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Abstract

The Ethiopian economy can be largely characteragdan agrarian economy. In spite of the fact that t
economic growth performance was poor in the pds; dountry is experiencing strong economic growth
presently. In accelerating the industrial transfation process, reducing unemployment and alle\ggtioverty,
the government considered SMEs as the strategimrsby recognizing that they play significant rake
stimulating business, creating employment and emgmog innovation which is a base for industriaiiaa.
However, in some situations, the support and sybfsid SMEs becomes the determining factor in wedaign
them and make them more dependent.

The result of study shows that the support by theeghment is more at the lower level of enterprigeg, when
the enterprises grow the support decreases acgbydirhus, as the SMEs do not have any incentivgrtav,
they prefer to stay small rather that grow to mediar large enterprises and this results dependeancy
inefficiency in the operation of SMEs.

Keywords: SMEs, Subsidy program, growth, income, employmegependency.

1. Introduction

The Ethiopian economy can be largely characteraedn agrarian economy. More than 85% of the ptipala

is engaged in agriculture, which has generatecheraverage 44.7% of real GDP growth rate for teedaven
years. The industrial sector’s contribution to ré&P growth rate is 10.9 % for the last seven ydarspite of
the fact that the economic growth performance veas n the past; the country is experiencing streognomic
growth at the current time.

In accelerating the industrial transformation psscereducing unemployment and alleviating poveti
government considered SMEs as the strategic sbytmgcognizing that they play significant role timsulating
business, creating employment and encouraging ati@vwhich is a base for industrialization. “Prapats of
policies and programs to support small firms hawgglclaimed that they are more labor intensiveciefit,
equitable in distributing the income that they gete widely dispersed geographically, and nurturof
entrepreneurs” (Nichter & Goldmark, 2005, P. 1; Bamgyapong, 2010). Moreover, the micro and small
enterprise sector speeds up the competitive stienfta national economy by generating employment
opportunities for a lot of the people, adding flékiy and industrial diversification, and makingeaiof resources
that may otherwise not be used in the developmermgss (Abeka & Evance Ochieng, 2011).

Indeed, policies to promote the development of SEescommon in both developed and developing cmstr
Policies designed to assist SMEs, especially ineliging economies, have been an important aspect of
industrial policy to alleviate poverty and accetermdustrialization of a country.

SMEs do not have a universal acceptable definitiorthe case of Ethiopian SMEs are generally defias,
Micro business is a business enterprises whichivegoone to five employees and having capitaée$ lthan or
equal to 50,000birr when the business is in theicersector; and the capital needs to be less dhagual to
100,000birr if it is in industry.

In Ethiopia, next to the agriculture sector, theESM the second largest employment-generating s¢€tona
Meehan, 2004, P. 2). Thus, the government of Ethigave due attention to the growth of SMEs, espigdior
women, as a means to reduce poverty and employareation (Rahel & Issac, 2010). In some developing
countries, which have great economic achieveme&iEs by virtue of their size, location, capital é@stment
and their capacity to generate greater employnteve demonstrated their powerful propellant effectrapid
economic growth” (ILO, 2003).

Small and Medium Enterprises contribution towardsnpotion of employment for young entrepreneurs and
economic development of the country is widely acideolged. In contrast, there are strong argumerds th
supporting and subsidizing SMEs will result in figéncy, discourage competitiveness and become a
bottleneck factor for development of SMEs. The Sh#€etor in Ethiopia is tied up with a number of geohs
that mitigate its growth and expansion, therebyimize its vital role in national economic developthand
improve the women’s economic empowerment (ILO, 200Bhe private sector in Ethiopia remains
underdeveloped, which accounts for less than 56ep¢iof total employment in the formal urban secBurt at
this time the situation seems to be changing aedSNEs sector is playing a vital role in the inda$t

178



Journal of Economics and Sustainable Development www.iiste.org
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) l'—,i,!
Vol.5, No.3, 2014 IIS E

development of Ethiopia. It is recognized that @estor provides not only employment opportunittag, it is
also an effective means of alleviating poverty eglicing income inequality.

The rapid development of SME depends on the ppaiitin and integration of all development actoradtive
and wide range of support areas. This range frans#if-help groups of SME themselves and the ettimg of
regulatory barriers and strong support and subbigyfederal or regional government. However, in some
situations, the support and subsidy for SMEs besottme determining factor in weakening them and bexsoa
bottle neck for their promotion and development.

