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EXECUTIVE SUMMARY

This paper examines the dynamic role played by micro and small enterprises (MSEs) in the
development process. Based on surveys and studies in a number of countries of Africa and Latin America,
it presents new findings on MSE growth patterns. Many of these findings have important implications for
the design and implementation of programs to support the development of such enterprises. Central points
highlighted in the paper include the following.

First, there is much turbulence among MSEs: many new enterprises are started each year. while
many others cease operating. The rate at which new MSEs are being created typically exceeds 20% per
year, a rate much higher than previously thought. The annual closure rate is also high, with most closures
occurring within the first three ysars after start-up. Not all closures, however, are a resuit of business
failures.

Second, among those MSEs that do survive, most do not grow. Only about a quarter of all new
MSEs increase their work force, and most of these add only a few workers. Yet adding even a few
workers can contribute in important ways to employment, to increases in economic efficiency and to
income. Growing MSEs tend to be younger, to start smaller and to operate in dynamic sectors located in
urban commercial areas.

Third, it is important to distinguish between those jobs arising from new starts and those that result
from an expansion of existing enterprises. The former frequently reflect survival efforts by individuals
with few options. Over the long term, about three quarters of MSE jobs come into existence through such
new starts. Expansion jobs more frequently arise when entrepreneurs have identified profitable business
opportunities; the resuiting jobs are more likely to endure, to yield greater economic efficiency and higher
returns.

Fourth, patterns of MSE growth are strongly influenced by the stae of the macro economy. When
the economy is expanding, relatively more MSE jobs are created through expansion, while the pressures
to open more marginal, survival-type new enterprises slackens. When the economy is contracting, by
contrast, the opposite forces are at work: relatively more survival-type new businesses appear, and fewer
enterprises of any size are expanding. This means that broad-based macro policy reform aimed at creating
a more dynamic economy can be an effective vehicle for fostering more durable employment and higher
incomes among MSEs. Conversely, the absence of a dynamic overall economy constrains the kinds of
programs that can be effective in promoting MSEs.

Fifth, MSEs headed by females have different dynamic characteristics compared to those operated
by males. Female-headed enterprises are relatively more voiatile. Not only are their new start and closure
rates higher, but enterprises operated by women are more sensitive to both short and long run changes in
the macro economy. However, they are less like than their male-headed counterparts to expand. These
characteristics must be taken into account to ensure that female entrepreneurs are able to participate fully
in the more dynamic aspects of MSE development.

Sixth, there is substantial diversity within the MSE universe. Four categories of MSEs seem to
capuure these differences: 1) new starts, where the entrepreneur is learning 2 range of new skills and where
the initial objective is often primarily one of survival; 2) non-growing MSEs, which have overcome the
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perils of start-up but have not expanded; 3) small growers, which have persisted and even grown in small
amounts; and 4) graduates, MSEs that started very small and have made a ransition to at least the middle
ranges of the small enterprise spectrum. These distinct categories of MSEs have different contributions
to make to the dual objectives of poverty alleviation and growth. Differences by category in needs and in
constraits faced have important implications with regard to the types of assistance programs that are most
appropriate for each.

Several key assistance implications follow from this analysis. For new starts, given the already
high rate of new entrants and the corresponding high early failure rates, it mzay be prudent not to focus on
assisting such enterprises, concentrating instead primarily on those that have managed to overcome the
perils of the early start-up phase. For non-growing MSEs, intervention strategies for many survival
activities might focus on either raising incomes without changing their employment size, or increasing the
numbers of such MSEs that succeed in expanding. Micro credit programs can be quite effective in
assisting such enterprises, particularly where the goal is to raise incomes. For small growers, for whom
access to markets and to inputs are central problems, the simple provision of small amounts of credit will
generally not suffice. For this group as well as for graduates, assistance needs are increasingly diverse.
Cost-effective assistance programs that respond to this complexity will have to focus increasingly on
enabling these enterprises to participate more fully in growing markets, encouraging them to specialize and
strengthening their links to dynamic segments of the market.




CHAPTER]

INTRODUCTION

Micro and small enterprises (MSEs) are a major feature of the economic landscape in all
developing countries today. The contribution of these enterprises to the creation of jobs and to the
alleviation of poverty has been recognized by many third world governments. They have been given
prominence in many development plans as weil as in the strategies of many donors.,

In most developing countries, the contribution of micro and smail enterprises to employment and
income appears to have been increasing over time. To some observers, this is an encouraging sign:
markets are working, people are finding opportunities to participate in ways that empower and nourish
many people, particularly including those that are otherwise most disadvantaged. To others observers,
however, this increase in the numbers of people engaged in micro and small enterprises is a sign of failure
of the economy to provide productive jobs; people are forced to take refuge in activities that provide only
minimal, subsistence support.

Sorting out these differences is of great importance to those who wish to address the problem of
poverty in the developing world. It is important to understand the characteristics and patterns of changes
that are taking place in the domain of micro and small enterprises, combining this with a vision of how
things might develop better in the future in order to specify things that might be done to help bring about
that preferred outcome.

An important part of this sorting out involves a better understanding of the growth process among
micro and small enterprises. Most past research in this area has been static in its orientation, providing
a picture of how things look "today” (i.e. as of the time of the study). A comparisoa of such snap-shots
for countries at different levels of development and with different policy settings, combined with historical
data in a few countries (usually, today's industrialized countries), has led to some important generalizations
concerning patterns of growth among micro and small enterprises.

There is a major limitation, however, on these cross-sectional and historical time series studies:
their orientation has been, of necessity, almost entirely macroeconomic, focusing on the changing share
in total output, income and employment of enterprises of different types and sizes. While these smudies
have enabled us to understand some important aspects of the evolving role of micro and small enterprises
in the macro economy, they kave been able to shed much less light on the microeconomics of change:
patterns by which individual enterprises are started, evolve, and perhaps evenmally go out of business.

In the past five years, a number of new studies have been undertaken that have helped to change
that situation. These studies have used new survey techniques that make it possible to be more precise
about patterns of enterprise births, survival, growth and closure. Among the data collection innovations
have been the introduction of "closed” MSE surveys, continuous panel surveys, "tracer” studies of MSEs
that had existed in the past, and modified baseline surveys that generated information concerning growth
of the enterprise since its start-up.




These new surveys, which were undertaken as part of the GEMINI project supported by U.S.
Agency for International Development and were under the overall supervision of staff from Michigan State
University, have now been conducted in twelve countries. Comprehensive MSE growth data were
generated from six core countries: Botswana, Kenya, Malawi, Swaziland, Zimbabwe, and the Dominican
Republic. In these countries, not only was a modified baseline survey administered nationwide, but at least
one other dynamic survey was also administered. Less comprehensive information was generated in six
other countries, mostly funded by USAID through the GEMINI project: Jamaica, Lesotho, Niger, Nigeria,
South Africa and Guinea. More details of the countries and surveys, which were administered to over
65,000 MSEs, cau be found in the Appendix.

These surveys provide rich new insights into patterns of enterprise dynamics at the level of the
individual producing or trading unit. This study summarizes what has been learned from these studies.

The universe of enterprises covered in these surveys inciudes all enterprises engaged in non- .
primary activities (i.e. excluding agriculture, forestry, hunting and fishing, mining and quarrying, but
including the transformation, transport and marketing of primary products), where at least 50% of the
output is sold (i.e. excluding products made primarily for home
consumption), ard engaging up to 50 workers (including unpaid family members, working proprietors,
apprentices and part-time workers). This means that our definition of micro and small enterprises
encompasses estabiishments consisting of one person weaving baskets for sale in the market: it also includes
factories with forty or fifty workers, using complex machinery. We refer to this total as Micre and Small
Enterprises (MSEs). For some purposes, we focus on the smaller end of this range - those with ten or
fewer workers - referred 10 as microenterprises.

Aaycne working in the area of micro and small enterprises is conscious of the great heterogeneity
of the universe of small producers and traders. A central theme of this study is the search for meaningful
patierns of growth for different comporents of this universe. One of the great and as yet unresolved
challenges facing those seeking to understand this field is to find the most meaningful way of classifying
these emterprises. Different analysts have focused on a variety of different defining characteristics:
differences by size of the enterprise, by location, by gender of the entrepreneur, by sector, or by the degree
to which the enterprise obeys we laws and regulations of the country. '

Our principal efferts at categorization are presented in Chapter VI. In that Chapter, we suggest -
an approach based on the past history of the enterprise: its age and past growth experience. In particular,
we propose a four-way separation that includes new start-ups; enterprises that have been in existence for
some time but have not grown in terms of employment since they were established; enterprises that have
grown since birth, but only in small amounts; and enterprises that have managed to graduate to' the upper
end of the small enierprise range.! These different categories of micro and small enterprises have different
contributions to make to such goals as economic growth and poverty alleviation. Beyond this, our research -

' As indicated in the discussion of Chapter VI, for some purposes we find it helpful 1o group together-the second
and third of these categories {"no-growth” and "small growth” enterprises). With that modification, our categorization
is quite similar to that of the U. S. Agency for International Development, if their new formulation of strategies for
sustainable developmen:. In relation to microenterprise and small business development, they state that their programs
will "address three elements that are critical to broad-based economic growth and participation: removing obstacles
that impede the creation of new businesses that provide incomes; helping existing enterprises 1o expand; and
supporting the transition of small businesses and microenterprises to the forma! sector” (USAID, 1994). Our
formulation in Chapter VI is quite similar to this three-part focus.




strongly suggests that different categories of enterprises face different problems and constraints, and can
best be helped by different types of interventions.

A deeper understanding of patterns of growth among different categories of micro and small
enterprises, the contributions that each can make to deveiopmental objectives and the problems and
constraints faced by each, can enable decision-makers to reach more informed decisions as to appropriate
groups om wiiich to concentrate, as well as the kinds of assistance likely to be the most helpful to that
particular client group. It is our hope that the analysis presented here will contribute to that understanding.

The presentation is organized as follows. Chapter II paints a brief static picture of MSEs, setting
the stage for the dynamic analysis that follows. A dynamic overview of MSEs is provided in Chapter HI,
highlighting the wrbulent process of MSE creation and closure as well as MSE expansion and contraction.
Chapter IV examines gender issues in more detail, followed by an exploration of the interrelationships
between MSEs and the macroeconomy. Chapter VI explores the characteristics and assistance needs of
different categories of MSEs. The concluding chapter provides a summary of findings and implications.




CHAPTER I

THE STATIC WCRLD OF MSEs

This chapter presents a first look at the universe of micro and small enterprises {MSEs). The
approach is static. It looks at questions of overall magnirude and enterprise size, of Iocation and sector,
of labor force and ownership. It also presents some information on the sconornic etficiency of enterprises
of different sizes.

The review makes clear that this is a sector made up of a very large mumaber of very small
enterprises. Most operate in rural areas. While in mest countries the majority are engaged in trading, -
there are also significant numbers in manufacturing aciivities. In most countr:es, the majority of owners
and workers are women, with many participating az unpaid family members. Summary data for six core
countries - Botswana, Kenya, Malawi, Swaziland, Zimbabwe, and the Dominican Republic - along with
- Lesotho are presented in Table 2.1. The discussion here highlights some of the key findings.

The micro and smail enterprise (MSE) sector is far larger ithan reported in most official statistics.

Careful, bouse-to-house surveys of micro and smal} enterprises have found far more enterprises
inveiving many more people than previous estimates based on official statistics, which often cover only
registered firms. In nation-wide surveys, the share of households reporting that some member of the
household operated a micro or small enterprise ranged from about 20% in Botswana to over 40% in
Malawi and Kenya. Employment densities - the number of people engaged in MSE activities per 1,000
persons in the population - ranged from 70-90 in Botswana, Kenya, Lesotho and Malawi to 110 or more
i Zunbabwe, Swaziland and the Dominican Republic. In six countries of Eastern and Southern Africa,
estircated employment in micro and small enterprises is nearly twice the level of total employment in
registered, large-scale enterprises and the public sector (Liecholm and Mead, 1994). Clearly, micro and
smali enterprises are a major source of livelihood for a significant proportion of the population in many
-develeping countries,

Most aciivities categorized as micro and small enterprises are very small.

In: most countries, the majority of MSEs consist of one person working alone. If one defines the
MSE universe as those firms with 1-50 workers, the upper end of the tail - those with 10-50 workers -
constitute less than 2% of the businesses in virtually all the African countries. Only in the Dominican
Republic were there significantly larger numbers of enterprises at the upper end of the small enterprise
range.

Previous Page Blank




TABLE 2.1

CHARACTERISTICS OF MICROENTERPRISES

oy e ———T
Bots Keny Leso | Malawi Swazi Zimbab Pominica ]

wana a tho land we n _
R ‘ - Republic

MSE employment/population 17% 18% 17% 23% 26% 27% 18% I
_age 15-64
MSE empioyment per 1,000 7 83 84 92 118 127 100

persons in the population  ji# ~

Share of all \:SEs thatare one- || 65 47 79 61 69 69 22
person enterprisas (%) ‘

Share of all MSEs with 10-50 f 3 2 1 1 2 2 18
workers (%) _ i -

| Share ofhired workers it MSE
{ labor force (%)

o)

Urban arezs [

I
Rural towns .
I Other rural areas ]

Sectoral breakdown of enterprises: Urban areas only {%)

II Manufacturing ) 18 35 28 33 84 21

Commerce 71 74 41 62 | 56 30 63 || -

Sectoral breakdown of enterprises: Rural areas only {%) "
I Manufacturing

I Commiarce ‘ I

Share of enterprises owned by
females (%)}

I Share of al! workers that are
femaies (%,

Source: Survey data (see Appendix vable 1) except for the population data in the first line, which are taken:from Umted
Nations and Werld Bi.nk statistics.




Most of the labor force in MSEs is made up of working proprietors and vinpaid family members.

With most enterprises operating as one-person undertakings, it is not surprising that the largest
empioyment category is working proprieiors, a group that comprises more than half the MSE work force
in most countries. When unpaid family members are added, the numbers reach three fourths of the
workers in most places. Only in a few countries do hired workers comprise as muzh as 20% of the MSE
labor force. Trainees and apprentices add a significant share of workers in some locations, particularly
in West Africa; in Eastern and Southern Africa, as in other parts of the third world, apprentices constitute
well under 10% of the MSE iabor force.

Most MSEs operate in rural areas.

The share of all enterprises in urban locations - cities and towns with at least 20,000 inhabitants -
reachies as high as 46% in the Dominican Republic and 30% in Zimbabwe, but was 25% or less in most
other countries. Even adding enterprises in rurai towns - generally, concentrations with 2,000-20,000
persons - stili generally leaves well over half the enterprises in stricily rural areas of most countries. It is
important to keep these facts in mind since many programs focus on enterprises in urban areas, where they
are often more 9bvious and easier to reach.

While many MSEs are engaged in trading, a significant number are involved in manufacturing
activities. ,

It is a common perception that micro and smali enterprises are overwhelmingly made up of vendors
and other small traders. There is some truth to this perception, since in many countries the majority of
enterprises are engaged in commerce. It is important to recognize, however, that in all countries, small
manufacturing activities are also an important comporent of the MSE sector. These manufacturing
activities are particularly significant in rural areas, where they constitute a higher share of enterprises than
in uchan areas in sach of the African countries with relevant data. Only in the Dominican Republic was
the share of caterprises in inanufacturing higher in urban areas than in rurai locations.

Looking only at manufacturing activities, three activities have consistently been identified as the
nost important MSE categories: textiles and wearing apparel, food and beverages, and wood and forest
products. Survey results indicate that these three groups comprise about 75% of manufacturing enterprises
in urban areas of many developing countries, and nearly 90% of the rural enterprises. Yet these apparent
regularities hide wide variations from country to country and between urban and rural areas as to which
activity is most important, as well as the naiure of the most prevalent activities within each of these
broadly-defined sectoral groupings.

The majority of micro and small enterprises are owned and operated by women.

it is a striking fact tiat, in many countriss, women outnumber men as owners .and operators of
micre and smail enterprises. Furthermore, since working proprietors are the single largest category of the
labor force, the great majority of workers in MSEs are alsc women. One of the recurring themes of this
study concerns differences in enterprise characteristics according to the gender of the proprietor. Gender
issues are examined in greater detail in Chapter IV.



Economic efficiency appears to increase with size among very sraail euterprises.

Eartier studies based on detailed analysis of data concerning sales and production costs in four
developing countries suggest substantial differences in econcmic efficiency by enterprise size (Liedholm

and Mead, 1987). In particular, the dara indicate that returns per hour of family labor are significantly

higher for enterprises with 2-5 workers, compared tc enterprises with only one person working alone. This
increase in economic returns continves for the next higher size group, those with 6-9 workers; thereafter,
the number of observaticns is small and the results more ambigucus. Similar results were found in a recent
survey of MSEs in Kenya {Daniels et al, 1995). In all of these studies, the data suggest that one-person
enterprises gernerate the lowest returns to the enterprise; even a small increase in size is associated with
substantial increases in economic efficiency, which for these very smail enterprises is closely associated
with the level of income for those who work in the enterprise.

Implications

These characteristics comprise both the opportunities and the chailenges for those working with
micro and small enterprises. The cpportunities arise since MSEs constitute a possible vehicle for
addressing some of the major imbalances in many developing countries: the urban bias frequently found
in assistance programs, aud the limited participation of women in many of the benefits of development.

The chailenge comes from the fact that taking advantage of these opportunities generally requires a
conscious effort to reach out to categories of MSEs that are less obvious and more difficult o reach. We -

discuss these aspects in more detail in subsequent chapters of this study.




