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Abstract

The Small and Medium Enterprises (SMEs) sectors play a vital role in mainly promoting agricultural and industrial development in countries like Ethiopia. It is recognized that these sectors provide not only employment opportunities to an increasing number of people in the country, but also serve as an effective means of alleviating poverty and decreasing income inequality. In addition, they provide, via employing indigenous resources and knowledge, essential goods and services that meet the consumption requirement of the people.

In 1991, the current government of Ethiopia has introduced a policy reform favoring market economy and development of the private sector. It has also developed the National SMEs Development and Promotion Strategy in November 1997 to address the most pressing issues including capacity building through provision of trainings for support institutions, providing business and entrepreneurship development (including women entrepreneurship) as well as encouraging SMEs to networking among each other to collective efficiency.

Though such policy instruments are in place, there are still constraints associated with lack of finance, inadequate development of economic and social infrastructures and problem of access to appropriate technology and trainings. SMEs could not grow and develop without an appropriate infrastructure, industrial space, roads and communication network.  All these are the necessary inputs to enhance their competitiveness and contribution to the growth of the national economy. Thus, SMEs should be encouraged with policy measure which include  provision  of  adequate  credit services and market information, technical advice in investment and technology use, and trainings.

Introduction

The issues of small-scale enterprises and entrepreneurship development have received a great deal of attention as priority areas that are crucial for stimulating economic growth in both the developed as well as developing countries.  There has been a substantial growth in both public and private interest in the development of small-scale enterprise in the last two decades, particularly in the developing countries, and also throughout the world.

Today, it has been found that these areas have stimulated so much interest among donor agencies, governments, non-governmental organizations (NGOs), policy makers, development analysts, etc. to the extent that all are very much concerned with the promotion and development of small-scale enterprises. Like in all areas of development, the recognition given to the role of viable small business sectors in development has fuelled debate as to the most efficient and cost-effective ways of promoting small-scale enterprises and entrepreneurship (Hailey, 1992:2).

In Ethiopia, the small-scale enterprise sectors have been neglected for a long period of time.  However, especially following the country’s shift to a market economy, the government as well as NGOs and donors have shown interest in the area. This shift to a market led economic system has to some extent led towards strengthening private sectors, which would definitely faster the development of small-scale enterprises in Ethiopia as they constitute the majority of the sector. 

 Above all, particularly over the last few years, various conferences, workshops, seminars and trainings have been conducted to initiate the development of small-scale enterprises, both in rural and urban areas. As part of the effort some tiny and micro enterprises have been successful to get access to extension and credit services to efficiently run the all process from production through distribution.

In this regard, particularly the former Handicraft and Small-Scale Industries Development Agency (HASIDA),Cooperative Promotion Commission Departments, and NGOs have played a great role in providing technical and financial support to stimulate growth and expansion of these enterprises.

This paper attempts to give an overview on SMEs in Ethiopia in reviewing primarily secondary data collected by the former HASIDA of the Ministry of Industry and Trade and from various Statistical Bulletins.

The paper will start by a brief review of the concept and definition of SMEs, in section three the role of SMEs in economic development is presented, capacity building and training to enhance competitiveness of SMEs is discussed in chapter four. Some of the crucial problems of the sector are then presented in chapter five and then the summary and conclusion are given in chapter six.

2.  Concept and definition

In the literature, efforts to define SMEs have led to a remarkable diversity of definitions that actually generated debate as to the different approaches to defining SMEs (Hailey, 1992:2). There are different terms used, let alone the range of definitions applied. Policy-makers, organizations, researchers, advisers, etc. all use a range of terms interchangeably in their efforts to describe SMEs. To mention only a few: Small business, Small-scale industries, Micro enterprises, the informal sector, Cottage and handicrafts, Tiny` industries other income generating activities, etc.

The definitions given and applied to SMEs vary from country to country and also mean different things to different people even within the same territory. This is also appeared to be true in the case of Ethiopia.

However, it is neither possible nor desirable to expect and attempt to provide a uniform international criterion to define SMEs.Depending on its prevailing realities and objective, each country establishes its own definitions. In the literature, in the mid 1970’s,it was found that 75 countries had over 50 formal definitions of SMEs (ILO, 1987). Financing agencies measure interns of fixed assets, net worth or value added. Labor economists take the number of people engaged. Traders might consider the volume of sale and consider the energy use and other yardsticks.

Besides, the concept and definition of SMEs has changed in some countries, responding to changed needs and problems of development. In some countries it has been revised to enlarge the scope and coverage, while in others it was limited to small-scale manufacturing activities. Nevertheless, there are opinions supporting the view that such diversity of definitions is necessary and has to be encouraged. This is supported on the ground, that for definitions to be valid, they must be appropriate to the context to which they are applied.

