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ABSTRACT

Micro and Small Enterprises (MSEs) play an important role in economic growth,
innovation, and competitiveness, which ultimately enhances enterprise performance. The main
objective of this research is to investigate the effect of stakeholder orientation on the
performance of manufacturing MSE in Bahir Dar city administration. In order to accomplish
this purpose, the reliability and validity of the instrument was assessed, followed by a Pearson
correlation analysis and a multiple regression analysis to test the proposed hypotheses. In
addition, this research employed survey design by using cross-sectional methods and
correlational study design with quantitative and qualitative research Approach.

The total populations of the study were 375 enterprises in the six sub-city of Bahir Dar
city administration. A sample of 194 enterprises was selected for the study from the total
population by using stratified and simple random sampling technique. In the process of
answering the basic questions, a questionnaire that includes demographic profiles,
characteristics of an enterprises, stakeholder orientation data was designed in a closed ended
and likert scales. Moreover, interviews were held with top officials of TVED bureau, respondents
of interviewee were taken by purposive sampling technique. After the data has been collected, it
was analyzed using simple statistical techniques, descriptive statistics and inferential statistics.
The result of the study indicates that SO /customer orientation, competitor orientation, employee
orientation, and owner-manager interest/ have a positive and significant effect over the
enterprise performance of the MSE manufacturing sector.

The study recommended, Owners/managers of MSE manufacturing enterprise should
constantly make an effort to satisfy the needs and wants of customers by delivering superior
value for them, they should comprehend the nature of competitors, their technologies, and
products that customers perceive as alternative businesses to position themselves well in the
marketplace, enterprise managers should invest time and resources in staff development
potentially leading to superior skills and knowledge in support of customer service and an
owner-manager of the enterprise should accommodate the interests of all parties or owners or
members with a financial interest in the business and formulate & implement profit making
strategies.

Keywords: Micro and Small Enterprises, Stakeholder Orientation, Manufacturing, and
Enterprise Performance.
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BACKGROUND OF THE STUDY

The purpose of this study is to investigate the effect of stakeholder orientation on
enterprise performance. While this business orientation has important implications for an
enterprise’s strategy, there are limited empirical studies on the impact of these constructs on an
enterprises performance within the context of a developing country such as Ethiopia.
Nevertheless, the importance of a stakeholder orientation is pervasive through all areas of the
economy and includes the small business sector (Wiklund & Shepherd, 2005).

The small business sector contributes significantly to job creation, social stability and
economic welfare across the globe. Indeed, the growth and development of the micro and small
enterprise sector is acknowledged by most interest groups and policy makers as being of
critical importance in addressing the serious problems of unemployment and poverty in
developed countries. Micro and small enterprise have introduced innovative products and
services, generated new jobs, opened new markets and in the process have assisted the economy
into regaining its competitive edge in the global economy. Similarly, small business sector
accounts for the bulk of the country’s business entities.

The importance of a stakeholder orientation and entrepreneurial orientation is pervasive
through all areas of the economy and includes the small business sector (Wiklund & Shepherd,
2005). Defines a stakeholder as any group or individual who can affect or is affected by the
achievement of a company’s objectives. Argues that there are three dimensions of the
stakeholders and also all are intertwined and mutually supportive. Likewise, clarify stakeholder
theory extends the definition of stakeholders to include not only customers and competitors, but
also employees and shareholders. In other words, stakeholder orientation can thus be viewed as a
multidimensional construct consisting of the four pillars, customer orientation, competitor
orientation, employee orientation and owner-manager interest. These four orientations have been
identified by (Yau et al., 2007) as crucial primary stakeholders for business to survive.

Statement of the Problems

Recent studies show that MSE in Ethiopia are, faced up to with several factors that affect
the performance of MSE. According to the major factors include financial problem, lack of
qualified employees, lack of proper financial records, marketing problem, and lack of work
premises. Besides, environmental factors affect the business’ which includes social, economic,
cultural, political, legal and technological factors. In addition, there are also personal attitude or
internal factors which affect the performance of MSE, Which are related to the persons
individual attitude, training and technical know-how (Werotew, 2010). Generally there are
external and internal factors which are still affectingthe performance of MSE.

