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Introduction

mall - and medium-sized enter-

prises (SMEs) have long been

. _________________________________________________|
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FACTORS AFFECTING THE PER-
FORMANCE OF RETAIL STORES
AMONG SMEs IN LEBANON: AN
EMPIRICAL ANALYSIS

Abstract

In Lebanon, despite the fact that some Small and Med-
ium Enterprises (SMEs) have been declining or stagnant,
some others have been successful and growing. This paper
investigates the main factors affecting the performance of
SME retailers in Lebanon. It is an empirical study based
on a survey of 296 small and medium sized companies
operating in different regions within Lebanon. We focus
on the factors affecting the financial performance of the
enterprises at a retail level and attempt to identify those
significant using econometric model based on cross-sec-
tional data. Our main findings shows evidence that man-
agers’ characteristics matter. The other predominate
determinants such as the enterprise attributes and envir-
onmental variables have been identified as being of sig-
nificant importance to enhancing the performance of
Lebanese firms in the retailing sector. We used 17
explanatory variables for this purpose. Using Ordinary
least squares method, only 9 variables have been found to
be statistically significant and have an impact on the
performance factor.

Doss, and Thein, 1999). The main
contribution of the SME:s in this con-

text is job creation which enhances

assumed to be significantly influential
in supporting economic development
within a country (Akhtar, 1997;
CDASED, 1999; Mazzarol, volery,
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poverty alleviation. For instance, in
the Netherlands, SMEs make up
98.8% of the private sector and their
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share of the Gross Domestic Product
(GDP)is 31.6%. In Italy SMEs assure
2.2 million of the national labors
(EIM Business & Policy Research,
1999). In 2003, Indonesian SMEs con-
tribute to 56.7% of GDP and employ
79 millions of the work force (BPS &
KUKM, 2003). In Finland, according
to 2002 statistics, more than 99% of all
firms are SMEs and hire 61% of the
personnel”. In Lebanon, according
to 2003 statistics, the SMEs contribute
to around 40% of the employment,
and 70% of the output®.

With the continuously increasing
competition, in particular against
large and modern enterprises, the
SMEs are found to be in a vulnerable
situation. In Lebanon, most of these
SMEs operate along traditional lines
in production and marketing. Most of
them are family businesses and rely on
limited capital and skills, among
others. Mead & Liedholm, 1998;
Swierczek, and Ha, (2003) argued that
the main problem of SMEs in devel-
oping countries is not due to their
small size but to their isolation. More-
over, Kementerian KUKM and BPS
(2004) stipulate that the essential pro-
blem of Indonesian SMEs lack of

capital and skills. In addition, Swierc-

zek and Ha, (2003) found that Vietna-
mese SMEs suffer from the same
factors; capital shortage, old equip-
ment and outdated technology which
are all factors that hamper the devel-
opment of these SMEs.

SMEs in Lebanon suffer from the
same factors that involve internal lim-
itation, lack of skills, capital shortage,
outdated equipment, and management
style. Most of these enterprises suffer
from isolation that hinders their access
to markets, as well as to information
and institutional support. It seems that
SME performance can be affected by a
variety of interrelated factors which
should be taken into consideration.

The objective of this study is to
identify factors affecting the perfor-
mance of small- and medium-sized
businesses in Lebanon, focusing on
the retail trade rather than manufac-
turing enterprise. To tackle this issue,
an econometric model was con-
structed for this purpose. Using Or-
dinary Least Squares (OLS) method, a
set of data that encompasses 296
Lebanese enterprises, is employed to
estimate the statistical model. This
paper will illustrate a number of de-
terminants that will affect the perfor-
mance of retailers.

(1)  Statistics Finland 2002: cited by Federation of Finish Enterprises 2003.

(2) ESCWA 2003: Trade and Environment Challenges and Opportunities. METAP High Level
Meeting on Economic Tools for Environmental Sustainability.
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The remaining part of this paper is
organized as follows: the next section
exposes the theoretical framework.
The third section presents the study
methodology. In the fourth section a
description of the data is provided.
The results and main remarks are
provided in section five. A general
conclusion that encloses the main
findings and policy recommendation
is presented in the final section.