Though different studies have been conducted iartetp the role of SMEs on the employment, income @n
the importance of SMEs on social and economic aitdaas been said that that the effect of subsigiSMES in
accelerating the industrial transformation prodgedsthiopia is not yet fully understood and evahehtThus, this
requires a detailed evaluation process of the padace of SMEs activities.

Hence, the main objective of this study is to apalthe subsidy program for SMEs in Ethiopia in ®whtheir
growth towards accelerating the industrial transfaion process.

2. Research Methodology

This study focuses on Ethiopian SME’s subsidy progrand industrial transformation process, in thee caf
Tigray Region. There are also a number of SMEs lwttie researcher can have good access to impaidsent
and information on this research topic.

In order to achieve the research objectives anceagpnwith possible answers to the research questitata was
gathered from the regional and federal ministrytraide and industry annual reports from 2008 to 2011
Moreover, to come with strong arguments and coiscepSMEs, the researcher has read different astiahd
some background information about the conditio8MiEs in Tigray region and Ethiopia.

After the region and the annual reports were setba stratified random sampling was employed tect¢he
type of SMEs. For the purpose of this study, th884Es were organized into different strata based on
establishment year, start-up capital, and numbemembers in the group. Thus, they can provide more
information than these which do not involve in subsidy program activities.

Both primary data and secondary sources of datatiized for the study and to complement the ddfi@nnual
report and to get in-depth insight in the changiagure of SMEs, a focus group discussion coveriffgrant
topics, direct field observation by the researcaed Informal discussions was carried out. All tretadare
organized analyzed and expressed using descriggiveell as econometric analysis. With regard taneowtric
analysis the most celebrated model, i.e., the logitlel analysis to address the growth rate of SMids the
subsidy program has adopted.

2.1. Conceptual Framework

The conceptual framework illustrates the structame elements of the paper. Its main intention isffer a
direction for conducting a research on the roleth&f subsidy program in SMEs growth in terms of rthei
contribution to accelerate the industrial transfation process.

To analyze how the subsidy programs influence Slgé&rformance, the framework differentiates between t
“context” and the “action arena” section. The “ait deals with the first factors that create ug tpportunity
set for possible action. Five main features of ¢hatext are recognized for assessment of theirim@®MEs
growth and their relationship to the SMEs subsidygpam: Unemployment rate, the industrializatioarplthe
shortage of capital, the SMEs subsidy program @il <Slegal framework.

The “action-arena” indicates how various actorsjuding organizations, individuals and governmeakeuse
of and change institutions to the development aoevth of SMEs.

The results of action situations, which are of ipafar interest in our analysis, can be notablevben structural
outcomes, which influence the existing context,luiding SMEs subsidy program, and outcomes which
influence the situation of the SMEs and the indaktation process. The five criteria are: incoramployment
level, innovation and contribution to industrianisformation.

2.2. Model Specification

Empirically, growth of small and medium enterpridge@®adly discussed in terms employment of growth.
According to Liedholm and Mead (1999) cited Solon{@004), there are three ways of defining employtmen
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growth which describes as Annual Compound Growthe RACGR), and Average Annual Growth Rates
(AAGR) measured in percent and Average Annual Ghowt jobs (AAGRJ) since start up the business
measured in number of jobs created. But the Congbdummual Growth Rate (CAGR) is more popular, as Imuc
more precise assessment of the timing of employmenwth effects and it deals with a rate of growthat an
enterprise will be reached growth in employmentrdahe years on an annually compounded basis mahgsure
percent. In this case, the model of firm growthdrmaes (Liedholm and Mead 1999).

aN(Co N

Where

Y; = employment growth rate at the moment
X; = current employment size of the enterprise
X; = initial employment size of the firm

a = age of the enterprise

According to Habtamu, et.al (2013), growth in terafissmployment is considered as dichotomous vagabl
and 0, and used a logistic regression model wheedets the availability of growth and 0 not. Fbat matter,
growth to medium level enterprise or reached tatetkie number of employees will be increased byentban
50% now from the start up time. The objective @ $tudy focus on the effect of government subsid\sME’s
growth, the appropriate method of estimation is imaxn likelihood that analyzing the probability obm

growing firm via proxy factors of which inhibitedif growth of SMEs and the model specification @l
* —
y*=X,5 +u, 2
y* =1, SMEs non growth