CHAPTER I

THE DYNAMICS OF MSEs: CHURNING AND GROWTH

OVERVIEW

Micro and small enterprises are in a constant state of flux. Most of these changes are missed,
however, if one focuses only on the aggregare changes over time in the level of MSE activity. It is only
when the individual components of these changes are scrutinized that the magnitude of this churning
becomes apparent. Not only are new firms being created (new starts, or births) while others are closing,
but existing (surviving) firms are expanding and contracting. These components of change are sometimes
summarized in two concepts: net firm creation, which is new starts minus closures; and net firm expansion,
which is firm expansion less firm contraction. Since the individual components move in opposite
directions, however, these net measures of change mask the magnitude of the churning that is taking place
among MSEs.

In this chapter, the key survey findings on the individual components of these changes are
examined. Specifically, the empirical evidence on new starts, closures, and existing firm growth (net firm
expansion) will be scrutinized. Such an individual focus is important because each of these is subject to
different forces, with different possible intervention implications.

NEW MSE STARTS

The rate of new MSE starts is extremely high.

Empirical evidence on new business starts (firm creation) in developing countries has been virtually
nonexistenit uniil recently. New findings from surveys in the six core countries, summarized in Table 3.1,
reveal that the rate of new MSE starts is substantial. The annual rate of MSE new starts in these countries
averages over 20 percent, ranging in a narrow band from 19.3 percent in Zimbabwe to 25.2 percent in
Botswana. Although the figures are still somewhat crude in most cases, they are broadly indicative and,
given the techniques used, provide lower-bound estimates of the orders of magnitude involved.!

' New start (birth) rates are typically calculated by dividing all new firms appearing in a given time period (usually
one year) by the number of firms in existence at the beginning of the year, Except for the Dominican Republic, the
number of firms at the end of the year served as the base; given the net increase in the number of firms, this creates
one source of downward bias. A second source of dowrnward bias, present in all countries, is the omission of the
short-lived firms that appear and the disappear within the year. A study of short-lived firms in the Dominican
Republic mndicates that if these are included in the analysis, the birth rate in the Dominican Republic would have
increased by 6.5 percentage points. For more details of these methodological issues, see Liedholm and Mead (1994).
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TABLE 3.1
ANNUAL MSE NEW STARTS RATE - BY INITIAL SIZE
AFRICA AND LATIN AMERICA
i Enterérise Size inumber of workersi I
Overall
Country Year 1
Botswana 91 32.9% 11.5% 4.2% 25.2%
Kenya 92 33.7% 10.3% 1.6% 21.2%
Matawi 91 26.9% 14.1% 13.1% 21.7%
Swaziland 90 26.3% 10.8% 2.4% 21.7% l
]
Zimbabwe 90 22.8% 1 0_,6% 18.7% 19.3%
Dominican 93 na na na 20.6%
Republic
Average _ l| 28.5% 11.5% 8.0% 21.6%

Source: computed from individual country survey data. Averages are unweighted across the six countries.

These surprising high figures are substantially above the 10 percent rate typically reported for small
enterprises in industrialized countries.

Most new starts are ane-person firms.

The vast majority of the new firms being created are one-person establishments. In the six core
survey countries, in fact, these self-employed firms comprise almost 80 percent of the new starts (see
Appendix, Table 2).

Relatively littie is known about the central forces driving the MSE new start rates. A recent study
by Daniels (1995) for MSEs in Zimbabwe indicates that the determinants of new starts differ between high
and low profit activities. For high return activities, initial capital requirements, experience of the
entrepreneur, and level of regulation are all inversely related to the new start rate. For low return
activities, the rate of new starts is related (inversely) only to the aggregate level of economic activity; for
these firms, the lower the level of aggregate economic activity, the higher the raie of new starts, reflecting
the impoitance of the push-factor in firm creaticz.
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Implications

A key implication of these findings is that there is no overall scarcity of entrepreneurs in the sense
of individuals willing to incur the risk of establishing a new venture. Most of these new starts are one
person firms, which are typically the least efficient and remunerative of the MSEs; they tend to enter in
greater numbers when the overall economy is languishing. Given these findings, direct programmatic
support of new starts should be undertaken only after careful consideration of other available options.

MSE CLOSURES

Closure rates are also high.

Survey results indicate that MSE closure rates are also quite high. The annual rate of closures of
MSEs in the Dominican Republic, the only country for which accurate annual figures exist, exceeded 20
percent in the early 1990s.> The Dominican Republic findings, which are probably not atypical, highlight
the extreme volatility of MSE activity, where simuitaneously one large segment is starting just as another
large segment of MSEs is closing.

MSE closures are not just due to business failures.

Why do MSEs close? The survey results make clear that only a portion, frequently a minority,
of the closures can be attributed to the traditional "business failure,” where the firm is not financially or
economically viable. Somewhat less than one-haif of the MSE closures in the six core courtries were due
1o "bad business conditions” (see Appendix, Table 3); lack of demand and shortage of working capital were
the two most frequently mentioned underlying external causes of these failures.> For the others,
approximately one-quarter of the MSEs ciosed for personal reasons, such as illness or retirement, while
the remainder closed because they found better options or because the government forced them to close.

? Specifically, on the basis of area-based panel surveys, the annual closure rate was 29 percent in 1992 and 22
percent in 1993 {Cabal, 1995). In Zimbabwe, a closure rate of 11.5 percent per year (from 1991-1993) was reported
from a similar area-based panel sarvey of MSEs (Daniels, 1995). 42 percent of the firms, however, could not be
located in the resurvey, so this closure rate must be considered a lower-bound estimate. Area-based panel surveys,
where all enterprises in the same areas are surveyed over time, generate much more accurate closure rates than those
generated from either tracer or closed enterprise surveys, both of which are subject to severe selectivity biases that
undersiate the closure rates. Annual closurz rates derived from tracer surveys range from 1.3 in Nigeria (Kilby, 1994)
to 4.1 percent m Jamaica (Fisscha, 1994), while those from closed enterprise surveys hover around 6 percent per year.

* In Kenya (Parker, 1994), those who closed for demand reasons were much more likely 1o start a new enterprise
than those who closed because of a lack of working capital. Indeed, overall, of those who closed, 60 percent
subsequently opened new business, 15 percent worked in agricuiture, 8 percent accepted paid employment, and 17
were no longer economically active.
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Most MSE closures occur within three years of start-up.

When are MSEs most likely to close? Most closures occur in the early years of a firm's existence.
In Botswana, Kenya, Swaziland, and Zimbabwe, over fifty percent of the MSE closures had occurred
within three years of start-up (see Appendix, Table 4).* MSE closures peaked before the end of the first
year in Botswana and Swaziland, and between years one and two in Kenya and Zimbabwe. Clearly,
MSEs are particularly vulnerable during the fragile initial years, when they are just learning how 1o operate
the business.

Given the high MSE closure rates, particularly in the crucial initial vears, it is helpful to know the
characteristics of the MSEs that close and how, if at all, these differ from the characteristics of the
survivors. The resuits of systematic analyses of closure patterns of MSEs in Swaziland, Zimbabwe, and
the Dominican Republic have made it possible to paint an initial portrait of the type of enterprise that is
most likely to survive.® The findings of these studies are summarized in the following table.

TABLE 3.2
KEY DETERMINANTS OF MSE
SURVIVAL AND GROWTH
| Survival Likelihood (Higher if | Growth Likelihood (Higher if
7 _ | MSE MSE |

Age Older Younger
Ii Past Growth Grown in Past -
" Initial Size Smaller * Smaller *

Sector Not in Trading In Particular Sectors that

Vary by Country ﬂ

" Location Urban, Not in Home Urban, Not in Home "
[ Gender Maile - Owned Male - Owned ||

Sources: Derived from findings of McPherson (1992), for Swaziland and Zimbabwe, and Cabal (1995) for the Dominican -

Republic.

Note: * Not significant in the Dominican Republic.

* More incomplete data from Malawi indicate that approximately one-third of the MSEs had closed three years

after start-up.

* For Zimbabwe and Swaziland, see McPherson (1992); for the Dominican Republic, see Cabal (1995). These

studies make use of recent developments in "hazard analysis” to provide an explanation of enterprise closure and
survival. The dependent variable in the analysis is the enterprise "hazard rate,” which is the probability that a firm
will close during the year. The independent variables used to explain the hazard rate are such items as the age, sector,
and iocation of the enterprise. Econometric techniques are used to estimate the relationships (see Liedholm and Mead,
1993, or Allison, 1984, for details).
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What are the salient characteristics of MSEs that are most likely to survive? In addition to age,
the past growth, initial size, sector, location, and owner-gender might be expected to play a role. These
points are discussed in turn below.

Growing MSEs are more likely to survive.

An important finding is the recognition that MSEs adding workers were more likely to survive than
those that remained the same size. More specifically, the results from Zimbabwe and Swaziland indicate
that for every one percent increase in employment, the MSE reduced its likelihood of closing during the
year by approximately 5 percent (McPherson, 1992). Such findings are consistent with the notion that
expanding MSEs have become more efficient and are thus more able to survive.

MSEs that are smaller at start-up are more likely to survive.

A direct relationship was found between the MSE's initial size and its survival chances. Firms
that started the smallest, other factors being held constant, were more likely to survive than their
counterparts that started larger.® This finding is directly opposite to what one might have expected and
indicates that smallness, by itself, is no impediment to survival.

MSEs are more likely to survive in sectors other than retai} trading.

MSE survival rates varied significantly by sector. Retail trading MSEs in all three countries faced
the highest closure risks; such firms were almost 30 percent more likely to close during the year, for
example, than their counterparts in woodworking. Real estate, wood processing, wholesale traders, and
non-metallic metal enterprises were the least likely to close, while trading, transport, and chemical MSEs
were the most likely to do so in the two African countries.’

MSE:s operating in urban commercial districts outside the home are more likely to survive.

Location appears to play a central role in determining MSE survival. Urban MSEs in the two
African countries, for example, had an almost 25 percent greater chance of surviving the year, holding all
other factors constant, compared to their counterparts in rural areas.® Moreover, MSEs located in
commercial districts were more likely to survive than those operated out of the home. Proximity to growing
markets would thus seem to be an important factor in enterprise survival.

® In the Dominican Republic, however, this relationship was not significant (Cabal, 1995).

7 The complete sector ranking of MSEs by survival probabilities from highest to lowest in Swaziland and Zim-
babwe combined was as follows: real estate, wood processing, wholesale trade, non-metallic minerals, textiles, other
services, fcod and beverage processing, construction, miscellaneous manufacturing, mertal fabrication, hotels and
restaurants, chemicals, retail trade, and transport. The rank differences, however, were not always statisticaily
significant (McPherson, 1952).

$ The rural - urban distinction, however, was not statistically significant in the Dominican Republic (Cabal, 1695).
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MSEs headed by males are more likely to survive, but only when all types of closings are considered.

The gender of the entrepreneur also is a significant determinant of MSE survival. More

specifically, female - headed MSEs were less likely to survive the year than their male - headed
counterparts, all other factors constant. These analyses examined the survival and closing of MSE due to
all factors. Relatively high percentages of the closings of female-headed MSEs in these countries, however,
were due to personal and other non-business reasons. When only closings due to pure business failures
were analyzed separately, the gender of the entrepreneur was no longer a significant determinant. Thus,
in terms of closings due to business failures only, female-headed and male headed MSEs were equally
likely to survive.

Macroeconomic conditions alsc affect closure rates.

Finally, at 2 more macro level, there is evidence from Zimbabwe and the Dominican Republic of
an inverse relationship between the overall level of economic activity and the closure rate, particularly in
low-return activities.” Thus, as the overall leve] of activity increases, the likelihood that MSEs would
survive the year increases as well.

Implications

These closure findings provide important insights into the potential riskiness of various client
groups that appear in the portfolio of many existing or potential MSE projects and programs. Those MSE
projects or programs that wish to minimize the riskiness of their client portfolios might want to focus their
attention on MSEs that have grown, that have existed longer than three years or that operate in commercial
districts in urban areas in sectors other than trading. Alternatively, for programs focusing on the more
risky MSEs, the findings provide a basis for incorporating these risk factors into their performance
evaluations.

NET MSE EXPANSION

To this rapid churning resulting from the entry of new firms and the closure of others must be
added the growth from the net expansion of existing enterprises over time. The net expansion depicts the
expansion less the contraction of those MSEs that survive; it summarizes two opposing dynamic forces at
work.

The indicator typically used tc measure the magnitude of the net expansion of MSEs and the one
used in the surveys reported in this study is the change in the number of workers since start-up. This

* Using regression analysis, Daniels (1995) found an inverse relationship between the GDP growth rate over the
1988-1993 period and the annual closure rate in Zimbabwe. Similar findings have been reported for the Dominican
Republic (Cabal, 1995).
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measure tends to be favored because it is most easily and accurately remembered by the entrepreneur and
does not need to be deflated.

Employment change provides a lower-bound estimate of net fizm expansion.

What biases might arise from the use of employment as a measure of expansion rather than
alternative indicators such as changes in sales, output, or assets? Although data on these other indicators
are spafse, some recent surveys have begun to shed light on this issue. Parker's (1995) analysis of the
growth in Kenyan MSEs, for example, found that net increases in real sales were almost doubie the growth
in employment. A similar pattern was revealed in the Jamaican Quarterly Panel Survey of MSEs
(Gustafson and Liedholm, 1995), where the change in real sales was twice the change in employment.
Such findings highlight the lumpy nature of employment, which appears 1o increase with a lag after a
sizeable growth in real sales, and indicate that the employment growth measures provide a lower-bound,
more conservative estimate of net firm expansion.

Growth rates of existing MSEs are substantial.

One of the most striking findings to emerge from the various surveys is the high overall growth
rates exhibited by existing (surviving) MSEs. Table 3.3 reveals that the average compound emplovment
growth rate since start-up was 8.7 percent per year in the eight countries with relevant data.'® The country
variation arourd this average is large, however, ranging from 2.4 percent in Lesotho to 24.0 percent in
Kenya. These high growth rates are all the more impressive when it is recognized that, except for
Botswana and Lesotho, they are at least double the overall growth in GDP in these countries during the

1980s. Moreover, in absolute terms, the annual number of new jobs created per enterprise is impressive
(see Table 3.3, column 3).

When MSE employment growth of existing firms is examined year to year rather than from start-
up, there is also evidence of net MSE contraction during certain periods. In Jamaica, for example,
employment in existing MSEs declined almost 10 percent from 1993 to 1994 (Gustafson and Liedholm,
1995}, while in the Dominican Republic over the same period the decline was 3.2 percent (Cabal, 1995},
The role of the overall economy in explaining these short-run variations will be examined in Chapter V
below.

The majority of MSEs did not grow.

Despite these generally rapid average growth rates, the majority of MSEs in survey countries did
not grow at all since start-up. Survey results indicate that less than one-quarter of the MSEs had added any

' The compound growth measure provides a lower-bound estimate of the growth rate compared with the average
growth rate measure, which uses initial employment as the base. An absolute measure, the annual change in jobs per
firm, is also presented in Table 3.2; it can be particularly useful in assessing the overall contribution of the smallest
firms to job creation. The data for all the growth measures were generated by asking entrepreneurs retrospective
information (event histories) about their firms.
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workers at all since their start, while over three-quarters remained the same size."! MSE employment
expansion was the exception rather than the rule, and the overall net expansion was thus being propelled
by a minority of the enterprises.

TABLE 3.3

ANNUAL EMPLOYMENT GROWTH OF EXISTING SMALL ENTERPRISES
ALTERNATIVE MEASURES
Annual Change Since Start-up

Annual Growth Rate - | Annual Growth Rate- | Annual Change in
Average Growth Compound Growth Number of Jobs Per
Measure® Measure

BOTSWANA

KENYA

LESOTHO | 5.9% 2.4% 0.094

MALAWI 10.5% 9.0% 0.112

SWAZILAND I' 6.6% 4.1% G.081

ZIMBABWE 7.4% 5.6% 0.084

AERICA SUEASTERN 11.3% 8.6% 0.128 l
ii NIGER 8.5% 5.7% 0.101

DOMINICAN REPUBLIC4 15.1% 12.6% 0.157

WORLD- AVERAGE J 11.4% 8.7% 0.128

Scurces:
Swaziland - Fisseha and McPherson, 1891
Lesotho - Fisseha, 1991
Zimbabwe - McPherson, 1991
Kenya - Parker and Torres, 1994
Dominican Republic - Cabal, 1992
Botswana - caiculated from data generated by Danieis and Fisseha - 1992
Niger - calculated from data generated by Joumard, Liedholm, and Mead - 1982
Malawi - calculated from data generated by Daniels and Ngwira, 1992

Notes: “Average annual growth rate in terms of empioyment and is calculated as: {Current Employment - Initial
Employment/ Initial Employment) / Firm Age.
® Arinual compound growth in employment is calculated as: {(Currents Employment/Initial Employment){tFimAse)
1.
© Average annual growth in jobs since start up is calculated as: (Current Employment - Initial Employment)/ Firm
Age).

'! About 5 percent of the enterprises had declined in size since start-up (See Liedholm and Mead, 1994).
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Most of the growing MSEs added just a few workers.

Of those MSEs that grew, over ninety percent added less than four workers. About five percent
of the expanding MSEs "graduated” from the microenterprise seedbed and ended up with more than 10
workers. Thus, the largest share of the employment expansion was due to most of the growing MSEs
expanding just a little.

Adding even a few workers can increase the economic efficiency of MSEs.

