVET teachers, Lack of integrated work b etween M SE de velopment a gencies and T VET
agencies, failure in providing trainings on the basis of need/interest and result oriented, and,

weaknesses of TVET in observation efficiently
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2.6.6 Environmental Sustainability and policy framework in Ethiopia

The m osti mportant e nvironmental pr oblems i n E thiopia include climate ch ange, 1 and
degradation, ov ergrazing and de forestation, i ndoor a ir pol lution a nd w ater pol lution. O ther,
important environmental problems include loss of biodiversity and ecosystem services, spread of
invasive alien species, urban outdoor air pollution (mainly in Addis Ababa), and toxic household
wastes. O ver t he 1 ast t wo de cades, t he E thiopian g overnment ha s put in pl ace a num ber of
policies, strategies and laws that are designed to support sustainable development. The country
has developed and implemented a wide range of legal, policy and institutional frameworks on

environment, water, forests, climate change, and biodiversity (Cesar and Ekbom, 2013).

Ethiopia is one of the most environmentally de graded regions in the world and struggles with
deforestation, soil erosion, loss of biodiversity, and declines in soil fertility and water quality.
The Ethiopian government recognizes the vital link between environmental degradation and the
livelihoods of its citizens. The 1997 Environmental Policy of Ethiopia stated “natural resources
are the f oundation of the e conomy”. With a n e conomically b eneficial s olution to th ese
environmental problems, collaborative management among s takeholders is possible. Given the
state of t he e nvironment a nd E thiopia’s e conomic g oals, s mall, f or-profit, e nvironmental

business may be an effective model for advancing environmental causes (Lee, 2012).

An Environmental Impact Assessment (EIA) is a tool used for an environmental assessment of
individual projects (e.g. dam, mining facility etc.) to ensure that the environmental implications
are taken into account before decisions are made. In Ethiopia, the EIA Proclamation of 2002 and
the procedural guidelines developed by EPA sets the framework for EIA processes. Sufficient
EIA c apacity in t he government a nd a mong external E IA e xperts ( mostly c onsultants) i s a

constraint. In addition i mplementation and follow-up o f EIAs is still weak. To meet the le gal
requirement of EIA capacity both in terms of institutional capacity, human skills, and financial
measurements needs to be strengthened. Moreover, there is a lack of awareness and widespread
misconceptions about EIA in Ethiopia; some even consider EIA as an obstacle to development
activities. M oreover, pu blic pa rticipation i s i ncluded in th e E IA p roclamation b ut in r eality
public pa rticipation i n E IA pr ocesses i s w eak m ainly du et ol ack of clear guidelines an d
awareness people seldom receive enough information regarding the process (Cesar and Ekbom,

2013).
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With regard to Goal 7 of the MDGs, e nvironmental s ustainability has become a p articularly
critical issue for Ethiopia, especially since the majority of the poor depend directly on the natural
environment for their livelihoods. T here exist three ke y elements under Goal 7 t hat are more
relevant to the case of Ethiopia: (i) access to safe drinking water; (ii) reversing soil and forest

degradation; and (iii) improving the conditions of urban slum-dwellers (MOFED, 2010).

The focus of the government, during the PASDEP period and beyond has been in regard to urban
development, is on s upport t o s mall and m edium s cale enterprises, the e xpansion of m icro-
financial institutions and ¢ ommunity based urban works programs. M oreover, to i mprove the
urban | iving environment a nd urban pov erty, t he g overnment h as i ntroduced a num ber of
interventions that include reducing urban unemployment, providing support for small and micro
enterprises through various programs such as micro-finance institutions and micro-enterprises,
pursuing i mproved ur ban | and m anagement, t he i mplementation of s olid w aste di sposal a nd
water-borne s ewage disposal s ystems, a s w ell a s improving r ural-urban I inkages ( MOFED,

2010).

Ethiopia’s high ambitions and efforts to promote sustainable development are also manifested by
the establishment o fth e n ational s trategy C limate R esilient G reen E conomy ( CRGE). T he
strategy constitutes a p articularly p romising a nd imp ortant in itiative to p romote r esource
efficient, lo w-polluting a Iternatives t o bus iness-as-usual € conomic growth, w hich entails
significant environmental risks such as continued reliance on, a nd use of, polluting sources of
energy, erosive agriculture, non-sustainable forestry, and depletion of natural capital in sectors
like m ining a nd ¢ onstruction. H owever, E thiopia faces many challengesintermsoflack of
human and financial ¢ apacity, green technology know-how and p roliferation. E nvironmental
governance needs to be improved at all levels. Weak capacity in environmental m anagement,
and insufficient law enforcement and monitoring are key challenges that need to be addressed in
order to meet M DG targets (in particular M DG 7 on e nvironmental s ustainability) and move

towards a greener economy (Cesar and Ekbom, 2013).
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2.6.7 Overview of the Study Area

Addis Ababa is the largest as well as the dominant political, e conomic, cultural and historical
city of the country established in 1887 by emperor Menilik II. It has the status of both a city and
a state. It is the capital of federal government and a chartered city. The total population of Addis
Ababa was estimated to 3,048,631 of whom 1,595,968 were females and the rest 1,452,663 were
males. This is 3.71 pe rcent of Ethiopian population of 84.3 million and 22.42 percent of urban
population (14 million).For administrative purpose currently the entire city is divided in to 10
sub-city (see Figure 5). In those 10 sub cities a total of 99 woredas are currently found. The 10
sub cities found in city are A kaki K aliti, N efas Silik, Lafto, Kolfe K eraniyo, Gullele, Lideta,
Kirkos, Arada, Addis Ketma , Yeka and Bole (BoFED, 2013).

With regard to population density of the sub-cities, it v aries from sub-cities to sub-cities. The
densest popul ation of Addis A baba Cityinthe year 2004 E .C w as A ddis K etema s ub-City
(31,646.21 people/km sq.) followed by Lideta and Arada5,645.61 people per km sq. which is one
of t he de nsest popul ated areas in t he c ountry. For administrative pur pose t he sub cities ar e

divided in to Woreda’s and providing basic public services at local level

Figure 5: Administrative map of Addis Ababa

Source: BoFED (2013)
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Addis A baba i st he hi ghest c ity interms of size, microenterprise concentration, a nd ur ban
population in Ethiopia. The unemployment rate is expected 31.46%. Addis Ketema and Gullele
sub-city with d ense p opulation ar e f aced w ith s ocio-economic pr oblems a s une mployment,
housing pr oblem, inadequate m arket i nfrastructure, problem o fw aste disposal, shortage of
recreational center for the youth and the inhabitants migrate to find job. Most of the populations
of the sub cities fall in me dium and lo wer living s tandards, and are engaged inlow s tandard
informal activities (Kidane et al, 2015, Gullele sub city Strategic plan, 2008, A ddis Ketema sub
city Strategic plan, 2008).

One of the urban poverty eradication strategy of the government of Ethiopia in urban areas is
creating j ob oppor tunity by or ganizing une mployed youth and other un employed m embers of
society in M SEs. In A ddis A baba, Micro a nd S mall E nterprise P rogram s tarted since y ear
1996.The c urrent s ocio e conomic i nfrastructure facility doe s not ¢ omply with t he i ncreasing
number of une mployed pe ople, t herefore, t akingt he f acti nto considerationt he city
administration ha s given due e mphasis f or t he de velopment of t hese sectors b y p roviding
training, improved technologies as well as giving them priority to get access to credit facilities

and market (Kidane et al, 2015, BoFED, 2013).
2.7 Summary

This session provides the summary of the chapter based on the results from the review on MSEs

and Sustainable development.

MSE:s could be defined taking into consideration quantitative, qualitative and both quantitative
and qualitative aspects. The most commonly used quantitative criteria are number of employees,
turnover, total balance sheet or a combination of the last two while qualitative criteria embodies
issues of leadership and inter dependence. This study is based on the 2011 definition for MSE in
Ethiopia by the FeDRE which is based on number of employees and total asset.

Sustainable d evelopment is a d evelopment t hat s atisfies t he n eeds o f't he p resent generation
without ¢ ompromising t he s atisfaction of ne eds f or f uture ge nerations. S D e ncompasses
economic, social and environmental or ecological considerations. These three objectives of SD
are also know na st heT riple Bottom Line. The T BL consists of economic pr ogress o r

development, social justice or equity and environmental preservation or protection. SD connects
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the dots between the key issues of our time i.e. poverty reduction; job generation; inequality;

climate change; environmental stress; water, energy and food security.

MSEs play a 1eadingrole in S D. T hey are i mportant to a lmost all e conomies in the World
especially to those in de veloping c ountries since these enterprises are an e ffective antipoverty
programme and one of the building blocks of innovation and sustainable growth. SD is highly
demanding on m anufacturing firms, i ncluding MSEs, as they account for a large part of the
world’s c onsumption of resources and generation of w aste). T he M SE s ector in E thiopiais
exposed to number of challenges related to financial supply, production de velopment, m arket
linkages, licensing of enterprises, technological development and human resource development.
Services an d a griculture s ectorar et heb ackbone o ft he Ethiopian economya ndt he
manufacturing share in GDP is rather very low. The low share o f the manufacturing sector, a

crucial sector in transforming an economy, is a concern for the Ethiopian Government.

GRIis a s ustainability a ssessment f ramework that pr ovides a n i nternationally a cceptable
framework for reporting on economic, social and environmental considerations. There are three
levels on the system to fit unique circumstances and issues in different industry sectors titled as
C, B and A. In this study the indicators as per the beginner report level C are used. Thus major
aspects co nsidered from t he e conomic di mension a re e conomic pe rformance a nd m arket
presence; e nvironmental di mension a re m inerals, e nergy, w ater and emissions, e ffluents a nd
wastes; a nd s ocial di mension a re e mployment, oc cupation he alth a nd s afety, t raining and
education a nd di versity a nd e qual oppor tunity are eco nomic p erformance, market p resence,

material, energy, water, emissions, effluents and wastes.

There are factors which contribute to the adoption of sustainability practices with the business.
This includes increased profitability through e co-efficiency, reputation p rotection, ne w market
creation, | eadership, 1 egislation, e mployee a ttraction a mong ot hers. G iven t he 1 ow u ptake of
sustainability measures within MSEs, it is clear that the benefits outlined above are insufficient
for many M SEs to overcome the barriers in i mplementing s ustainable b usiness practices. T he
barriers include lack of internal ex pertise, lack of support, time pressure, perception of higher
costs and low awareness of environmental impacts and risks. The extent to which these factors

affect MSEs in the study area is assessed in this research.
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Chapter 3: Methodology

The d etailed d escription o f th e a ctivities imp lemented to a chieve th e e nds s pecified in the
objectives is examined. The research design, study population, sampling procedures, case study

selection, data collection techniques and data analysis will be discussed.
3.1 Research Design

Among di fferent r esearch de sign, bot h qua litative a nd qua ntitative e xploratory and analytical
research design is used for the purpose of this study which enable the researcher to interpret the

finding adequately and accurately.

Exploratory research is used because of the lack of available empirical and statistical information
about the challenges of MSEs to contribute to SD in Ethiopia. Creswell (2003) points out that
exploratory research is conducted when there is a lack of sufficient information about the topic,
and goes on to state that such exploratory studies may show if the topic is worthwhile or feasible
or used to familiarize the researcher with the context and guide the selection of data elicitation
method to be used. He states that the application of the exploratory method is conducted in two
phases. The first is a qualitative stage followed by a quantitative phase. The aim of the first phase
is to explore the phenomenon under study, develop and test the data collecting instrument, and

use the result to develop the quantitative phase. This is a mixed method research approach.

Analytical research is used to assess characteristics of M SEs and their impacts to SD. Kothari
(2004) indicated that analytical research aims at critical evaluation of the given phenomenon in
fact, figures and narrative information i.e it looks beyond the facts and figures already collected
and assumes that behind the accumulated data there is something more important and revealing

than the facts and figures.

The study assesses manufacturing MSEs in Gulele and Addis Ketema sub-city of Addis Ababa to
study the challenges they face in contributing to SD. Both qualitative and quantitative analysis is

performed on the basis of the information gathered from primary and secondary source of data. .
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3.2 Study Population

The popul ation of the research is the 14,033 M SEs found in A ddis Ababa and the enterprises
provide job opportunities for 54,655 people as per the data gathered from the Addis Ababa Micro
and S mall E nterprise D evelopment A gency (AAMSEDA). T he M SEs are locatedinthe 10
administrative s ub-cities of A ddis A baba. T he MSEs ope rate i n t he m anufacturing, s ervice,

construction, urban agriculture and trade sectors.
3.3Sampling

Due to time and financial constraints the whole population couldn’t be considered in the study.
The city is classified in to 10 administrative sub-cities. The case study covers an assessment of
manufacturing M SEs i n G ulele a nd A ddis K etema s ub-cities. T he ma nufacturing s ector is

selected as manufacturing firms highly influence sustainable development as they account for a
large part of the world’s consumption of resources and generation of waste (IEA 2007). The two
sub-cities are selected due to larger number of employees in the manufacturing M SE sector as
compared to other sub-cities and the role of MSEs in job creation is one advantage often used to
advocate t he p romotion of the M SEs s ector as a means to achieve s ustainable de velopment

(International Labour Office, 2007).

According to A AMSEDA dataupdatedto year 2014, there are 702 r egistered m anufacturing
MSE a nd e mploys 598 6 pe ople ( 64% m ale a nd 36% f emale). T he manufacturing M SEs
subsector engagement accounts: 34% in textile and garment, 16% in leather and leather products,
26% in food processing and beverage, 9% in metal works and engineering, 11% in wood works,
4% in w ood a nd m etal c ombined a nd 1% in agro pr ocessing. W ood a nd m etal c ombined
subsector a nd a gro pr ocessing s ubsector pe rcentage s hare a re i nsignificant a nd t hus isno't
considered in t his s tudy. T his s tudy c onsider t he 5 s ectors t hat accounts for 667 ( 95%) o f
manufacturing MSEs and employs 5882 people (64% male and 36% female).

As with most other research, a confidence level of 95% is assumed. For 95% confidence level
(i.e. significance level of a = 0.05), z = 1.96. Based on the need to find a balance between the
level o f p recision, r esources av ailable an d us efulness of t he findings, m argin of e rror t o be

tolerated (C) of £10% is also assumed for this research. When determining the sample size for a
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given level of accuracy, the worst case percentage picking a choice (p) should be assumed. This

is given as 50% or 0.5 (C.R.Kothari 2004 and Creative Research System 2012).

