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ABSTRACT

Micro and Small enterprises play significant roleghe creations of employment opportunities andegations of income.
Developing countries have common characteristicdo®f economic growth, fast population growth, hitgvel of
unemployment and poverty. The general objectivihisefstudy is to analyze the role of micro and $reaterprise in
poverty reduction. In addition, secondary sourcédaia have also been used. A logistic regressiodahwas employed
to determine the factors influencing poverty in tben with the probability participation used asdapendent variable
and a set of demographic and socioeconomic fa@erthe explanatory variables. Poverty is a mulétad multifaceted
and multi-dimensional concept. Currently, in mosteloping countries, micro and small enterprise kvclosely with the
poor to deal with poverty but the results havelexn good enough. The role of MSEs in employmeation and income
generation for the poor, the Ethiopian governmentdvocating for the importance of these enterprige enhancing
development and growth by identifying youth and amms a target group for relevant support exterasdl on these
findings, the researchers recommended that emphstsisild be given towards strengthening differenticational
opportunities access of credit, extension servisaying, government agricultural offices with nongmmental

organizations should work to reducing poverty.
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INTRODUCTION: BACKGROUND OF THE STUDY

Micro and Small enterprises (MSESs) play significeoies in the creations of employment opportunitied generations of
income for quite a large proportion of the populatall over the globe. The study conducted in Afrixy the ILO finds
that only 20% of the total populations of workingeagroup in many African countries were reportetaee been working

in the micro and small enterprise sector (ILO, 2003

Nowadays, there are multi-dimensional problems éké&eme poverty, unemployment, low per capita inep
and unequal income distribution facing in many depieg countries. As a result, different governnseate framing
different strategies and policies to create jobaspmities and to pull these countries out of tipeoblems. One strategy as
to create jobs and accommodate maximum numbetinées has been emerged, i.e., the establishmanséfs. (Ermias,
2011).
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Like many developing countries, Ethiopia is alsdfesing from severe poverty, unemployment, income
inequality and lower per capita income. In respdosiéne mentioned problem, and also by recognittiegsignificance of
this sector, the Ethiopian government issued thgoNal Micro and Small Enterprises Strategy in 199d established the
Federal Micro and Small Enterprises Developmentntgein 1998. The country’s industrial policy in Z@&nd the
poverty reduction strategy program of 2006 havglethout MSEs as major instruments to create ayatoe and vibrant
private sector and reduce poverty among urban drge{Ephrem, 2010; MOFED, 2006; Moti 1997).

Micro and small scale business enterprises are agdhe most important alternative sector in fasgesocio-
economic developments in both developed and dewgjopountries. Particularly, they make undoubtedlyhuge
contribution to employment in many developing co@st where there is a challenge of high unemployraed poverty
exists. Several studies reveal that MSEs in thesatdes are considered as crucial in employmesdton and generally
contribute to economic growth as an engine of dguaknt and vehicle towards fulfilling the MillenniuDevelopment
Goals. Chief among these goals is the reductiopowkrty through creating employment, wealth androwpment of
living standards, because poverty and unemploymeaie are considerably higher in these countriesn tha

developedcountries.Abiyu2011).

The Growth in MSEs has been found to have a lirth wconomic growth and poverty alleviation. In artie
generate enough income to help minimize the in@daf high level poverty in most developing econesninternational
funding bodies and economic growth analysts haggested to policymakers in developing economiesaie greater

efforts at promoting private sector developmenhwWwitSEs being at the forefront (Snodgrass & WinkigQ4).

The role of MSEs in employment creation and incogeeeration for the poor, the Ethiopian government i
advocating for the importance of these enterpfisesnhancing development and growth by identifyyogith and women

as a target group for relevant support measuresTiMI®»97).

Institutionalizing the MSEs is one of the ways &eifitate development and growth condition. Duehis the
government take the MSEs as a core developmemgrarand paved the way for the formation of MSEsdimment

Agency that will facilitate their function and gitechnical assistance, training at different I€fedleral and regional.

However, according to Weldegbriel and Admasu (20t sector faces lot of constraints such as polic
problems, lack or in adequate trainings, lack @ddrand loan, lack of working space, poor prodirctiechniques and
input access constraints, lack of information, etthte market linkage et c. These problems ardyhigistricting the
contribution of MSEs for socio-economic developmddéspite these challenges the MSEs sector cotdritmuch for
alleviating the poverty of the participants in tbeidy area, by creating jobs and in return incréhs@ income and
fulfilled their basic needs. On the basis of thistfthe study was attempt to assess the role tB&sMPlay in improving the

living standard of the poorer people live in stadga.
Statement of the Problem

Developing countries have common characteristicdoof economic growth, fast population growth, hifgvel of
unemployment and poverty. They provide employmegygootunity and income generating scheme to those e not
have access to the formal sector employment.alsis regarded as a tool for supporting the econamicsocial conditions
of the poor, especially for the youth and womenallgwing access to education, health facilitied amproves their living

standards sustainably. On the other hand, thewediempirical studies reveal that there is a gap wigard to assessment
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of enterprises’ roles in terms of employment opyaittes, generating income and profit and redugiagerty. In addition,
some reviewed empirical studies with regard to gbetor focused on major challenges and constrélifridalkachew,
2008; Weldegbriel, 2012; Workneh, 2007).

Like many other major Town countries, Bule Hora hiasypresently suffering from a host of social andremic
problems including widening income disparity, de@pg poverty, rising unemployment, severe housimytsige, poorly
developed physical and social infrastructure, R teason, MSEs is recognized by the governmeoha®f the potential
sector to alleviate poverty in the town. The rofdMBEs has major issues of in reducing poverty,ibuhe study area
there is no conducted with respect to the partimpaof MSEs in reducing poverty. Therefore, thisdy was conducted to
evaluate the role of MSEs on the reducing of pgvbyt comparing MSEs Participant and non-particigamiseholds in
bulehora town. There are no empirical studies cotedlin the town for examining the role of MESstha reducing of

household poverty. This study tries to fill thisokviedge gap.