When an existing MSE expands by adding even one or two workers, it is quite likely that this will
be associated with a significant increases in its economic efficiency as well as in its net income. Most new
MSE start-ups are one-person enterprises, which is also the least efficient size category (see discussion in
chapter 2 above). If some of these MSEs subsequently expand, adding even one more worker, they will
be moving into a size category where their economic efficiency as well as their net income are likely 1o
be significantiy higher.”> Moreover, the jobs created should be more enduring and should generate higher
returns.

What are the characteristics of expanding MSEs?

Given the economic significance of MSE expansion, it is important to know the characteristics of
those enterprises that expand and how, if at all, they differ from those that do not grow. The results of a
systematic analysis of the determinants of growth in the six core countries along with Lesotho make it
possible to provide a profile of the type of MSE most likely to expand.’* The overall findings, which are
summarized in Table 3.2 above, on the role of age, initial size, sector, location couniry, gender of
entrepreneur, as well as human capital will now be exarmined.

Younger MSEs are most likely to grow.

The analysis suggests an inverse relationship between the age of the MSE and expansion. Thus,
it was the younger MSEs that were most likely to generate more expansion jebs. Similar results were
reported in the Dominican Republic (Cabal, 1995) and Kenya (Parker, 1995). Examining the growth and
age performance of individual MSEs over time, however, Parker ( 1995) found that the inverse age and
growth relationship held only for MSEs that started with one worker or with more educated entrepreneurs.
Much of the expansion occurred in the first two years in the life of the enterprise. After the eighth year,
a common pattern of downsizing took place, however, among MSEs of all types and sizes.

12 See Chapter 1 above as well as Liedholm and Mead, 1987, for cross section evidenice. See Parker, 1995, and
Parker, Riopelle and Steel, 1995, for time series evidence.

' Following McPherson (1995), statistical techniques (linear ordinary least squares regression cquations) were
used to test whether or not the various independent variabies, such as age and initial size, were significantly related
to the dependent variable, which was enterprise growth since start-up measured in absolute terms. See Liedholm and
Mead (1994) for details.
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Smaller MSEs are most likely to grow.

An inverse relationship was also found between initial size and growth of the MSE. The smaller
MSEs at start-up thus added more expansion jobs per firm than did their larger scaie counterparts, a
powerful finding for those concerned with employment creation. Parallel findings have been reported
elsewhere in Africa (Parker, 1995; McPherson, 1995), although a direct relationship between initial size
and growth was found in the Dominican Republic (Cabal, 1995).1¢

MSE:s in particular sectors are more likely to expand; but these sectors vary from country to country.

The sector in which an MSE operates alsc appears to be an important determinant of growth. At
the most aggregate sectoral level, MSEs in manufactoring and services were more likely to expand than
those in trading. At a more disaggregated level, however, the specific sectors that were likely to generate
more MSE expansion varied from country to country. In Swaziland, for example, MSEs in non-metallic
minerals expanded substantially less than retail trading. while in Kenya all sectors, including non-metallic
minerals, expanded more rapidly than retail trading. What these findings suggest is that sectoral
differences are significant at the country level in explaining MSE expansion, reflecting perhaps each
country's comparative advantage - its unique fingerprint. At the same time, no universal sectoral growth
patierns emerged.

MSEs operating in urban, commercial areas outside the home are more likely to expand.

Arother important set of factors identified by the analysis as a determinant of MSE expansion was
location. MSEs located in rural towns and villages, for example, were iess likely to grow than their urban-
based counterparts. Moreover, MSEs operating in commercial districts or even alongside the road showed
2 markedly stronger tendency to expand than did those operating from the home. Other studies have
yielded generally the same results, but with a few exceptions. McPherson (1995), for example, found that
in Southern Africa MSEs operating in even traditional markets were more likely to expand than home-
based firms, while Cabal (1995) found that size of locality had no effect on the likeiihood of expansion in
the Dominican Republic.

MSEs headed by males are more likely to expand than those headed by fernales.

The analysis indicated that male-headed MSEs were more likely to expand than female-headed
ones, even when controlling for such variables as sector and location. Although similar results have been
reported by McPherson (1995) and Parker (1995), it is noteworthy that ownership-gender proved not to
be statisticaily significant in the Dominican Republic (Cabal, 1995). These findings will be explored in
greater depth in the following chapter.

' As Parker (1995) has showr, this finding needs to be qualified with the recognition that enterprises that start
with one person cannot contract and still remain as an on-going enterprise. For larger enterprises, the fact that growth
in some was offset by coniraction in others is a partiai explanation for the lower average growth rate for enterprises
starting at a larger size.
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Entrepreneurs with experience, vocational training, or secondary education are more likely to
expand.

Although data limitations precluded the inclusion of the "human capital” in the formal statistical
analysis, related stodies provide evidence that it does significantly affect MSE expansion. McPherson
(1592) found that entrepreneurs in Southern Africa with vocational training expanded their MSEs nine
percent faster than those without such training. For Kenya, Parker (1995) reported that entrepreneurs who
had at least seven years experience were likely to expand their business more rapidly than those without
such experience. Entrepreneurs who had completed secondary school were also found to be more likely
to expand in Kenya (Parker, 1995), Zimbabwe (McPherson, 1992), and the Dominican Republic (Cabai,
1995)." Completion of primary school by the entrepreneur, however, was found to have no significant
effect on MSE expansion in any of these countries.

The state of the macroeconomy also influences expansion patterns.

Finally, at the more macro level, there is evidence of a direct relationship between the level of
economic activity and MSE expansion. The higher the level of overall economic activity, the greater the
amount of MSE expansion. This relationship will be examined in more detail in Chapter V.

Implications

Facilitating the expansion of existing MSEs can contribute to increased economic efficiency and
higher returns to the enterprise along with more permanent type jobs. The analysis yields important clues
as to the forces leading to enterprise expansion. Assistance programs need to work with these forces,
taking advantage of them wherever possible. This might mean reinforcing and strengthening the positive
attributes of any particular client group. It might mean linking rural firms with more dynamic urban
markets, or seeking to expand access to more effective edu-ational programs. Carefully crafted programs
designed to facilitate a switch to expanding product iines might contribute in important ways to this
process. The implications of these findings for programs and projects are explored in more detail in
Chapter VL

P No significant relationship between secondary school education and MSE expansion, however, could be found
in Botswana or Swaziland (McPherson, 1995).
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CHAPTER IV

GENDER ISSUES

Significant gender differences in the patterns of MSE growth have been identified at several points
in the preceding discussior:. In this chapter, these gender effects and the issues they raise will be examined
in greater detail. After a review of the static gender profile, the gender evidence on new starts and closures
along with that on net expansion will be synthesized. Evidence on the relationship between the
macroeconomy and gender-differentiated growth patterns follows, along with a discussion of the
implications of these findings for programs and policies.

STATIC PROFILE

Female-headed MSEs are numerous, often in the majority, but tend to be concentrated in a few low
return, bome-based activities.

Large numbers of MSEs are owned and operated by women. At least 45 percent of MSEs in each
of our survey countries were female-headed, and-in four of the seven the majority was owned by females
(see Table 2.1). Women, however, accounted for a somewhat smaller share of total MSE employment.
This was due not only to the smaller average size of female-headed MSEs, but also to the small percentage
of females that were employed in male-headed firms.! The importince of women-owned MSEs as
generators of women's employment is reflected in these findings. MSEs headed by women also tend to
be concentrated in a relatively narrow band of sectors or activities. Downing and Daniels (1992) have
noted that. women-owned enterprises are concentrated and dominant in a number of more traditional
manufacturing activitics such as beer brewing, knitting, dressmaking, crocheting, and grass and cane work,
as well as in retail trading. Although data are scarce, there was some evidence to support the contention
that profits generated by these types of activities were quite low. In Zimbabwe (Daniels, 1994), for
example, the five sectors in which over two-thirds of the female enterprises operate were among the least
- profitable enterprise sectors in the country.? Finally, MSEs headed by women were more likely than their
male counterparts io operate from the home; in the survey countries, for example, 45 percent of the
female-headed MSEs were home-based, while only 19 percent of those with male owners operated out of
the home. Since it is the home-based MSEs that tend to be hidden and overlooked, women owners of
MSEs are more likely to be "invisible entrepreneurs” (Weidemanr, 1992).

* In the Dominican Republic, for example, only 15 % of the employees of male-owned MSEs are women {Cely,
1993).

? Similar findings were earlier reported for MSEs in Egypt (Davies, Mead, and Seale, 1992).

Previous Page Blank



NEW STARTS 4AND CLOSURES - GENDER-DISAGGREGATED

New start rates are higher for female than for male-headed MSEs.

New start rates for female-headed MSEs are substantially higher than those of male-headed firms.
In the six core countries, the female rate was over five percentage points higher than the male rate, a
pattern that held in each country as well {see Table 4.1). These findings suggest that the surprisingly high
overall enterprise birth rates (20 percent or more) reported in Chapter TII are being driven to a considerable
extent by new businesses being started by female entrepreneurs.

TABLE 4.1
ANNUAL MSE NEW STARTS RATE - BY GENDER OF ENTREPRENEUR

. verlf |

Botswana 23 i

I Kenya 24.3% 18.8% 17.8% 212% |
| Malawi 24.9% 18.6% 25.3% 21.7% |
| swaziand 21.7% 22.9% 10.9% 217% 1
[ zZimbabwe 22.1% 12.9% 8.1% 19.3% |
| b, 24.1% 19.2% NA. 22 5% g’
Overall o o . . Ti

! Average 24.1% l 19.1% 15.9% 216% |

Saurce: computed from individual country data. In each case, these figures are calculated using figures on enterprise births
during the last full year preceding the survey. Averages are unweighted across the five countries.

What factors might explain these gender-differentiated enterprise birth rates? Ome possible
explanation centers on the sectoral concentration of female-headed enterprises. In Zimbabwe. {0+ example,
Daniels (1995) noted that the five sectors with the highest percentage of women entrepre -zurs had the -
lowest capital and skill entry basriers, which allowed easy entry and may have contributed to high new
entry rates, with a clear potential for overcrowding.

Closure rates are also higher for female than for male-headed MSEs, but only when all reasons for
closure are considered.

Annual enterprise closure rates disaggregated by gender are scarce. In the Dominican Republic;
the only country with the requisite information (Cabal, 1995), annual closure rates for enterprises run by
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females (43.2%) were over three times those for male-headed MSEs {13.2%). Thus, both MSE closure
and new start-up rates were higher for firms headed by females.

What reasons might have accounted for the higher closure rates of the enterprises operated by
females? Was it because they were concentrated in sectors with nigh closure rates, such as trading, or was
it due 0 gender itself? The previously described analysis of closure patterns of MSEs in Swaziland,
Zmmbabwe, and the Dominican Republic (see pages 12-1€ above) revealad that the probability of female-
fun enterprises closing during the following year, holding other effects constant, was approximately 59
percent higher than for those for enterprises run by males. Thus, gender itself would seem to be a
significant factor in determining enterprise closings. A large share of the closings of female-headed MSEs,
however, was for personal rather than for business reasons. Indeed, when only the closings due to
"busiriess failure” were examined, the gender variable no longer proved to be significant. Thus, female
proprietors were no more likely to close due to business failures than were their male counterparts, once
the effects of all other variables were taken into account.

NET EXPANSION - GENDER-DISAGGREGATED

Female-headed MSEs generaily grow less rapidly than those headed by males.

The annual average growth rates of MSEs headed by females were substantially lower than those
cf their male-headed counterparts in all the survey countries {see Appendix, Table 5). Excluding Kenya,
an outlie: with extremely high growth rates for both female and male enterprises, female-headed enterprises
grew in a narrow band around 7 percent, while those with male owners grew in a similarly narrow band
arcund 11 percent per year.

Female-headed MSEs are frequently concenirated in slowly growing sectors.

What factors might account for these dramatic and statistically different growth rates by gender?
Sector is often considered to play an important role in explaining these differences. Downing and Daniels
(1992), among others, have marshalled evidence to show that fernale-headed enterprises tend to be
concentrated in sectors where the smallest amount of enterprise growth is occurring. Indeed, the individual
country surveys reveal that in many of the sectors where the highest growth rates are found, such as
construction, transport, and personal services, female ownership is minimal. '

et even for firms within the same sector, there is avidence that female-headed enterprises typically
grow less rapidly than their male counterparts. Appendix Table 5 reveals that, with two exceptions,
enterprises owned by males grow more rapidly (or at the same rate) than those owned by females in the
manufacturing (ISIC 3), trade (ISIC 6) =nd service (ISIC 9) sectors of the African countries surveyed.’

> Such gender differences also continue 1o occur at even more disaggregated levels. In their analysis of forest-
based enterprises in the Southern/Eastern Africa, for example, Arnold et al. (1994) report that, within the ISIC 33
category, grass, cane, and bamboo emerprises (the majority of which were female-owned) grew at an annual rate of
4 percent, while the woodworking enterprises (where virtually all the entrepreneurs were male) grew at an annual rate
of 31 percent. Downing and Daniels (1992) also found that the siower growth rate for female owned firms typically
also held at the more disaggrezated level within sectors.
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But there are important exceptions.

The slower growth of enterprises owned by women was not always the case. Trading in Malawi
and services in Swaziland provide counter exampies, reminding us that MSEs owned by women do not
always grow less rapidly than their male counterparts. Moreover, in several countries, females were
dominant in sectors that experienced among the highest growth rates. For example, textile manufacturing
and textile trading in Zimbabwe and textile manufacturing in Botswana, which were all predominantly
female, exhibited the highest empicyment growth rates.® These findings provide an mmportant reminder
that not all female MSEs are miived in low growth sectors.

Sector alone cannoi accoant for the gender growih rate differentials. Indeed, the previously
described statistical analysis of the determinants of ex.sting enterprise growth in Africa (Chapter 3)
revealed that existing male-run enterprises grew more rapidiy than those run by their female counterparts,
even after controlling for the effects of sector and other important growth determinants.’

Fewer Female-owned MSEs expand.

Gae of the reasens for the relatively slower average growth rate of existing female-headed firms
was that fewer of them were growing. As indicazed in Table 6.2, only 15 percent of the female-headed
enterprises expanced in the surveved countr ¢s, while about 25 percent of the male-headed firms grew.
A similar pattern was found in each country individually.

Fewer female-owned M3Es "graduate”.

Among the female-headed enterprises thet did expand, relatively few succeeded in "graduating”
to the size category of firms with ten or more workers. Although we shall see in chapter six that the
"graduation” rate of microenterprises in gencral wzs low (1.1 %), the comparable rate for enterprises
owned by females is even more minuscule. As indicaied in Table 6.2 below, the "graduation rate” of male-
headed MSEs was eight times that of their female-headed counterparts.

What are the possible explanations for these gender effecis on growth? Mentioned in the literature
are such factors as the dual domestic and preductive responsibilities of women, or possible differences in
the business objectives of fernales and males. Femaies may also be more risk-averse than their male
counterparts and thus may be more likely to use any available funds for diversification into new activities
rather than for an expansion of existing ones (Downing and Daniels, 1992). Females may also be under
more pressure to use business funds to meet household needs (Berger, 1989).

* Daniels (1995) also found that female-owned MSEs in Zimbabwe were more likely to expand their paid
employment than were their male cwned counterparts. In addition, there is some evidence from Jamaica that by using
employment rather than reai sales measures of growth, one may be relarively understating the performance of female-
owned MSEs (Gustafson and Liedhelm, 1995).

3 It should be noted, however, that a similar analysis undertaken with data from the Dominican Republic found
no stauistical significance between gender of ownership and growth (Cabal, 1995).
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THE MACRO ECONOMY AND MSEs - GENDER-DISAGGREGATED

Female-headed MSEs exhibit much short-run volatility.

Recernt survey findings indicate that female-headed MSEs are more strongly affected by changes
in the overall level of economic activity, both in the short and longer run, than their male counterparts.
In the short run, women-owned MSEs have exhibited much more quarter-to-quarter volatility than those
owned by males. The 1993-94 amaica Quarterly Panel (Gustafson and Liedholm, 1995) showed, for
2xample, that employment in female-owned MSEs typically fluctuated by 10 percent every quarter, while
employment in male-owned firms rarely changed by more than 5 percent.

New starts and closure rates of female-headed MSEs are particularly sensitive to changes in the
overall ecenomy.

in longer run, there is preliminary evidence of a gender-differentiated response of entry and closure
rates to changes in the overall level of economic activity. The evidence of an inverse relationship between
the new entry rate in low return activities and the overall level of the economy was noted in Chapter 3.
Since femnale-headed enterprises tend to be concentrated in such activities, one would expect the new entry
rates of female-headed MSEs to decrease as the economy expands. Correspondingly, one might expect
the closure rates for such low return, female-dominated activities to be directly related to the level of
activity. As overall economic conditions improve, such low return, survival type activities become less
crucial. Recent evidence from the Dominican Republic provides support for the latter contention. For
1992-93, a good year, the annual closure rate of female-headed MSEs was 42.3%, but only 13.2% for the
male counterparts; for 1993-94, a bad year, the female cl-sure rate plummeted to 29.7%, while the male
rate remained virtually unchanged at 13.4% (Cabal, 1995).

PROBLEMS - GENDER-DISAGGREGATED

Perceived problems are quite similar by gender.

