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Abstract: This paper aims to examine Factors Affecting Small and Micro Enterprise Performance
with the Mediating Effect of Government Support; Evidence from Amhara Region Ethiopia. This
study used both qualitative and quantitative research methodology. The proposed research model
used a Structural equation model, growth path modeling analysis, and correlation matrix. The
study also used both primary and secondary data sources. The study employed 384 determined
entrepreneur leader and employee respondents through purposive sampling techniques and simple
random sampling to estimate the required clusters. The findings of the study show that the mediating
role of government support affects the independent variables by 0.971 *** enterprise performance.
Moreover, the independent variables entrepreneur competence, 0.841 ***, microfinance, =0.714 **,
infrastructure, 0.861 ** and entrepreneur training 0.831 ** have a positive and significant impact on
enterprise performance. Microfinance and entrepreneur training are major factors that influence the
enterprises’ performance next to the mediating role of government support. Therefore, the Small and
micro enterprise besides government supporting role have gaps in enterprises’ performance due to
lack of long-term loans, access to lease machines, unfair interest rates, production and selling the
place, shortage of defining SMEs, and structural limitations. To solve currently existing limitations,
the regional government should take policy measures to supply long-term loan financing, access
to lease machines, fair interest rate, and working and selling places through a cluster management
approach, re-define and restructure the existing SMEs strategy. This study suggests to executives,
policymakers, SMEs, and microfinance to use the for enterprises’ performance based on the proposed
recommendation. Further research should be conducted for knowledge gap of the field in the
study area.

Keywords: mediating role; government support; enterprise performance; entrepreneur compe-
tency; microfinance

1. Introduction

Small and Micro enterprises (SMEs) are required to address the problem of unem-
ployment and related issues in a given country. SMEs make up the majority of businesses
in developing nations such as Ethiopia, as they require less starting capital than other
large-scale enterprises and produce a big number of jobs [1]. Most studies in Ethiopia and
Amhara region researched more about small, micro, and medium enterprises (SMMEs).
On the other hand, SMEs are the missing challenges in Ethiopia [2]. On the contrary, small
and micro enterprises (SMEs) have not been researched efficiently yet, and still, there are
contextual, methodological, and inconsistency gaps in various research findings Amhara
region was the most populous region in Ethiopia which lives under poverty line. That is
why this study was initiated to conduct the proposed research.

In emerging countries such as Ethiopia, there are no large and medium companies
promoting SMEs, which needs holistic intervention and the responsibility of the govern-
ment. Whereas the issue of SMEs is not such a government task in a developed economy.
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Furthermore, the performance of Small and micro enterprises in Ethiopia is insignificant as
compared to industrialized countries [2]. In addition, SMEs play a significant role in most
emerging economies and countries around the world [3]. Comparatively, in developing
countries, the role of SMEs accounts for up to 60% of total employment progress, and
40% of SMEs enrich growth and development plan (GDP) contribution, which leads to
a significant and higher contribution to SMEs performance [4]. In contrast, the World
Bank estimates that 600 million people have entered the global workforce in the last 15
years, predominantly in Asia and Sub-Saharan Africa. In the same argument, World Bank
Group studies indicate that the emerging countries have unregistered which is estimated
to be 400 million SMEs [5]. Small and micro enterprises contribute to economic growth
by reducing poverty, providing alternate employment for urban and rural people, and
creating jobs [2,6]. In another survey, small and micro enterprises are critical because they
are significant engines of employment, economic growth, and innovation. Consequently,
some studies imply SMEs account for more than 90% of the company population in modern
economies, 60–70% of employment, and 55% of Growth and Development plans. More
than 90% of the company population in modern economies, 60–70 percent of employment,
and 55% of GDP [7]. As the literature, in many developing and developed economies, SMEs
boosted the gross domestic product rate, and SMEs contribute significantly to economic
growth [7]. In some countries such as Turkey (53.9%), China (58%), the United Kingdom
(52%), the United States of America (54%), Egypt (80%), Italy (68%), France (58%), Spain
(62%), Germany (53%) and Greece (53%) are among the countries that primarily depend on
SMEs performance. Another study indicates that SMEs account for 91% of all legal entities
in South Africa. They also contribute 57% to GDP and 61% growth rate in employment
growth [6], Additional survey by the UNDP (the United Nations Development Program)
found that SMEs account for 90% of global business, 60% of jobs, and 58% of gross value
added. Rendering to a survey carried out by the Asian Development Bank in 20 countries,
SMEs account for 96% of total enterprises and 62% of national workforces across Central,
South East Asia, and the Pacific [8]. As the above different literature, various contextual
limitations and performance disparities across SMEs may need research and development
support.

Furthermore, small and micro enterprises are considered a key driver of growth,
poverty alleviation, and reduce unemployment in emerging market economies, because the
aggregate share of SMEs is expected a huge percentage of the market, but their expansion
has been gradual, and minimal impact on the economy [9]. For instance, SMEs account for
over 45% of total employment and 33% of GDP in emerging economies, and when informal
enterprises are included, SMEs account for more than half of employment and GDP in
emerging economies [10]. Moreover, Ethiopia’s SME sector is the principal source of jobs
and income for a large number of unemployed and low-income level of people. According
to the 2016 growth and development plan (GDP), the sector contributes 3.4% of the GDP
and 33% of the industrial sector [11].

Therefore, the exited SMEs’ performance in Ethiopia, including the Amhara region
shows that there is inefficiency and a lack of government support. Researchers did not
conduct studies, particularly in the Amhara region, do not draw accurate conclusions or
assess the major factors affecting small and microenterprise performance. For instance,
ref. [12], explored that regular power outages, a lack of access to financing, and water
shortages are all inversely related to SME performance, and failed to a weak market
environment [13,14]. In addition, the government supports the SME sector with tax relief,
loans, social assistance, and financial assistance [15].