= 0, growth

y* is the underlying latent variable that indexé® tmeasure of probability of non growing firm; id the
stochastic error term, ;Xa column vector of explanatory variables aﬂq is regression coefficient to be

estimated. Following (Green, 2003), and

_ __exdx,f)
P(y*=1/X,) = Trexdx §) 3)

For any vector[3 the probability of observing y* conditional on X a likelihood function expressed as

Lpix) =[RGr=0)" Py =1/x8)" @

The over all probability of observing a sampleim@y the product of the individual probabilitiebeing non

growing firm and growing firm) and estimated byrséerring in to log likelihood function.
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n

InL(B/X,)=> [1-y*)*InP(y* =0/ X,8)+y*InP (y* =1/ X, 8) (5)
i=1
Coefficient of the above result shows only the sfect of the variables on the probability of mgmowing firm.
Then, the marginal effect of a particular independeriables Xon the probability of the occurrence of the

response is given by (Green. et.al, 2003).

oP(y*=1) _ exp(X,8) ,
0X 1+ exp(X, )

B (6)

Finally, unlike to OLS in which the minor effecteeaconstant, in the case of logit model, we havealoulate

them at different levels.

3. Result and Discussion

3.1. Size Distribution of SMEs by Sector

In this section, we shall present a brief desaiptof SMESs characteristics in the business seetoployment
creation, and type of enterprises, and current Stépgal. Table 1 below presents the size distidoubf SMES
in terms of employment and capital. It shows that ¢onstruction sector has created jobs for 625¥mme, in
498 enterprises, which account 42.75% of the tiolat created by the participant SMEs. This is eéaf
employees per enterprise on average. Trade sedmasé¢ccreated next higher job opportunities, 3I5fleyees
(21.50%) in 820 enterprises. This is nearly 4 elygds per enterprise on average. The service seatoalso
created jobs for 2900 employees (19.82%) in 45@rprises which are above 6 employees per enterprise
average. The least contributor to job opportunitythis study is the handicraft sector, for only efployees
(0.30%) in 20 enterprises. A textile is also anogextor which does not contribute much to job oppaty; 345
employees (2.40%) in 190 enterprises.

Ayyagari and colleagues (2011, p.23) found thatlkfinens are important contributors to total emphognt and
job creation. The author’s result further shows tha contribution of SMEs to increase productivéynot high
as the large enterprises. SMEs are sources ofogmpht for a large number of people compare toeldirgns
though.

With regard to enterprises’ mean capital, threeosedave high and relatively similar means irrespe of the
number of their participants. That is, the capitedans for construction, urban agriculture, and ltaafl are
137,715.94 and 149,481.48 respectively. The camitgln shows that even though the handicraft sdois not
soak up more employees, least contributor to jelatasn, it owns or mobilizes huge capital.

Insert table 1
Unlike its job creation contribution (about 4 emyses per enterprise), urban agriculture also dmutes much
capital on average. These are because such seetmtsnuch capital with relatively less labor. Fwtance, the
handicraft sector occupation of gold smith needshmeapital with few employees. The size distribmitiaf
SMEs indicates that the textile sector is relagivelv, contributing in both job creation (below gployees per
enterprise on average) and capital contributiopifabmean = 35,008.705 ETB'S).

The role of SMEs in employment and income genemadncreasingly recognized for the unemployedpteo
especially for women, and has become a major piafyehd for policymakers and donors with dual objees of
enhancing growth and alleviating poverty (Rahek&ac, 2010, P. 233).

3.2. Firms’ Age and Sectoral Distribution

Figure 1, shows the life span of SMEs in each seétges of SMEs are simply classified into fogh, 5 < x<

10, and > 10 years of age. The ages of SMEs acelatdd from their year of establishment. Figurdepicts
that, there are more young SMESs in the age rantjfgeé years and below. One can observe that nidEs@re
established in the last five years especially i tfade (552 enterprise/ 67.31%) construction @0@rprises/
60.24%) and service (328 enterprises/ 71.77%) secks already seen in Table 1, construction amdicee
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sectors are best contributing to job opportunitg aiversifying in these sectors may be more advmdas.
Scholars wrote on average that young enterprispsllyagrow and contribute more as compared to older
enterprises. The relationship between age of emgerand growth of small enterprise in developiongrtries is
particularly strong (Nichter & Goldmark, 2005, p}; 2009, p. 1456). These writers found out thatweerage
young SMEs grow considerably more rapidly than sidall enterprises. This may inform policymakers and
administrators to always have newly establishegbong enterprises (SMES) in selected sectors.