The general objective of this study is to analyze tole of micro and small enterprise in povertyuaion.The
specific objective of this study was to identifettole of MSEs in improving the income of town memnhnd to identify

major constraints that effect MSEs at start upestatd during operation in the study area.
» What are the roles of micro and small scale entplin income generation and employment creation?
* What are the challenges of micro and small scaierpnses in the study area?

Therefore, this study is emphasizing to identifg tble of MSEs reduce poverty and the constrahms hinder
their effectiveness and expansion in the study arehhelp the government and other actors to foouthe intervention
for the fight against poverty. This study will algive some suggestions to the policy makers aratesfy designers,
implementers and other management bodies for tke gfgiving attention to the problems and to arat appropriate
solutions for existing problems on MSEs and therbyeducing poverty and this study describe tHe o MSEs in

reducing poverty and their focus on the issuesoafglthe target of reducing poverty in Bule Horaawn.

The study describes the role of micro and smakrpnise in poverty reduction in Bule Hora town gritystate
that the poverty reduction in the different regiaisEthiopia in the case of social welfare, edwwatind health. It was
difficult to obtain the reliable data because ddrthis no documented data or sources of informatawmk of reference

materials, shortage of finance, time constraintseetiver condition and the availability of the respemts.
LITERATURE REVIEW
Theoretical Review

The history of small business has been one of th& nontroversial stories in economic developmeihé world. It is not
known when MSEs start. The role of small businasani economy has frequently been undermined aridtanigreted this
is because that many governments emphasize oritthetian and promotion of large enterprises bylkhig that most of

the economic development or income comes from langastries.
Definition of Poverty

The conceptualization of poverty and its alleviatibpas been remained an area of concern for vasohslars and
development agencies for a number of decades. Mwweauthors define poverty in different ways by sidering

different criteria and indicators of poverty. Somsearchers have defined the poor as that porfitmegpopulation, that
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is, unable to meet the basic nutritional needsef3tlviewed poverty as a function of education antdéalth using the
measurement of life expectancy, child mortality. devel of expenditure and consumption are othéer@a used to
identify the poor. According to Ephraim Setegn, @DUrban people in poverty are those without sidfit education,
secured employment, stable incomes, savings, prbpesing and important networks. They are the pedpht are
vulnerable to changes in demand in the labor manketrices of basic goods and services, and whaataafford adequate

housing.
Definition of Micro and Small Enterprises

The definition and types of micro and small entegs differ from country to country and there isurdversally stated
definition for micro and small enterprises. (LeRD05,Storey, 1995; cited in Demis and Mulugeta (30his is so
because the criteria and ways of categorizing prisars as small, micro and medium varies from agutat country and
from organization to organization. The absenceuchsuniform definition of MSEs has created a diffig. In line with

this, for instance, Tegegne and Meheret (2010)eatdbat the absence of a single or globally appleaefinition has
made the task of counting the number of MSEs ardsatng their impact extremely difficult across mies, though the
rational for most governments to make such definitand categorization is mainly for functional apmotional

purposes to achieve the desired levels of develapofethe sector. Different countries use differpotnts of criteria to

distinguish micro and small enterprises from otmrnomic entities within their national boundary.

The major criteria use in the definitions accordiagCarpenter (2003) could include various comlimest of the
following: Number of employees, financial strengshjes value, relative size, initial capital outkyd types of industry.

For instance, European Commission utilizes thréer@a to determine whether an enterprise is aonmersmall sized.

These are staff headcount, annual turnover, andadtialance sheet .In European Commission Micrerprises
are defined as enterprises which employ fewer tttpersons and whose annual turnover or annuahdmlsheet total
does not exceed 2 million euro. Small enterprisesdafine as enterprises which employ fewer thapé&s8ons and whose

annual turnover or annual balance sheet total doeexceed 10 million euro (Kushniret al, 2010).

From Ethiopian context; two different definitionEMSE are used so far. These are: The 1997 defmif MSE
development strategy/Ministry of Trade and IndustiTIl), and Definition given by CSA (FMSEDA, 201The
definition used by Ministry of Trade and IndustiT1), which uses paid capital or capital investmasta yardstick, has
been developed for formulating micro and small gmise development strategy in 1997 by considedtigr countries

‘experience, especially the South Africa experience

According to the MTI, Micro enterprises are thosmsihesses enterprises, in the formal and informetios, with
a paid-up capital not exceeding Birr 20,000(120MY&and excluding high tech consultancy firms ankeothigh-tech
establishments. Small enterprises are those bgsamsrprises with a paid up capital of above Bi)000(1200 USD) and
not exceeding Birr 500,000(30000 USD) and excludtiigd tech consultancy firms and other high tedhldshments. On
the other hand, CSA categorizes enterprises irfitereint scales of operation on the size of emplaynaad the nature of
equipment. To CSA, establishments employing leas ten persons and using motor operated equipmerdoaisidered
as small scale manufacturing enterprises. Enteplis the micro enterprise category are subdividesinformal sector
operations and cottage industries: Cottage anditrafidindustries are those establishments perfogntheir activities by
hand and using non-power driven machines whereasnfbrmal sector is defined as household typebéistanents or

activities, which are non-registered companies@uaperatives operating with less than 10 persons.
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Characteristics of MSEs

Where in Ethiopia, are engaged in different adgasgit The document prepared by the entitled ‘InoepReport on Micro
and Small Enterprise Development in Addis Abab&1@ reveals that, due to their high employmenatioa capability,

existence of market, short period of return on #tweent, local raw material utilization, seven sextare selected for
intervention. These are Garment and Textile, Matad Wood Work, Dry Food Preparation, Constructimohblestone,

Municipal Services, and Urban Agriculture.

