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ABSTRACT
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Author Ajay Thapa
Degree Doctor of Philosophy (Development Administration)
Y ear 2013

Microenterprise development is one of the most discussed antipoverty
strategies in contemporary development discourses. Many developing countries have
adopted this strategy to fight against poverty. In Nepal aso, a microenterprise
development program with the objectives of increasing income and employment, and
thereby reducing poverty, has been implemented since 1998. Microenterprise
development is particularly targeted to the households living below the poverty line.
Among the people living below that line, the program is more focused on rural
women, unemployed youth, and people from socially-excluded communities such as
dalits, indigenous nationalities, religious minorities, other madhes castes, differently-
abled people, brahmin, chhetri, sanyasi, thakuri, disaster-affected families, conflict-
affected families, people living with HIV and AIDS, and Maoist youth ex-combatants
discharged from cantonments.

Antipoverty strategies often come under criticism for their poor performances.
The microenterprise development strategy also, apart from some success stories, is
not very far from such criticism. Most of the studies in Nepal have focused on
assessing the impacts of microenterprises. Some studies have found positive impacts
of these enterprises in improving the livelihood of the people, while other studies have
reported that not all microenterprises are as successful as there have been purported to

be. Therefore, in response to why some microenterprises are more successful than



others, or in other words, why some microenterprises perform better than others, this
study focused on the investigation of the socio-demographic and economic
characteristics of micro-entrepreneurs and microenterprises, exploring the
microenterprise  performance, and identifying the factors determining such
performance.

Based on a rigorous review of related economic, organizational, and
entrepreneurial theories and the results of empirical studies, an integrated conceptual
framework was developed for the purpose of this study. The primary data for the
study were enumerated using a survey questionnaire or interview schedule with 501
randomly sampled micro-entrepreneurs stratified in the gender, caste/ethnicity, and
enterprise categories across three ecological belts in Nepal. The mixed research
method was adopted for the research; the quantitative research method was the main
method of analysis; and the qualitative method was used to triangul ate the quantitative
results and enrich the discussion of the quantitative results with detailed information,
evidence, and contextual relevance.

The findings of the study, besides confirming the hypothesized association of
many factors, also nullified several other hypotheses and findings of previous studies,
and explored the interesting association of some of the factors with the performance
of the microenterprise. The study observed an increase in the level and growth of the
measures of the microenterprise’s performance, such as employment, profit, and sales
and assets between BS 2068 (April 2011 - March 2012) and 2069 (April 2012 -
March 2013). However, a noticeable variation in the level and growth of employment,
profit, sales and asset growth among microenterprises was also observed. The study
further revealed that entrepreneur-related factors, particularly gender, educational
attainment, managerial skills, the need for achievement, the need for autonomy,
creative tendency, internal locus of control, and managerial foresight; enterprise-
related factors, particularly enterprise age, enterprise size and initia financial
constraints; and environment-related factors, particularly environment hostility and
socia network, were among the key factors determining microenterprise performance
in Nepal. On the other hand, the age of the micro-entrepreneur, previous experience,
calculated risk taking traits, the enterprise sector, family environment, environmental

dynamism, and environmental heterogeneity did not appear to have significant effects



on microenterprise performance. The study also revealed the significant mediating
effect of managerial foresight on microenterprise performance. Managerial foresight
appears to mediate the effects of educational attainment, need for achievement, need
for autonomy, enterprise size, initial financial constraint, environmental hostility and
social network on the performance of the microenterprise.

In order to improve microenterprise performance and thereby contribute to the
reduction of poverty in Nepal, the study has made some policy recommendations. The
study suggests the following: that microenterprise development programs and related
policymakers focus more on strengthening the weaker microenterprises; that
managerial skills, managerial foresight and the creativity of the micro-entrepreneurs
be strengthened in order to improve microenterprise performance; organizing
refresher courses on the components of the microenterprise development model on a
regular basis; initiate awareness programs on the importance of managerial foresight
in relation to enterprise performance so that the micro-entrepreneurs can gain multiple
benefits from the significant effect of managerial foresight; encourage micro-
entrepreneurs to widen and strengthen their social network; strengthen the micro-
entrepreneur’s direct and convenient network with customers and suppliers;
encourage the micro-entrepreneurs to continue the microenterprise business as they
are likely to perform better in the long-run; encourage micro-entrepreneurs to invest
more or expand their enterprises, as bigger microenterprises seem to have higher
performance; facilitate the access of the poor to microcredit so that they can start
microenterprises; adopt corrective measures to strengthen the micro-entrepreneurs to
cope with environmental hostility; enhance the accessibility of the target groups of the
microenterprise development program or the people living below the poverty line to
education; encourage the micro-entrepreneurs to apply their full effort or work full-
time so that they can achieve the higher performance of microenterprises. Last, the
study has explored the idea that the microenterprises owned by the micro-
entrepreneurs that are female, have more years of education, higher managerial skills,
higher managerial foresight, greater creative tendency, less motivational orientation of
need for achievement, need for autonomy and internal locus of control are relatively

more successful or exhibit higher performance. Therefore, the study encourages the



Vi

persons with these profiles to become involved in the microenterprise sector so that
they will be more successful.

The study has made some modest practical and theoretical contributions to the
field of micro-entrepreneurship. From the perspective of the practical contributions of
the study, it has significant value for microenterprise-related policymakers and
researchers. Similarly, the micro-entrepreneurship is still a novel field for scientific
research programmes. The micro-entrepreneurship as a field of scientific research
programme still lacks its own sound theoretical foundation. The results of this theory,
besides confirming some of the hypothesized theoretical associations, have also
nullified several other associations, and observed some other interesting results that
contrast with the conventional thinking and the findings of previous studies.

The study, considering the likely difference in the nature and the challenges of
a sef-initiating micro-entrepreneur from those initiated under a microenterprise
development program, suggests that future studies focus on self-initiated
microenterprises. Last, but not the least, the study further suggests that future studies
carry out qualitative studies exploring the distinctive factors determining

microenterprise performance in a particular context.
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CHAPTER 1

INTRODUCTION

1.1 Background

1.1.1 Poverty Situation in Nepal

Poverty has become a global phenomenon. It is more concentrated in
developing countries and even more predominantly in rural areas. The majority of
people in the devel oping world (55 percent) livein rural areas. A large mgjority of the
very poor people of developing countries (70 percent) live in rural areas (International
Fund for Agricultural Development, 2011). In the context of Nepal, one in every four
still lives below the poverty line. A significant majority of the total population (88.3
percent) live in rural areas. The incidence of poverty in rural area is amost double
that of the urban areas (27.43 percent vs. 15.46 percent, Central Bureau of Statistics,
2011). As with rural-urban inequality, caste/ethnic inequality is another phenomenon
of poverty in Nepal. According to Central Bureau of Statistics (2011), dalits bear the
burden of poverty more than non-dalits. The percentage of poor among dalits is
amost double that of non-dalits (42 percent vs. 23 percent, Central Bureau of
Statistics, 2011).

The income inequality between the rich and poor in Nepal is quite huge. The
highest quintile of the population, opposed to the lowest quintile, has around a six
times higher per capitaincome. The nominal average per capitaincome of a Nepali is
41,659 Nepalese Rupees (NRs). The lowest quintile of the population has a per capita
income of around 15,888 NRs only, whereas the highest quintile has a 94,149 NR
income (Central Bureau of Statistics, 2011).

Besides poverty and inequality, unemployment and or underemployment are
other noticeable phenomena in Nepal. Nepal is under a relatively high labour-force
growth rate (2.6 percent). According to National Planning Commission of Nepal
(2008), more than 300,000 labourers are added in the labour market every year.



According to Human Development Report 2013, the ratio of employment to the
population (percent of the population aged 25 years or older) is around 86.4 percent
(United Nations Development Program, 2013).

Agriculture is one of the main sectors engaging the working-age population.
Self-agriculture alone provides more than three-fifths of the total employment (61.20
percent). Self non-agriculture and other extended economic work provide around one-
fifth of the total employment (23.40 percent) followed by the wage non-agriculture
(12.60 percent) and wage agriculture sector (2.8 percent). However, with reference to
wage employment, the non-agriculture sector holds around two-thirds of the total
wage employment (65 percent) whereas the agriculture sector holds only around one-
third (35 percent). The non-agriculture sector also provides significantly higher
earnings for the workers (mean daily wage 263NRs) than the agriculture sector (mean
daily wage 170NRs) (Central Bureau of Statistics, 2011).

The trend in the incidence of poverty in Nepal is gradually declining. The
overall incidence of poverty in Nepal in 1995/96 was 41.8 percent (Central Bureau of
Statistics, 1996), which in 2003/04 declined to 30.8 percent (Central Bureau of
Statistics 2004), and recently in 2010/11 further declined to 25.4 percent (Central
Bureau of Statistics, 2011). There might be several reasons behind the declining trend
in poverty over time in Nepal. Poverty reduction strategies and efforts initiated in the
country could be one of the reasons behind it. The succeeding section discusses the

major poverty reduction effortsin Nepal.

1.1.2 Poverty Reduction Effortsin Nepal

Developing countries have been committed to eliminating poverty as one of
the key goals of their development plans and programmes. More specificaly,
eliminating absolute poverty has also become a major objective of the government,
the United Nations and its specialized agencies, multilateral and bilateral donor and
aid agencies, and international and domestic organizations. Various strategies and
approaches, including the highly propagated pro-poor strategies and programmes such
as participatory development, community-based models, empowerment of the poor,
skills development, and capacity building, credit for the poor, the construction of

sustainable livelihoods, and so on, have been implemented since long ago to achieve



the goals of poverty reduction. The following segment briefly reviews the plans and

programs initiated to fight poverty in Nepal. The review is extensively based on the

formal periodic plans of the Government of Nepal (available at www.npc.gov.np).
1.1.2.1 Addressing Poverty in Formal Periodic Plans

Nepal has more than a six-decade-long history of formal periodic
planning. The first periodic plan was initiated in 1956. Plans up to the fifth plan
(1976-1980) emphasized mainly erecting the foundation of development in the
country. Until the fifth plan, the plans were more concerned about the policies and
programmes with the objectives of improving economic conditions, raising
production or output, education, employment, health, standards of living, welfare,
general well-being, equality, people-oriented development, focusing on minimum
needs, regional balance, and so on.