One of the striking findings of the MSE surveys was the general similarity in types of perceived
main preblems reported by male-owned and female-owned businesses (see Appendix Table 6). One often
hears about the special problems faced by women entrepreneurs in small enterprises in the third world, and
no doubt there are many such special problems; yet it may be worth recognizing that, in broad outlines,
the principal problems they face appear to be similar to those encountered by their male counterparts.
Many of the major challenges facing those who start and run a small business are common to entrepreneurs
of both genders.

Inadequate market demand is the most often cited problem of female entrepreneurs.

The primary problem cited by female entrepreneurs was not a lack of capiial but an inadequate
market demand, closely followed lack of access to raw materials and intermediate inputs. Men, by
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contrast, complained somewhat more about their access to fixed and working capital, their access to tools
and equipment, and censtraints arising from government regulations. It is possible that these gender
differences primarily reflected the particular activities in which female and male entrepreneurs are engaged.

Does this mean that credit is not also a need for women entrepreneurs? As discussed by Downing
and Daniels (1952), "aithough women may cite insufficient working capital less often than men, this does
not mean they have more access to working capital. It may indicate that women's market problems are
more paramount. Without a market, they may have little viable use for financing."

Impiications

One of the important implications of the gender findings is that there are large numbers of potenial
female clients of MSE programs, but many have been overlooked hecause they are typically "invisible
entrepreneurs.” MSE programs must be aggressive in identifying and appreaching female clients by
actively seeking them out and penetrating the household, where the vast majority of such MSEs operate.

It is also important that the dynamic characteristics of female-headed MSEs be incorporated into
the design and implementation of policy and projects. Large numbers of women-owned MSEs are
concentrated in highly volatile, household-based, low return activities where growth prospects are bleak.
For many of these MSEs, careful consideration should be given to the tynes of financial and non-financial
mterventions particularly appropriate for the non-growing enterprises, a topic examined in more detail in
Chapter VI. For those female entrepreneurs that desire to expand, attention must be focused on the
multiple requirements of shifting intc more lucrative product lines. The simple provision of working
capital alone will generally prove to be insufficient unless the corresponding product markets, nputs,
technology and skill are also in place or made available.
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CHAPTER V

MSEs AND THE MACROECONOMY

Micro and smail enterprises make a major contribution to the total economy in the nations in which
they operate. Conversely, the state of the overall economy has a significant impact on patterns of growth
of MSEs. In this chapter, we set out the major dimensions of these interrelationships.

MSEs are a major source of new jobs.

Survey data suggest that, during the 1980s, the expansion in employment in micro and small
enterprises absorbed close to 30% of the increase in popuiation of working age.! Since not everyone of
working age is working or even seeking work, the contribution of MSEs to the absorption of new workers
Joining the labor force is substantially higher than this.? In terms of secuiar patterns of growth in
developing countries, then, MSEs appear to be the single most frequently chosen path for people seeking
to find a way of earning a living as they enter the labor force.

New MSE jobs come into being in two ways: through new business creation, and through the
expansion of existing enterprises.

The distinction between jobs coming from new business starts and those arising from an expansion
of existing businesses is imporiant since in many cases the forces leading to the growth of employment are
different. It is often also true that the quality of the jobs arising from these two sources is different.

A higher percentage of the new jobs arising from new start-ups reflects survival efforts by people
with few options.

While not always true, a significant proportion of new enterprise starts are driven by a necessity
of finding any source of income, even those providing only minimal returns, in situations where few
alternatives are available. As indicated in chapters I and IV above, a substantial share of MSE new starts
are one-person enterprises concentrated in activities that are the easiest to get started, i.e. those with the
lowest barriers to entry, with a consequent danger of overcrowding and resulting low returns.

! Based on data from the six core countries: Botswana, Kenya, Malawi, Swaziland, Zimbabwe and the Dominjcan
Republic. For details, see Mead, 1994a. The aggregate estimate for these six countries was 28.7%. In these data,
working age is considered as 15-64.

2 Labor force estimates are notoriously unreliable. For five countries in Africa covered by our surveys, the UNDP
has estimated the growth of the labor force at 72% of the growth m population of working age (see Mead, 19944, for
derails). If that relationship alsc hoids in the Dominican Republic, it implies that the growth of employment in MSEs
absorbed about 40% of the growth in the labor force in these six countries.
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New MSE jobs arising from an expansion of an existing enterprise, by contrast, are more likely to
reflect a response to an identified business opportunity.

Entrepreneurs take on additional workers primarily because they have tried a particular pattern of
doing business, have found a market and seek to expand their participation in that market. Such a pattern
of employment expansion in response to identified opportunities is particularly likely to hold in cases where
the added worker is a paid worker: the entrepreneur would only take on an additional worker if there is
a reasonable prospect of covering the added costs from additional sales revenues. This reasoning is less
clear if the added worke~ is an unpaid family member or a trainee.

Returns to labor in jobs resulting from an expansion of existing enterprises appear to be substantially
higher than those arising from new business start-ups.

A recently completed survey in Kenya provides estimates of net returns to labor ir various types
of micro and small enterprises. Looking at new jobs that came into being during the 18 months previous
to the survey, returns to labor in enterprises that had expanded their labor force during that period were
more than twice the levels for enterprises established during those eighteen months (Daniels, Mead and
Musinga, 1995). This is consistent with our expectation that expansion jobs are not only more likely to
endure but also likely to provide higher incomes than those that result from new business starts. It is also
consistent with the earlier m. ationed findings of the higher efficiency of MSEs with more than one worker.

Most MSE jobs come into being through people starting new businesses.

Of the 4.8 million people working in MSEs in the six core survey countries at the time of the recent
surveys, about 3.7 million of those positions - just over 75% of the total - came into being when the
enterprise itself was started. The remaining quarter were taken on as a result of an expansion of existing
micro and small business, subsequent to their start-up.

Over shoiter periods of time, these patterns can differ substantially, depending primarily on the state
of the economy.

While the figures in the previous paragraph reflect long-term patterns of job-creation, the patterns
can be quite different over shorter periods of time. In particular, there is evidence that, when the overal}
economy is growing well, many micro and small enterprises are also thriving and expanding by adding to
their work force. Under such circumstances, the majority of new jobs in MSEs result from an expansion
of existing enterprises. In times of macroeconomic stagnation, by contrast, all enterprises - large as well
as small - are under pressure to cut back on their levels of employment. But people must still eat. To
sustain themselves, then, many people are pressed to start new enterprises, since there are few alternatives
available to them. In such times, then, the majority of new jobs in MSEs come from new business starts.

Detailed data from the Dominican Republic support this description. In that country, Miguel Cabal
(1995) followed patterns of change in microenterprises in several locations over two years. The first year
was a period of dynamic growth in the economy; the second year was one of stagnation. The resulting
paitern of employment growth among MSEs is shown in table 5.1 below.
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The impact of the macroeconomic conditions on patterns of emplovment growth is obvious.
During good times, expanding employment in existing micro and small enterprises made a major
contribution to employment growth, while more jobs were jost from firm closings than from new
enterprises being started. The following year, when the €COonomy was stagrant, existing enterprises were
reducing their employment levels; employment growth from net new starts, by contrast, switched from
negaiive io positive.

It is interesting 10 note that the main difference between these two years in terms of net new start-
ups comes not primarily from variations in birth rates but rather from closure rates, which were much
higher in good times than in the bad year.

TABLE 5.1
PATTERNS OF EMPLOYMENT GROWTH:

DOMINICAN REPUBLIC
{percentages)

Growth rate {f
in GDPfcap
| (% peryear)

Percent change per annum in employmerit in MSEs:

Total: net overall
change in MSE
.empioyment

from net new
start-ups

from expansion
of existing
enterprises

‘ +12.4%

Period of rapid economic - growth

March 1292 - March 1993 +10.8%

Period of slow economic growth

i March 1993 - March 1994

Source: Cabal, 1995,

Furthermore, as indicated in Chaprer IV, the biggest variations in closures are in those enterprises
owned by women. One possible explanation is that many of the enterprises run by women are activities
yielding only low returns, that the entrepreneur is glad o be able to close when circumstances in the family
improve.

A recent study of patterns of change in employment and sales in Jamaica also throws further light
on this pattern (Gustafson and Liedholm, 1995). The period covered by this smdy - from mid-1993
through the end of 1994 - was one of macroeconomic stagnation. It appears that real GDP per capita was
constant or even declining during this period. The survey results, looking at a panel of existing enterprises
to examine their change over time, found an average decline in employment of nearly 20%, while average
real sales per month dropped in these enterprises by an average of 35%. Microenterprise promotion
programs found themselves operating in particularly hostile circumstances; the unfavorable macro
environiment resulted in substantial contraction in both employment and sales for the average emnterprise.
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Implications.

A person running a program with the principal objective of helping existing enterprises to expand
must be aware that, in good times, the economic environment is supporting her efforts. When the economy
iself is stagnant, by contrast, it will be much more difficuli for micro and small enterprises to grow, even
with the best types of support.

Patterns of MSE growth are aiso strongly influenced by other aspects of macroeconomic policy.

The discussion of the previous point focused primarily on rates of growth of real GDP, and how
variations in aggregate growth rates can influence patterns of MSE growth. But there are other aspects
of macroeconomic policy that alsc impinge on the growth prespects for MSEs. One key 1issue has to do
with price stability. In countries where monetary and fiscal policies are not under control so prices are
increasing rapidly, it is extremely difficult for small enterprises to plan for orderly real growth. High
nominal interest rates - even if reasonable in real terms - introduce a major additional dimension of risk,
which can be particularly daunting for nascent entrepreneurs.

A second important policy variable concerns the stability of the policy environment. Long-term
growth requires an ability to plan for the future. If policy established today is likely to be couniermanded
by new directives or new interpretations tomorrow, it is difficult to adopt a long-term time horizon. Such
planning is also made more difficuit where fraud leads to additional uncertainty as to the interpretation of
the law.

A third important dimensicn of policy concerns the issue of access: to imports and foreign
exchange, to credit, to domestically produced intermediate inputs, to markets. Governments set the rules
in each of these markets. They can establish them in such a way as to facilitate access on the part of micro
and small entrepreneurs; or they can tilt the balance in favor of larger enterprises or the public sector.

A recent survey in Zimbabwe throws light on some aspects of this changing policy environment
(Daniels, 1994). Microenterprise surveys were done twice in that country: once in 1991, and again in
1993. The 1991 survey came at the conclusion of a two-year period when real GDP/capita was
approximately stable. During the two years from 1991 to 1993, by contrast, the economy was facing the
worst drought in a century; real GDP/capita declined by about 3% per year. During the latter period,
furthermore, there was extensive liberalization of the economy; the inflation rate increased sharply, and
nominal interest rates were increased o keep pace with inflation. As Table 5.2 shows, the problems faced
by small businesses were quite different in these two time periods.
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TABLE 5.2
PRINCIPAL PROBLEM REPORTED
AT THE TIME OF THE SURVEY:
ZIMBABWE

(percent of respondents listing this as most serious problem}

I:I 1991 survey 1993 survey
Marketing 17.8% 27.5%
" Finance 12.6% 22.7%
Inputs 17.7% 22.6%
Tools/Machinery 9.4% 3.6%
Il Transport 16.0% 3.1% i
" Government reguiations 0.4% 2.3% :I
ﬂ All others 10.1% 5.5%
‘ Subtotal: percent reporting 84.0% 88.3%
problems
I_INo problems reported I! 16.0% — 11.7%

Source: Danieis, 1994, p. 50.

The nature of the problems faced clearly changed sharply over this two-year period. As a result
of a liberalization of imports and the removal of domestic restrictions, transport probiems were significantly
alleviated, as were problems of access to tools, machinery and equipment (many of which are imported).
With the stresses of a drought-induced stagnant national economy, however, domestic markets were
contracting. High inflation rates pushed up nominal interest rates, while access to raw materials and other
inputs continued to be a serious problem for many. Again, these figures serve to remind us that the kinds
of problems and constraints that small enterprises face can vary substantially as a result of both changes
in macroeconomic circumstances (here influenced strongly by the weather) and an evolving policy
environment. An assistance organization offering one kind of help (e.g. management training, or short-

~ term micro credit) might precisely fill the needs of the clients under one set of circumstances, but be totally
inadequate to their needs at a different point in the evolution of the economy.

Other evidence of the importance of particular government policies on microenterprise growth
comes from cross-country comparisons. Producers in Malawi and in Zimbabwe were seriously constrained
by problems in obtaining raw miaterials: leather for small shoemakers, cloth for tailors, metals for small
machine shops. In large part, these problems arose from the government’s regulatory policies, that gave
priority to the needs of large businesses (see Mead and Kunjeku, 1993). In Kenya, a significant number
of enterprises faced problems of harassment by the government, sometimes in the form of bulldozing of
their work place (see Parker with Torres, 1994). Clearly, such policies ard regulations have had a major
deleterious effect on the growth of microenterprises in particular countries.
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Rural MSEs are particuizriy affected by the state of the rural economy.

Rural producers are often particularly isolated, and thereby closely linked to developments in their
own locality. The degree to which this constrains the growth of rural MSEs depends primarily on three
things * :

® the rates and patterns of growth of agriculture, which is normally the main: source of
income in rural areas;

. the nature of the labor market, which can generate additional income from wage
employment, perhaps in secondary towns, thereby creating additional demand for non-
farm goods in services in rural areas as well as reducing the pressures on people to engage
in low-productivity producing and trading activities; and

L the degree to which the rural economy is integrated with the rest of the country. This is
strongly influenced by the effectiveness of the transport and trading system that links rural
small producers with the outside world.

In those economies, particularly in Africa, where agriculture forms a large percentage of GDP,
the pattern of rural MSE development closely mirrors the performance of agriculture. Given the desultory
overall performance of the agriculture sector in many countries of Africa, it is not surprising that the
majority of new MSE jobs in rural areas came from new starts rather than from demand-pull expansion.
Conversely, the percentage of new jobs from new starts or that resulted in "graduation” tended to be higher
in those countries where agriculture did relatively well (Liedhoim, McPherson, and Chuta, 1994).

Impilications

These considerations assurne particular significance since the discussion of chapter 2 makes clear
that the majority of MSEs are in rural areas. Two principal implications follow.

There are important things that can be done to stimulate the growth of rural non-
agricultural MSEs that focus on either more dynamic agricultural growth or
improved linkages between rural producers and developments in nearby towns and
cities.

Higher incomes in rural areas, whether from a dynamic agricultural sector or from wage
employment, can create rural markets for the products and services supplied by MSEs; alternatively,
improved transport and marketing systems can provide outlets for rural producers by linking them to more
distant and more dynamic market centers.

In the absence of either expanding rural incomes or effective links with the outside,
rurai non-farm enterprises will find it extremely difficult to expand their outpt, since
they will be attempting to sell in isolated and slowly-growing markets.

? See Haggblade and Liedholm (1991) for a more detailed formulation of these arguments.
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In such circumstances, MSE credit programs or non-financial assistance may make possible some
Increases in enterprise income; but there are severe limits to how far such policies can go in raising either
income or employment. Particularly in relatively isolated areas, rural MSEs cannot be the engine that pulls
the rest of the rural economy forward; such a "bootstrap” approach to development ("lifting oneself by
one’s own bootstraps”) is an approach that faces major limitations. In such situations, perhaps the most
important thing one can do to encourage the growth of rural non-farm MSEs involves a concentration on
a more dynamic agriculture and/or more effective distribution systems.

Non-farm activities can also have important feedback effecis in stimulating agricultural growth.

There is evidence from West Africa and elsewhere that rural households use profits from non-
agricultural activities to invest in agriculture, thereby raising the productivity of their farming activities (see
Reardon, Crawford and Kelly, 1994; Liedholm and Kilby, 1989). Since as much as 80 percent of rural
household cash revenue comes from non-farm sources, and given the paucity of financial institutions, this
has been a key source of investment funds not only for MSEs but farming activities as well. A key
implication of this finding is that the growth of non-farm activities can have important multiplier effects
in stimulating the growth of agricultural output.

The direct effects of government licensing and reguiatory policy appear to be limited, both in
constraining new starts and in discouraging MSE growth. The indirect effects are more subtie and
more pervasive.

Many MSEs get started and continue for some time to operate cutside the law (see Joumard,
Liedholrn, 1992, and Mead, 1994). When such enterprises are asked about their principie problems, issues
of government controls and regulations are rarely mentioned as issues of serious concern (see Table 6.2).

Many of the problems that entrepreneurs do identify, however, have their roots in the regulatory
environment: access to inputs, whether domestic (influenced by marketing controls and policies towards
local monopolies) or imports (affected by foreign exchange control systems); or access to capital
(influenced by a host of regulations of the financial system). Such regulations are particularly significant
in influencing the ability of micro enterprises to grow. Since enterprise expansion often involves more
complex interactions with other commercial entities (traders, manufacturers, service agencies, the
government), the development of smoothly-operating market systems can be an important determinant of
enterprise growth. The government has a key role to play in establishing such market systems.

Implications
Two key implications arise from these considerations.
Regulatory issues are substantially more important for MSEs than is revealed simply by asking the

entrepreneur what Lis principal problems are.

Many regulatory impacts operate in circuitous and indirect ways that only emerge based on more
detailed analysis of patterns of production and trade.
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Regulatory issues are substantially more important in their impact on the ability of enterprises to
grow thaa in their effects on new enterprises seeking to get started or to survive.

This is particularly significant since we have argued that jobs arising from enterprise expansion are
meore likely to endure, more likely to reflect market-based opportunities, and more likely to generate higher
incomes than those coming from new starts.