SS = 7 * p(1-p) / ¢® where SS is sample size, Z is standardize variable, P is percentage picking

a choice expressed as a decimal, C is margin of error to be tolerated expressed as a decimal.
Thus SS = 1.96 * 0.5(1-0.5)/0.1% and SS = 96.04

Thus the required minimum sample size is 96 manufacturing MSEs and 96 employees. However,

the figure requires a further correction for finite populations:

The formula is: new SS = SS/(1+(SS — 1/pop)) where pop is population
Thus new SS for MSEs are 96.04 /(1 + (96.04 — 1)/667)) = 84.06

And, new SS for employees are 96.04 /(1 + (96.04 — 1)/5882)) = 94.51

Thus, t he allowable s ample s ize is 84 micro a nd s mall manufacturing e nterprises a nd 95
employees for a desired level of confidence and precision. The sample size of 120 is used for the
enterprises and employee to collect data from the two sub-cities to compensate for no r esponse
rate. The enterprises and the employees are then proportionally stratified according to sub sectors
and Woreda in the sub-cities. A random stratified sampling technique was applied in selection of

the enterprises and employees in the Woredas of the two sub-cities.

The 120 sample sizes of both MSEs and for the employees were allocated equally i.e 60 in each
case among the two sub-cities. Then proportionally to the sub-sector and number of employees
the sample was taken. Of the 120 sample attempts from both respondent category, questionnaire
is s uccessfully collected from 106 entrepreneurs and 108 employees i ndicating in significant
unresponsive rate of only 9%. T his will not affect the study as the researcher di stributed t he
questionnaire for more respondents than the calculated sample size and the response number is
still above the cal culated sample. Please refer to Table 6° for the proportional distribution of

sample plan by sub-sector and respective employees.

* The number of manufacturing MSE subsector in the two sub-cities is obtained from AAMSEDA database updated
to year 2014G.C.
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Table 6: Sample distribution proportional to sub-sectors and employees number

Manufacturing MSE  Sub | Total | Sample Employees Sample
sectors no. size Male Female | Total | Size
Gulele sub-city
Textile and garment 168 32 2122 341 2463 44
Leather and leather products. 21 4 70 35 105 2
Food processing and beverage 63 12 99 302 401 7
Metal works and engineering 22 4 68 31 99 2
Wood w orks i ncluding f urniture
and ornaments service 40 8 238 73 311 6

Sub total | 314 60 2597 782 3379 [ 60

Addis Ketema sub-city

Textile and garment 69 12 522 309 831 20

Leather and leather products. 88 15 245 47 292 7

Food processing and beverage 118 20 76 914 990 24

Metal works and engineering 38 6 162 17 179 4

Wood w orks i1 ncluding f urniture

and ornaments service 40 7 177 34 211 5
Sub total | 353 60 1182 1321 2503 | 60

TOTAL | 667 120 3779 2103 5882 | 120

The two sub-cities, Gulele and A ddis K etema each have 1 0 ad ministrative Woredas. T hus 12
samples from each Woreda in the sub-cities proportionally disaggregated by the sub-sectors for
both MSEs and em ployees were taken randomly. It was planned to use the data list o btained
from A AMSEDA in selecting the s ample r andomly from each W oreda. However, it w as not
practical as the M SEs are found s cattered and it is difficult to obtain their lo cations with the
limited time, human resource and financial constraints. The researcher has tried to include equal
number of male and female respondents for the employee to obtain gender disaggregated data

from the randomly selected enterprises.

49



3.4 Data Collection Techniques

In order to achieve the objectives of the study, both primary and secondary data was used. The
secondary d ata is obtained from such s ources as published and unpubl ished doc uments to be
collected f rom p ertinent in stitutions a s A AMSEDA, F ederal M icro and S mall E nterprise
Development A gency (FEMSEDA), C entral S tatistics A gency, d ifferent r esearch p apers an d

internet.

The p rimary d ata was collected us ing qu estionnaire, i n de pth i nterviews a nd obs ervation
methods. Combining both quantitative and qualitative research methods has proven to be more
powerful than a single approach (Moffatt et al., 2006). Triangulation is a process of using more
than one form of research method (Brannen et al., 1992). The main aim of using triangulation

method is to improve the reliability and validity of the research outcomes.
I.  Questionnaire survey

Data was collected us ing qu estionnaire f rom t he ow ner of the M SEs an d employees. T wo
questionnaires w ere d esigned to co llect d ata from the o wners and em ployees. F or clarity the
questionnaire for entrepreneur has been framed into seven categories that include characteristics
of t he en trepreneurs, ¢ haracteristic o ft he r espondents, e conomic imp act, s ocial imp act,
environmental i mpact, dr ivers a nd ba rriers of s ustainable bus iness pr actices. M ainly ¢ losed
ended questions are used in both the questionnaires with very limited open ended question in the

entrepreneur questionnaire.

In o rder t o ev aluate t he cl arity and co mprehensiveness o f't he q uestionnaire, as well as t he
feasibility of the survey as a whole, a pilot survey was conducted. Pilot study was used to test the
appropriateness of sustainability criteria or questions in the questionnaire and to get additional
relevant information from the respondents. Thus modifications to contents of the questionnaire
were made based on the pilot survey and the average time each questionnaire will take was also

tested.

Three individuals, including the researcher have participated in data collection. Mostly based on
preference of the respondent face to face interview was the method used in administering the
questionnaire. This has allowed to higher response rate. Otherwise the questionnaire was left

with t he r espondent a nd ¢ ollected ba sed on t he a ppointments et byt her espondent. A

50



questionnaire for the entrepreneur took on average 30 minutes to complete and for the employee

it took 15 — 20 minutes.
ii.  In-depth Interview

The qualitative information in this research was obtained through in-depth interviews. In-depth
interview w ith s emi-structured f ormat was conducted w ith three higher1 evel o fficials of
FeMSEDA and A AMSEDA and six manufacturing M SEs E xperts of AAMSEDA, Gulele and
Addis Ketema sub-city to explore their view and perspectives with regard to MSEs contribution
to sustainable development in the city. The discussions made has clarified, enriched and verified

the data obtained through the questionnaire.
3.5 Data Analysis

The data obtained from primary and secondary sources was processed, classified and tabulated
using computer software. Descriptive method was employed to analyze the data and interpret the
results in quantitative and qualitative ways. Data was analyzed using different forms as tables,
figures, i ndices and graphs. I n de aling w ith t he qua litative a nalysis ba sed on t he e vidence
collected from the different sources, an effort was made to carefully understand and interpret the
information to use it to gether w ith th e q uantitative data. C ase studies w ere documented a nd

photo camera was employed to keep record of observation to be integrated in the research.
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Chapter 4: Discussion of the Research Findings

This ch apter p resents an alysis an d i nterpretation o f d ata an d t he m ajor findings of the s tudy
obtained t hrough que stionnaire from e ntrepreneurs a nd e mployees of s ample s ub-cities. D ata
obtained from interview were carefully studied and presented, and were used to substantiate and
crosscheck with the responses collected using the questionnaire. The analysis and interpretation
of data is made in relation to basic research question and hence the discussion under this session
includes c haracteristics of t he r espondents a nd e nterprises, e conomic s ustainability, s ocial
sustainability, environmental s ustainability, dr ivers for s ustainable b usiness p ractices and
barriers of sustainable business practices. Discussion of the findings is portrayed using graphs

and tables.
4.1 Characteristics of Respondents

Based on's ampling p rocedure t hati s d escribedi nt he m ethodology o ft hes tudy 106

questionnaires from entrepreneurs and 108 que stionnaires from employees were gathered. 120
questionnaires were distributed in each case which is above the sample plan i.e. 100 to of fset
non-responses. T he s amplei s pr oportionally t aken f rom the five m ajors ub-sectors o f
manufacturing i.e. textile a nd g arment, 1 eather and | eather pr oducts, w ood w orks i ncluding
furniture and ornaments, food processing and beverage and metal works and engineering. T he

characteristics of respondents for both entrepreneurs and employees are discussed below:
4.1.1 Characteristics of Entrepreneur Respondents

Table 7 depicts the characteristics of entrepreneur respondents. The respondents include 53% of
male respondents and 47% of female respondents. Though in aggregation almost equal numbers
of male and female respondents are obtained, there is great difference by sub — sectors except the
textile sector where the respondents are 47% male and 53% female. The female respondent in the
metal, wood, leather and food processing sub-sectors are 0%, 27%, 38% and 80% respectively.
Although the participation of female in the leather sub-sector is considerable, it is insignificant in

the metal and wood sub-sector.
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As per the interview with the Woreda Experts it is revealed that female have less awareness on

metal and wood sub-sectors as compared to food sub-sector where they are more attracted. Also

due to labour intensive work they usually drop out soon from the metal and wood sub-sectors.

Table 7: Characteristics of entrepreneurs

Wood works
Textile and Leather and int':luding Fo?d Metal works
furniture and processing and . q total
Category garment leather products ornaments e and engineering
service
N | % N | % N | % N | % N | % N | %
| 1. Sex
Male 16 48% 10 63% 8 73% 6 20% 16 | 100% 56 53%
Female 17 52% 6 38% 3 27% 24 80% 0 0% 50 | 47%
Total 33 | 100% 16 | 100% 11 | 100% 30 | 100% 16 | 100% 106 | 100%
2. Age of the Entrepreneur
Below 25 years old 41 12% 41 25% 0 0% 8| 27% 0 0% 16 | 15%
26 — 35 years old 10 | 30% 8| 50% 7| 64% 14 | 47% 8| 50% 47 | 44%
36 — 45 years old 19 58% 4 25% 1 9% 6 20% 4 25% 34 32%
Above 46 years old 0 0% 0 0% 3| 27% 7% 4| 25% 9 8%
Total 33 | 100% 16 | 100% 11 | 100% 30 | 100% 16 | 100% 106 | 100%
| 3. Level of education
No formal education o| o% o| o% o| o% o| o% o| o% o| o%
Primary school 1-4 3 9% 0 0% 1 9% 4| 13% 1 6% 9 8%
Primary school 5-8 3 9% 2| 13% 0 0% 2 7% 1 6% 8 8%
Secondary school 16 | 50% 9| 56% 4| 36% 16 | 53% 2| 13% 47 | 45%
Vocational school 8| 25% 1 6% 2| 18% 2 7% 10 | 63% 23 | 22%
University / college 2 6% 41 25% 4 36% 6| 20% 2| 13% 18| 17%
Other 0 0% 0 0% 0 0% 0 0% 0 0% 0 0%
Total 0 0% 0 0% 0 0% 0 0% 0 0% 0 0%
| 4. Form of ownership
Sole proprietorship 41 13% 41 25% 3| 27% 8| 27% 8| 50% 27 | 25%
Partnership 16 50% 3 19% 2 18% 8 27% 2 13% 31 30%
Cooperative 12 38% 9 56% 6 55% 14 | 47% 6 38% 47 45%
Other 0 0% 0 0% 0 0% 0 0% 0 0% 0 0%
Total 32 | 100% 16 | 100% 11 | 100% 30 | 100% 16 | 100% 105 | 100%
| 5. Date of establishment
Less than 2 years 6 18% 4 31% 3 27% 5 17% 2 13% 20 19%
2 -5 years 12 36% 3 23% 3 27% 14| 47% 6 38% 38 37%
6 — 10 years 6 18% 5 38% 4 36% 8 27% 4 25% 27 26%
Greater than 10 years 9| 27% 1 8% 1 9% 3| 10% 4| 25% 18 | 17%
Total 31 | 100% 15 | 100% 11 | 100% 30 | 100% 16 | 100% 103 | 100%

Source: Field survey (2015)

On the contrary male are less attracted to the food sub-sector as compared to female due to the

society trend where male are less engaged and experienced in cooking food in the house. The
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entrepreneurs h as gained p rimary r elevant ex perience from government or ganization t raining
(26%), non-government organization training ( 6%), from previous e xperience as an e mployee
(25%), from school (9%), inherited from family (23%) and through self effort through gathering

information (11%).

A 38 year old female who is an entrepreneur in the wood sub-sector in Gulele sub-city said that “
I have been working here for five years. | enjoy my work and | am able to gain attractive profit.
In my opinion | can’t see why female couldn’t be engaged in this business as long as she has the
desire for it. Since the work is done by team work we could support each other in executing the
job. It is very interesting and | advice female to start looking for it as it has high benefit.”

In relation to age, the majority o f entrepreneurs are in two age groups, 26 — 35 and 36 — 45,
representing 44% and 3 2% of respondents respectively. T he below 25 y ears age group is the
third largest group accounting for 15%, where as the above 46% accounted only for 8% of the

respondents. This shows that 92% of the respondents are young entrepreneurs.

In m any countries, t he ¢ urrent | evel of ba sic e ducationiss ol ow thatits everely hi nders
development options and plans for a sustainable future. A higher education level is necessary to
create jobs and industries that are "greener" (i.e., those having lower environmental impacts) and
more sustainable. Generally, research shows that basic education is key to a nation's ability to
develop and achieve sustainability targets (UNESCO, 2006). A ccording to the survey, all the
entrepreneurs has followed formal education stream and 84% of them have completed secondary
education and above while 16% have enrolled in primary level of education. Higher education
level i.e vocational school and university / college level is attended and completed by 22% and

17% of respondents respectively.

The MSE in the sample areas has form of sole proprietorship, partnership and Cooperative. The
term “P artnership” in A mharic (TICn49)” is defined as “an enterprise established by more than
one person with legal status. The responsibility/liability is equal for all the partners irrespective
of their share and can consist of 2 or more people. C ooperative or (PUNLT Né- TTVUNC) is a
society established by individuals on vol untary basis to collectively s olve their e conomic and
social problems. It is also an enterprise owned by a group of persons who take full part in the

activity o f the enterprise by coordinating their knowledge and assets. co-operative society can
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contain 10 or m ore m embers. On the other hand, sole proprietorship is d efined as the sole
trader or simply a proprietorship, which is a type of business enterprise or entity that is owned
and run by one individual. In sole proprietorship there is no legal distinction between the owner
and the business. The owner receives all profits (subject to taxation specific to the business) and
has unlimited responsibility for all losses and debts (FeDRE 2013). With regard to field survey
result, 45% and 30% of the enterprises are cooperative and partnership respectively where as
25% of respondents are sole proprietorship enterprises. The government highly encourages the
partnership or cooperative form of business to bring together the skills, knowledge and capital of

individuals to enhance their business capacity.