The study conducted by disclose that the extra explanatory factors such as , various
measures of financial constraints and formality of business (firms operates with business
registration or license) in addition to initial size, age location, sector, demographic character and
human capital of the owner. Also addressed the role of micro finance in addressing financial
needs of women engaged in micro and small enterprise. However, there was not found a
research on this micro and small enterprise in Ethiopia related to stake holder orientation and
business performance. Furthermore, the majority of stakeholder orientations on small business
studies have been conducted in developed countries.

Emanated to the study area, Bahir Dar City administration 2017/18 the (TVED) office
report indicated that, the total number of micro and small enterprise are 4892,from this 361
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(7.4%)enterprises are construction, 1346 (27.5%)enterprises are service, 2714enterprisesare
trade, 96 (2%)enterprises are urban agriculture and 375 (7.6%) enterprises are manufacturing
sectors. As indicated in the MSE strategy (2011), there are two forms of growth level of MSEs.
The first is the transition from micro to small and from small to medium, the second isa step to
be competent within the level they have, startup to growth and then to maturity.With regard
to this issue, TVED office 2017/18 report, From the total 375 (7.6%) of manufacturing
enterprises more of the enterprise is micro 270 (72%) and the remaining is a small 105 (28%).
when we see their percentage share in reference to their growth life cycle,of micro and small
manufacturing enterprises (375) available in Bahir Dar city administration, 235 (62.6 %) are at
startup level, 89(23.7 %) are at growth level and only 51 (13.6 %) are found at maturity level.
This shows that the performance of the micro enterprise is less and based on this fact the
transformed enterprise to the next stage was limited innumber.

RESEARCH OBJECTIVES

Research objectives are tools or instruments that serve as a milestone for research design
and control.

The main objective of this research was to investigate the effect of stakeholder
orientation on the performance of micro & small manufacturing enterprises in Bahir Dar city
administration.

RESEARCH HYPOTHESES

Hi: There is a positive relationship between customer orientation and the performance ofMicro &
small manufacturing enterprises.

H,: There is a positive relationship between competitor orientation and the Performance of
micro & small manufacturing enterprises.

Ha: There is a positive relationship between employee orientation and the performance ofMicro &
small manufacturing enterprises.

H,: There is a positive relationship between owner manager interest and the performance ofMicro &
small manufacturing enterprises.

REVIEW OF RELATED LITERATURE

MSEs are defined in a range of ways using different factors like; number of employees,
volume of sales, and the capital value of the business. Although many countries around the globe
seem to use common factors in their definitions, the degree of emphasis and measures used to
differ quite considerably. To this end, different governments and writers in MSEs’ definition
differ considerably. This difference is influenced largely by, the industry within which the MSE
is competing and population and stage of a country’s economic development.

A definition of MSEs in the industrialized world would differ from how MSEs are
defined in the emerging economies. An enterprise categorized as a micro enterprise in the USA
may be treated as medium enterprise in Africa or somewhere in Asia for the fact that the
definition of MSE is relative to economic development. The annual turnover figures also differ
from country to country, depending among other factors on population size and stage of
economic development. From this we can learn that there is no common definition of MSEs and
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that thedefinitions vary from country to country depending largely on the size of the economy,
the levels of development, culture and population size of a country involved.

Based on both national and international experiences the government of Ethiopia defines
micro enterprises which involved in manufacturing, construction and mining as an enterprise that
operates with a maximum of 5 people (including the owner) and/or own up to ETB100,000 total
assets. The total equity aspect is limited to a maximum of ETB 50,000 if the micro enterprises
are engaged in the service sector, including retailer, transport, hotel and Tourism, ICT and
maintenance service. Likewise, the Ethiopian government classifies enterprises that have 6 to 30
employees (including the owner) and/corporate with a total asset that is beyond the micro
enterprises in the industry segment but not exceeding ETB 1.5million as small enterprises.

On the other hand the definition puts enterprises engaged in the service sector like in the
retail, transport, hotel and Tourism, ICT and maintenance under small enterprise once their
capital exceeds ETB 50,000 until it reaches ETB 500,000 and/or employing the same 6-30
employees as the enterprises operating under the industry sector. Over all the countries
definitions sides the total asset yardstick in times of ambiguity shows in Table 1.

