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Abstract

Micro and small enterprises in Jordan are still developing sector but they are so many and
offer opportunity for employment in the country. Even though the government is trying to
encourage most individuals to venture in entrepreneurship by joining micro and small
enterprises the sector faces a lot of challenges. One of the challenges that the sector faces
is the financing sector.ost of this micro and small enterprises are looking for ways they
can finance their business and develop them in higher levels but very few financial
institution agree to finance them. The first option that MSE has is self-financing, which is
a great challenge since this option requires saving and yet one of the constraints that MSE
is facing is low saving capability. The interest rates charged by money lenders are also
very high, in most instances, leads to the business struggling to pay and further may
cause the sale of the business to clear the remaining debt from the loans taken Majority of
the owners of the micro and small enterprise finance their business through personal
savings, soft loans from friends and family or the rotational savings. Apart from
financing this Micro and small enterprises also face management problems that affect
performance. Management of the MSE is essential for them to gain competitive
advantage; therefore, the owners or administration of the MSE require training in various
skills. The multiple abilities offer a competitive advantage to these MSE. The study gives

more insight into the micro and small enterprises in Jordan concerning the challenges that
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business enterprises face for them to be successful, their performance in the market, and

what is required to protect their businesses from failing.
Keywords: SME, performance, Competitive advantage, business.
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Introduction
Background of the study

In comparison with large enterprises, MSME are more in countries that are
developing economies. In countries such as Jordan, micro, and small enterprise (MSE) is
much higher in the marketplace. Jordan has one of the smallest economies in the Middle
East that heavily depend on micro, small, and medium enterprises (MSMEs) to drive
their economic growth and create jobs. This MSE is both found in the urban and rural
setups. They are responsible for the provision of affordable goods and services to their
population. Due to the factor that they are responsible for creating employment in the
economy and the provision of affordable products and services, their contribution cannot
be ignored. These institutions contribute to the growth of the developing countries'
economy through the enhancement of the level of income of both the middle and lower
class. The lack of financing has made the SMEs not be able to reach their full potential,
thus contributing to a shortage of employment opportunities. Several financial institutions
offer to finance, but tiny micro, small-medium enterprises do not meet the demand to
access financing (Asad, Shariff, and Alekam, 2016).

Banks are the lending options the MSME have to seek financing from, of
which banks require collateral that MSE, in most cases, does not have or cannot access
(Kausar, 2013). Another challenge these MSE face from getting financing from the bank
is that banks offer loans at high-interest rates which the MSE struggling to repay thus
banks prefer giving their credit to large business enterprises with low risk of defaulting
and advantage to the banks in terms of making profits (Shahbaz, Javed, Dar, & Sattar,
2014). Banks also require length documentation while applying for financing, which also

poses a challenge for MSE.

Apart from the banks and the financial institution MSE is left with the option

of acquiring resources from personal finance, money lenders (local, friends, family)

3


http://www.mecsj.com/

Multi-Knowledge Electronic Comprehensive Journal for Education and Science Publications (MECSJ)
ISSUE (31), April (2020)
ISSN: 2616-9185

WWW.mecsj.com

Saving and Credit Associations . The first option that MSE has is self-financing, which is

a great challenge since this option requires saving and yet one of the constraints that MSE
is facing is low saving capability. The interest rates charged by money lenders are also
very high, in most instances, leads to the business struggling to pay and further may
cause the sale of the business to clear the remaining debt from the loans taken (Asad,
Shariff, and Alekam, 2016). Rotating credit Associations are functional in the real sense
for MSE. Still, the challenge these organizations face is that because they are informal,
they usually end up with a high default rate. In the funding options, micro-finance
institutions seem to be the best option, which is a viable and sustainable option for
accessing finance for MSE (Bembenutty, White, & Vélez, 2016).

Apart from financing, these MSE also face the challenge of management.
Management of the MSE is essential for them to gain competitive advantage; therefore,
the owners or administration of the MSE require training in various skills. The multiple

abilities offer a competitive advantage to these MSE.
Statement of the problem

There is a big difference in an MSE that has been financed by a financial institution, and
the owner has adequate business skills to manage it. Therefore from the above discussion,
it is evident that financing is not the only requirement for MSE to grow in the economy
but also some business skills that can be acquired through learning to develop and grow
the MSE. Therefore this study is conducted to find evidence about the importance of
financing for MSE, factors that influence the performance and success of SMEs in

Jordan.