The age of the most of the enterprises (83%) are below 10 years of age and the majority 37% and
26% of the respondents are in the range of 2 to 5 years and 6 to 10 years old respectively. This is
because most enterprises have been established since 1999 G.C because of the attention given to
the sector specifically after the 1997 M SE strategy and the recent de velopment of the support
like working premises and loan facilities by the MFIs. 17% of the enterprises have longer period

of experiences and are greater than 10 years of age.
4.1.2 Characteristics of Employee Respondents

Table 8shows the characteristics of employee respondents. The key objective of the MSE sector
is t o c reate j ob oppor tunity f or une mployed pe ople a s an e ntrepreneur a nd e mployee of the
enterprises. D ata is collected from 47% male and 53% female e mployees of 108 r espondents.
Same as the entrepreneur, though the total figure show equal gender disaggregated data, there is
great variety among the sub-sectors. There is lower number of female employees in metal and
wood s ector ( 18% and 22% r espectively), hi gher num ber of female employees in food and
leather s ector ( 78% and 52% ) and almost e qual number of male and female r espondents for

textile sector.

The e mployees are much younger t han t he e ntrepreneurs w here 84 % o f't he r espondents are
below 35 years of age and 14% areinagerangeof36 — 45 yearsoldand only 2% of the
respondents are above 46 years of age. Thus the MSE sector has created job opportunity for the
young generation. The marital status of the majority of the respondents, 71% are single and 29%

of the respondents are married.

55



The ed ucation p rofile o f't he em ployees i sl evel b elow thant he e ntrepreneurs. T hough all

employees have attended formal education, only 15% of the employees have completed higher

education 1 evel a s vo cational s chool or uni versity / c ollege. T he o ther 40% and 44% arein

primary a nd s econdary s chools r espectively. F ort hisr eason, t he d ata ¢ ollectorsus ed t o

interview the questionnaire face-to-face especially for employees in primary education level to

explain the questions and support them in filling the questionnaire.

Table 8: Characteristics of employee respondents:

Manufacturing sector

Category Textile and Le::;:;nd Wood works Food processing Met:lnv;orks UEEE]
garment service and beverage ) .
products engineering
No | % [N | % [No| % N | % [N | % No | %
1. Sex
Male 27 48% 3 33% 7 78% 5 22% 9 82% | 51 47%
Female 29 52% 6 67% 2 22% 18 78% 2 18% | 57 53%
Total 56 | 100% 9 | 100% 9 100% | 23 100% | 11 100% | 108 100%
2. Age
Below 25 years old 13 23% 8 89% 7 78% 14 61% 5 45% | 47 44%
26 — 35 years old 29 52% 0 0% 2 22% 7 30% 6 55% | 44 41%
36 — 45 years old 14 25% 1 11% 0 0% 0 0% 0 0% 15 14%
Above 46 years old 0 0% 0 0% 0 0% 2 9% 0 0% 2 2%
Total 56 | 100% 9 | 100% 9 100% | 23 100% | 11 100% | 108 100%
3. Marital status
Single 39 70% 7 78% 5 56% 17 74% 9 82% | 77 71%
Married 17 30% 2 22% 4 44% 6 26% 2 18% | 31 29%
Widow 0 0% 0 0% 0 0% 0 0% 0 0% 0 0%
Divorced 0 0% 0 0% 0 0% 0 0% 0 0% 0 0%
Total 56 | 100% 9 | 100% 9 100% | 23 100% | 11 100% | 108 100%
| 4. Level of education
No formal education 0 0% 0 0% 0 0% 0 0% 0 0% 0 0%
primary school 1-4 | 12 21% 2 22% 2 22% 9 39% 0 0% 25 23%
Primary school 5 - 8 9 16% 1 11% 2 22% 5 22% 1 9% 18 17%
High School 27 48% 4 44% 3 33% 6 26% 8 73% | 48 44%
Vocational school 0 0% 2 22% 1 11% 2 9% 2 18% 7 6%
University / college 8 14% 0 0% 1 11% 1 4% 0 0% 10 9%
Other specify 0 0% 0 0% 0 0% 0 0% 0 0% 0 0%
| Total 56 | 100% 9 | 100% 9 100% | 23 100% | 11 100% | 108 100%

Source: Field survey (2015)
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4.2 Economic Sustainability

The economic dimension of sustainability concerns the organization’s impacts on the economic
conditions of its stakeholders and on economic systems at local, national, and global levels. The
Economic Indicators illustrate flow of capital among different stakeholders; and main economic
impacts of the organization throughout society (GRI, 2006). In this session the survey result are
discussed ba sed on t he t wo m ajor e conomic i ndicators: E conomic P erformance a nd m arket

presences.
4.2.1 Economic performance

This category of Indicators addresses the direct economic impacts of the organization’s activities
and the economic value added by these activities. This includes direct economic value generated
and di stributed, i ncluding r evenues, op erating c osts, e mployee ¢ ompensation, dona tions a nd
other ¢ ommunity i nvestments, r etained e arnings, a nd pa yments t o ¢ apital pr oviders a nd
governments ( GRI, 2006). T his is relevant w ith the s takeholder t heory of business firmsi.e
recognizing the importance of wealth creation as well as the firm’s relationships with its multiple
constituent groups—shareholders, creditors, employees, ¢ ustomers, s uppliers, r egulators, a nd

local communities—and impact on society at large.

From the survey result, as indicated in Figure 6, 51% of the enterprises couldn’t meet one or
more obligations in the previous fiscal year 2014/15 as planned w hile 4 9% of the enterprises
have accomplished their obligations. The majority of the respondent 18% couldn’t hold retained
earnings a s pl anned, 15 % of t he r espondents c ouldn’t ¢ over t he ope rating ¢ osts, 6% of the
respondents couldn’t pay employee c ompensation, 5% of the respondents was not having the
capacity to pay government tax, 4% of the respondents couldn’t pay for the shareholders and 2%
of the respondent couldn’t pay the c ommitted d onations. T his s hows that the firms’ cap acity

isvery low to generate and distribute value to its stakeholders.
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Figure 6: Obligations the enterprise couldn't meet by percentage
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Source: Field survey (2015)

While the entry size of firms in Addis Ababa has increased over the last decade, the ability of
these firms to absorb shock is limited. For example, the exit rate for firms established in early
2000s is higher than that of firms established in 1990s. For instance 60% of firms exit within the
first three years of entry (World Bank, 2014).

Regarding the pattern of growth of the firm’s 70% of firms indicate that they are growing while
16% and 14% of firms’ growth are stagnating or declining respectively. Though the figure 30%
firms are not growingisless than the World Bank e xit figure 60% , still the figureis very

significant and needs attention to solve their constraints.

The firms were asked about three major constraints that hinder their business growth. From the
aggregated result the three major constraints of the firms are market constraint, finance constraint
and land constraint that accounts for 31%, 25% and 18% of the respondents respectively. The

fourth major constraint is input constraint and accounts for 13% of the respondents (see Figure7).
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Figure 7: Constraints that hinder firms’ growth
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The c onstraints t 0 s ome € xtent vary be tween s ectors. T he m ajor constraint for all sectorsis
market ex cept f or m etal s ector w here t hey ar e m ainly f aced w ith | and ( working pr emise)
constraint. Land is also equally major constraint for the food sector. Input constraint is one of the
major three constraints for the food, textile and wood sector. For textile and leather sector, lack

of managerial and technical skill is one of the major three constraints.

From th e s urvey result, ma rket is th e ma jor ¢ onstraints th at h inder th e e nterprises growth.
Respondent were asked whether the sale of their product is as per their expectation. Only 53%
and 6% of the enterprises are selling their products at expected level and above their expectation
respectively while 40% and 3% of the enterprises sales are below expectation and no sale at all

respectively. This shows the extent of market constraint the enterprises are facing.

The major marketing problems identified from the interview with the respective officials and the

enterprise owners include:
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The working premises locations constructed by government are located far from main roads
and 1s not feasible to c ontact with pot ential buy ers. T he di splay facilities of the w orking
premises are also not functional since potential buyers are not communicated and thus itis
not being visited. As a woman, age 40, who is an employee of one of the display shops said
“The display shop is visited probably two times a year and the visitors are students who want
to develop new skills. No potential buyers have yet visit the shop this year. Even the clothes
which you see is displayed here for almost two to three years without any change”.

The e ntrepreneurs s pecifically i n t he t extile s ector t hough or ganized i n ¢ ooperative o r
partnership form e xecute t heir bus iness i ndependently. T hey w ant to form the a ssociation
since it is promoted by government and to get the working premise. The sole proprietors and
these en trepreneurs ar e thus forced t o en gage in all b usiness t asks a s in manufacturing
process and sell person which is inefficient. T he entrepreneurs have low business skills in
promoting themselves to the market.

The focus for MSE is primarily to provide job opportunity for unemployed people. Then with
short trainings the entrepreneurs will start their business. T hus, the entrepreneurs may not
develop competitive skill in producing their products and compete with other manufacturers
in the market including the private MSEs.

The government prepares bazaars during festive i.e. three times a year in all sub-cities o f
Addis Ababa. The problem is that same face / people appear because the MSE entrepreneurs
don’t understand its benefit and will consider the bazaar only for sale purpose and not for
promotion. Only those who have clearly understand the benefit of the bazaar will appear in
the bazaar.

The MSEs says that they are unable to compete with the informal sector that do not pay taxes
(Value Added Tax or Turn over Tax) and can therefore sell similar goods at lower prices.

The promotion of the MSE sector mainly focuses on j ob opportunity and poverty reduction
than ba sed on bus iness p erspective as qua lity o f pr oducts. T hus, c ustomers e xpect 1 ower
price of products as compared with the same products that is supplied in the market by the

MSEs that are not under the support of FeMSEDA government structure.

Finance constraint is the second major constraint for the MSEs. ~ The increase in raw materials

and 1abour c ost ha s 1 eft t he e ntrepreneurs w eak in running t heir bus iness due to s hortage of

working capital. Access to credit from bank is not possible due to collateral requirements that are
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above their capacity and high interest rate. To get loan MFIs has long and tight procedure to get
finance when needed and with the required amount. D ue to high market competition and price

fluctuation the entrepreneurs has fear of the sales and profitability of the products.

Working premise (land) constraint is the third major constraint that hinders the growth of the
enterprises. The working premises are both in the form of G+4 buildings especially for the textile
and garment sector and in the form of sheds made from iron sheets for wood and metal work and
food-processing sectors. The working premises for a specific sector can be found located close to
each other or scattered here and there based on the availability of open space to construct them.
The government considers the working premises that are found close to each other as clusters
because enterprises that are operating in similar and closely related a ctivities are o perating in
them. In Addis Ababa alone, where much of the cluster development initiative is implemented, a
total of 2075 w orking pr emises w ere ¢ onstructed f rom 2004 unt il 201 1 w ith 23783 M SEs
reported to have benefited (Ali, 2012). Though government has made efforts in solving working
premise ch allenges o f MSEs, t he c urrent pr oblem is m ainly t he s mall s pace of the w orking
premise a llocated for each e nterprise t hat 1 imit t he pr oper functioning and e xpansion of t he

enterprises as buying additional machines and limit the hiring of more employees.

Input c onstraint is t he fourth m ajor ¢ onstraints t hat hi nder g rowth of the e nterprises. Thisis
associated with the increase in the price of inputs. In the food sector, however, the inputs needed
i.e sugar and oil are scarce in the market and purchase is made from local government office on
limited basis. As a 38 year old woman in the food sector said “lack of sugar and oil are main
constraints for us. These inputs are only available in the Woredas where we purchase with fair
price every two weeks. Sometimes it is not available and our option is only to quit our
production. It is very difficult to get the inputs from private supplier and also the available
products in the market are with unaffordable price.”

Lack of technical and managerial skills are one of the major constraints especially in the textile
and leather sector. The enterprises are less competitive in technical and business related skill to

have the potential to compete in the market with other private supplier and imported goods.

61



4.2.2 Market presence

These I ndicators p rovide 1 nformation about i nteractions 1 n s pecific m arkets. T hese 1 ncludes
Policy, practices, and proportion of spending on locally-based suppliers at significant locations
of operation, and procedures for local hiring and proportion of senior management hired from the

local community at locations of significant operation (GRI, 2006).

The e nterprises h as be nefited i n pr oviding j obs for I ocal pe ople. T he s ector ha s c reated j ob
opportunity f or t hose who l ived i nt he s ample s ub-city. A s s hown in Figure 8,76% o f
entrepreneur and 53 % of employee respondents lived in the sample sub-city. The second major

group of respondent, 23% entrepreneurs and 38% employees lived in other sub-city in the city.

Figure 8: The entrepreneurs and employees living location by percentage
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Source: Field Survey (2015)

As shown in Figure 9, the enterprises primarily are based on locally produced raw m aterials.
68% of enterprises use mainly locally produced materials and 21% of entrepreneurs use both
local a nd imp orted ma terials w hile 1 1% u se o nly imp orted ma terials. T he ¢ ompetitive
advantages of using local materials are higher quality (durability of the materials), lower price

and high supply in the market as per 37%, 36% and 18% of the entrepreneurs.
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Figure 9: Major source of raw materials by percentage
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The entrepreneurs depend in imported materials since the imported materials have higher quality
than the local materials, could easily be shaped and are more relevant for the final products and

specific material are not available in the market.

The M SE sector final products also serve the need of the society where 49% and 46% of the
enterprises sell their products in Addis Ababa only and in the national market including A ddis
Ababa respectively. T hiss howt he n ational marketu sersar eb eings ervedb y1 ocally
manufactured p roducts. The e xport t rend of the M SE sectoris very low whereonly 5% o f
entrepreneurs i nt he t extile s ector e xport t heir pr oducts. As p er th e in terview w ith th e
government offices networking, technical skill development and quality enhancement should be

done to enhance the manufacturers’ capacity to compete in the export market.
4.3 Social Sustainability

The s ocial dimension of sustainability concerns the impacts an organization has on t he s ocial
systems w ithin w hich it o perates. T he G RI Social P erformance Indicators id entify k ey
Performance A spects including surrounding 1abor practices. Labour practices and d ecent work
performance indicators aspects include employment, di versity and e qual oppor tunity, training

and education and occupation health and safety (GRI, 2006).
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4.3.1 Employment and equal opportunity

The MSE main objective is to create job opportunity for the unemployed citizens. It has created
employment oppor tunity for the enterprise s hareholders that are or ganized in the form of sole
proprietorship, partnership and cooperative. These enterprises have provided job opportunity by
hiring employees. From the sample survey, 58% of the enterprises have hired employees where
as 42% of the enterprises didn’t hire e mployees. M ajority o f all sector e nterprises have hired
employees ex cept textile where the owners themselves are fully en gaged in the manufacturing
process. As a 48 year old man who is an entrepreneur of a textile enterprises said “It is very
difficult to hire semi-skilled and skilled employees in the sector because the person could earn
more by working here and there by assessing job availability than being hired and earn a salary
or wage. And the unskilled employee could disrupt the job. Thus I usually hire people only on

circumstance where | receive orders that are above my capacity”.