Literature Review

Many companies are trying to find
tools for enhancing performance mea-
sures in response to turbulent business
markets and for efficiently controlling
their business activities.

A huge majority of firms world-
wide are SMEs, and they play a
significant role in the economy. Con-
sequently, the performance of the
SME sector is closely associated with
the performance of the nation. Most
studies investigating factors affecting
the performance of enterprises have
focused on large companies rather
than SMEs.

It is unfortunate that businesses
are not managed in the same way in
different areas (see e.g. Lussier &
Pfeifer, 2000; Yusuf, 1995). The con-
text often has a critical role where
what works in one context will not
necessarily work in another. This
means that factors that lead to success

in one context may lead to failure in
another (Low & Abrahamson 1997).

Firm performance is afocal phe-
nomenon in business studies. Perfor-
mance can be defined as the ability to
insure acceptable outcomes and ac-
tions (Pfeffer and Salancik1978). Stra-
tegically, firm performance is often
referred to as firm success or failure
(see Dess & Robinson 1984; Ostgaard
& Birley 1995). Performance can be
measured in several ways (see Foley
and Green, 1989; Morel d’Arleux,
1997). It has been measured by growth
(turnover, number of employees, mar-
ket share) or profitability (profit, re-
turn on investment), of survival (see
Storey 1994; Kauranen 1993; Smith et
al. 1988; Robinson et al. 1984; Dess &
Robinson 1984). However, few stu-
dies attempted to determine the fac-
tors that enhance one of the two latter
measures of performance (Cooper,
1993; Storey 1994). In our study, the
financial performance will be taken
into consideration.

The determinants of the perfor-
mance of SMEs are enormous. They
encompass human capital, firm level
attributes, and business environment.
The results of a number of studies
indicated that human capital measured
by work experience, education and
other skills that enhance knowledge
are not only significant features of
entrepreneurial performance (Sexton
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and Upton, 1985) but have a positive
effect on both firm survival, growth,
(cooper et al. 1994) and business per-
formance (Cooper and Gimeno-Gas-
con (1992), Chandler and Hanks
(1998)). Moreover, Aidis and Mickie-
wicz (2004), and Watson et al. (2003)
provide evidence that characteristics of
owners matter. The former study
found that individuals with higher
education and previous work experi-
ence are more likely to expand their
businesses. In the latter study, educa-
tion seems to provide the knowledge
base, and analytical and problem-sol-
ving skills to more performing busi-
nesses. However, the relationship
between business owners’ age and busi-
ness performance has shown conflict-
ing results. Wiklund ez a/. (2003) found
that younger business owners with
fewer employees were more likely to
grow their businesses. Similarly, Sinha
(1996) disclosed in his study in India
that successful entrepreneurs were re-
latively younger in age. Burns (2001)
indicated that middle aged entrepre-
neurs are the more likely to grow their
businesses. Kristiansen ez al. (2003)
found a significant and positive link
between the age of the entrepreneur
and business success. The older entre-
preneurs were more successful than the
younger ones.

Work experience is another factor
that can further supplement an entre-
preneur’s education and age. Even pre-

vious entrepreneurial experience that is
not related to the current business is
considered, in many studies, to be ben-
eficial and has positive effect on the
current performance. One of the most
recent findings are Lazear’s (2004) re-
sults which stipulate that previous ex-
perience and higher education may be
more conductive to business success.
This can be considered as a result of
’learning by doing’ in which the entre-
preneur improves his skills by building
up his entrepreneurial experience.

A number of studies from Western
countries have indicated that gender has
an effect on business performance. The
main findings assume that female busi-
nesses tend to be smaller and are less
likely to grow than male owned busi-
nesses (Cooper et al. (1994)). Similar
results are found by CIliff (1998) and
Koskinen (1996) who found that male
entrepreneurs dominate particularly in
growth firms. On the other hand, some
studies such as Pasanen (2003), give
evidence that success is not related to
the gender of entrepreneurs.