Zewde and Associates (2002) identified that the M8Etor is characterized by a number of highly dified
activities, which can create job opportunity fdaege segment of the population. The charactesistiche informal sector
(small and micro enterprises) have also been destas it is easy to enter, it is financed mainbyrf personal and family
resources, it requires low starting capital, itsulsor-intensive techniques, and it relies onribie-formal school system

such as apprenticeship and on-the-job trainingddit demis,2011).

Donald (1999) also identified the following distirighing features, namely more labor intensive, nffieient,
more equitable in distributing the income they gatexl, geographically more widely diversified, andre nurturing of

entrepreneurs.
Theories towards Micro and Small Enterprises

Different theorists followed different perspectivas the development of Micro and small scale emiszp. According to
Tambunan (2006), two theories were developed. Thesdhe classical and the modern theories. Thesich theory -
states that poverty and the importance of MSEs [Dpweent correlate positively. In the course of dagiconomic
development, the economic share of MSEs declindilpvthose of large and medium enterprises domitiee=conomy.
In other words, the higher the proportion of pedpliag in poverty, the more will be the contribomi of MSEs in reducing
poverty. This theory however, is criticized for fejing the economic growth of MSEs through netvmgkand

clustering, agglomeration. It only focused on tb&tionship between levels of income and the grafthISESs. Because

of these short coming of the theory, the moderavvigas developed in 1980s.

The Modern Theory- postulates that the major redspithe emergence of the notion of flexible spkzadion
was the long debate of how to interpret the nevbalipattern of production caused by globalizatiortés and industrial
restructuring. Global production had transformesfrmass to individual production system and flexigbecialization is

the result of this debate.

Hence, Tambunan (2006), shows that the modernyttere three characteristics; Flexible and Spesitbn -
firms in the community form part of a bounded commitypiwhich outsiders are largely excluded. Highdleof competitive
innovation - there is a continuous pressure ondinmthe community to promote innovation in ordeikeep an edge of
their competitors and; High level of cooperatidhere is a limited competition among firms in tleenunity over wages

and working conditions encouraging greater coogmramong them.

In general, according to Tambunan (2006), the lexspecialization on MSEs states those MSEs gastef
than large enterprises with the process and arerianut source of invention, efficiency and innowati They are also
capable of standing thecompetition with large gnises. Hence, in the courses of development, tbeamic share of

MSEs increases or in other words, MSEs contribué for poverty alleviation; while, it declines the classical theories.
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The other theory, the dependency or dominance yhe@mws that micro and small enterprises can sereither
in direct dependency on large enterprises, as sitaamtors to them, or as petty producers and tsadeerating in

extremely competitive markets with little possityilfor growth and accumulation of capital to invé3emis2011).
The Role of Micro and Small Enterprises in PovertyReducing

By now it is clear and agreeable that poverty, othrban or rural areas, is all about lack of basieds, health care, clean

water, sanitation, education and low or inadegleatel of income and consumption, and poor commasr o@sources.

Before reaching in to such multifaceted understagndif the concept of poverty, poverty was viewedeirms of
level of income in the late 1950’s and 60’s.Thewards, however, the trend of defining it begunmimorporate other non-

economic aspects. Likewise, on the other hand,

according to Green et al (2006), one important wation, since the late 1980’s and early 1990’gja@melopment
research and policy has been the refocusing ofdhés of development strategy from an exclusiveceamwith economic
growth to ‘growth with poverty reduction’ through S development. Again during these decades, tleeplalyed by
MSEs, through the various socio -economic benefitmnating from the sector, was found to be emirethe overall
development effort and process of nations. In ottends, by generating larger volumes of employnantell as higher
levels of income, the SMEs will not only have cdmited towards poverty reduction, but them Willcats&ave enhanced

the welfare and standard of living of the manyhie society Mulugeta (2011).

As shown above, central to the problem of povestthe availability of work. Work, secured eithercagner or
employee in MSEs, allows people to produce for #edues (i.e.food) and earn the money needed togbays and

services. In this point poverty reduction can bealated with job creation.

According to Vandenberg (2006), it is also from kdhat wealth is created which, through taxatioligves

governments to fund pro -poor services such asheate, clean water and education.

Currently international thinking is also with a wi¢hat acknowledges SMEs as a tool to fight povartihe long
run. The ILO’s approach to poverty reduction thdowsgnall enterprise envelopment is based on the giomof the four
elements of decent work, namely, productive, remathnge employment; rights at work; social dialog@d social
security. This strategy focuses on the needs of people who are part of the micro and small emiegpeconomy, as
owner/operators and workers, as their dependeass’the unemployed who may benefit from job creatammd as
customers. While further consolidating the abovewsh approach, Vandenberg (2006) suggested thdt.@s existing
strategy for poverty reduction through small entegs must emphasize the fact that Small enteprisake a positive
contribution to poverty reduction when they provietaployment, adequate levels of job quality, ang-émst goods and
services used by the poor; entrepreneurship, cadbiith productivity increase, is a key ingreditatpoverty reduction
through small enterprise development; and vibramtérprises, competitive markets and a fair gloldilin can make a

significant impact on poverty reduction.

The micro and small enterprises sectors have alspastionable importance for women. According torM/o
Bank (2007), most women are not found engaged tdomn employment opportunities in Ethiopia. Theg @eprived
from higher decision-making positions, equalityiieritances, decent works and other economicitiegvin developing
countries in general and in Ethiopia in particukss.a result, since MSEs are started with low faiaihcapital and credit

and have the capacity to absorb huge low-level ireqgopulations, they can help women to have easgsacto
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employment and be the owner of the enterprisesir Ti@me earning capacity can increase gradualty @ntribute a lot
for their families. They can also emerge out ofrtheaditional roles, get ample experiences fromirthwork places, and

further educate themselves.

