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Abstract

The electricity tariff rate in Ethiopia was among the lowest in Africa. This affected the financial viability of the utility and the
quality of services provided to its customers. In order to address these challenges, the government introduced an electricity tariff
reform for all types of consumer categories in December 2018 which was implemented every year until December 2021.
However, the effect of this reform on micro and small enterprises, which are the largest source of employment in the country,
has not been well studied. This study attempts to fill this gap using qualitative data collected from micro and small enterprises
in Addis Ababa. The study finds that depending on where they are located MSEs face numerous challenges related to cost and
poor service provision unevenly. Enterprises located inside clusters, industry zones administrated by the city administration, are
better informed about energy efficiency measures and face fewer power disruption. On the other hand, firms located outside the
cluster are negatively affected by unreliable and poor service provision and the increasing cost of electricity. For firms in the latter
group this also has additional financial implications including the cost of alternative energy supplies, damage to raw materials
and loss of business opportunities. Therefore, the study suggests that these interrelated issues cannot be addressed by revising

tariff rates alone but require multiple interventions.
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1. Introduction

Small and Micro Enterprises (SMEs) are considered as priority sectors in Ethiopia since they absorb the majority of urban
employment. Beyond employment creation, SMEs are also thought to help to create an enabling environment for industrial
expansion, in line with the country’s long term plan of achieving an industry-led economy(Ageba and Amha, 2006; UNDP,
2017). Although enterprises’ operation in Ethiopia have a long history, most enterprises were established following the
formulation of a SME strategy in 1997, which was accompanied by the establishment of the Federal Micro and Small Enterprises
Development Agency (FeMSEDA)" in 1998. After the formulation of the SME development strategy, various types of support

have been introduced to these enterprises in view of the national development goals.

The support to SMEs has mainly followed a cluster-based approach. Cluster refers to agglomeration of related enterprises in a
particular geographic location (UNIDO, 2010). In Ethiopia, clusters could be either natural or government created. The former
refers to a concentration of firms that gradually emerged due to market forces, while the latter are clusters created through
government provision of working and selling premises and infrastructure to enterprises in selected priority sub-sectors of the
manufacturing sector that are considered to have growth potential. Enterprises operating inside government-created clusters get
access to various support packages including business development services and links to markets® (Ali, Godart, and Seric, 2016).
Enterprises outside of government created clusters, including those dispersed in residential areas, are also eligible for some of the

packages like business development service.

However, in spite of various support schemes, SME sector growth in Ethiopia has been below expectation, with many firms
dropping out in the first few years of operation (Woldehanna, Amha, and Yonis, 2018). Such challenges are attributed to
internal and external factors including shortage of capital, uncertainty of market, inadequate working premises, limited access
to finance and inadequate provision of infrastructure for production, including electricity (Ageba and Amha, 2006; Ahmed and
Ahmed, 2021). Studies on enterprises in Ethiopia indicate that frequent power outages and inadequate electricity provision were

among the impeding factors for growth and expansion (Ambachew et al., 2018; UNDP, 2017).

The electricity tariff reform was implemented against this backdrop. In Ethiopia, electricity has been highly subsidized and the
tariff rate remained the lowest in sub-Saharan Africa until 2018. In 2018, the Government introduced a reform of the existing
tariff rate and structure to improve cost recovery, investment in electricity generation and service provision. The tariff change
was gradually implemented in four consecutive years starting from 2018. The changes in electricity tariff rate and structure are

expected to have impact both on the supply and demand side of the electricity market in the country. On the demand side, for

! FeMSEDA was first established in 1998 as “Micro and Small Enterprise Development Agency” with a duty to oversee
institutions that provide support to SME in line with the SME strategy formulated a year carlier (Ambachew et al,. 2018). The
agency was renamed later in a 2004 amendment. The SME strategy was revised in 2011 with more ambitious target including
industrial development, job creation and equitable distribution of income and wealth. And the FeMSEDA was re-established
with a new regulation (Fedral Democratic Republic of Ethiopia, 1998).

> Although government created clusters help alleviate working premise problems, they usually fail to create the anticipated
benefits of clustering like cooperation and linkage compared to natural clusters(Ali et al., 2016).
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instance, firms’ decisions concerning their day-to-day operation could be influenced by the changes in the cost of electricity as
well as improvements in service provision. In the literature, increase in electricity price is associated with various responses by
firms including a reduction in electricity consumption and the imposition of limits on the use machinery, with a shift to more
labour-intensive approaches instead. Those responses by firms usually lead to a decline in labour productivity and output (Jain

and Nandan, 2020; Tesfamichael et al., 2021).