Firm level attributes, such as size
and age of the business, are the second
main determinant of the SME perfor-
mance. Conflicting results are noticed
concerning the link between the firm
size and the business success. In a
study concerning five transition coun-
tries, Faggio and Konings (2003)

show a negative relationship between
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firm size and firm growth. This indi-
cates that the smaller enterprises are
likely to grow faster than larger en-
terprises. Becchetti and Trovato
(2000) also found a negative link
between size and growth, and a posi-
tive relationship with the age of busi-
ness. Other studies indicated the
presence of a positive link between
size and performance (Fries et al.,
2003; Batra et al, 2003). However,
the empirical results presented by
Holzmullar and Kasper (1991), Bo-
naccorsi (1992) and Calof (1993) did
not identify any significant relation-
ship between firm size and export

performance.

Mixed results are also obtained
concerning the relationship between
firm age and performance. Previous
research has shown that age does not
distinguish high-growth firms from
others (Smallbone et al. (1993b).
Other empirical studies provide evi-
dence that younger firms have a higher
growth rate than older ones (Variyam
and Kraybill (1992). However, many
studies have found that duration in
operation and performance may be
related by a positively significant re-
lationship. For instance, Kristiansen,
Furuholt, and Wahid (2003) and Pa-
sanen (2003) found that duration in
operation is positively and signifi-
cantly linked to success.

The third determinant of the SME
performance is business environment.
Firm performance is bound with firm
internal factors such as firm resources
and strategic choices, and with firm
external factors such as the carrying
capacity of the environment, and com-
petition. The firm interacts with its en-
vironment and its performance is based
on the match between the firm and its
environment. The general environment
defines the political, economic, social,
technological, ecological boundaries
and location of the firm. These factors

have an indirect connection with firms.

Hence, the firm operates in many
environments simultaneously colla-
borating with other factors in the
market and at the same time compet-
ing with others. It has been found that
small firms that face an environment
with increasing dynamism tend to
grow faster than others (Wiklund,
1998). In our study, we are interested
in the firm location and competition to
take into account the business envir-
onment.

Recent technological innovations
such as ICT and Internet technology
are becoming more and more diffused
amongst SMEs because of lower
costs. It is believed that electronic
business techniques could contribute
to increasing the relative market
power and competitiveness of SMEs.
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In this regard, Abouzeedan and Bus-
ler (2002d) studied IT impact on
SME:s performance.

The Business Environment in
Lebanon

In Lebanon, private enterprise wit-
nessed a prosperous period in the early
1990’s. From 1992 to 1996 there was a
steadily increasing trend in the num-
ber of enterprises in Lebanon in all
sizes and categories of registered busi-
nesses. However the trend reversed
after 1997. The period from 1999 to
2005 has seen a significant number of
bankruptcies and declining busi-
nesses. The main factors influencing
this rapid degradation is due to inter-
nal changes and external economic
shocks. Internal changes included bu-
reaucratic barriers, additional taxa-
tion, and increased competition from
large chain stores (especially for trade
related businesses), unstable political
situation, and low consumer demand.
The latter factor may be related to
external shocks, which included the
general recession in the international
economies, an increasingly unfavor-
able euro-dollar exchange rate implied
by the fixed regime combined with
comparative nominal trends in Leba-
non and the dollar area at that time.

Moreover, obstacles to doing busi-
ness mainly stem from the compli-
cated outdated regulations and

difficult economic conditions. It is
important to note that the number of
registered SMEs does not reflect the
volume of SMEs in Lebanon since
many are not registered. This becomes
a real problem in retailing since the
majority of SMEs are not registered
and then it is not possible to have
statistics on them. Thus the number in
the register is only a crude indicator of
the number of SMEs which are active.
In addition, the absence of institu-
tional aids is one of the key problems.
However, a lot of small businesses are
not legally registered. We focus our
study on legally registered private
enterprises. Though in doing so, we
are probably underestimating the true
size of Lebanon’s private sector.
Furthermore, SME’s carry the burden
of increasing tax and costly needed
services (electricity, telephone).