The sixth plan (1981-1985) recognized unemployment and poverty as
the key issues of concern in the development of the country. The plan primarily aimed
to increase production at a faster rate, increase productive employment opportunities,
and meet the minimum needs of the people. From the poverty reduction perspective,
the plan adopted the basic needs approach. It aimed to provide the basic needs of the
people such as food grains, fuel (firewood), drinking water, basic health services,
primary, vocational adult education, and basic transport facilities. The sixth plan
emphasized such policies as giving priority to the development of the agriculture
sector, development of cottage and small scale industries, export and tourism
development, conservation of natural resources and stress on the development of
water resources, utilization of the available infrastructure, improving the absorptive
capacity of the economy and controlling population growth rate, and controlling
population growth.

The seventh plan (1986-1990) acknowledged the objectives of the
sixth plan as long-term ones. The plan considered extensive poverty as the man
problem of the economy and increasing production as the only solution for the
gradual removal of prevailing poverty from the country. The plan emphasized
increasing production and employment opportunities, and thereby fulfilling the
minimum needs of the people. The seventh plan also recognized the importance of

private sector involvement in enterprise development, thus, adopting a laissez-faire



strategy to create a better atmosphere for private sector growth. It also focused on
strengthening the institutional basis to operate private enterprises and providing
support and assistance to the small farmers, industrialists and professionals so that
they could improve their economic conditions.

The eighth plan (1993-1997), the leading national plan after the
restoration of democracy in 1991, recognized poverty alleviation as one of the three
principal objectives of the plan—sustainable economic growth, poverty alleviation,
and reduction of regional imbalances. The plan gave priority to creating productive
assets, employment opportunities, and extending social services such as health,
education, vocationa training and drinking water, and so on. Moreover, the eighth
plan adopted a self-sustainable development process from the village level up so that
the rural people, where the mgjority of the poor live, could attain a minimum standard
of living. For this purpose, the pronouncement of late B.P. Koirala, “Plans or budgets
should be formulated with the peasant in mind...Every Nepali should have a small
house to live in and a milk cow in the court yard,” was adopted to provide a guideline
for making decisions concerning devel opment programmes.

The ninth plan (1997 — 2002) adopted the alleviation of widespread
poverty in the country as one of its sole objectives. This plan also established long-
term goals for improving development indicators such as a higher economic growth
rate, pro-poor development process, and equitable distribution of income with special
focus on poverty alleviation, employment promotion, regional balance, and equitable
distribution of the benefits of the development. The plan targeted the long-term goal
of reducing the incidence of poverty from 42 percent to 10 percent within 20 years.
The plan proposed the need for employment generation, production and productivity
enhancement, good governance, human resource development, and empowerment of
people to fight poverty in the country. The agricultural perspective plan (APP) was
also adopted as the main basis for increasing production, providing food security,
increasing employment and income, and ultimately contributing to poverty
aleviation. It focused on the promotion and extension of cottage and small-scale
industries and or rural entrepreneurship development and mobilization of the rura
labour force in productive activities through human resource development and

extensive expansion of entrepreneurial and skill-oriented training programmes,



technical assistance, consultancy and the credit-flow to the rural villages, and so on as
instruments to alleviate the poverty. This plan targeted the implementation of market-
oriented skill development programmes for one hundred thousand (100,000) people to
promote and enhance the microenterprises and cottage and small-scale industries in
the country.

The tenth plan (2002-2007), the first plan of the twenty-first century
and the new-millennium, aimed to enhance the concept of developing a cultured,
competitive, affluent and equitable Nepali society reflecting the ultimate aspirations
of Nepal and the Nepali people at large. This plan focused on mobilizing the means
and resources for the mutual participation of government, local agencies, non-
governmental sectors, the private sector, and civil society to extend the economic
opportunities in the country. It also focused on enlarging employment opportunities
and widening the access to means and economic achievements for women, Dalits,
peoples of remote areas, and poor and backward groups through programmes that
included such aspects as empowerment, human development, security and targeted
projects thereby improving the status of overall economic, human, and social
indicators. The plan also incorporated an interim poverty-reduction strategy. It
considered high-sustainable and wide economic growth, development of socia and
rural infrastructures, targeted programs and good governance as the four pillars of
poverty alleviation. Moreover, the plan, under the industrial sectoral policy, also
emphasized micro-, cottage and small-scale industry development, which could
generate employment opportunities and increase the per capitaincome and purchasing
power of the rural people, thus contributing to poverty alleviation.

The three-year interim plan (2008-2010) focused on reducing
unemployment, poverty and inequality by emphasizing support to conflict-affected
peoples, reconstruction and reunion, pro-employment and pro-poor wide economic
growth, good governance, infrastructure development, social development and
inclusive development and targeted programmes. Under the industrial policy, the
three-year interim plan has also considered microenterprise development as one of the
key strategies to fight poverty. The plan also set a strategy to initiate micro-
entrepreneurship or domestic or traditional entrepreneurship skills development

programmes and to extend them to all the districts in the country.



The three-year interim plan (2011-2013), like the preceding plans, has
given priority to poverty alleviation through inclusive employment creation and
equitable economic growth. The plan has prioritized agricultural development,
tourism, industry, and exports as some of the key sectors to strengthen, thereby
creating employment and economic growth and consequently resulting in poverty
reduction. The plan, under the industrial policy, also has given priority to the
extension of micro-enterprise development to create entrepreneurship and
employment among the poor and disadvantaged population in the country.

1.1.2.2 Poverty Reduction Programsin Nepal

The government has been initiating several programs and projects that
have been targeting poverty reduction since the early 1970s. Some of these major
programs are the Subsidized Ration Distribution Program (SRDP-1970s), the
Production Input Distribution Program (PIDP-1970s), the Integrated and Community
Development Projects (ICDP-1975), Food and Feeding Programs (FFP-1980s), the
Food for Work Program (FWP), Garib Sanga Bishweshwar Karyakram (Bisheshwor
Among the Poor Program) (GSBK-1990s), the Western Terai Poverty Alleviation
Project (WTPAP-1997), the Jagriti Women Income Generating Program (JWIGP-
1990s), Enhancing Swabalamban for Poverty Alleviation in Arun Valley (ESPAAV -
1998), (Dhakal, 2002: 81-88); Poverty Alleviation Fund (2010/11), and the Micro-
Enterprise Development Program (MEDEP) (Pun, 2010).

To review the programs briefly (the review is extensively based on
Dhakal, 2002: 80-88, Poverty Alleviation Fund, 2010/2011 and Pun, 2010), the
poverty reduction programs begun in 1970s were more subsidy oriented. The
government emphasized providing subsidies to the farmers and therefore employment
and production could be increased, resulting in improvements in the standard of
living. The Nepal Food Corporation started the Subsidized Ration Distribution
Program to subsidize particularly the transportation costs on rations to deliver to the
remote areas of the country such as the hilly and mountainous regions. The
Production Input Distribution Program focused on providing subsidized fertilizers and
credits to the farmers so that the poor farmers could increase their agricultural

production. Similarly, several projects under the ICDP were launched across the



country to improve the quality of life of the rural poor through increased production,
employment, capability, and basic infrastructure.

In the 1980s, the government started several programs to combat
poverty in the short run and long run. Some programs were targeted to support the
ultra-poor or vulnerable groups directly with food and employment. For instance,
realizing the lack of sufficient food among the poor in the country, the FFP was
implemented in the country with support from the World Food Program (WFP) to
increase access of vulnerable groups such as malnourished children, pregnant women
and the primary school children to food. Similarly, with the objective of employment
generation, the government also started the FWP. The World Bank’s Food/Cash for
Work program is one of the major food for work programs to help vulnerable groups
of people in remote districts. On the other hand, the government constituted the
Council for Technical Education and Vocational Training (CTEVT) in 1989 for the
production of technical and skilful human resources required for the nation; therefore,
technical and skilful human resources could be produced, thereby addressing the issue
of unemployment and poverty in the country in the long run.

In the 1990s, after the restoration of the democracy, the elected
democratic government initiated several poverty reduction programs across the
country. For example, the WTPAP, with the goal of generating income and welfare
to needy farmers, has been providing loans and other facilities in severa districts
across the western Terai of Nepal since 1997. Likewise, the JWIGP, a poverty
reduction program started by the Ministry of Women, Children and Social Welfare,
has emphasized assisting the backward women in employment and income generation
and thereby improving their livelihoods. Similarly, in 1998, with the objective of
creating self-employment, the ESPAAV program was begun in Shakhunsabha and
Bhojpur districts in 1998. The GSBK was one of the popular programs designed to
raise the livelihood of the poor through social mobilization, improved access to
health, education, credit, skill development, local leadership development, and
participation in decision making, in 1998, thus combating poverty in the country.
However, perhaps due to the political turmoil in the country, the highly-propagated

poverty reduction program—GSBK—was not well materialized.



In 1998, with the main objectives of increasing income through self-
employment and consequently reducing rural poverty in the country, the government
of Nepal (Ministry of Industry, Commerce and SuppliessMoICS), with special
technical and financial support from various international organizations initiated the
Micro-Enterprise Development Program (MEDEP) in 1998 with 10 districts across
the country. The MEDEP has targeted the people living below the poverty line. The
program until now has been implemented in 36 districts in different phases over the
period (Pun, 2010).

The government also established the Poverty Alleviation Fund (PAF)
in 2004, which is especially concentrated on bringing the excluded and disadvantaged
communities into the mainstream of development. The PAF has been emphasizing
small-scale village and community infrastructure development, income generation,
innovation, capacity building through social mobilization of community groups,
capacity building for local bodies, capacity building for target groups engaged in
income generating activities, support to rural and community finance, and
information, monitoring and evaluation (Poverty Alleviation Fund, 2010/11).

1.1.3 Microenterprise Policy and Strategiesin Nepal

The Industrial Enterprise Act 1992 has classified the enterprises in three
categories only: small-scale enterprises (with the fixed assets of up to 30 million
NRs), medium-scale enterprises (with the fixed assets from 30 million NRs to 100
million NRs), and large-scale enterprises (with the fixed assets of above 100 million
NRs). The Industrial Enterprise Act 1992 has been silent about microenterprise
development. However, in 2006, realizing the role of the microenterprise in the
economy and poverty reduction through employment generation and production, the
Microenterprise Business Development Act 2063 was introduced. The act focused on
encouraging the participation of the ultra-poor women, dalits, indigenous, jangjatis
and marginalized or disadvantaged groups of the population in microenterprises and
on strengthening their enterprises, thus generating employment and income to the
poor and thereby reducing poverty and strengthening the national economy. The act
comprises some provisions of special facilities for the microenterprises; for example,

the income from the microenterprise shall not be taxed, all the facilities of the



domestic industries shall be considered to be provided to the microenterprises, and a
50 percent cut off on the taxable amount of the sales of microenterprise products by
other businesses. Similarly, the act also has the provision of prioritized credit
facilitation through financial ingtitutions, establishment of a microenterprise
development fund for the district development committee (DDC) and a vulnerable
microenterprise reactivation fund, and priority on the purchase of goods and services
produced from the microenterprises by the government offices.