From the utilities” perspective, an increase in electricity tariff may not always translate into higher cost recovery due to various
factors including rising input costs (Bricefio-Garmendia and Shkaratan, 2011), poor governance and service delivery
(Tesfamichael et al., 2021), non-payment, and inefficient billing systems (Klug et al., 2022). For instance, studies show that
although electricity tariffs in Sub-Saharan African(SSA) countries increased substantially between 2001 and 2005, they were not
able to keep pace with the rising costs (Bricefio-Garmendia and Shkaratan, 2011). In addition, the cost-recovery impact of tariff
reform also depends on how electricity consumers, including enterprises and households, respond to the price hike. While
evidences suggest that electricity consumers in SSA are insensitive to electricity tariff changes (Klug et al., 2022), enterprises
could however respond in a number of ways, for example, by reducing electricity consumption, passing on increased costs to
their customers (which may depress demand for their products) or even resorting to illicit connections to the grid to avoid the
tariff change. All of these responses have the potential to negate potential net revenue increases to the utility from the tariff
change. Finally, there is a possibility of a vicious circle whereby an increased tariff does result in revenue and improvement in the
financial viability of the utility. If the additional revenue is, in turn, used to improve the electricity service provision, then
enterprises’ performance, which is currently challenged by power outages and unreliable electricity services (Falentina and

Resosudarmo, 2019; Hassen and Degu, 2019), would potentially be improved.

The objective of this paper is to analyse the socioeconomic and technical drivers influencing the energy decisions of SMEs in
Addis Ababa. The study takes an integrative approach to capturing and examining the effect of business practices, the
infrastructure of production including electricity, and external influences such as the Covid-19 outbreak, access to finance, an

increase in cost of inputs, and security concerns.

In the subsequent sections of this paper, findings from the study will be discussed. Section two discusses the research
methodology. Section three outlines the context of research followed by Section 4 which discusses the findings of the study
including discussions on the impact of tariff reform on SMEs, the cost of service provision from SMEs’ perspectives, and finally

SMESs’ coping strategy and capacity. Section 5 discusses the conclusion and recommendations.

2. Research design and methodology

Approach: The empirical study from which this report draws from was carried out the research in June and July 2021, three
years after the first round of tariff increase was introduced. The research team carried out a qualitative research targeting SMEs
that are based in Addis Ababa. Data collection followed three methods: document reviews, focus group discussions (FGDs) and
key informants’ interviews (KIIs). Firms selection followed the national definition of micro and small enterprises, which
categorises firms with up to five employees as ‘micro enterprises’ and firms up to 30 employees as ‘small enterprises’(Ambachew

etal., 2018). In Addis Ababa, most SMEs in the manufacturing sector operate inside clusters provided by the city administration.
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As a part of support for growth oriented enterprises?, the city administration provides working premise and other supports for
firms inside clusters. The clusters are mainly found in four sub-cities: Yeka, Addis Ketema, Akaki Kality and Lafto. The team
conducted a total of four FGDs, one in each of the four clusters. Selection of FGD participants was based on a bigger enterprise

survey for a project that was conducted under the Applied Research Programme for Energy and Economic Growth.

Participants were drawn to represent the geographic and market diversities and other factors such as ownership, size, operational
capacity and years of operations into account. However, within the manufacturing sector women are underrepresented. This
also meant within the premises of the clusters women owned MSEs are very few(Ambachew et al., 2018). Thus, to be able to
explore the gender dimension of firms’ electricity consumption, as well as how they were affected by Covid-19, we conducted
10 KIIs targeting women-owned firms outside government created clusters. Those firms are located in residential and
commercial areas. KII participants were selected based on a bigger enterprise survey that was conducted by Policy Studies
Institute (PSI) in 2016/17*. Furthermore, three experts from Ethiopian Electricity Utility (EEU) were interviewed to understand
the utility’s perspective on the drivers of the tariff change and its impact on revenue and service provision. The experts were
selected from energy management and customer service departments of the utility. Interviews were then transcribed and coded

for analysis.