Table 1
DEFINITION OF MSEs
Enterprise Sector Employees Total asset
Micro enterprise Industry <5 <100,000 ($6000 or €4500)
Service <5 <50,000($3000 or €2200)
Small enterprise Industry 6-30 <Birr 1.5 million ($9000 or €70000)
Service 6-30 <Birr 500,000($30000 or €23000)

Source: Ethiopian Micro and Small enterprise strategy 2011

Previous studies reveal that market orientation affects firm performance (Narver & Slater,
1990); (Jaworski & Kohli, 1993); (Langerak, 2001). The theoretical basis for this expected link
was discussed by Narver & Slater (1990) who argue that in a competitive market, firms must be
highly cognizant and responsive to the needs of customers. If, however, the enterprise is not
responsive to the needs of customers, competitors will develop products more accommodating of
those needs and capture their support. Customer orientation and competitor orientation are
components of stakeholder orientation. Most of the empirical studies on stakeholder orientation
have sought to investigate the main effects of stakeholder components on business performance
and the interaction that results from the differentcomponents (Luk et al., 2005),and (Yau et al.,
2007). Luk et al. (2005) study investigated the interaction effects that result from different
combinations of the components of stakeholder orientation. When a firm supports all orientations
simultaneously, there is a high probability that the firm will perform better.

The previous studies suggest that stakeholder orientation affects firm performance
positively (Yau et al., 2007). Nonetheless, much research on stakeholder orientation has focused
on large businesses in developed countries (Berman et al., 1999); (Luk et al., 2005). Small
businesses by their very nature rely more heavily on stakeholder support to survive and later to
prosper.
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CONCEPTUAL FRAMEWORK

Figurel illustrates the conceptual framework for the influence of stakeholder orientation
dimension on performance of micro and small manufacturing enterprise.

The conceptual framework represents a model ascertaining the relative importance of the
know antecedents of performance of micro and small business. Most researchers in their
literatures mentioned that customer orientation, competitors’ orientation, employees’ orientation
and owners- manager interest orientation are the factors that have connection with the
performance of micro and small manufacturing enterprise.

Independent Variable Dependent Variable
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Orientation . » Performance of
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= R | % Manufacturing
Emplovee ! Enterprises
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Source; Conceptual Framework Adapted from Previous academic reviews

FIGURE 1
CONCEPTUAL FRAMEWORK FOR INFLUENCE OF STAKEHOLDER
ORIENTATION DIMENSION

MATERIALS AND METHODOLOGY

The research approach of this study was both quantitative and qualitative data (mixed
research approach). A Mixed approach is used for the purpose of achieving complete answers to
a research objective, that is, gaps left by the quantitative approach can be filled by the qualitative
one. In order to achieve the objectives of this study, the descriptive and correlational study
designs were used for this study. The Population can be defined as all people or items (unit of
analysis) with the characteristics that one wishes to study. Accordingly, this study was conducted
in Bahir Dar city administration and the target populations for this particular study comprises of
micro and small manufacturing enterprises under the support of TVED office having more than
one yearbusiness life and those formally registered until 2017 and still existing in 6 sub-cities of
BahirDar city administration. In addition, the director of industry extension service in regional
TVED office and Bahir Dar city administration TVED office were interviewed. The organized
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list of micro and small manufacturing enterprises in each sub-city was obtained from Bahir Dar
city TVED office department.

The samples of respondents was selected from sampling frame using simple random
sampling technique from each strata of micro and small manufacturing enterprises operating in
the sub-city. The samples selected from the various strata are then combined in to a single
sample. In proportionate stratified sampling, the number of elements allocated to the various
strata is proportional to the representation of the strata in the target population. That is, the size
of the sample drawn from each stratum is proportional to the relative size of that stratum in the
target population Yang (2006).

Yamane (1967) provides a simplified formula to calculate sample sizes. This formula has
used to the number of population size under study is finite shows in Table 2.

