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Abstract

The study attempts to provide two integrated growth models, sales and em-
ployee growth model to assess the factors that determine Micro and Small
Enterprises (MSE’s) growth. Cluster sampling techniques was employed and
a total of 348 samples were selected. The data were collected through ques-
tionnaires, key-informant interviews and focus group discussions. Both de-
scriptive and empirical analysis methods were employed and the descriptive
part was analyzed using central tendency measures, dispersion, while the em-
pirical analysis applied confirmatory factor analysis, first order structural
analysis and second order structural analysis. The study elucidates the in-
ter-relationship among the four determinants of growth. According to the
path analysis results, internal capabilities and business structure is key di-
mension that directly affects MSE’s growth (through innovation and imita-
tions and number of products with employee incentives), and followed by
human capital, social capital and access to external resources. A number of
variables influence MSE’s growth. These may affect the growth directly, indi-
rectly, or both. Human capital of owner-managers had direct and indirect ef-
fect on MSEs’ growth. In particular, training with work experience in same
field has substantial positive effect on MSE’s growth. In addition to the direct
effect, it has indirect positive effect via variables in social capital (such as or-
ganizational network with network maintenance and resources sharing with
enterprise) and internal capabilities and business structure. The results with
respect to access to external resources reveal both direct and indirect effects
on MSEs’ growth. Especially, access to inputs (labor, raw material and finance)
has substantial significant positive effect on growth. In the case of internal
capabilities and business structure, the result suggests that it has direct posi-
tive effect on MSEs’ growth through innovations and imitations and number
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of products with employee incentives. Following the result, it is recommend-
ed that to best promote the growth of MSE’s in the study area, concerned
body should take the following measures: 1) enhance human capital through
training and technical assistance programs; 2) promote different form of in-
novations and imitations such as product, process, work practice, marketing
and supply relations by increasing contacts with organizational networks and
enhancing; 3) support collaboration with business support institutions and
other organizations can serve to acquire the expertise and services that cur-
rently are lacking in the industry.

Keywords

Employee Growth, Sales Growth, Human Capital, Social Capital, Micro and
Small Enterprise, Structural Equation Model, Gurage Zone

1. Introduction

The health of small business sector is very important for the overall economic
growth potential and future strength of an economy. There has been more writ-
ten about small business growth in recent years than any other aspect of sectors
(Rami & Ahmed, 2007). The Small Enterprise (SE) sector generates substantial
employment opportunities and economic output in developed and developing
countries (Nishantha, 2013). Micro and small enterprises act as providers for
goods and services, facilitate transfer of technology, create employment and
create wealth. Some factors influence growth mainly as facilitators while others
act mainly as growth deterrents (Davidsson, 1989). Currently, for many coun-
tries, MSE’s are considered as the pillar of their growth and development. The
importance of the sector for economic development has been at the center of
policy for many years (Liedholm et al., 1994). Supporting MSEs can be unders-
tood as “growth with redistribution” that means equitable distribution of income
with greater growth can occur simultaneously. He was also argued for the sup-
port of MSE’s, because they serve as an entrepreneurial “seed bed” with entre-
preneurs graduating to run or serve as vehicle for larger industries. As docu-
mented in World Bank (2011), many African countries recognize the centrality
of MSE’s sector for economic growth and diversification, but their domestic
MSE’s sector is still small and thin. This sector is the engine of economic growth,
stimulating entrepreneurship and innovation and promoting competition and
productivity.

The private sector is expected to play a key role in Ethiopia’s journey to be-
come a middle income country by 2025. However, this projection will not be
achieved without recognizing the crucial role that MSE’s play for increment of
rural urban linkages, increment of export or reduce imported goods and service
which in turn reduces the trade deficit, base for large industries, solution for
unemployment (reduction of wasted man power), and reduce poverty and in-
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come inequality in the country. While a considerable amount is known about
the factors that affect the success of micro and small sized businesses, this know-
ledge continues to be imperfect and a large number of questions remain unans-
wered regarding those business sector in developing countries (Rami & Ahmed,
2007). Recent empirical studies were revolved around assessing determinants
that foster or hinder MSE’s growth classifying them as internal and external fac-
tors. Moreover, studies assess the effects of growth by conceptualizing that
growth can be measured in terms of sales, employment growth and firm profita-
bility. The studies measuring the effects of growth are most often focusing on
assessing of the effect of different determinants. Interestingly these studies tend
to ignore the intermediate process of managing these determinants (Degenhardt,
Stamm, & Zehdnicker, 2002). In view of empirical literatures, there are different
studies conducted to study the determinants of MSE’s growth in different areas,
but they emphasize mainly to find the problems through exploratory research.
Previous studies were excess to depict the determinants of growth through con-
ceptualizing the multi-dimensional factors. To mention some among the classi-
fication of those factors that determine MSE’s growth are internal and external
environmental factors, contextual factors, political, social, economic, technolo-
gical and organizational factors are the leading. However, the present study is
not in a opposition to support or contradict the multidimensionality of the fac-
tors that determine MSE’s growth, but the study conceptualize lack of studies that
emphasize on the mediating and moderating role of different factors that deter-
mine MSE’s growth, lack of integration of different findings into a more compre-
hensive theory of growth, shortage of studies that focus on multi-directionality
of growth itself, lack of focus on people issues, lack of combining different levels
of analysis (individual, team, organization, environment); rather low level of link
between empirical findings and theory building are among the main problems
that the present study identified as a research gap and would like to fill (Darnay
& Magee, 2007).