Characteristics of participant firms: Although small enterprises operated in Ethiopia for a long time, most of the currently
operational enterprises started operation following the establishment of the Micro and Small Enterprises Development Agency.
Almost all enterprises participating in this research were established between 2005 and 2016. The average age of participant firms
was close to 6 years. In terms of subsectors, 53 percent of participants were owners of metal working workshops and produce
various metal products including components of windows, doors, home appliances and construction materials. Most enterprises
in this subsector are located inside government created clusters. The second most common enterprises were food and beverage
enterprises which engaged in various activities including small-scale edible oil production, and 7zjera and bread baking. The
latter enterprises were predominantly owned by women and typically located outside clusters. The third group of enterprises
were from the furniture and woodwork sub-sector which produces sofa, chairs, tables and other furniture products. Like metal
workshops, participants from this sub-sector were also located inside government created clusters. A few other enterprises from
textile and garment subsectors, located outside clusters, were also included. In terms of forms of ownership, participants were
chosen from a mix of sole proprietors and partnerships. In the latter case, the number of owners ranges between 1 and 9. About
68 percent of the participants were from industry zones/clusters. The remaining participants were from home commercial and
non-commercial areas. Enterprises are usually accepted to government created clusters by sub-city officials based on certain

criteria (e.g. growth orientation). The working premises in clusters or industry zones are provided at a rent that is cheaper than

3 Growth-oriented enterprises are enterprises with a potential to drive productivity and employment, and facilitate transition to
industry-led economy. Generally, firms in manufacturing sub-sector are considered as growth-oriented in Ethiopia. Growth
oriented sub-sectors are selected sub-sectors which are expected to contribute significantly towards the planned industry-led
economy of the country. Those firms are prioritized in many support schemes provided by the government.

#The 2016/17 survey conducted by PSI served as a baseline for the quantitative firm survey conducted under the Applied
Research Programme for Energy and Economic Growth (EEG) as well as selection of key informants for women-owned firms
that were not included in the firm survey under EEG.
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other commercial areas. Enterprises in those clusters or zones are also easily accessible and likely to get more business development

support from government and other entities.
3. Research context: SMEs and the electricity sector reform

The role of SMEs in the economy: With more than 100 million inhabitants, Ethiopia is the second most populous country
in Africa. Although the country is predominantly inhabited by rural residents, both the urban population and the urban labour
force are growing at a fast rate (Ketema and Diriba, 2021). With the growth in the urban labour force, SMEs are considered as
the main potential avenues for urban employment creation, transition to an industry-led economy, poverty reduction and
welfare (Ageba and Amha, 2006; Ambachew et al., 2018). SMEs have been particularly important for low-income urban
residents due to the small capital requirement and labour intensity (Ageba and Amha, 2006). Consequently, the sector has been

highlighted in policy dialogues in Ethiopia.

The successive development plans and sectoral strategies of the country since 1997 gave due emphasis to SMEs and their role in
urban employment and structural transformation. As a result, SMEs have been prioritized for various support schemes by
government and non-government actors. The government made various efforts to provide business development services
including entrepreneurship training, kaizen® training, technical skills training, provision of market linkages and working

premises. Following the growing interest in SMEs at the national level, many small firms were established.

SME:s are unevenly distributed among subsectors with furniture and wood work, food and beverage, and metal works together
accounting for about 63 percent of the total establishments. On the other hand, textile and garment establishments account for
only 9 percent. In terms of geographic distribution, SMEs show a clear geographic variation with Addis Ababa hosting more

than half of the enterprise (Ambachew et al., 2018).

Growth prospects and challenges of the sector: Studies indicate that the SME sector has the potential to contribute to
broad-based economic growth, reducing unemployment and poverty as well as supporting other macroeconomic outcomes
(Ambachew et al., 2018; Endris and Kassegn, 2022; Engida et al., 2017). However, the SME growth has also been challenged by
internal and external factors including shortage of capital, uncertainty of market, power interruption, inadequate working
premises and limited access to finance (Ageba and Amha, 2006; Bricefio-Garmendia and Shkaratan, 2011; Falentina and

Resosudarmo, 2019; Klug et al., 2022) .