Often some criteria are used to distinguish SMEs from the large ones. The term is usually related either to employment or capital investment. In Japan, it is defined as an enterprise with fewer than 300 employees and with a capital of less than 100 million Yen (United Nations, 1969). In Egypt an enterprise with a fixed capital of USD 23,000 and total employment of less than 50 workers is considered as SMEs. In Sudan enterprises with less than 20 workers are considered as SMEs.

In the Ethiopian context, the concept of SMEs is a recent phenomenon and thus there is no any official or legal definition as such. Clustered under the umbrella of SMEs are numerous activities such as: Street vendors, Shopkeepers, Hotels, Bars, Tea shops, Groceries, Hair dressers, Whole sales, and Retail traders, export-import traders small-scale industries, etc.

The SMEs in the country are largely confined to trade and services, small-scale manufacturing establishments and handicrafts, which constitute an important subset of the SMEs. The definition of SMEs adopted by the former HASIDA (currently HASIDO) in proclamation 124/77 was the following:

       “ a small scale manufacturing activity and engineering services establishment is any manufacturing establishment except handicrafts ---- which: (a) has a fixed location within an urban center and (b) which uses either manually operated machinery and equipment or motive power driven machinery and equipment and engaged in the mechanical or chemical transformation of substances into new products and in the fabrication, assembly, reconstruction, alteration and repair activity and (c) which employs at least one person other than the owner/owners, unpaid family workers and/or apprentices and (d) which has fixed asset of value not exceeding Ethiopian Birr (ETB) 2000,000 excluding investments made on land and buildings-‘’.

3.     The Role of small-scale Enterprises in Economic   

         Development

The role of SMEs in the development process of the national economy has been a subject of a large number of studies both in the past and present. It is generally agreed that small enterprises play a crucial role in economic growth and development of any country. SMEs increase entrepreneurial talent and also create a spirit of innovation and bring social and economic changes. There are many arguments that support the idea of promoting SMEs in Ethiopia relates to the potential of these enterprises in employment creation, resource mobilization, and fostering industrialization.

3.1 Employment Creation

 SMEs are more advantageous for developing countries not only because they demand more labor, but also because they usually utilize unskilled workers who are excessively abundant. By increasing employment opportunities to these social groups, SMEs create conducive situation to upgrade income and reduce the level of poverty. The goods and services produced by these enterprises are relatively cheap and raise the capacity of the poor to meet its requirements and reduce the intensity of poverty.

The lack of sufficient data makes it difficult to analyze the role that SMEs could play in employment and income generation in Ethiopia. According to a survey made in 1986/87 in Ethiopia, 7600 SMEs were found to employ a total of 38,678 people (MOI, 1991). Obviously, had the coverage of the survey been made to be exhaustive, the figure reported would have been greater.

3.2 Transfer and Adaptation of Technology

SMEs often use simple and multi-purpose machinery and equipment. The machinist can easily master the relatively simple machinery and equipment. As a result the machinist may become able to modify or adapt it to suit domestic needs. This modification and adaptation attempts could ultimately replace in the manufacture of machinery and equipment that were imported previously.

3.3 Domestic Resource Mobilization and Foreign Exchange   

      Saving

Unlike large-scale industries, which mainly depend on imported capital goods, spare parts, and inputs, SMEs relatively use large amount of local resources. In other terms, they save foreign exchange through largely employ local resources and to some extent generating foreign exchange if sufficiently nurtured to become exporters. In Ethiopia, the import intensity of large and medium-scale industries is 33% (CSA, 1994). 

SMEs appear to be less import-intensive and have a stronger backward linkage effects than the larger ones. For the SMEs as a whole, imported inputs account for about 18% of the total input consumption (MOI, 1991). 

SMEs are considered as the breeding institutions of indigenous entrepreneurial and managerial capabilities. Initially, unskilled workers develop their entrepreneurial and managerial talents by exercising in small business that are easy to star and manage.  

3.4 Contribution to GDP

The share of manufacturings to the GDP was between 4% and 8% from 1962-1974 to 1984-85, while that of small-scale and cottage industries was between 3-5% (CAS, Statistical Abstract). The GDP contribution of SMEs to the manufacturing sector was reduced from about 5% for the period 1962-1975 to about 3% for the period between 1975 and 1984.

According to the HASIDA Survey, the GDP contribution of handicrafts and small-scale industries was about 3.8%. This was mainly because those SMEs were discriminated by various government policies during this period.

The relative contribution of SMEs to GDP for some selected sector is shown below.

Table 1.