The performance of MSE’s sector in Ethiopia is poor compared with similar
sectors in another African country such as South Africa, Kenya, Uganda and
Tanzania. Small businesses and enterprises in Ethiopia are characterized by
acute shortage of finance, lack of technical skills, lack of training opportunities
and raw materials, poor infrastructure and over-tax (Abeka, 2011). According to
MSE’s Development Strategy of Ethiopia (2015), the main focus of the govern-
ment is creating job opportunities through MSE’s development, and alleviate
poverty and enhance the sector to be base for industrial development in the
country and to show that MSE’s are important to the economic and social de-
velopment of the country and facilitates rural and urban economic linkage and
boost the economy, promotes entrepreneurship culture, strengthen self-employment
and serves as fertile ground for the emergence of Medium and Large Industries
in the countries. In realizing this goal, the government may face detrimental
factors for the growth of the sector; therefore, it is crucial to be able to dig out
these detrimental factors and make confirmatory analysis to realize the goal.
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Thus, to have a proper intervention for the growth of MSE’s at national level in
general and Gurage zone in particular intensive investigation is required. That is
why this study is tried to identify the growth determinants of MSE’s growth with
the objectives of to identify the factors that affect growth of MSE’s, to evaluate
how the determinant factors are interacting each other and to examine whether
sales or employment growth model fit the study area situation. As many findings
show MSE’s are the engine and accelerator of national economic growth and
development. As Ethiopia is developing country the growths of MSE’s sector are
vital to takeoff in to middle income countries. However, to make sound policy
that boost up the growth and expansion of the sector and to create healthy envi-
ronment policy maker’s needs scientifically investigated findings of study.
Therefore, this study would provide some insights for policy maker for develop-
ing country in general and Gurage zone in particular. It also provides informa-

tion for individuals and owners of MSE’s and institutions.

2. Methodology of the Study

The data used in this study were collected from two sources, namely primary
and secondary sources. The primary data were collected through questionnaires,
interviews and focus group discussion. The questionnaires included open ended
and close ended questions. Secondary data include published and unpublished
materials collected from stakeholders of MSE’s. The questionnaires used in this
study is adapted from (Nishantha, 2013) with modification to suit the study area.
The target group of this study is MSE’s that involve in manufacturing, construc-
tion, service, trade and urban agriculture. According to Gurage zone trade and
industry department (2015), there are 2665 MSE’s in Gurage zone where con-
struction accounts 489 (18.34%), manufacturing 424 (15.9%), service 650 (24.39%),
trade 908 (34.07%) and urban agriculture 194 (7.27%). After clustering the con-
centration of MSE’s into three strata’s (high concentration, medium concentra-
tion and low concentration), six Woredas were selected purposively. Finally, in
each cluster, two woreda are included based on their concentration. The selected
clusters are Butajira (623) and Wolkite (663) from high concentration, Abeshge
(171) and Gumer (199) from medium concentration, Mareko (60) and Endegag-
ni (45) from low concentration. Once the sample Woredas are selected, the re-
searcher stratified the MSE’s into five sub sectors. These are manufacturing,
construction, service, trade and urban agriculture sector. In this stud, multi stage
sampling techniques as employed. Using this sampling technique the researchers
use cluster sampling as a first step and stratified sampling techniques to select
representative samples from the five strata. The researcher used (Yamane, 1967)
formula to select a samples.
ne N
1+ N xe?
2665

n=—————— = n=347.79~348
1+ 2665x0.05
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where 1 = sample size, N = target population, e = confidence level at 0.05% or
95%. Then, the sample size in each Woredaby sectors is determined proportio-
nately. To select the sample unit from each sub sectors simple random sampling
technique was used.

The researchers follow three main processes as a statistical plan: Confirmatory
factor analysis CFA of measurement model, first order structural analysis and
second order Structural Analysis. Factor analysis would be used to determine the
number of factors associated with human capital (HC), social capital (SC), access
to external resources (AER) and internal capabilities and business structures
(IC&BS). Because it is considered as the most widely used multivariate statistical
procedures in applied research endeavors across multitude of domains (Brown,
2006). Robert (2007) claim that multilevel regression is best used when the pow-
er and versatility of ordinary least squares (OLS) regression and its established
correctives have been exhausted. He added that the most important difference
between OLS regression and multilevel regression is the thorough theoretical
and substantive knowledge base needed to properly specify a multilevel model.
First-generation techniques have been widely applied by social science re-
searchers. However, for the past 20 years, many researchers have increasingly
been turning to second-generation techniques to overcome the weaknesses of
first-generation methods (Hair, et al., 2014). This method is referred to as struc-
tural equation modeling (SEM), which enable researchers to incorporate unob-
servable variables measured indirectly by indicator variables. They also facilitate
accounting for measurement error in observed variables (Chin, 1998, cited in
Hair et al., 2014). Regardless of whether a researcher is using first or second
generation multivariate analysis methods, several considerations are necessary in
deciding to use multivariate analysis, particularly SEM, these are Variate, Mea-
surement (Hair et al., 2014), Measurement Scales, Coding, and Data Distribu-

tions.

3. Result and Discussion

To analyze the collected data in line with the overall objective of the study, sta-
tistical procedures were carried out using SPSS statistics and SPSS Amos version
20. In all cases alpha (significance value) is set at 0.05, to test at 95 percent con-
fidence level. In this section the researcher presented data analysis performed
through providing distinct explanations with regard to the measurement model
and structural model of the study. Assessment of reflective measurement models
includes composite reliability to evaluate internal consistency, individual indi-
cator reliability, and average variance extracted (AVE) to evaluate convergent
validity. In addition, the Fornell-Larcker criterion and cross loadings are used to
assess discriminant validity (Hair, Hult, Ringle, & Sarstedt, 2014; Hair, Black,
Babin, Anderson, & Tatham, 2006). The results are presented in four parts. The
first section presents the characteristics of the sample, followed by presentation

of descriptive statistics. The third section analyzes the factor analysis results, and
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the final section presents the discussion of results.

As revealed in Table 1, 34.1% of entrepreneurs surveyed are male and 65.9%
of them are female. The entrepreneurs’ ages vary from the minimum 19 years to
maximum age of 58 years. The average age for the sample surveyed is 29.2 year
with a standard deviation of 5.98. Majority of the entrepreneurs are operating in
the two city administration namely Butajira (39.4%) and Wolkite (32.8%), whe-
reas a relatively small proportion of entrepreneurs are surveyed from other four
Woredas, Abeshge (10%), Mareko (4.0%), Gumer (10.6%), and Endegagni (2.8%).
In addition, among surveyed entrepreneurs 59.1% the sample are married whereas

Table 1. Characteristics of micro and small enterprises in Gurage zone.

