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Abstract 

Poverly aile vial ion is lop on Ihe agendas of 1170sl developing counlries 10 dignify Iheir citizens wilh 

decenlliving condilions. To Ihis end, Ihe development of Micro and Small Enlerprises (MSEs) has been 

recognized as an imporlant 1001 to creale employment opportunities for the poor thereby increase their 

income. 

This study investigates the influence of group-based MSEs in allevialing urban poverty in Nekemte 

CiIY, Oroll7iya Regional Stale. A sample was taken Fom 42 group-based micro and small enterprises 

which have been regislered and supporled by the City Trade, [nduslly, and Tral15pOrl Department. 

Eight group-based MSEs were selecled randomly by considering Iheir geographical dislribution and 

nature of aclivilies in Ihe city. Two MSEs which starled business afier Ihree monlhs were laken as a 

conlrol against which 10 assess Ihe eJJecliveness of MSEs on poverty alleviation. Various poverty 

indicalors like, income, consumplion expendilure, housing, assel crealion, educalion, health, wa/er, 

vulnerability and empowerment of women entrepreneurs were assessed. 

The study utilizes various slatistical lools like descriplive statistics, Chi-square tesls, T-tests, and 

ANOVA tesls 10 reflect the true nalure of MSEs in alleviating poverty in the study area. The sludy also 

Iries to examine the nature and struClure of group-based MSEs in Nekemle town so as 10 identify the 

problellls and opportunities Ihat exisllo supporlthe development of the enterprises. 

The sludy findings are that group-based MSEs in the study area have got various Iypes support ji'Oll1 

Ihe Nekemte City Municipality in Ihe area of access to start-up capital through credil, work premise, 

and lIIarket access. However, some group-based MSEs are can fran led with delays in Ihe paymenl for 

Iheir produce, quality work and market premise, and inadequate services like waleI' and electricity. 

When il comes to the impact of group-based MSEs on alleviating poverty of operalors and their 

households, the study finds that operators have showed improvement, in their income, consumplion 

expendilure, and access 10 services like rented house, educalion, health, asset creal ion, averting 

vulnerability, and empowerment of women entrepreneurs. 

The study underscores the need for appropriale support 10 keep the suslainabilily of such MSEs given 

Iheir importance in improving living condilion of opera/aI's and slilllulaling Ihe local economy. 

Kcy TCI-ms: urban poverty, Nekemte city, group-based MSEs. 
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CHAPTER ONE: INTRODUCTION 

1.1.Background to the Problem 

During the 1950's and 1960s economic growth and modernization became the main policy 

objective in the newly independent less developed countries in view of el iminating income 

and soc ial inequalities . To rea li ze these objecti ves, all concepts had a tendency of equating 

growth with development and viewing growth in less developed countries as essentially a 

discontinuous process requiring a large injection of investment. In addition, during those 

decades, industrialization was conceived as the engine of growth which would pull the rest of 

the economy along behind it. A major means of fostering industrialization was through import 

substitution- particularly of consumer goods and consumer durables. GNP growth was the 

maj or emphasis to bring about development in the developing world (Thorbecke, 2000). 

However, as a response to the above development strategies, developing countries had 

experienced increasing unemployment, income inequalities, widespread poverty, increasing 

urban congestion as a result of rural to urban migration, and rising indebtedness. To tackle 

such problems al ternative development strategies were tailored during the next decade. 

During the 1970s, however, GNP growth as an all encompassing indicator of development in 

the Third World countries had diminished, if not totall y eliminated. Hence, 1LO (1972) 

signaled that the primary objective of development should be to raise the standard of living of 

the poor through increased employment opportunities. The generation of new or grater 

productive opportunities was considered a means toward the improvement of the welfare of 

the poor. In thi s effort, since 1970s, the informal sector, also called MSEs, has a role of 

employment in furthering development have recei ved greater attention. Therefore, the 

informal sector has got recognition in boosting employment opportunity, thereby increase 

income, and contribute to local economic development in the above cited decade (Tegegne 

and Mulat, 2005). 



Particularly, interest in MSEs in sub- Saharan Africa has resulted from i) the failure of formal 

sector ii) predictions of increasi ng unemployment, underemployment and vulnerability among 

rapidly growing population; iii) the dynamism showed by some parts of the informal sector; 

iv) the hope that the dynamic end of the MSE sector will provide the seedbed for future forma l 

sector development; and v) the high proportion of the population which relies on non

agricultural small - scale activities for survival (ILO, 1995; cited in Bevan, 1997). 