Later on in 2010, a more comprehensive policy—Industrial Policy 2010
(Udhyog Niti 2067)—along with specific strategies and programmes addressing the
issues related to microenterprise, cottage and small-scale industries, was introduced.
The industrial policy 2010, with the broad objective of making a contribution to the
goal of poverty reduction through broad-based industrial growth, facilitating the
interplay of public, private and cooperative sectors, has recognized microenterprises
as one of the separate classifications of enterprises in Nepal. According to the
Industrial Policy 2010, the microenterprise refers to the enterprise having met the
following criteria:

1) Where investment is up to two hundred thousand rupees as fixed
capital except the house or land

2) Where the entrepreneur himself or herself engaged in management

3) Where there are up to nine workers including the entrepreneur

4) Where the annual financia transaction is less than two million
rupees, and

5) If an instrument with engine is used, the electric motor or other oil
engine capacity hasto be less than ten kilowatts

Moreover, despite meeting the aforementioned conditions, an enterprise that
requires permission such as liquors, beer, cigarettes, biri, or other tobacco goods or
materials production-related enterprises are not considered to be microenterprises.

Industrial  Policy 2010 has set some special policy provisions for
microenterprises, cottage, and small-scale industries. The policy has emphasized
developing the necessary legal provisions, organizational structure, and infrastructure
and extending the industry development fund to promote microenterprise, cottage and

small-scale industries and to improve their competencies. It has also emphasized
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providing entrepreneurship-development training, business development services
(BDS), and developing an information technology system for the better production
and management of the microenterprises, cottage and small-scale industries. The
concept of one village one product has emphasized the strengthening of the industries
by identifying the potential of local resources, and by establishing product
development centres and additional product specific industrial clusters.

In addition to the policies associated with microenterprise, cottage and small-
scale industries, to materialize the policies, the Industria Policy 2010 has aso
proposed various strategies related to the same. For instance, mobilizing the
community, encouraging market oriented quality production, managing village
independent fund, equity fund or credit guarantee to extend the access to credit,
extending one village one product program, encouraging entrepreneurs to form an
umbrella organization, encouraging government and non-government organizations to
use the microenterprise products, encouraging private service in providing business
development services, and so on, are some of the key strategies congtituted in the
Industrial Policy 2010 to materialize its policies. Moreover, the Industrial Policy 2010
has also set the provisions, for example, the microenterprise will not be charged with
any kind of tax: a government tax, income tax, value added tax (VAT). Similarly, to
extend the microenterprises, cottage and small-scale industries’ access to credit, the
policy has the provision of managing the existing provision of loan services to the
poor in the financial institution act efficiently and incorporating these enterprises and

industries in the cooperatives.

1.1.4 Micro-Enterprise Development Program (M EDEP)

The microenterprise development program is one of the most popular
programs implemented in Nepal to fight poverty. It was launched in June, 1998. It
aims to combat poverty through creating and devel oping microenterprises, generating
self-employment, and increasing household income in the rural areas of Nepa
(Micro-Enterprise Development Program, 2013). The following description of the
microenterprise development program is extensively based on the information
available at the Micro-Enterprise Development Program website (www.medep.

org.np) and Micro-Enterprise Development Program (2013).



11

The government of Nepal (GoN) with financial and technical support from the
United Nations Development Program (UNDP), initiated MEDEP in 1998. After the
initiation, apart from the UNDP, many other donors and or international organizations
such as Australian Aid (AusAID), the Department for International Development
(DFID) of the UK government, the New Zealand Agency for International
Development (NZID), the Canadian International Development Agency (CIDA), and
so on, have also supported the program. The Ministry of Industry (MOI) is the main
implementing agency of the MEDEP. The Ministry of Local Development (MoLD)
and the Ministry of Forest and Soil Conservation (MoFC) are co-implementing
agencies.

In the beginning, the program, as a five-year pilot program, was implemented
in 10 districts (Baitadi, Dadeldhura, Dang, Dhanusha, Nawalparasi, Nuwakot, Parbat,
Pyuthan, Sunsari, and Tehrathum) as a pilot program duringthe first phase (1998 to
2003). The programme was extended to an additional 15 districts (Banke, Bardia,
Darchula, Kailali, Myagdi, Ramechhap, Rasuwa, Sindhuli, Sindhupalchok, Udaypur,
Kabhre, Kapilbastu, Sarlahi, Siraha, Saptari) in the second phase (2004 — 2007), and
11 other districts (Jumla, Kailkot, Dailekh, Surkhet, Dolakha, Baglung, Rukum,
Rolpa, Salyan, Mohatari, and Rautahat) in the third phase (2008 to 2012). Until now,
the program has been implemented in 36 districts across the country.

MEDEP has adopted a demand-driven approach of implementing the program.
In order to explore its needs and potentials, MEDEP conducted a baseline study on
natural resources and services, enterprise potential, market demands, and target
groups. The survey results helped to evaluate the people’s needs, resources and
potential, and market demand, thereby identifying the MEDEP intervention area (see
Figure 1.1).
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MEDEP Market Demand
Intervention Area

Demand Driven Model MEDEP

Figure1.1 MEDEP Intervention Area

Sour ce: Micro-Enterprise Development Programme

Moreover, MEDEP has its own ME development model. The ME
development model includes six components: (1) social mobilization for enterprise
development, (2) entrepreneurship development, (3) technical skills development, (4)
access to micro-credit, (5) access to appropriate technology, and (6) marketing and
business counselling.

Social mobilization refers to the entry point for creating micro-entrepreneurs
by identifying the potential target groups by the Enterprise Development Facilitator
(EDF). Entrepreneurship development includes the transfer of entrepreneurship skills
through trainings such as Training of Potential Entrepreneurs (ToPE), Training of
Starting Entrepreneurs (ToSE), Training of Existing Entrepreneurs (ToEE), and
Training of Growing Entrepreneurs (TOGE). Access to micro-credit includes the
facilitation of the micro-financial institutions for the micro-entrepreneurs by MEDEP.
MEDEP does not provide financial support directly. Access to appropriate technology
refers to the use of user-friendly and low-cost technical skills, equipment and
machinery, which is mostly supported in groups by MEDEP. Last, MEDEP provides
support to the micro-entrepreneurs in developing linkages with small to large

enterprises, pricing, labelling and branding their products.
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The target beneficiaries are the families living below the national absolute
poverty line (NRs. 21,268 per capita income for the year 2012/2013, Nepal Rastra
Bank quoted in Micro-Enterprise Development Program, 2013). Moreover, among the
poor also, MEDEP has specific target beneficiaries that include women, unemployed
youth, people from socially-excluded communities such as dalits, indigenous
nationalities, religious minorities, other madhesi castes, differently-abled people,
brahmin, chhetri, sannyasi, thakuri, disaster-affected families, conflict affected
families, people living with HIV and AIDS, and Maoist youth ex-combatants

discharged from cantonments (Micro-Enterprise Devel opment Program, 2013).

1.2 Statement and Significance of the Problem

Microenterprise refers to a very small, family-based enterprise that focuses on
the assets of the poor and strives to empower citizens to become economically self-
sufficient (Akpinar, 2004). The microenterprises are of two types. forma and
informal. Informal microenterprises are generally initiated by individuals or families
to earn money using their traditional craft skills. Formal microenterprises are initiated
by NGOs and government agencies as an income-generating programme for needy
families. Formal microenterprises are, to some extent, backed by training, funds, use
of appropriate technology, business counselling, market linkage, and so on, by the
government or non-government organizations.

Microenterprise development has become one of the most widespread poverty
reduction strategies in contemporary development discourses. It emerged as a tool to
combat poverty during the 1980s following the concept of Grameen (“Rural”) Bank
of Bangladesh formed in the late 1970s. The Grameen Bank provided small loans or
microcredit to the poor to run their household based microenterprises and to generate
self-employment (Akpinar, 2004). After the success of the concept of the Grameen
Bank in Bangladesh, microenterprise development has been given high priority
worldwide to fight poverty.

In the context of Nepal, microenterprise development as an antipoverty
strategy was launched in June, 1998. The main objective of the ME development is to

increase the income through self-employment and consequently reduce poverty in the
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rural areas of Nepal. The microenterprise development is particularly targeted to the
households living below the poverty line. Among those people, the program is more
focused on rura women, poor-scheduled caste, poor indigenous groups, the
differently-able (mentally and physically challenged), deprived women (divorced
women, women-headed households), and so on (Pun, 2010; Micro-Enterprise
Development Program, 2013). There are 26 different poor scheduled castes, 59
different indigenous groups of which 12 are ethnic minority groups and among which
eight have been considered as endangered ethnic groups (Pun, 2010).

Until now, out of total 75 districts, the ME development program has been
implemented in 36 districts across three ecological belts: mountain, hill and terai in
Nepal. The program has created 51,182 micro-entrepreneurs and has generated
employment for 52,374 people living below the poverty line with more than two-
thirds women micro-entrepreneurs (67 percent). A large majority of microenterprises
(68 percent) created by MEDEP are in the hill region followed in the
terai/madesh/plain region (32 percent) and the mountain region (22 percent). Among
the total micro-entrepreneurs, a majority share (55 percent) involves youths (16 to 35
years) with a vast majority of female youths (74 percent) (Pun, 2010). Pun further
claimed that the average per-capita income (PCI) of the micro-entrepreneurs has
increased by 240 percent. The average PCl of these micro-entrepreneurs, before
joining the microenterprise development programme, was 4,431NRs, which by the
year 2010, had increased to 15,108 NRs (Pun, 2010).

The antipoverty strategies often come under criticism for their poor
performances. Microenterprise development strategies also, apart from some success
stories (observed, discussed and or pointed out by Inter-American Devel opment Bank,
1998; Bhatt, Painter, & Tang, 1999; Clark & Kays, 2000; Ritter, 2000; Farnan, 2001;
Schreiner, 2001; Develtere & Huybrechts, 2002; Gennrich, 2002; Ajibefun &
Daramola, 2003; Inter-American Development Bank, 2003; Eversole, 2004;
Kadiyala, 2004; Ferguson, 2007; Thapa, 2007) are not very far from criticism. Critics
are of the view that microenterprises are not as successful as they are purported to be.
Studies have noted that microenterprise development strategies also do not have
uniformly significant impacts on the microenterprises. Microenterprises tend to be

undercapitalized, inefficient, and only very few of the unemployed are self-employed
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and only a small fraction of the poor can escape from the poverty (observed,
discussed and or pointed out by Servon, 1996; Ehlers & Main, 1998; Schreiner, 1999;
Gaiha, Imai, & Kaushik, 2001; Kevane & Wydick, 2001; Schreiner, 2001; Sanders,
2002; Eversole, 2003; Mueller, 2006;).