	Year
	1986/87
	1987/88 
	1988/89 
	1989/90 
	1990/91 
	1991/ 92 
	1992/93

	1.Manufacturing 
	904.5(8.8) 
	  879.5(8.3) 
	882.4(5.6)
	808.4 (4.8) 
	548.5(2.8) 
	434.7(2.2) 
	  935.6(3.8)

	2.Handicrafts &Small-scale Enterp.
	363.2 (3.6) 
	375.4(3.6) 
	434.2(2.7) 
	483.9(2.9) 
	449.3(2.4) 
	518.4(2.6) 
	660.3(2.7)

	3.Other Industries 
	590.9(5.8)
	600.0(5.7) 
	891.5(5.7) 
	822.3(4.8) 
	868.9(4.7) 
	685.8(3.5) 
	930.8(3.7)

	4.Total Industry 
	1858.6      
	1854.9        
	2208.1         
	2114.6         
	1886.7       
	  1638.9                
	2526.7

	
	(18.2) 
	(17.5)
	(13.9) 
	(12.5) 
	(9.9) 
	(8.3) 
	(10.2)

	5.Total GDP 
	10,227.0    
	10,571.8        
	15,582.0    
	16,661.2      
	18,528.3        
	19,416.1                
	24,536.6


Source: CSA (1990,1995).

In absolute sense, the contribution of SMEs to the GDP increased over the years. The share of the SMEs was about ETB 363million in 1986/87, while increased to more than ETB 660 million in 1992/93. But the contribution of handicrafts and small-scale industries, relative to other industries, has declined over the last few years was on the average about 3% of the total industrial output. The contribution of SMEs to the export earrings is also important though these enterprises cater primarily to the local markets. SMEs have little dependence on imports compared to the large ones. Therefore, SMEs contribute to the saving of foreign exchange by producing import- substitute commodities. Moreover, since these enterprises mostly use locally available materials they help in saving the scanty foreign exchange in the country.

4 Capacity Building and Training Programme to                                     

       Enhance Competitiveness of SMEs in Ethiopia.

4.1 Institutional in place to Promote SMEs

The primary focus of government support to private enterprises is provision of technical assistances, and rehabilitation and development of social and economic infrastructures in different parts of the country. Particularly, the technical assistance mainly emphasizes on providing training in different capacities and advising entrepreneurs on feasible economic undertakings. The development of infrastructures and institutions include expansion of markets and roads, research establishments, extension strengthening and credit services. 

The former Handicrafts and Small-Scale Industries Development Agency (HASIDA) was active in the promotion of various small industrial operations including carpet, garment manufacturing, furniture and metal fabrication/ castings for the cooperative sector. The Ethiopian Private Industries Association (EPIA), the Ethiopian Women Entrepreneurs Association (EWEA), and other sub-sectoral associations like the Ethiopian Tanners Association (ETA) have also been established and become operational to assist the development of SMEs. Institutions including regional investment offices labeled as one-stop service offices, banks, training institutions, and extension services are found to be important to support the development of SMEs.

The Investment Office of Ethiopia (IOE), established under investment proclamation No.15/1992, serves as agency for facilitating foreign investments in Ethiopia. The Ministry of Industry and Trade focuses on promotional and regulatory activities and on providing strategic guidance with the objective of enhancing overall industrial activities in the country. The Regional Investment Offices (RIO) promote and coordinate domestic investments in the regions, whereas the responsibility to promote and give assistance for the SMEs under each regional administration is left to the regional Trade and Industry Bureaus.

Currently, to address the institutional support issues the Development Agency for Handicrafts and Small- Scale Industries (DAHSI) has been established, the responsibility being to efficiently and qualitatively promote the development of its beneficiaries by way of training, demonstrating prototype production activities, and providing engineering design, etc.  

4.1 Capacity Building and Training

Though SMEs benefit unskilled labor, its development has somehow been hampered by lack of skilled workforce. The rewards offered by small-scale enterprises to skilled labor have not been attractive. Moreover, there are no adequate training institutions that train people for employment in small-scale enterprise sectors. The enterprises themselves do not also have promotional and other important provisions to manage their human resources.

 The technical assistance is more or less focuses on introducing new and better techniques of production that might be reflected in the reduction of cost of production or providing services. Various assistance programmes of course have accelerated the spread of new techniques of production, as well as the spread of goods and services acquired through trade. 

Capacity building means to enhance competitiveness of  both human and institutional and aim at assisting the government in transforming the structure of the economy from dependence of agriculture to industry and services in line with Ethiopia’s long-term development strategy. Capacity building through technical assistance should focus on the following areas:

· Assessment of the needs of the SMEs,

· Development and implementation of support programmes in terms of business advisory service, collection and dissemination of information on business opportunities, registration practices, other legal and fiscal regulations, financial opportunities, marketing potentials, investment opportunities and appropriate technologies,

· Technical assistance in the establishment of common training facilities at all levels,

· Provision of assistance in organizing contacts among entrepreneurs and support institutions to develop network to achieve collective efficiency.