As a result, different study shows that MSEs arpartant means in poverty alleviation through empient
creation and income generation for low-income gsowgith limited opportunities. They do have the adfyato increase
the level of income of individuals and to improvetliving standards of the larger poor because ttemd low startup
capital and their potential to absorb the huge prign of the uneducated or the low educated work€f, which is the

reality in the poor countries like Ethiopia.
Empirical Review
Studies on the Ethiopian MSEs Sector

In Ethiopia, the MSE sector has high capacity iscabing high labor force; this is because the sdstoharacterized by
diversified activities. Due to its contribution fatleviating the poverty of the low income peopted af course with a

number of constraints micro and small enterprigggtge attention of many researchers.

Accordingly, Daniel (2007) with having an objectite assess the impact of group-based MSEs on povert

alleviation conducted a research in Nekemte citshefOromia Regional State of Ethiopia.

Getahun (2009) carried out a research impact of & vention on urban poverty reduction by examgnihe
level of employment creation, change in income hvidg standard of the beneficiaries in terms ofieation, health,
household assets and clothing. The study foundttmit the studied MSEs have created a permanenteangorary
employment opportunity. The income and expenditfrthe beneficiaries of the MSE program has showinarement,
according to the study. The respondents believaettieir engagement in the MSEs has resulted improved health and
clothing, and increased ownership of basic houskhebets such as table, chair, bed, radio andrémpeder. And also
identifying lack of finance, inadequacy of prodoctispace and lack of training as bottlenecks tiaden the poverty
alleviation role of MSEs. Studies were also conddctpecifically with a purpose of identifying theoplems that MSEs

encounter.

Mulugeta (2011) in his study entitled the livelilumoreality of micro and small enterprise operatdestified and
categorized the critical problems of the MSEs imiarket -related problems, which are caused by p@oket linkage and
poor promotional efforts; institution related preivis including bureaucratic bottlenecks, weak ititibal capacity, lack
of awareness, failure to abide policies, regulajoules, directives, absence of training to exeest and poor monitoring
and follow-up ; operator-related shortcomings lideveloping a dependency tradition, extravagantwaasting behavior,
and lack of vision and commitment from the sideh&f operators; MSE-related challenges including tzfcselling place,
weak accounting and record keeping, lack of expedesharing, and lack of cooperation within and agrihe MSEs; and

finally society-related problems such as its distbattitude about the operators themselves amdptaelucts.

By Primarily relying on 200 MSEs chosen from fouajor cities of Ethiopia nhamely Adama, Hawassa, Bk
and Mekelle, and taking a sample survey of 557 aipes ,Tegegne and Meheret (2010) were conducssduneh with the
intention of assessing the contribution of the Msfategy to poverty reduction, job creation andrimss development. The
researchers indicated that the national urban dpsednt policy is the root of the MSE program amdtety; and MSEs are

of the five pillars of the urban development paekagthe urban development policy. According tanthéhe government of
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Ethiopia planned, via its MSE program, to creat@leyment opportunities for about 1.5 million urb@sidents by availing
services such as provision of credit and premizesiness development services, market linkagesquigpping MSEs with
appropriate modern machineries and equipments.h®rother side, the same writers concluded that M8Bgided job

opportunity, hence increased income for a remaekabinber of unemployed urban dwellers especiadlyytduth.

In general, the reviews from different studies infed that MSEs face many problems but they haveaui,
social and political significances that they nepdcgal attentions to make them efficient and s i@y may contribute a
lot for development endeavors of developing coeastiin general and in Ethiopia in particular. So,BdShave great

potential to achieve the desired development aradl¢iate poverty and unemployment.
METHODOLOGY
Description of the Study Area

The research was conducted in Dugda Dewaworeda ®&gsZone of Oromia Region of Ethiopia. The towgracated in
517 km far from Addis Ababa. According to the infation of Finchawa Chief Administration Office ofahsformation
Plan (HCAOTP, 2011), it lies at an altitude of 16v0p to 1870m above sea level and it receives anamainfall of
725mm with an average temperature of 2P@9The climatic condition of the study area is way®ga9%, dega35%, and
kola56%.In kola 276.674hectar, in weynadega 988&4hand in degal6l2hectar are cultivated landsadtfour types of
soil known as Chronic, Eutric, Xena, Classic anan@@ol. The main production system in the Woredagsculture on
the production of cereals (such as sorghum anil fiefits and vegetables’. In addition to farmirigey are engaged in

small scale commercialization to receive additionebme, manufacturing, service sector etc.

There are8120total populations in 01Kebele. Froentttal population the number of female’s are 3888 5095
are males. They were get benefits from the cortidhumicro and small scale enterprise. The numbérsusehold in the
Olkebele are 315; from this household 95 are fesrtadad household 220 are males.

Study Design

This study uses survey method that involves samplBurvey design was more appropriate to this stuthjch
incorporates questionnaire and key informant ingawin the study area. The research design to teéperresearch was

been uses qualitative and quantitative method.
Source of Data

The study used both primary and secondary data prineary data was obtained through questionnait iaterview;
while secondary data was collected from books,ralgrarticles and different reports on human pdfmriaagro-ecology,
and land use pattern, topography, slope type, #inthte was gathered from Zonal and district Agticté and Rural

Development offices
Sampling Technique and Sample Size

The sampling technique of household was selectedsing multistage sampling technique. Bule Horartasvselected
randomly based on its chronic poverty problem inagleé5uji zone. In the second stage, 01lkebele éstseindomly from
four Kebele where MSEs were operating. In this wtuat final stage, households both from participaabd non-
participants of MSEs are selected by using randampéing technique proportional to the number ofdeholds from the
sample kebele. Appropriate sample size is detemfirman both participants and non-participants (Yaea 967).
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N
1+ N (e)?