In the case of Nepal, apart from some studies conducted by the implementing
agencies or organizations themselves, there are very few studies conducted in the field
of microenterprise. Most of the studies have concentrated on assessing the impacts of
microenterprises. Some studies have found positive impacts of microenterprises in
improving the livelihood of the people (Binayee, Sapkota, Subedi, & Pun, 2004,
Nepal, 2004; Dhakal, 2006; Pandey, 2006; Rana, 2006; Sitoula, 2006; Adhikari,
2007; Gurung, 2007; Koirala, 2007; Lama, 2007; Thapa, 2007), while other studies
have reported that not all microenterprises are as successful as they were expected to
be. Studies have reported that some microenterprises have not created as many
employment opportunities as others (Pun, 2007), are not able to repay the instalment
of the credits (Khanal 2007), and are unable to gain the optimum benefit of the
occupation (Pandey, 2007). The difference in the success of microenterprises reported
by the existing research in Nepal and across the world, has encouraged scholars to
explore why some microenterprises are successful and why others not or why some
microenterprises have performed better than others, or vice versa.

There might be various factors causing the variation in the success or
performance of the microenterprises. The literature on the factors associated with
enterprise performance or its success points out that the factors related to the
background characteristics of the micro-entrepreneur himself or herself, the factors
related to the characteristics of the microenterprise, and the factors related to the
business environment tend to determine the microenterprise performance. To the
extent of the researcher’s knowledge, there is almost no such comprehensive study
particularly identifying the factors determining the performance of microenterprisesin
Nepal. Considering the difference in the success or performance of the
microenterprises created and supported under the same program across the country,
there is a dire need for studies exploring the factors determining the performance of
microenterprises. If the key factors determining the performance of microenterprises

are identified, the future microenterprise-related policies and programs can address



16

the factors so that the performance of the relatively weaker microenterprises can also
be improved. Therefore, this study seeks to identify the factors determining the
performance of microenterprises in Nepal, and it can serve as a very crucia step
towards understanding the performance of the microenterprise and its determinants in
Nepal so that microenterprise development policy efforts of the government and
several INGOs in the future can be made more effective and efficient in increasing

self-employment and income, thus resulting in the reduction of poverty.

1.3 Objectives of the Study

The overal objective of the study is to identify the factors determining the
performance of microenterprises in Nepal. The specific objectives of the study are as
follows:

1) to investigate the socio-demographic and economic characteristics
of micro-entrepreneurs and microenterprises

2) to explore the level and growth of employment, profit, sales and
assets and performance of microenterprises

3) to examine the effects of entrepreneur-, enterprise- and
environment-rel ated factors on the microenterprise performance.

4) to make some specific policy recommendations

5) to contribute to the microenterprise policy debate and the body of

entrepreneurship knowledge.

1.4 Research Questions

In order to obtain the aforementioned objectives of the study, this study aims
to explore answers to a number of research questions as follows:
1) What are the socio-demographic and economic background
characteristics of micro-entrepreneursin Nepal ?
2) What isthelevel of the performance of microenterprisesin Nepal?
3) What are the entrepreneur-related factors determining the

microenterprise performance?
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4) What are the enterprise-related factors determining the
microenterprise performance?
5 What are the environment-related factors determining the

microenterprise performance?

1.5 Scope of the Study

This study has focused on identifying the factors determining the performance
of the MEs supported by the MEDEP initiated by the government in a partnership
approach with international organizations to fight poverty in Nepal. There are around
51,182 micro-entrepreneurs created and or supported under the ME development
program in 36 districts across the country. Therefore, primarily, this study has a
countrywide scope in Nepal. Moreover, microenterprise development has become one
of the popular strategies to combat poverty in many developing countries and is a
much-discussed antipoverty strategy in academia and practice. Therefore, the findings
and recommendations of this study will provide a modest contribution to the debate of
microenterprise development, economic policies and programmes, and the antipoverty
strategies.

Besides geographic or population and policy scope, this study also includes in
the field of entrepreneurship study. It has been conceptualized based on economic,
organization, and entrepreneurship-related theories such as Schumpeter’s theory of
economic development, resource-based theory, trait theory, role theory, behavioural
theory, network theory, contingency theory, and the findings from the related
empirical studies. After a comprehensive review and discussion of the related theories
and findings of empirical studies, an integrated conceptual framework was devel oped
to study the factors determining the ME performance, such as entrepreneur-related
factors, enterprise-related factors, and environment-related factors. The use of an
integrated framework is a more comprehensive approach to study the factors
determining the performance of microenterprises than using a single, theory-driven
approach, as most of the studies did in the past. Moreover, the study has also
employed multidimensional measures of microenterprise performance, which has

made the analysis more robust than would have been possible with only a one-
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dimensional measure. Therefore, this study has a wide scope in the field of

entrepreneurship study, as well.

1.6 Limitations and Delimitations of the Study

Every study has some limitations and delimitations. A limitation refers to the
factors that are beyond the control of researchers. Delimitation refers to the choices
made by the researcher himself or herself. The respondents for this study were the
micro-entrepreneurs that were supported by the microenterprise development
programme of the government of Nepal with special assistance from various
international organizations. There might be many other microenterprises across the
country not initiated and or supported under the microenterprise development
program or that are supported by other organizations and programs. Therefore, the
results of this study may not reflect the characteristics of the entrepreneurs and
enterprises not supported by the microenterprise development program. Secondly, due
to time limitations, microenterprise performance was assessed in terms of the growth
in employment, profit, sales and assets for the past two years only. The performance
could also be measured for longer period using longitudinal data, so that the effects of
seasonal variations and the survival aspects of the microenterprise could be assessed.
Thirdly, the sampled districts for the study are Sindhupalchok, Parbat, and
Nawalparasi. The inferences drawn from this may not be directly generalizable to
other districts of the country or to the other parts of the world. Thus, the inferences of

this study may be only cautiously generalized to other settings.

1.7 Definition of Key Terms

In social science research, sometimes the same term is understood differently
in different contexts and periods. The key terms employed in the study are defined
below.

1) Microenterprise is a very small-scale, self-employment-oriented,

househol d-based economic activity.
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2) Microenterprise performance is the progress of a microenterprise
towards achieving its vision, goals or objectives such as the growth of employment,
profit, sales, and assets.

3) Managerial foresight refers to the behavior of an entrepreneur in
analyzing contingencies and desired future courses of action.

4) Entrepreneur-related factors refer to the personal background
characteristics of micro-entrepreneurs that include gender, age, education, previous
experience, managerial skills, personality traits and motivation, and the managerial
foresight of the micro-entrepreneurs.

5) Enterprise-related factors refer to the features of microenterprises
that include enterprise age, enterprise size, enterprise sector, and the financial capital
of the microenterprises.

6) Environment-related factors refer to the factors around the
microenterprise and the perceived task environment by the micro-entrepreneurs that

include family environment, socia network, and the perceived task-environment.

1.8 Benefits of the Study

The results of this study are presumed to benefit at multiple levels: micro-
entrepreneurs, policy debates, and the body of entrepreneurship knowledge. This
study has explored the socio-demographic and economic characteristics of micro-
entrepreneurs and the microenterprises, the level of performance of the
microenterprises, and has identified the factors determining the performance of
microenterprises. The findings from this study will benefit micro-entrepreneurs in
terms of understanding the factors determining their enterprise performance. The
micro-entrepreneurs that are not as successful as others can learn about the factors
affecting their performance and may improve accordingly.

This study has contributed to policy debates that could be useful to
microenterprise  development-related policy makers, planners, and policy
implementers, international organizations, and NGOs in order to create future policies
and programs that are more efficient and effective in improving the performance of

microenterprises.
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The micro-entrepreneurship is often categorized as small-scale
entrepreneurship. However, it has some very peculiar features and objectives that are
different from other enterprises. The micro-entrepreneurship as a field of scientific
research still lacks its own sound theoretical foundation. This study, using an
integrated framework of factors determining the performance of microenterprises and
multidimensional measures of the microenterprise performance, has provided a robust
analysis of the factors determining the performance of microenterprises. Moreover,
since the integrated framework used in the study has been designed based on a
rigorous review of economic, organizational, and entrepreneurship-related theories
and empirical studies across the world, the study also explores the relevance of the
theories devel oped based on small-scale, medium-scale, or large-scale enterprises and
empirical findings in the context of micro-entrepreneurship. Therefore, the results of
this study contribute in the body of microenterprise knowledge and microenterprise
policy debate. Hence, the results of this study benefit the academicians, professionals

and policymakersto gain more insightsin the field of entrepreneurship.

1.9 Organization of the Study

This report has been organized into six chapters: 1. Introduction, 2. Review of
Literature, 3. Research Methods, 4. Presentation and Analysis of the Data, 5. Results
Discussion, and 6. Summary of Findings, Conclusions and Recommendations
followed by Bibliography, Appendices and the researcher’s biography. In the first
chapter (introduction), the statement and significance of the problem, the objectives of
the study, the research questions, the limitations and delimitations of the study, the
benefits of the study, and the organization of the study are described. In the
succeeding chapter (Review of the Literature), the review and discussion of related
theories, models, and approaches and relevant empirical studies, and an integrated
conceptual framework, model equations, and the research hypotheses are presented.
In the third chapter (Research Methods), the research design, the unit of analysis,
population, sample size, sampling methods, operational definition, measurement, data
collection methods and instruments, and data management and methods of analysis
are described. In the fourth chapter (Presentation and Analysis of the Data), the
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demographic or descriptive and inferential results are presented and analyzed. In the
fifth chapter (Results Discussion), the findings of the study are discussed in relation to
the relevance of related theories, other empirical findings, and the study context. In
the sixth chapter (Summary of Findings, Conclusions, and Recommendations), the
major findings of the study with bibliography to the respective objectives are
presented, conclusions of the study are drawn, some specific policies are
recommended, and the contribution of the study to policy debates and the body of the
knowledge of entrepreneurship are stated. Last, at the ending part of the sixth chapter,
the directions for future research are stated. The last chapter is followed by a list of
the bibliography quoted in the study, appendices, and the researcher’s biography.