Insert Figure 1

The above chart indicates most of the 'trade’ séae many enterprises (198) in the age of 5 tgelds group,
followed by 'construction with 150. In the age guoof above 10 years trade sector has many units 8t
followed by construction sector with 48 units. Thuainly two sectors have many units in the age grou5
years and above

3.3. Government’s subsidy to SMEs Growth

The Ethiopian government has tried hard to estatdisonducive environment that encourages and stgpo
SMEs. The growth of the small and medium-sizedrenite (SME) sector remains limited, though. Sulagigj
SMEs may not only encourage start-ups, but it @fflo support firms to grow from their informal busss
position to the formal sector position. The goveeninis well informed about the positive social aodnomic
contribution that small and medium-sized entergri€®MESs) can play in the development of the counthe
contributions of SMEs in increasing innovation, ptileg new technology and know-how, creating jobd an
diversifying business risks are well recognized.@VIBMEs lunch new products, the benefits can bended to
other sector of the economy. According to Brixid2807), “the role of the private sector, includiByEs, as
engine of growth was illustrated by the postwaoeery in Austria and Germany and by the divergiathp of
Central and East European and Baltic countries”.

The government encourages SMEs through providimglicraccess at low or zero interest rates, fred lan
accessibility, tax exemption, priority in governnesids, technical and managerial support. Howetlee,
government’s support to SMEs declines gradually wtieey show growth. This means that the support is
highest when the business is at starter level, lg®ser support when it grows from starter to gngwand even
from growing to maturity this may encourage dep@cgiethan doing for growth. If the SMEs wouldn'togy;

the number of medium level enterprises couldn’téase consequently. According the group discussitim

key informants, thus, the SMEs have not any intdtegrow more and accumulate capital. This obuiples to
dependency on government and others which providsidy to them.

3.4. SMEs Credit Support Mechanism

With cooperation of governmental banks and othearfcial and intermediary banks, the governmentigesv
credit access to micro and small enterprises atdowno interest rates. In other words, the cradgipsrt can be
considered as financial support on government ok b@ans.

In order to encourage the infant SMEs the governmas signed agreements with banks so as to dieateial

access at an agreed interest rate to eligible SMiese eligibility rules are pre-determined by Minysof Trade

and Industry and the banks together. The SMEsemonsible to pay back the principal amount toctieslit

provider institutions at the specified payback périThe government will pay the interest cost ® lanks and
other financial institutions, which provide creditcess to SMEs at no or low interest rate.

Such support is provided to SMEs when they gotllegatificate and legal personality in conductirgeit
business from the appropriate body of the governmaformal sectors are not subject to be suppabotethe
government and other institutions.

The government provides different financial supgoadgrams on various aspects of SMEs such as empialy
creation, export development, infrastructure, itdakzation and the machinery and equipment fardfsector.
Moreover, to encourage value add activities andege competitiveness in production and to help SkéE
produce standardized products; the governmenitéeeilcredit accesses and other necessary supports.

3.5. SMEs Contribution to Regional Economy and Pemihance

In the previous decades, the contribution of SMEsnational economy has been undermined and even
interpreted in wrong way. SMEs were believed tavsttown the economic growth by drawing scarce resssir
from their large business firms (Audretsch, et2001). Until 1960s, big corporations capitalizimg generating
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economies of scale were considered as a drivingefaf development and industrialization. Howevég t
emergence of new technology and computer-basedugtiod system, information and administration has
reduced the contribution of economies of scale amynlarge business sectors. Different studies aschcs &
Audretch, 1993, have indicated that a shift in stdal structure from centralization and greatemcamtration
towards less concentration and decentralizationgiwbnsures the increasing role of small businesssf This
shift has occurred due to the systematic changedduction technology, labor supply, consumer damame
interest of flexibility and efficiency. In turn, éise changing factors led to the new structure eddcing the size
of large firms and reduces the entry barriers of fems to the market. Furthermore, evidences b&cam
available to show that the economic activitiestekifaway from the big to small firms, mostly SMEs.