N
1 + N(e)?

n:

Where:
» nis the sample size,

» N is the total number population size is existing manufacturing enterprises =
375

> e is the level of precision (allowable error commonly 5% = 0.05)

TABLE 2
STRATA, SIZE OF STRATA AND PROPORTIONATE SAMPLESIZES OF
STRATA
No | List of sub cities Total MSEs Sample size | Percent
population taken from each (%)
sub-city
1 Hidar- 11 83 3%194=43 22.16%
75
2 Ginbot 20 57 57 ¥ 194 =29 14.94%
375
3 Belay Zeleke 32 32 ¥194 =16 8.25%
375
4 Tana 84 84 *194 =44 22.68%
375
5 Fasilo 52 T 52 %194 =27 13.92%
375
6 | Gishabay 67 | 67 *194=35 18 .04%
375
| Subtotal 375 — 194 | 100% |
Source: Bahir Dar city TVED Office, report 2018/19
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The main primary data was collected mainly from respondents through the use of a
closed ended structured questionnaire. This research has some characteristics of qualitative
research. Because it triangulated the respondent response by using semi structured interviewee
the head of regional TVED bureau and Bahir Dar city administration TVED office head
perception on the effect of stakeholder orientation on the performance of micro and small
manufacturing enterprise.

The major sources of primary data were micro and small enterprise owners/managers.
Primary data were collect through survey questionnaire and semi structured interview.
Questionnaires were translated into Amharic because the question in the English language may
not produce the required response and assume to limit their participation in the survey.

The necessary Secondary data to enrich the study document with required evidence was
captured from different sources, such sources as published and unpublished documents from
TVED office, regional technical and vocational enterprise Development Bureau, annual reports,
journals, books, different research papers, and internet. The information obtained using both
were integrated during data presentation and analysis phase.

TABLE 3
RESULTS OF RELIABILITY TEST
No Factors Cronbach's Alpha No of Items
1 Customer orientation 0.860 6
2 Competitor orientation 0.947 5
3 Employee orientation 0.917 5
4 Owner-manager interest 0.845 4
5 Perceived enterprise performance 0.881 7

Source: Survey data 2019, using SPSS 20.

From the above Table 3, the alpha values of all variables are well above 0.7. It is seen
that thereliability value was estimated to be a = 0.845- 0.947 between the scale. According to
Cronbach’s alpha coefficient value varies from 0 to 1 but a satisfactory value is required to be
higher than 0.7 for the scale to be reliable/acceptable. Then, it can be safely assumed that the
scales used by the research are highly reliable for data analysis.

The Model of equations used to answer the research objectives is a linear function,
expressed as follows:

Y=BotB.X+B. X B. X+ B. X "e,

Where:

BO : Constant (The intercept term- constant which would be equal to the mean if all slope Coefficients
are 0).

Bl : Slope of a line (Magnitude of the coefficients of the variables)is the coefficients,

Bz : Associated with each independent variable which measures the change in the meanvalue

of Y, per unit change in their respective independent variables.
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X, : Independents

variables
Xi=
Customer
Orientation,

X,-Competitor Orientation,
Xs=-Employees Orientation,
X4=Owner-manager Interest Orientation.

Y : Dependent Variable= Performance of micro and small manufacturing Enterprise

¢, Error term

Therefore, this model was used to see the relationship between the four explanatory
variables (Independent variables) with the performance of micro and small manufacturing
enterprise (dependent variable) shows in Table 4&5.

FINDINGS
Table 4
MULTI CO LINEARITY DIAGNOSIS
No Variables Co linearity Statistics
Independent variable Tolerance VIF
1 Customer orientation 0.438 2.281
2 Competitor orientation 0.375 2.668
3 Employee orientation 0.435 2.301
4 Owner-manager interest 0.559 1.788
a. Dependent variable; Enterprise performance
Source: Survey data 2019, using SPSS 20
TABLE 5
THE PEARSON’S CORRELATIONS
Customer Competitor | Employee Enter prise
Owner Perfor
Manager mance
Interest
Pearson
Customer Correlation 1
Sig. (2 tailed)
Pearson -
] Correlation | 0.718 1
Competitor Sig. (2 tailed) | 0.000
Pearson N .
Employee Correlation | 0.633 0.696 1
Sig.(2tailed) | 0.000 0.000
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Owner Pearson - " .
manager Correlation 0.557 0.588 0.612 1
interest Sig.(2tailed) | 0.000 0.000 0.000
Pearson N N N N
Enterprise Correlation | 0.678 0.694 0.657 0.635 1
Performance Sig.(2tailed) | 0.000 0.000 0.000 0.000
** Correlation is significant at the 0.01 level (2-tailed).
Number of Respondents 169

Source: Analysis of Survey data 2019, using SPSS 20.