It 1s easy for those engaged in MSE programs to underestimate the significance of the
macroeconomic context in which their clients operate. This can result in types of assistance being offered
that are inappropriate to the needs of the clients; it can also lead to missed opportunities to deai in cost-
effective ways with the most pressing constraints these enterprises face. Finally, it can lead to distorted
evaluations of the effectiveness of different programs, either because the macro context was unusually
unfavorable so even the bes: programs could not have succeeded, or because program evaluations are
claiming credit for successful MSE growth when in fact the main explanation was overall growth that was
carrying MSEs forward.
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CHAPTER VI

THE DIVERSE NEEDS OF ENTERPRISES:
LESSONS FOR DONORS AND IMPLEMENTING AGENCIES

A review of the characteristics of micro and small enterprises confirms what all those working in
the field know: this is an extremely diverse set of enterprises. Two points, central to this heterogeneity,
have important implications for those responsible for designing and implementing MSE assistance
programs:

Different types of MSEs have different contributions to make to the process of development.

Some types of microenteprises are particularly effective in combating poverty, while others can
make a major contribution in terms of economic growth.

Different categories of MSEs face different problems, and therefore can best be supported by
different types of assistance.

An understanding of these differences makes it possible to focus on appropriate categories of
enterprises in offering assistance, and to offer support based on the needs of the particular types of clients
selected for encouragement.

Building on the dynamic information presented in previous chapters, we have found it useful to
examine Micro and Small Enterprises (MSEs) in four major categories:

i) New starts: enterprises just. getting under way. The needs of this group for support are
significantly different from those of enterprises that have been in existence for some time,
that have managed to overcome many of their start-up problems.

i1) Non-growing enterprises: these are enterprises that have survived the perils of start-up
but have not added to their employment since they were first established.

iii) Small growers: enterprises that have been in existence for some time and have added to
their work force since starting, but have grown only in small amounts.

) Graduates: enterprises that started from a very small base and have made a transition to
reach at least the middle ranges of the small enierprise spectrum.

The principal characteristics and problems of MSEs in these different categories are surnmarized
in Tables 6.1 - 6.3 below. Additional information is provided in Tables 6 - 9 in the appendix. Qur
discussion examines these enterprise categories one by one, suggesting the characteristics of MSEs in each
group, the goals and objectives that might be appropriate for the encouragement of each, and the project
and policy implications.
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NEW STARTS

A number of microenterprise assistance programs are targeted at MSEs Just getting started.

Many programs working with newly-established enterprises focus on particular client groups: those
that are specially vulnerable (low-income women, people in poor regions, etc.), or groups for whom the
government feels 2 particular responsibility (retrenched civil servants, demobilized soldiers, €tc.).

Two objectives are generally advanced for programs designed to provide assistance to these newly-
established enterprises:

increase the rate of new start-ups, eliminating barriers that hinder people from starting
out in business; and

help newly-established enterprises to survive, reducing the high attrition rate among
those just getting under way.

In considering these programs and their objectives, we start from several facts concerning this

target group.

a)

b}

Micro enterprise rew start rates are already high. Many people are already exercising
an option of opening a new business. As we have seen in chapter III, net start rates of
20% or more per year are the norm in most of the countries with relevant data.

For those that do get established, it does not appear that the legal and regulaiory
framework has been a serious hindrance to the establishment of most enterprises. In
most countries, a substantial percentage start with little or no legal recognition; as
indicated in Table 6.3, governmental restrictions are rarely mentioned ameng the most
serious problems facing newly-established enterprises. In most countries, it i$ unrealistic
to think that the easing of registration requirements or the removal of other similar legal

obstacles will result in a major increase in the number of new smail enterprises getting
established.




TABLE 6.1

CHARACTERISTICS OF MICROENTERPRISES:
CONTRIBUTION TO INCOME AND WELFARE

L. Contributicn to employment

Non-growing
enterprises

Enterprises
experiencing smai
growth

Enterprises that

had graduated

enterprises

Totai, all

Share of all
existing
enterprises

| 281%

42 8%

12.0%

0.6%

100%

25.0%
employment

| among existing

enterprises

u Share of

27.7%

18.4%

5.1%

100%

Source of new 80%
employment over

the long haul

n Av. no. of
warkers per

5%

100%

enterprise

i, Part time or fuil ime activities?

Av. no. ¢ 10.6 10.8 11.2 10.7 10.9
months worked

per year i
Av. no. of days 23.3 242 25.4 24.8 243

worked per
month

i, Contribution of MSE t¢ household income (% of alf respondents in category

hh income

tv. Contribution to.distributional objectives

100% of hh 307 356 34.0 217 l 337
fncome i

50-99% of hh 333 35.5 419 59.5 353
income _

Lessthan 50% of |  35.0 280 242 18.7 31.0

Percentage of 58.9 604 8.5
female owners

' Percentage of 470 55.1 35.9
female workers
Percent of { 718 74.1 70.4
employment in

-rural araas

Notes: all data are from the six core countries

Republic). Source: Survey data.

(Botswana, Kenya, Malawi, Swaziland, Zimbabwe and the Dominican
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TABLE 6.2
GROWTH CHARACTERISTICS OF MICROENTERPRISES

(percent distribution of all enterprises more than 1 vear old that started with 1-4 workers}

—
No—growth Small growth Graduates
\

’ All micro enterpnses I

Female-owned enterprises ‘ 84.7% 15.2% 0.2% | 100.0% B
Male-owned enterprises I 75.1% | 23.3% 1.6% ! 100.0% __1!
| Mnufauring eterprtss | _ .. 8.5% | 10.7% 0.% | 10.0% |
Trade and commerce enterprises 76.2% 23.5% ~ 0.4% _ 1GO 0% 1
Enterprises in ran are o ' " 7.% ] 21.8% - 0.% | 100 0%_
Enterprises in secondary towns ‘ 73.3% 26.2% 0.5% 100.0% _
Enterprises in rural areas | 77.5% 21.3% 1.2% N 100.0%

Note: This table refers to all enterprises that had been in existence for more than a year and that started with less than five
workers. Those with missing data, those whose empioyment declined or grew by intermediate amounts are excluded from
these statistics. These exclusions account for less than 5% of those covered by the surveys that started with less than five
workers,.

TABLE 6.3
PRINCIPAL PROBLEM
AT THE TIME OF THE SURVEY
Non-growing Enterprises Enterprises that Total, afl
starts enterprises experiencing smail had gradusted enterprises
: : growth — L

Percentwith || 11.2% 8.7% 5.5% 2.5% . 8.2%
L_no problems _ S

What was t"!e most lmportant probiem? {percent of those repoerting pro 738 _

Working P 13.2% 14.6% 12.3% 12.4 : 138

capital ' i
| Fixegcapital || 2.6% 5.7% 6.5% 0.1% 4.8%

Other capital i 11.8% 8.5% 6.2% 29% | 91%

Capital, total |} 27.7% 28.9% 25.0% | ___153% 1 277% |
] Markets | 2s.1% 271% | 264% L 74% i 2r3%

nputs || 266% 25.1% 216% | 424% M
[sovtres | ar% | ssn | 5o | a3 | aem |

Other i 12.0% 15.7% | 23.2% 30 T% i 15.8%
| problems I

Seurce: survey data from Kenya, Malawi anc Zimbabwe.

LI
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c) On the other hand, a significant share of all newly-established enterprises do not
survive for long. As noted in Chapter I1l, attrition rates are highest n the first few years.
Efforts aimed at a reduction in these high failure rates among new start-ups might be more
appropriate than a concentration on increasing the rate of new entrants to the world of
microenterprises.

Programs designed to help people get started and to help more new businesses survive the early
teething years face a number of particularly daunting challenges. These emergent business people must
master a host of new skills; their needs can be diverse and complex, which can substantially raise the cost
of assisting them. High attrition rates reduce the returns derived from these efforts, since many of those
that are helped will not survive for long in business.

Changces of success can be substantiaily increased if the assistance is channeled primarily to
entrepreneurs who have had experience in that particular activity, perhaps having worked for someone else
before starting a new business, to enable them to master at least some aspects of the business. Building
on previous experience in this way can raise the cost-effectiveness of assistance programs, since it
decreases the range of new skills that the entrepreneur must master.

Efforts to strengthen the skill base for nascent entrepreneurs while building on existing skills has
another important potential contribution: it can increase the share of new starts that are in activities yielding
higher returns rather than simply flooding into product lines with the lowest barriers to entry, activities that
may already have large numbers of participants selling in saturated markets.

For newly established enterprises, as for several other categories, the most serious problem
reported by the entrepreneur was one of finding markets (see Table 6.3). Another frequently reported
problem, particularly for newly established enterprises, came from the fact that customers placed orders
but then did not pick them up or pay for them. Categorized here under the heading of "other capital,” this
might be expressed as a problem of too much credit given, rather than too little credit received.
Problems relating to access & raw materials and other intermediate inputs are also a frequent source of
complaint.

With this diversity of reported problems, it may be unrealistic to think that raising the supply of
any single missing ingredient will substantially raise the flow of new entrants to the microenterprise
universe. While over 10% of them report that they face no problems, the high attrition rate among new
start-ups means that this figure might best be interpreted as stating that they do not yet know what their
most serious problems will be.

Implications
This reasoning suggests two approaches for projects aimed at newly-established enterprises:

® Provide on-the-job training for potential new entrepreneurs, before they start a new
business. One useful approach would involve programs aimed at enabling nascent
entrepreneurs to work for others for a period of time before starting out on their own.
Apprenticeship or on-the-job training can be invaluable in increasing the likelihood of
success for new entrepreneurs.
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® Build on existing skills, whether derived from such training or based on the
entrepreneurs’ existing knowledge. Demobilized soldiers may have aiready learned about
machinery repair, or may know how to drive; retrenched civil servants may have the skills
required 1o learn to operate computers or to organize and manage private schools. It is
important to identify and build on such existing skills, in preparing people for the
challenging task of running their own smail business.

Even with these efforts, the task of providing assistance to newly establishing businesses is not an
easy one. This leads to another possible implication that many project planners have adopted:

° Restrict assistance to entrepreneurs that have proven themselves by running a
business for at least a year, getting through their early teething problems on their own.

Alternatively, some have chosen a different option:

° Limit assistance for newcomers to people who have had relevant experience before
starting out on their own, perhaps having worked for others in the same product line.
The need to direct scarce resources to places where they can be used most productively
would argue for such a restriction.

NON-GROWING MSES

Most existing MSEs have not grown since start-up.

We have seer in our discussion of Chapter 3 that, of those enterprises that do manage to survive
the difficult start-up years, most do not grow. Among the universe of existing enterprises, then, the largest
category is made up of non-growing enterprises. In a number of countries with recent smail enterprise
surveys, three quarters of all enterprises that started with less than 5 workers had not added even one
worker to their labor force between the time of start-up and the date of the survey (see table 6.2). When
measured in terms of employmens, growth is the exception rather than the rule for micro and small
enterprises.

As shown in table 6.1, sixty percent of the proprietors and over half the workers in nen-growing
enterprises are womern. Most of these businesses are full-time activities in the sense that they operate every
day, all year around.

The great majority of these non-growing MSEs can be thought of as survival activities.

Among the most important characteristics of such survival enterprises are the following:
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® their very small size, averaging only about 1.2 workers per enterprise, with most
consisting of only one person working alone;!

® their operation in ways that often mingle resources used in the enterprise with other
activities of the household;

L their almost exclusive reliance on family labor: nearly 95% of the non-growing enterprises
rely exciusively on working proprietors and unpaid family members, making no use at all
of paid employees;

® their simple management iechnigues; and

° the fact that many people participate in these activities, in spite of the fact that the incomes
they generate are low and declining over time, because they have no better alternatives
available to them. Close to 30% are strictly supplementary activities, providing less than
half the household's income (see table 6. 1.

Implications

Intervention strategies for survival activities might concentrate on one or both of two objectives:

Focus on raising income rather than employment generation.

There are a number of different programs that can contribute in Important ways to this objective
of raising income, even without necessarily changing the essential characteristics of these enterprises as
very small, family-based activities. This goal can be pursued through efforts to reduce costs, by increasing
the volume of sales, or by switching to product lines that yield higher returns. Both financial and non-
financial assistance can contribute to each of these objectives. The following table gives examples of each
type of intervention.

! The figures in this paragraph are derived from survey data in the six core countries: Botswana, Kenya, Malawi,
Swaziland and Zimbabwe and the Dominican Republic.
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TABLE 6.4

ASSISTANCE OPTIONS AND OBJECTIVES
TG RAISE ENTERPRISE INCOME

i Objective: ! Financial assistance

Reduce costs

! Lower interest rales on barrowed

furids. More access 1o cradit makes

it possible to buy inputs in bulk,
i therefore atlower price

Non-financial assistance

Better management or different
production technoiogy mean fower
costs per unit

Raise volume of sales

| More access to credit makes it
' possible to purchase more inputs

Better marketing systems can open
up access to larger markets

| and thereby increase sales

Product adaptation can hielp to
serve a more profitable market

Switch to more productive product New products may require more
25 lines Y fixed or working capital

Each of these different types of intervention has the potential of raising incomes for those engaged
in the enterprise. Because these interventions seek to reach the large numbers of microenterprises that are
family-based and that currently often provide only low levels of income, these are important and useful
things that correspond weil with a focus on poverty alleviation, a focus of USAID as well as of many oiher
donors and non-governmental organizations active in this area.

On the other hand, there are clear limits to the kinds of gains that one can hope to achieve from
these changes, so long as the enterprise continues to operate or a household basis, with simple management
skills and marketing patterns. An appropriate second goal for non-growing enterprises, then, might be:

Increase the numbers of such exterprises that succeed in growing.

As indicated above, only about a quarter of ihe enterprises that start out very small currently
manage to increase their levels of employment. While not relevant or appropriate for all nen-growing
micro enterprises, a goal of helping a larger number move inte the growth category is a worthwhile
component of any MSE support program. This would involve helping them make 2 transition to more
scphisticated management and more complex involvement in the market. Such an expansion - particularly
if it is associated with the use of hired labor - is a reflection of the fact that the enterprise is moving to the
nexi higher plateau, where the opportunities for increases in income and welfare are substantially higher.
The types of interventions that might contribute to this goal are discussed in the following section.

SMALL GROWTH

The category of small growth is made up of enterprises that start out very small and grow in small
amounts. For our empirical analysis, we have delineated the category as made of enterprises that started
out with 1-4 -workers and that have added 1-4 additional workers to their labor force since start-up. As
indicated above, about a quarter of those that started out in this very small size range have managed to
make this transition. While over 60% of these small-growth enterprises continued to rely exclusively on
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family members and other unpaid workers, the remaining enterprises - nearly 40% of the small growers -
had at least one paid employee. On average, these small-growth enterprises were more than twice the size
of the non-growers, with an average of 2.9 workers per enterprise (compared to 1.2 for the non-growers).

Information generated from surveys in the six countries clarifies a number of characteristics of
these slowly growing enterprises (see Table 6.1). Compared to the non-growers, there is a decline in the
share of enterprises with women as entrepreneurs, from 60% to below 40%. There is also a similar decline
in the share of the work force that are women. A larger percentage of these enterprises are of major
importance to household welfare, with over 75% contributing at least half of the household income. Data
from a supplementary questionnaire in Kenya suggest a substantially higher percentage of entrepreneurs
that selected the activity because it was viewed as having good economic prospects, with a correspondingly
smaller percentage choosing it sirply because it matched the family’s constrained options (see Appendix
Table 7). Fewer of the entrepreneurs had previously been unemployed, while a larger percentage had
either run another business or had been employed in another enterprise. A higher percentage had received
training since start-up, and a higher percentage were seeking opportunities for further training (see
Appendix Table 8). All of these indicators suggest a higher skill level as well as a more commercial
orientation for the entrepreneurs in this group, compared to the non-growers.

Table 6.3 presents information on the nature of the problems faced by these and other types of
enterprises. Several points stand out as one moves to the right across this table. An increasing share of
enterprises were able to identify problem areas causing them difticulties. As entrepreneurs become more
active, they also become increasingly aware of the factors that hold them back from growing more;
conversely, those that have grown at ali are more likely to be ambiticus in seeking to expand more.

A second idea reflected in table 6.3 is that, as enterprises become more dynamic, more of their
problems migrate to the "other” category. They find they must deal with problems of work space, of
transport, of access to utilities (water, electricity, telephones) etc. What this suggests is a simple but
important idea:

More dynamic MSEs have changing and more compiex needs that often cannot be met by
assistance programs offering only one type of intervention.

Most cost-effective programs specialize in particular types of assistance. However, many dynamic
MSEs have multiple nieeds that must be solved simultanecusly. The kinds of programs that might respond
in a cost-effective way to this challenge are discussed in the concluding chapter of this study.




GRADUATES

While only about 1% of all MSEs starting very small succeed in "graduating,” this is an important
group since it provides substantial numbers of jobs, is a major source of today's intermediate
enterprises, and is most closely attuned to market opportunities.

If enterprises that have grown in smail amounts have a more commercial orientation than those that
have not expanded their work force at all, those that have experienced significant growth are of particular
interest. The movement from a very small starting size to an intermediate level is a challenging task. As
we have indicated, the survey results suggest that only about one percent of all enterprises starting with
1-4 workers have succeeded in making a transition to employ at least 10 people. Yet since each such
enterprise adds substantial numbers of workers to their labor force, this group accounts for about a quarter
of all new jobs that are created as a result of the expansion of existing enterprises.

Approaching the guestion from the other end of the process, among those enterprises currently
employing 10-50 workers, about haif started with less than five workers and subsequently grew. This
means that even though only a smail percentage of the small starts have made this transition, the process
is important in providing a "seed bed” feeding today's universe of medium-sized enterprises.