1.10 Chapter Summary

The main purpose of the chapter was to set a contextual background and to
provide a description of what the research is all about. In this regard, the chapter
presented a brief contextual background of the study that included the poverty
situation, the poverty reduction strategies, and the microenterprise policy and
strategies in Nepal. The chapter described the statement of the problem and the
significance of studying a particular problem. Under this section, what the policy
problem is, why it is a policy problem, and what the significance of studying such a
problem is, particularly regarding the significance of policy and academic
significance, were discussed. The successive sections in the chapter presented the
objectives of the study and research questions, discussed the scope of the study, and
the limitations and delimitations of the study, presented the definition of key terms,
the benefits of the study, and described the organization of the study.



CHAPTER 2

REVIEW OF LITERATURE

2.1 Introduction

A literature review is an extensive search and compilation of information on
the area of the interest of the research. Cardesco and Gatner (1986 quoted in Pant,
2009: 52) described a literature review as a “self-contained unit in a study which
analyzes critically a segment of a published body of knowledge through summary,
classification and comparison of prior research studies and theoretical articles.”
Similarly, Walliman (2006 quoted in Pant, 2009: 52) also defined it as “a summary
and analysis of current knowledge about a particular topic or area of enquiry.”
Furthermore, Pant (2009: 52) defined literature review as “aprocess of the systematic,
meticulous, and critical summary of the published literature in the particular field of
research.” It provides a comprehensive picture of the field of study and thereby guides
researchers to think critically and develop a framework for the study.

The study has made a comprehensive review of the related theories and
empirical studies and has drawn an integrated framework of the factors determining
the performance of MEs. The literature review section in this study includes a
conceptual review of the concepts of entrepreneur, entrepreneurship, microenterprise;
adiscussion of the measures of performance, the theoretical framework of the study, a
summary of the review, the conceptual framework, and the models and research
hypotheses of the study.

2.2 Conceptsof Entrepreneur, Entrepreneurship, and Microenterprise
2.2.1 Entrepreneur

The term entrepreneur is derived from the French “enterprendre’. In the French

language, ‘enterprendre’ means ‘to undertake’ (Frederick & Kuratko, 2010). It is
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also referred as ‘one who takes between.” Semantically, an entrepreneur is “a person
who sets up a business or businesses, taking on financial risks in the hope of profit”
(Oxford Dictionaries). There is no such standard consensus among the scholars in
defining entrepreneur. Different scholars have focused on different aspects of
entrepreneurship in defining an entrepreneur. Some scholars define an entrepreneur as
a businessperson, and others define it as an innovator, risk-taker, and a catalyst for
economic change. For example, Nayab (2011), quoting to Richard Cantillon (1680-
1734), one of the first major economic thinkers stated that an entrepreneur is “an
agent that buys the means of production at certain prices and combines them into a
new product.” Robert C. Ronstadt (1984 quoted in Frederick & Kuratko, 2010)
defined entrepreneur as “an innovator or developer who recognizes and seizes
opportunities; converts those opportunities into workable or marketable ideas; adds
value through time, effort, money or skills, assumes the risks of the competitive
market place to implement these ideas; and realizes the rewards from these efforts.”
Say, Cantillon, Kirzner, Schumpeter, Knight, Casson and Shackle are some of
the legendary scholars that have also defined the role of the entrepreneur (Deakins &
Freel, 2003: 3-7). According to Say and Cantillon, an entrepreneur is a catalyst for
economic change that plays the role of the organizer of factors of production. Kirzner
views the entrepreneur as someone that has the ability of creative alertness and
spotting opportunity. He or she is aert to profitable business opportunities. For
Schumpeter, an entrepreneur is an innovator that introduces new technologies to bring
changes in the domain of the business. Knight views an entrepreneur as a risk-taker in
an uncertain world for a profit (quoted in Deakins & Freel, 2003: 3-7). Cuervo,
Ribeiro, and Roig, (2007: 2) mentioned that an entrepreneur is “a creator who initiates
and motivates the process of change or discover and exploits opportunities... accepts
risk, uses intuitions, is aert, explores new businesses, initiates new ways of acting,

identifies business opportunities, creates new firms...”

2.2.2 Entrepreneurship

Entrepreneurship is about doing business differently from the general ways of
doing it (Schumpeter, 1934 quoted in Frederick & Kuratko, 2010). According to
Curran and Stanworth (1989 quoted in Deakins & Freel, 2003: 6), entrepreneurship is
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the creation of a new economic entity producing at least one new product or service.
Similarly, for Hisrich (1990 quoted in Rauch & Frese, 2000), "Entrepreneurship is the
process of creating something different with value by devoting the necessary time and
effort, assuming the accompanying financial, psychic, and social risks, and receiving
the resulting rewards of monetary and personal satisfaction.” Likewise, Cuervo et al.
(2007: 4) noted:

Entrepreneurship is an essential element for economic progress as it
manifests its fundamental importance in different ways. @ by
identifying, assessing and exploiting business opportunities; b) by
creating new firms and or renewing existing ones by making them
more dynamic; and c¢) by driving the economy forward—through
innovation, competence, job creation and by generally improving the

wellbeing of society.

Ronstadt (2009 quoted in Frederick & Kuratko, 2010) defined
entrepreneurship as a dynamic process of creating incremental wealth by the risk-
taker individuals. Furthermore, Frederick and Kuratko (2010: 11) also offered a more
integrated definition of entrepreneurship as:

Entrepreneurship is a dynamic process of vision, change, and creation.
It requires an application of energy and passion towards the creation
and implementation of new ideas and creative solutions. Essential
ingredients include the willingness to take calculated risks in terms of
time, equity, or career; the ability to formulate an effective venture
team; the creative skill to marshal needed resources, the fundamental
skill of building a solid business plan; and, finally, the vision to
recognize opportunity where others see chaos, contradiction, and

confusion.
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2.2.3 Microenterprise

The microenterprise is relatively a new field of study. Unlike a large-scale
enterprise, a medium-scale enterprise, or a small-scale enterprise, a microenterprise
has not had long recognition in academia. The concept of a microenterprise in
academia and practice became popular after the success of the microcredit programs
to support the rura poor in Bangladesh. The microcredit program was particularly
initiated by Nobel laureate Prof. Y unis—well-known as ‘banker to the poor,” through
the Grameen Bank in Bangladesh in the late 1970s with the objective of providing
access to small loans or microcredit by the rural poor that lack the collateral to obtain
a loan or credit from financial institutions for their family-based small businesses
(Grameen Bank). It is believed that the idea that access to small loans could help poor
families build their businesses, increase their income, and escape poverty triggered
the idea of formal microenterprise development programs all around the world since
the 1980s and flourished into a global movement.

The microenterprise is quite often categorized under small-scale businesses.
However, it has some peculiar characteristics different from other businesses and has
varied definitions across countries and organizations. It is usually defined in terms of
the number of employees, the nature of ownership, and the size of the investment or
capital or assets or even sales.

In literal terms, a microenterprise can be defined as a business operating on a
very small scale, especially one in the developing world that is supported by
microcredit (Oxford Dictionary). According to the Commission of the European
Communities (2003 quoted in Ayyagari, Beck, & Demirglc-Kunt, 2005: 3), “an
enterprise is any entity engaged in economic activity, irrespective of its legal form,
that includes, in particular, self-employed persons and family businesses engaged in
craft or other activities and partnerships or associations regularly engaged in
economic activity.” The commission further stated that the microenterprise as an
enterprise employing fewer than 10 persons and has an annual turnover and or annual
balance sheet total that does not exceed two million Euros. The SME department of
the World Bank defined microenterprise as an enterprise that has up to 10 employees,
total assets of up to $10,000, and total annual sales up to $100,000.
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In the United States, the U.S. Small Business Administration (2010) defined
the microenterprise as “a sole proprietorship, partnership, limited liability corporation
or corporation that has fewer than five employees, including the owner, and generally
lacks access to conventional loans, equity or other banking services.” Furthermore, in
the U.S. context, “it is small enough to benefit from loans under $25,000 and usually
is too small to access commercial banking services” (Nelson, 2000). In addition to the
number of employees being less than five, Michael Pretes (2002 quoted in Nabavi
2009: 122) pointed out that the microenterprises in many developing countries are
typically unregistered and do not pay taxes. Nabavi (2009) further explained, “To be
successful, micro-entrepreneurs must possess managerial skills, knowledge of markets
and prices, and the technical ability to create their product.”

In Nepal, the Industrial Policy 2010 defined the microenterprise as fulfilling
the following criteria:

1) Fixed investment of a maximum NRs. 200,000 except buildings
and lands,

2) Involvement of the entrepreneur himself/herself,

3) Employment up to nine persons including the entrepreneur
himself/herself,

4) Amount of annual transaction less than NRs. 2,000,000, and

5) The use of power or energy less than 10 kilowatts if used.

However, despite the fulfillment of the above-stated criteria, the enterprises
that need to obtain permission before starting, for example regarding the production

of alcoholic drinks, cigarettes, and tobacco, are not considered as MEs.

2.3 Measuresof Microenterprise Performance

Performance is understood as an act or process of performing a task
successfully using related knowledge and skills to achieve the desired visions, goals
and objectives. The Oxford Dictionary defines performance as, “A task or operation
seen in terms of how successfully it is performed.” It may be viewed as
multidimensional (Govindargjan, 1988, Neill & Rose, 2006, Wiklund, 1999 quoted in
Amsteus, 2011: 70). Hofer (1983) described performance as a contextual concept
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related to the phenomenon being studied. The definition of performance may vary
from context to context. In the context of enterprises or businesses, it can be
operationalized in terms of progress towards achieving the vision, goals or objectives
of the enterprise such as survival of the enterprises, growth in the employees, and the
profitability (Lerner et al., 1997). Rosa, Carter, and Hamilton (1996: 465) classified

the measures of business performance into four groups:

(1) primary performance measures that are measured by number of
employees, growth in employees, sales turnover, and value of capital
assets; (2) proxy performance measures that are measured by
geographical range of markets, VAT registration; (3) subjective
measures including the ability of the business to meet business and
domestic needs; and (4) entrepreneurial performance measures which

include the desire for growth or the ownership of multiple businesses.

Likewise, the performance criteria of the managerial competency index
developed by Orser (1997, 2000 quoted in Industry Canada, 2003) consist of business
outcomes, personal outcomes and social outcomes. The business outcomes as a
measure of performance includes productivity, profit, return on investment (ROI),
efficiency and others. The personal outcomes as a measure of performance include
income/earning, employment, well-being, and others. The social outcomes as a
measure of performance include employment, economic and/or community
development, and others.