Methodology

Investigating factors that affect the
performance of SMEs is of great impor-
tance. Researchers have dealt with this
issue using diverse analysis methods and
a number of models are used to evaluate
firm performance. These models have
different capacities, input requirements,
and output characteristics.

However, most empirical research
in this field is confined to cross-sec-
tional studies. Using the same ap-
proach, our study allows tracking a
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sample group over different geo-
graphic areas in Lebanon.

Regression analysis was used to
estimate the relationship between the
17 independent variables (x;, i = 1,....,
17) and the performance factor (PF).
Ordinary least squares (OLS) method
was employed to estimate the regres-
sion coefficients g; in the following
equation (1):

PF= iy + B1xy ++0pxy + ..+ Oipx +e (1)

where ¢ is a random distribution
term (error term). The regression coef-
ficient §; represents the expected
change in the performance factor as-
sociated with one-unit change in the
i" independent variable. The values of
three variables (sales, inventory, and
assets) were expressed in logarithmic
form to avoid any discrepancies in
their original values. Our estimation
strategy was to sort through the 17
variables to select the important pre-
dictors of the performance indicator.
Stepwise regression analysis is the
most commonly tool used for this kind
of problem. It is designed to select an
efficient model for predicting a depen-
dent variable. Efficiency is defined
here as explaining as much variance
in the dependent variable with the
fewest predictors. Fisher test is used
to decide among various models.
Hence, backward and forward step-
wise regression was used to determine
which of the 17 independent variables

to include in the final regression equa-
tion for the performance indicator.
Forward stepwise procedure develops
a model by first selecting the one best
predictor of the dependent variable
and then at each step it adds the most
statistically significant term (the one
with the highest F statistic or lowest p-
value) until there are none left. Back-
ward stepwise regression starts with
all the explanatory variables in the
model and removes the least signifi-
cant terms until all the remaining
terms are statistically significant. It is
also possible to start with a subset of
all the terms and then add significant
terms or remove insignificant terms.

An important assumption behind
the method is that some input vari-
ables in a multiple regression do not
have an important explanatory effect
on the response. If this assumption is
true, then it is a convenient simplifica-
tion to keep only the statistically sig-
nificant terms in the model.

A Wald test was used to test for the
collective explanatory power of the
independent variables deleted from
the performance equation.

Partial correlation coefficients are
frequently used in comparing the im-
pact of independent variables on the
dependent variable in multiple-regres-
sion equations. These measures are
independent of the units of measure-
ment and show the net correlation
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between the performance factor and
each independent variable after ex-
cluding (i.e. holding constant) the
common influence of the other inde-
pendent variables in the model. Theses
coefficients must be between 1 and -1.

One common problem which can
occur in this type of data is multi-
collinearity of the independent vari-
ables. In such a situation two or more
of the explanatory variables in the
regression model are highly corre-
lated, making it difficult and nearly
impossible to isolate their indiviual
effects on the dependent variable.
The multicollinearity problem is a
question of degree and not of kind.
The meaningful distinction is not be-
tween the presence and the absence of
multicollinearity, but between its var-
ious degrees. Therefore we do not test
for multicollinearity but can measure
its degree in any particular sample.
Three multicollinearity diagnostics
are used for this purpose: Tolerance
(TOL), Variance Inflation Factor
(VIF), and Condition Index (CI).

Data description

Our analysis is based on empirical
data that was collected from 296 in-
dependent SMEs located in different
regions in Lebanon. From September
- December 2005, managers of 350
Lebanese enterprises were inter-
viewed. A total of 320 out of 350

responded to the questionnaire. Some
of the data on performance variable
and managers’ characteristics con-
tained missing or unusable data and
as a result, 54 enterprises were
dropped from the analysis. The usable
sample was 296 SMEs, out of which
126 were business owners.