In the mid 1980s, however, many developing countries in Africa, Asia, and Latin America 

have begun implementing important decentralization reforms in order to empower local 

authorities and strengthen cities and regions. The drive to decentralization process was 

accepted by donors as one of the most appropriate ways of reducing poverty, building 

sustainable development and implementing democracy in least developed countries. 

Similarl y, during the 1990s, developing countries, including sub-Saharan Africa, experienced 

deep-rooted institutional changes to reduce corruption and facilitate a successful transition 

from command economies to market economies. In addition, the decade witnessed 

deregu lation and liberali zation, poverty alleviation and improved socio-economic welfare. The 

ro le of institutions and state and market in development discourse, among others, took center 

stage (Thorbecke, 2000). 

Likewise, in Ethiopia, the process of decentralization has been exerc ised since the downfall of 

the Oerg regime in 1991. According to the country's Federal Constitution of 1995 , the system 

of government in the country comprises nine Regional States which in turn are sub-divided 

into 66 zones, 550 woredas, and 6 special woredas . The woredas are considered the key level 

of local government (FORE, 1995). Hence, Ethiopia recognizes local and regional entities as 

contributors to development in their respective areas and the nation as a who le (Tegegne, 

1999). 

Owing to the severity of poverty in the country, in the previous regimes, Ethiopia, after 19991, 

has been re-examining its overall development strategy and is currently implementing a new 

development approach wh ich is expected to improve the living condition of its people. The 

development and poverty alleviation strategy focuses on promoting popular participation and 
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facilitating decentrali zation of economic management to Regions with the assumption that 

regional or local agents have better links with the grassroots and to materialize local 

development through community participation. A broad based Agricultural Development -

Led Industrialization (ADLI) strategy in Ethiopia has been designed and is being implemented 

to maximize economic growth (Loop, 2002). 

However, the rural-centred development strategy i.e., ADLI, has been implemented with a 

strong emphasis towards rural development with limited attention given to urban development. 

Nevertheless, an explicit concern for urban development is pronounced in the Second Five 

Year Development Program (1993-1997 E.C.), wherein the objectives of urban development 

are stated as "to enhance the role and contribution of urban centres towards economic 

development and therefore to improve the living conditions of their residents" (NUPI, 1998). 

In addition, two important government development strategy documents - Sustainable 

Development and Poverty Reduction Program (SDPRP) which covered the years 2002/03 -

2004/2005; and Plan for Accelerated and Sustainable Development to End Poverty (PASDEP) 

(2005/2006 to 200911 0) have focused on poverty reduction. The outcome of the former 

recognized that the living condition of people living in rural areas has improved, while the 

growth is limited for urban Ethiopia. In this regard, MOFED (2006:25) confirms that 

.. decline in national poverty is attributed to a decline in pove11y in rural areas", and the 

decline is higher during SDRPR period. The head count, poverty gap, and poverty severity 

indices in 2004/05 for rural areas are lower by 13%,31 %, and 41 %, respectively than the level 

in 1999100. Stating the condition of poverty in urban areas, however, the document indicates 

that the decline in urban poverty between 2004/05 and 1999100 is only limited to the depth of 

and severity of poverty; and the incidence of poverty in urban Ethiopia is not statistically 

significant. This, therefore, indicates the gap in alleviating urban poverty in the country. 

However, in the already started development strategy- PASDEP (2005/2 006 to 200911 0), it 

can be observed that the issue of urban development has got important attention; and urban 

areas are considered as engines of development, not only are they livable places of their 

res idents, but also, capable of promoting the development of their surrounding rural areas. It is 

also stipulated in the program document that the significant part of the modern sector growth 
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in the country will take in urban areas (MOFEO, 2006). Hence reducing urban poverty is the 

major component in the document. 