In the context of a supporting role, the government promotes not only supplying
sufficient resources but also provides financial and non-financial assistance to SMEs in
the early phases of development [16]. On the other hand, government support had a
statistically significant and direct effect on other institutions’ support and the performance
of SMEs. The research indicates that government support had a positive and significant



Sustainability 2022, 14, 6846 3 of 20

effect on the performance of SMEs via the partial mediation effect of other institutions’
support [17].

From a financial perspective, microfinance provides saving and credit access to small
and micro-enterprises [18]. Microfinance institutions are social organizations that provide
financial services to impoverished people who are unable to access traditional banking [19].
These organizations must deal with financial and social goals at the same time [20]. Con-
temporarily, microfinance institutions have received a lot of attention because of their
important role in poverty alleviation [21,22]. For example, microfinance loans make up
estimated India’s (70%), China’s (80%), and Malaysia’s (90%) financial system [23]. In this
regard, there is a negative influence on innovation, economic growth, and macro-economic
resilience in emerging countries [24]; while the relationship between microfinance and
enterprise performance is positive and substantial [25]. Here, there are debating issues
concerning the association between microfinance and enterprise performance. The impact
of microfinance was examined using the evidence from high-quality studies, because the
majority of the studies they looked at were conducted in rural areas, they discovered
evidence that suggests microcredit isn’t working as well as its proponents anticipated. As a
result, microfinance has modest but not uniform positive impacts, and it is not always a
silver bullet, but it can cause harm according to their analysis of the evidence [26,27].

In contrast, the direct effect of microfinance as a mediator variable regarding access to
infrastructure, entrepreneur training, and entrepreneur competence was examined [28–31].
On the other hand, the indirect effect of government support as a mediation role was
investigated by taking another constraint, especially the consideration of enterprise per-
formance [32,33]. Hence, the above findings indicate, still there is a disparity in variables,
and methodology. This implies that there is still a debate on microfinance and government
support in having which one is more likely to mediate with enterprise performance.

The other variable, access to infrastructures significantly and positively promotes
the integration of goods, services, the distribution of finished items to markets, and pro-
motes social services [34–36]. In addition, training is significant for SMEs’ success because
demands resources, knowledge, and skills to expand, enhance efficiency, and improve op-
erational performance [37]. Moreover, according to [38], the human resource, or employee
of any enterprise, is a favorable asset and a possible source of competitive advantage.

In contrast, a company’s human capital can be viewed as a valuable asset, especially
in a knowledge-based economy, where intangibles and services are becoming increasingly
important [27,39,40]. This shows that there is a disparity in determining the enterprise
performance whether in training, skill, or knowledge.

To sum up, the impacts of enterprise performance on SMEs‘ adoption using govern-
ment support as a mediator role have still not been well researched and SMEs are not
successful. Those gaps initiated the researchers to research in this study area. Therefore, the
goal of this study is to identify the mediating role of government support on enterprises’
performance through the consideration of entrepreneur competence, entrepreneur training,
access to infrastructure, and microfinance as determining factors in the context of the
Amhara region, Ethiopia. Most studies in Ethiopia and Amhara region researched more
about small, micro, and medium enterprises (SMMEs). On the other hand, SMEs are the
missing challenges in Ethiopia [2]. On the contrary, small and micro enterprises (SMEs)
have not been researched efficiently yet, and still, there are contextual, methodological, and
inconsistency gaps in various research findings. Necessarily, to meet the stated objectives,
this study tried to address three basic research questions such as (1) To what extent does the
mediating role of government support affect SMEs’ performance? (2) How does the role of
government support mediate between entrepreneur competence, access to infrastructure,
entrepreneur training, microfinance, and SMEs performance? (3) Is there a relationship be-
tween mediators, predictors, and outcome variables in SMEs’ performance? Therefore, the
study used both qualitative and quantitative research approaches supported by a structural
equation model, and path modeling analysis using SPSS/AMOS statistical tools. Thus, the
proposed research contributes and gives insight to policymakers, academic institutions,
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SME entrepreneurs, and government professionals who currently doing related to small
and micro-enterprise performance.

2. Literature Review and Hypothesis Development

As various literature, there is no clear definition of small and micro-enterprise. Some
scholars defined based on their paid-up capital, the number of people employs, and the
category of the enterprise. This indicates that there is no universally agreed definition
instead of giving contextual meanings. According to Ethiopian studies, micro and small
enterprises’ strategy and policy documents are generally defined by their paid-up capital.
Micro enterprises have paid-up capital of less than or equal to Birr 20,000 (local currency).
A small enterprise is defined with a paid-up capital of less than or equal to Birr 500,000,
local currency. However, this does not provide information on job size, or the number of
persons employed by SMEs and amount of paid up capital by USD. It also did not indicate
the entire asset size of SMEs or distinguish between manufacturing and services. Human
capital and assets are essential components of the new concept for meeting the micro and
small business’ current established boundaries [41]. Hence, this study reviewed related
literature concerning the mediating role of government support on SMEs‘ performance.

However, some scholars have explored the effects of enterprise performance inde-
pendently. For instance, the linkage between access to microfinance and enterprise perfor-
mance [32,42]; the integration among government support and SMEs performance [39,40,43].

The impacts of entrepreneur training and infrastructure with enterprise performance,
the relationship between entrepreneurs’ competence and enterprises performance [44,45].
This study is unique from the previously mentioned scholars because it used the integrated
proposed conceptual research model using mediator variable with structural equation
model. This study also focused on the determining factors that influence the performance
of SMEs such as entrepreneur competence, access to infrastructure, entrepreneur training,
and access to microfinance.