Enterprises constituent of the
study sample were selected randomly.
Personal interviews were conducted
with managers of SMEs operating in
the sector of retailing. The interview
survey was chosen as a data collection
method because it made it possible to
obtain large amounts of data that
capture different types of retailers. A
mail survey was out of the question
since most of entrepreneurs do not
respond to such a method. The study
focused on retailers because of their
high societal relevance and their dis-
tinctive features in the SMEs. An
SME was defined in terms of the
number of personnel, so that firms
with fewer than 50 employees were
considered to be SMEs.

The variables used in this study
relate to the store manager character-
istics, store factors, the nature of their
environment, and the performance
factor. Data collection was based on
a questionnaire containing all the
required questions.

The characteristics of store man-
agers consist of variables relating to
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Characteristics of manager / entrepreneur
- Age
- Gender
- Work experience:
e in the present position
e in retailing

- Education

- Income level
- Marital status
- Parental status

Characteristics of SME
- Market size
- Length time in operation
- Size of enterprise

Business success

A 4

- Fixed Assets

- Inventory

- Number of employees

- Hours worked per week

Environmental variables
- Location
- Competitors in the same area

- Sales level

Figure 1: Research model

the managers’ education, experience
in retailing and in present position,
age, gender, marital status, number of
children, and annual income. For the
characteristics of enterprises, the fo-
cus is on the size, market share, in-
ventory level, fixed assets, number of
employees, and the number of years
since the enterprise establishment
(Years of Operation). As to business
environment, the emphasis was on the
location, number of competitors (si-
milar retailer stores in the same loca-
tion), and geographical location in
capital or city. Performance variable

involves annual sales (turnover) that
each enterprise generates per year.
Figure (1) presents the different vari-
ables in this study.

The nine store manager variables
were included as independent vari-
ables in order to reveal the character-
istics of more productive managers
that enhance the success of the enter-
prises under their management. More-
over, the other factors considered in
this study can be viewed in terms of
their reversibility, the control that
management can exert, and their time
duration.
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Table 1
Descriptive Statistics for the Variables Used in the Study of Retail Performance

Variables Minimum Maximum Mean  Std. Deviation Units of measure
age 18 55 35.95 9.53 Years
Income level 60 700 191.30 167.88  Dollars (00)
gender 0 1 0.69 0.46 0 = female, | = male
Marital status 1 4 1.41 0.55 1= single, 2 = married,

3 = divorced, 4 = widow
Parental status 0 S 0.8 1.24 Number
Educational level 9 18 12.50 2.80 Years: High school
graduate = 12

Number of hours worked 12 90 66.38 12.81 Hours
Per week
Experience in retailing 1 26 10.72 5.78 Years
Experience in present 1 23 7.01 5.04 Years
Position
Size of store 32 2000 325.79 376.02  Square meter
Fixed assets 3 2000 139 181.99  Dollars (000)
Inventory level 3 860 108.60 131.03  Dollars (000)
Number of years since 1 28 9.22 5.86 Years
the opening of the store
Number of employees 1 35 8.49 7.19 Number
in the store
Competitors (similar area) 0 11 4.73 2.59 Number
Market size 1 2 1.53 0.50 1 = small, 2 = medium
Location 0 1 0.39 0.49 0 = city, | = capital
Sales 20 4000 524.70 557 Dollars (000)

While store location and store size
are considered to be irreversible factors,
inventory levels and number of employ-
ees are relatively reversible. Whereas,
factors such as store manager character-
istics and number of employees are
factors over which management can
exert a good deal of control. Market
share and various actions by competi-
tors are largely beyond their control.

Thus, this study reports the results of
an analysis of the impact of 17 indepen-

dent variables - controllable / uncontrol-
lable, short-run / long-run, and
reversible / irreversible - on the perfor-
mance factor of 300 retailer stores.

Hence, The 17 independent vari-
ables used to predict the performance
of retailers are grouped into three
major areas. These variables are iden-
tified with their mean, minimum, max-
imum, and standard deviation in table
1. The performance factor (or depen-
dent variable) was sales volume.
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Average annual sales volume for
these enterprises was approximately
$524,700; their average size was
325.79 square meter, and the average
of employees included in the enter-
prise was about 8.49. The average
number of years the enterprise had
been open was approximately 9.22.

