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                                                      The Abstract

Although Micro and small enterprises employ large proportion of the work force, as evidenced by a number of studies, the contribution of the sector to GDP growth is not substantial relative to medium and large enterprises in many developing countries such as Ethiopia.  Policies in the past were focused on Macroeconomic instruments to enhance growth in these countries especially during the socialist regime.  In Ethiopia, following the fall of socialist regime and introduction of free market economic systems reform programs have been implemented with an aim of enhancing private sector development, trade liberalization and creating an enabling business environment. This effort recognizes the important role that micro and small enterprises play in employment creation and poverty reduction, as can be evidenced from the Micro and Small enterprises development Strategy (1997) document of the Government of Ethiopia. Efforts to enhance the value added and employment creating capacity of these enterprises have been made. However these do not take in to account the heterogeneity among micro and small firms and seem to pay little attention to “what determines the success of microenterprises”. They are preoccupied by the idea that “Microenterprises face similar problems and hence require similar solutions”. The reality on the ground shows that some microenterprise firms from the scratch move to the upper ladder of success with little or no support from the government, leading to our research question: what determines the success of microenterprise operators in the informal sector of Addis Ababa?
Unlike many studies that are driven by perspectives this study analyzes success using a multidimensional approach. About 286 microenterprise operators in Addis Ababa were interviewed two times within a period of 28 months. This allowed to measure success indicators over time. Success indicators were employment and profit growth within the specific period. We focused on: the entrepreneur, the firm and the external environment. A quintile regression approach was used to analyze the effect of these determinants at various quintiles and was compared to the results of OLS regressions.  

 The results of the analysis show that the effect of success determinants vary depending on the type of success indicator used. To explain employment growth firm location, sector/activity and social networks were found to be significant at many quintiles. Firms located at market areas and firms with enough working space were found to employ more workers indicating the strength of the effect of demand related factors. The service sector and especially hotels and restaurants were found to perform better in terms of employment growth compared to construction and manufacturing sectors. Firms at the 80th and 90th percentile were found to possess higher network sizes, defined by the number of various business related associations.  
To explain the growth of profits, personality traits such as achievement motivation, location of the enterprises, schooling, sector and the interaction effect of entrepreneurial orientation with social network size were found to be significant. Entrepreneurs with higher achievement motivation, measured using a Likert scale, were found to score better in profit. High school graduates also performed better compared to other education dummies. The effect of entrepreneurial orientation on profit was an indirect one: through its effect on network size. However the effect of these variables vary at various quintiles with location and sector influencing firms less than than the median regression and the indirect effect of entrepreneurial orientation through network size influencing high growth firms, above the 50th percentile leading to the policy implication that interventions should consider firm heterogeneity related to growth motives and success factors.
Government driven supports such as BDS, subcontracting and microfinance dummies were found to have insignificant effect on both indicators although they appeared with positive signs. Personality traits such as risk taking propensity, internal locus of control and self efficacy were found to be insignificant using both OLS and quintile regression methods leading to the conclusion that demand related factors and social networks coupled with entrepreneurial orientation play a more important role in microenterprise success in Addis Ababa. 
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