Our FGD results reveal that there are noticeable heterogeneities in terms of growth and evolution of the SME sector and

participant enterprises. First, considering firms by subsector, subsectors that are identified by government to have strong growth

5 Kaizen is a Japanese concept of continuous improvement in any business activity including manufacturing and
engineering(Kiran, 2020). Kaizen has been implemented in several countries, and studies indicate that its implementation
improved profitability of small firms(Mano et al., 2014). In Ethiopia, Kaizen training is one of the business development
supports provided by the government for firms. The Ethiopian Kaizen Institute is responsible for conducting the Kaizen
programs in Ethiopia(Shkabatur, Bar-el, and Schwartz, 2021)
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potential® usually get more support from government. Those firms mostly operate inside government created clusters. FGD
participants from the growth-oriented firms appear to have mixed perspectives on the growth of the SME sector in general and
their sub-sector in particular. Several of the participants indicated that there had been positive growth in terms of the number of
enterprises, number of jobs they create, sales and income until the outbreak of Covid-19. Yet, many participants reported that
the growth of SMEs has been below expectations. On the other hand, KII participants from predominantly women owned firms

indicate that their businesses were not growing even before covid-19 outbreak.

The electricity Tariff reform: Historically, electricity tariff changes in Ethiopia were infrequent. In 2006, the electricity utility
implemented a tariff reform which increased the average tarift per kWh from $ 0.0376 to $0.06 and removed the existing cross-
subsidy to domestic customers. Since then, the tariff rate remained unchanged until 2018. In December 2018, the government
introduced a new tariff reform aimed at improving the financial health of the utility. The reform was implemented in four
rounds until December 2021. KII participants from EEU indicate that the tariff rate before 2018 was far below cost recovery
level and very low compared to neighbouring countries. The main objective of the reform was to make the tariff rates cost-
reflective. Apart from improving cost recovery, the tariff reform was also expected to encourage private sector participation in

electricity generation and expansion of electricity access (EEP and EEU, 2017).

Manufacturing SMEs fall under the low voltage industrial tariff category. Before the reform, customers in this category used to
pay aflatrate of ETB 0.578 per kWh. In the first round of the tariff change that was implemented in December 2018, the average
tariff per kWh increased by 41 percent. In the subsequent rounds, the tariff increased by 29.2 percent, 22.6 percent and 18.4
percent, respectively, compared to each preceding year (EEP and EEU, 2017). In addition to the tariff rate per kWh, the reform
also introduced a change in structure. According to key informants, demand charges were introduced to low and medium voltage

industrial customers.

Figure 1: Electricity tariff for low voltage industrial customers in ETB per kWh

1.80
1.60 1.53
1.40 1.29
1.20 1.05
1.00 0.82
0.80 0.58
0.60
0.40
0.20
0.00
Base 18-Dec 19-Dec 20-Dec 21-Dec
H LV Industrial
Source: EEU

6Growth oriented sub-sectors are selected sub-sectors which are expected to contribute significantly towards the planned
industry-led economy of the country. Those firms are prioritized in many support schemes provided by the government.
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4, Findings and discussion: Electricity tariff reform, service provision and firms'

response
4.1 Electricity tariff change:

The response of firms to the increase in electricity costs needs to be understood within the context of inadequate electricity
supplies and the lack of viable alternatives to the utility for sourcing power (Tesfamichael et al., 2021). SMEs in Addis Ababa
entirely depend on electricity from the utility for production since most of them cannot afford to have alternative power sources
such as a diesel generator. In addition, the covid-19 outbreak, that coincided with the tariff reform, significantly affected both

electricity service provision and firms’ operations in Addis Ababa (Girum, Bundervoet, and Wieser, 2020).

Before the tariff change was implemented, the utility provided information to its customers about the tariff change using various
media outlets. Our results from FGDs and KlIs corroborate this. The majority (87.5%) of participant enterprises reported that
they were aware of the changes in the tariff rate and structure as well. However, the cost of the tariff change is felt unevenly
among enterprises. Several enterprises appear to be more resilient to the price change. In total, about 60 percent of both the FGD
and KII participants think that the electricity tariff after the reform was affordable. Perceptions about the price also vary
depending on whether firms are located inside government created clusters or not (see Figure 2). On the other hand, FGD
participants were concerned that the increased tariff increases their cost of production, forcing them to raise prices which, in
turn makes it difficult to sell their products at an affordable price. Most forms operating outside of clusters also reported that

energy cost is a big concern for them.