Where,
e n= Sample size
» N= Total size of target population
» e= Level of precision (error level) at 91% confiderevel (0.09)

On average there are 315 household heads in Olekahe 5 % desired significance level; the appadprsample

sizes will 88 households.

o= 315
1+ 315 (0.09)?

=88
Source of Data and Method of Data Collection

The study has use both primary and secondary ddiad relevant information concerning about thpito The primary
data was conducted through qualitative and quainttalata gathering techniques to get the availablece of data. The
qualitative data was collected through personakntagion and interviewing while the quantitativetalavas collected
through semi-structured, interview and questioragiilhe secondary source of data is published puhlished material,
website and other relate documents. The intervigvedule and the questioner were questions relatsddio-economic,

demographic and institutional characteristics afdehold’s information.
Descriptive Statistics

Descriptive statistical method of interpretationsweeen used for data collect from household sufeycentages, means,

standard deviations and level of significance tes&e used, along with econometric models, to aedllge collected data.
Econometric Models

A model is a simplified representation of a realddgrocess. It should be representative in theedmat it should contain
the salient features of the phenomena under stadyeneral, one of the objectives in modeling ihdve a simple model
to explain a complex phenomenon. Such an objectisg sometimes lead to oversimplified model and sionas the
assumptions made are unrealistic. In practice, rgpeall the variables which the experimentemis are relevant to
explain the phenomenon are included in the modestRof the variables are dumped in a basket cadlisturbances”
where the disturbances are random variables. Bhike main difference between economic modeling ex@mhometric
modeling. This is also the main difference betwemathematical modeling and statistical modeling. Tiethematical
modeling is exact in nature, whereas the statisticaleling contains a stochastic term also. An eatin model is a set of

assumptions that describes the behavior of an esgpnor more generally, a phenomenon
Logit Model

The advantage of this model is that the probagdiire bounded between 0 and 1. The dependenbleaigadichotomous,

taking two values, 1 if an individual participatethe program and O otherwise.
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The mathematical formulation of logit model Gujaf2d04) is as follows:

eli

Where
« P, The probability of participation for th&" household and it ranges from 0-1
» z;ls afunction of n-explanatory variables which lsosexpressed as
Zi=Bo+X Bi X; + Ui
e i=1,2,3-,n
* B, = intercept
* [B; = regression coefficients to be estimated or logit parameter
e U; = Adisturbance term, and
» X, = Participating households'characteristics
e Z; = Clients participation

The probability that a household belongs to nortigipant is:

1
1 - Pi =
1+e
Therefore, the odds ratio can be written as:
Pi _ 1 + eZi

Zj

1+P 1+ed ©

Now% is simply the odds ratio in favor of participafim the program service. It is the ratio of thelbility

1

that an individual would participate in the programthe probability that he/she would not partitégpén the program

service.

Finally, taking the natural log of equation (4) aletain:
Ly =1 [Tlp] =Z; = Bo + B Xy + B2 Xy + -+ BnXn

Where
* P=is a probability of being participated in the gram

e Z;=is afunction of n explanatory variab{&s) which is also expressed as:

Zi = Bo + B1 Xy + B2Xz + -+ BuXy
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Where
* By, is anintercept,, B, ---, Bpare slopes of the equation in the model
e L;=islog of odds ratio, which is not only linearbnt also linear in the parameters,
*  X;= Pre-intervention characteristics of the an irdlixl in the study area,
If the disturbance terni)) is introduced the logit model becomes:
Zi = Bo + BiXy +BoXy + o+ BuXy + U
Dependent Variable

The studying of the dependent of one variable orentilan one explanatory variable is refers to gmeddent variable.
The role of MSEs (participation) depends on theepehdent variables. The dependent variable isatfothmous nature
representing the observed status of the MSEs Ratiicn on poverty reducing. It is represents ia thodel by a value of

1 if a given household participate in MSEs andi®&owise.
Independent Variables

The explanatory variables, which are expected e la@sociations with the participation of the hdwadds in MSEs in the
study area. The major explanatory variables thatimfluencing and affecting poverty status of trmuseholds to be
participant and non-participant. The explanatonyalde list below.

Age of Household (AGHH)

Age is continues variable measured in year. Ithes factors that determine decision of a persage Also shows a
significance relation with an income but the ralaship is negative indicating that the increas¢ha age of operators
affects income of them. Younger people are moregeatie, motivated and interested than older peapl@ hence they
might become successful in their business (den2i@&l).In study was hypothesized age is affect tihe of micro and

small scale enterprise in reducing poverty podive
Education of Household (EDUHH)

It is a Dummy variable, 1 literate, Ootherwise.Ttigher the education level, the better would bekhewledge of the
person about poverty reduction .Education andsskile needed to run micro and small enterpriséag &nd McGrath,
(2002) in their study suggest that those with medacation and training are more likely to be sustgésn the SME
sector. Then study was hypothesized education tafifecrole of micro and small scale enterprisedducing poverty

reducing positively.
Family Size of Household (FSHH)

It is a continuous variable that refers to the namdif family members of a given household. Whenilfasize increases,
their income also increases. This could be dudeonumber workers increased in the business ergespso that it adds
value in to their income increment (demise, 20Blj.we expect family sizes with role of MSEs redgcgpoverty have
positive relationship.
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Amount Saving Household (SAHH)

Saving is continuous variable measured by birrirfgpis a basic instrument in the improvement obme growth of life
and in the poverty alleviation effort as it helpsstmooth consumption. It is also usually the eptint for a potential user
in interacting with financial service providers. @thindividuals have saved some amount of moneyintteame growth of
MSEs becomes improved, More saving money would meanme capital that enhances the operation of tbséDemise,