Results

The run of stepwise regressions on
the performance factor model resulted
in 9 independent variables in the final
model. The agreement was very simi-
lar in the forward and backward re-
gressions and the equation with the
largest adjusted R* was selected. All
the estimation results of the model are
presented in table 2. This latter en-
compasses the parameters, standard
deviation, t statistics and partial cor-
relation, along with multicollinearity
diagnostics. An additional test statis-
tics relative to collective explanatory
power of the six excluded variables is
also reported at the end of this table.
The estimated regression relationship
for sales volume is:

Ln(sales) =

2.5766 + .2380(Ln(fixed assets))
+ .3591 (Ln(inventory) + .0362
(employees) + .0008 (income) +
.0073 (hours) + .1972 (location)
+ .0414 (experience in the present
position) - .0236 (years since the
opening of the store) - 1481 (age).

Experience in the present position
is significant at 1% which indicate
"learning by doing’ through present
job experience does have a positive
effect. However, age and number of
years since the store opened, are both
negatively significant. This implies
that younger managers are more pro-
ductive, and newer stores are perform-
ing better than the old ones. This is
may be due to keeping on outdated
methods in marketing and sales in the
old stores and expressing little interest
in developing their business. This re-
sult is very much in line with a number
of previous studies (for instance, Kris-
tiansen, Furuholt and Wahid (2003),
and Sinha (1996). As to negative effect
of the age of the store, it can be
attributed to the fact that assimilating
new knowledge and innovations then,
adapting it at the firm-level can pose
challenges for small businesses with
limited human resources, particularly
for family-owned businesses that have
used traditional processes over gen-
erations. The number of employees in
the store is found to be positively
statistically significant. The influence
of the income level is clear and posi-
tively significant at 1% level of sig-
nificant which can be considered as a
stimulus for more performance in
sales. Moreover, we can see a clear
positive and significant effect of busi-
ness being located in the capital. We
find that fixed assets and inventory
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levels are both positively significant.
Maintaining adequate inventory le-
vels in the stores should result in
greater sales figures. This result is very
much in line with previous studies on
the performance of SMEs.

As aresult, we find that some of the
independent variables have a positive
effect on the sales volume, while others
have negative effects. The variables
with positive effects are fixed assets,
inventory, number of employees, in-
come, number of hours worked per
week, location, and experience. An
increase in any of these variables is
expected to increase the sales volumes.
The amount of expected increase may
differ for each variable on the basis of
the regression coefficient. For in-
stance, a $100 increase in the inven-
tory would produce an expected
increase of $395.1 (see table (2) for
units of measurement for each inde-
pendent variable).

Since two of the significant vari-
ables are related to the store manager,
the selection of this latter with certain
characteristics can have a positive
effect on a retail store’s sales volume.
This suggests that proper attention
should be given to the recruiting and
employee selection process. Although
store variables, such as inventory le-

vels, fixed assets, and number of em-
ployees in the store, have a positive
effect on sales, they are often the same
areas where controls are established to
minimize their costs or reduce the
investment in inventory, employees’
work schedules, and dollars invested
in fixed assets.

According to the results of this
study, SME performance may not be
gender owner/ manager issue. No
performance differences were found
between male-led and female-led
SMEs. However, business goals may
differ between firms owned or mana-
ged by women and men (See Brush
(1992)). Surprisingly, education had
no significant effect on determining
the business performance. This is may
be due to the fact that most SMEs
might be considered as family enter-
prises®, and individuals with elemen-
tary and high school education have
been in the business. Another possible
explanation is that the educational
background of those with university
education did not have applicable
skills for running the business. The
effect of education on performance is
therefore more likely to be found in
firms operating in industries where
higher levels of education are re-
quired. In both cases, self learning is
considered to be as a source of skills.