Furthermore, Okurut (2008) used monthly sales revenue to measure the
performance of the ME. Brush and Vanderwerf (1992) in their studies also used
annual sales, growth on sales, return on sales, return on assets, and growth in
employees, as measures of performance. Similarly, Dunn and Arbuckle (2001) used
enterprise profit, enterprise fixed assets, and employment as measures of ME
performance. Praag, Wit, and Bosma (2005) used profit as a measure of firm
performance. Musso and Schiavo (2008) used firm growth in terms of sales, capital

stock, and employment as a measure of firm performance.
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A brief review of the measures of enterprise performance shows that there is
no genera agreement among the scholars on the standard measures of the
performance of enterprises. However, it is seen that the studies, irrespective of the
particular measure types, share a common factor of multiple measures of the
performance of enterprises. None of the measures of performance is exclusive. The
measures largely complement each other. For example, a change in sales may bring a
change in profit and consequently changes in the employment, assets and survival of
the enterprise as well. They complement each other and provide a holistic picture of
performance. Measuring the performance from multiple dimensions such as
employment, sales, profit, assets, and so on can be taken as a more robust approach
than measuring performance using only one dimension.

The most common dimensions of the measures found in the literature used to
measure enterprise performance are sales, profit, employment, assets and survival of
the enterprises (Brush & Vanderwerf, 1992; Rosa et al. 1996; Lerner, Brush, &
Hisrich, 1997; Dunn & Arbuckle, 2001; Praag et al., 2005; Teoh & Chong, 2007;
Musso & Schiavo, 2008; Okurut, 2008). Survival measures cannot be used in a one-
time, cross-sectional survey. The survival measure requires at |east two surveys of the
same sample so that whether a particular sample can survive over time or not can be
observed. Therefore, in one-time, cross-sectional studies, other dimensions of
enterprise performance measures—the growth of sales, profit, employment, and

assets—can be used to measure enterprise performance.

2.4 Theoretical Framework of the Study

A theoretical framework provides the background and context for the research
problem, and establishes the interrelationships and expected networking among the
variables of under reference (Pant, 2009). In this section, relevant economic,
organization, and entrepreneurship related theories and empirical studies are discussed
to establish a relationship between the variables as identified in the literature, thereby
developing an integrated conceptual framework of the factors determining the

performance of microenterprises for the purpose of this study.
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The field of entrepreneurship study is very broad. There are various theories
and approaches of entrepreneurship that reflect different theoretical aspects and
paradigms for explaining the nature, behavior, and characteristics of the
entrepreneurs, enterprises, and environment having an association with the
performance of enterprises. Different scholars have used different theories and
approaches to explaining the characteristics, nature, and determinants of enterprise
performance. Veciana (2007: 35) pointed out several theories and approaches such as
the theory of entrepreneurial profit, the theory of occupational choice under
uncertainty, transaction cost theory, Schumpter’s theory of economic development,
trait theory, Kirzner’s entrepreneur theory, social marginality theory of
entrepreneurship, role theory, network theory, Weber’s theory of economic
development, population ecology theory, behavioral theory of the entrepreneurs and
models of new enterprise success and failure, which contribute to the methodological
debates in the field of entrepreneurship study. Similarly, scholars have also noted
multiple of aspects of entrepreneurs such as individual characteristics, networks and
so on to be considered in an entrepreneurship study. Cuervo et a. (2007: 3) stated as

follows:

The study of entrepreneurs as individuals requires the analysis of
variables that explain their appearance, such as personal
characteristics, the psychological profile (the need for achievement,
the capacity to control, tolerance of ambiguity and a tendency to take
risks) and non-psychological variables (education, experience,

networks, family, etc.).

The theory of economic development proposed by Schumpeter in 1912 is one
of the most prominent theories in the field of economic development studies.
According to Schumpeter (1912 quoted in Veciana, 2007: 39), “the creation of new
firms as a factor of economic development depends on the entrepreneur’s behavior
that carries out a new combination of the productive factors.” Shane (1996 quoted in

Veciana, 2007) also observed a positive association between the rate of technological
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change and new firm creation rate, thus confirming the assumption of Schumpeter’s
theory.

Similarly, the occupational choice under uncertainty is another theory that
explains "why certain individuals choose to become entrepreneurs while others prefer
an alternative occupation, for instance, paid employment” (Veciana, 2007: 37).
Studies have found that inborn ability and risk-taking behavior influence the
entrepreneurship as occupational choice during uncertainty (Veciana, 2007).

There have been many empirical researches in the field of entrepreneurship
that have identified the factors determining the performance of enterprises. Different
studies have adopted different theories or models to examine the association between
the determinants and the performance of enterprises. Most of the studies have
examined the determinants from one approach or based on certain theoretical
perspectives. For example, Masakure, Henson and Cranfield (2009) examined the
determinants of microenterprise performance from a resource-based view. They found
a significant effect of the characteristics of entrepreneur and the enterprise itself,
enterprise location, sector and business environment on the magnitude of the profit of
afirm.

On the other hand, some scholars have also suggested multiple perspectives to
examine the determinants of performance. For instance, (Teoh & Chong, 2007) in
their study entitled “Theorizing a framework of factors influencing performance of
women entrepreneurs in Malaysia,” proposed a framework to study the factors
affecting the performance of entrepreneurs. The framework includes the individual
characteristics, management practices, goals and motivations, networking and
entrepreneurial orientation that tend to influence the performance of entrepreneurs.
Their framework appears to include different theories and approaches related to
entrepreneurs, and the organization and the environment, such as entrepreneurial trait
theory, the resource-based view of the firm, behavioral theory, the network theory of
entrepreneurs, and so on.

Similarly, according to the model of new venture performance developed by
Sandberg and Hofer (1987 quoted in Chrisman, Bauerschmidt, & Hofer, 1998), new
venture performance is a function of multiple entities such as industry structure (15),

venture strategy (S) and the attributes of the founding entrepreneur (E). After
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examining Sandberg and Hofer’s model of new venture performance (1987),
Chrisman et al. (1998: 5) in their study entitled “The determinants of new venture
performance: An extended model,” proposed an extended model to study new venture
performance. In the extended model, they claimed, “the model must be extended to
include the resources and the organizational structure, processes, and systems
developed by the venture to implement its strategy and achieve its objectives.” They
suggested different variables, such as entrepreneurial variables (personality
characteristics, values and beliefs, skills, experience and education, and behaviors and
decisions), industry structure variables (structural characteristics, industry rivalry and
natures of buyers and suppliers) and business strategy variables (planning and strategy
formulation, goals and objectives, strategic direction, entry strategy, competitive
weapons, segmentation, scope, investment strategy and political strategy), and
resource variables (tangible assets, intangible assets) to predict the performance of
ventures. The extended model also appears to include different theories and
approaches such as entrepreneuria trait theory, the resource-based view of the firm,
and behavioral theory of entrepreneurs.

The aforementioned discussion on the studies in entrepreneurship signifies a
need for multiple perspectives to examine the factors determining enterprise
performance. Therefore, this study has integrated multiple theoretical perspectives
and related empirical evidence related to entrepreneur, enterprise, and environment in
order to develop an integrated framework of the factors determining the performance
of microenterprises. Below are detailed review and discussion of the related theories

and empirical studies.

2.4.1 Entrepreneur-Related Factorsand Microenter prise Perfor mance

Entrepreneur-related factors are some of the key determinants of firm
performance. The essential thesis is that successful entrepreneurs may have common
personal background characteristics with regard to their gender, age, education,
previous experiences, managerial skills, motivation and entrepreneuria traits, and
managerial foresight determining the enterprise performance. The succeeding sections

discuss the related theories and findings of previous studies.
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24.1.1 Gender

Gender can be understood as the socio-cultural manifestation of the sex
of a person. Studies have observed significant differences in the performance between
female-owned and male-owned firms. The difference in the firm’s performance is
generally believed to be due to the gender difference between males and females.
Males and females have different gender orientation and social learning that tend to
affect performance as well.

Johnson and Storey (1985 quoted in Rosa et a., 1996) reported a
relatively higher profitability of male-managed businesses than female-managed
businesses in the U.K. Similarly, Cooper, Gimeno-Gascon and Woo (1994) in their
study found that the women-owned ventures were less likely to grow. Rosa et al.
(1996) in their study conducted among Scottish and English small business owners or
managers reported a complex relationship between gender and small business
performance, however, they still observed gender as a significant determinant of
business performance even after controlling for other key factors. The female business
owners compared to male business owners were likely to exhibit lower business
performance. A study by Davies-Netzley (1998 quoted in Alam, Jani, & Omar, 2011)
also observed a significantly lower receipts and sales of women-owned businesses
than those of men-owned businesses. In a study of selected African countries such as
Botswana, Kenya, Lesotho, Maawi, Swaziland and Zimbawe, Liedholm (2002)
reported the significantly greater enterprise performance (growth) of male proprietors
or entrepreneurs. Similarly, Okurut (2008) also concluded that the performance of the
microenterprises is negatively influenced by being female-owned as compared to the
male-owned. Kim and Zhan (2011) in their study conducted in the United States also
found a significant relationship between the gender and measures of the
microenterprise performance (microenterprise startup, household income, and income
expectation for the next five years). The study reported the lower performance of
female micro-entrepreneurs compared to male micro-entrepreneurs. However, Stam,
Gibcus, Telussa and Garnsey (2008) in a study conducted among 354 firms in the
Netherlands using panel data over the period of 1994 to 2004 did not find a significant

effect of the gender of entrepreneurs on firm growth.
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2.4.1.2 Age, Education, Experiences, and Managerial Skills

The resource-based view of the firm is one of the well-known
approaches adopted in entrepreneurship studies. From the perspective of the resource-
based theory, “entrepreneurship is a process of identifying and acquiring resources to
exploit opportunities” (Bergmann-Lichtenstein & Brush, 2001 quoted in Segal,
Borgia, & Schoenfeld, 2010: 2). Pointing to Daft (1983), Barney (1991: 101) referred
to firms resources as “all assets, capabilities, organizational process, firm attributes,
information, knowledge, etc. controlled by a firm that enable it to improve its
efficiency and effectiveness.” According to the resource-based view of the firm, the
valuable, rare, imperfectly imitable and non-substitutable resource combinations have
the potentia to serve as a source of sustained competitive advantage for firms
(Barney, 1991: 105-106). Furthermore, pointing to Williamson (1975), Becker (1964)
and Tomer (1987), Barney (1991: 101) identified three types of resources:

Physical capital resources include the physical technology used in a
firm, a firm’s plant and equipment, its geographic location, and its
access to raw materials. Human capital resources include training,
education, experience, judgment, intelligence, relationships and insight
of individual managers and workers in a firm. Organizational capital
resources include a firm’s formal reporting structure, its formal and
informal planning, controlling and coordinating systems, as well as
informal relations among groups within a firm and between a firm and

those in its environment.