Entrepreneurial Characteristics Frequency Percentage

Sex of Respondents
Male 109 34.1

Female 211 65.9

Location of MSE’s

Butajira 126 394
Wolkite 105 32.8
Abeshge 32 10.0
Mareko 14 4.4
Gumer 34 10.6
Endegagni 9 2.8

Marital Status

Married 189 59.1

Single 123 384
Divorced 2 0.6
Widowed 6 1.9

Types of Sector

Trade 75 23.4
Service 87 27.2
Manufacturing 65 20.3
Construction 61 19.1
Urban agriculture 32 10.0

Scale Variables

Mean S.E. Standard Deviation Min  Max

Age of Respondents 29.2 5.10 19 58
Sales growth 817.34 155.43 2736.65 =80 29900
Employment Growth 58.76  9.40 165.76 -70 2437.50

Source: Survey data (2016).
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38.4%, 0.6%, and 1.9% are single, divorced and widowed entrepreneurs, respec-
tively. Moreover, Table 1 gives as an evidence regarding the types of sectors en-
trepreneurs’ involved in such as trade (23.4%), service (27.2%), manufacturing
(20.3%), and construction (19.1%) and urban agriculture (10.0%). A wide variety
of enterprise growth measures have been used in the literature such as sales and
employment, or more subjective measures (Wiklund, 2009). Therefore, in the
present study both Sales and Employee Growth Index as the growth measure (in
Table 2) are used. Owner-managers in the survey were asked to record the level
of sales and employment in their firm in 2014 and 2015. The employment
growth index was calculated as 2015 employment minus 2014 employment, di-
vided by 2014 employment. This growth index variable is asymptotically nor-
mally distributed, and statistically appropriate. The sales growth index was
calculated as 2015 sales minus 2014 sales, divided by 2014salesthis growth in-
dex variable is asymptotically normally distributed, and statistically appropri-
ate.

Where, SG is sales growth, sale 2015 is current year sales (2015), sale 2014 is
base year sale (2014), EMP2015 is number of employed labour at current year
(2015), and EMP14 is number of employed labour at base year (2014). As shown
in Table 2, average sales growth is 817.34 (in Birr) with standard deviation of
2736.65, minimum value of 80 and maximum value of 29,900 (Birr). Similarly,
the average employment growth for the sampled survey is 58.76 with standard

deviation of 165.756 minimum value of (70) and maximum value of 2437.50.

3.1. Measurement Model Analysis

As Nishantha B. (2011) noted, a valid and reliable measure of employee and sales
growth is needed to advance research and practice in the area of growth theory.
Determinants of employee and sales growth constructs was used as a full scale
score as well as distinct subscales. The determinants of employee and sales
growth construct scale have adequate reliability and validity with reported in-
ternal consistency reliability between 0.82 and 0.87 for the full scale and subs-
cales (Nishantha, 2011). For this study reliability of scales measuring human
capital, social capital, access to external resources and internal capabilities and
business structure were tested using Cronbach’s Alpha coefficients and result are
reported in Table 3.

The researchers tested reliability of the items measuring the four dimensions

of micro and small enterprises growth determinants by means of the internal

Table 2. Definitions of variables of growth.

Variable Definition

_ Sale2015—sale2014

Sales growth SG
Sale2014

100

_ EMP2015-EMP2014
EMP2014

Employee growth EG 100
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Table 3. Internal consistency of Latent variables.

Cronbach’s  Cronbach’s Alpha Based

Factors Alpha on Standardized Items Ttems
Human Capital 0.736 0.810 7
Social Capital 0.559 0.786 5
Access to External Resources Dimension 0.741 0.818 6
Internal Capabilities & Business Structure 0.568 0.709 5

Source: Survey data (2016).

consistency method. As reported in Pallant (2005), this can be estimated by
means of a reliability coefficient, such as Cronbach’s alpha, measuring the inter-
nal consistency of multidimensional scales. In this respect, the minimum advisa-
ble level is 0.7 (Nunnally, 1978), although it may be reduced to 0.6 in exploratory
research or even to 0.55 (Hair et al., 1995). In line with these suggestions after
performing a reliability analysis using Alpha the researcher’s confirmed that all
the instruments employed in this study are above the minimum level of 0.7 with
the exception of internal capabilities and business structure and social capita that
have 0.568 and 0.559, respectively. With respect to suggestions given by (Hair et
al., 1995) incorporating these variables into the analysis may not resulted a
problem. The researchers conducted a pilot survey by distributing the instru-
ment mentioned in method of data collection section to MSE’s operators in
Cheha Woreda in order to assure the validity of the instrument developed. Par-
ticipants in the pilot study constitute1l0 MSE’s operators located in Gurage zone,
Cheha Woreda. The researcher’s asked those individuals to assess each item on
the survey and to identify items that need to be reworded, items that have to be
eliminated if they did not add value and items that should be added in order to
adequately measure determinants. Even though the researcher’s incorporated 77
items, responses from these individuals were used to develop the final version of
the survey which includes only 77 items. With this approach, the researcher’s
established content validity of survey instrument. According to Nishantha (2011),
using 97 sample respondents in Sri Lanka, The initial 63-item analysis yielded
four-factor structure, using varimaxrotation; these initial analyses were con-
ducted on data collected using different combinations of measurement scale.
Therefore, for the present study, the researchers developed an instrument from
the collected works of many researchers. The final version used for analysis after
conducting a pilot survey was hypothesized as four factors with a total of 77
items. After testing the measurement model the researchers used the 23 observa-
ble items extracted from the summated result of the 77 items.