TABLE 6
MODEL SUMMERY
R R Adjusted Std. Error Change Statistics Durbin
5 R ofthe R Sig. Watson
3 Square  gquare Estimate [Square F E
> Change Chan df
ge | | df2  Change
1] 0.783% 0.613 0.603 0.65514 0.613 64.853 4| 164 0.000 2.11
a. Predictors: (Constant), Owner Manager, Customer, Employee, Competitors
b. Dependent Variable: Enterprise Performance
Source: Analysis of Survey data 2019, using SPSS 20
TABLE 7
REGRESSION COEFFICIENT?
Unstandardized Standar 95.0%
Coefficients dized Confidence
Coeffici Interval for B
ents
Std. Lower Upper
= B Error Beta T Sig. Bound Bound
©
§ (Constant) 0.456 0.153 2.980 0.003 | 0.154 0.758
Customer 0.233 0.067 0.255 3.472 0.001 | 0.101 0.366
Competitors 0.223 0.072 0.246 3.099 0.002 | 0.081 0.366
1 Employee 0.157 0.065 0.179 2.423 0.016 | 0.029 0.285
Owner Manager
0.242 0.066 0.239 3.678 0.000 | 0.112 0.371
Interest
a. Dependent Variable: Enterprise Performance

Source: Analysis of Survey data 2019, using SPSS 20
Hypotheses Testing Using Multiple Linear Regressions

Based on the multiple linear Regressions result the researcher has proved their statistical
significance and decided on accepting and rejecting the already developed hypothesis shows in
Table 6,7,8. Totally, there were four (4) hypotheses developed in relation to the considered
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explanatory variables in the regression analysis and the hypothesis testing result is stated as
follows:

TABLE 8
T-CALCULATED

Coefficients?

Model t Sig.
(Constant) 2.980 .003
Customer 3.472 .001
1 Competitors 3.099 .002
Employee 2423 016
Owner Manager Interest 3.678 .000
a. Dependent Variable: Enterprise Performance

Source: Analysis of Survey data 2019, using SPSS 20

The study has used both descriptive and inferential statistical analysis methods. In the
descriptive analysis the responses of micro and small manufacturing enterprise owners operating
businesses for each variable were analyzed and the grand mean value of customer orientation
was 2.66 and grand standard deviation of customer orientation was1.380 reflecting that the
majority of the respondents 59.76% showed their disagreement with all variables asked in
positive, that is, the asked variables negatively influence the performance of manufacturing
MSE.

The study depicted competitors orientation for the respondents was found to have a grand
mean of 2.698 and grand standard deviation of 1.3442 showing that out of 169 respondents, the
majority, 59.17 % of the enterprise owners responded disagree with all variables asked in
positive, that is, the asked variables negatively influence the performance of manufacturing
MSE.

The grand mean and grand standard deviation of employee orientation was 2.708 and
1.3748 respectively, which is a higher grand mean score of another independent variable. The
majority, 58.6 % of the enterprise owners’ responded disagrees with all variables asked in
positive, and that is, the asked variables negatively influence the performance of the
manufacturing MSE.

The responses of the owner managers about owner manager interest were found to have a
grand mean of 2.647 and grand standard deviation of 1.3175 which is a lower grand means score
of another independent variable. The majority, 61.5 % of the enterprise owner’s responded
disagrees with all variables asked in positive, that is, the asked variables negatively influence
the performance of the manufacturing MSE.

In the inferential statistical analysis of the study, Pearson’s product moment correlation
coefficient and regression analyses were used. The result revealed that the correlationcoefficient
for each predictor variables in relation to the dependent variable is: customer orientation (r
=0.678, p<0.05); competitor’s orientation (r = 0.694, p<0.05); employee orientations (r =0.657,
p<0.05); owner manager interest(r = 0.635, p<0.05) indicating that there is strong and positive
correlation between explanatory variables and the outcome single variable, manufacturing MSEs
performance.