1.2.The Problem 

Urbanization in Ethiopia is a rapid process caused partly by increasing urban population 

through migration and high fertility rates. The average fertility rate for the country in 2005 is 

very high , estimated at 5.4 births per woman, which is high by African standard (Africa 5.1; 

sub-Saharan Africa 5.6 births per woman). The amlual population growth rate for the country 

is 2.73 % in the same year. It is estimated, in the year 2004/05, 16% of the country's total 

population, or about 11.7 million people wi ll live in urban areas. The urban population growth 

rate in the country is about 4.4% per year (EOHS, 2005). In addition, recent urban growth has 

been unprecedented, mainly as a result of rural-urban migration, resulting in growing welfare 

and housing problems for the urban poor, and increasing urban unemployment. The average 

urban unemployment is estimated to be 26%, and reaches up to 40% in larger urban centers 

(MOFEO, 2006). According to the 2004/2005 HICES results, about 35% of the nation's urban 

population is living below the poverty line. Urban poverty in the country is manifested by: 

inadequate infrastructure, sub-standard houses and inadequate settlement services, limited 

employment opportunities, shortage of potable water, absence or inadequate drainage 

channels, inadequate health and educational services (Solomon and McLeod, 2004). 

Reducing poverty calls for rapid and sustainable pro-poor growth. This requires good 

governance, prudent macro-economic management, competitive markets and a vibrant private 

sector, efficient institutions and sustainable use of natural resources. Hence to gradually 

reduce and alleviate urban unemployment and poverty, policy makers and researchers are 

exploring and experimenting with new anti- unemployment and poverty strategies to improve 

the we ll being of the poor (UNOP, 1993). 

Although poverty reduction needs a multidimensional effort in vanous sectors, boosting 

economic capaci ty through employment creation is considered as an important component. In 

thi s regard, MSEs have been recognized as important tools to engage the poor in income 

generation since they are operated at local level with small amount of start-up capital (UNOP, 

1993). Simi larly, Seleshi (2001) concludes that MSEs are seedbeds for medium and large 
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enterprises, they mitigate the effect of income inequality, and they encourage, channel and 

mobili ze individual savings, and are a host of entrepreneurship development. 

Contrary to the positive view towards MSEs, they suffer from below capacity production, 

provide poor working condi tions, evade tax, and avoid social security payments. These 

shortcom ings of MSEs are emanated from limi ted access to markets, credit, and better 

technology (Dijk van, 2000, Tegegne and Mulat, 2005). 

However, having realized the role of MSEs in reducing poverty through employment and 

income generation, and stimulating the growth of medium and large scale enterprises, Eth iopia 

has put in place various strategies since 1997. According to the 1997 MSE strategy document, 

the primary objective is to create enabling legal, institutional and other supportive 

environment for the development of MSEs. Industrial Development Strategy of Ethiopia 2003 

cited in Mol (2003), al so stressed the significance of micro and small enterprises with the 

expectation that they can facilitate economic growth and brings about equitable development, 

creating long-term jobs; provide the basis for medium and large scale enterpri ses, among 

others. To enhance the performance of MSEs, support wi ll be made in the area of 

infrastructure (provision of work premise and land), financial facilities, supply of raw 

materials, and training. 

On top of that, the Urban Development Policy document of Ethiopia, which was ratified by 

the Council of Ministers in 2006, stri ves to make urban development accelerated, equitable, 

and sustainable. MSEs focus income improvement, houses, access to education and heal th 

serVices, access to water, roads, electricity, and other social services, for urban poor, by 

sharing with the middle income urban dwellers is considered. The document further stresses 

that urban development in Ethiopia be centered on the development and flouri shing of Micro 

and Small Enterprises wi th the view that MSEs become valuable tools to decrease urban 

poverty and enhance the potential of the sector to bring about sustainable urban development. 

In addition, MSEs can promote rural-urban linkage, and attract the private sector, and promote 

urban economic integration (MWUD, 2006). The above conducive policy environment for 

MSEs stresses the significance of the sector for poverty alleviation in particular and urban 

development in general in the country. 

5 



Although there are various works done by researchers on the nature and structure of MSEs for 

promoting loca l econom ic deve lopment, and consequently acknowledge the contribution of 

MSEs to poverty reduction , they are limi ted to produce empirical evidences to demonstrate the 

ro le of MSEs in alleviating urban poverty. For example, Tegegne and Mulat (2005) and, Elias 

(2005) have come up with the role MSEs play in promoting local economic development in 

vari ous small towns of Amhara Region and Awasa, respective ly, in Ethiopia. In addition, 

Tambunan (2006) has identified the role MSEs play in the economy ofIndonesia. 