2011).The study was expected saving with role oEM&ducing poverty have positive relationship.
Access to Extension Service (ACXSER)

It is a dummy independent variable if it exist @ral zero if it does not exist. It delivers informatrearguing production
technology, health care or working habit and reseutilization to the farmers King and McGrath, @2D The study was
expected Access to extension service have a posithation with the role micro and small scale gwise in reducing

poverty.
Access to Technology (ACCTEC)

It is a dummy variable that takes a value of 1tfmse people who use the technology and O otherWigeexpected that
having experience of using different technologieat tcould enhance or increase profit of person BEM can have
positive effect on their profit then reducing pdyeWe expected that access to technology havdiymsRelation with

role micro and small scale enterprise in reduciogepty.
The Amount of on-Farm Income (ONFHH)

It represents the amount of farm household anmealme generated from on-farming activities. It oatinuous variable.
The higher the amount of annual income might réfleiseholds’ strategy of improving its agriculiupaoduction and
productivity to secure the household basic needb gnadually to change the household members’ lifde ssector
(Demise, 2011). We expected that the amount ofaom-fincome have positive relation with role micradasmall scale

enterprise in reducing poverty.
Distance from the Market (DIMKT)

It is the continuous independent variable measurddlometer. Due to the far distance of transpiotathe MSEs center
constructs a road facility. Rural communities imote area suffer from lack of transportation féieii. The closer to the
market the lesser would be the transportation @odttime spent King and McGrath, (2002). In thelgtwas hypothesized

that Distance from the market have negative refatiith role micro and small scale enterprise irugidg poverty.
Participation in Off- /Non-Farm Employment (NONFHH)

This is a continuous variable which representirgghrticipation in off/non-farm employment. The g#ace of off farm
employment and ability to generate additional ineofrom off farm employment had a positive assoecrmativith
household hood security status. Therefore, incoareesl from off/non-farm activities is an importargriable which
determines household food security status in thedysarea. In the study was hypothesized that Raation in off- /non-

farm employment income have positive relation witke micro and small scale enterprise in reduciogepty.
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Table 1: Type, Definition, Measurement, and Hypothsis of Variable

71

Variable Definition Type Measurement Hypothesis
Dependent
RMESs Role MESs Dummy 1=participate,0=non
participant
Independent
AGHH Age of house hold Continuous Year +
EDUHH Education of HH Dummy 1=literate,0=otherwise +
FSHH Family size of HH Continuous Number +
SAHH Saving of household Continuous Birr +
AMCRDTR Access of Credit Dummy 1=credit user,0=otherwise +
Received
ACXSER Access to extension Dummy 1=training,0=pb#hse +
ACCTEC Access of technology Dummy 1=user ,0=othsewi +
ONFHH The amount of on-farm Continuous Birr +
DIMKT Distance from the mkt Continuous Kilometer -
NONFHH The amount of non-farm | o i\, Birr +
income

In this chapter the role of micro and small entisgron poverty reducing is included with findingerh
descriptive and logistic model analyses are preseand discussed. The variables included in theelmae defined in

each of the following tables. Before discussinggbenometric results, some descriptive statistiepaesented.
RESULTS AND DISCUSSION

Descriptive Analysis Result

The descriptive analyses tools used are mean, qtagee mean, mean difference and standard devidfima.descriptive
statistics was run to observe the distribution bé tindependent variables. The socio-economic astitutional
characteristics of the respondents such as agel,déeducation, family size, saving of househalcess of credit, access
of technology, access to extension service, distdacmarket, amount of on farm income ,amount af-fasm income
were analyzed of the total sample respondents 32 man participant and 56 were c participant-diaisand chi-square (
2) tests were used whether they are statistic@lyificant or not using t-statistics and chi-squére) tests. The t-test is
used to test the significance of the mean valueoofinuous variables of the two groups of partinipand nonparticipant

and chi-squarey(2) is used to test the significance of the meanevaf the potential discrete (dummy) explanatory

variables.
Table 2: Summery of Descriptive Statistics Resultfdhe Dummy Variables by using chi 2
. Participant Non Participant Chi2 Value p-Value
Variable
Frequency | Percent | Frequency | Percent
EDUHH LITRATE 43 48.86% 11 12.5% 15.4490| 0.000
IILITRATE 13 14.77% 21 23.869
Non user 29 32.95% 14 15.9% 0.5262 0.468
ACXSER User 27 30.68% 18 20.459
Exist 18 20.45% 19 21.59% 6.1974 0.013
AMCRDTR Non exist 38 43.18% 13 14.77%
User 40 45.45% 17 19.32% 2.9899 0.084
ACCTEC Non user 16 18.18% 15 17.4%

Source: Own Survey 2020
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Education of Household

Education improves and increases the level of hucagital which in turn increases labor productivatyd earning. Since
labor is by far most important asset of the pooecréasing education of the poor will tend to redpoeerty. The literate
people were more important than illiterate to poweeducing. Therefore, table 4.1 revealed thatual&i.36%and
38.63%literate and illiterate of the household lehtespectively. The chi-square test indicatesttiere is a significant
difference between the two categories of responaieb® significance level in their education. Tliere, the result shows

that as the education level household increase thex significant reducing poverty.
Access to Extension Service

Out of the total respondents 51.13% those werexkension service user while the remaining 48.8i&wservice nonuser.
From table4.1 the extension service users are hifjae from non-user. Therefore, the chi-squartitecates that the

statistical significant difference on access otesion at 5% level.
Access to Credit

Though capital is important to micro and small gntise to poverty reducing. The degree of importamaries among
actors. Out of the total sample 42.04% and 57.86@&ss of credit exists and access of credit ristsepespectively. The
chi-square test indicates that the statisticaliBagmt difference on source of credit at less théh level as shown on table

4.1 above.
Access of Technology

Out of the total respondents 64.77% those weréeitfnology user while the remaining 35.23% weranetogy non user.
The chi-square test indicates that there is a fiignit difference between the users and nonuseeggondent at 10%

significance level in their in poverty reducings®wn above 4.1 tables.