Based on the information from the six core countries, summarized in Tables 6.1 - 6.3 as well as
in Appendix Tables
7 -9, several characteristics of the graduates stand out. Like the other categories, these enterprises are
likely to be full-time activities, operating approximately the same numbers of months per year and days
per month as the other categories. But they are much less likely to be supplementary activities; over 80%
of the graduating enterprises contributed at least half of the household's income. They are much more
likely to have been started by someone who previously worked as a paid employee rather than someone
who was previously unemployed. As an approach to a country's unemployment problem, the
encouragement of graduating enterprises makes. its contribution primarily through the creation of paid
employment opportunities rather than through an increase in employment among entrepreneurs.

While small traders are more likely to grow somewhat, small manufacturers are more likely to grow
in substantial amounts.

The sectoral breakdown of MSEs, presented in table 6.2, suggests that, while the likelihood. of any
growth at all is higher for traders than for manufacturing enterprises, the likelihood of graduation - small
though it is for all microenterprises - is about twice as high for manufacturing enterprises, compared to
traders.

Patterns of graduation are surprisingly similar across regions.

Perhaps the most surprising thing about the regional variations reported in Table 6.2 is how little -
they differ. Enterprises operating in dispersed rurai areas have virtually the same growth patterns as those
in the major cities. Those in secondary towns - locations with 2,000-20,000 inhabitants - are somewhat
more likely to grow at all, although somewhat less likely to grow in large amounts. In general, though,
these figures suggest similar overall patterns of growth in rural and urban areas. The fact that most
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enterprises operate in rural areas (see chapter 2) reminds us of the importance of including the rural clients
in the target group of assistance programs.

More dynamic MSEs are involved in more complex marketing patterns.

As one moves across these tables from non-growing enterprises to those growing in small amounts
to those that graduate, one of the changes that takes place in the enterprise concerns more complex ways
of interacting with the market. In part, this has to do with the sources of inputs: are they gathered or made
directly by the household, or are they purchased on 2 commercial basis from others? It also has to do with
patterns of selling of the output: selling directly to friends and neighbors who are final consumers, or
selling to other businesses, either traders or manufacturers, who either use the product as an input to their
activities or sell it themselves to other buyers.

A move towards more complex marketing patterns along either of these lines involves the mastery
of a range of new skills. It often requires more sophisticated cash management; it also means being able
{0 meet the requirements of more demanding and discriminating buyers, who are able to shop around
among various alternative sources of supply. For enterprises that are able to master these requirements,
however, the more complex patterns have two distinct advantages. They enable the enterprise to
specialize, focusing only on those functions that it performs best, thereby contributing to increases in
efficiency and income. Furthermore, these changes enable the business to move beyond relatively slowly-
growing localized markets to larger and more dynamic markets for their products and services. For
isolated rural producers, such links make it possible to tie into more dynamic and more distant markets,
These same market linkages can also provide important information to producers as to which products are
most in demand and how they must be made if they are to meet the customers' requirements.

Survey responses throw light on the sigpificance of these changes in marketing patierns (see
Appendix, Table 9). In terms of our growth categories, the table suggests that while no-growth and small-
growth enterprises both sell overwhelmingly directly to individuals, a significant share of the graduates
have moved to a primary reliance on traders for their markets, while a few were selling to other
manufacturers. The tabie also makes clear that a movement beyond sales directly to individuals is
assoctated with a higher share of the enterprises expanding their work force, as well as a higher average
growth rate in employment. A much higher percentage of enterprises selling primarily to traders had
grown; on average, they had grown quite rapidly. Of the smaller group selling primarily to other
manufacturers, the percentage that had grown was not very different from those selling to individuals, but
the average growth rate was more than twice as high. Clearly the movement to more complex marketing
patterns - difficult as these changes can be for microenterprises to manage - has resulted in significantly
higher performance in terms of employment growth.
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Graduating MSEs appear to have mastered these more complex arrangements. As a result, they face
fewer problems finding markets for their products.

Table 6.3 reflects the clear drop in the importance of markets as a principal constraint for the
enterprises that have graduated.

Capital als¢ appears to be a less widespread constraint for the more dynamic MSEs.

The number of enterprises listing credit as their principal problem is substantially smaller for those
that have graduated, compared to those that have grown only little or not at all. Like the issue of markets,
these entrepreneurs apparently have found ways of dealing with their credit needs, while other problems
have come to the forefront: access to inputs, to utilities, to transport and to work space, with the latter
categorized i Table 6.3 under the heading, "other problems.”

Implications

The objectives for assistance programs as these relate to graduating enterprises can be expressed
in broad terms that are similar to those for small growers:

® increasing the pace of growth, for those that are engaged in such growth; and

] opening this avenue to increasing numbers of entrepreneurs, particularly those
currently participating only to a limited degree.

The range of skilis that an entrepreneur requires to enable him or her to manage these changes is
complex. Unlike the simplicity of micro credit programs, that can provide significant benefits by offering
one thing to large numbers of low-income people, efforts to assist entrepreneurs seeking to grow more
rapidly or to graduate must address a more complex set of needs. While the assistanice needs become more
diverse, the target group of potential clients becomes smaller, exacerbating the problem of cost-
effectiveness for assistance programs designed with this client group in mind.

Table 6.3 indicates that working capital needs are a concern even for graduating enterprises; but
these businesses generally require substantially more funds than are offered by micro credit schemes. That
table as well as everything we know about these businesses and the challenges they face make clear that
small amounts of credit alone will generally be quite inadequate to their needs.

One possible way of responding to the need on the part of more complex enterprises for more
multi-faceted assistance is to focus on particular subsectors. Such a subsector specialization would enable
assistance organizations to gain a deeper understanding of technological and management requirements as
well as market structures and potential market niches that could be filled by growing enterprises.

Another strand of this search for cost-effectiveness in the encouragement of more complex growing
enterprises involves working with and reinforcing the operations of the market. As enterprises grow
in size and sophistication, an increasing share of their needs will be met on a commercial basis from other
businesses specialized in accounting or bookkeeping, training or marketing. Through a process of "buyer-
mentoring,” enterprises placing orders can be expected to take some responsibility for helping suppliers




meet their requirements (see Grierson and Mead, 1995). Assistance programs must be designed to promote
and encourage :hese market-based relationships. As in the case of subsidized credit, providing such
assistance on a free or heavily subsidized basis can be a serious hindrance to such developments.?

A third aspect of cost-effective programs for more dynamic enterprises involves attention to the
macroeconomy. For these enterprises seeking to grow more rapidly, the pelicy environment becomes
increasingly important. The government has a key role in establishing and enforcing the rules of
operation of the market: who can participate, where they can operate, who has access to foreign exchange
or to credit, or what happens if an enterprise does not fuifill a contract. The overall stability of the
macroeconomic environmenit, as influenced by monetary policy and the fiscal balance of the government,
the honesty with which procedures are followed and rules enforced, are all of crucial importance in setting
a context in which small enterprises can thrive and grow. Unpredictable and arbitrary administration of
policy makes it extraordinarily difficuit to run a growing business, as does a high rate of inflation.
Assistance programs operating in such circumstances face unusually difficult challenges.

A fourth aspect of cost-effective interventions is the recognition of the importance of human
capital. Many of the enterprises that succeed in growing in substantial amounts are run by entrepreneurs
who have previously worked in that line of business for others, thereby mastering at least some aspects of
the business. There appears to be an interaction between general education and business skills: those best
able to derive benefits from their experience are those with some education. These facts are significant
in indicating the importance of providing both an appropriate educational system and opportunities for on-
the-job training; they can also help target assistance to those entrepreneurs most likely to be able to take
advantage of it.

It is a major chalienge to seek to provide such assistance in a cost-effective way. For a program
to be cost-effective, it must first of all be effective: it must respond to the true nzeds of the enterprise,
providing real benefits to those it seeks to help. Furthermore, it must provide that assistance in such a way
that the benefits are commensurate with the costs of supplying them. Our discussion of approaches to the
provision of such assistance is presented in the conciuding chapter.

2 Kilby's (1988) review of the Kenya Industrial Estates program provides the clearest statement of the dangers -

arising from a failure to heed this message. Kilby's analysis places the justification for such interventions in the
context of a desire to “break the entrepreneurial bottleneck.” He indicates that, in the face of limited numbers of
enterprises in the 10-50 worker range and limited "graduation” into this category by smaller enterprises, major
programs in several countries in Africa have attempted both to train potential entrepreneurs and to provide mechanisns
whereby public sector institezions could supplement or even replace the limited capacities of private business people
to undertake various entrepreneurial functions. His careful review of the Kenya effort, which leads him to judge it
to be a failure for a long list of reasons, should be required reading for anyone considering the establishment of a
program of this type.



49

CHAPTER VII

SUMMARY AND IMPLICATIONS

SUMMARY

This study has pointed out a number of characteristics of micro and small enterprises and their
growth patterns that have sirong implications for the design of programs to support the development of
MSEs. The key points emerging from the preceding discussion include the following.

1.

There is much churning in the universe of micro and small enterprises. Many new
enterprises are started each year; but many others also cease operation. While new start
rates vary by sector and location as well as over time, there is an underlying positive net
stream of new businesses feeding the universe of MSEs. Not all closures should be
considered as failures, since in some cases entrepreneurs close one business in order to
move on to a preferable economic opportunity; but for many - particularly these that take
place in the first few years of life of the enterprise (when closure rates are highest) - the
closure does reflect the fact that the enterprise was losing money, so the entrepreneur had
no alternative but to cease operating the business.

Among those enterprises that survive, most do not grow in terms of employment. Of
all new enterprises starting out at the very small end of the size range, only 2bout a quarter
subsequently added te their work force. Of course many of the others may have gained
in efficiency and taken other steps to increase the incomies of those they empioy; but in
terms of employment, an expansion in employment in the enterprise is the exception rather
than the rule.

Beyond this, among the remaining quarter that do expand their work force after start-up,
most grow only in small amounts, adding only a few additional workers. The process of
graduation whereby enterprises start out very small and subsequently move into the upper
end of the small enterprise range is a transition managed by only about one percent of
those that start out very smail.

Employment opportunities in MSEs come into being in two different ways: as new
businesses are started, and through the expansion of existing enterprises. The
distinction between these two is important since there is reason to believe that jobs arising
from an expansion of existing enterprises are more likely to reflect an entrepreneur's
response to a business opportunity: more workers are taken on only when a market
opportunity has been identified, based at least in part on the experience of the enterprise.
While some new start-ups are clearly similar in orientation, a larger percentage of the new
starts reflect the push of people who must find any source of income to keep themselves
alive, rather than the pull of identified and profitable business opportumnities.

Previous Page Blank
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Over the long haul, most MSE jobs come into existence through new starts: about three
quarters of existing job openings in MSEs came into being in this way, with the remainder
resulting from the expansion of existing enterprises. Over shorter petiods, the balance
between these two sources of MSE employment can vary substantially. One of the
strongest influences appears to be the state of the macroeconomy: when the economy as
a whole is growing well, many MSEs are adding to their work force, while the pressure
to start new businesses slackens. When the economy itself is growing more slowly, the
opposite forces are at work: many existing small enterprises are stable in size or perhaps
even contracting; but a shortage of viable options increases the pressures on people to start
new businesses, even if these generate only minimal returns.

Different types of micro and small enterprises face different kinds of constraints. This
is not a world where one type of assistance can effectively meet the needs of all different
types of enterprises. Our discussion focused on four different categories:

° newly-established enterprises, where the entrepreneur needs to master a whole
range of new skills and where a principal objective in the short run may be simply
the survival of the business;

L established enterprises that are not growing, the majority of existing smail
businesses. A central goal here might be to make possible an increase in income
for the entrepreneur and any associated workers.

L established enterprises that are growing, but only slowly. These enterprises are.
more commercial in their orientation than the non-growers; it may be more
feasible to provide them with support that will enable them to grow more rapidly
and/or to increase their efficiency.

o established enterprises that have graduated to the upper end of the small
enterprise scale. These are the success stories of the MSE world. Support for
them will require more sophisticated interventions tailored to their circumstances .
and needs.

These different types of micro and small enterprises have very different contributions
to make to the dual objectives of poverty alleviation and growth. Non-growing
enterprises are a vehicle through which large numbers of people seek to address problems
of poverty. Programs aimed at this target group can increase the likelirood that such
enterprises can survive; they can also help those so engaged to earn somewhat higher
levels of income. Assistance focused on enzerprises that have added to their labor force,
by contrast, make their major contribution in the area of growth: not only increases in
employment, but also in terms of more substantial increases in productivity and income.
Both goals are justifiable and significant. Which of the two one chooses to emphasize has
an important impact on the type of enterprise to which one should pay most attention. This
In turn has important implications with regard to types of assistance programs that are most _
appropriate, since different categories of enterprises face different constraints and therefore
have different needs.




51

6. The majority of MSEs are owned and operated by women; but enterprises with
women as owners are often quite different from those owned by men. In general,
enterprises owned by women are smaller; are more likely to be in irading rather than in
manufacturing; and are less likely to grow than those with male owners. Special efforts
will be needed if women-owned businesses are to participate fully in the more dynamic
aspects of MSE development.

IMPLICATIONS

Different PVO and NGOs have different goals and objectives in their work with micro and smail
enterprises, as do different donors. These goals can differ substantially: in the degree to which they focus
on poverty alleviation (as opposed to growth), the degree of iargeting towards particular groups (e. g.
women, the rural population, people in certain localities), or their faith in the reliability of market
relationships or beliefs concerning the need to circumvent the limitations of the market.

The information presented in this paper helps clarify the characteristics of different types of
microenterprises, to enable responsible officials to concentrate on types of enterprises that correspond most
closely with their objectives.

Surviving enterprises that have not grown are an appropriate target group for PVOs or
doaors with a particular focus on poverty zlleviation.

Enterprises that have expanded since start-up - and particularly these that have "graduated" -
are more appropriate to those with a growth focas.

These are not hard-and-fast separations into water-tight compartments. Some enterprises have
expanded in terms of income and investment, even though their employment has not grown; they clearly
can contribute to a growth objective. Conversely, some enterprises have added only unpaid family
members to their work force, and continue to make their principal contribution in the area of poverty
alleviation. In broad outlines, however, this separation captures the principal contributicn of each category
of enterprise.

Individual PVO/NGO:s also have particular approaches, including particular packages of assistance
that they offer. Some provide credit, while others focus on technology, bockkeeping, marketing, or any
of a range of other types of interventions. Some offer more than one of these types of assistance, while
others specialize by doing only one.

A PVO that offers only credit would generally not be interested in a recomnmendation that it stop

offering credit and switch to management training. A more relevant question for such zn organization

-might be whether it should add an additional function, such as management training, to supplement a credit
program ("they can't make use of our credit unless we also give them advice on how to use it"); or whether

an institution offering multiple types of assistance should drop one or more of these, or should set up

management procedures to keep each activity separate so they can be separaiely administered and costed.

A related question might be: suppose one institution feels that its target group of MSE clients requires both

credit and management training, while it offers only the latter; can the organization find a working
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partership with another institution that offers the credit, so their separate activities are coordinated and
mutually reinforcing?

In a sense, these are administrative/structural, "second tier” questions that have to do with delivery
procedures for supplying assistance. But there is a prior set of "first tier” questions: what types of
assistance do different groups of microenterprises need? Is it "enough" to provide entreprenears with
one type of assistance (e.g. micro credit), all by itself, or would providing twe types of assistance in a
coordinated way be more effective? The principal objective of this paper is to summarize what we-
currently know about this question. As suggested in the previous discussion, an important part of the
response must be based on a disaggregation of the MSE universe.

NEW STARTS

The first category of MSEs identified in our earlier discussion was that of new starts. There are
numerous programs all over the developing world that provide advice, training and small amounts of credit
to very iow-income people, to help them get started in business.

In view of the existing high enterprise birth rates, the high attrition rates in early years of an
enterprise’s life, and the multiple needs of these new businesses, we find this a particularly problematic.
group for assistance programs. For those who wish to offer support to clients in this categery, our
discussion suggested two approaches:

L concentrate on providing experience for those considering setting up a new business,
before they start out on their own, by developing internships or on-the-job training
programs; and

ii. to the extent that one does seek to assist new start-ups, build on existing experience, both’
in terms of any training offered and in terms of the selection of particular enterprises o
support.

The problematic nature of programs for the promotion of new businesses has meant that many
project administrators and funding agencies have decided to stay away from new starts, concentrating
only on enterprises that have managed to overcome their original teething problems by surviving in
business for at least the first year that the business is in operation. In general, we find this approach to be
justified.

NON-GROWING BUSINESSES

Ths is the largest group of micro and small enterprises. While some of these enterprises generate
substantial returns, most are essentially survival activities. As such, they are a particularly appropriate
target group for those donors and assistance organizations with a primary focus on poverty alleviation.




For non-growing enterprises, micro credit progeazes can provide important help, particularly in
raising incomes by reducing costs.

There is an importan; category of MEEs that can: ba helved immensely if they can gain access to
small amounts of credit, provided withcut any other Compiznentary support, in ways that are easily
accessible, on reasonable terms. This is the ralegov of enterprise that has survived their early teething
problems and whose main objective is not primirily tc expand by riring additional workers but to provide
greater income for participating family members. Sma!! amounts of credit can help this group in important
ways, primarily by reducing their costs and by enatiing ‘hem is pusrchase inputs in larger quantities. For
this group of enterprises - and they constitute well over hzlf of 4l exis thix MiSks - small amounts of credit
can be of tremendous help, even withcut any other type cf assistance.