However, thi s study is meant to examine the influence of MSEs on poverty alleviation in 

Nekemte Ci ty zooming in especially on household heads operating in the MSEs. The study is 

also focused on group-based MSEs with the view that income improvement and asset creation 

can strengthen social and economic capacity from within, rather than through external aid. In 

add ition, the social capital which generates from group activity in MSEs will increase the 

li ving standard of operators since working in group raises productivity and improve the 

barging power of operators in the face of market irregularities, inadequate infrastructure (work 

premise, land, water, electricity, etc.), lack of credit, inadequate suppl y of raw materials, and 

other regulatory problems. In light of issues stated above, this study utili zes a case study 

approach on eight group-based MSEs in the study area. Hence major question in this study is 

what is the nature and structure of group-based MSEs? And to what extent are they improving 

the welfare of operators? 

1.3 Objectives of the Study 

1.3.1. General Objective 

The overall objective of the stud y is to assess the role of group-based Micro and Small 

Enterpri ses in all eviating urban poverty in the study area. 

1.3.2 Specific Objectives 

The specific objectives of the study set out to: 

I . Examine the nature and structure of group-based MSEs in the study area. 

2. Examine economic (income/employment) significance of group-based MSEs in determin ing 
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income poverty alleviation in the study area. 

3. Explain impact of MSEs on poverty indicators like operators ' access to food , 

water, housing, education, and medical facilities, asset creation, and vulnerability. 

4. Explore impact of MSEs on empowerment of women entrepreneurs. 

5. Identify the major problems encountering group-based MSEs in the study area. 

6. Suggest alternative so lutions to improve the performance of group-based MSEs in the 

study area. 

1.4 Research Questions 

This thesis tries to answer the following questions: 

1. What is the nature and structure of the eight MSEs selected for this study? 

2. What is the economic (income/employment) significance of the study MSEs? 

3. Do the MSEs have a role in alleviating poverty indicators like operators' access to 

food, water, housing, education, and medical facilities , asset creation, and 

vulnerability? 

4. Does involvement of women in the MSEs promote their empowerment? 

5. What are the major problems affecting the MSEs under investigation? 

6. What additional/alternative strategies can be instituted to improve the performance of 

group-based MSEs in the study area? 

1.5. Significance of the Study 

Currently in Ethiopia, like in many developing countries, urban poverty has attracted the 

attention of various stakeholders like government, development practitioners, NGOs, 

researchers , and community at large because of the seriousness of the issue impacting on 

healthy functioning of urban centers in terms of economic, social, political, and environmental 

conditions of their residents in particular and the region in which they belong at large. Among 

the many measures to tackle urban poverty, providing residents with reliable employment 

through job creation has got crucial attention to boost the income/wealth creation of poor 

sections of residents. Therefore, this study, which focuses on group-based MSEs and urban 

poverty alleviation, will complement the efforts being undertaken by various scholars to 

investigate the problem and suggest solution to tackle urban poverty in the study area. 
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Moreover, the writer can cite two add itional reasons for selecting the study area. First, the 

writer believes that the city is one of the neglected urban centers in Ethiopia in terms of 

various socio-economic in frastructure and services despite it beings to one of the oldest 

indigenous urban areas and endowed with natural and human resources (as it is discussed in 

Chapter Three of this study). Secondl y, the city is selected because the wri ter has personal 

experience in frequentl y visiting the city and the city manifests all sorts of urban poverty like 

lack of basic services: potable water, housing, urban in fras tructure. 

General ly, thi s study wi ll help to understand the situation of urban poverty in the study area 

with special reference to those of the group-based MSEs and help to tailor appropri ate 

strategies to improve the welfa re of operators. In other words, the study will give insight fo r 

both practitioners and researchers about the opportunities and challenges group-based MSEs 

have in reducing poverty thereby stim ul ati ng the local economic development. Moreover, the 

chal lenges they are facing currently will be understood and practitioners and researchers wi ll 

come up w ith appropriate solution to them. 

1.6. Research Methodology 

1.6.1 Research Design 

Th is study utili zes survey design to investigate the role of MSEs in alleviating urban poverty 

in Nekemte city. The method is characterized by invo lving probability and non-probability 

sampling techn iques and questionnaire (open and open ended) as an instrument to collect data. 