The majority of the employees (87%) in the enterprises are paid workers where as 11% are non-
paid workers that include relatives and non-paid part time workers. The non-paid w orkers are
still significant in number and they should be entitled to any kind of incentive payment and free
labour use should be avoided in the enterprises. The remaining 3% of employees are apprentice

and child labour is not reported (see Table 9)

The higher proportions of employees that are in the higher salary level in the enterprises are male
workers except the food sector. Highly paid workers in 64% of the enterprises are male, in 31%
of the enterprises are female workers and in 3% of the enterprises male and female are equally
paid. This shows that female workers are not competitive as male workers in the enterprises to be
entitled f or hi gher pos itions a nd pa yments. T he ¢ oncerned stakeholders s hould i nvolve i n
capacitating female workers for higher positions and the enterprise owners should get awareness

in how to enhance gender equality in the enterprises.
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Table 9: Category of the enterprise employees

Type of employees found in % Gender proportion of No. | %
the enterprises employees in the enterprise
who receive higher salary
Paid workers 57 79 More are male workers 39 64
Not paid part time workers 5 7 More are female workers 19 31
Non paid workers as relatives 8 11 Equal num ber of m alea nd | 2 5
female workers
Workers less than 18 year of age | 0 0 Total | 61 100%
Apprentice 2 3
Total* | 72 | 100%
Source: Field Survey (2015)
Table 10: Income and benefits of employees
Salary or wage earning per | No. | % Did you earn additional benefit No | %
month from the enterprise other than salary or wage?
Less than ETB 500 24 22 Yes | 31 29
No | 77 71
Total | 108 | 100

ETB 500 to 1000 40 37 If yes to the above question, No. | %

which benefits are you entitled?
ETB 1001 to 2000 24 22 Health benefit 10 26
ETB 2001 to 3000 12 11 Pension benefit 5 13
Greater than ETB 3000 8 7 Provident fund 4 10
No salary 0 0 Part time payment 12 31

Commission payment 8 21

Total® | 108 | 100 Total [ 39 | 100

Source: Field Survey (2015)

* The total number is from those enterprises that have hired employees’ i.e 58% or 61 enterprises. The total 72 is
greater because more than one answer is possible for the particular question

>The total number of employee respondent is 108 and the greater number for benefit question is because more

than one answer is possible
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Before getting t his j ob oppor tunity, 67% of employees w ere not ha ving j ob a nd 33% of
employees moved in from other job expecting better experience, better payment and since they
were not satisfied with their previous job. This shows how the sector has contributed to reduce

unemployment rate.

As shown in Table 10, the majority of the employees (82%) earn less than ETB 2000 w here
37%, 22% and 22% earn within range of ETB 501 — 1000, 1001 — 2000 and less than ETB 500
respectively. Given the 1ow earning o f the em ployees, only 29% o f em ployees ar e entitled to
additional be nefits w here 31% , 26 % and 21% of t he r espondents a re entitled to p art time
payment, health benefit and commission payment respectively. Only 13% and 10% of employees
are entitled to pension and provident fund respectively. This shows that the sector employees’
benefits are not attractive and didn’t e ven include s ocial s ecurity b enefit as pe nsion pa yment

which is now enforced in other sectors.

Since majority of the employees were unemployed before, the earning they received has helped
them to enhance their saving capacity (35% of the respondents) and enhance their ex penditure
capacity (30% of respondents). This shows that 65% respondents living condition has changed to

some extent though still the earning did not change the living condition for 25% of employees.
4.3.2 Training and Education

Employees should receive regular training program for skill management and lifelong learning
that s upport t he ¢ ontinued e mployability of e mployees a nd a ssist t hem i n m anaging c areers
endings (GRI, 2006). From the survey result, only 53% of respondents has received job relevant
trainings and the remaining 47% didn’t receive trainings. Only 40% of the respondents of those
who received trainings are receiving regular training while the majority of them 53% received

trainings rarely.

Given the low education profile of the employees’ government in collaboration with other bodies
should strengthen on job capacity building trainings. From the discussions above the respondents

should receive trainings on business skill development and technical skills.

A woman, age 40, in the textile sector said “I and my partners in the enterprise received training

only once when we start this job. We have limited technical knowhow to compete in the market.
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We were informed the Women and Youth Office in the Woreda will provide support to women

entrepreneurs though we don’t get any additional support till now”.
4.3.3 Occupation Health and Safety

Injury during work is one of the most important but preventable and m odifiable oc cupational
safety and health issues. Throughout the world, there are 270 million occupational accidents each
year, causing 1.1million work-related deaths annually as estimated by the International Labour

Organization (Nakata et al, 2006).

Due to less attention given to occupation health and safety small enterprise workplaces have a
worse safety record than large ones. It seems that the rate of fatal and serious injuries in small
workplaces (defined as those with fewer than 50 employees) is twice that in large workplaces

(defined as those with more than 200 employees) (Alli, 2008).

Occupational health problems arise largely from hazardous factors in the working environment.
Since m ost ha zardous conditions a t w ork a re i n pr inciple pr eventable, e fforts s hould be

concentrated on pr imary prevention a t t he w orkplace, a s t his of fers t he m ost ¢ ost-effective
strategy for t heir e limination and control. T he planning and d esign of workplaces s hould be
aimed at establishing working environments that are conducive to physical, psychological and
social well-being. This means taking all reasonable precautions to avoid oc cupational diseases

and injuries (Alli, 2008).

As shown in Figure 10, the employees in the survey have indicated that they are e xposed to
work r elated emissions. T he r espondents a re e xposed t o ¢c hemical ( 16%), he at ( 27%), s ound
(33%) and air (24%) emissions. The exposure of employees vary by sector where sound and air
emissions are major exposure in the textile sector, chemical emission in the leather sector, sound
emission int he w ood s ector, he at a nd air ¢ mission in t he food s ector a nd he at and s ound
emission is major exposure for employees in the metal sector. Air pollution is mainly related to

dust in the textile sector and smoke in the food sector.

A young man in the textile sector also said “The dust has serious effect in my health. Before |
started this job | was healthy but now I have respiratory problems. I am not sure whether there is
protective equipment for the dust. What | do is | keep on cleaning the floor each day to decrease

the dust on the air”.
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Figure 10: Emissions of manufacturing MSEs by sector
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Source: Field survey (2015)

Workplace s afety a nd h ealth pr ogrammes s hould aim at e liminating t he uns afe or unhe althy
working conditions and dangerous acts which account for nearly all occupational accidents and
diseases. T his can be a chievedina num ber of w ays: Tools, e quipment, t echnology and
engineering; Safe work methods, practices, organization, information and training; Hygiene and
welfare; Personal pr otective e quipment; Health/medical s urveillance. T he p ersonal p rotective
equipment i ncludes E ye pr otection glasses, Footwear; G loves; H earing pr otection; D ust or
chemical respirators; Disposable dust masks; Safety helmets; W et/cold-weather cl othing (ILO,
2013).

From the survey result, only 18% of the respondents indicate that personal protective equipment
conditions are fully met. The remaining 26% and 56% indicate that the equipments are partially
fulfilled and not fulfilled respectively. T his shows that the enterprises have little c oncern for
safety conditions in the sector. R egarding the injury in the workplace 45 % of the respondents
indicate that they face injury in the workplace while 55% reported they have faced no injury in

the work place. Thus, significant numbers of employees are exposed to occupational accidents.
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A young man in the metal sector said *“ As you see | am now working with my hands without
wearing any protection glove. I know it is advisable to use but I don’t use till now even though it
is available. I can see the chemical has deteriorated the soft skin of my hand and may also bring

serious effect in the long run.”

As a 25 year old boy in the textile sector said “my work usually need for eye concentration and |
sit in one position for long period of time. Due to my work style | started feeling back pain.
Before | feel the pain very rarely but now | feel frequent pain though | keep on doing physical
exercise by myself. I fear the work could bring problems on my eye in the long term”

4.4 Environmental Sustainability

The s ystematic de pletion of natural r esources t hat unde rlies our m ost pressing e nvironmental
concerns, including climate change, necessitates new ap proaches that make p ossible economic
growth an d att he s ame t ime d ecrease n egative en vironmental i mpacts th at s tem from th e

production of goods and services (UNIDO, 2010).

The environmental dimension of sustainability concerns an organization’s impacts on living and
non-living natural systems, including ecosystems, land, air, and water. Environmental Indicators
cover performance related to inputs (e.g., material, energy, water) and outputs (e.g., emissions,

effluents, waste) (GRI, 2006).
441 Energy

Studies show that small enterprises can achieve a variety of benefits and create new possibilities
and oppor tunitiesb y saving e nergy i ncluding i mproved ¢ apacity f or ¢ ompliance w ith
environmental demands and better marketing op portunities due to improved energy efficiency.
The b enefits o f en ergy ef ficiency m easures i nclude r educed o perative co sts, r educed r isks
through de creased de pendence on vol atile a nd r ising e nergy pr ices, i mproved r eliability of
equipment and manufacturing process, best positioning in production chains and improved image

of a company’s management (Fresner et al, 2010).

The survey result show that enterprises use electricity as a m ajor source of power that accounts
for 60% of energy source and is used by all manufacturing sector. Other sources of energy are

15% of wood or charcoal energy used by food and metal sector, 9% of oil energy source used by
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textile and metal sector, 7% of gas energy source used by metal sector, 7% solar energy source

and 3% wind energy source used by food and metal sector respectively.

The amount and primary source of energy the reporting organization uses indirectly through the
purchase o fel ectricity, heat, o r s team, can i ndicate ef forts b y t he o rganization t o m anage
environmental 1 mpacts and r educe i ts ¢ ontribution t o cl imate ch ange. The p articular ef fect
indirect e nergy us age h as on ¢ limate ¢ hange de pends on t he t ype of primary energy used to

generate intermediate energy (GRI, 2006).

Measurement o f e nergy ¢ onsumption i s r elevantt o greenhouse gas e missions a nd ¢ limate
change. The burning of fossil fuels to generate energy creates emissions of carbon dioxide (a
greenhouse g as). Tor educe the risk o f's evere cl imate ch ange, en ergy d emand n eeds to be
lowered. This can be achieved through more efficient energy use and replacing fossil fuel energy
sources w ith renewable one s. In a dditiont o I owering the di rect c onsumption of e nergy,
designing energy efficient product and services and reducing indirect energy consumption the
selection of low energy-intensive raw materials or the use of services such as travel are important

strategies (GRI, 2006).

A rolling blackout, also referred to as 1oad shedding, is an intentionally engineered electrical
power outage. Rolling blackouts are a last resort measure used by an electricity utility company
in order to avoid a total blackout of the power system. They are usually in response to a situation
where the demand for el ectricity exceeds the power supply capability of the network. In many
African and South A sian countries rolling blackouts are a part of daily life. S ometimes, these
blackouts are scheduled at fixed times of the day and week, allowing people to work around the
known 1 nterruption t imes; how ever, i n m ost ¢ ases, bl ackouts ha ppen w ithout a ny advanced
notice, t ypically when th e tr ansmission frequency falls b elow th e  safe’ limit (Fresner et al,

2010).

Energy efficient management is achieved by reducing usage by different mechanisms. As shown
in Figure 11, 35% of enterprises don’ t pr actice any m ethod i n r educing energy usage. T he
majority 53% of enterprises put system off when it is not in use to reduce energy usage. Small
proportion of enterprises 8% and 6% redesign their production process to save energy and train

their staff in reducing e nergy us age respectively. This shows that employees are not aware of
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energy efficient mechanism and large proportion of enterprises practice limited energy efficient

method or not practices at all.

Figure 11: Energy efficient management practices by manufacturing enterprises
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A c ommon finding o f't he s tudies r eviewed w as th at s mall e nterprises typically face g reater
obstacles to improving energy efficiency than larger firms (Sorrell, Mallett and Nye, 2011). The
greater difficulties faced by small firms have a number includes lack of knowledge and expertise
in the area of energy efficiency, lack of awareness about the benefits of energy efficiency, poor
use of information, tools and training a vailable, 1ack of financial and h uman r esources, poor
long-term pl anning a nd e nvironmental be haviouri s us ually m otivated b y e nvironmental

legislation and public pressure (Fresner et al, 2010).
442 Water

Water, in particular fresh water of potable quality, is a limited resource. Access to fresh water is
central to the wellbeing of communities and ecosystems. Unnecessary water consumption means
that there is less clean and safe water available for other purposes. M oreover, the provision of
water to your premises gives rise to negative environmental impacts. Extraction may lower water
tables; p umping r equires en ergy; an d t reatment t o s uitable s tandards r equires ch emicals an d

energy. Water is often treated as an inexpensive and abundant resource, until all of a sudden it
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becomes scarce, which may pose a constraint for production. Moreover, the more water is used,
the more water needs to be handled, pumped, heated, cooled, evaporated, all of which require
energy, and may occasion more leaks, spills and other losses. Decreasing water use, includes by
recycling and reuse, saves costs and decreases pressure on a limited resource. It can also protect
the company from risks resulting from disruptions in supply, decreased availability and increased

costs (UNIDO, 2010).
Water saving benefits for small enterprises: (Fresner et al, 2010)

e Saving water will reduce the cost of water for the community at large by lowering demand
and thereby the associated costs of extraction, transport by pumps, treatment and wastewater
disposal either in a company owned facility or a publically owned treatment plant.

e Saving w ater ¢ an pr ovide oppor tunities f or de veloping e fficiencies i n ot her a reas. F or
example, using less water may mean that pumping water around the site is reduced leading to
savings in electricity costs and greenhouse emissions.

e Saving w ater ¢ an r educe t he risk of environmental ¢ ontamination or p ollution, a s w ater

efficiency initiatives will lead to less wastewater.

Figure 12: Efficient water usage by enterprises
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Water management involves, decreasing water use directly in production purpose and water use
for personnel and office facilities. Different mechanisms can be used to minimize water usage.
As shown in Figure 12, 52% of respondents manage w ater by minimizing w ater us age, 10%
manage water by treating and reusing water and 6% of respondent substitute potable water use

with other source as rain. Efficient water use is not practiced by 31% of respondents.