(3)  Asdefined by Duh (2003) “the owner or family members of the owner manage the enterprise
and in which exists the wish that the enterprise remains in the ownership and in the manage-

ment of the family in the future”.
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The regression equation character-
istics of sales volume indicate an R?
of.6894. This means that 68.94% of
the variation in sales volume is ex-
plained by the predictor variables in
this equation. The partial correlation
coefficient is used to investigate the
impact of each variable on the sales
volume. The variable with the greatest
impact is inventory levels (.5498),
followed by fixed assets (.3272), num-
ber of employees in the store (.3234),
experience in the present position
(.2105), income level (.2019), and so
on. The Wald test which is a way of
testing the significance of particular
explanatory variables in a statistical
model is used to examine the collective
power of the six excluded independent
variables. The result shows that, at
5% level of significance, we cannot
reject the null hypothesis which states
that the parameters associated with
the eight particular variables are zero.
Thus, these variables should not be
included in the model. Finally, three
multicollinearity diagnostics are used
to test for the presence of collinear
variables in the model: tolerance, var-
iance inflation factors, and condition
index. Multicollinearity is a problem
when tolerance is less than.1, variance
inflation factor is greater than 10, and
condition index is greater than 30. The
results of these three measures show
that multicollinearity is not a problem
in this sample.

The presented results focused on
the level of performance variation
explained by the regression equation.
However, the explanatory variables
involved in this regression are not able
to explain about 31% in the variation
of sales. This is due to the exclusion of
essential variables such as publicity,
promotion budgets, product assort-
ments, prices, and media which have
important influence on the sales levels.

Conclusion and Implications

The importance of SMEs in eco-
nomic development has received in-
creasing attention from many
researchers. This study focused on
identifying the main factors affecting
the performance of small and medium
sized retailing stores, which is mea-
sured by their sales levels. 17 indepen-
dent variables were used to identify
their influence on the performance of
296 small and medium sized enter-
prises in Lebanon. The target firms
in this study are retailers located in
different Lebanese regions. The cross
sectional data was collected during
2005.

In our analysis, we incorporate a
set of explanatory variables including
human capital, firm level attributes
and environmental variables. These
variables can be seen from another
point of view which classifies them as
internally controllable variables (such
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as sales and inventory), long-run and
irreversible variables (such as loca-
tion), and uncontrollable variables
(such as competitors).

The empirical research was based
on an econometric model that encom-
passed the sales as dependent variable
(performance indicator) and the 17
independent variables.

Education, gender, previous ex-
perience in retailing, market size, store
size, number of competitors, and mar-
ital and parental status of the man-
agers were discarded from the
regression as a result of the stepwise
regression. Regression analysis was
focused on the remaining eleven vari-
ables. Using Ordinary least squares
method, the results showed that 9
explanatory variables had significant
affect on performance factor. We
especially find that inventory levels
and fixed assets and the number of
employees in the store as being the
three most important variables in ex-
plaining the variability in sales

Surprisingly, the manager’s age
and years since the opening of the
store appear to have an inverse rela-
tionship with the performance mea-
sure. This implies that younger
managers and newer stores are per-
forming better than older ones. This
result may be referred to the fact that
newer stores use innovative tools in
their business, while the older ones

remain in their outdated tools. Rapid
changes or innovations should be
responded to by the SMEs to find
alternative ways to sustain their com-
petitive advantage by deploying new
process and new promotional meth-
ods.

Although independent variables
explained 68.84% of the total var-
iance, still other factors can be added
to the regression model (such as mar-
keting, internet access or information
access, etc) to get a more complete
picture of determinants of business
performance among Lebanese retailer
SMEs. The results, then, would be
beneficial to develop Lebanese SMEs.