2.1. Entrepreneur Competence and SMEs Performance

Competency is defined as a person’s fundamental quality that leads to actual achieve-
ment or greater work performance [46]. The term “competency” refers to traits, motives,
specific knowledge, social roles, skills, and self-images that lead to the birth of a new
venture, its survival, and growth [47]. The tendency to believe that more effective people
have the necessary components for success leads to the attribution of a halo effect [48]. As a
result, a comprehensive idea of emotional, social, and cognitive intelligence was developed
to provide a useful framework for describing human personalities.

In addition, understanding business sustainability through entrepreneurial compe-
tencies is crucial, because it gives entrepreneurs knowledge about how they function and
inspires them to be responsive to the possible progressive or bad effects of their conduct [49].
As [50], explored the ten determining dimensions of entrepreneurial competencies such as
opportunity, relational, analytical, innovative, operational, human, strategic, commitment,
learning, and personal strength. Moreover, the risk-taking and initiative aspects influence
the entrepreneur’s skill attribute that contributes to operator success [51,52]. On the other
hand, risk-taking, communication, independence, and initiative were considered difficult
challenges to measure the aspects of an entrepreneur’s competence [45,53–55].

Furthermore, ref. [56] argued that there is a positive effect of entrepreneurial com-
petencies on the performance of SMEs. Furthermore, the competence of entrepreneurs
has a substantial impact on the SME’s performance [57]. In addition, the direct effect,
and the linkage between entrepreneurs’ competency and SMEs’ success are mediated by
government support. The relevant entrepreneurial competency has been measured which
shows entrepreneurial competencies have a significant impact on business performance [43].
Therefore, this proposed research observed the impacts of entrepreneur competency and
SMEs’ performance using personal relationship, competency, business, and management
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skill competency, entrepreneurial and human relations competency. Hence, the study has
tested the following derived hypothesis to support the research finding.

Hypothesis 1 (H1). Entrepreneur competency is significantly associated with SME performance.

2.2. Access to Infrastructure and SME Performance

Changes in the quality of infrastructure available for production will have a significant
impact on an organization’s output, income, profits, and job creation. Infrastructure is one
of the most important factors for economic development. As the findings show that access
to infrastructure within the economy through production processes has a direct relationship
to productivity [58,59]. In an emerging economy, the availability of infrastructure can have
a big impact on a company’s bottom line, where rural and regional infrastructure may be
deficient or non-existent [45]. Although, the link between infrastructure availability and
quality such as power, potable water, poor road accessibility and economic development
in most developing countries examined in Sub-Saharan Africa is missing [60]. Moreover,
lack of infrastructure has harmed the industrial sector’s production processes, particularly
SMEs’ ability to compete in the global market [34]. Furthermore, weak infrastructure
such as terrible roads, insufficient water supply, inconsistent electric supply, and a poor
telecommunications system, are all hurdles to SME growth [36].

Furthermore, access to infrastructure affects SMEs‘ performance positively and sig-
nificantly [61]. In addition, as [62] examined government support ensures an adequate
supply of necessary utilities such as electricity, water, and road. Hence, various scholars
observed the relationship and effect of access to infrastructure on SME performance. As
a result, there is a positive and significant effect on the level of infrastructure and SME
performance [34,39,63].

Therefore, this study focused on and estimated the impacts of access to infrastructure
on SME performance through the indicators of access to electricity, access to ICT, and access
to working and selling areas. So, the study tested the following derived hypothesis.

Hypothesis 2 (H2). Access infrastructure positively affects SME’s performance.

2.3. The Effect of Entrepreneur Training and SME’s Performance

The concept of training is defined as the formal and systematic change in behavior
that occurs due to education, training, development, and planned experience. Furthermore,
the primary goal of training is to help the organization to achieve its goals by increasing the
value of its most precious asset, particularly the human resource. However, in discussing
how companies learn and perform, there are many different approaches. The most known
three theoretical approaches such as knowledge-based theory, resource-based theory, and
situational-based approach [53]. This implies that entrepreneurship education is designed
to assist entrepreneurs in developing the skills, information, and mindset required to start
a new business or expand an existing entrepreneur.

Furthermore, a range of internal and external factors influences the functions of enter-
prises. Small and micro-enterprise performance is positively affected by entrepreneurship
training, which is an internal factor [64]. Mainly, entrepreneurship training has a signifi-
cantly considerable impact on an entrepreneur’s performance [64]. It also observed that
regular monitoring was required for the acquired skills translated into more jobs that
are practical. Moreover, entrepreneur training has a positive and significant association
with SME performance [65]. In most cases, entrepreneur and employee training support
significantly in the adaptation of new skills and workplace requirements. The hierarchy
provides on-the-job training for recruits.
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In addition, some businesses provide common communication, product, or service
training to all new workers. In this regard, training has a significant effect that strengthens
the employee’s knowledge base, which is necessary for speedy adaptation [66]. Further-
more, entrepreneur training is positively and significantly associated with SME perfor-
mance [54,64]. Therefore, this study tried to measure the variable entrepreneur training
based the contextualized indicators such as training consistency, training effectiveness, and
training quality on SMEs performance in the Amhara region, Ethiopia. So, the study stated
and tested the following hypothesis to address the research aims and questions.

Hypothesis 3 (H3). Entrepreneur Training is positively associated with SME performance.

2.4. Access to Micro Finance and SMEs Performance

In developing countries, access to microfinance is an institution, which provides the
availability of financial services to business enterprises. Moreover, micro-financial services
have a favorable impact on the operation and performance of SMEs [67–70]. On contrary,
microfinance has a coincidental effect on SMEs’ performance [71]. Furthermore, access
to finance has a neutral effect on the growth of SME performance [39]. Furthermore, the
shortage of finance is the primary obstacle to SMEs realizing their full potential [72]. The
capability of small enterprises negatively affected insufficient finance [73].