Substitute potable water use is not practiced at all in the textile and wood sector, and treat and
reuse water is not at all practiced in the wood sector. Minimize water usage is practiced by all
sectors and large number of respondents (i.e. greater than 30%) in the textile, wood and metal
sectors don’t practice water e fficiency methods. This shows the respondent don’t use di fferent

mechanism to decrease water use.
4.4.3 Material and Waste

Materials us ed in production c an be from non -renewable or r enewable resources, recycled or
reused. All use o f ma terials in volves s ignificant e nvironmental imp acts s temming f rom th e
extraction, mining or cultivation and harvesting phases, and the transport, use, and disposal of
the material. M aterials c onsumption c ontributes to the de pletion o f natural resources, and the
pollution of air, w atera nd s oil. I t ¢ an be a ssociated w ith de forestation a nd di sruption o f
ecosystems. The transport of materials gives rise to air pollution and emissions that contribute to
global warming. The severity of environmental impacts from the production and use of materials
is de pendent on m any f actors t hat a re not r elated t o w eight, e .g., toxicity, f lammability,
renewable or non-renewable origin, etc. Nonetheless, it makes sense to consider the total volume
of materials used in the production, as every ton of material has to be handled, and that requires
energy a nd can give rise to e missions in to th e e nvironment. M aterials e fficiency t hrough
decreased use, recycling, and reuse will decrease negative environmental impacts throughout the

life cycle of products and will increase company’s productivity (UNIDO, 2010).
The benefits of material saving by small enterprises are (Fresner et al, 2010):

e Natural resources are conserved, ensuring that the use of the most accessible and lowest-cost
resources will be extended, reducing the cost of production, improving living standards and

ensuring the resources will be available for future generations.
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e Reducing the demand for raw materials will reduce the impacts of raw material ex traction,
including both environmental and social impacts.

e Energy will be c onserved and greenhouse gas e missions r educed. T he m etals s ector i n
particular i s v ery en ergy intensive. R ecycling of m aterials can s ave m ost o ft he en ergy
required for refining and processing. T ypical energy savings from recycling relative to raw
material extraction are estimated at: aluminum 95%, iron and steel 74%, plastic 80%, paper
64% and glass about 10%.

¢ Increasing material efficiency will reduce the amount of waste material going to landfills or
to be incinerated, reducing land use, water and air pollution and other negative impacts from

waste handling.

Figure 13: Efficient material usage by enterprises
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As shownin Figure 13, efficient m aterial u sage i s b eing ap plied b y the respondent. T he
measures t he enterprise practices ar € minimize ma terial r equirement th rough p roduct
improvement ( 19%), minimize material wastage (58%) and use recycle materials (20%). Only

4% of respondent indicate that they are not using any material e fficiency methods. The major
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efficient material practices for textile, leather and food sector is minimization of wastes where as
for wood and metal s ector is product improvement and use o frecycle materials respectively.
From di scussion m ade with the O fficials and with r espondents, t he m ain m otive of m aterial
efficiency for the entrepreneurs is due to high inflation price of raw materials in the market and
thus f or ¢ ost r eductions. T he e ntrepreneurs s hould a 1so be a ware of r elevant e nvironmental

motives for efficient use of materials.

Waste is the proportion of purchased m aterials that you have not been able to convert into a
marketable product and that needs to be disposed of. Costs of waste include purchasing price or
cultivation costs, labour hours, depreciation of machinery and operating materials. 55% ofthe
enterprises throw the wastes to the garbage without any kind of treatment while 35% and 10% of
the enterprises sold their wastes and recycled/reused® respectively. Thus, more than half of the
enterprises throw the wastes without any further treatment for reuse. By sector, sold of residual
waste treatment is higher for wood and metal sector and recycle waste treatment is significant in

the leather sector (see Figure 14).

6Recycling is recovery and reuse of materials from scrap or waste for the production of new goods and Reuse is the
additional use of a component, part or product after it has been removed from a clearly defined service cycle.
Reuse does not include a manufacturing process, however cleaning, repair or refurbishing may be done between
uses

75



Figure 14: Treatment of solid material waste by enterprises
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As a 48 year old woman in the textile sector said “l accumulate the textile scarps in a sack. When
the sack is full, I sell it to people who make mattress with low price. The sack fills within three or

four months. Sometime when the buyers don’t appear, | throw it to the garbage”.

A 39 year old man in the wood sector said “the saw dust or wood dust which results from cutting
and grinding wood is sold as scarp and is used to manufacture chipboard / particle board. The

remaining dust will also be sold to be used to make fire”.

Reducing wastes t hrough g ood o perating p ractices i s ach ieved b y u sing m aintenance an d
preventive m aintenancet or educei ncidents o f machinesan d equipment br eakdowns,
inefficiency, o r p rocess f luid o r ch emical | eakage. Regular m aintenance o fm achines and
equipments is important to reduce resource wastes including energy and material (Fresner et al,
2010). From the field survey, only 27% of enterprises service the machines regularly and 73% of
the enterprises service their machinery equipment when it fails to function properly. This shows
majority o f't he en terprises ar e n ot p racticing p reventive m aintenance of t heir m achines and

equipments to reduce waste.
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4.5 Drivers and Barriers for sustainable business practice
4.5.1 Drivers for sustainable business practices

There is a perception that large companies are more likely to undertake CSR initiatives because
they have greater capacity, funding and resources. However, many of the characteristics of small
enterprises mean that they are better placed to introduce CSR strategies. Small enterprises tend to
be the result of an entrepreneurial mindset; individuals with the vision to start a company also
have the vision to introduce new and innovative ideas. Small enterprises also tend to have shorter
lines of ¢ ommunication, m eaning t hat all s taff ¢ an be i ncluded i na ny initiative. A nother
advantage is the flexibility enjoyed by s mall enterprises; business practices can be adapted to

meet new norms and standards relatively easily (Davis and O’Halloran, 2013).

Respondents w ere as ked ab out the perceived drivers f or i mplementation of socially an d
environmental responsible business. The responses were scaled from 1 to 5 (1 — being not at all
influential and 5 — being mo st in fluential). As shownin Table 11 ofthe respondents w ho
answered with a 5 and 4, the drivers that were the most important are cost reductions (72% of
respondents), i ncreased p rofits ( 61% of respondents), and employee retention ( 53% o f
respondents). In c omparison w ith the listed dr ivers t he 1 ess i nfluential dr ivers a re customer
attraction ( 49% o fre spondents), reputation bui lding ( 37% of r espondents) a nd le gislation

compliance (33% of respondents).

Table 11: Drivers for sustainable business practices

Respondents in number and percentage

Drivers Scale Total
5 4 3 2 1

No. | % | No. % No. % | No. % No. | % No.

a) Increased p rofits / | 21 | 20 | 42 41 12 12 | 18 18 9 9 |102
financial performance

b) Cost r eductions / 46 | 43 | 31 29 14 13 10 9 5 6 | 106
efficiency

c) Customer attraction 27 | 27 | 22 22 20 20 | 23 23 7 8 |99

d) Employee attraction 29 | 29 | 25 24 17 17 | 22 22 8 8 | 101

e) Reputation building 10 11 | 26 26 21 21 30 31 10 11 |97

f) Legislation compliance | 13 14 | 18 19 23 25 | 30 32 9 10 | 93

Source: Field Survey (2015)
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The hi ghly 1 nfluential d river i ndicated by the respondents is ¢ ost r eduction. T he respondents
have explained that environmental measures as reduction in energy usage, raw material usage,
waste m anagement and r euse o f materials ha ve i mpact on ¢ ost r eduction. Human r esource
management mo tivate workforce to be more productive and work with increased m orale t hat
leads to increased efficiency of the workforce. 28% of respondent rate cost reduction as less
influential because minimization o fu sage r esults in insignificant ¢ ost r eduction. They a Iso
explained th at s ustainability me asures as m otivating e mployees a nd c ommunity contribution

increase cost of the enterprises.

The second hi ghly influential driver indicated by 61% of respondents is increased profits. The
competitive advantages they obtain through cost reduction, employee commitment, good relation
with the c ommunity including c ustomers increase their financial p erformance. T he o ther 39%
indicate that there is weak link between profit and social and environmental responsible business
practice. The r easons t hey 1 ndicated a re h igh c ost f or e nvironmental a nd s ocial r esponsible
actions, the return on investing on sustainable practices is very small or they are not sure of the
return and there are other investment priorities that are more promising and profitable to realize

in the short run.

Employee attraction is rated as highly influential by 53% of respondents. The respondents have
explained t hat 1 mproved work pl ace ¢ onditions as improved he alth and s afety conditions,
improved employee and employer relationship and better incentives influence attraction of the
employees to w ork w ith t he e nterprises. T he r emaining 47 % of r espondents rate as | ow
influential b ecause w ith th e limite d c apacity th e e nterprises h as it is d ifficult to o ffer s uch
privilege to be competitive and attract employee from the market. As a woman from the wood
sector enterprise said “We currently employ people with low education status and skills since
tasks are more of labor work. I believe people with more expertise will bring change to quality of
products and are important for organization growth but we can’t afford attracting competitive

employees due to our limited capacity”.

Customer attraction is indicated as highly influential drivers by 49% of respondents. This is due
to the increased productivity of employees resulting in good quality of products and the resulting
good relationship with customers. 51% of respondents rate customer retention as low influencer

because ¢ ustomers a re more s ensitive t o pr ice of t he pr oduct t han i ts ¢ ontribution t o t he
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environment. The entrepreneurs also explain that customer awareness of the enterprise influence
on the environment is very low to make preferences while they purchase as there is no awareness
created to the community at this level. They also explained that they have limited business skill
as 1 nnovating n ew environmentally friendly productto attract n ew p otential ¢ ustomers a nd
limited 1 inkage w ith r elevant or ganizations t hat ¢ ould e nhance t heir bus iness s kills a nd

potentials.

Reputation building is indicated as highly influential by 37% of respondents. They explained that
since the enterprise employs from local people its responsible actions among its employees build
good image in the community. Also the image its builds in the community creates networks and
serves as a competitive advantage to compete in the highly competitive market. However 63% of
respondents indicate as 1ow influential due to limited promotion capacity of the enterprises in
building r eputation, pe rceived hi gh cost of social and environmental r esponsible a ctions and
absence of initiatives, collaboration and recognition of concerned parties including customers,

government, business society and others to promote such actions.

Legislation compliance is the least factor that is indicated as highly influential only by 33% of
respondents. They explained that in order to be promoted to medium enterprise level or industry
level they have to comply with the regulations set by government as economic performance of

the business should be promising, increase their business capital and employ more people.

However, 77% of r espondents r ate le gislation ¢ ompliance a s lo w in fluential. T heir current
relation with government is limited to tax payment and in receiving support as working facilities
and m arketing out lays and t rainings t o enhance t heir bus iness pe rformance. Support f rom
government for e nvironmental a ction th rough le gislation s pecific to M SE is n ot p ractical till
now. Thus, legislation compliance is less influential as it is not relevant with the current comply
situation. In discussion with government officials their intervention with regard to environment
protection is to provide working premise to practitioner who has started their business in their
house s o that the e mission from the s ectors will not affect the ne arby d wellers. T he w orking
premise is with drainage facilities and the solid waste from the premises is collected by private
enterprises. The respondents also indicate reduction in energy, material and waste usage is also a
personal ethical issue like doing the right thing and avoids misuse rather than compliance issues.

As a 39 years old woman from the food sector said: “If the food | baked became highly roasted
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and could no longer be used for sale or for human use since it is unethical for me to throw it
away in the garbage, | will give it to animal feed or if possible to make local alcohol drink

‘tela’™.

Summarizing the findings cost reduction, increased profit and employee retention / attraction are
the m ajor t hree p erceived d rivers o f social a nd e nvironmental r esponsible business p ractices
indicated by more than half of the respondents as highly influential driver. The reason given by

respondents to rank the drivers as lesser influential includes:

e Perceived high cost of socially and environmentally actions by enterprises and the expected
low return or unknown return of investment.

e Limited human resource and financial capacity of enterprises

e There is lack of collaboration among stakeholders’ that includes customers, business society
and government and non-government bodies.

e Low aw areness l evel and preferences o f cu stomer on s ustainable p roduct i n m aking t heir
purchase decisions

e Limited bus iness s kill o 't he e ntrepreneurs and e mployees f or i nnovating e nvironmental
friendly products and other skill as networking

e There is lack of support from government through legislation for environmental action that is

specific to MSEs.

Thus the findings shows that though enterprises have positive attitude in realizing the drivers in
integrating s ocially and e nvironmentally responsible a ctionsi nt heir bus iness, t here a re
significant number of enterprises who don’t perceive to realize the benefits at a higher scale due
to drawbacks in the current internal and external environment of MSEs and barriers that hinder
the enterprises to engage in sustainable businesses. Thus these constraints need to be tackled to

enhance business motivation in engaging in sustainable business practices.
4.5.2 Barriers to Sustainable Business Practices

Similarly, respondents were asked about the perceived barriers for implementation of social and
environmental r esponsible bus iness. T he r esponses w ere scaled from 1t 05 (5 — being very

strong barrier and 1- being not a barrier) as shown in Table 12. The common barriers included in
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the study are lack of supporting services, low business priority, perception of high cost / financial

risk, lack of relevant knowledge and time pressure.

Table 12: Barriers to sustainable business practices

Respondents in number and percentage

Barriers Scale Total
5 4 3 2 1

No. % No. % No. % No. | % | No. % No.

a) Lacko fr elevant | 22 21 42 40 20 19 16 16 4 4 104
knowledge

b)  Lack of supporting [ 32 31 47 45 15 15 9 8 1 1 104
services

c) Time pressures / 8 8 30 29 28 28 31 31 4 4 101
short planning horizons

d) Low bus iness | 25 26 42 44 11 11 18 | 18 1 1 97
priority

e) Perception of higher | 24 25 40 40 11 11 22 | 22 2 2 99
costs / financial risk

Source: Field Survey (2015)

Lack of supporting services is rated as strong barrier by 76% of the respondents. They explained
that t here i s no s upport from t he g overnment a nd non -government or ganizations on how to
enhance their effort to environment protection. A wareness and promotional activities regarding
environment r elevant a ctionst o be t aken byt he en terprises and its s ignificance is not

communicated. There is no financial and skill development support that is being received by the
enterprises. The enterprises don’t get oppor tunity for relevant e xperience e xchange vi sits and
other learning opportunities. Thus, the enterprises lack motivation, knowledge, skill and finance
to engage in more environmental friendly business. As am an ((39 years old) from the 1eather
sector said “Climate change and environmental issues are critical agendas today that get focus
in the World. I understand the MSE should also work towards this end by developing experiences
from other countries. Experience exchange forums among the enterprises should be organized

regularly to develop our skill and for promotion purpose”.

Low bus iness pr iority i s r ated as s trong b arrier by 69% o fr espondents. The b enefits f rom
socially and e nvironmental r esponsible a ctions i s | imited i n e nhancing bus iness pr ofit a nd
increasing market share which is the main aim of the enterprise owners. The government, non-

government or ganization and the business society including customer don’t give attention and
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thus the related business benefit is very low. Thus, the entrepreneurs prefer to spend their time

and money in other options that brings direct business benefits.