Literature Review
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The economy of Jordan is mostly comprised of micro and small enterprises

According to JOD10k micro and small business comprises about 136,000 establishment
which is about 96.9 % accounting a significant percentage of the private sector activity
(Bawaneh and Al-Abbadi, 2017).This is because MSE s play an important role in the
economy of Jordan and therefore for this reason it has become important to assess the
performance and reinforce this role. The performance factor of MSEs accumulate from
both non-financial factors and financial factors and a number of obstacles. Several
theories of economist defined MSEs as closed systems which has caused the weakening
of networks to support the performance of the MSEs.

Definition of MSEs in Jordan

Business size | Number of employees

uS EU JORDAN JORDAN
/ICENTRAL /IMIT/INDUSTRIAL
BANK OF | SECTOR

JORDAN
Micro 1-6 <10 - 1-9
Small <250 <50 5-20 10-49
Medium <500 <250 21-100 50-249

A majority of micro small and medium enterprises in Jordon work within the
formal sector and are registered as per the law requirements. The micro and small
enterprise play an essential role in the economy of Jordan as they create employment
opportunities. Even though a number of these businesses are registered, there is a sizeable
number that is in the informal sector delivering legal and lawful services and products but
is just not registered enterprises in the Kingdom (Ministry of Planning and International
Cooperation, 2011). There are hurdles that these MSE (Micro and small enterprises) face

in Jordan, such as accessing financing. The Challenge that most of these MSE in Jordan's
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face is that they do not have proper accounting skills and records (Haider, Asad, and
Fatima, 2018).

Management of micro and small enterprises in Jordon

Training is one of the methods in which the MSEs Owners can be given
knowledge of how to manage their businesses for them to achieve success. Training
brings behavioral change in the way an owner will perceive opportunities and threats in
the market place .In Jordan, most financial institutions provide financing to these MSEs
but they do not provide training on how to utilize nor manage the resources (Islam, Khan,
Obaiddullah & Alan, 2016).Business training influence management performance
(Cruz,Justo & Castro ,2012).The micro and small enterprises in Jordan face challenges
and hurdles in the management of the business. The entrepreneurs are facing challenges
in management such as administrative challenges and system inefficiencies that
sometimes are causing the delay in creation of start-ups and discourage investment. The
financial system has also failed to meet the needs of the MSEs through process such as
low response of commercial banks, offering limited capital venture which is affecting the
management of these businesses. A report that was done by Haddadin, 2016 found out
that a high percentage of MSEs in Jordanian are family owned and the vast majority of
the owners lack management, financial and strategic skills .Several of the entrepreneurs
are starting business because of need and with very limited entrepreneurial knowledge on
how to manage these business and therefore it has been seen that less than 3% of the

business startup in Jordan make it to success and potential growth.

Savings Management
The savings ratio was a positive measure when measuring the annual saving
portion for discretionary income in the accomplishment of the financial goals. In an
annual savings ratio, all capital inflows and profitable sales will be calculated in a
particular year. If the MSEs will not save any money all year round, the savings ratio is
zero; therefore, the savings ratio implies measurement of the net income rates for future

purposes, not the present one according to (Lytton, Garman, & and Porter, 1991).
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Grenninger, Hampton, Kitt, & Achacoso (1996) suggested that the amount be at least 10

percent or better.

Low-income earning MSE are finding ways to save their surplus earnings in
preparation for future investment (CGAP, 2006). In Wright & Mutesasira (2011)
research, it was shown that low-Income earning MSEs were hiding money under
mattresses and had a high potential for mobilizing savings. Studies found that some
NGOs have taught most entrepreneurs to keep their money in boxes. Brounen, Koedijk,
& Pownall (2016) concluded that in order to finance the next MSEs needs, we move into

a world where more savings are required.

Loan Management
A number of financial institution that offer financing to MSE s do not offer
financial training on how to utilize the capital that is acquired. The proper investment of
capital acquired as loan will enable the MSEs to be able to pay its loan with an easy.

Risk management
Evaluating financial risk management is becoming an essential factor in MSEs
and approach to the process of making financial decisions rapidly. This is especially true
because of the economic uncertainties of the business environment. Nevertheless, the
function and significance of financial risk tolerance evaluations are often viewed
differently by various parties interested in the MSEs sector (LRN-RAND, 2008).