As financial resource options, loans, leases, and letters of credit are the most common
micro-financial services supplied to SMEs [73]. Hence, financial service categories have
a major impact on the long-term performance of SMEs [74,75]. Moreover, the amount of
loans supplied to businesses has a significant impact on their performance [76,77]; and
microcredit has a significant impact on SMEs’ performance [78]. Although leasing has a
great deal of potential using finance sources, nearby a scarcity of investigations, particularly
in emerging states on the impact of leasing on SMEs’ performance [79].

Even though the significance to SMEs, leasing has little consideration in the literature
on capital structure [80]; while leases and debt, on the other hand, are complementary
according to some empirical investigations [81]. Nevertheless, of the categories of business
facilities provided by microfinance institutions, empirical research has shown that microfi-
nance has a large and favorable impact on small and micro-enterprise performance [81–83].

Therefore, this study designed and measured the relationship between microfinance
and enterprises’ performance using contextual indicators such as loan cost, time duration
of the loan, and loan adequacy for SME performance. Hence, the study tested the derived
hypothesis as follows.

Hypothesis 4 (H4). Microfinance is positively affected SME performance.

2.5. The Mediation Role of Government Support and SME’s Performance

Government support has taken as vital to SME performance. In this sense, administra-
tion provision could range fostering a favorable corporate location towards inspiring the
sector to complete the supply of various services such as working and selling space, electric-
ity, and ICT [84,85]. Various scholars examined the level of government support [35,86,87],
which determines the rate of development of SMEs. The government’s support in terms of
tax release, inspiration (incentives), and an adequate controlling structure are significant
for SMEs’ performance [48,88,89].

Though, government intervention is not the only entity affecting SME performance [90];
thus, businesses also require government support in a variety of forms, including financial
and non-financial assistance. This means, that if government support has not been provided
in the public-private partnership, the motivation of the SMEs sector significantly declines. A
government can assist businesses in creating a platform that encourages SMEs to collaborate
on research and development and mediates SMEs‘ performance [16,91]. Thus, it indicates
that the role of government and SMEs are the two sides of one coin because the integration
between them has multiplier effects in emerging economies.
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Furthermore, government support for SMEs might take the form of creating an envi-
ronment that encourages positive and healthy competition. According to [92], the struggles
regarding equality, laws, regulations, and tax loads are some of the administration pro-
vision parts that disturb SME’s performance as seen by entrepreneur leaders. Moreover,
government support plays a significant effect in the performance of SMEs, regardless of
economic conditions [87,93]. In this regard, this study measured the mediation role of
government support on SME performance depending on access infrastructure, electricity,
facilities of information communication technology (ICT), and working and selling places
for the entrepreneur. Therefore, this research designed and tested a hypothesis based on
the previously validated and explored findings.

Hypothesis 5 (H5). Government support significantly and positively mediates SME performance.

2.6. Conceptual Model of the Study

In this study, the proposed conceptual research model is adapted from previous re-
search findings [94]. The previous studies mainly focused on entrepreneur competency,
and government support, they were limited to giving attention to other research constraints.
This implies that there are research gaps in the area of enterprise performance in Ethiopia,
especially in the Amhara region. Moreover, this study is unique from other scholars by
adding additional study variables. Comparatively, the new contextualized insight con-
straints are entrepreneur competence, microfinance entrepreneur training, infrastructure,
and the mediator variable Government support. Hence, the Enterprise performance (EP) is
the outcome variable. The entrepreneur competency (EC), microfinance (MF) infrastructure
(IF), and entrepreneur training (ET) are predictor variables as shown in Figure 1.
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3. Research Methodology
3.1. Research Design

The research design is a plan for achieving research objectives and resolving research
problems. This study used both quantitative and qualitative research designs. The study
designed the mediator variable government support by taking some constraints, which
have not yet been researched by other scholars. Some scholars examined, the mediation
role of entrepreneur competence has a positive effect on enterprise performance, and
government support on enterprise performance [95]; Hence the mediation role of en-
trepreneur competence is explored in both direct and indirect effects using the independent
variable microfinance, and government support with the dependent variable enterprise
performance [96]. Here, they did not focus on the other variables’ impacts such as access
infrastructure and entrepreneur training on SMEs’ performance. In addition, they also did
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not examine government support as a mediation constraint concerning SME performance.
Therefore, this proposed study is unique from previous studies.

Moreover, this study used the mediator variable government support to identify
the direct and indirect effects of the entire variable adopted from previous findings [97].
Therefore, the study used four independent variables such as entrepreneurial competence,
microfinance, access to infrastructure, and entrepreneur training concerning the dependent
variable enterprise performance.

3.2. Sample and Data Collection

The researchers used the purposive sampling method to determine the number of
respondents from the total population [98]; thus, the estimated sample size of SMEs has
been taken from the Amhara region, Ethiopia. As a result, the authors used primary and
secondary data from SME entrepreneurs by choosing 384 SME leader and employee re-
spondents purposively based on a 5% significant threshold [99]. The researcher distributed
420 questionnaires to respondents. Finally, 384 questionnaires were collected and analyzed
using SPSS/AMOS statistical tools.

3.3. Model Specification

When constructing an empirical model, it has not been recommended by other scholars
to identify the dependent and independent variables with their estimated values. The
empirical model’s independent variables were the mediating effect of government support
with the predictor variables, entrepreneur competency, microfinance, infrastructure, and
entrepreneur training. Overall, employment growth, capital growth, and sales growth
indicate the performance of SMEs, the interventions based on the researcher’s logical
judgment, and the accessibility of data. To track the progress of SMEs in Ethiopia, data on
capital growth, employment growth, and sales growth are used [10,100]. As a result, in
growth-related research, both structural equation models and multiple regressions have
been utilized in this study.