3.2. Data Considerations and Structural Model Analysis

According to Donna (2009), there are several important data considerations that
need to be addressed, including missing data, normality, and sample size re-

quirements. Before proceeding with the analysis, the secriteria must be consi-

DOI: 10.4236/0jbm.2020.83086

1346 Open Journal of Business and Management


https://doi.org/10.4236/ojbm.2020.83086

A. D. Wodajo et al.

dered to check the suitability of the study for factor analysis as well as structural
equation models (Pallant, 2005). As part of preparing data for analysis, it is vital
to look for missing data. Even though two recommended approaches were men-
tioned in (Donna, 2009); which are, 1) run the analysis with missing data allow-
ing the software to estimate parameters (i.e. direct ML), or 2) impute (i.e. use
computer software to replace missing values with plausible guesses). The re-
searcher’s confirmed the dataset used in this research has shown no missing
value, (n = 320; 100%). Skewness and kurtosis indices are presented. Following
(Donna, 2009), suggestion that only variables with skew index absolute values
greater than 3 and kurtosis index absolute values greater than 10 are of concern,
none of the variables in this analysis has problematic levels of skewness or kur-
tosis. With a valid sample size of 320 for this research study (Donna, 2009),
would consider this a large sample size. The sample size; as suggested by (Ta-
bachnick, 2007), the researcher needs to have at least 300 cases for factor analy-
sis, however, a small sample size (e.g. 100 cases) should be sufficient if solutions
have several high loading marker variables (above 0.80). According to (Hair et
al., 2006), suggestion that a researcher generally would not factor analyze a sam-
ple of fewer than 50 observations, and preferably the sample size should be 100
or large. In line with the above justification the researcher justifies using 320
cases in the research is feasible for structural equation model analysis.

Amos (analysis of moment structure) graphics follows the conventions of
structural equation modeling (SEM) diagrams. The ovals represent latent (un-
observed) variables, in this case, human capital dimension, represented by sum-
mated score of training with experience in the same field, education with expe-
rience in government sector, self-learning with work experience in different
field, self-learning with ownership experience in different field, family tradition,
ownership experience in same field, technical and professional education; social
capital dimension represented by summated score of organizational network and
network maintenance, resources sharing with MSE’s, government supportive ac-
tivities, sharing consultancy with social network, supportive network with finan-
cial institutions; internal capabilities and business structure denoted by sum-
mated score of innovation and imitations, number of products with employee
incentives, ownership structure with stock related innovations, market related
innovations with employee benefits, new products and new machines; and
access to external resources represented by summated score of access to credit
and credit information, access to inputs, capital source from finance companies,
supplier availability, competition from large and medium enterprises, access to
market represent the four subscales of the employee and sales growth determi-
nants.

The rectangles represent observed variables, which are actual determinants
of MSE’s growth construct summated scores indicated in bracket. The curved
double-headed arrows represent the correlations or covariance’s among the la-

tent variables (for standardized and unstandardized solutions, respectively), and
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the straight single-headed arrows represent the factor loadings of the observed
variables on the latent variables. The small circles with arrows pointing from the
circles to the observed variables represent errors or unique factors that each la-
tent variable has a 1 next to the path from it to one observed variable (e.g. from
human capital dimension to training with experience in the same field). This
serves to constrain the parameter and define the scale of the latent variable as it
was suggested by (Arbuckle, 2012) each latent variable must be scaled. So all the
procedures are performed with due considerations pertinent to the micro and
small enterprises growth determinant and analysis was done according to (Ar-
buckle, 2012) manual. To see the detailed structure all those items representing
the variables that are used as a summated score, were entered as well as calcu-
lated in SPSS statistics version 20 and imported to Amos Graphics software. The
standardized estimates output provided by Amos 20.0 using ML estimation is
presented in Table 4.

The factor loadings are shown on the arrows from the latent variables to the
observed variables in Table 4, where Amos do the algorithm to come up with
the standardized regression weight where it indicates the direct relationship be-
tween each observed variables and the construct it was supposed to measure (in-
dicated by a single arrow). Table 4 shows the standardized and unstandardized
regression weight in conjunction with explicitly pointing out “z” score (critical
ratio) by dividing the regression weight estimate by the estimate of its standard
error to identify whether it is significance or not significant. Thus, as per Table
4, when we look into the second row the path from Human capital Dimension
(HCD) construct to education with experience in government sector have the
regression weight estimate, 1.714, has a standard error of about 0.286 and z =
1.714/0.286 = 5.984. In other words, the regression weight for HCD in the pre-
diction of the probability of getting a critical ratio large 5.984 in absolute value is
less than 0.001. The probability of getting a critical ratio as large as 5.984 in ab-
solute value is less than 0.001. The statements are approximately correct for large
samples under suitable assumptions. So according to the table following the
above interpretation the researchers concluded that only: The probability of get-
ting critical ratio as large as 1.214 in absolute value is 0.225, in other words, the
regression weight for HCD in the prediction of family tradition is not signifi-
cantly different from zero at the 0.05 level (two-tailed). The probability of get-
ting critical ratio as large as 1.68 in absolute value is 0.093, in other words, the
regression weight for SCD in the prediction of government support activities is
not significantly different from zero at the 0.05 level (two-tailed). The probabili-
ty of getting critical ratio as large as 0.939, in absolute value is 0.347. In other
words, the regression weight for SCD in the prediction of sharing consultancy
service network is not significantly different from zero at the 0.05 level (two-tailed).
The probability of getting critical ratio as large as 0.105, in absolute value is
0.917. In other words, regression weight for SCD in the prediction of supportive
network with financial institutions is not significantly different from zero at 0.05

levels. The probability of getting critical ratio as large as 0.798, in absolute value
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Table 4. Standardized and unstandardized regression weight (Factor loading of observa-
ble variables on latent variables).