Such differences in perception and resilience to the tariff change could be understood in terms of the differences in access to
information about energy management options. Firms inside government created clusters have better access to information and
follow-up on energy conservation options since they can easily be accessed by the utility, experts from Ethiopian Energy Agency
(EEA) and agents from the enterprise development offices of sub-cities. Clusters also simplify information sharing between
firms. Not surprisingly, 16 participants operating inside clusters report that they got access to information about electricity
conservation measures compared to only 1 participant outside of the clusters. They indicated that the main sources of such

information were the EEU/EEA, the media, friends and neighbours.
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Figure 2: Perception about affordability of electricity tariff
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However, while the direct cost associated with the tariff rate remains important, almost all enterprises are at least equally
concerned about the reliability of the service and customer service provisions. Both FGD participants and KIIs usually stress
costs related to the power outage and customer service related issues like billing errors, failure to read meters on a monthly basis,

and the resulting accumulations of arears.

From the utility’s perspective, the tariff change was aimed at improvement in its financial position. Drawing on the KII with
experts from the utility, the tariff revision, coupled with other measures to reduce losses, was indeed followed by an improvement
in its financial position. Given the limited alternative viable supply options, there was no noticeable decline in electricity demand
following the tariff change. The utility was in a severe financial situation before the tariff change, as a result of which importing
good quality inputs necessary for maintenance and other services was a significant challenge. The company was highly subsidized
by the government in order to continue its operations. The tariff reform has reduced the budget support needed from the
government. The utility indicates that increased revenue is being used to improve the quality of service provision. However, key
informants stress that such investments need time and problems related to electricity service provision issues will only be solved

gradually.

Our KII with experts from the utility also indicate that there were complaints related with the tariff change from enterprises,
especially after the third round tariff change. Most enterprises were also critical of the newly introduced demand charge. In

addition, according to experts from EEU’s energy management department, electricity pilferage has increased especially among
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general tariff category’. Overall, the cost of electricity service cannot be separately understood without accounting for the various

internal and external electricity service related factors, which are discussed in the next section.

4.2 The context of poor electricity reliability and service provision

Unreliable electricity supply affect firms’ costs, choice of technologies, competitiveness and product quality. In Ethiopia, power
outages are found to increase production costs by up to 15 percent (Abdisa 2018). Power outage problems are mainly caused by
limited electricity generation, technical failures related with the power distribution or transmission systems and limited system

capacity relative to increasing demand (Hassen and Degu, 2019; Meles et al., 2021; Tesfamichael et al., 2021).

Almost all participants in this research indicated that their businesses’ performance has been affected by power outages and
voltage fluctuation. Most participants reported that they are dismayed because they didn’t observe improvements in quality of
the service even after the increase in the tariff rate. Frequent unplanned power outages continued. Unlike the planned rolling
blackouts that are implemented by the utility to ration power during shortages of supply, most incidences of power outage
happen suddenly and without any prior notice. The unpredictability of such blackouts makes it difficult for firms to make
preparations and reduce the associated costs. Although some participants report improvements compared to the last couple of
years, power outage is still a critical problem for SMEs. In some of the areas, it takes up to several weeks or even a month until
power outages are resolved. From our interviews, we observed noticeable differences both in terms of frequency and duration

of power outages outside of and inside government created clusters, with firms outside those clusters facing more outages.

Firms endure various costs due to frequent power outages. Participants from electricity-intensive manufacturing sub-sectors are
usually entirely dependent on electricity for their operation. With a handful exceptions, SMEs cannot afford to buy backup
generators. Prolonged power interruptions can result in long delays to delivery of customers’ orders, which can in turn lead to
loss of future customers. Unreliable power also increases the cost of production. With backup options absent, enterprises use

other coping mechanisms such as compensating through extended work hours when power is available.

The other concern related to electricity service is inadequate customer services. Enterprises mainly raise their concerns on how
the utility manages maintenance, billing and meter reading issues. Participants indicated that billing and meter reading services
are often delayed. Tasks as simple as recharging their prepaid meter can take hours or sometimes days. They usually spend

signiﬁcant amount of time waiting to get service. Customers sometimes pay money to circumvent waiting for long time.

Aging transmission and distribution networks contribute to power outages. As already noted above, the utility was usually
unable to maintain the distribution infrastructure on time due to financial constraints. And this increased cases of power
interruption due to failures in the distribution system. In the event of such breakdown, participants report multiple cases in

which the utility is unresponsive to their request for maintenance.