Perception of higher costs / financial risk is rated as strong barrier by 65% of respondents. The
entrepreneurs explaint hat replacement of machinest hat causei nefficiency, community
contribution, a nd m easures t o € nhance e mployee m otivation ha s i mplementation ¢ osts and
perceive th atit ma yn otr esult in financial gain sooner. And th e M SEs a re w ith f inancial
problems to cover their current operating cost that are essential for them to bring revenue in the

short term.

Lack of relevant knowledge is rated as strong barrier by 61% of respondents. The respondents
explained t hat t he main a im o f'th eir b usiness is to m ake pr ofit. Social a nd e nvironmental
responsible bus iness practices are ¢ onfusing and t he e ntrepreneurs h ave ve ry 1 ow o r no

knowledge of what it means clearly. They lack expertise to integrate sustainability along with the
current b usiness a ctivities. They s aid that t hey are unfamiliar i f'the r eduction in e nergy and
resource us age result i n e nvironment pr otection. They are n ot s ure h ow t o d ecrease t heir

environmental impacts.

Time pr essures / s hort pl anning horizons i s indicated a s s trong ba rrierb y 37% of t he
entrepreneurs. The entrepreneurs have lot of responsibility for managing the day to day business
and solving their market problems. Especially in the textile sector the entrepreneurs don’t have
the capacity to hire full time employees and the entrepreneur is engaged with all activities from
production to sale of its products. Thus, they don’t have time to engage in community actions or

on environment actions.

To summarize t he findings, 1 ack of supporting services, | ow bus iness p riority, p erception of
higher cost and lack of relevant knowledge are the major obstacles indicated by more than half of
the respondents while time pressure is indicated as a major barrier by lesser respondents. The
barriers lis ted h ere are similar w ith th e r easons th at h ave h indered th e M SEs to en gage in

sustainable practices.

Thus the barriers should at least be minimized for businesses to engage in sustainable business
practices andt or ealizeap ositivei mpactt hatco uld v aryt o s pecific s ectors, s ize an d
circumstances of enterprises. From the findings it is realized that even measures with low or no

cost as reduction in energy usage, water usage and waste reduction, etc is not being implemented
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by significant number of MSEs. Thus, easy measure with low or no cost could be adopted by the
enterprises. Government and other organizations should collaborate in raising awareness of the
society a bout s ustainable p roducts, de veloping M SE sustainable b usiness p ractices related
guidelines, enhancing the knowledge and skill of business community to minimize the hindrance

the business are facing to engage in sustainable business practice.
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Chapter 5: Conclusions and Recommendations

5.6 Conclusions

Sustainable development has economic, social and environmental dimensions. It is a process for
improving the range of opportunities that will enable individual human beings and communities
to meet their needs, as well as to achieve their aspirations and full potential over a sustained
period of time, while maintaining the resilience of economic, social and environmental systems.

It is the conversation on what the post-2015 development framework looks to begin in earnest.

Given t heir e conomic and s ocial s ignificance, M SEs pl aya | eadingr olei n s ustainable
development. MSEs are important to almost all economies in the world, but especially to those in
developing countries since these enterprises are an effective antipoverty programme and one of
the building blocks of innovation and sustainable growth. Standardization is a tool for propelling
Corporate Social Responsibility and Triple Bottom Line practices of sustainable development in
an or ganization. N umerous companies and international or ganizations have developed a set of
indicators to measure progress of environmental performance and sustainable business including
Global R eporting Initiative ( GRI), E nvironmental Impact A ssessment ( EIA) and Life C ycle
Assessment (LCA).

This chapter presents main findings and results of the study by providing brief answers to the
proposed questions and by providing recommendations. Accordingly the study has identified the
socio-economic and e nvironmental i mpact of manufacturing M SEs i n vi ew of s ustainable
development, the enabling factors or drivers to sustainable development, the barriers that hinder
manufacturing M SEs t o ¢ ontribute t o s ustainable de velopment a nd how MSEs pot ential be

strengthened to achieve sustainable development.
Socio — economic and environmental sustainability

The researcher has used the GRI guidelines indicators as the research framework as it provides
an i nternationally acceptable framework for d ifferent companies t o assess t heir p erformance

taking into considerations economic, social and environmental aspects.

With r egard t o economic pe rspective, t he s tudy ha s focused on economic pe rformance and
market presence for firms in the study area. [tis revealed that firm’s capacity is very low to

generate and distribute value to its stakeholders. Almost half of the enterprise doesn’t have the
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capacity to meet their obligations including operating costs, employee compensation, community
contribution, r etained e arnings, a nd pa yments t o ¢ apital pr oviders a nd g overnments i n t he
previous fiscal year 20 14/2015. From thisitis e vident t hat m ajority of t he e nterprises a re

economically unstable to maintain their relationship with their constituent groups.

While the entry size of firms in A ddis Ababa has increased over the last decade, the ability of
these firms to absorb shock is limited. From the study it is revealed that 30% of the enterprises
growth has stagnated or declined while 70% of the enterprises are growing. The enterprises are
operating under several constraints that hinder their growth. The major constraints are m arket
constraint, finance constraint, land constraint and input constraint. For textile and leather sector,
lack of managerial and technical skill is one of the major constraints. The constraints prohibit the
firms f rom s ustainable economic pe rformance and ove rall t heir contribution t o s ustainable

development.

Market is the major constraint that highly hinders the firms’ performance for all sectors in the
manufacturing MSEs. About 43% of the enterprises sales performance is below their expectation
level and in few cases there is no sale at all. This problem is attributed to lot of factors as the
location of the working premise and the display facilities is away from the main road, burden of
tasks in the entrepreneurs, lack of competitive business skill, lower price of product offered by
the informal sector and promotion of the sector is focused more on its role in poverty reduction
than its business role as quality products and thus the customers came with expectation of lower

price than to get quality products with fair price in the market.

The study findings indicate that the M SEs has created job opportunity for local dwellers and is
playing c onsiderable role in the interactions in the 1ocal markets through the use of local raw
materials and serving the local customers needs. However, the M SEs are not in a position to
compete in the international market where only 5% of the enterprises in the textile sector are
engaged in exporting their products. T hus, they have almost ne gligible influence in attracting
foreign exchange. Also 32% of enterprises depend to some extent or fully on imported materials
due to u navailability o fma terials in th elo cal ma rket and lo wer quality. T his h as c ost
implications in cluding imp ort c osts a s tr ansportation c ost, r esults in e nvironmental imp act o f
transportation a nd obs tructs oppor tunities f or 1 ocal j ob ¢ reation from production of the r aw

materials.
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With regard to social dimension, the study findings indicate that majority of the entrepreneurs
and employees don’t attain higher educational qualification. Only 9% of the entrepreneurs have
gained t heir experience from formal e ducation while others have gained t hrough inheritance,
short term trainings, former ex perience as an e mployee and by self effort. Almost half of the
employees didn’t r eceive on -job trainings. G iven t he | ow e ducation pr ofile and 1ack of skill
development trainings, the knowledge and skill capacity of both entrepreneurs and employees’
are limited to manage their jobs in a professional manner, to adapt to changing market situations

and limits their creativity or innovation capacity.

Female are less engaged in the metal and wood sector while they are more attracted to the food
sector. T hisi1 sdue t os ociety in fluence a s female r esponsibility o fd omestic ta sks; the
entrepreneurs m ostly de pend on i nherited e xperience a nd t he pe rceived I ower pot ential of
females for high labour required jobs. The higher proportions of employees that are in the higher
salary level in the enterprises are male workers except the food sector. This shows that female
are not empowered to engage equally in all sectors and that female workers are not competitive

as male workers in the enterprises to be entitled for higher positions and payments

The study has revealed that M SEs have low capacity to of fer j ob oppo rtunities for additional
employees, t heir be nefit pa ckage i s not a ttractive a nd don’ t i nclude s ocial s ecurity, s ome
employees are denied from getting pa yments for their 1abour and the enterprises don’t ensure
effective s afety measures. Though the sector has contributed to reduce unemployment rate by
securing job for 67% of employees who were unemployed before, 42% of enterprises especially
in the textile sector didn’t hire employees. M ajority o f the employees earn unattractive salary
package i.e. less than ETB 2000 and very few employees are entitled to additional benefits as
commission p ayment, p art time p ayment, pe nsion and p rovident fund payments. T hough, the
employees in the sector are exposed to work related emissions as chemical, heat, sound and air
emissions, w ork pl ace safety pe rsonal pr otective e quipments a re not fully m et for 82 % of
employees. T his will have an adverse e ffect in the he alth of e mployees a nd c ommitment of

employees and the enterprise contribution to sustainable development.

With r egard t o environmental di mension, t he s tudy findings i ndicate t hat t he M SEs a re not
taking s ufficient e nvironment pr otection m easures t o r educe t heir ne gative i nfluence on t he

environment. This is attributed by the use of limited methods or by taking no measures at all for
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efficient use o f energy, water and m aterials to c omply with environmental demands and c ost
efficiency and enhance firms’ productivity as well. On average 33% of enterprises are not taking
any measures for efficient use of these resources and almost half of the enterprises are involved
in reduction of usage particularly for cost reduction rather than environmental concern. Very few
enterprises are engaged i nd iverse ef ficiency measures as t raining o fem ployees, p roduct

redesign, reuse and recycle measures.

The solid waste produced by 55% of the enterprises are thrown with no further treatment where
the wastes could be used for other production process through recycle and reuse and could be
sold to be used for different purposes. As one mechanism, reduction of waste could be achieved
by using maintenance and preventive maintenance o f machines though 73% of the enterprises
service their machinery only when it fails to function properly. This shows that the enterprises

take limited measures in reduction of their effect on the environment.
Drivers for MSEs to contribute to SD

Overall the r esearch s hows t he e ntrepreneurs have pos itive a ttitude t owards r ealizing t he
perceived drivers through engaging in social and environmental responsible business practices
that a re i ndicated i n di fferent | iteratures i ncluding i ncreased pr ofit, ¢ ost reduction, ¢ ustomer
attraction, employee attraction, reputation building and legislation compliance. The three major
drivers indicated as highly influential by more than half of the respondents are cost reduction,
increased p rofit an d em ployee at traction. It is indicated t hat r eduction in r esource us age has
impact in cost efficiency; improved benefits and working environment enhance productivity of

workers and results in improved production and good relation with customers.
Barriers of MSEs to contribute to SD

Significant num ber of e nterprises have rated t he d rivers as 1 esser i nfluential m ainly due to
drawbacks in the current enterprise situation to realize the benefits fully and perceived barriers
for implementation of sustainable business practices. It is indicated that due to perceived high
cost, expected low return or unknown return of investment, limited human resource and financial
capacity, limited business skill, lack of collaboration among stakeholders’ in facilitating smooth
environment for sustainable actions the perceived drivers can’t be realized fully and thus are less

influential.
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There are substantial barriers to implement sustainable business practices. The barriers are lack
of s upporting s ervices, | ow bus iness pr iority, pe rception of hi gh cost/ financial risk, lack of
relevant know ledge a nd t ime pr essure. E xceptional t o t ime pr essure all o ther b arriers ar e
indicated as strong barrier by more than half of the enterprises. It is indicated that awareness on
environment protection is not yet created and there is no skill development programs organized
by any government a nd ot her or ganizations. S ince t here i s no a ttention g iven t o s ustainable
business pr actices b y t he bus iness ¢ ommunity, t he e nterprises pr efer to s pend t heir s carce
financial and time resource on other options that could bring profit in short term. Thus, t he

barriers hinder the MSEs to implement sustainable business and to realize the perceived drivers.
5.7 Recommendations

The following recommendations are forwarded based on t he results of the study to strengthen

MSE:s potential to contribute to sustainable development.

e Thees tablishment o f FeMSEDA a s anu mbrella o rganizationto le ada nds tirth e
development of MSEs is very important. However, the agency should to some extent work
with MSEs that are not under the support of FeMSEDA government structure and enhance
networking with the government supported M SEs. This on one hand will solve the current
delineation between the two categories especially among customers in o ffering lower price
for government s upported M SEs and e mpower t he g overnment s upported M SEs from i ts
business perspective.

e The m anufacturing s ector i s ¢ rucial s ector i n t ransforming a n e conomy. In E thiopia i ts
contribution to G DP is s till very low and its g rowth h as r emained static fort he p ast
consecutive years ( page 33 & 34). Thus, attention ne eds to be givento thissector. T he
problems that hinder the growth of the manufacturing M SEs should be solved to minimize
the exit of the firms by providing support as access to finance, working premises and relevant
business skill development.

e (etting access to market is major constraint being faced by the enterprises. The marketing
management s kill of t he e ntrepreneurs s hould b e de veloped t hrough t raining provided by
both g overnment a nd ot her s upporting i nstitutions. T he m arket out let oppor tunity thatis
provided by government s hould be nefit the M SEs e qually b ased on the r equired criteria

rather than serving limited enterprises. The display facilities of the working premises should
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be ke pt functional a nd should be pr omoted t hrough di fferent m edias t o a ttract pot ential
customer. T he planned display and marketing center to be established in A ddis Abababy
FeMSEDA is step forward to solve the m arketing problems of these enterprises and thus
action should be taken soon. The informal sector should also be encouraged to register and
act legally.

Access t o finance a nd working pr emise ¢ onstraint a re c ritical pr oblems t hat hi nder t he
growth of enterprises. The limitation of working capital has hindered the enterprise growth.
The M FIs a nd ba nks s hould i mprove t heir s trategy i n a ccessing f inancet o M SEsb y
considering the M SE po tential on c ollateral r equirement and 1ower interest rate. T he 1 ong
procedures should also be improved not to discourage the M SEs. Though government are
providing working premise for the enterprises, the space provided for the enterprises are very
small to run their business. Thus, government by assessing the problems should optimize the
space to be provided for the enterprises.

The enterprises with support from governmental and non-governmental organizations should
work on continuous capacity development of employees by raising skill efficiency through
trainings. The enterprises should also improve the health and safety conditions of employees.
Skill de velopment t rainings s hould be given for M SEs t o t ake e nvironmental r esponsible
action o n ef ficient u se of m aterials, en ergy and w ater and recycle / r euse o f w astes and
treatment of w astes. FeMSEDA s hould w ork i n ¢ lose collaboration with E nvironment
Protection A uthority and other or ganizations in adoption of technologies and best practices
on environment protection measures by M SEs. E ntrepreneurial skill de velopment training
should be provided by government a gencies and ot her or ganizations a s E ntrepreneurship
Development Center (EDC) that is supported by UNDP to enhance the innovative skill of
entrepreneurs and at the same time for the enterprises to work on environmental friendly
products.

