Management Science Letters 3 (2013) 1409-1414

Contents lists available at GrowingScience

Management Science Letters

homepage: www.GrowingScience.com/msl

An evaluation of small businesses in lran

Ahmad Jafari Samimi®, Mahmood Yahyazadefar®, Hasanali Aghajani® and Seyed Mohammad karimi¢”

Professor of Economics, University of Mazandaran, Babolsar, Iran
®Associate Professor of Management, University of Mazandaran, Babolsar, Iran
‘Department of Management, Economics University of Mazandaran, Babolsar, Iran

CHRONICLE ABSTRACT

Article history: As one of the most important and fundamental issues, employment is an indicator of
Received January 15, 2013 development and welfare in any country. Due to the rapid growth of population over the past
geAC;‘i’legoT?’re"SEdformat decades in Iran, investigating unemployment and the obstacles hindering employment is of

paramount importance. In this study, a questionnaire was used and a group of experts were

Accepted 10 April 2013 interviewed in order to identify four groups of legal, economic, social as well as individual

Available online

April 112013 factors, which could improve or hinder the growth of small businesses and self-employment. In
Keywords: this paper, having determined the factors influencing the expansion or downsizing the small
Small businesses businesses, the entrepreneurs, agents supporting small businesses, and the members of
Self-employment employment groups in Mazandaran Province, Iran rated the four categories. Finally, the most
Entrepreneurship important growth factors or challenges faced by small businesses from the three

aforementioned perspectives were compared.
© 2013 Growing Science Ltd. All rights reserved.

1. Introduction

Unemployment is one of the most important issues in today’s economy and the negative
consequences of unemployment, particularly among young people may create various social issuesin
any developing countries including Iran. According to “Iranian Consensus Center” statistics, Iran
with a population of over 75 million had an unemployment rate of 14%. Hence, it is imperative to
determine the major causes of unemployment and to remove the obstacles of self-employment in
order to reduce unemployment rates. Economic theories that are used for analyzing self-employment
are very close to the concepts of entrepreneurship (Balkin, 1989). According to the definitions of the
Iranian Consensus Center, any workshops with up to 10 workers are categorized as small-scale
industries. Additionaly, the Iranian Ministry of Industry has classified workshops with fewer than 4
workers as “very small units’, those with 5-9 workers as “small units’, 10-49 workers as “medium
units” and any firm with more than 50 workersis considered as “large units’.
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Small businesses have different advantages; it can decrease the rate of poverty and increase in the
relative welfare level of a country and many people have managed to win Nobel prize for
contributing to small businesses. One of the ways to support small businesses is to create job
opportunities and a stable income for households. Small scale loans granted in Iran, for instance, by
organizations like the Mehr-e-Emam Reza ingtitute, Imdad Committee etc. can be categorized under
these loans.

During the past two decades, several organizations have been established in Iran to enhance
employment. For instance, in 1994, the “Qarz-ol Hasaneh” institute of job opportunities was
established to support the existing jobs and to create new job opportunities. In addition, in 2000,
“Qarz-ol Hasaneh” ingtitute of rural job development was established to provide loans with no
interest rate for people in underdeveloped rural areas. Furthermore, to encourage people to invest
more on the agricultural industry, the core specialized organization of support and expansion of
agriculture in 2003 was established to create job opportunities in the aforementioned areas (Research
and Development Center of Mgjlis of Iranian Parliament, 2010).

According to Banerjee and Newman (1990), the affluent can obtain credit easily and create jobs,
however, they often tend to own their own businesses. One of the effective measures taken in Iran in
order to develop and support small businesses of low income individuals was the establishment of
“Mehr-e-Reza” institute in 2005. In order to actualize the objective of employment, this organization
grants employment loans with zero-interest rates. Its facilities cover unemployed individuals who are
skilled in the areas of public service, industry, agriculture and business.

This research investigates the influential factors in developing small businesses. The methods of data
collection involve interviews with the senior directors of “Mehr-e-Reza’ institute , a survey of the
entrepreneurs views in the Province of Mazandaran as well asindividuals' feedbacks who are active
supporters of small scale businesses.