According to current research, the multiple linear regression model is consistent [10,45].
Instead of conducting different regression analyses, the structural equation model (SEM)
analysis was designed to explore a single analysis model [98]. Moreover, the structural
equation model is a useful tool for determining the direct and mediated effects between the
outcome and predictor variables supported by the mediator variable. In assumption, when
one variable influences a second variable, which influences the third variable, all factors
provided for causal estimation are taken into account. As a result, the mediator is M, the
intermediate variable. It serves as a relationship between predictors X and the outcome
variable Y (SMEs performance). The derived equation for the proposed conceptual research
model has predicted as follows:

The dependent variable “Y” has projected to estimate the implications of SMEs perfor-
mance as follows:

Y = β0 + β1X + ε (1)

The impacts of entrepreneur competence using government support, and intervention
roles between variables have been forecast through multiple regression analysis with the
“X” and “M” predicted equation.

Y = β0 + β1X1 + β2X2 + β3 X3 + β4 X4 +M + ε (2)

The impact of government support (mediator variable) on SMEs’ performance has
been predicted as follows:

Y = β0 + β1X1 + β2X2 + β3X3 + β4 X4 + ε (3)

where: Y = enterprise performance (dependent variable) X = Independent variables or
X1 = entrepreneur competence, X2 = infrastructure, X3 = entrepreneur training, X4 = micro
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finance. M = government support (the mediating variable), β0 = Intercept, ε = the standard
error.

3.4. Measurements of Variables

As various literature shows that financial and non-financial performance, metrics
can be considered measuring instruments. Hence, this study adopted and contextualized
measuring items depending on the aims of the research as shown in Table 1 below.

Table 1. Measurement of Variables.

List of Variables Indicator Items References

Enterprise Performance (EP)

Employment growth
SMEs sales growth

SMEs capital growth
Profit growth

Managerial performance growth
Competitive capability

[54,94,101–106]

Entrepreneur Competence (EC)

Personal relationship competency
Business and management skill competency

Entrepreneurial and human relations competency
Market competitive competency

Financial skill competency
Innovative and entrepreneur competency

[35,51,52]

Access Infrastructure (IF)

Access to market facility technology
Access and fulfill related to infrastructure facilities

Access training workshop facility
Access land for working and selling place

Access road
Access water

[34,39,63]

Entrepreneur Training (ET)

Entrepreneur training consistency
Entrepreneur training effectiveness

Entrepreneur training quality
Entrepreneur Training redundancy
Entrepreneur Training competency

[54,64,107]

Access Finance (MF)

Time duration of the loan (long term loan
Loan Adequacy for entrepreneur

Microfinance loan cost and
Influence of interest rate

Lease machine accessibility

[54,94]

Government Support (GS)

Facilitating to access electricity
Facilitating working and selling place

Facilitating ICT infrastructure
Issued supportive policy

Facilitating financial support
Facilitating training

[35,86,87]

4. Results and Interpretations
4.1. Demographic Data Analysis

In this research, findings of 384 SMEs leader and employee respondents’ demographic
sample data show 80.2% (308) are male and 20.8% (76) were female. While the statistical
data indicates that females’ engagement is too low; this case may be linked to the inability
of SMEs sectors to consider female entrepreneurs’ participation. The data analysis indi-
cates 36% of the respondents were 20–30 years, 23% of respondents were between 31–40
years, 17% were between 41–45 years, 13.1% were 46–50 years, and 10.8% of the response
participants were greater than 50 years old. It shows that two-thirds of the participants are
mature entrepreneurs and they are capable to give a rational answer to the study.
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The educational background of respondents” response indicates that 45.8% had diplo-
mas holders, 34.5% of the respondents were high school level and below, 17.6% of the
respondents were undergraduates (degree holders), and the remaining 2.1% of respondents
were postgraduates. The age analysis implies that most of the participants were able to give
valued evidence for the study. In addition, the respondents’ work experience implies that
54.9% had 11–20 years of work experience while 18.5% were more than 21 service years
acting in SME business tasks. The remaining 11.7% and 3% of respondents were 6–10, and
1–5 years of work experience, respectively.

4.2. Reliability and Validity Statistics Analysis

The correlation matrix analysis results incorporated the inter-correlations of the pri-
mary study variables such as EP, EC, MF, IF, ET, and GS, respectively. As a result, indicates,
there is a significant impact with a positive correlation at r = 0.656 **, and p < 0.01 between
EC and EP. Furthermore, there is also a significant influence with a positive correlation at
r = 0.844 **, p < 0.01 between MF and EP. The intercorrelations are also significant effects
with a positive association between MF and EC at r = 0.837 **, p < 0.01. So that, there is a
higher magnitude of correlation with the outcome variable enterprise performance (EP).
The relationship between IF and EP is positive and significant at r = 0.635 **, p < 0.01 as
well as between IF and EC has significant and positive integrity at r = 0.845 **, p < 0.01.
Likewise, there is also the same significant effect with a positive relationship that exists
entirely between IF and MF at r = 0.785 **, p < 0.01.

In addition, there is a significant and positive relationship between ET and EP at
r = 0.859 **, p < 0.01. Similarly, a significant positive relationship also exists between ET and
EC at r = 0.689 **, p < 0.01. There is also a positive and significant relationship between ET
and MF at r = 0.801 **, p < 0.01. As the result reveals, there is also a positive and significant
relationship between ET and AI by r = 0.687 **, p < 0.01 level.

In other words, the matrix analysis revealed that the relationship between the outcome
variable enterprises performance, the response (independent) variables, and the mediator
government support is robust, positive, and substantial. Moreover, the interactions of each
predictor variable and the outcome variable enterprises’ performance are direct, which has
supported by the mediation of government support at 0.001 and 0.05 levels (2-tailed) of
significance, as depicted in Table 2 below.