These resources are valuable, rare and not easily imitable. These
resources lead to competitive advantage and better firm performance, thus are crucial
for the success of firms.

Among three types of resources, the human capital resources are
generally entitled to an individual, such as a manager, an employee or an entrepreneur
of the firm that tends to affect the performance of the firm. In relation to the effects of
education on enterprise success, Deakins and Freel (2003: 289) presented two
contrasting hypotheses:
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(1) Education provides a foundation from which the entrepreneur can
undertake the personal and professional development necessary for
successful entrepreneurship and that education will endow the
entrepreneur with greater confidence in deadling with bankers,
customers and suppliers. (2) Business ownership is not an intellectual
activity, and the educated entrepreneur will quickly become wearied
with the many tedious tasks, which form the remit of most owner-

managers.

Severa scholars have reported the positive effects of human capital
resources such as age, education or training, experience, managerial skills, and so on
on the performance of firms or enterprises. For instance, Burke, FitzRoy, and Nolan
(2002: 256) argued that many forms of human capital, such as work experience,
education, knowledge of the market, and business practices to be more productive
influence the ability of an entrepreneur to exploit profit opportunities. Davidsson
(1989), and Robinsson and Sexton (1994) in their studies also reported the positive
effects of educational attainment, entrepreneurial or managerial or prior experiences
in the industry on the firm’s performance (quoted in Delmar, 1996). Similarly, Box,
Watts and Hisrich (1994) in their study conducted in the Tulsa MSA and rural east
Texas observed significant correlations of the age of the entrepreneur at founding,
entrepreneurial management experience, and industry experience with firm
performance as measured by employment growth. Pointing to Hoad and Rosko
(1964), Hisrich and Brush (1984), and Birley and Norburn (1987), Box, Beisel, and
Watts (1995) noted a positive correlation between age and years of formal education
of the entrepreneurs and firm performance. Similarly, Mengistae (1998) also reported
the significant strong effect of the level of formal education on the firms’ efficiency.
Likewise, Cressy aso argued that the age of the entrepreneur is a significant
characteristic of growth firms (quoted in Deakins & Freel, 2003: 290). However,
Stam et al. (2008), in a study among 354 firms in the Netherlands using panel data
over the period of 1994 to 2004, found the negative effect of the age of the

entrepreneurs on firm performance (employment growth).
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Box et a. (1995) in their study of Thai entrepreneurs reported positive
correlations among previous experiences as a member of an entrepreneurial
management team, number of previous starts, age and scanning intensity, and firm
performance. Similarly, Lee and Tsang (2001) in their study conducted among
Chinese entrepreneurs in small- and medium-sized businesses in Singapore reported
the positive effect of the experience of entrepreneurs on venture growth. However,
very interestingly they found the positive impact of education on larger firms and
negative for smaller firms. Praag et al. (2005) in their study conducted using panel
data among Dutch entrepreneurs also observed the significant positive effects of
human capital, such as education and experiences, on firm performance as measured
by profit. In the same way, Okurut (2008) aso opined that education level,
experience, and business assets have significant positive influence on microenterprise
performance.

Similarly, Gebreeyesus (2009) in a study conducted in Ethiopia also
reported the strong positive effect of vocational training on the innovation activity in
the firm and thereby it grew faster. Likewise, Segal et a. (2010) noted the positive
impact of education and industry managerial experience on firm performance. They
found a relatively higher or stronger correlation of firm performance with industry
managerial experience than with the level of education. They argued that a higher
correlation of managerial experience with the firm’s performance than the level of
education seems logical, as human capital aroused from the years of managerial
experience in the same industry is more likely to enhance firm’s performance than
from the level of education.

Different entrepreneurs tend to have different skills or capabilities that
might influence the performance of the enterprise. The resource-based view of the
firm recognizes managerial skills or capabilities as a human capital resource of afirm.
Similarly, according to the behavioral theory of the entrepreneur, the ability of an
entrepreneur or manager to search and gather information, identify opportunities, deal
with risks, establish relationships and networks, make decisions under uncertainty and
ambiguity, lead the organization, and learn from experiences are the vital behaviors of
entrepreneurs or managers that have a significant influence on the enterprise or

business performance (Veciana, 2007: 53). Likewise, Kirzner’s theory of the
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entrepreneur (1973) also argued that aertness to information is imperative to be a
successful entrepreneur. According to Kirzner (1973 quoted in Veciana, 2007: 43),
"The aspect of knowledge which is crucialy relevant to entrepreneurship is not so
much the substantive knowledge of market data as alertness, but the ‘knowledge’ of
where to find the market data." Similarly, Chrisman et al. (1998) opined that the skills
of an entrepreneur affect the entrepreneur’s behaviors and decisions and thereby
influence the survival and success of the enterprise.

Several empirical studies have established a relationship between the
managerial skills or abilities and their impact on the performance of firms. For
example, Cooper et al. (1994) observed a significant contribution of industry-specific
know-how in the survival and the growth of the venture. Newton (2001) in his study
on management skills for small businesses also suggested that management skills are
central to the process of innovation and thus key to their survival and growth.
Similarly, Industry Canada (2003) in its study of SMEs in Canada reported owner’s
growth intentions and the diversity of managerial ability as the primary factors driving
firm performance.

Similarly, Carmeli and Tishler (2006) in their study found the
significant effect of managerial skills (human resource skills and intellectual ability)
on the firm’s performance. They further argued that a top-level management team
(TMT), which possesses complementary managerial skills, might generate a
competitive advantage. Aivazian, Lai and Rahman (2013) in their study of the skills
of chief executive officers (CEOs) of S& P 500 firmsin the U.S. also reported that the
chief executive officer’s skills have a bearing on firm performance. Similarly in the
case of micro-entrepreneurship, the micro-entrepreneurs play the key role as a whole
whatever the title such as TMT or CEO or entrepreneurs, be given to them. A micro-
entrepreneur alone represents both TMT and CEO. In the same way, Bourne and
Franco-Santos (2010) in their study of investors in people, managerial capabilities,
and performance conducted in the U.K. observed the positive effect of increased
managerial capabilities on financial and non-financial performance.

2.4.1.3 Entrepreneur’s Personality Traits/Motivation

Increasingly, scholars in the field of entrepreneurship study believe

that entrepreneurial traits and motivational factors determine business growth and
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performance. The trait theory is one of the most popular theories explaining the
psychological aspects of entrepreneurs. Collins and Moores’s book (1964) is usually
recognized as providing a base for the trait theory and explanation of the
entrepreneurial world differently from the then-existing approaches (Veciana, 2007).
Initially, psychological or personality traits or motivational factors were generally
studied in relation to the start-up of the business. However, later, these factors were
also widely used with respect to entrepreneurial success (Rauch & Frese, 2000). The
‘hard core’ of the trait theory of the entrepreneur has two basic assumptions (Veciana,
2007: 42):

1%: The entrepreneur, that is, the person who decides to create a new
enterprise, has a different psychological profile from the rest of the
population. 2"%: Successful entrepreneurs have a psychological profile
different from the less successful ones.

Many scholars have carried out studies on the area of psychological
traits and motivational factors and thus have identified the common traits or factors of
successful entrepreneurs. For example, achievement, creativity, determination,
education, risk-taking behavior, and technical knowledge are some of the well-known
factors having an association with successful entrepreneurs. Rauch and Frese (2000)
suggested a typical approach to correlate the personality or entrepreneurial trait scales
with performance measures to study the relationship between psychological or
personality traits or motivational factors and entrepreneurial success. For instance,
Singh (1988 quoted in Rauch & Frese, 2000) conducted a study using five
guestionnaires that measured 29 scales of personality and found the positive
association of eight personality scales, negative association of three scales, and no
association of 18 scalesto growth.

Scholars have explored severa common personadlity traits and
motivational factors associated with entrepreneurs and their success. For example,
McClelland (1961 quoted in Deakins & Freel, 2003: 13) identified three key
competency traits of successful entrepreneurs. pro-activity (initiative and

assertiveness), achievement orientation (ability to see and act on opportunities) and
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commitment to others. Pointing to McClelland (1961), Rauch and Frese (2007) also
noted a positive correlation between the need for achievement and business success.
Similarly, Meredith, Nelson and Neck (1982 quoted in Deekins & Fredl, 2003: 15)
reported five core traits of entrepreneurial success:. self-confidence, risk-taking
activity, flexibility, need for achievement and strong desire to be independent or need
for autonomy. Similarly, the need for independence, the need for achievement,
interna locus of control, and risk-taking propensity are some of the key psychological
traits and motivations of entrepreneurs (Veciana, 1989 quoted in Veciana, 2007:42)
that play vital role in their success. Rauch and Frese (2000) opined that the need for
achievement, risk-taking, and internal locus of control are some of the most frequently
studied personality traits of entrepreneurs.

Caird and Johnson (1988) have developed a measure of enterprising
traits (or entrepreneurial abilities) called the General Enterprise Tendency (GET). The
measure consists of the need for achievement, locus of control, creative tendency,

calculated risk-taking, and the need for autonomy. According to Caird and Johnson:

Enterprising persons are highly motivated, energetic, and have the
capacity for hard work. They are busy, dynamic, and are highly
committed to getting things done...The enterprising person is highly
motivated, energetic, likesto lead, shape and do things their way. They
are independent, driven, dynamic and may have to be number one or
work solo...The enterprising persons is restless with ideas, has an
imaginative approach to solving problems, and tends to see life in
different ways to others. Their innovative tendency and need for
achievement help them to develop ideas to create new products and
processes, for example, new technologies, businesses, projects,
organizations, comedy and artistic outputs...The enterprising person is
opportunistic and seeks information and expertise to evaluate if it is
worth pursuing the opportunity that will usually involve some risk...
The enterprising persons has an internal locus have control over own

destiny and make their own ‘luck’...The confidently seek to exert
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control over life, draw on inner resource and believe that it is down to

them if they succeed through their own efforts and hard work...

Evans and Leighton (1989) in their study conducted in the U.S. found
that the businessmen that believed in their performance depended largely on their own
actions, or in other words the businessmen that had an internal locus of control and
had a higher propensity to start a business. Carsruda, Olmb, and Thomasc (1989)
observed the significant impact of the need for achievement-related factors such as
need for influence and need for power on the success of the firm. In the same way,
Babb and Babb (1992) in their study conducted in north Florida observed a
relationship between psychological traits such as the need for achievement and firm
performance. Lee and Tsang (2001) in their study examining the effects of personality
traits on venture growth among Chinese entrepreneurs in small- and medium-sized
businesses in Singapore reported the positive impacts of internal locus of control and
need for achievement on venture growth. In a study conducted among 83 Mexican
managers, Frucot and Shearon (1991) observed the strong significant effect of internal
locus of control on the performance of the managers. Similarly, Boone, Brabander
and Witteloostuijjn (1996) in a cross-sectional integrative study among 39 small
firms, considering CEO to be both a formulator and implementer of organizational
strategies, observed the significant positive association between internal locus of
control and firm performance. They argued that the CEO’s locus of control seems to
explain organizational performance considerably. In another study conducted in 2000,
Boone et a. again confirmed this association.