Hence, the study enjoys both probability and non-probability sampling. In the case of 

probabi lity sampling, stratified random sampling is involved to se lect the seven enterpri ses 

from the sample frame the researcher has got from the Municipality. The stratification was 

done by disaggregating the 42 total group-based MSEs in the six sub-admi nistration of 

Nekemte. When it comes to non-probability, operators from one enterprise are purposely 

sampled because of large size of operators. With regard to questionnaire, open-ended and 

close ended questions are admi ni stered to approach the relevant respondents. 

The required data from the selected MSEs was collected using different but complementary 

approaches such as questionnaire, Focus Group Discussions, interviews w ith key informants 
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(community business heads, kebele leaders, city municipality officials, and regional urban 

deve lopment officials), personal observation , and document investi gation . Focus group 

discussions were made with people who are invo lved in their businesses. 

1.6.2. Sampling Techniques 

The sample frame for this study is utilized from the Municipality Trade, Industry, and 

Transport Office which is accountable to the Nekemte City Mayor. Within that Office, there is 

a Micro and Small Enterprise Organizing Unit which is in charge of facilitating financial and 

technical ass istance to the group-based micro and small enterprises. Accordingly, since April 

2006, there are about 42 group-based MSEs establi shed and doing business. The total number 

of operators in these 42 MSEs is 430 individual s. All the regi stered group-based enterprises 

are engaged in quarrying and gravel production, metal work, wood work, textile, and service 

provision, among others. 

Eight of them were selected using stratified random sampling after di saggregating the MSEs 

in the six sub-administration of the study area. With this, therefore , care has been taken for 

their geographical di stribution in the 6 sub-administration of the city; and their importance to 

the improvement of income of the operators and their households, the requirement of beller 

skill , and nature of activity. After taking one enterprise from each sub-administration to ensure 

their representation in the ex isting sub-administrations, the rest two are selected purposely. 

Accordingly, Gravel Production Enterprise is included in this stud y, though it is not located in 

the sub-administration of Nekemte, and Cafeteria Enterprise is considered in thi s study 

purposely to diversify the type of group-based MSEs in the study area and to ensure their 

representation. Table 1.1 presents a summary of the sampled enterprises and their 

characteri stics. 
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Table 1.1 Summary of the characteristics of sampled enterprises 

No Name of Enterprise Trade mark/local name Location in Total popu lation Number of 
given by the community slIb-city Sampled househo lds 

I Metal work (new) Bii/tull Gllddina Qesso 8 8 
2 Wood work Boonnenuus Derge 6 6 
3 Food preparation Bikitlu Burka Jato 13 13 
4 Leather and Leather product Kookel Beken ise Kese 6 6 
5 Sa le of Fruit and Vegetable BlIllrqqaa Beke Jema 10 10 
6 "'G rave l production Dirre *Duune Kaanee 30 15 
7 ·Cafeter ia Service Abdii Derge 10 10 
8 Metal work (old) Siifan Che leleki 7 7 
Tota l 90 75 

* Purposely taken enterprises 

Source: Adaptedfrol11 Municipal Micro and Small Enterprise unit, Nekemle City (2007) 

Table 1.1 shows the 8 enterprises selected for this study. These are metal work, wood work, 

sale of fruits and vegetables, food production, leather and leather production, cafeteria service, 

and gravel production. 

According to the Table, the sample size is 75 households invo lved in various group-based 

micro and small enterprises in Nekemte ci ty. The rationale for consulting all households in 

each enterpri se (except for gravel producers) is simply because poverty alleviation or welfare 

of the worker is better analyzed based on income he/she earns from the enterprise and 

expenditure he/she makes for various basic and non-basic needs to sustain life. This is with 

the view that all the sampled households have different household size and the amount of 

consumption expendi ture wi ll vary accordingly. Hence, measurement will be made whether or 

not the income the worker gets alleviates poverty. The sample size (75) is also small cognizant 

to collect rel evant data from the manageable number of respondents considering time 

constraints. 