Then, considering the changing pattern of conswsragimand and expenditure, SMEs are the drivingefoand
key elements in creating employment and ensurimg@uic growth and development. In the other waig th
pattern shift has achieved a renewal contributiothe growth of SMEs and entrepreneurial develofnagn
regional, national and international levels.

Now a days, so many researchers have came upuceghsat SMEs can play an important role in contiity to
the overall national economic performance, theneuuce poverty in general and unemployment in @agf
(Zoltan J Acs, Howard E Aldrich. et al. 2009). S8MEan play a vital role in community development by
tempting investments back into poor and backwagdseand expand the advantages of economic grovgiboto
people and places where too often left behind. Whhencapital investment increases, SMEs can claage
employment and opportunities that can develop aild bommunities and social activities in rural@ses well

as in small towns. Therefore, the economic contiimuof SMEs to social, economic growth and emplepm
opportunity is now well recognized and establistsirong base in the literatures.

This section presents the role of SMEs in econagnawth in terms of employment creation, contribnotit
GDP, income distribution, and women’s empowerment.

3.6. Sectoral Contribution

In this sub section, an interesting finding of gwevey under discussion was that the SMEs conatbutore
than 188.4 million Birr to the regional economy.oBk who tend to look down on small and medium itvékss
may be shocked to note that small enterprises iboitdr more to the economy than large firms. Smakmprises
are credited for having contributed 82.98 percéars of the total SMEs contribution to the econofalfpwed
by medium enterprises contributing 16.52 percemtdgtails, refer Table 2).

Insert Table 2

Women’s Empowerment in the SMEs Sector

Women play a significant role in every country’®eomy, and as their literacy rate is often low #relr social
and economic status in the society is usually lothey participate in businesses which do not reghigh
professional skill and education. This situationkesawomen highly present in the micro and smakrgmises
sub-sector.

Lack of women’s empowerment is a major factor itrexe poverty; in turn, a focus on improving theise
economic status of women helps to alleviate povany ensure security for women, their families armble
communities. Participation of women in SMEs is altdo achieve the goal of empowerment. Social
empowerment, followed by economic benefits to thegbe from small business enterprises, and supplete
by net profits from sale of services and producthefSMEs have all increased their stakes. Théyatnl decide
and plan their own development interventions, tgtoprogram plans executed with the cash from rewglv
funds of their own, is their biggest source of empoment. According to the research done by Mekelle
University in SMEs development in Tigray regione thumber of women who participate in SMEs is imprgv
from time to time. This is due to the fact that thésting environment becomes more conducive fomet to
have the opportunities to trade their services pnadlucts they produce and the exposure they reaiables
them to involve themselves in different business/aies.

Moreover, the study has reported that since wonecenumt for half or more of the population and citott a

significant part of the SME entrepreneurs in tq1.92%), this study try to assess the benefits lzarders
specific to women entrepreneurs.
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The issues such as the need for permission to pagn enterprise, perception of women entreprsnear
gender issues such as equality and decision makidggeneral living standards of females are then rfwaius
factors.

Women entrepreneurs face many challenges and aistfrom their families when they attempt to lmegi
business. While some families are strongly agahestidea of women lead and setting up a businesspeise,
others give big support. The research finding datlis that more than half of the participant women
entrepreneurs (51.13 %) did not consult or get naEnission from their families to start up an emtise.
Besides, the majority of women entrepreneurs (8% @étceived that there is improved access to udeantrol
resources due to their participation in SME.

The government support to encourage women to ingptbgir socio-economic status is vital. Thus, Hitda
government gives due attention to women’s parti@pain SMEs. For example, some sectors such as car
parking services and solid waste collection arel@ermined for women. Members of the enterprisailsho
include 50% of women. This is because the actiwitie fully outsourced by government.

3.7. Determinants of Performance of SMEs (Econonietinvestigation)

Econometric method is employed to estimate theofaaffect growth performance of the SMEs by rugrtime
following regression equation:

* —
y*=X6 +uy
Where, y* is the underlying latent variable thadigates the compute of probability of non growiirgnf Ui is

the stochastic error term, Xi a column vector opleratory variables anégi is regression coefficient to be
estimated

To the measure of growth performance of SMEs imseof employment growttand the explanatory variables
are:

® Age and SMEs capital, the logarithm of the entsgrage, and the logarithm of initial capital, are
included in the analysis to examine the dependehaa enterprise’s growth on its age and initiaési

® The sector dummies are considered in the analysisder to get any possible effects of workinghia t
other subsectors contrasted with the construcsath@base sector.