2. Background and theoretical framework

Iran is a country where the family plays essential role in social and ideological systems. The
considerably increasing number of university students and high interest levels among females in
socia activities accentuates the need for small scale home businesses. One of the theories, often
discussed in this area, is the theory of occupational choice. This theory was initially based on the neo-
classic theory of human investment that regards every individual as interested in choosing a
profession that leads him/her to the highest possible income (Becker, 1964). As Parker (2004) states,
the occupational choice is regarded as an internal economic theory. Lucas (1978) developed a model,
according to which a person can opt for either paid employment or entrepreneurship, depending on
his/her leadership skills. Less talented entrepreneurs usually follow businesses that have already been
tried whereas talented entrepreneurs create new businesses. Medium level entrepreneurs are also able
to run their own innovative businesses or buy them from talented entrepreneurs (Holmes & Schmitz,
1990). Fetzer (1998) stated that previous job experience and training as the most important reasons
for self-employment. According to Lazear (2002), a self-employed person, who does not have access
to the appropriate workforce, requires less skill in comparison to more prominent businessmen.

Cagetti and Nardi (2006) proposed their model based on individuals' ability to launch a business with
a focus on income under a high financial pressure. Jacobs (2007), in their examination of the
occupational choice theory, highlighted the importance of training. Jacobs's occupationa choice
theory indicated that self-employed individuals could earn less than regular wage earners. Antunes
and Cavalcanti (2002) developed the model of general equilibrium, which contains an integration of
credits. The model proposed three alternatives and an increase in unemployment represented a
decrease on employment opportunities as well as one' s expected income, which in turn promotes self-
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employment. Verheul et a. (2006) stated that a decrease in unemployment rates could motivate self-
employment. The choice of one's occupation is evaluated by the level of one's talent, which is
performed through training. Individuals who have completed advanced training courses can employ
people (Poschke, 2009). Self-employment depends on the business cycle; that is to say, during
unemployment self-employment remains the only alternative in the job market, and vice versa during
an economic boom fewer people try self-employment (Verheul et a., 2006). Berger and Black (2011)
investigated the effect of granting loans on small-scale businesses and pointed out the advantages of
loans granted by small banks to small businesses. Kaiser and Moller (2011) tried to find out whether
self-employment was an unpleasant and unsuccessful experience, investigated the effects of self-
employment and working for wages on employment. In a study in Spain, 700 small business owners
were surveyed on self-employment and innovation and different factors influencing innovation in
small business were determined (Romero & Martinez-Roméan, 2012). Romero and Roman (2012)
reported training as the most influential factor.

The present study seeks to determine the factors influencing the growth of small businesses and the
obstacles hindering their development from the viewpoint of agents supporting small businesses,
entrepreneurs, and the members of employment groups.

3. Method

This study conducted in Mazandaran Province of Iran, ams at identifying the best way to support
small businesses and it comprises two phases. The first phase involves determining the factors
influencing the small businesses and the second one focuses on ranking these factors from the
viewpoint of agents supporting small businesses, entrepreneurs, and the members of employment
groups. Both descriptive and inferential statistics have been used to analyze the data.

3.1. Population and Sample

The sample size of the present study was 152 including the agents supporting small businesses and
the members of employment groups in Mazandaran Province and 30 successful entrepreneursin the
province who had used the facilities of Mehr-e-Emam Rezainstitute in order to establish or expand
small businesses. The sample aso comprised the senior directors of Mehr-e-Emam Rezainstitute,
who shared their knowledge and expertise with the researchers.

3.2. Research Procedure

In this study, in order to find out the factors influencing the small businesses the following procedures
were followed and were presented in Fig. 1.

» Determining the factors that influence the growth of the small businesses by interviewing the
experts in Mehr-e-Emam Reza ingtitute: The factors and challenges influencing the growth of
the small businesses were identified through interviews and focus group meetings with the
experts of the organization.

» Classifying the factorsin four categories of economic, legal, social and individual factors with
the help of the experts and based on the literature related to employment in different
organizations in Iran and the world. Interviews and focus group meetings were conducted to
refine this classification.

» Using statistical methods to rate the influencing factors on the small businesses based on the
viewpoints of three different groups including the agents supporting small businesses,
entrepreneurs, and the members of employment groups
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» Cross-checking the results achieved from the viewpoints of the three aforementioned groups
and analyzing the results
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Fig. 1. Research procedure
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4. Data analysis

Phase 1: In this phase, we determine the factors influencing the small businesses through interviews
with the experts in Mehr-e-Emam Rezainstitute. This phase involved interviewing 11 senior directors
of Mehr-e-Emam Reza ingtitute on the factors that positively or negatively influence the small
businesses. After collecting the data, the researchers examined the responses in order to categorize
the factors (Table 1).