7 Injera baking enterprises fall under this tariff category
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Finally, participants were also asked about their overall satisfaction level with the electricity service from the utility. The responses
were more or less equally distributed between ‘satisfied” and ‘dissatisfied’. However, a clear pattern of response is observed
between whether the firms are located inside clusters/industry zones or not. More than half of the participants from the cluster
groups appear to be satisfied with the electricity services. However, firms outside the clusters, which are located either in

commercial or residential areas, seems to be skewed towards ‘dissatisfied’.
Figure 3: Satisfaction of firms with electricity service
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Source: Authors’ computation from survey
4.3 Firms' responses to electricity cost and inadequate services

Firms take various energy conservation measures to reduce the cost associated with their electricity consumption. The most
common practice among all enterprises is turning off lights (Ambachew et al., 2018). We observed a noticeable difference across
location of firms in the other measures. Regularly cleaning machines and compressors is the most common practice of improving
machines’ energy efficiency among participants. Firms inside clusters apply more energy saving gadgets and conservation
measures. Several participants from clusters report that they replace their old machines and compressors with energy efficient
options (40.9 percent) and use energy star rated appliances (22.7 percent). On the other hand, firms outside clusters use energy
efficient light bulbs, translucent roof and opening of windows to keep their electricity consumption down. It should however
be noted that firms inside clusters have more machineries, giving them the opportunity to apply more energy conservation

measures.

Enterprises also take various measures to cope with power outages and voltage fluctuation. For example, FGD participants
explained that to avoid delays related to power outages, they convince their employees to work on the weekends. In return, they

are expected to pay double the normal workday salary. Another reported coping mechanism is working in multiple shifts so that
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in the event of power interruption in one shift, the business will still operate in the other shifts and production will continue
smoothly. Some firms also hire dedicated employees to work during night time in addition to the already existing daytime

workers if an urgent customer order is affected by power interruption.

Depending on the nature of their product and specific contexts, firms have various ways of dealing with unreliable supply that
are peculiar to them. For instance, FGD participants from the furniture and woodwork subsectors have manual options for
some of the activities like sawing and cutting. During power outages, they work on activities that do not necessarily require
electricity and save assembly and other power intensive activities for later. Firms in the metal work subsector usually do power
consuming activities like welding during the night time to avoid voltage reduction. On the other hand, firms in food and beverage
subsector resort to alternative low-grade fuels to maintain production amidst frequent power blackouts and brownouts. A
bakery owner explained her experience as “There are times when we had to wait for a week until the maintenance issues are fixed’.
During those times we have to rely on fuelwood for our business. As a backup for electricity blackouts, we installed an oven that

works with fuel wood and which cost about 20,000 ETB.’

Table 1: Energy conservation measures

Location
Energy conservation measures Total%

Outside clusters % Inside clusters %

Use energy efficient light bulb 30 95.5 75

Clean Machinery and compressor 0 77.3 53.1
Replace machines and compressors 0 40.9 28.1
Use Translucent roof 60 27.3 375
Change working hours 0 18.2 12.5
Using energy star appliance 0 22.7 15.6
Opening windows to save ventilation cost 70 4.5 25

Source: authors’ computation from survey

On the other hand, although many SMEs operating inside clusters take the energy conservation measures recommended by EEA,
most of the enterprises do not have the habit of recording their electricity expense, letting alone analysing and using it for decision
making in energy management. In addition, none of the participants consider energy saving potential when they purchase
appliances. Firms purchase various electricity using appliances. In doing so, they take various issues into account but mainly
focus on capacity, durability and cost. In addition, they check whether the appliance voltage fits with their regulator system.

However, energy saving does not feature as a consideration.
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4.4, Impact of Covid-19

After 2019, SME:s in the study area were challenged by various external conditions including access to finance, the Covid-19
outbreak, shifts in consumer preferences towards imported goods, an increase in cost of inputs and security concerns. Although,
some of the challenges like access to finance persisted for a long time, the Covid-19 outbreak aggravated them. FGD participants
indicated that the rising input costs have had numerous impacts on their businesses. An increase in cost of raw materials
hampered expansion of their enterprises, and resulted in decline in the demand for their products. Due to the increase in prices
of the product that follows the increase in input costs prices for goods produced by SMEs increased. This makes the price of
goods produced by SMEs comparable to better quality products that are imported from abroad. Consequently, customers

started to shift their preferences to imported substitutes.