Standardized
Path Estimate S.E. C.R. P Label Regression
Estimate
Training with work
< HCD 1.000 0.459

experience in same field

Education with experience
. < HCD 1714 0286 5984 ** al.l 0.254
in government sector

Self-learning with work

< HCD 1459 0.176 8291 *** 21 0.379
experience in different field -

Self-learning with ownership

< HCD 1415 0.137 10.319 *** 31 0.706
experience in different field -

Family tradition < HCD -0.528 0.435 —-1.214 0.225 a4_1 -0.055

Ownershi .
CVnership experience ¢ HCD 0744 0099 7512 ** a51 0411
in same field

Technical and
professional education < HCD 0.869 0.154 5.635 *** a6_1 0.282
u

Organizational network
. < SCD 1.000 0.969
and network maintenance

Resources sharing with SMEs < SCD 0.977 0.030 32.358 *** a7 1 0.952
Government supportive activities < SCD  0.014 0.008 1.680 0.093 a8_1 0.066

Sharing consultancy

i i < SCD 0.007 0.007 0.939 0.347 a9_1 0.033
with social network

Supportive network

. e e < SCD 0.001 0.007 0.105 0.917 al0_1 0.001
with financial institutions

Innovation and imitations < AIBSD 1.000 0.823

Number of products
. . . < AIBSD 0.046 0.058 0.798 0.425 all_l 0.032
with employee incentives

Ownership structure
. . R < AIBSD 0.202 0.032 6.285 *** al2_1 0.218
with stock related innovations

Market related innovations
K < AIBSD 0.336 0.057 5.844 *** al3_1 0.239
with employee benefits

New products and new machines ¢ AIBSD 0.139 0.020 7.078 *** al4 1 0.345

Access to credit
- , < AERD 1.000 0.563
and credit information

Access to inputs < AERD 0.731 0.072 10.144 *** al5_1 0.355

Capital Sources with credit
. < AERD 0.687 0.048 14.420 *** ale6_1 0.838
from finance companies

Supplier availability < AERD 0.744 0.050 15.017 *** al7_1 0.855

Competition from large
. Rk < AERD 0.628 0.049 12.880 *** al8_1 0.553
and medium enterprises

Access to markets < AERD 0.817 0.057 14.449 *** al9_1 0.853

Source: Survey data (2016).
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is 0.425. In other words, the regression weight for AIBSD in the prediction of
number of products with employee incentives is not significantly different from
zero at the 0.05 level (two-tailed). According to Tabachnick (2007), in general,
the higher the factor loading the better, and typically loadings below 0.30 are not
interpreted. As general rules of thumb, loadings above 0.71 are excellent, 0.63
very good, 0.55 good, 0.45 fair, and 0.32 poor. These rules of thumb are based on
factor analyses, where factor loadings are correlations between the variable and
factor, so squaring the loading yields a variance accounted for. The numbers at
the upper right hand corner of each observed variable are the squared multiple
correlations for each observed variable this is shown in the table.

As shown in Table 5, it is estimated that the predictors of number of products
with employee incentives explain 0.1 percent of its variance. In other words, the

error variance of number of products with employee incentives is approximately

Table 5. Squared multiple correlation Amos text results.

Estimate
Number of products with employee incentives 0.001
New products and new machines 0.119
Innovation and imitations 0.677
Access to market 0.727
Supportive network with financial institutions 0.000
Market related innovations with employee benefits 0.057
Ownership structure with stock related innovations 0.048
Sharing consultancy with social network 0.001
Government supportive activities 0.004
Resources sharing with SMEs 0.907
Organizational network and network maintenance 0.940
Technical and professional education 0.080
Ownership experience in same field 0.169
Family tradition 0.003
Self-learning with ownership experience in different field 0.499
Self-learning with work experience in different field 0.144
Competition from large and Medium enterprises 0.306
Supplier availability 0.732
capital source from finance companies 0.703
Access to inputs 0.126
Access to credit and credit information 0.317
Education with experience in government sector 0.065
Training with experience in the same field 0.211
Source: Survey data (2016).
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99.9 percent of the variance of number of products with employee incentives it-
self. So according to the results exhibited in Table 5, the squared multiple corre-
lation of Innovation and imitations, Access to market, Resources sharing with
SMEs, organizational network and network maintenance, supplier availability,
capital source from finance companies were acceptable.

As shown in Table 6, the correlations among latent variables next to each
double arrow relations are demonstrated. Accordingly, 0.746 is the estimated
correlation between AERD and AIBSD, 0.353 is the estimated correlation be-
tween AERD and SCD, 0.772 is the estimated correlation between AERD and
HCD, 0.557 is the estimated correlation between HCD and SCD, 0.788 is the es-
timated correlation between HCD and AIBSD, 0.156 is the estimated correlation
between SCD and AIBSD. So based on the results it can be easily observed that
the relationship between social capital dimension and internal capabilities and
business structures have a very week relationships as compared to others. These
correlations suggest that the latent variables are somewhat related, as would be
expected given that they are all hypothesized to be determinants of employee
and sales growth, but the correlations are not so high as to suggest that they are
all measuring the same construct (See Table 6).

As shown in Table 7, the standardized total (direct and indirect) effect of
HCD (human capital dimension) on SCD is 0.375. That is, due to both direct
(unmediated) and indirect (mediated) effects of HCD on SCD, when HCD goes
up by 1 standard deviation, SCD goes up by 0.375 standard deviations. The
standardized total (direct and indirect) effect of SCD on SCD is .000. That is, due
to both direct (unmediated) and indirect (mediated) effects of SCD on SCD,
when SCD goes up by 1 standard deviation, SCD goes up by 0 standard devia-
tions. The standardized total (direct and indirect) effect of AERD on SCD is
0.000. That is, due to both direct (unmediated) and indirect (mediated) effects of
AERD on SCD, when AERD goes up by 1 standard deviation, SCD goes up by 0
standard deviations. The standardized total (direct and indirect) effect of AIBSD
on SCD is 0.000. That is, due to both direct (unmediated) and indirect (me-
diated) effects of AIBSD on SCD, when AIBSD goes up by 1 standard deviation,
SCD goes up by 0 standard deviations. For further discussion of direct, indirect
and total effects, see Kline (1998: p. 52).