® Business ownership type: the reason of adding thsinbss ownership dummies partner and
cooperatives is to examine whether any major effent being registered as partnership, sole
proprietorship, or limited liability on enterpriggowth compared to corporations as the base efibts.
data of unregistered enterprises are not includesh the sample due to the number of unregistered
enterprises is too small.

® Access to credit is considered in the analysis mioderder to examine the effects of credit suppmrt
the government.

® The government facilitates linkage of SMEs withestprivate and governmental organizations. Thus,
linkage is considered since being related with othasiness organizations may have positive
contribution on growth of SMEs in terms of markeiportunities which could create new markets
opportunity or increase productivity.

® Technology is a dummy variable that has directi@iahip with growth of small firms.
Estimation Result
Applying linear regression to estimate the pararseté the model, both Breusch-Pagan and White fests
heteroskedasticity rejected homoskedasticity. Aeraedy White standard errors have been computedhend

results are reported in Table 3.

Insert Table 3

1 Different authars use different dependent variables such as employment, sales, productivity, value added growths
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As can be seen from Table 3, the conclusion relaatscredit facility; initial capital and linkage niables are
significantly correlated with growth of SMEs. SMRdth credit accessibility, high linkage and higheitial
capital tend to have significantly higher growthesathan SMEs with lower linkage, credit access iaitdhl
capital. Putting it differently, other factors bgiequal, SMEs that have government support anddsubave
higher average growth rates than SMEs without gowent support. Besides, the technology dummy shibats
SMEs that use modern technology (equipment) do héyleer growth rates, other factors influencingvgito
remaining constant. There are, however, a numbethadr variables that show a significant correlatigith
growth. Initial capital is a most significant vabla.

Two things are worth nothing from Table 3. Firs,iadicated by the cooperative dummy, cooperatigad to
have higher sales growth than sole proprietors @ede is no difference in sales growth between sole
proprietorships and partnerships. This finding laas important policy implication. Second, the busie
line/sector in which SMEs operate has a signifidamact on growth. Holding other factors constsBNEs
operating in the construction and manufacturingtesecdo have higher average growth rates than SMEs
operating in other sectors. These findings arelairno the findings of (Gebrehiwot, A. & Wolday, ,/A2006).

3.8. Institutional Linkage of SMEs and Industrial @&wth

Support provision by public institutions, technojogansfer centers, legal aid centers, businesdefship
coaching, market information centers have a direlettionship with SMEs’ development in capacitylting.
Besides, having market information access or nemovation may help small enterprises react to new
opportunities, while the absence of all above haegative impacts and are comprehended as consti@int
SMEs’ growth and sustainability (Mead, D. C. & Lieddm, C. 1998).

There are divergent views on whether the expansiomarkets encourages SME growth and sustainability
(Uzor, O, 2004).

The manufacturing sector in Ethiopia is quite sraalll accounts for around 11% of the GDP and an iesser
proportion of total employment. The vast majodfymanufacturing establishments are small and gettgpes.
The modern manufacturing sector, which includesiomedand large-scale private units, employs only-fiftie
of the manufacturing labor force but generatesldingest share of value added manufacturing. Ihdsyever,
difficult to go much beyond these indicative figsir@bout the relative importance of different plsiae classes
in the manufacturing sector because of the laclkcahprehensive data and ambiguities surrounding any
classification of industries by plant size.
When there is high proportion of SMEs product fanttier production, their contribution to industrgabwth is
expected to be high. With regard to the customé&iSMESs in the study, 65.92% are urban and the neimgi
34.08% are rural customers, respectively.
Table 4, shows the linkage of SMEs with variougnpens and with varying levels of linkages expredsse@grms
of percentage. The table shows that most of thergnses have low linkage with various partners.
83.95% of the participants of SMEs have no linkagté universities and research centers; 88.36%@fithave
no linkage with companies outside the region; 8% % the participants SMEs have no linkage with NGOn
the other hand, a considerable proportion of SMESAL%) is highly linked with other companies ie tlegion
(suppliers, customers, partners etc.). Next to phigner, public institutions of Tigray region drighly linked
with 25.96% of the participant SMEs. 19.54% of pgaticipant SMEs are also highly linked with Rewib
colleges/TVETs/.