1.6,3 Sources of Data and Data Collection Tools 

Relevant data were gathered from primary and secondary sources. With regard to the primary 

data close-ended and open- ended type questions are prepared and translated into Afan Oromo 

(Lingua franca of Oromo people). The questions contain information on basic characteristics 

of households, nature and structure of enterprises, consumption expenditure on food, water, 
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housing, education, health, vulnerabil ity, and empowerment of women (Annex I ); and were 

admini stered by the writer wi th the view of collecting quality data instead of hiring 

enumerators. Moreover, interview guide questions were also prepared for leaders of the 

enterprises and officials in Trade, Industry, and Transport Department of Nekemte City 

(Annex I) . Again the researcher conducted interv iews with selected (re levant) officials in the 

MSEs and the Municipality. 

Two Focus Group Discussions (FGDs) were conducted , each containing eight people on the 

various conditions of enterpri ses and poverty in the sampled enterpri ses. The first FGD 

participants were selected from each enterprise and consisted of Chairpersons of the respective 

enterprises. The discussion in this category was focused on nature and structure of MSEs with 

the view of complementing the data gathered through questionnaire on MSEs. However, the 

second FGD participants are still from the eight enterprises so as to ensure their representation 

and they were selected for the researcher by their Chairpersons, because they can better 

explain the nature of poverty than the rest members of the group. Generally, the FGDs 

complement the already administered questionnaire and assist to triangulate the collected data. 

These different but complementary methods of data collection are used to reflect the true 

nature of the problem under investigation 

Lastly, secondary data are gathered from official statistical sources (eg, MOFED, CSA, 

publications , and Nekemte City Municipality documents) books, journals, internet sources, 

research findings of various scholars on the topic under investigation, and other publications. 

1.6.4. Data Analysis 

The analysis of the data utilized both quantitative and qualitative methods in order to describe 

the data. Statistical Package for Social Sciences (SPSS) versions 11.0 is employed in this 

regard. The study utilizes descriptive statistical tools like frequency tables, cross-tabulations, 

averages, and percentages to fac ilitate meaningful analysis and interpretation of research 

fi ndings. Chi-Square tests, T-tests, and ANOVA tests are used to test the statistical 

significance of differences between means of different groups are also utilized. On that basis, 

the meanings and implications of outputs are described, defined, and explained. 

I I 



" 

1.7. Limitations of the Study 

This study was limited by financial and time resources to thoroughl y investigate the role of 

MSEs in all eviati ng poverty in the study area. Due to shortage of time, this study only focused 

on eight, government induced, group-based MSEs. However, there are various self-induced 

MSEs. The reason for ignoring the self-induced MSEs was the difficulty in getting their li sts 

wh ich would help for sampling. In addition to time, finance and data were short in deali ng 

thoroughly with this study. Respondents also show a tendency of underestimating their 

income, though their real income is revealed when they are asked about the expenditure they 

made on various consumable items. Hence it needs careful observation of such data. 

Regarding information on saving and loan repayment, the study only used the data from 

chairpersons of each enterprise, instead of triangulating from OCSSCO Nekemte Branch. This 

is mainly because of lack of data from the microfinance. 

Another limitation of this study is it limited to wider applicability in different urban centers in 

the Region or Ethiopia as a whole. This is mainly because of the limited number of sample 

respondents selected for thi s study and the study only contacted MSE operators who are 

government motivated, instead of private MSE operators in the study area. 

1.8. Organization of the Thesis 

This thesis is organi zed into six chapters. The first chapter provides description of the 

problem, objectives and methodology of the study, while the second chapter provides review 

of literature which compri ses conceptual/theoretical literature and review of empirical 

literature on the topic under investigation. Chapter three provides background of the study 

area. Chapter four provides major findings on the background of households and their 

operators and the nature and structure of sampled MSEs. Discussion of findings on the impact 

of MSEs in alleviating poverty is in chapter five . The last chapter will make conclusion and 

recommendations. 
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CHAPTER TWO: REVIEW OF LITERATURE 

This chapter rev iews pertinent works that deal direct ly with the issues under investigation in 

thi s study. It is divided into two major parts. The first part focuses on the 

conceptuailtheoreti cal literature, whi le the other part concentrates on empirical literature. 

2.1. Conceptual/Theoretical Literature 

In the 1950s and 1960s, thinking about and action on development were dominated by the 

modernization approach, which focused on rapid economic growth and capital formation 

(Hulme and Tubner, 1990; Webster, 1990). The approach also promotes the diffusion of 

development impulses from industrialized countries to developing countri es without 

recognizing local efforts of developing countries to develop themselves. This was the period 

characterized by output max imization irrespective of the di stributional effects and persistentl y 

growing poverty, inequality, and rampant unemployment. 