Human capital

Human capital can be referred to as an investment in human beings (Berry,
Karlan, & Pradhan, 2018; Austrian, 2011). A business needs expertise on the side of the
workforce, which can be obtained through education and training in areas such as
management of information systems, accounting procedures, human resources, and
operations. According to the explanation given by ERBUI, 2002, human capital arises
from the activities that make an employee or employer productive. Anzola and Guzman,
2016 identified that education could be proper investment in human capital. Coaching
can even be in the form of training that is done to develop the employees in the business

to increase their understanding of duties allocated to them. A conducive environment for
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cooperation can also be created by training. It helps employees collaborate with other

employees during working hours. Ricciardi, 2008 encourages that a business owner
should invest in human capital by training their employees on areas the business operates
on to improve productivity. Training develops employees, motivates them, and is one of
the significant drives of business performance. Pepin,2018 explains further that when an
employer invests in the human capital of their employees, then they empower their
employees with management skills they require to run the business, such as planning,
organizing, providing leadership, and the power to make a sound decision when needed.
Factors impacting MSEs Performance in Jordan
Government policy and intervention

The government has a huge role to play in supporting and encouraging the MSEs
sector. The sector generates revenue and creates employment in the market, thus helps in
alleviating poverty, hence the government commitment. The government has the role of
establishing the rules, laws, and policies that these MSEs operate within. The regulations
include taxes expected to be remitted by the owners of the MSEs, licenses for operation,
and the protection of the local MSEs against international markets (World Bank, 2014).
A report that was done by the World back showed how local MSEs in Jordan operate
within government intervention compared with other economies. The report showed how
the responses and government support had encouraged the growth of MSEs. Issues such
as high taxation rates and high cost of licensing are facts that discourage the start-up and
growth of MSEs.

Financial Attitude

Attitudes, in theory, apply to the thoughts, beliefs, and attitudes of a person or
object in general (Funder, 2001) Contrary to the individual, behaviors were often affected
by circumstantial and environmental influences and were therefore deemed less
consistent than personal characteristics (Armstrong, Su, & Rounds, 2011).
Developing a confident financial attitude is considered extremely important for
successful entrepreneurs, people who are minute record keepers and better loan manager,
have better chances of success as record keeping and its subsequent analysis gives a clear

picture of past trends. At the same time, efficient loan management is essential for its
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optimum utilization and better output which in turn also facilitates execution of loan

repayment plan, individuals who opt for saving plans can maximize their wealth and
sustain any reversal as they have a saving stock readily available to withstand the shock.
Therefore, entrepreneurs who possess above mentioned financial attitude succeed in
business. In contrast, those who don’t possess such an attitude and leave various loose
ends untied may succeed in the short term but are eventually doomed to fail (Archuleta,
Dale, & Spann, 2013).

The actions and temperament of entrepreneur’s often play a significant part of
taking any type of decision. Because an entrepreneur’s temperament has developed over
time, relying on various factors (family, schooling, personal experience, etc.), his overall
conduct has therefore been firmly established. It is less prone to deviate from these
patterns (Weber, Blais, & Betz, 2002). A balanced personality with a clam approach
towards life will take balanced and well thought out decisions as the sheer flow of
emotions does not overtake him or her. These people avoid urges, consider pros and cons
before choosing, and have a higher chance of success.

On the contrary, entrepreneurs with impulsive attitude take hasty decisions without much
analysis. Their personalities are also reflected in subsequent decisions and therefore are
more prone to losses (Hira & Mugenda, 2000). Individual entrepreneurs are said to be
influenced by some psychological biases. These biases tend to affect their behavior in
financial decision making and, subsequently, their choices for business. The most
important influences of human behavior must, therefore, be established. Another such
bias is the attitude influence that can impact entrepreneur’s ' income (Odean, 1998) .
Frydman & Rangel (2014) demonstrate that the effects of disposition are low when the

stock’s purchase price tends to be shown.

Financial Knowledge & Decision Making


http://www.mecsj.com/

Multi-Knowledge Electronic Comprehensive Journal for Education and Science Publications (MECSJ)
ISSUE (31), April (2020)
ISSN: 2616-9185

WWWw.mecsj.com

Past research typically studies the connections between social wellbeing and

financial capacities or activities of individuals — some researchers consider ' financial
literacy'—and specific predictors or precedents at individual levels. Consequently, there
has been created a strictly relevant 'financial power' definition aimed at recognizing the
interdependencies between financial literacy, access to structured financial goods
"financial inclusion,” and the nature of value outcomes. Natural ability to behave for
one's best financial interest in social and environmental circumstances (Perotti, Zottel,
larossi, & & Bolaji-Adio, 2013).