While such micro credit programs are highly desirabie, it is mpetant te receguize their Limnitations.
They do not respond to what many entrepreneurs descrive as their wost serious problen: expanding
markets, and improved access to inputs.

Survey results in several countries strongly suggest that, ever for this large caregorv of MSEs
{those that have been in existence for some time and that have not Jrown}, micrs credit prograins do not
respond to the most serious problems the entrepreneurs say they face. As reposted in tabie 6.2, accoss w0
credit ranks third, behind problems of markets and availability of inputs as their most pressing nrobleras.
They report that their most serious problem is one of markets: if they produced -vore, they svould have z
hard time finding someone to buy it. Credit programs can help such people raise incomes, e et if they
are not able to increase their sales, and that can be very useful. But there are severe limicntions o how e
such programs can carry the enierprise, uniess one can also help them address the other constrains, in
terms of their ability to sell more, and to have better access to required inputs.

The centrat appeal of micro credit programs is not that they address the most serious problems of
their clients; rather it is that they clearly do kelp, and that we know how to offer that type of assistance to
large numbers of clients in cost-effective ways. A major challenge is to find cost-effective ways of
addressing other, even more urgent problems facing that same group of enterprises, relating to markets and
supplies of inputs.

The most effective programs for dealing with nou-credit needs of non-growing enterprises may be
indirect ones.

These entrepreneurs are frequently quite unsophisticated and widely dispersed. Training programs
designed io upgrade their management skills have generally proven to provide only limited benefits while
operating at high costs. Effective programs to address the non-credit needs of this group must operate
primarily at a systems level: changing policies that affect large numbers of small producers, working
indirectly through the supply of raw materials or other inputs, or establishing better marketing systems
(perhaps through the activities of private traders), to enabie dispersed small producers to link up with more
dynamic segments of the market.
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GROWING BUSINESSES

In order to grow in terms of employment, productivity and income, an enterprise must submit itself
increasingly to the discipline of the market, in anticipation of the benefits that a closer alignment with the
market can bring. This will necessitate a growing understanding of the market's requirements in terms of
product types, quality, timeliness and price. It also requires expanding knowledge about and mastery of
improved production technologies, and a variety of associated management skiils. The corresponding
benefits include an opportunity to specialize and to link the enterprise’s fortunes with more rapidly growing
segments of the market.

None of this is easy. Nor should a recognition: of the complexity of the task facing aspiring
entrepreneurs be taken as implying that assistance programs should attempt to provide training and
assistance in all these areas, either to teach entrepreneurs to perform these functions or to perform them
on their behalf. This older model of enterprise development has been tried in the past and found to be
severely wanting (see Kilby, 1988).

Our analysis leads us to suggest a substantially less ambitious program that we think it has a better
chance of providing cost-effective support for growing enterprises, whether these are seeking only to grow
in small amounts or to graduate to substantially larger size. Qur suggestions are at three levels:

i) At an economy-wide level:

The macroeconomic context is particularly crucial to the expansion of preductive
microenterprises.

The most dynamic periods of enterprise expansion are those when prices are stable and

contribu:tes in Inportant ways to the expansion of productive employment among rural
micro a.d small enterprises (which, in most countries, constituie the majority of MSEs).
Converzely, when the overall economy is distorted, heavily regulated or stagnant,
relatively littl; expansion takes place among MSEs.

Naiigzal policies can contribute in important ways to human capital formation.

Az effective public education system that incorporates a respect for entrepreneurship,
aleng Wit & public recognition and validation of apprenticeship and on-the-job training
programs, cazn have an important contribution to make to the supply of potential
entreprereurs.

The regulatory environment needs to avoid discriminating against MSEs in terms of
access to imports as well as to domestic raw materials.

Growing enterprises must have equitable access to the inputs required for their production
needs. Government regulations and marketing controls have frequently been used to
channel available supplies to the public sector or to larger private firms, leaving MSEs
severely disadvantaged.
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At a sectoral level:

Focusing assistance on particular subsectors can raise the effectiveness of support to
growing enterprises.

Selecting particular subsectors for attention can enable those providing assistance to
specialize, gaining familiarity with problems and opportunities. This can mean an
identification of opportunities for product development based on a better understanding of
mnarket niches and market structures. It can also lead to more specialized knowledge about
technological and management problems and their solutions.

Much of the effort in the promotion of growing enterprises should be aimed at
developing commerciai, market-based linkages between independent enterprises.

Many types of enterprise competence can be purchased in the market; this should be
encouraged and facilitated, not stifled and under-cut through subsidized provision of the
same services. In the same vein, vertical commercial linkages between independent
enterprises can enable small enterprises to specialize in those functions that they do best.
Effective assistance programs can contribute to the spread of such market-based linkages.

At an mdividual enterprise level:

To the extent that assistance is provided directly to individual enterprises, this should
be focused and short-terin, of a problem-solving nature.

There is often a tendency to think in terms of long-term relationships providing training
and advice over several months or even years. Such programs can be very expensive, and
often produce only limited results, and frequently involve problems of long-term
dependence on the assistance. Cost-effective programs are more likely to be built around
providing specific answers to specific questions, wiih a short murn-around.

A major part of such assistance should involve referrals: to commercial agencies able
to provide the assistance for a fee, or to existing institutes or organizations able to
provide assistance.

Most countries already have an array of technology institutes, iraining programs, and
commercial organizations, often operating well below capacity, that are willing and indeed
eager to participate in a network seeking to respond to particular problems of growing
businesses. Even if these have sometimes been less effective than one would hope, the
best strategy is generally one of strengthening existing structures through informed
referrals rather than rebuilding the whole through a new assistance program.

Some countries have sought to deal with this direct provision of advice and assistance to
growing small businesses through non-commercial mentoring relationships beiween large
and small businesses. While such arrangements clearly have a contribution to make, we
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would place more emphasis on relationships that have a commercial basis, so the buyer
has a direct interest in ensuring that the supplier performs as a reliable partner.

There is nc one right way to do microenterprise development. There are lots of wrong ways: in
providing assistance that does not really help, or in providing help that is useful but is very expensive, that
therefore cannot be generalized and that get in the way of developments that would otherwise help more
people. The main message of this paper may be a recognition of complexity and diversity. There are
different types of enterprises that have different valid and important contributions to make to the
development process, that face different needs and can be helped in different ways. The design of effective
programs must be built on an understanding of that complexity. It is hoped that this paper can contribute
to that understanding.




57

BIBLIOGRAPHY

Allison, P. D. "Event History Analysis: Regression for Longitudinal Event Data.” Sage University
Papers, Sage Publications, Beverly Hills, CA, 1984.

Anderson, Dennis. "Small Industry in Developing Countries: A Discussion of issues.” World
Development, Vol. 10 No. 11, pp- 913-948, 1982.

Amold, J. E. M., C. Liedholm, D. Mead and I. M. Townson, "Structure and Growth of Small
Enterprises in the Forest Sector in Southern and Eastern Africa.” Oxford Forestry Institute
Occasional Papers No. 47, Oxford University, Oxford, 1994.

Berger, Marguerite. "Giving Women Credit: The Strength and Limitations of Credit as a Tool for
Alleviating Poverty,” World Develogment, Vol. 17, No. 7. July 1989.

Boomgard, James, S. Davies, 5. Haggblade and D. C. Mead, "A Subsector Approach to Small
Enterprise Promotion and Research,” World Development, Vol. 20 No 2, pp. 199-212, 1992.

Cabal, Miguel, "Growth, Appearances and Disappearances of Micro and Small Enterprises in the
Dominican Republic,” Ph.D. Dissertation, Michigan State University, 1995.

Cabal, Miguel. Microempresas y Pequenas Empresas en la Republica Dominicana: Resultados de una
Encuesta Nacionzl. Fondo para el Financiamento de la Microempresa, Inc. (FONDOMICROQ):
Santo Domingo, Dominican Republic, August, 1992.

Cabal, Miguel. Evolucion de las Microempresas y Pequenas Empresas en la Republica Dominicana,
1992-1993. Fondo para el Financiamento de Ja Microempresa, Inc. (FONDOMICRO): Santo
Domingo, Dominican Republic, June. 1993,

Cely, Patricia. Microempresas y Pequenas Empresas de Mujeres en la Republica Dominicana:
Resultados de una Encuesta Nacional. Fondo para el Financiamenio de Ia Microempresa, Inc.
(FONDOMICRO): Santo Domingo, Dominican Republic, June, 1993.

Chuta, Enyinna. "A Nigerian Study of Firm Dynamics.” MSU International Development Working
Paper No. 38, 1990.

Chuta, Enyinna and C. Liedholm. Empioyment and Growth in Small-Scale Irdustry: Empirical
Evidence and Policy Assessment from Sierra Leone. London: St. Martins Press, 1985.

Daniels, Lisa. "Changes in the Smail-Scale Enterprise Sector from 1991 to 1993: Results of a Second
Nationwide Survey in Zimbabwe." GEMINI Technical Report No. 71, March, 1994,

Daniels, Lisa. "Entry and Exit Behavior and Growth Patterns among Small-Scale Enterprises in
Zimbabwe," PhD Dissertation, Michigan State University, East Lansing, MI., 1995.

Daniels, Lisa and Y. Fisseha. "Micro- and Sinall-Scale Enterprises in Botswana: Results of a
Nationwide Survey." GEMINI Technical Report No. 46, August, 1992.




58

Daniels, Lisa and D. C. Mead, and M. Musinga. "Employment and Income in Micro and Smal! Scale
Enterprises in Kenya: Results from a 1995 Survey,” GEMINI Technical Report, forthcoming,
1995.

Daniels, Lisa and A. Ngwira. "Resuits of a Nationwide Survey on Micre, Small and Medium
Enterprises in Malawi.” GEMINI Technical Report No. 53, January, 1993.

Davies, Stephen, D. C. Mead and J. L. Seale. "Small Manufacturing Enterprises in Egypt."
Economic Development and Cultural Change, Vol. 40, No. 2, January, 1992.

Downing, Jeanne. "Gender and the Growth and Dynamics of Microenterprises.” GEMINI Working
Paper No. 5, October 1990.

Downing, Jeanne and L. Daniels. "The Growth and Dynamics of Women Entrepreneurs in Southern
Africa.” GEMINI Technical Report No. 47, August 1992.

Fisseha, Yacob. "Small Scale Enterprises in Niger: Survey Results from Dosso and Maradi
Departments.” Consultancy Report to USAID/Niger, March, 1990.

Fisseha, Yacob. "Small-Scale Enterprises in Lesotho: Summary of & Country-wide Survey." GEMINI
Technical Report No. 14, March 1991.

Fisseha, Yacob. "A Dynamic Study of Jamaican Micro and Small-Scale Enterprises.” GEMINI
Technical Report No. 70, March, 1994,

Fisseha, Yacob and M. A. McPherson. "A Countrywide Study of Smali-Scale Enterprises in
Swaziland.” GEMINI Technical Report No. 24, December, 1991.

Grierson, John and D. C. Mead. "Business Linkages in Zimbabwe: Concept, Practice, Strategies."
GEMINI Working Paper No. 49, 1995.

Gustafson, Todd, and C. Liedholm. "Patterns of Change Among Jamaican Microenterprises: Results
from a Quarterly Panel Survey,” GEMINI Technical Report, {forthcoming) 1995,

Haggblade, Steve and P. Hazell. "Agricultural Technology and Farm-Nonfarm Growth Linkages."”
Agricultural Economics, Vol. 3 (1989), pp. 345-364.

Haggblade, Steve and C. Liedholm. "Agriculture, Rural Labor Markets and the Evolution of the Rural
Nonfarm Economy.” GEMINI Working Paper No. 19, 1991.

Haggbiade, Steve and N. Ritchie. "Opportunities for Intervention in Thailand's Silk Subsector.”
GEMINI Working Paper No. 26, 1991.

Joumard, Isabelle, C. Liedhoim and D. C. Mead. The Impact of Laws and Regulations on Micro and
Small Enterprises in Niger and Swaziland. OECD Development Centre Technical Paper No.
77. Paris: Organization for Economic Cooperation and Development, September, 1992.



59

Jovanovic, B. "Selection and the Evolution of Industry." Economerrica, Vol. 50, No. 3, 1932.

Kiefer, E. N. "Economic Duration Data and Hazard Functions,” Journal of Economic Literature, June,
1988.

Kilby, Peter. "Breaking the Entrepreneurial Bottleneck in Late-Developing Countries: Is there a Useful
Role fer Government?" Journal of Development Plarning, Vol 18, 1988.

Kilby, Peter. "Nigeria, 1961-1991; Closure, Survival and Growth of Small Enterprises, " manuscript,
1994,

Liedholm, Carl, and P. Kilby. "The Role of Nonfarm Activities in the Rural Economy,” The Balance
Between Industry and Agriculture in Economic Development. Williamson and Panchamuki, ed.
New York: St Martins Press, 1989.

Liedholm, Carl, M. McPherson, and E. Chuta. "Small Enterprise Employment Growth in Rural
Africa,” American Journal of Agricultural Economics. December, 1994, pp.1177-1182.

Liedholm, Carl and M. A. McPherson. "Small-Scale Enterprises in Mamelodi and Kwazakhele
Townships South Africa: Survey Findings.” GEMINI Technical Report No. 16, March 1991.

Liedholm, Carl and D. C. Mead. "Dynamics of Microenterprises: Research Issues and Approaches.”
GEMINI Working Paper No. 12, Jan. 1991,

Liedholm, Carl and D. C. Mead. Small Scale Industries in Developing Countries: Empirical Evidence
and Policy Implications. MSU International Development Paper No. 9. East Lansing,
Michigan: Michigan State University Department of Agricultural Economics, 1987.

Liedholm, Carl and D. C. Mead. "The Structure and Growth of Microenterprise in Southern and
Eastern Africa: Evidence from Recent Surveys,” GEMINI Working Paper, No. 36, March,
1993.

Liedholm, Carl and D. C. Mead. Growth and Dynamics of Micro and Small Enterprises: A
Comparative Analysis of Southern and Eastern Africa and Other Economies, manuscript, 1994.

Liedholm, Carl and J. Parker. "Small Scale Marnufacturing Growth in Africa: Initial Evidence.” MSU
International Development Working Paper No. 33, East Lansing Michigan: Department of
Agricultural Economics, Michigan State University, 1989.

Lidle, Ian, D. Mazumdar and J. Page. Smal! Manufacturing Enterprises: A Comparative Analysis of
India and Other Economies: A World Bank Research Publication. New York: Oxford
University Press, 1987.

McPherson, Michael A. "Micro and Small-Scale Enterprises in Zimbabwe: Results of a Country-wide
Survey." GEMINI Technical Report No. 25, December, 1991.

McPherson, Michael A., Growth and Survival of Small Southern African Firms. PhD Dissertation,
Dept. of Economics, Michigan State University, Fast Lansing, MI, 1992,




60

McPherson, Michael A. "Growth of Small Enterprises in Southern Africa,” Journal of Development
Economics, October, 1995.

McPherson, Michael A. and C. Henry. "Rural Micro and Small Enterprises in Malawi: Effects of
Burley Tobacco Policy Changes.” Mimeographed report for USAID/Malawi, 1994.

Mead, Donald C. "The Legal, Regulatory and Tax Framework and Small Enterprises.” Smail
Enterprise Development: An International Journal, Vol. V No. 2, pp. 10-17, 1994.

Mead, Donald C. "The Contribution of Small Enterprises to Employment Growth in Southern and
Eastern Africa.” World Development, Vol. 22, No. 12, pp. 1881-1894, Dec. 1994a.

Mead, Donald C. "Microenterprise Development in a Subsector Context." Smail Enterprise
Development: An International Journal, Vol. Il No. 1, pp. 35-42, 1992.

Mead, Donald C., T. Dichter, Y. Fisseha and S. Haggblade, "Prospects for Enkancing the
Performance of Micro- and Small-Scale Non-farm Enterprises in Niger.” GEMINI Working
Paper No. 3, Feb. 1990.

Mead, Donald C. and P. Kunjeku. "Business Linkages and Enterprise Development in Zimbabwe. "
GEMINI Technical Report No. 55, 1993,

Mead, Deonald C., H. Mukwenha and L. Reed. "Growth and Transformation Among Small Enterprises
in Zimbabwe." Mimeographed paper, 1993.

Nag, A. "Small Industries: Aspects of their mortality.” The Economic Times, Oct. 6, Delhi, India,
1980.

Otero, Maria and E. Rhyne. The New World of Microenterprise Finance: Building Healthy Financial
Institutions for the Poor. West Hartford, CN: The Kumarian Press, 1994.

Parker, Joan. "Patterns of Business Growth: Micro and Small Enterprises in Kenya," PhD Dissertation, -
Michigan State University, East Lansing, MI, 1994,

Parker, Joan and C. Aleke Dondo. "Kenya: Kibera's Small Enterprise Sector - Baseline Survey
Report.” GEMINI Working Paper No. 17, April 1991.

Parker, Jcan with T. Torres. "Micro- and Small-Scale Enterprises in Kenya: Results of the 1993
National Baseine Survey.” GEMINI Technical Report No. 75, March 1994.

Parker, Ronald L, R. I. Riopetle and W. F. Steel. Small Enterprises Adusting to Liberalization in Five
African Countries. Washington, D. C: World Bank Discussion Papers No. 271, Africa
Technical Department Series, 1995.