Table 2. Correlation Matrix Analysis.

EP EC MF IF ET GS

EP Pearson Correlation 0.954
Sig. (2-tailed)

N 384
EC Pearson Correlation 0.656 ** 0.889

Sig. (2-tailed) 0.000
N 384 384

MF Pearson Correlation 0.844 ** 0.837 ** 0.880
Sig. (2-tailed) 0.000 0.000

N 384 384 384
IF Pearson Correlation 0.635 ** 0.845 ** 0.785 ** 0.964

Sig. (2-tailed) 0.000 0.000 0.000
N 384 384 384 384

ET Pearson Correlation 0.859 ** 0.689 ** 0.801 ** 0.687 ** 0.884
Sig. (2-tailed) 0.000 0.000 0.000 0.000

N 384 384 384 384 384
GS Pearson Correlation 0.835 ** 0.766 ** 0.826 ** 0.855 ** 0.883 ** 0.961

Sig. (2-tailed) 0.033 0.000 0.000 0.000 0.000
Pearson Correlation 384 384 384 384 384 384

** Correlation is significant at the 0.01 level (2-tailed).
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Lastly, the correlation is positive and significant between the mediator variable GS and
outcome variable EP at r = 0.835 **, p < 0.033. There is also a positive and significant role
between GS and EC r = 0.766 **, p < 0.01 while there is a positive and significant association
between GS and MF at r = 0.826 **, p < 0.01. Consequently, there is a favorable relationship
between GS and IF at r = 0.855 **, p < 0.01 as well as when looking at the relationship
between GS and ET, there is a positive and significant relationship at r = 0.883 **, p < 0.01.
Therefore, this implies that all the identified variables have more likely favorable effects on
one another both significantly and positively.

4.3. Analysis of Multiple Regressions

The study used multiple regression analysis to identify which responsive variables
affect the outcome variable enterprise performance. Each parameter estimate value ranges
from to according to regression indicates 0.701 (IF), 0.711 (ET), 0.950 (EC), 0.961 (MF) to
0.730 (EP) with a direct impact between the variables access to infrastructure, entrepreneur
competence, and microfinance to enterprise performance have a strongly significant and
positive influence. On the other hand, the parameter estimate value ranges from 0.831 (ET),
0.841 (MF), 0.861 (IF), 0.960 (EC), 0.971 (GS) to 0.730 (EP) with an indirect significant and
positive impact among variables that is supported by the mediator role of government
support. Furthermore, crucial ratio values are created when the estimates are separated
and examined in terms of their appropriate standard error (S.E) (C.R). At a 0.05 level of
significance, a critical ratio (C.R) score greater than 1.96 is more likely to be positive. As a
result, all of the composite reliability (C.R) values are more than 2.526, indicating that at a
p-value of 0.05, all of the study limitations are significant.

Furthermore, all of the determined variables have been independently tested to ensure
that the proposed research model is fit for its purpose by adhering to the previously
stated assumptions. As a result, with a p-value of 0.000, the predictor variables enterprise
competency (EC), micro-financing (MF), access to infrastructure (IF), and enterprise training
(ET) had a positive and substantial impact on the outcome variable enterprise performance.

Moreover, the mediator variable government support (GS) positively and significantly
affects the dependent variable enterprise performance (EP) at β = 0.971 and a p-value of
0.033. This indicates that there is no significant disparity in the variances of the study
variables at all dimensions. So that, the effect of the mediator variable government support
(GS) plays a more likely positive and significant role on enterprise performance (EP) as
shown in Table 3 below.

Table 3. Levels of Significant and Critical Ratio Regression Weights.

Measuring Items Path Estimation (β) Standard Error Composite Reliability Sig

EP ← EC 0.950 0.065 4.564 0.000
EP ← MF 0.961 0.056 2.526 0.000
EP ← IF 0.701 0.057 2.944 0.000
EP ← ET 0.711 0.051 2.588 0.000
EP ← GS 0.971 0.063 3.508 0.033
GS ← EC 0.960 0.057 2.734 0.000
GS ← MF 0.841 0.048 3.054 0.000

To sum up, all the evaluated variable items support the fitness of the proposed con-
ceptual model positively and significantly affected by the mediator role of government
support. The government support mediates the performance of SMEs. Hence, all the indica-
tor items undertake a strong relationship with their respective latent constructs. Therefore,
the derived conceptual model has fitted since the estimated results of the stated variable
are above the recommended threshold values of the criteria of the model specification
assumptions.

4.4. Structural Equation Model Estimate

This research tried to evaluate the influences of response variables on the dependent
variables; the study used a supportive path diagram structural equation model (SEM). The
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summary of structural equation model estimation analysis shows that the goodness of
model fit indices is acceptable because all the computed indices are above the criteria values
of basic assumptions as shown in Table 4 below. Moreover, the Chi-square for the model is
1.780, which is less than 3.0; the GFI also fits at 0.952, which is above the threshold value
of 0.90. The AGFI is also acceptable at 0.937, which is greater than the 0.90 recommended
value; the NFI value is also 0.926, which is greater than 0.90; the IFI of the model is 0.972
which is above the recommended value of greater than 0.90. The CFI of the model is 0.982,
which is ≥0.90 and TLI is 0.928, which is ≥0.9.

Table 4. Result of the CFA Model Fit.