The aim of Maria (2013) paper was to supplement this evolving research by

researching how people interpret and process information in financial decision-making.
There are two main principles of traditional financial market literature: firstly, that people
collect and use all available information in decision-making to seek the most significant
benefit, well-being, and/or income. And secondly, the limitless processing capacity of
individuals enables them to continually refresh their convictions based on newly acquired
knowledge (Maria, 2013).
Although the perception in the financial system prevails over the past two decades, more
recent studies on behavioral economics suggest that knowledge plays little or no part at
all in many financial decision-making processes (Barberis & Thaler, 2003; Rabin, 1998;
Shiller, 2000; Holzmann, Mulaj, & Perotti, 2013)

Shefrin (2007) classified behavioral financial aspects, such as division,
heuristic, and framing influence, as factors that play their role in the decision-making of
investments. Once conduct, funding is turned into a general feature (Shefrin, 2007). This
includes many variables that a person can use to assess, for example, the organization,
over the trust, anchorage, mistake on the part of the team, aversion to loss, frustration,

mental accounting, etc. (Ranjbar, Abedini, & Jamali, 2014).

Anchoring is a practice that applies to decision making, where the objective
appraisal is needed, and this determination is based on the specific suggestions made by
investors (Johnsson, Lindblom, & Platan, 2002). Shefrin (2007) noted that anchoring was
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a necessity in which an investor began by creating a quantitative forecast. De Bondt,
Mayoral, & Vallelado (2013) notes that anchoring is a kind of partiality that is focused
only on a type of information in order to inform the investment decision (De Bondt,
Mayoral, & Vallelado, 2013).

Researchers in social and healthcare have collected a large amount of
experimental evidence that resilience in temperament, with an optimistic vision of the
future, affects physical and psychological well-being. Optimism is also known to be the
origin of many economic phenomena: for financial intermediation, optimism is critical
(Coval & Thakor, 2005). It can impact financial and accounting decisions taken in MSEs.
Nevertheless, the role of confidence in individual decision-making in the economic sector
in the financial market has comparatively little direct evidence.

Puri & Robinson's (2007) goal was to investigate how confidence empirically
contributes to significant economic decision-making by entrepreneurs. Ironically, mild
optimism links with relatively reactive economic decisions, whereas strong optimism

links with clearly irrational decisions (Puri & Robinson, 2007).

Motivation

Motivation is also other factor that influences the performance of the MSEs .This
is related to social and physiological motivates of the owner of the business which can
significantly influence the growth of the Mses. According to Maslow theory of
motivation the owner’s motivation will determine the growth and the performance of the
business. The needs can be socially motivated, sustained and changed (Maslow,
1943).Motivation determines if the MSEs business will perform well in the market even
with or without availability of financing or even if the owner of the business is facing
challenges and shortage in financing but is motivated then the business can still perform
well. This clarifies that factor that any MSE owner with an ambition and argue to succeed
usually perform better they only need to motivate themselves to meet their goals (Haider,
Asad and Fatima, 2018).

Conclusion
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Some of the critical factors that influence the performance and success of SMEs

in Jordan are individual factors, business characteristics, management factors, business
support, capital availability, and the business environment. Financing is essential for
MSE, especially in a start-up. It enables one to set up their business and be able to
employ others in the industry. Even though MSE is avenues for creating employment,
some factors affect the success of these enterprises. Factors such as financial literacy that
helps the entrepreneur to make informed decisions in the market. Factors such as
motivation of The Owner of the MSESs and its employees affect their performance. The
financial attitude of the owner of the MSE s also changes how the business operates. The
actions and temperament of an entrepreneur often play a significant part in making any
decision. Because an entrepreneur’s attitude has developed over time, relying on various
factors (family, schooling, personal experience, etc.), his overall conduct has therefore
been firmly established. It is less prone to deviate from this pattern. The government has
a huge role to play in supporting and encouraging the MSEs sector. Other factors are
related to the management of loans, how to mitigate risk, and financial management,

which all affect the performance of these MSEs.
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