Table 8 demonstrated the standardized direct (unmediated) effect of HCD on

Table 6. Correlation results of Latent variables.

Estimate
AERD — AIBSD 0.746
AERD — SCD 0.353
AERD — HCD 0.772
HCD — SCD 0.557
HCD — AIBSD 0.788
SCD <—> AIBSD 0.156
Source: Survey data (2016).
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Table 7. Standardized total effects.

HCD SCD AERD AIBSD
Social capital dimension (SCD) 0.375 0.000 0.000 0.000
Access to external resource dimension (AERD) 0.790 0.012 0.000 0.000

Internal capabilities and business structure dimension (IBSD) 0.935 -0.266 0.136 0.000

Sales growth -0.024 0.114 0.009 -0.611
Number of new product introduced 0.063 -0.018 0.009 0.067
Introduction of new machines 0.371 -0.106 0.054 0.397
Innovation and imitation 0.741 -0.211 0.108 0.792
Access to markets 0.680 0.011 0.861 0.000
Supportive network with financial institutions 0.001 0.002 0.000 0.000
Market related innovations with employ benefits 0.276 -0.079 0.040 0.295
Ownership structure with stock related innovations 0.267 -0.076 0.039 0.285
Sharing consultancy with social network 0.010 0.026 0.000 0.000
Government supportive activities 0.017 0.046 0.000 0.000
Resource sharing with SMEs 0.352  0.937 0.000 0.000
Organizational network and network maintenance 0.362 0.963 0.000 0.000
Technical and professional education 0.331  0.000 0.000 0.000
Ownership experience in same field 0.442  0.000 0.000 0.000
Family tradition —-0.077 0.000 0.000 0.000
Self-learning with ownership experience in different field 0.721  0.000 0.000 0.000
Self-learning with work experience in different field 0.381  0.000 0.000 0.000
Competition from large and medium enterprises 0.445 0.007 0.563 0.000
Suppliers availability 0.687 0.011 0.869 0.000
Capital Sources with credit from finance companies 0.670 0.011 0.848 0.000
Access to inputs 0.300 0.005 0.380 0.000
Access to credit and credit information 0.467 0.007 0.591 0.000
Education with experience in government sector 0.254  0.000 0.000 0.000
Training with work experience in same field 0.480 0.000 0.000 0.000

Source: Survey data (2016).

Table 8. Standardized direct effects.

HCD SCD AERD AIBSD

Social capital dimension (SCD) 0.375 0.000 0.000 0.000
Access to external resource dimension (AERD) 0.785 0.012 0.000 0.000
Internal capabilities and business structure dimension (IBSD) 0.928 -0.268 0.136  0.000
Sales growth 0.493 -0.050 0.092 -0.611

Number of new product introduced 0.000 0.000 0.000 0.067
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Continued
Introduction of new machines 0.000  0.000 0.000 0.397
Innovation and imitation 0.000 0.000 0.000 0.792
Access to markets 0.000 0.000 0.861 0.000
Supportive network with financial institutions 0.000 0.002 0.000 0.000
Market related innovations with employ benefits 0.000 0.000 0.000 0.295
Ownership structure with stock related innovations 0.000 0.000 0.000 0.285
Sharing consultancy with social network 0.000 0.026  0.000 0.000
Government supportive activities 0.000 0.046 0.000 0.000
Resource sharing with SMEs 0.000 0.937 0.000 0.000
Organizational network and network maintenance 0.000 0.963 0.000 0.000
Technical and professional education 0.331  0.000 0.000 0.000
Ownership experience in same field 0.442  0.000 0.000 0.000
Family tradition -0.077 0.000 0.000 0.000
Self-learning with ownership experience in different field 0.721  0.000 0.000 0.000
Self-learning with work experience in different field 0.381  0.000 0.000 0.000
Competition from large and Medium enterprises 0.000 0.000 0.563 0.000
Suppliers availability 0.000 0.000 0.869 0.000
Capital Sources with credit from finance companies 0.000 0.000 0.848 0.000
Access to inputs 0.000 0.000 0.380 0.000
Access to credit and credit information 0.000 0.000 0.591 0.000
Education with experience in government sector 0.254 0.000 0.000 0.000
Training with work experience in same field 0.480 0.000 0.000 0.000

Source: Survey Data (2016).

AIBSD is 0.928. That is, due to the direct (unmediated) effect of HCD on
AIBSD, when HCD goes up by 1 standard deviation, AIBSD goes up by 0.928
standard deviations. This is in addition to any indirect (mediated) effect that
HCD may have on AIBSD. The standardized direct (unmediated) effect of SCD
on AIBSD is —0.268. That is, due to the direct (unmediated) effect of SCD on
AIBSD, when SCD goes up by 1 standard deviation, AIBSD goes down by 0.268
standard deviations. This is in addition to any indirect (mediated) effect that
SCD may have on AIBSD. The standardized direct (unmediated) effect of AERD
on AIBSD is 0.136. That is, due to the direct (unmediated) effect of AERD on
AIBSD, when AERD goes up by 1 standard deviation, AIBSD goes up by 0.136
standard deviations. This is in addition to any indirect (mediated) effect that
AERD may have on AIBSD. The standardized direct (unmediated) effect of
AIBSD on AIBSD is 0.000. That is, due to the direct (unmediated) effect of
AIBSD on AIBSD, when AIBSD goes up by 1 standard deviation, AIBSD goes up
by 0 standard deviations. This is in addition to any indirect (mediated) effect
that AIBSD may have on AIBSD (Table 9).
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Table 9. Standardized indirect effects.