Model Fit Indices Criteria Standard Measured Model

Chi-square (χ2) Low 319.83
Degree of freedom >0.0 183

χ2/df <3.0 1.780
Goodness-of-fit index (GFI) ≥0.90 0.952

Adjusted Goodness of Fit (AGFI) ≥0.90 0.937
Normed fit index (NFI) >0.90 0.926

Incremental fit index (IFI) >0.90 0.972
Tuker-Lewis Index (TLI) ≥0.90 0.928

Comparative Fit Index (CFI) ≥0.90 0.982
Root Mean Square Error of Approximation (RMSEA) <0.08 0.043

4.5. Results of the Structural Model Goodness-of-Fit and Path Modeling Analysis

In this research, the structural equation model and growth path model have been used
to evaluate goodness-of-fit and the impacts of constructs over their respective variables.
Furthermore, based on the results of the path-modeling diagram analysis, the study took
into account the estimated values of the growth path modeling coefficients or standardized
regression weights 0.668 (67%) and the explained variance of model fitness (R2). As a result,
the standardized coefficient regression estimated values for the variable suggest that the
model is fit. Since R square (R2) is assessed to be 0.730 (73%) and significant at a p-value of
0.000.

As the growth path model demonstrated that the independent variable entrepreneur
competency (β = 0.841 ***), microfinance (β = 0.961 ***), access to infrastructure (β = 0.701
***), and entrepreneur training (β = 0.950 ***) strongly affect the outcome variable enterprise
performance which is highly supported by the mediation role of government support
(β = 0.971 ***) as shown in Figure 2. Therefore, the role of government support strongly
mediates the performance of enterprises in SMEs in the context of the Amhara region.

On the other hand, the impacts of all constraint variables have a multiplier effect on
enterprise performance. As a result, when the influence of entrepreneur competency (EC)
grows by one unit, the outcome variable enterprise performance (EP) increases by the
estimated factor of =0.841 substantially with a p-value of 0.000, as citrus paribus remains
constant. With a p-value of 0.000, when the impact of microfinance (MF) grows by one
unit, the outcome variable enterprise performance (EP) improves by the estimated factor
of =0.961 significantly. Furthermore, when the distribution of access to infrastructure (IF)
increases by one unit, the outcome variable enterprise performance (EP) improves by the
estimated factor of =0.701, with a p-value of 0.000. Similarly, as entrepreneur training (ET)
improves by one unit, the outcome variable enterprise performance (EP) is more likely to
be affected by the estimated factor of =0.950, with a p-value of 0.000.
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Furthermore, because the mediating role of government support is highly and strongly
enhanced by one unit on other constraints such as entrepreneur competency, microfinance,
access to infrastructure, and entrepreneur training, the aggregate performance of SMEs
will be influenced by the estimated factor of =0.971 significantly at p-value 0.033. As
the suggested conceptual model fit indices in Figure 2 reveal, government support has a
multifaceted influence in mediating between independent and dependent variables.

4.6. The Mediator Variable’s Direct, Indirect, and Total Effects

In this research, was used to investigate the mediation impact of the study variable
using the growth path model. As a result, the path modeling regression weight analysis
was used to assess the direct, indirect, and total effects of the mediator variable governing
support. The full mediation effects of all the independent factors added to the outcome
variable were examined and weighted using the structural equation model (SEM).

The direct, indirect, and total effects of the mediator variable government support
have been investigated, as evidenced by the variations in mediation findings. Based on the
development path modeling results, the mediation weights may now see from two different
perspectives. The first examines the influence of all independent factors as well as the role of
government support as a mediator. At =0.970, the mediating effects of government support
on entrepreneur competency, microfinance, infrastructure access, and entrepreneur training
are extremely dominant, favorable, and significant. As a result, the findings suggest that
government support has a significant impact on entrepreneur competency, microfinance,
infrastructure availability, and entrepreneur training. The relationship between government
support and enterprise performance is the second factor to analyze. As a result, the effects of
the government’s supportive role on enterprise performance are favorably and considerably
influenced, with favorable total effects of =0.970.

To summarize, the mediating effects of government support and all independent fac-
tors on the outcome variable enterprise performance in all measurements of direct, indirect,
and total effects are extremely significant and favorable. As a result, the government’s
mediation role resulted in a positive effect as shown in Table 5 below.
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Table 5. Direct, Indirect, and Total Effects of the Mediator Variable.

Path
Micro Finance (MF) Enterprise Performance (EP)

Effects of Mediation
Direct Effects Indirect Effects Total Effects Direct Effects Indirect Effects

EC 0.858 0.000 0.858 0.144 0.688 0.832
MF 0.950 0.000 0.950 0.042 0.880 0.921
IF 0.859 0.000 0.859 0.145 0.684 0.834
ET 0.834 0.000 0.834 0.168 0.909 0.977
GS 0.000 0.000 0.000 0.970 0.000 0.970

4.7. Mediating Effects of Government Support

The study used the role of government support as a mediator variable to explore
the impacts of entrepreneur competence, microfinance, access to infrastructure, and en-
trepreneur training on enterprise performance as displayed in Table 6. The influence of the
mediating variables has been investigated using the Sobel test to verify the level of mediator
in catalyzing other determined predictors and outcome variables. As a result, when the
Z-score is more than 2.00 (absolute value), mediating effects exist [108–111]. Therefore, the
mediating effects of government support highly support the other study variables in the
intervening role; and the Sobel test of Z-score value fulfilled the threshold criteria, which is
greater than 2.00 as shown in Table 6 below.

Table 6. Results of Mediation effects.

Mediator (Path) Coefficient Standard Error Sobel Test z-Value LL95%CI UL95%CI

EC→ GS→ EP 0.960
0.971

0.055
0.083 9.71791357 0.348 0.544

MF→ GS→ EP 0.841
0.971

0.068
0.083 8.49891857 0.272 0.392

IF→ GS→ EP 0.861
0.971

0.059
0.083 9.12783006 0.195 0.225

ET→ GS→ EP 0.831
0.971

0.079
0.083 7.82200163 0.214 0.357

In addition, the confidence interval for the direct impacts has been calculated using
the product distribution approach. So that, at a 95% confidence level, 0.00 was not included
in the confidence range for direct effects, indicating that mediating effects were examined
in this study. Hence, the mediating effects of all measurements in this investigation were
statistically significant as the results of mediation effects are shown in Table 7. Therefore,
the existed result of the Sobel test supports the mediating effect of government support
(GS) between entrepreneur competence (EC), microfinance (MF), access to infrastructure
(IF), entrepreneur training (ET), and enterprise performance (EP).