Burke et a. (2002) in their empirical study conducted in the U.K.
reported the significant effects of non-pecuniary motivation such as the desire to be
one’s own boss, which is a kind of desire for autonomy on business performance.
However, Alam et a. (2011) in their study conducted in Malaysia observed the
significant positive effect of internal motivation on the success of women
entrepreneurs in small businesses. Similarly, Rauch and Frese (2007) in a meta-
analysis study reported the significant association of business owners personality

traits and business creation and success. They also observed significant effects of the
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need for achievement, generalized self-efficacy, innovativeness, stress tolerance, the
need for autonomy, and proactive personality on business creation and success.

In a study conducted using 167 New Zealand firms, Gibb and Haar
(2010) also reported the significant relationship of innovativeness and risk-taking with
firm performance. Boermans and Willebrands (2012) also claimed that risk-taking
behavior as one of the key determinants of firm performance. On the other hand, some
scholars have also reported that risk-taking does not always favor entrepreneurs. For
instance, Bromiley (1991) in a study testing a causal model of corporate risk-taking
and performance among manufacturing companies classified under Standard
Industrial Codes (SIC) 3000 to 3999 found the negative influence of risk taking on
future performance. In the same way, Naldi, Nordqvist, Sjoberg, and Wiklund (2007)
in a study conducted using a sample of 2455 Sweden firms also observed a negative
relationship between risk-taking behavior and family firm performance. However,
Zhao, Seibert and Lumpkin (2010) in their meta-analytic review of the relationship of
personality to entrepreneurial intentions and performance did not find such a
significant association between risk-taking propensity as a separate dimension of
personality and entrepreneurial performance.

Like other personality traits of an entrepreneur, creative tendency also
tends to influence the firm performance. Creativity is “central to the entrepreneurial
process” (Barringer & Ireland, 2006 quoted in Baldacchino, 2009) and “entrepreneurs
use creative ideas to introduce innovative products or services, or to deliver products
or services in a new, more efficient way” (Baldacchino, 2009). It tends to bring
something new such as a new solution to a problem, and make connections that no
one else has made (Okpara, 2007).

The creativity and innovation in microenterprises depend upon the
creative tendency of micro-entrepreneurs. It also leads to the innovation of the
products and process in the firms. The growth of firms or creating new ventures
requires an “exercise of autonomy by strong leaders, unfettered teams or creative
individuals” (Lumpkin & Dess, 1996: 140). Okpara (2007) argued, “creativity and
innovation are at the heart of the spirit of enterprises.” Okpara further noted that
creativity and innovation strengthen the entrepreneurs to struggle in whatever new
directions the market is heading, therefore getting the benefits of delighted customers.
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Similarly, Baldacchino (2009) in a study among enterprises in Malta reported a high
level of creativity and innovation among the start-up entrepreneurs. She further
argued:

These entrepreneurs generate, develop and implement new ideas for
their start-ups, foster a climate that is conducive to creativity and
innovation, provide top-down support for creativity and innovation in
their organization, and offer innovative products and services through
innovative methods and production and delivery (Baldacchino, 2009:
2).

Moreover, Im and Workman (2004) found the significant effect of
creativity in mediating the relationship between market orientation and new product
success, and thus causing the greater performance of the firm.

The above discussion of the factors related to the personal and
background characteristics of the entrepreneur affecting enterprise performance
signifies that the entrepreneur’s personal background—gender, age, education and
experience, managerial skills and personality traits and motivation, the need for
achievement, the need for autonomy, risk-taking behavior, internal locus of control

and creative tendency—tend to influence the performance of enterprises.

2.4.2 Enterprise-Related Factorsand Microenter prise Perfor mance

Enterprise-related factors are widely considered as the direct determinants of
enterprise performance. Studies have reported both the positive and negative effects
of enterprise-related factors on enterprise performance. The literature suggests that
variables such as enterprise age, enterprise size, enterprise sector, and financial capita
are some of the important enterprise-related factors that tend to have an influence on
performance. The succeeding section is a discussion of the related theories and
findings of previous studies with reference to the effects of enterprise-related factors

on enterprise performance.
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2.4.2.1 Enterprise Age and Size

The age and size of enterprises influence their performance in many
ways. Smaller and younger firms grow faster than larger and older ones (Deakins &
Freel, 2003). Enterprise age can help firms become more efficient as over a period of
time firms observe and gain experience and learn from those observations and
experiences. They “discover what they are good at and learn how to do things better”
(Arrow, 1962, Jovanovic, 1982, Ericson & Packes, 1995 quoted in Loderer &
Waelchli, 2009: 3). The older enterprises “specialize and find ways to reduce their
costs and improve quality” (Loderer & Waelchli, 2009: 3). Similarly, pointing to
Stinchcombe (1964), Mamdar (1997) argued that due to their greater experience,
older firms tend to enjoy the benefits of learning and thus enjoy superior performance.
In the same way, Mengistae (1998) also reported a positive association between the
age of firms and their efficiency.

However, some other studies have also observed that the age of the
firm has negative effects on firm performance. The older firms tend to become more
rent-seeking types (Olson, 1982 quoted in Loderer & Waelchli, 2009). In a study of
selected African countries such as Botswana, Kenya, Lesotho, Malawi, Swaziland and
Zimbawe, Liedholm (2002) found significant negative effects of firm age and initial
size on enterprise performance (growth). Similarly, Loderer and Waelchli (2009) also
reported a highly-significant negative correlation between firm age and profitability.
Gebreeyesus (2009), in a study conducted in Ethiopia, also observed the significant
effect of the age of the firm on its growth. Gebreeyesus noted a faster growth of
younger firms than older ones. Wiklund, Patzelt and Shepherd (2009) also observed a
similar association in their study conducted among Swedish companies. Majumdar
(1997) in his study conducted among 1020 firms in India found older firms more
productive but less profitable. However, Masakure et a. (2009) did not find such a
significant association between enterprise age and performance.

Regarding the effects of the enterprise’s size on its performance,
economic theories argue that increasing the size of an enterprise creates incremental
advantages for it because the size of the enterprise enables it to gain an advantage in
the economics of scale and thereby attain greater profitability. Similarly, the
relationship between profitability and size is likely to affect industrial concentration
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and has implications for returns to sales and monopoly power (Whittington, 1980).
According to the oligopoly model of Reinhard (1983 quoted in Ramasamy, Ong, &
Y eung, 2005: 87), the size of an enterprise has a positive association with its ability to
produce technologically complicated products. Such products are unique and thus are
supplied by few competitors, therefore leading to larger profits.

Many studies have supported the views of the economic theories and
models. For example, pointing to Penrose (1959), Majumdar (1997) argued that
compared to the performance of smaller firms, the diverse capabilities and the
abilities of larger firms result in superior performance. Similarly, Hall and Weiss
(1967 quoted in Ramasamy et al., 2005) in their study of Fortune 500 industrial
corporations using panel data from 1956 to 1962 found a significant positive
association between firm size (measured by log of firm assets) and profitability
(measured by return on equity and return on assets). Mengistae (1998), in a study of
manufacturing firms established in Ethiopia also observed a positive correlation
between the size of the firms and their efficiency. Likewise, Gebreeyesus (2009) in a
study conducted in Ethiopia reported that smaller firms are more likely to grow faster.
Moreover, Lee (2009) in his study using panel data from American corporations
between 1987 and 2006 observed a non-linear type of positive correlation between
profit rates and firm size (firm size was measured by the log value of total assets).

However, other studies have also reported a contrasting association
between enterprise size and performance. The bigger enterprises are not aways
better-performing enterprises. Enterprise size also, to a certain extent, seems to have
negative effects on performance. For instance, Whittington (1980) in his study using a
panel data from 1960-1974 among United Kingdom-based companies found a
negative relationship between firm size and profitability. Similarly, in a study of
selected African countries such as Botswana, Kenya, Lesotho, Malawi, Swaziland and
Zimbawe, Liedholm (2002) observed significant negative effects of firm age and firm
size on enterprise performance (growth). In the same way, Ramasamy et al. (2005) in
their study of the Malaysian palm oil sector, and Gebreeyesus (2009) in a study
conducted in Ethiopia reported a negative association between enterprise size and
performance. On the other hand, a study conducted among German manufacturing

firms by Poensgen and Marx (1985) and a meta-analysis conducted by Capon, Farley



44

and Hoenig (1990 quoted in Ramasamy et al., 2005) did not find strong correlations
between firm size and profitability, rather, the correlations were reported to be weak
and unstable over time.

2.4.2.2 Financial Capital Constraints

Financial capital is one of the key resources that tend to determine the
emergence and success of microenterprises. There is a theoretical debate about the
association between financial capital constraints and entrepreneurial performance.
There are two opposing views that the theoretical debate has put forth (Praag et al.,
2005: 42):

Capital markets are perfect and, therefore, do not hinder entrepreneurs
in their required investments with regards to the levels and timeliness,
vis-arvis 2) Capital markets do not supply the right amounts of capital

to entrepreneurs due to asymmetric information.

With reference to the theoretical debate on financial capital constraints
and entrepreneurial performance, Praag et a. (2005: 36) further argued:

Financial capital constraints might prevent entrepreneurs from creating
buffers against random shocks, thereby affecting the timing of
investments negatively. Moreover, capital constraints might debar

entrepreneurs from the pursuit of more capital -intensive strategies.

In the context of the micro-entrepreneurship, since it is targeted to the
poor households that usually do not have sufficient initial financial capital even to
initiate a small business, the influence of financial capital in the business tends to be
clearly visible. To fight against the financial capital constraint of the poor, the concept
of credit, particularly the microcredit or microfinance, has become a widely-known
impressive idea and instrument. The idea of microcredit is to provide loans to poor
people without any financial security, adopted successfully by Prof. Md. Yunus
Muhammad, a Nobel Peace Prize Laureate at the Grameen Bank of Bangladesh, to

help move millions of impoverished women toward a better life through tiny but
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transformational loans (Polgreen, 2011) in Bangladesh since the early 1980s. The
basic theme of the microcredit is to help poor people start and run 