HCD SCD AERD AIBSD
Social capital dimension (SCD) 0.000 0.000 0.000 0.000
Access to external resource dimension (AERD) 0.005 0.000 0.000 0.000

Internal capabilities and business structure dimension (IBSD) ~ 0.007  0.002  0.000  0.000

Sales growth -0.517 0.164 -0.083 0.000
Number of new product introduced 0.063 —0.018 0.009 0.000
Introduction of new machines 0.371 —0.106 0.054 0.000
Innovation and imitation 0.741 -0.211 0.108 0.000
Access to markets 0.680 0.011  0.000 0.000
Supportive network with financial institutions 0.001  0.000 0.000 0.000
Market related innovations with employ benefits 0.276 —0.079 0.040  0.000
Ownership structure with stock related innovations 0.267 —0.076 0.039  0.000
Sharing consultancy with social network 0.010  0.000 0.000 0.000
Government supportive activities 0.017 0.000 0.000 0.000
Resource sharing with SMEs 0.352  0.000 0.000 0.000
Organizational network and network maintenance 0.362  0.000 0.000 0.000
Technical and professional education 0.000  0.000 0.000 0.000
Ownership experience in same field 0.000  0.000 0.000 0.000
Family tradition 0.000  0.000 0.000 0.000
Self-learning with ownership experience in different field 0.000  0.000 0.000 0.000
Self-learning with work experience in different field 0.000  0.000 0.000 0.000
Competition from large and medium enterprises 0.445 0.007 0.000 0.000
Suppliers availability 0.687 0.011  0.000 0.000
Capital Sources with credit from finance companies 0.670 0.011  0.000 0.000
Access to inputs 0.300  0.005 0.000 0.000
Access to credit and credit information 0.467  0.007 0.000 0.000
Education with experience in government sector 0.000  0.000 0.000 0.000
Training with work experience in same field 0.000  0.000 0.000 0.000

Source: Survey data (2016).

As presented in Table 9, the standardized indirect (mediated) effect of HCD
on sales growth is —0.517. That is, due to the indirect (mediated) effect of HCD
on sales growth, when HCD goes up by 1 standard deviation, sales growth goes
down by 0.517 standard deviations. This is in addition to any direct (unme-
diated) effect that HCD may have on sales growth. The standardized indirect
(mediated) effect of SCD on sales growth is 0.164. That is, due to the indirect
(mediated) effect of SCD on sales growth, when SCD goes up by 1 standard dev-
iation, sales growth goes up by 0.164 standard deviations. This is in addition to
any direct (unmediated) effect that SCD may have on sales growth. The standar-
dized indirect (mediated) effect of AERD on sales growth is —0.083. That is, due
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to the indirect (mediated) effect of AERD on sales growth, when AERD goes up
by 1 standard deviation, sales growth goes down by 0.083 standard deviations.
This is in addition to any direct (unmediated) effect that AERD may have on
sales growth. The standardized indirect (mediated) effect of AIBSD on sales
growth is 0.000. That is, due to the indirect (mediated) effect of AIBSD on sales
growth, when AIBSD goes up by 1 standard deviation, sales growth goes up by 0
standard deviations. This is in addition to any direct (unmediated) effect that
AIBSD may have on sales growth.

The data in the tables pointed out in particular, training with work experience
in same field has substantial positive effect on employee growth. In addition to
the direct effect, it has indirect positive effect on employee growth via variables
in social capital (i.e. organizational network with network maintenance and re-
sources sharing with SEs) and internal capabilities & business structure (i.e.
number of products with employee incentives). This finding contributes to the
human capital literature. According to Rauch et al. (2005), empirical studies on
human capital unfortunately, have seldom analyzed the mechanisms through
which human capital leads to business success. Firms with more experienced,
educated and trained entrepreneurs grow more rapidly than those with entre-
preneurs possessing smaller stocks of human capital. These findings suggest
some supportive measures aimed at promoting human capital formation. Gov-
ernment can launch policies aimed at influencing the knowledge and skills of
individuals. Policy measures to develop human capital might include training
and technical assistance programs. The study highlighted the importance of so-
cial capital for employee growth. Organizational networks with network main-
tenance and resources sharing with SEs have greater positive influence on em-
ployee growth. Resources sharing with SEs imply the sharing resources among
SEs for mutual benefits.

No doubt, resources are very important for any kinds of enterprises. Some
small enterprises have limited availability of some kind of resources while they
may have excess in other kind of resources. The development and maintenances
of organizational networks pave the ways to sharing resources and information
among network member. The results with respect to access to external resources
reveal both direct and indirect effects on employee growth. Especially, access to
inputs has substantial significant positive effect on employee growth. Access to
inputs comprised with labor, raw material and finance. In the case of internal
capabilities and business structure, the data suggest that it has direct positive ef-
fect on employee growth. Two variables namely innovations and imitations and
number of products with employee incentives have significant positive effect on
employee growth. This finding suggests that the owner-managers of small en-
terprises in Gurage Zone can achieve higher growth through following different
form of innovations and imitations such as product, process, work practice,
marketing and supply relations. This can be realized by intensifying the existing

contacts with organizational networks and enhancing the human capital through
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training and experience. Collaboration with business support institutions and
other organizations can serve to acquire the expertise and services that currently
are lacking in the industry. One of most important finding of this study is that
human capital, social capital, access to external resources, internal capabilities &
business structure predict small enterprise growth better when the web of com-
plex indirect relationships should be included than only multiple simultaneous
direct effects are studied. Furthermore, it shows that all research dimensions in
the prediction of small enterprise growth and total effects should be considered,
and that small enterprise growth cannot be adequately explained from a single
perspective. In sum, the study has shown that employee growth is to a certain
extent externally determined, but entrepreneur related human and social capital
and firm-related internal capabilities & business structure also have effects on
employee growth. From the point of view of entrepreneurs, this research sug-
gests that they should recognize that multiple dimensions affect success. Ac-
cording to the suggestions provided by (Nishantha, 2011) future researches of
employee growth in SEs are encouraged to investigate SEs in a specific industry,
for example, service sectors, to compare the differences in different industries. In
line with their suggestions this research tries to fit the model for each sector in

particular and for the general SME’s operators.