4.8. Test of Hypothesis Results Analysis

In this study, all of the stated hypotheses were tested. Moreover, the entire hypothe-
sized associations among variables have been supported by the results of the structural
equation model (SEM) analysis as shown in Figure 2. In this regard, entrepreneur compe-
tence (EC) has a significant and positive effect on enterprise performance (EP) at β = 950,
a p-value of 0.01. This implies, that the investigation result of hypothesis 1 is accepted,
and supports the aims of the study. The mediating role of government support (GS) has a
significant and positive effect on enterprise performance (EP) at β = 0.961, p-value less than
0.05. Therefore, hypothesis 2 is accepted. Access to infrastructure (IF) have a significant and
positive effect on enterprise performance (EP) at β = 0.701, p-value < 0.01. This shows that
hypothesis 3 is accepted, and significantly supports the aims of the study. Entrepreneur
training (ET) has a positive and significant influence on enterprise performance (EP) at
β = 0.711, p-value < 0.01. It shows that hypothesis 4 is also accepted and supported by the
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study. Microfinance (MF) also has positive and significant effect on the dependent variable
enterprise performance (EP) at β = 0.971, p-value < 0.01. This indicates, that hypothesis
5, is acceptable and supported the aims of the study. Generally, all stated and proposed
hypotheses test results significantly and positively support the outcome of the derived
hypothesis as shown in Table 7 below. These results confirm that all stated hypotheses are
accepted.

Table 7. Tests of Hypothesized Results.

Hypothesis Direction and Structural Path Path Coefficient p-Value Inference

H1 EC→ EP 0.950 ** 0.000 Supported
H2 IF→ EP 0.701 ** 0.000 Supported
H3 ET→ EP 0.711 ** 0.000 Supported
H4 MF→ EP 0.961 ** 0.000 Supported
H5 GS→ EP 0.971 ** 0.033 Supported

Note: ** Stands for the strong relationship and level of significance between variables.

5. Conclusions and Recommendations

The main aim of this study is to examine factors affecting SMEs’ performance with
the mediating role of government support in the Amhara Region, Ethiopia. This study
used both qualitative and quantitative research designs. The derived research model
deployed a Structural equation model, growth path modeling, and multiple regression
analysis supported by SPSS/AMOS statistical tools. The study also used both primary and
secondary data sources using selected enterprises and entrepreneur respondents. Based on
the reviewed literature and the finding, the study concluded the following key points.

To the findings of the study, the theoretical implications indicate that the mediating
role of government support has highly significant and positive impacts on enterprise perfor-
mance at β = 0.971 ** and R2 = 0.730. The derived conceptual model fitted significantly and
positively which fulfills all recommended model indices values. Moreover, the independent
variables entrepreneur competence (β = 0.960 **), microfinance (β = 0.714 **), access to
infrastructure (β = 0.861 **), and entrepreneur training (β = 0.831 **) have a positive and
substantial impact on enterprise performance. However, all the indicator measurement
items have a favorable impact on the receptive response and outcome variable. Mainly,
microfinance (β = 0.961 **), and entrepreneur training (β = 0.950 **) have a major influence
on enterprises’ performance next to the mediating role of government support. Hence, the
findings of the results have imperative and beneficial effects for theoretical implications.

Theoretical Implication: In this study, the findings coincide with the previously
explored outcomes with logical theoretical perspectives. From a resource-based theory
perspective, the financial limitation of the entrepreneur can be solved by long-term loan
options, access lease machines, and access working areas through a cluster approach.
Therefore, the theoretical implications of this study should be addressed through the
consideration of resource-based theory.

Managerial Implications: Furthermore, the results of the study, the managerial impli-
cations show that the SMEs and government support have gaps in building enterprises
performance due to lack of long-term loan financing, access to lease machines, unfair
interest rate, production and selling the place, the definition of SMEs, and structural flow
bottlenecks. For that reason, the regional government, technical vocational enterprise de-
velopment bureau, and microfinance institutions should take corrective managerial actions
to access a long-term loan, supply of lease machine, fair interest rate, working, selling
premises on cluster management approach, re-define SMEs definition and restructure the
existing strategy and policy in the context of Ethiopia, including the regional state.

Knowledge Contribution: The contribution of this paper fills the gaps of Government
officials, policymakers, academic institutions, and entrepreneurs. From the findings factors
affecting SMEs’ performance are a shortage of access to finance, the impact of high-interest
rate, limitation of infrastructure entrepreneur training, and absence of entrepreneur com-
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petence which were affected by the mediating effect of Government support in Ethiopia
Amhara region.

Limitations and future directions: The main limitation of the study is limited only
to SME sectors. The study was also limited to the Amhara region, particularly in three
metropolitan cities. The study did not consider other constraints. It is also limited in
deploying secondary data to measure the financial aspects of the enterprise performance.
This all implies that further research should investigate.

The study forwarded some future directions. All the stakeholders who stake in
enterprise development should act based on their independent and mutually expected
roles. Moreover, this study recommended the government to take actions particularly,
about accessing long-term loan financing, balancing the unfair interest rates, supplying
long-term machine lease system, re-define the small and micro-enterprises practically,
and formulating appropriate clustering management approaches to overcome the existed
problems of SMEs performance accordingly. The government should look at the SMEs
policy and strategy implementation aligned with those primarily legitimated institutions
that have a stake in job creation. Therefore, further studies should conduct, and both
the government as well as institutions should experience solving problems supported by
research investigations.
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