The barriers to implement sustainable business practices should be tackled and the internal
and e xternal f irms’ environment i n f avor o f's ustainable bus iness p ractices s hould be
encouraged. E nvironmental a wareness s hould be ¢ reated a mong b usiness ¢ ommunity
including ¢ ustomers, pr oducers, s uppliers t hat a re a ssociated w ith t he M SEs t hrough
workshops, m eetings and ot her formal and i nformal ga therings t o pr omote e nvironmental

impact of the business community and to value and practice environmental protection in their
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daily bus iness e ngagement. Legislation a nd r equirements b y governmentsr egarding
sustainable business practices should be enforced. This will enhance the business priority of
firms t o t ake s ocial a nd e nvironmental r esponsible a ctions a nd t o de vote t heir t ime a nd
financial resource as well.

e The es tablished working pr emises ha s br ing t he e nterprises t ogether a nd t hus s hould be
developed t o cluster businesses to gain the associated ad vantage as n earby access toraw
materials and collective treatment of wastes will open job opportunity for other segment of
the society. The cluster could also be served as a center for further d evelopment t hrough
linkage with ot her r esearch a nd de velopment i nstitutions and c ould also act t o i nfluence

policy for their advantage.
Future Research Suggestions

» The research is more generalized as it takes all manufacturing M SE sectors together. Thus,
the researcher suggests a m ore d etailed research on each sector contribution to sustainable
development by integrating best practices from other areas and including quantitative models
(e.g. measuring the added value of firms and find its correlation with other socio-economic

and environmental factors) which is not applied in this research.

» The r esearcher also s uggests a ssessing t he contribution of ot her s ectors a s s ervice an d
construction M SE s ectors t o s ustainable de velopment to gain m ore i n-depth insights as a

future research agenda.
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Photographs for selected manufacturing MSEs in the study area

Metal works and engineering sector MSEs

Leather and leather products sector MSEs

Textile and garment sector MSEs




Wood works including furniture and ornaments sector MSEs

Food processing and beverage sector MSEs

Working premise: G+4 building and Display facilities



References

Abera, A. (2012) Factors affecting the performance of micro and small enterprises in Arada and
Lideta sub-cities Addis Ababa, MBA thesis, Addis Ababa University

Addis Ketema sub city Strategic plan (2008) Addis Ketema sub-city Administration Office,
Addis Ababa

Ageba, G. and Amha, W. (2003) Policy impact and regulatory challenges of micro and small
enterprises in Ethiopia, Working Paper, Ethiopia Development Research Institute, Addis Ababa

Akande et al. (2011)Performance analysis of the strategic effect of age, size and sources of funds
on micro enterprises in Nigeria, Journal of emerging trends in economics and management
sciences (ISSN: 2141 — 7024), Lakoke Akintola University of Technology, Nigeria.

Ali, M. (2012) Government’s role in cluster development for MSEs: Lessons from Ethiopia, Chr.
Michelsen Institute of Research for Development and Justice, Ethiopia

Alli, B.O. (2008) Fundamental principles of occupational health and safety, 2" Edition,
International Labour Office, Geneva, Switzerland

Altenburg, T. (2010) Industrial policy in Ethiopia, Discussion Paper, ISSN 1860-0441, Bonn,
Germany

Anane,G.K. Cobbinah,P.B. and Manu,J.K.(2013) Sustainability of small and medium enterprises
in rural Ghana: the role of microfinance institutions, Asian economic and financial review, Vol.3,
No. 8, pp. 1003 - 1017

Assefa, B ., Zerfu, A. and Tekle, B. (2014) ldentifying key success factors and constraints in

Ethiopia’s MSE Development: an ex ploratory r esearch, E thiopia D evelopment R esearch
Institute, Addis Ababa

Asfaw, A. (2014) Ecotourism as a viable strategy for livelihood diversification and sustainable
natural r esource m anagement i n E thiopia ( from eco -development pa radigm poi nt of vi ew),
Journal of environmental science and water resources, Vol. 3, No. 2 Wollo University, Ethiopia

Ayyagari,M., Beck, T. and Demirguc-kunt, A.(2003)small and medium enterprises across the
globe: a new database, World Bank Policy Research Working Paper 3127

Bae, H. and Smardon, R.S.(2011) Indicators of sustainable business practices in Broniewicz, E.
(ed), Environmental Management in practice, Croatia, Intech

Bekele, A. and Negatu, Z. (2005) Company registration in Ethiopia, Addis Ababa Chamber of
Commerce and the S wedish A gency for International D evelopment C ooperation, S ida, A ddis
Ababa, Ethiopia

Belay File (2012) Determinants of micro enterprise success in the urban informal sector of Addis
Ababa: a multidimensional analysis, PhD thesis, Erasmus University, the Netherlands

93



Berhanu, E. (2014) The role of micro and small enterprises in local economic development, with
a focus on the wood work MSE value chain, PhD theses, University of South Africa

Berihu,A., Abebaw, Z. and Biruk, T.(2014)ldentifying key success factors and constraints in
Ethiopia’s MSE development: an ex ploratory r esearch, E thiopian D evelopment R esearch
Institute, Addis Ababa

Brannen, J. (1992) Mixing Methods: Qualitative and Quantitative Research, Ashgate Publishing
Company, England.

Brouwers, H. (2010). Corporate sustainability and innovation in Small and Medium Enterprises:
evidence of themes and activities in practice. Journal of Business Strategy and the Environment,
Vol. 19, No. 7

Buculescu, M. M .(2013) Harmonization pr ocess i n de fining s mall and m edium — sized
enterprises, a rguments for a qua ntitative de finition ve rsus a qua litative one, Theoretical and
Applied Economics, Vol. 20, No.9

Bureau of Finance and Economic Development (BoFED) (2013) Socio-Economic Profile of
Addis Ababa for the Year 2004 E.C/2011/12G.C, Policy Study and Analysis Sub Process, Addis
Ababa,Ethiopia

Carroll, A. B. and S chwartz, M.S.(2003) “Corporate S ocial R esponsibility: A T hree- Domain
Approach”. Business Ethics Quarterly, Vol. 13, No. 4

Cecilia, M.H., Julia, R. and A shkan, P.(2010) A't riple bot tom 1 ine t o e nsure corporate
responsibility, Berg, per (ed), In timeless cityland, available at:
http://www.cemus.uu.se/dokument/asc2011/Corporate%20perspectives%200n%20CR %20-
with%?20reference%202011+.pdf (accessed April, 2015)

Central S tatistical A uthority (CSA). (2003). R eport on s mall s cale m anufacturing i ndustries
survey. Ethiopia

Cesar, E. and Ekbom, A.(2013) Ethiopia environmental and climate change policy brief, SIDA’s
Helpdesk for environment and climate change, Swedish Embassy, Ethiopia

Creative R esearch S ystems ( 2012) http://www.surveysystem.com/sample-size-formula.htm
(accessed March 5, 2014)

Creswell, J. (2003), Research design, qualitative, quantitative and mixed method, 2™ edition,
Thousand Oaks, CA: Sage

Davis, C. and O’Halloran, T. (2013) Needs of small enterprises to advance on the sustainability
path, Developing sustainable regions through responsible small enterprises project, DESUR,
Ireland

Demeke, M., Guta, F. and Ferede, T. (2006) Towards a more employment — intensive and pro-
poor e conomic growth in E thiopia: I ssues a nd P olicies, Issues in Employment and poverty
discussion paper, Employment strategy department, International labour office, Geneva.

94


http://www.cemus.uu.se/dokument/asc2011/Corporate%20perspectives%20on%20CR%20-with%20reference%202011+.pdf
http://www.cemus.uu.se/dokument/asc2011/Corporate%20perspectives%20on%20CR%20-with%20reference%202011+.pdf
http://www.surveysystem.com/sample-size-formula.htm

Deribie, E.,Nigusse, G. and Mitiku,F. (2013), Filling the breach: microfinance, journal of
business and economics management, Vol.1,No.11, Academia publishing, Jimma University,
Ethiopia

Dixon, T.(2014)Corporate social responsibility, the triple bottom line, standardization and
brand management in Houston, Texas, M .A thesis, Uppsala U niversity, D epartment of E arth
Sciences, USA.

Economic C ommission for A frica (ECA) (2005) Sustainable development report on Africa:
Managing land based resources for sustainable development.

Elkington, J. (2004). Enter the Triple Bottom Line. In A. Henriques & J. Richardson (Eds.), The
Triple Bottom Line: Does it All Add Up? Assessing the Sustainability of Business and CSR,
London: Earthscan Publications.

Federal D emocratic R epublic o fE thiopia (FeDRE), 2011, Micro and Small Enterprise
Development Strategy, provision framework and methods of Implementation, A ddis A baba,
Ethiopia

FeDRE (2013)survey on micro and small enterprises in selected major cities of Ethiopia,
Ministry of urban development and construction, Ethiopia

Feseha, M. (2011) Tourism certification as a tool for promoting sustainability in the Ethiopian
tourism industry: the case of Addis Ababa, M.A thesis, Addis Ababa University

Fresner, J. et al (2010)Pre — SME - promoting resource efficiency in Small & Medium Sized
Enterprises: Industrial training handbook, Austria

Gebreeyesus, M . ( 2007) G rowth of m icro — enterprises ¢ vidence f rom E thiopia, Ethiopian
Development Research institute

Gebreeyesus, M . (2009) Innovation and m icroenterprise growth i n Ethiopia, UNU- MERIT
working paper ISSN 1871 — 9872

Gebreeyesus, M. (2013) Industrial policy and de velopment in Ethiopia: E volution and present
experimentation, learning to compete, working paper no. 6

Global R eporting Initiative, GRI. (2006)Sustainability reporting G3
guidelineswww.globalreporting.org,(accessed May, 2015).

Group of 100 i ncorporated (2003) sustainability: a guide to triple bottom line reporting, An
association of A ustralia’s s enior f inance e xecutives f rom t he na tion’s bus iness e nterprises,
Australia.

Gullele sub city Strategic plan (2008), Gulele sub-city administration office, Addis Ababa

Hailu, H .K. (2012) Success factors in MSEs cluster development: case of Gullele handloom
clusters in Ethiopia, MBA thesis, University of South Africa

95


http://www.globalreporting.org/

Harjula, H. (2008) Scoping s tudy on t he i nclusion of releases and transfers from s mall a nd
medium s ized e nterprisesi n pol lutantr elease a ndt ransfer r egisters ( PRTRs), OECD
environment, health and safety, publication series No. 10

Hidayet, K . et al.(2010) The importance of SMEs in Developing Economies, 2™ international
symposium on sustainable development, Turkey

Hitchcock, D. and Willard, M. (2009), The business guide to sustainability — Practical strategies
and tools for organizations, 2nd edition, London.

International Energy Agency (2007), Tracking Industrial Energy Use and CO2 Emissions, Head
of communication and information office, Paris

International Labour O ffice (ILO) (2007) The promotion of sustainable enterprises, 1* edition,
Geneva, Switzerland

ILO (2013) Training p ackage on w orkplace r isk a ssessment a nd m anagement f or s mall a nd
medium sized enterprises, Geneva, Switzerland

Iordache, M.C. (2014)The role of SME in the context of a country’s economy development, in
Boldea, I. (ed.), Communication, context, Interdisciplinarity, Studies and A rticles, 3" edition,
published by Petru Maior University Press, Romania

John, D. and D eborah, M.(2010)Sustainable development from Brundtland to Rio 2012,
International Institute for s ustainable d evelopment, U nited N ations Headquarters, N ew Y ork,
USA

Jonas, H. and Sabina, W. ( 2011) Making business sustainable: closing the gap between doing
good and making money, M.A thesis, Lund University, Stokholm,

Kayanula, D. and Quartey, P. (2000) The policy environment for providing small and medium
sized en terprises i n G hana an d M alawi, institute for development policy and management,
Working paper series, No. 15, University of Manchester

Kidane, M. et al, 2015, Microenterprises targeting youth group to socioeconomic development:
The Case of Addis Ababa, Ethiopia, International journal of business and economics research,
vol. 4, No. 3

Kothari, C.R.(2004) Reseach Methodology: Methods and Techniques, 2™ edition, published by
New Age International, Delhi, India

Lee, K.(2012) The s mall, for — profit bus iness model a nd e nvironmentalism 1 n E thiopia, in
Adam, P. (Eds.), Environmental policy update 2012, Development strategies and environmental
policy in East Africa, Colby College, USA

Lukacs, E. (2005), The economic role of SMEs in world economy, especially in Europe, Institute
of Business Sciences, University of Miskolc, Hungary.