3.3. Discussion Result of Focus Group

Related to Human capital dimension, the FGD participants revealed that enter-
prises that join in the business with experience and education (formal or infor-
mal) are more successful compared to its counter parts. MSE’s which involve in
the business with knowledge gap in all dimension of the business is more un-
likely to be successful. Most of these operators are running their business by
their own practice, they do not get training from the government (there is gap).
But recently there is some improvement regarding this. Especially, technical and
TVET education has great impact on the success of MSE’s. Related to Social
Capital Dimension, almost in all FGD areas it is founded that social capital is the
most important determinant that affect MSE’s growth. And what the researcher
founded is that there is gap (lack of social capital) among MSE’s operators. Even
FGD participant recommend that if these enterprises have social capital they will
be grow more and they will become more successful. Especially resource sharing
with MSE’s, finance access from finance companies and government supportive
activities have great impact on the success of MSE’s. Accesses to External Re-
sources Dimension, accesses from external sources like financial institution
(bank, MFI and input suppliers) are chronic problem for MSE’s in this zone.
Bank cannot lend without adequate collateral for MSE’s operators, but if MSE’s
owners want to borrow from private bank and MFI they are charge high interest
rate. Even there is religion-interest dilemma. There is also acute shortage of in-
put for production (the supplier may be government or private sector). But only

few NGO give finance access to women owner MSE’s owner without interest
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charge. Internal Capabilities and Business Structure Dimension, most of MSE’s
are imitators rather than innovating new products, product distribution, mar-
keting and production process. The form of business MSE’s operating is part-
nership (associations). There is no employee benefit other than salary like bonus
and fringe benefit. But what they conclude is these all things have impact on
MSE’s growth.

3.4. Model Fit

The initial Four-Dimension employee and sales growth determinants CFA mod-
el did not fit well, with x* = 1442.705, DF = 539, and Pless than 0.0005. In addi-
tion to the fit indices recommended by Brown (2006), Amos provides a number
of additional fit indices; although not all fit indices are recommended. Using
Brown’s (2006) recommendations of RMSEA close to 0.06 or less; CFI close to
0.95 or greater; and TLI close to 0.95 or greater, we see that this model does not
fit well, with RMSEA = 0.119, CFI = 0.728, and TLI = 0.7. These fit indices sug-
gest that the model needs to be modified. According to (Donna, 2009) an addi-
tional benefit of having a data set without missing data in Amos 7.0 is that you
can obtain normality checks, including skewness and kurtosis indexes. In this
study Mardia’s coefficient is 137.226 and critical ratio is 14.769. So according to
the criteria provided in the methodology part of this study kurtosis and skewness
do not appear problematic for this study.

4. Conclusion and Recommendations

The objective of this study is to determine the relative contribution of different
dimensions and identify the important factors effect growth of micro and small
enterprises in Gurage zone. Based on the literature developed in the field of
small enterprises, a contingent model has been adapted in which human capital,
social capital, access to external resources and internal capabilities and business
structure affect sales and growth. The model has been estimated by using stan-
dardized multiple regression coefficients as coefficients, on a sample of 320 MSE.
According to the path analysis results, internal capabilities and business struc-
ture is the key dimension that directly affects sales growth through variables
namely innovation and imitations and number of products with employee in-
centives. It followed by human capital, social capital and access to external re-
sources. A number of variables influence employee growth. These may affect the
growth directly, indirectly, or both. As expected, human capital of owner-managers
of MSE’s had direct and indirect on growth. In particular, training with work
experience in same field has substantial positive effect on growth. In addition to
the direct effect, it has indirect positive effect on growth via variables in social
capital (i.e. organizational network with network maintenance and resources
sharing with MSE’s) and internal capabilities and business structure (i.e. number
of products with employee incentives). This finding contributes to the human

capital literature. According to Rauch et al. (2005), empirical studies on human
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capital unfortunately, have seldom analyzed the mechanisms through which
human capital leads to business success. Firms with more experienced, educated
and trained entrepreneurs grow more rapidly than those with entrepreneurs
possessing smaller stocks of human capital. The results with respect to access to
external resources reveal both direct and indirect effects on employee growth.
Especially, access to inputs has substantial significant positive effect on employee
growth. Access to inputs is comprised with labor, raw material and finance. In
the case of internal capabilities and business structure, the data suggest that it
has direct positive effect on growth. Two variables namely innovations and imi-
tations and number of products with employee incentives have significant posi-
tive effect on growth. This finding suggests that the owner-managers of small en-
terprises in Gurage Zone can achieve higher growth through following different
form of innovations and imitations such as product, process, work practice,
marketing and supply relations. This can be realized by intensifying existing
contacts with organizational networks and enhancing the human capital through
training and experience. Collaboration with business support institutions and
other organizations can serve to acquire the expertise and services that currently
are lacking in the industry.

These findings suggest some supportive measures aimed at promoting human
capital formation. Government can launch policies aimed at influencing the
knowledge and skills of individuals. Policy measures to develop human capital
might include training and technical assistance programs. The study highlighted
the importance of social capital for MSE’s growth. Organizational networks with
network maintenance and resources sharing with MSE’s have greater positive
influence on growth. Resources sharing with MSE’s imply the sharing resources
among them for mutual benefits. No doubt, resources are very important for any
kinds of enterprises. Some small enterprises have limited availability of some
kind of resources while they may have excess in other kind of resources. The de-
velopment and maintenances of organizational networks pave the ways to shar-
ing resources and information among network members. In sum, the study has
shown that growth is to a certain extent externally determined, but entrepreneur
related human and social capital and firm-related internal capabilities and busi-
ness structure also have effects on MSE’s growth. From the point of view of en-
trepreneurs, this research suggests that they should recognize that multiple di-
mensions affect success. Future researches on the determinants of growth in
MSE’s are encouraged to investigate the sectors in a broader area. The nature of
the influence of human capital, social capital, access to external resources and
internal capabilities and business structure remains an interesting issue for fu-

ture research.
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