Table 3: Summary of Descriptive Statistics Resultfahe Continuous Variables by using t-test

Variable Category Mean Mean Difference Stand. Error t-Value
e e e
AGHH T 5073214 ~5.669643 60400454 | 36809
I T R
DIMKT 2 23?3;3 -0.5491071 0035232225 -1.3661
NONFHH 2 iggg:g?g -420.692 732'36_3326 -0.2960
FSHH 2 3_25’5’29 -0.3214286 Obz_fgég’igfs -1.0863

Source: Own Survey 2020
Saving of Household

Saving is a basic instrument in the improvemenhodme growth of life and in the poverty alleviatieffort as it helps to
smooth consumption. It is also usually the entrinptor a potential user in interacting with finaalcservice providers.
Therefore, in the above table 4.2 shows that theadficipant was 1055.446 and mean non-particip86t625, the mean
difference -469.8214
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Age of the Household

When the age of the household increase, their pat¢o productivity is increase. Due to age ina&ahe productivity of
the individual increase and the individual has héghings to compensate for the increase of prodtycind income. The
welfare rises with age as more human capital, frotfm education and experience, has been accumulatedgh years.
The mean of non- participant 42.0625, the mearadigipant 50.73214and the mean difference is %688.Then above

table states that, the age of house hold waststatig significance with positive influence of tipeverty reducing.
On Farm Income of the House Hold

This variable includes both the production of arinearing and cultivation of land. When the so@stparticipate at on-
farm production activities to improve their livirggandard, the probability of poverty will falling.he mean value of
number of households income who were in the pagiti was birr 2971.732 and non-participant was #447.665, the
mean difference is 1475.924. Therefore, from theva table shows on-farm of household was stadibficegatively

insignificant.
Distance to the Market

The distance to nearest market is very importainastructural service. Beside the transport infradtire, distance from
the market. Therefore, from the above table 4.2vshas the mean of participant was 4.01787 and astiejpant of
was3.46875, the mean difference was -0.5491071rgébdt table show that the distance from market statistically

insignificant.
Non - Farm Income of the Household

Non-farm income refers to the portion of farm hdwdd income obtained off the farm including nonnfiawages and
salaries, pensions, and interest income earnedaiby families. Then, from the above table shows hes rhean of
participant was 1725.876 and the mean of non-ppatit was 1304.469, the mean difference -420.6%@s Variable
affects the reducing poverty statistically insigzant.

Family Size of Household

It was hypothesized that family size may have neght relationship with the role of micro and smalhterprise in
reducing poverty. That means, as family size deereparticipation of enterprise also decreasesnthance poverty
reducing. Therefore, from the above table showhasnean of participant was 3.696429 and the meaomdparticipant
was 3.375, the mean difference -0.3214286.

Model Estimation of the Result

This section describes the whole aspects of rolmiofo and small enterprise on poverty reducingxjplains the legit
model and explains the effect of micro and smatkegarise program across the participating househbhils section

presents the results of the logistic regressionahuadhich is used to estimate logistic regressiamspfogram households
with non-program households. As indicated earlibe dependent variable in the model is binary Wéeiandicating

whether the household was a participant in the namag The model is estimated with STATA 12. In tilstireation data
from two groups; namely, participant and non-pgrtiat households were pooled such that the depéndeable takes a
value 1 if the household was participant and O retlse. The variables included in the model are meslito affect not

only a household participation in the program bisib dhe outcome of the program.
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Table 2: Estimation Results of the Logit Model

RMIS Co ef. Std. Err z P>|z|
SAHH .0032989 .0014831 2.22% 0.026
AGHH .2889119 .0848836 3.40%* 0.001
EDUHH 3.305544 .826697 3.68*** 0.000
ACXSER 2.003674 .826697 -2.42%* 0.015
AMCRDTR -1.740403 7712734 -2.2688 0.024
ONFHH -.0000719 .0000675 -1.07 0.287
ACCTEC 1.262853 7187164 1.76* 0.079*
DIMKT .2748045 193761 1.42 0.156
NONFHH -.0001337 193761 -0.96 0.337
FSHH -.0001337 .2877648 0.95 0.343
CONS -17.47777 4.909767 3.36 0.000
Number of obs 88 Pseudo R2 0.491(
Prob > chi2 0.0000 Log likelihood -29.3577y7

Source: Own Survey 2020
** ** and * means significant at the 1%, 5% an@% probability levels, respectively
From the logit regression out of ten (10) independexplanatory) variables six (6) of them werengfigant and
others were insignificant.

The pseudo-R2 value 0.4910 is very weak becausedier 75% of the strong. A weak value shows thainticro
and small enterprise in poverty reducing was vewy.lIn other words, a low R2 value means that @oghousehold
characteristics overall and as such findings a goatth between participant and non- participanskbalds. The pseudu-
R2 indicates how well the repressors explain théggation probability. The examination of the ibmaximum estimates
that 10 predictor variables were regressed andasigbles were found statistically significant 1é6lgcation of household,
age of household), 5% (amount of saving ,accesstension ,access of credit) and 10%(access ofibdatpy). Moreover,
to see the sign of some variables, amount savigg, household, education household, extension, adeesnology,
distance from Market have positive sign are disectirrelated with the probability of the particijpst. The negatively
sign variables that are inversely correlated wlidn probability of participation are access of drea farm income, non-
farm income and family size. The logit result (Tall) indicated that six variables were statisticalignificance to

determine the role of micro and small enterpris@overty reducing.
Amount of Saving

Saving includes putting money aside in for exampmleposit account, pension account, an investmetiticheg
expenditures, such as recurring cost. Saving ipditon of income not spent on current expenditAraount of saving of
the households in the poverty reducing was stedithyi significant at 5% significant level.