Therefore, this research is expected
to make two contributions: (1) no
previous research has been conducted
on the determinants of performance
for retail stores in Lebanon; (2) this
research will extend our understand-
ing of what factors have impact on
retail store performance. The stronger
variables in this regard are fixed assets,
inventory level, and number of em-
ployees. These store variables have
three important characteristics in
common:

1. They are short-run in their scope.

2. They are controllable by man-
agers.

3. They are reversible.

Based on the presented evidence,
the business characteristics have a
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crucial effect on performance. Man-
agers should be aware of the tremen-
dous impact of their stores stocking an
adequate product assortment, and
any unbalanced situations are
handled as quickly as possible. More-
over, carrying product assortments is
likely to be helpful in stores where
stock outs occur frequently. In fact,
customers are predisposed to pur-
chase certain products and will do so
if they are available in this store. If
these items are not available, it is
highly unlikely that a substitute will
be purchased. Rather, other stores will
be visited in search of the desired item.
Therefore, inventory levels need to be
controlled in order to face unpredict-
able demand and to avoid shortage
and interruption of sales. As to fixed
assets which are used in the operation
of business, the higher these assets the
more performance is assured. The
location decisions of firms in the re-
tailing sector often favor bigger cen-
ters of population because such firms
are usually more dependent on local
demand.

This study’s findings indicate that
the number of employees has an im-
portant positive effect on the perfor-
mance of retail stores. This suggests
that management needs to consider
whether the store is employing, in
general, a sufficient number of em-
ployees available to handle customer
checkout, to accommodate peak per-

iods, and to maintain adequate inven-
tory levels.

The presence of a positive relation-
ship between the store managers’
duration in that position, and their
store performance, suggests that man-
agement should pay attention to pro-
motion, transfer, and retention
policies. An explanation for the posi-
tive effect is managers with the best
performance are those that have re-
mained longer in the same position.

Hiring policies should also be im-
plemented to focus upon perspective
employees with younger age since this
was found to be associated with higher
store performance factors. An expla-
nation of the inverse relationship be-
tween the manager’s age and the
performance is that younger man-
agers could be more enthusiastic and
motivated than older ones, and are
ready to work for longer schedules.
This finding was associated with a
positive effect of income on store
performance. Hence, providing the
appropriate income will be considered
as an incentive for these managers to
enhance their store sales.

The final set of variables that need
to be taken into account in assessing
the potential performance of stores is
the store age and the location. These
are irreversible and long-run vari-
ables. Since a negative relationship
between the length of time since the
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opening of the store, managers should
investigate whether their stores need
innovations and development to be in
line with well performed stores. How-
ever, those keeping the same policies
in management and marketing with-
out taking into account the latest
developments will remain performing
at constant and satisfactory levels and
can even deteriorate. Although the
decision of location, once made, is a
fairly long-run and irreversible in nat-
ure, management can have an influ-
ence on location decisions before they
are made. Results of this study indi-
cated that locating in the capital is
more advantageous than in a city.
This suggested the selection of well
populated areas. However, this factor
can be extended in future studies to
incorporate locations in a mall, on a
main street, near a supermarket, etc.

As a result, well-performing firms
can have an important role in the
economy in terms of maintaining ex-
isting jobs and enhancing their
growth. This study provides some in-
sights for business performance in the
developing country context. It helps
retail managers to identify the main
factors that have an effect on the
performance levels of their stores,
and then to make appropriate adjust-
ments to maximize each store’s per-
formance. However, further research
in this area would be useful in order to

model the interactions between the
characteristics of entrepreneurs, busi-
ness attributes, and contextual vari-
ables (such as taxes, marketing,
technology, social network, legality,
capital access, government support,
etc) in more detail. Government reg-
ulations are found by Reynolds, Day,
and Lancaster (2001) to be among the
biggest problems facing UK SMEs.

In Lebanon, legality has been a
burden on business success. As a
result, a huge number of SMEs do
not have a legal aspect. Complicated
bureaucracy and legal aspect that take
too many resources of the SMEs to
deal with are part of the explanation.
Simplification of bureaucracy and de-
regulation of legal aspects are recom-
mended to foster the development of
SME:s in Lebanese contexts.

Furthermore, recent technological
innovations such as ICT and Internet
technology are becoming more and
more diffused amongst SMEs. It is
believed that electronic business tech-
niques could contribute to increasing
relative market power and competi-
tiveness of SMEs.

Thus, the inclusion of the above-
mentioned variables in future studies
would help the government and the
SME:s to set up the policies that help
increasing the performance of these
enterprises.
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