61

Reardon, T., E. Crawford, and V. Kelly. "Links Between Nonfarm Income and Farm Investnent in
African Households,” American Journal of Agricultural Economics, December, 19%4. pp.
1172-1176.

Snodgrass, Donald, T. Biggs and Associates. fndustrialization and the Small Firm: Patterns and
Policies. Cambridge, Mass: Harvard University Press, 1995.

Steel, William F. and L. Webster. Small Enterprises in Ghana: Responses to Adjustment. Industry and
Energy Department Working Paper. Industry Series Paper No. 33. Washington, D. C.: The
World Bank, September, 1990.

Swaziland, Central Statistical Office. Annual Statistical Bulletin, 1989. Mbabaze, 1990.

TIPCO (The Information Processing Company). "Periphery Trade and Enterprise Development Study."
Consultancy Report for USAID (mimeo), no date.

United Nations Development Programme and The World Bank. African Development Indicators.
Washington, D. C.: The World Bank, 1992.

Weidemann, C. Jean. "Egyptian Women and Microenterprise: The Invisible Entrepreneurs.” GEMINI
Technical Report No. 34. March 1992.

Wierda, David. "Micro and Small Enterprises in the Prefecture of Labe, Guinea.” Aide an
Developpement, CRWRC-Guinea, 1994.

World Bank. Sub-Saharan Africa: From Crisis to Sustainable Growth: A Long-term Perspective Study.
Washingten, D. C.: The World Bank, 1989.

World Bank. World Development Report, 1993. New York: Oxford University Press, for the World
Bank, 1993.

Zimbabwe Central Statistical Office. Quarterly Digest of Statistics. Harare, September, 1992.




63

APPENDIX

SUMMARY OF SURVEY TYPES AND COUNTRIES

Five principal types of surveys have be used to generate the dynamic information for our studies:

1) Modified baseline surveys, covering large numbers of small enterprises and asking
retrospective information about employment at the start-up as well as the date of
establishment of the enmterprise. When combined with information on levels of
employment "today" (as of the date of the survey), these surveys make it possible to
examine average rates of employment growth over the life of the individual enterprise.

ii) Closed enterprise surveys, in which individuals in sample households are asked
retrospective questions about whether they previcusly operated a small enterprise that has
now ceased operating. If so, information is collected about start-up and closure sizes and
dates, reasons for closure and what the person has done since.

i} Retrospective bore-hole surveys, where entrepreneurs are asked to "tell the story (or
history) of their enterprise.” Generally, these retrospective studies have focused on
enterprises in particular subsectors.

) Tracer studies, that start with a list of enterprises that had been identified at a certain point
in the past to see what has happened to them (or to their owners) since they were first
studied.

V) Panel or prospective surveys, where individual MSEs or all MSE in particular locations
are resurveyed after specified time intervals.

The surveys that have contributed to this new understanding are listed in table 1 below. All of
these except the survey in Guinea were funded by USAID. Detailed sources are provided in the notes to
the table.

As the tabie indicates, the baseline surveys have reached a large number of small enterprises in
twelve countries. In the first six countries listed in table 1.1, the baseline questionnaire was administered
to 28,000 respondents. Much of our subsequent analysis focuses on those six. We refer to them as core
countries; they provide us with the richest body of data about small enterprise dynamics. Other countries
on the supplementary list include three where the miodified baseline survey was administered, but only in
certain localities (Guinea, South Africa) or to a smaller sample of respondents nationwide (Lesotho); and
three others where other types of dynamic information are available (Niger, Nigeria and Jamaica). Adding
all these countries with some type of dynamic survey information, we reach a total of nearly 65,000
responses in twelve countries. This is a very large sample indeed!

It is obvious that the achievement of such wide coverage has involved important trade-offs,
severely limiting the type of information it was possible to collect. There are a great many questions about
which all of us would like to know more; but the collection of such information was seen as not feasible
in fast-moving, one-shot questionnaires using enumerators who often had only limited understanding of the

Previous Page Bla nk




topics being examined. Efforts are currently under way to push out these frontiers, particularly to provide
a better understanding of patterns of income earned in different types of micro and small enterprises.
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TABLE 1
MICRO AND SMALL ENTERPRISE SURVEYS
WITH SIGNIFICANT DYNAMIC DIMENSIONS:
NUMBERS OF RESPONDENTS COVERED 8Y SURVEYS

Repeat
Mcdified Closed baseline and
baseline enterprise Retrospective
Coun 1 dts Surve Surve __SUIVeys Survev
A. Core countries: Nation-wide surveys with comprehensive data on enterprise dynamics
Botswana Feb-Mar 1,362 153
1992
Kenya Sept-Oct 5,353 1,988 May-June 79
1993 1995
" Malawi June-July 9.672 2,809 ]
1992 a
Swaziland March-Apr 2,753 650
1891
Zimbabwe Aug-Sept 5,575 1,101 Sept-Oct 40 '
1891 1963
Dominican March 4,568 916 Sept. 1992, '
Republic 1992 March 1983
March 1984
" B. Cther surveys with significant information about enterprise dynamics
Guinea May-June 4262 "
{one 1983
prefecture)
Jamaica 1979-8C to April, 1993- 142
1984 Dec. 1994
Lesotho July-Aug 7,267
(nationwide 1980 {B3C) i
survey) "
Niger (two Oct-Nov 18,650 1
Departments) 1989 [
Nigeria 1961 to 220 ‘
1993
South Africa Qct-Nov
{two 1990
townships

Sources: Botswana: Daniels and Fisseha, 1982  Ken

ya: Parker with Torres, 1994; Parker, 1995 (for retrospective); Daniels,

Mead, and Musinga, 1995 (for repeat baseling). Malawi: Daniels and Ngwira, 1992, Swaziland: Fisseha and McPherson,
1991. Zimbabwe: McPherson, 1991, and (for repeat survey) Daniels, 1994; Mead and Kunjeku, 1993, for retrospective
survey. Dominican Repubiic: Cabal, 1992 and 1983. Guinea: Wierda, 1993; this study was sponscred and funded by the
Christian Reformed World Relief Committee. Jamaica: Fisseha, 1994 (for fracer); Gustafson and Liedhotm, 1995 (for panei).
Lesotho: Fisseha, 1991. Niger: Fisseha, 1990. Nigeria: Kilby, 1894. South Africa: Liedholm and McPherson, 1981

Notes: For all surveys in part A of the table, the baseline questionnaire included information about starting year and
employment at start-up. This was aiso true for the surveys in the Dominican Republic, Guinea znd Scuth Afica. The
surveys‘in Guinea, Niger and South Africa covered only selected regions or locations, while the surveys in the Dominican
Republic and Lesotho were nation-wide. In Lesotho, dynamic questions were asked only in the supplementary questionnaire
(numbers shown in parentheses). The retrospective investigation in Kenya was limited {o woodworking and footwear
enterprises; that in Zimbabwe focused on leather and footwear, garments, and metal products.
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Country I Enterprise Size (Number of Warkers)
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TABLE 2

Zimbabwe

Sources: computed from individisal country survey data

1 2-9 icr All Sizes
| Botswana 74.9% 24.2% 0.4% 100%
Kenya 71.2% 28.1% 0.7% 100% ”
Malawi 76.1% 23.0% 0.9% 100%
Swaziland 85.6% 14.1% 0.3% 100%
' 83.2% 15,8%

1.0% 100%
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TABLE 3
REASONS FOR CLOSURE OF MICRC AND SMALL ENTERPRISES
(in percent of enterprises)

Zimbabwe Dominican Average
Republic
il Business conditions Sad 36% 54% 56% 47% 53% ) A7%
Better Options 21% 3% 8% 6% 7% 4% 10%
Personal Reasons 28% 31% 21% 22% 28% 27% 26%
Govemment ActionsNaturat 2% 5% % 4% 5% 2% 4%
Disastar
Cither . 15% 18% 14% 12% 12% 4% 14%
Total 100% | 100% 100% oo 100% 100% 100%
B RS e et T LA TR A S S

Source: Survey data
Note: average is unweighted

TABLE 4
AGE DISTRIBUTION OF CLOSED ENTERPRISES

. | AgéatCiosure (Years) ]i
| <1 16% 17% 21% 13% 15%
1 11% 22% 16% 18% 15%
i.i 2 10% 16% 2% 17% 13%
i 2 11% 11% 7% 10% 9%
{' : 4 &% 7% 8% 8% 8%
I[ 5 5% 5% 4% 5% 6%
l . 5 4% 3% 4% 5% 4%,
7 7% 2%, 3% 4% 4%
>7 29% 17% 25% 8% 26%

Sources: survey data.
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AVERAGE ANNUAL GROWTH R;\}}}EEEB?! GENDER OF ENTREPRENEUR
(Percentage)
| | Sector - Annual Growth Rate - Linear
Manufacture Trade Service All
A (ISIC 3) (1SIC 6) (ISIC 9) Sectcrs
BOTSWANA
Female 11% 4% 6% 7%
Male 11% 11% 38% 12%
KENYA
Female 26% 21% 7% 22%
Maie 32% 27% 21% 32%
MALAWI
Femaie 5% 13% 14% 9%
*Male 12% 11% 14% 12%
SWAZILAND
Female 5% 7% 13% 6%
Male 14% 1% 5% 11%
ZIMBABWE |
Female 5% 11% 0% 8%
Maie 8% 14% 20% 10%
DOMINICAN
REPUBLIC
Femaile 3% 7% 4% 6% :
Male 5% 8% 4% 9% I

Source: Survey datz
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TABLE 7
CHARACTERISTICS OF MICROENTERPRISES:
CONTRIBUTION TO SELF-CONFIDENCE AND EMPOWERMENT OF THE INDIVIDUAL

Non-growing Enterprises Enterprises that Total, ali
starts enterprises experiencing had Graduated enterprises
small growth
i. What did you do before starting this business? !
Ran ancther business | 13.1 18.8 9.3 14.8
Employed (wage 4286 477 682 454
work)
Unemployed | 287 19.2 2.5 249
New entrant to labor 4.9 7.5 174 57
forcefjust out of
school

{Other i 10.7 7.0 2.8 9.2
h— o e T —— e

ii. How was the business started?

Started from scratch 89.3 87.2 78.1 87.9
Purchased as a going 0.8 186 125 1.4

concern

inherited 5.3 6.5 6.3 5.1

Other 4.6 4.8 3.1 4.6

) :

fii. Why did you choose this particular activity? {Kenya data only)

Appeared profitable 56.4 72.3

Fits with family 26.7 13.8
constraints and
limited resources

Personal and other 16.8 13.9
reasons

iv. Are you a member of a business association? (% answering yes; Swaziland data only)

——

0.8% 7.2% 21.8% 47 1%

I 10.7% !

:

Source: Survey data
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TABLE 8
CREDIT AND TRAINING RECEIVED

Non- Enterprises | Enterprises Total, all

growing experiencing that had enterprises
enterprises smail growth graduated

1. What was the principal source of money to start the business? (only most important source reported)

" Household & personal 855 82.1 8286 65.6 825 ]
savings
Loans from family & friends 2.0 4.0 2.8 12.5 3.5
l.oans from formal financial 2.2 1.9 24 82 24
institutions

l Loans from moneylenders 37 3.8 2.8 0 ! 3.4
[ !g l
Other sources of finance 8.4 6.9 5.9 15.7 7.2

i. Have you received any credit since stari-up?

No credit received 4" 84.0 874 842 622 85.3
i|_Loans from family & friends 10.8 8.5 7.1 12.0 8.7
Loans from formal financial 1.8 1.2 38 25 2.2

institutions “
0.9 0.8 1.1 0.3 0.9

Loans from moneylenders
I Other sources of credit ,

iii. Have you received any training since start-up? (% responding "ves"

1.3 0.8 1.8

22.8 1.3 ll

iv. What type of training would you wish to receive?

' Management training 24.9 214 29.2 16.7 H 24.3 h

I Technical/production training 11.8 14.3 15.4 16.7 " 14.5
Training in marketing 14.4 13.3 13.0 16.7 H 13.4
Training in bookkeeping 8.1 7.6 9.6 16.7 " 83

" Other, including "don’t know” 13.3 18.3 13.5 0 " 16.6 "
None desired 27.5 24.8 19.3 L 33.3 J_L 22.9 "

Notes: sections i and iii refers to Botswana, Malawi, Swaziland and Zimbabwe. Section ii is for all five African core
countries. Section iv is from Botswana, Kenya and Matawi.

Source: Survey data
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TABLE 9
GROWTH PATTERNS AND MARKETING ARRANGEMENTS
FOR MICROENTERFRISES

Seills primarily to Seils primarily to Sells primarily to
individuals traders other manufacturers

Percent of all enterprises in different growth categories

No-growth enterprises 94 6% 1.5% 0.1%
94 7% 4.0% 0.2%

20.8% 2.3%
T e — o ——— 1]

8% 56% 23%

Small growth enterprises

Gradustes

| Percent of all enterprises in the
category that had grown
Average growth rate in employment
(percent per year) _ )

Note: these data are based on surveys in Malawi, Swaziland and Zimbabwe.

73.4%

17%

Source: Survey data
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5. “Zimbabwe: Financial Sector Assessment.” Robin R. Bell, Team Leader, Geoffrey Peiers, and
Mehlo Ndiwzzi. GEMINI Technical Report No. 85. August 1995. $5.30

' 86. “Membership Survey of Dominica Cooperative Credit Union League.” Olaf Kula and Melissa
Punch. GEMINI Technical Report No. 86. August 1995. $6.20

*87.  “The Art of Lobbying in Poland.” Daniel R. Mastromarco, 2-72m P. Saffer, and Miroslaw
Zielinski. GEMINI Technical Report No. 87. September 1995. $10.80

*88.  “Lessons Learned from Small and Medium Size Enterprise-Relate ] Regional Development
Programs in Poland.” Adam P. Saffer, Malcolm Toiand, and Daniel Wagrer  GEMINI Technical Report
No. 88. September 1995. $4.40

*89.  “Patterns of Change among Jamaican Microenterprises: Results from a Quarterly Panel Survey
1993-1994.” Todd Gustafson and Car! Liedholm. GEMINI Technical Report No. 89. July 1995. $5.80




90. “FUNADEH: Assessment for USAID/Honduras of the Prospects for Institutional Transformation.”
Rodrigo Lopez. GEMINI Technical Report No. 90. September 1995, $4.80

*91.  “Uganda Private Enterprise Support, Training, and Organizational Development (PRESTO)
Project, Project Concept Paper.” Olaf Kula. Peter Ondeng, Peter Robinson, and Ann Ritchie. GEMINI
Tecanical Report No. 91. September 1995. $4.70

*92.  “Employment and Income in Micro and Small Enterprises in Kenya: Results of a 1995 Survey.”

Lisa Daniels, Donald C. Mead, and Muli Musinga. GEMINI Technical Report No. 90. September
1995. $12.40

Technical Notes:

Financial Assistance t¢ Microsnterprise Section:

*1. Series Notebock: “Tools for Microenterprise Programs” (a three-ring binder, 1 and 1/2 inches
in diameter, for organizing technical notes and training materials) and "Methods for Managing

Delinquency” by Katherine Stearns. April 1991. $7.50. Also available in Spanish and in French.

*2. "Interest Rates and Self-Sufficiency." Katherine Stearns. December 1991 $6.50. Also available
n Spanish and in French.

*3, "Financial Services for Women.” C. jean Weidemann. March 1992, $5.00. Also available in
Spanish and in French.

*4, "Designing for Financial Viability of Microenterprise Programs.” Charles Waterfield. March
1993. $10.00 with diskette. Also available in Spanish and in French.

*5. "Monetary Incentive Schemes for Staff." Katherine Stearns, ACCION International. April 1993,
$3.80. Also available in Spanish and in French.

*5. “Fundamentals of Accounting for Microcredii Programs.” Margaret Bartel, Michael J. McCord,
and Robin R. Bell. December 1994. $6.30

*7. “Financial Management Ratios I: Analyzing Profitability in Microcredit Programs.” Margaret
Barte!. Michael J. McCord, and Robin R. Bell. February 1995. $5.90

*8. “Financial Management Ratios II: Analyzing for Quality and Soundness in Microcredit
rograms.” Margaret Bartel, Michael J. McCord, and Robin R. Bell. February 1995. $6.30

Nonfinancial Assistance to Microenterprise Section:

*1. "A Field Manual for Subsector Practitioners.” éteven J. Haggblade and Matthew Gamser.
November 1991. $4.65. Also available in Spanish and in French.

*2. "Facihitator's Guide for Training in Subsector Analysis." Marshall A. Bear, Cathy Gibbons,
Steven J. Haggblade, and Nick Ritchie. December 1992. $35.00. Also available in Spanish and in
French.

*3, "Management information Systems for Microenterprise Development Programs.” Mark King and
Charles Waterfield. January 1995. $6.50.




Field Research Section:

*1. "A Manual for Conducting Basefine Surveys of Micro- and Small-scale Enterprises.” Michael A.
McPherson and Joan C. Parker. February 1993. $13.60. Also available in Spanish and in French.

Special Publications:

*1. "GEMINLI in a Nutshell: Abstracts of Selected Publications. " Compiled by Eugenia Carey and
Michael McCord. Special Publication No. 1. 1993. $10.00

*2. “GEMINI in a Nutshell I: Abstracts of Selected Publications.” Compiled by Eugenia Carey and
Linda Rotblatt. Special Publicarion No. 2. 1995. $14.60

Copies of publications available for circulation can be obtained from PACT Publications, 777 Urited
Nations Plaza, Sixth Floor, New York, NY, 10017, U.S.A.
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