Age of Household

Age also shows significance relation with an incdirerelationship is positively indicating that timerease in the age of
operators affects income of them. Younger peopenaore energetic, motivated and hence they migtirbe successful
in their business. Age of household of the houskh@s statistically significant at 1%level of sifitance with positively

related to the poverty reducing participation.
Education of Household

Education of the household being poor decreaseinitfease in the educational attainment level efttbusehold. It also

organize non-informal education, arrange technéchlcation, help for enrolling school children, rehild development
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programs, help for social development and poveejucing. Education Household of the household watisscally

significant at 1%level of significance with posgly related to the poverty reducing participation.
Access of Extension Service

Extension service as a source of information ohrtelogy. The respondents who have frequent comtébt extension
workers are more likely to know the advantage ofrmiand small enterprise in reducing poverty. Tfuees access of
extension service was statistically significantét level of significance with positively related tioe poverty reducing

participation.
Access of Credit

Households with better access to credit have hitghedency to save more than that of householdsdehoot access to
credit service. Credit service was 5% negativedyigicant effect on micro and small enterprise eéducing poverty. The
implication was that households who had more actessedit had higher probability to work. This pildy credit users

would have more information and awareness regatirgedit than non-users
Access of Technology

Using different technologies that could enhancmarease profit of person in MSEs can have posgféect on their profit
then reducing poverty. Therefore, access of tedyyoivas statistically significant at 10%level ofrsificance; the result

shows that as the Access of technology househotdase there is a significant reducing poverty.

Table 5: Opportunities and Constraints of MSEs in Rducing Poverty

Opportunities of MSEs in Reducing Poverty | Constraints of MSEs in Reducing Poverty
MSEs play a significant role in offering and
other basic amenities to individual who Skilled personnel
suffering from relative poverty

MSEs improvement of living standards
specially women and youth

Production place

MSEs have great potential to achieve the Inadequate support from Government/non-
desired development and to alleviate poverty. governmental organization

MSEs the reduction of poverty through Lack of vision and commitment from the side|
creating employment of the MSEs workers

working capital

Lack of credit facilities
Lack of access for training
Lack startup capital

CONCLUSIONS

The general objective the study is to examine tile of micro and small enterprise in poverty redgcin case of
Olkebele.Poverty profile was computed with respedhese variables through descriptive statistiu$ laogit regression
model was also employed to quantify the relatiomdietween being poor and explanatory variablegdtabove. In the
descriptive part analysis was made by making uS€$6-16 version. Of the total sample respondentsed? participant
and 56 were non participant. These were 23.58%/8dR% of the total sample, respectively. T-stiaésand chi-square

(x 2) tests were used whether they are statistisadlyificant or not using t-statistics and chi-squ§r2) tests.

The study has use both primary and secondary ddtad relevant information concerning about thpito The

primary data was conducts through qualitative andntjtative data gathering techniques to get thalave source of
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data. The qualitative data was be collected thrqaegisonal observation and interviewing while thargitative data was
be collected through semi-structured, interview apgbstionnaires. The secondary source of data ldisped or
unpublished material, website and other relatedichents. The model is estimated with STATA 12. Aitogodel is used
to estimate the data at hand. The advantage ofnibidel is that the probabilities are bounded betw@end 1. The
dependent variable is dichotomous, taking two \&lde if an individual participate in the povertydueing and O

otherwise.

Most people have limited opportunities, for ansthation, they have limited access to information aapital
facilities. The growing involvement of micro and alinscale enterprise in the country and in paréiciinchawa town.
The role of MSEs in employment creation and incageeeration for the poor, the Bule Hora Administefaffice is
advocating for the importance of these enterpfisesnhancing development and growth by identifyegth and women
as a target group for relevant support measurgetreral Micro and Small enterprises play significqates in the creations

of employment opportunities and generations of ineo
Recommendations

Depending up on the findings of this study, thdofwing recommendations are forwarded. The empinieallt reveals
that participation micro and small enterprise invgrty reducing has statistically significant andsitige impact on
household income generating per adult equivaleritraviand small scale business enterprises are asedie most
important alternative sector in fostering socio+emmic developments in both developed and develogimgntries.
Particularly, they make undoubtedly a huge contidmuto employment in many developing countries rghthere is a

challenge of high unemployment and poverty exists

Therefore, any micro and small enterprise develaoprimterventions should include strategies on howrthance

the participation of the lower income householdd stnive to become indeed pro-poor.

» Access of credits for micro and small enterpristhtad the start up levels and during operationgery important
for achieving the objectives of enterprises in poveeducing Hence, the government and nongovertathen
bodies should support micro and small enterpregb bt the start up levels and during their operetifor easy

accessing of credit facilities.

» Education significantly important for reducing payein the study area and In the study area, engbli
environments like facilitating cooperation betwesmerprises with different development organizatiand non-
governmental organization, promoting entreprenéwt@velopment programs, expanding training instng,
promoting market association building should beetigyed in order to increases the contributions &Bd in

poverty reducing.

» Access of extension services are the major ingtitatoperating in the study areas. To obtain ttisaatage there
is a need to improve extension system, and techsigzervision and follow up must be strong. Streegtng

micro and small enterprise linking respondent.

»  Saving significantly important for reducing poveritywas the portion of income not spent on cureenditure.
Because person does not know what will happen énfature, money should be saved to pay for unergect
events or emergencies, without saving, unexpectagthte can become large financial burdens. Thergfore

extension worker, government and financial ingtituimotivate respondent to save.
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