Interventions packages that address access to credit, technology, markets, training, etc.are more crucial than programmes that focus on training alone. The promotion package approach generally rests on the premises that assistance to small enterprises can be effective only if several interrelated needs are simultaneously addressed. Such programmes involve the provision of credit or facilitation of credit from some other sources, improving business management and skills, identifying markets maintain supplies of raw materials or spare parts and controlling quality. Some programmes also attempt to improve certain infrastructure aspects of the community in which the enterprises are located.

5.  Major Constraints to the Development of SMEs in    

     Ethiopia

SMEs constitute the bulk of the private sector in Ethiopia and, definitely, the private sector is the alter of the market economic system that can ensure success to the reform programme that the country has embarked upon. Entrepreneurs, both existing and emerging, are the actors in this country and will create wealth and employment and ultimately provide for economic progress. It is now realized everywhere that private enterprises and individual initiative are the motivating forces that create economic progress. In fact, today, it has been realized that there is a worldwide interest in SMEs development. Thus the economic growth of Ethiopia cannot be attempted without the active involvement, promotion, and development of the SMEs sector.

However, in present-day Ethiopia, although significant strides have been attempted to allow SMEs to be created, formidable obstacles militate against their development- both against the existing SMES or those that aspire to setup.  Various problems have been identified, and raised at different forums. Some of the most critical and leading factors constraining the SMEs sector in Ethiopia are briefly presented and discussed below. These include, among others:

· Lack of Access to financial capital and credit: The banking institutions have been reluctant to provide loans to SMEs, most of whom are unable to provide adequate collateral/ security for loans. This therefore, hampers the creation of new enterprises and impedes the growth and survival of existing SMEs.

· Lack of access to premises and land: For SMEs in general, and for the informal ones in particular, lack of premises is a major problem. The informal operators are usually exposed to considerable insecurity concerning location and although there are some attempts recently, they can rarely acquire suitable locations where they can get easy access to market. Even for the newly emerging entrepreneurs of SMEs the transaction cost of securing premises is almost prohibitable.

· Lack of infrastructure: One of the major reasons why there is a high concentration of SMEs in the urban areas is explained by the lack of infrastructure. Lack of power supply and shortage, lack of access to water supply, and roads to market output as well as to buy inputs have been major constraints to the development and expansion of the sector. The transportation system in Ethiopia has also been a bottleneck to all domains of development activities.
· Lack of training on entrepreneurial and management skills: Lack of new innovations and managerial capabilities are important constraints to the growth of the sector. Technological development is very low and most of the SMEs use obsolete technologies of production. The technology used by SMEs is outdated, and inflexible. Lack of incentive mechanisms for workers and poor record keeping are also among the major managerial problems that are characteristics of SMEs.
·  Lack of information on business opportunities: Lack or shortage of information is another major problem, especially at this juncture when the epoch is considered as “information age” in which it is believed information is power. The collection, packing and dissemination of information for investment purposes barely exist. Owing partly, to lack of information on possible investment opportunities, SMEs are facing crucial competition in similar business activities concentrated in a limited area. 

· Social and cultural factors and the policy environment: In Ethiopia the development policy has not been conducive for the flourishment of SMEs, i.e. investment policies have been discouraging the expansion of SMEs. While most of the investment proclamations allow industries to import duty-free industrial machinery, implements and the like in which the sector is not benefiting much.

· Marketing Problems: Lack of market information as well as lack of markets has also been the major impediments to the development of SMEs in Ethiopia. Owing to lack of market research and information many of the SMEs often concentrate in the production of similar commodities, which puts them in fierce competition with one another. This is because of lack of resource to undertake market researches and acquire market information.
6.Summary and Conclusion

Small and Medium Enterprises are the breeding grounds of indigenous enterprises because of their low capital requirements, and they are based on indigenous raw materials and technologies as compared to large-scale enterprises. These special features, coupled with their labor intensity, enable them to generate a large number of employment opportunities, especially for unskilled and semi-skilled workers.

They are also independent of the vagaries of the international economic system. Therefore, the SMEs can be vehicles of the industrial development in countries like Ethiopia with limited trained workforce, capital and technological resources.

SMEs need to be directed to areas that have the greatest potential for growth. They can be guided into these areas by the provision of appropriate incentives as well as by devising programmes to transfer relevant technologies and to train the labor force. For a better use of resources in the economy, SMEs should be encouraged and promoted in areas of production where they have comparative advantages over the large enterprises.

SMEs cannot grow and develop without an appropriate infrastructure, industrial space, roads and communication network. All these are necessary to enhance production and increase marketing opportunities.
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