Covid-19 severely affected smaller firms since they had limited avenues for navigating through the pandemic (Adian et al., 2020).
On the supply side, the quarantine of workers and the disruption of the supply of inputs resulted in sub-optimal capacity
utilization. On the demand side, the sudden loss of demand and sales due to consumers’ uncertainty, decline in income and fear
of contagion resulted in severe liquidity shortages. The labour intensiveness of the sector meant SMEs were strongly affected by
social distancing and quarantine associated with covid-19 (Zeidy, 2020). This, combined with limited access to finance, left them
vulnerable to the pandemic. Our results from FGD and KII indicate that participant enterprises were adversely affected by the
COVID-19 outbreak, with many closing during the first couple of months after the first case was identified in the country.

Enterprises in the food and beverage sub-sector continued operation during the pandemic, but at a reduced capacity.

Participants from both the enterprises and the utility were asked if electricity services were affected by the Covid-19. Many
enterprises that continued operation during the pandemic indicate that the Covid-19 outbreak worsened the already poor
electricity service provision, especially in the first month of the outbreak. The power outages and voltage fluctuations increased
both in terms of frequency and duration, and maintenance related power outages took longer to get restored by the utility. KII
results from EEU on the other hand indicate that the utility sustained the usual services for the existing customers during the
pandemic although it meant increased costs of operation like provision of adequate protection for its field staff. The field staff
continue working in shifts to provide adequate maintenance services when needed. But, the utility reduced the number of staft
that go to office to the minimum possible while most of the office staff stayed at home. This measure created delays in many
customer services including new subscription and resolving customer complaints. Social distancing affected the revenue of the
utility in two additional ways. First, due to social distancing measures, meter reading for post-paid meter customers was mostly
delayed which slowed down collection of receivables. The utility then had to rely on estimation based on customers’ electricity
consumption history to issue bills. Second, temporary closure of most enterprises including SMEs during the first couple of

months of the pandemic meant a decline in revenue of the utility that was collected from enterprises.
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5. Conclusion

Electricity had been highly subsidized in Ethiopia until 2018. The average tariff rate of $0.06 was among the lowest in Africa.
This affected the financial viability of the utility and negatively affected the quality of services provided to its customers. To
ensure cost recovery and better service provision, the government introduced a tariff reform for all consumer categories in 2018.
The tarift reform includes the tariff rate for SMEs, the focus of the current study, which fall under low voltage industrial (LV)

customers’ Category.

Although it has been more than four years since the implementation of the first round tarift reform, its effect on SMEs and their
coping mechanisms have not been studied. This study attempts to identify and analyse the socioeconomic and technical factors
influencing the energy decisions of SMEs in Addis Ababa. The study takes an integrative approach to capture and examine the
effect of business practices, infrastructure of production including electricity and external influences. In addition, the timing of
our study which coincides with the Covid-19 pandemic lends us the opportunity to explore how Covid-19 together with other
infrastructure and market related stressors shape small business operation in the city. The study uses qualitative data collected

from SMEs in Addis Ababa using FGD, KII and semi-structured interviews.

Based on our study, we observed that SMEs face complex challenges related with both electricity cost and electricity service
provision. First, the effect of tariff increase is felt unevenly. The major finding is that those firms inside clusters are better
informed and less concerned about cost, compare to firms located outside. Firms located in government financed clusters usually
have easy access to information related to energy conservation. Another interesting finding is that reliability of service provision
is more of a concern than cost. Cost remains to be an issue but not as disruptive as poor service provision. Second, the issue of
unreliability is not equally felt across all sectors and groups — some were more affected than others. Unlike firms located outside
the clusters, those firms working within clusters are relatively better protected from the unreliable electricity supply.
Furthermore, unreliable service has a significant cost implication — say, compared to the households — because of the cost of
bringing alternative resources, the impact on efficiency of labour use, loss of business opportunities, damage to raw materials,
etc. In relation to this, lack of information and poor service provision creates an institutional distrust (e.g. meter reading) that

could potentially have a long term effect on future energy conservation and public awareness efforts.

In sum, we find interrelated issues that requires multiple interventions. First opportunities available to those in cluster must be
available to those outside. Second, improving reliability of service would remove the additional cost that is now diverted away
from efficiency. Faced with reliability and power quality issues, energy efficiency is not going to be a high priority for SMEs who
are often budget constrained. Hence, mitigation costs and other measures will divert resources from any potential investment

that can be made towards improving energy efficiency.

Overall, efforts to improve efficiency need to consider both the supply and demand side issues at once and operate in sync.
Inadequate supply and poor supply-side management play an important role in hindering SMEs’ uptake of energy efficiency

and conservation options.
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