Phase 2: In this phase, we classify the factorsinto legal, economic, socia and individual categories
The experts in the area of employment were interviewed and the related literature on the viewpoints
of Iranian scholars as well as researchers from other parts of the world were reviewed in order to
categorize the identified factors in Phase 1 under four categories of legal, economic, social and
individual factors (Table 1):

Table 1
Factorsinfluencing small businesses
Factors
Effect Economic Lega Socia Individual
» Tax reduction/ * Increasing wages ¢ Increased * Increasing
exemption e Limited investment in individuas' risk-
* Increased export employment in vocational training taking attitudes
» Financia aidswith governmental e Training during * Independence
Positive low interest rates sectiqns_ _ miIitary_service . Self-qo_nfidence
and costs e Redtrictionsin ¢ Supporting home e Credtivity
employing businesses
foreigners « Encouraging team
work and
collaboration
* Inadequate import « Inadequate financial * A tendency to do
of goods and monetary routine and
Negative * Increased costs of policies monotonous work

raw materials ¢ Restrictionsin
obtaining permits

Phase 3: In this phase, we rate the factors influencing small businesses through statistical analysis of
the data. A questionnaire was developed and tested for its reliability by administrating it to 20
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randomly selected target respondents. The obtained Cronbach’s apha coefficient was .816 that was
more than .70 that would indicate a high level of reliability. The data were tested for their normality
before deciding on the most appropriate statistical method to test the research hypotheses. KS test
was used to test the normality of distribution of the data. Since the significant value exceeded apha at
.05 (p>.05), it was concluded that the data were normally distributed. In order to rate the four factors
Freedman's test was used. Based on the results of this test, since the significant value was smaller
than alpha (p<.05), it was concluded that the four factors had different degrees of effects on small
businesses. The rank of each factor was determined based on the cal culated means:

Table 2

Ranking the factors influencing small businesses

Factors with descending level of importance Means
Economic factors 3.27
Social factors 2.84
Individual factors 2.10
Legal factors 1.80

Phase 4: In this phase we perform cross-checking the views of employees in the agents supporting
small businesses, entrepreneurs, and the members of employment groups through statistic tests. In
this phase, ANOVA was used to compare the means of the four factors achieved from the three
different sources of data. As the results of the test indicated, the significant value was larger than
alpha (p>.05). It was, therefore, concluded that there was no significant difference between the effects
of the four factors on small businesses.

Table 3
Ranking the factors influencing small businesses from various viewpoints
Sample Factor Mean The most important factor
Entrepreneurs Economic 3.00 Increased export
Legal 1.67
Socid 2.83
Individual 2.50
Agents supporting small Economic 3.29 Financial aids with low
businesses Legd 1.80 interest rates and costs
Socid 2.84
Individual 2.08
Members of employment Economic 3.05 Inadequate import of goods
group Legd 1.77
Socid 297
Individua 222

In order to determine how each of the three sources of data rated the influential factors, Freedman test
was used. As the results showed, the significant value was smaller than apha (p<.05). It was,
therefore, concluded that the effect of each of the four factors was significantly different based on the
viewpoints of the three sources. Then, the most influential factors were determined in reference to the
viewpoints of the three sources of data. Table 3 summarizes the findings on the most influential
factors based on the means of the rankings.

5. Discussion and Conclusion

Based on the findings we understand that the factors influencing the growth of the small businessesin
Mazanadaran Province of Iran include economic, social, legal and individual factors, in reference to
their degree of importance. The main factors influencing the small businesses were rated similarly by
the three different sources (entrepreneurs, agents supporting small businesses, and members of
employment groups). The four factors included the economic, social, legal and individua factors in
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reference to their level of importance. In our survey, economic factors are the most important factors
for the growth of the small businessesin Iran, followed by the socia factors.

Based on the feedback received from the entrepreneurs and self-employed individuals in small
businesses, among the 20 factors, the most influential factors that can improve small businesses
include (a) increasing export, (b) supporting small and home businesses run by women who are
financially in charge of their households and providing their means of sustenance, and (c) financial
support of the small business owners by providing them low interest financial support and low cost
facilitiesin the order of their importance.

According to the employment group members in Mazandaran Province, an inadequate rise in import
of goods is the most remarkable obstacle in the way of the growth of small businesses. Meanwhile, an
increase in export besides the individual’ s self-confidence and perseverance can positively affect the
growth and development of self-employment and small businesses. Individuals who work in agencies
supporting small businesses, like Mehr-e-Emam Reza ingtitute, believe that the government’'s
financial support of the small business owners and their access to low interest financial resources as
well as low cost facilities are the most important factors that support the growth of small businesses,
followed by avoiding inadequate increase of import of goods aswell as an increase in exports.
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