96



Mary, L.E. et al., (2007) France’s manadatory “Triple Bottom Line” reporting: an informational
regulation approach to sustainable development, Bendick and Egan Economic Consultants, Inc.,
Washington DC, USA

MOFED (2010)Country report on the implementation of the Brussels Program of Action
(BPOA), Ethiopia

Moftatt, S., White, M., Mackintosh, J. and Howel, D. (2006) Using quantitative and qualitative
data in health s ervices research — what ha ppens w hen mixed method findings c onflict? BMC
Health Services Research 2006

Munasinghe, M.(2004)Environmental Macroeconomics: Basic principles, International Society
for Ecological Economics, Munasinghe Institute for Development, Colombo, Sri Lanka, India

Nalband, N.A. and Al Kelabi, S.(2014) Redesigning Carroll’s CSR pyramid model, Journal of
Advanced Management Science Vol. 2, No. 3, King Saud University, Saudi Arabia

Nakata, A. et al (2006) The prevalence and correlated of occupational injuries in small scale
manufacturing enterprises, Journal of Occupational Health, 48(5), Japan

Nlandu M amingi, (2011) Enterprise and S ustainable D evelopment: Role, C hallenges and
Opportunities, Journal of Economics and Sustainable Development, Vol.2, No. 11 & 12

OECD (2004) promoting entrepreneurship and innovative SMEs in a global economy: towards a
more responsible and inclusive globalization, second OECD conference ministries report, OECD
publications, France

OECD (2008)Environmental Outlook to 2030, ISBN 978-92-64-04048-9, Paris

OECD (2010) Interim Report of the Green Growth Strategy: Implementing our commitment for a
sustainable future, Meeting of the OECD Council at Ministerial Level, 27-28 May 2010, OECD,
Paris

Parisa, S., Jerry, C. and Raveendranath, R. N. (2013). Sustainability in Small and Medium Sized
Enterprises in R egional A ustralia: A Framework o f A nalysis,University of Ballarat article,
Australia

Petrini, M. and Pozzebon, M. (2010) Integrating sustainability into business practices: Learning
from Brazilian firms, BAR Curtiba article, Vol. 7, No. 4 available at http://www.anpad.org.br/bar
(accessed March 2015)

Raderbauer, M. ( 2011)The importance of sustainable business practices in the Viennese
accommodation industry, M.A thesis, University of Exeter, Vienna, Austria

Research Methodology: An Introduction
http://www.limat.org/data/research/Research%20Methodology.pdf (accessed April 2015)

97


http://www.anpad.org.br/bar
http://www.limat.org/data/research/Research%20Methodology.pdf

Saravanan, D ., M ohideen, O .H. and S eid, M . ( 2014) C hallenges a nd pr ospects o f w omen
entrepreneurs in Ethiopia, Global journal for research analysis, Vol. 3, Issue 8, ISSN No 2277-
8160

Sartori, S. and Campos, M.S.(2014), Analysis of corporate sustainability assessment tools and
operations management, Federal university of Santa Catarina, Brazil

Sawhny, V.(2008)analyzing corporate social responsibility measurement parameters, institute
for public relation, Michigan state university, Australia

Saylor.org, A primer on sustainable business, http://www.saylor.org/books

Selamawit, N.K, Aregawi, G .T and N egus, A(2014) Determinants o fM icro a nd S mall
Enterprises’ Access to Finance, Developing Country Studies, www.iiste.org , Vol.4, No.21

Sherefa, M. (2012) performance of micro and small enterprises and their role in enhancing local
economic development: a case study in Gullele sub-city of Addis Ababa, M.A thesis, A ddis
Ababa University, Ethiopia

Solomon, D. (2010)Desk review of studies conducted on women entrepreneurs in Ethopia, Addis
Ababa chamber of commerce and sectoral associations, Addis Ababa

Sorrell, S., Mallett, A. and Nye, S.(2011)Barriers to industrial energy efficiency: a literature
review, Development policy, statistics and research branch, working paper 10/2011, Vienna

Spence, L.J. Agyemang, G.and R inaldi, L. (2012)Environmental aspects of sustainability:
SMEs and the role of the Accountant, the Association of Chartered Certified Accountants, report
no, 128, London

Tasisa, A. (2014) The contribution of MSEs in community development in Gullele sub-city, Addis
Ababa, MA thesis, Addis Ababa University

The African D evelopment B ank G roup ( 2010) Ethiopian E conomic G rowth P erformance:
Current situation and challenges, Economic Brief, Volume 1, Issue 5.

Torugsa, N., O’Donohue, W. & Hecker, R. (2012) Capabilities, ProactiveCSR and Financial
Performance in SMEs: Empirical Evidence from an Australian Manufacturing Industry
Sector, Journal of Business Ethics, DOI 10.1007/s10551-011-1141-1.

UN (2015) Ethiopia United Nations Development Assistance Framework of 2012 to 2015

UNECA (2008) SMEs actors for s ustainable d evelopment i n N orth A frica, O ffice for N orth
Africa, Saylor URL: http://www.saylor.org/books

UNEP ( 2003) Bigc hallenge f or s mall bus iness: s ustainability and S MEs, Industry and
Environment, A Publication of UNEP Division of Technology, Industry and Economics, Volume
26, No.4.

98


http://www.saylor.org/books
http://www.saylor.org/books

UNDP (2012) Case studies o f sustainable d evelopment in practice: triple wins for sustainable
development, Design and production by Kimberly Koserowski, First Kiss Creative LLC

UNESCO (2006) Education f or s ustainable de velopment t oolkit, U nited N ations de cade o
education for sustainable development, UNESCO education center

UNIDO (2010) Enterprise-Level Indicators for Resource Productivity and Pollution Intensity: A
Primer for Small and Medium-Sized Enterprises, Vienna

Wayne Visser (2005) Revisiting Carroll’s CSR pyramid: an African perspective, Ph.D Fellow,
the University of Nottingham, United Kingdom

Wikipedia, the free Encyclopedia, http://en.wikipedia.org/wiki/Ethiopia (accessed May 2015)

Worku, S. (2004) Socio- economic determinants of growth of small manufacturing enterprises in
Addis Ababa, M.A thesis, Addis Ababa University

World Bank (2014) Addis Ababa Spatial Determinants of Growth, George Washington
University Capstone report, Elliott School of International Affairs

World Bank (2015) SME finance in Ethiopia: addressing the missing middle challenge, S tudy
team report

World B ank G roup (2015) O vercoming c onstraints i n the m anufacturing s ector, 4™ Ethiopia
economic update

Young, G.( 2010) Opportunities and challenges related to SME implementation of
Environmental Management Systems, Principal Consultant, Australia

99


http://en.wikipedia.org/wiki/Ethiopia

APPENDICES



Appendix — A: Questionnaire to be filled by Entrepreneurs

Addis Ababa University
School of Graduate Studies
College of Business and Economics
Public Management and Policy Department

The purpose of this questionnaire is to gather primary data in order to assess the contribution of
micro and small enterprises to sustainable development by considering the case of manufacturing
enterprises in Addis Ababa. The researcher is grateful for your cooperation and assures you that
all the information gathered will be kept confidential. You don’t need to write your name on the
questionnaire and since the data is processed and analyzed in aggregation your individual answer
cannot be separately identified.

Your cooperation in giving genuine and frank answers in the questionnaire is highly crucial to
obtain r elevant a nd r eliable i nformation f or t he s uccess of t his s tudy. T hank you for your
cooperation.

Questionnaire Code:

Sub-city: a) Gulele sub-city b) Addis Ketema sub-city
Woreda : 1 2 3 4 5 6 7 8 9 10 11
No. | Questions | Please circle the most appropriate answer
Respondents’ characteristics
1. | Sex of the entrepreneur a) Male

b) Female
2. | Age of the Entrepreneur a) Below 25 years old

b) 26 — 35 years old
c) 36—45 yearsold
d) Above 46 years old

3. | Level of education a) No formal education

b) Primary school Grade 1 to 4
¢) Primary school Grade 5 to 8
d) Secondary school

e) Vocational school

f) University / college

g) Other specify

4. | Where were you living exactly before | a) In this sub-city

you start this enterprises b) Elsewhere in Addis Ababa
¢) Out of Addis Ababa

d) Abroad of Ethiopia

5. |Howdi d youpr imarilyobt ain |a) From government training centers as TVET
relevant experience of this enterprise | b) From non-government training centers
¢) From my previous experience as an employee
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Inherited from family

e) Gathering information
f) School education
g) Other, please specify
Enterprise characteristics
6. | In which manufacturing sector is the | a) Textile and garment
enterprise engaged? b) Leather and leather products
¢) Food processing and beverage
d) Metal works and engineering
e) Wood works including furniture and ornaments
service
7. | What is the form of ownership a) Sole proprietorship
b) Partnership
c) Cooperative
d) Other
8. | When was the enterprise established | a) Less than 2 years
b) 2 -5 years
¢) 6—10 years
d) Greater than 10 years
Economic sustainability
9. | Whatis th e initial ¢ apital o f the | ETB
enterprise?
10. | Whatis th e c urrent capital o fth e | ETB
enterprise?
11. | Did the enterprise gain net profit last | a) Yes
year b) No
12. | Which obl igationst he e nterprise | a) Cover operating costs
couldn’t me etla st yearo ntime ? | b) employee compensation
(more than one answer is possible) ¢) committed donations
d) retained earnings,
e) payments to capital providers
f) governments
g) meet all obligations
h) other specify
13. | How is the pattern of growth of the | a) Growing
enterprise b) Stagnating
¢) Declining
d) Other specify
14. | What are the three major constraints | a) Finance constraint
that hinder your enterprise growth? b) Land constraint (working premise)
c¢) Input constraint
d) Market constraint
e) Lack of managerial knowledge
f) Lack of technical knowledge
g) Other specify
15. Explain how the constraints hinder your business?
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16. | Whati st hem ajors ource o f raw | a) Locally produced raw materials
materials you use b) Imported raw materials
c) Equal source of local and imported
17. | If your answer to questionno. 161 s
“b”or “c”, please explain why you
prefer imported materials?
18. | What is the competitive advantage of | a) Lower price
locally produced raw materials? b) Higher quality
c) High supply in the market
d) They are not competitive
e) Other specify
19. | The market for final products are: a) In Addis Ababa only
b) National market
c) Export
d) Other specify
20. | How is the market for your products | a) Higher sale
as per your expectation b) Expectation level
c) Lower sale
d) No sale
e) Other specify
Social sustainability
21. | Aret herer ecruited e mployeesi n | a) Yes
your enterprise b) No
22. | Whati st hecat egory oft he|a) Paid workers
employees (more than one answer is | b) Not paid part time workers
possible) c) Workers less than 18 years of age

d) Non-paid workers as relatives
e) Apprentice
f) Other specify
23. | How is the proportion of workers in | a) More are male workers
the hi gher paid c ategories or hi gher | b) More are female workers
level? ¢) Equal number of male and female workers

Not applicable

Environmental sustainability

24.

Which en ergy efficient m anagement
practices do you apply

Redesign your process to save energy
Train staff

System off when not in use

I don’t practice

Others specify

25.

Which w ater ef ficient management
practices did you use

Substitute potable water use with other sources
of water

Minimize water usage

Treat and reuse water

I don’t practice

Other specify

26.

Whate fficientm aterialu sage

Minimize m aterial ne eded w ith ¢ ontinuous
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practices did you use improvement
b) Minimize wastage
c) Use recycle materials
d) Other specify
27. | Howdo vyout reats olid material | a) are recycled
waste of your enterprise b) are sold as residual
c¢) dispose them with no treatment
d) others specify
28. | How often do you do maintenance of | a) Regularly
your machines and equipments b) When it fails to work properly
c) Other specify
29. | Whati s youropi niona boutt he | a) There is strong link
linkage b  etweens  ustainability | b) There is weak link
performance and f inancial | ¢) There is no link
performance d) Idon’t know

Drivers for sustainable business practice

30. What are the perceived drivers for implementation of social and environmental responsible
business practices as enhancing employee motivation, community contribution, reduction of
energy, w ater, m aterial u sage, r ecycled m aterial u sage, treat w astes and / or o thers r elated
business practices? Tick only one box where 5 being most influential and 1 being not at all

influential

Drivers

Scale
3 2 1

a)

Increased profits/financial performance

b) Cost reductions/efficiency

Customer attraction

¢)

d) Employee attraction

e) Reputation building

f) Legislation compliance

29alf you rate ‘5’ or ‘4’, please explain the reasons for rating as higher influential for each drivers

29blf you rate ‘3°, ‘2° or ‘1°, please explain the reasons for rating as lesser influential for each drivers.

Barriers for sustainable business practice

31. What are the perceived barriers for implementation of social and environmental responsible
business practice? Tick only one box where 5 being very strong barrier and 1 being not a

barrier

Barriers

Scale
3 2 1

a)

Lack of relevant knowledge

b) Lack of supporting services

¢)

Time pressures / short planning horizons

d) Low business priority

¢)

Perception of higher costs / financial risk

30 (a) If you rate ‘5’ or ‘4’, please explain the reasons for rating as higher barrier for each.
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Appendix — B: Questionnaire to be filled by Employees

The purpose of this questionnaire is to gather primary data in order to assess the contribution of
micro and small enterprises to sustainable development by considering the case of manufacturing
enterprises in Addis Ababa. The researcher is grateful for your cooperation and assures you that
all the information gathered will be kept confidential. You don’t need to write your name on the
questionnaire and since the data is processed and analyzed in aggregation your individual answer
cannot be separately identified.

Your cooperation in giving genuine and frank answers in the questionnaire is highly crucial to
obtain r elevant a nd r eliable i nformation f or t he s uccess of t his s tudy. T hank you for your
cooperation.

Questionnaire Code:

Sub-city location: a) Gulele sub-city b) Addis Ketema sub-city
Woreda : 1 2 3 4 5 6 7 8 9 10 11
No. Questions | Please circle the most appropriate answer
32. | Sex of the employee a) Male

b) Female
33. | Age a) Below 25 years old

b) 26— 35 years old
c) 36 —45 years old
d) Above 46 years old

34. | Marital status a) Single
b) Married
¢) Widow
d) Divorced
35. | Level of education a) No formal education

b) Primary school Grade 1 to 4
¢) Primary school Grade 5 to 8
d) High School

e) Vocational school

f) University / college

g) Other specify

36. | In which manufacturing sector is the | a) Textile and garment

enterprise engaged? b) Leather and leather products

¢) Food processing and beverage

d) Metal works and engineering

e) Wood works including furniture and ornaments

service
37. | Where were you living exactly before | a) In this sub-city
you start this enterprises b) Elsewhere in Addis Ababa
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¢) Out of Addis Ababa
d) Abroad of Ethiopia
38. | Did you have job before this a) Yes
b) No
39. | If yes,w hy you c hange yourjob | a) To get better experience
(more than one answer is possible) b) To get better salary
c) I was not satisfied with the previous job
d) Other specify
40. | How much is your monthly net salary | a) Less than ETB 500
/ wage on average? b) ETB 501 to 1000
c) ETB 1001 to 2000
d) ETB 2001 to 3000
e) Greater than ETB 3000
f) No payment
41. | Didy oue arn additional benefits | a) Yes
other than salary or wage payment? b) No
42. | What ki nd be nefits did your eceive | a) Health benefit
from this enterprise b) Pension benefit
(more than one answer is possible) c) Part time payment
d) Commission payment
e) Education cost coverage
f) Other specify
43. | How didt he pa yments you obt ain | a) Enhance my expenditure capacity
supported you (more than one answer | b) Enhance my saving capacity
is possible) ¢) Could afford to buy assets for my house
d) My living condition doesn’t change
e) Other specify
44, | Tow hatki ndof w orkpl ace|a) Chemical
emissions are you exposed? b) Heat
¢) Sound
d) Air
e) No emission
f) Other specify
45. | Are all the safety conditions fulfilled | a) Yes, fully
for your work b) Partly fulfilled
¢) Not fulfilled
d) Other specify
46. | How frequently di d you face w ork | a) Frequently
place injury b) Sometime
c) Rarely
d) No injury
47. | Do you obt ain relevant t rainingon |a) Yes
your job b) No

If Yes, How often?
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a) Regularly
b) Sometime
c) Rarely
48. | Do your eceivet raining r egarding | a) Yes
environmentali mpactof t he|b) No

enterprises
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A A o B

Appendix — C: Interview Checklist
Are there social and environmental standards set for MSE to meet?
To what extent did they meet the standard?
How do you assess the performance of MSE?
What contributing factors exist for their contribution to SD?
What constraints did they face?
How could MSE be strengthened to enhance their role?

What is the future plan
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