From the multiple linear regression analysis, a significant regression model was found (F
= 64.853, p<0.000), with an R-square (R?) of 0.613 and its adjusted R2 of 0.603.This indicates
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that the regression model indicates that the independent variables accounted for 60.3% of the
variations of MSE performance. The study revealed that all the four hypothesized factors were
found significantly and positively influencing the MSE performance operating in Bahir Dar city
administration. The comparative intensity of the four hypothesized factors influencing the
enterprise performance was examined and the result revealed that owner manager interest factors
were the most influencing predictor variable for manufacturing MSE performance followed by
customer orientation, competitor orientation, and employee orientation factors. Generally,
Stakeholder orientations have significant influence micro and small manufacturing enterprise
performance at a significance level of 0.05.

CONCLUSION

The objective of this study was to determine the effect of stakeholder orientation on the
performance of micro and small manufacturing enterprise in case of Bahir Dar city
administration. The results confirm that stakeholder orientation, namely customer orientation,and
competitor orientation, employee orientation, and owner manager interest as having a positive
and significant effect on the performance of micro and small manufacturing enterprise.
Therefore, the implication is that micro and small manufacturing enterprise in Bahir Dar city
administration could improve their performance through the adoption ofstakeholder orientation.

RECOMMENDATIONS

The following recommendations are worth considering; it is recommended that,
manufacturing MSEs in Bahir Dar city administration must take stakeholder engagements
seriously as it plays an important role in how well their performance will increase when it comes
to customer orientation, competitor orientation, employee orientation and owner manager
interest. Ignoring any of these orientations may result in substantial loss in enterprise
performance.

e |t is recommended that owners /managers/ of micro and small manufacturing enterprise should constantly
make an effort to satisfy the needs and wants of customers by delivering superior value for them. This can
be achieved by gathering information about the wants and needs of customers. It is also recommended that
the owners / managers/ of enterprise gives more emphasis on customer orientation to enable the whole
enterprise to maximize customer value through allocation and development of strategies for an enterprise
/marketing concept/ and operationalize an organizational philosophy concerned with relationship
marketing. In addition, this study recommends, the owner manager gives more attention to customer
analysis which consists of a deliberate emphasis on understanding customer needs & wants, and also an
emphasis on customer responsiveness which entails responding to the information received about customer
needs and preferences to increase the performance of micro and small manufacturing enterprises.

e |t is recommended that the owners - managers of the enterprise should understand the strengths,
weaknesses, capabilities and strategies of competitors as well as being responsive to the actions of
competitors and offering should be better than the competitors so as to retain customer base and compete
effectively in the marketplace. To accomplish this, enterprises manager should be able to predict, monitor,
understand and neutralize the activities of their competitors. It is also recommended that owners/managers
of micro and small manufacturing enterprise should comprehend the nature of competitors, their
technologies, and products that customersperceive as alternative businesses to position themselves well in
the marketplace so that they will not be overtaken by their rivals.

e The study recommends, owners/managers of the enterprises should invest time and resources in staff
development potentially leading to superior skills and knowledge in support of customer service. It is also
recommended that the owner-managers of an enterprise understand employees as partners in the effort of
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the firm to accomplish organizational success, rather than as a cost to the enterprise. Enterprise owner-
managers should play a critical role in developing and implementing the organizational culture, especially
in risky and uncertain conditions. It is recommended that owner-manager emphasis on the relationship
within employees to provide ameans of accommodating the interests of employees while achieving firm
objectives because satisfied employees have greater morale and job motivation and work harder.
Consequently, this brings about a higher level of organizational efficiency and effectiveness as opposed to
dissatisfying employees.

e The study reveals that owner-manager interest factors were among the very strong influential factors that
affect the enterprise performance of MSEs. It is recommended that an owner-manager of the enterprise
should accommodate the interests of all parties or owners or members with a financial interest in the
business and formulate & implement profit making strategies. The study also recommends, owner
manager hasa regular meeting, regularly communicate, and the strategic direction of the enterprise should
be clear to all partners, parties or members that have a financial interest in the business.

e  Government should establish funds that can easily be accessed by MSEs, so that the enterprise can use it to
buy the necessary innovative equipment needed to improve upon their performances. Finally, it is
recommended that micro and small enterprise development Bureau, as an institution that deals directly with
MSEs, should sensitize them about the importance of employing stakeholder orientation practices in their
business operations.
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