Insert table 4

4. Conclusions and Policy Implications

It is strongly believed that the methodologies weecsited and the models employed would allow
comprehending the full picture of SMEs in the regidhe study come up with concluding result of thie of
SMEs in economic growth in terms of employment tioga contribution to GDP, income distribution, and
women’s empowerment in Tigray region is encouragBigt regarding institutional linkage of SMEs, thessult
shows that most of the enterprises have low linksigie various partners.

The result showed that SMEs generating more emmoymompare to large firms. The reason is that the
government’s conducive policy to support and enagarSMESs. The study revealed that the governmemglis
attentive of the positive contribution that micemall and medium enterprises (SMESs) can play irettemomic
growth and development and encourages them thrpumtiding different supports, their dependency leése
increasing. This is due to the reason that the mowent’s support to SMEs declines gradually wheay tsthow
growth from micro to small, small to medium and mued to large enterprises. Thus, they don’t have any
incentive to grow more, rather results dependency.
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With regard to SMEs contribution towards industriation, the study come up with the result that miteere is
high proportion of SMEs product for further prodoot their contribution to industrial growth is eegied to be
high. In the linear regression analysis, SMEs'iahitapital, credit accessibility, linkage and teclogy affect
SMEs employment growth positively. In addition, pecatives do have higher average sales growthdtrars
do. The same is true for SMEs operating in the ftaoon sub sector. According the group discussitth key

informants, the study reach into conclusion thatéss to credit and need-based training are othporiant

determinants of small business growth and sustdityab
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Table.1 SMEs Size Distribution by Sector as of 2011

Size
Number Percentage Mean Number of Capital Mean in
Sector of Enterprises ETB! (in 000’s)
employees
Construction 6257 42.75 12.56 498 138
Metal work and| 587 4 125 126
4.70
wood
Service 2900 19.82 6.35 457 131
Urban agriculture | 1350 9.23 4.29 315 144
Textile 345 2.4 1.82 190 72
Trade 3150 21.50 3.84 820 214
Handicraft 45 0.3 2.25 20 149
Total 14634 100 35.81 2425 974

Source Primary data collected through annual reporteyr2011 Ministry of Trade and Industry, Ethiopia

Figure 1. Firms’ Age and Sectoral Distribution

Age wise distribution of SMEs
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Source Primary data collected through annual reporteyrv

Table 2. Contribution per Person Engaged by Firm Sie

Size Value-added per person engaged
Small 25319.624
Medium 498.471
Large 273.78
Total 26,091.875

Source Primary data collected through annual reporteyrv

1 1 dollar is approximately 18.00 ETB
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Table 3. Regression Results

Dependent Variable: Sales growth

Independent variable

Coefficients

Age -.0003665
(.0009564)
Log of Initial Capital .2226491**
(.0559804)
Linkage .680456
(.0502878)
Credit facility .733363**
(.0525662)
Technology .6185513*
(.1921606)
Partnership .2372483
(.580942)
Cooperative .7907937 *
(.27109)
Sole proprietorship .333363
(.4225662)
Handcraft -.5037278
(1.17442)
Metal and Wood -1.282027*
(.4322037)
Trade -.726415
(.3775554)
Service -.647896
(.3234759)
Textile -1.116324
(.5344333)
Urban agriculture -1.282563 **
(.3257294)
Constant 8.105526**
(.5991336)
Observations 337
R-Squared 0.2762
Adjusted R-Squared 0.2377

** Notes: Values in brackets denote standard errors; one and two asterisks denote significance at 5, and 1

percent levels respectively.

Table 4. Institutional Linkage

Linkage with various partners

Level of linkage (inpercentage)

No linkage Moderate linkage Highly linked
Public institutions of the region 59.79 14.25 5.96
Regional colleges/TVETs/ 67.77 12.69 19.54
Universities and research centers 83.95 9.28 7 6.7
Other companies in the region (supplier§0.79 18.8 30.41
customers, partners etc.)
Technology transfer centers 74.76 10.69 14.55
Companies outside the region 88.36 6.69 4.95
NGOs 81.59 8.17 10.24

Source Primary data collected through annual reporteyrv
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