In the same decades cited above, developing countri es had experienced different development 

paradigms which had bearings on economic development. Although they were different, 

economic development models were influenced by two dominant schools of thought: 

development from above and development from below (Zewdie, 1985). 

The deve lopment from above school of thought viewed development as essentially emanating 

from core growth centers and tri ckling downwards and outwards to the peripheries. [t is 

basically derived from policy models of national growth which are based on efficiency rather 

than equi ty. It is center-down, urban-based , and unbalanced growth development paradigm 

(Elias, 2005 ; Zewdie, 1985). Moreover, according to Weaver (I 981), cited in Elias (2005) , the 

top-down approach aims to ach ieve functional integration wherein leading regions expand into 

lagging regions and resources, the latter regions are made accessible to the former ones. 

Although it was recognized that the outcome of development from above approach showed a 

signifi cant improvement in the economic growth of developing countries in the periods 1950-

1975, as it is measured in per capita GDP, as a consequence of empi rical ev idence, there had 
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been a growing concern over the reduction of poverty and inequality throughout the 

developing countries (Zewdie, 1985). 

The issue of inequality and povel1y, therefore, called for the introduct ion of new or alternative 

development approach which hoped to answer the development problems of Third World 

countri es. As a result, development from below approach, took over the dominance in the 

development discourses and practices since the mid 1970s (Chambers, 1994).The essence of 

the development from below strategy is to focus on enhancing regional development in the 

interest of equ ity rather than efficiency, basic needs satisfaction, employment for all, and the 

participation of all citizens in development of their respective jurisdiction (Stohr, 1981). 

Based on the above cited development strategy (bottom-up), local economic development 

emerged with the view that effective development policies and development initiatives can be 

implemented in sub-regional or local level, instead of in the realm of nation-state (Guimaraes, 

1998). 

Since the end of 1970's in the political agenda as well as in the academic literature, there has 

been a strong link between local economic development and the problems of increasing 

unemployment, poverty and economic decline which affected not onl y the Third World , but 

al so the highl y industrialized countries of Western Europe, North America, and even Japan 

(BirkJ10Izer, 2005). 

Although there are differences among scholars in the definition of Local Economic 

Development, there is a great deal of simi larities in the component of defining LED. 

Acco rding to Helmsing (2005: 29), LED is defined as: 

a process in which partnerships between local governments, community-based 
groups and the private sector are established to manage existing resources to 
create jobs and stimulate the economy 0/ a well-defined territmy. It 
emphasizes local control, using the potentials 0/ human, institutional and 
physical resources. Local economic development initiatives mobilize actors, 
organizations and resources; develop new institutions and local systems 
through dialogue and strategic actions. 
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Similarly, Birkholzer (2005) defined LED by adopting two analytical perspectives In 

economic- descriptive and political. From a descriptive perspective, LED tends to cover all 

economic activities which happen at local and regional level and/or have any impact on the 

localities. Based on this perspective, the locality is seen as an economic actor in its own right. 

In traditional economic thinking, however, the locality exists more or less only as a place or 

space where other economic actors like enterprises, industries, investors, authorities, etc 

compete and use or exploit their natural and human resources. However, from a local economy 

view point, the localities, i.e. , the villages, towns , cities and regions are understood as 'l iving 

organiSl11S' or 'colnnlunities '. 

Helmsing (2005) provided tlu'ee categories of Local Economic Development: i) community 

based economic development; ii) business or enterprise development; iii) and locality 

development. 

Specifically, community-based economic development compnses stimulation of the local 

economy through household pat1icipation in various economic activities. Community 

members act in the local economy in tlu'ee ways: as consumers, as micro-entrepreneurs and as 

workers, (Helmsing, 2005). 

Micro and Small Enterprises, therefore, are considered as part and parcel of the huge 

component of Local Economic Development, which involves utilization of local raw 

materials, labour, entrepreneurship, market and the like, to improve the living conditions of 

operators and other beneficiari es tlu'ough employment and income generation. In addition, it is 

hoped that MSEs can alleviate poverty as they are owned and operated by low-income groups 

of a society. The next part of this section thesis therefore tries to review theoretical and 

empirical literature linked with MSEs. 
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2.1.1. Micro and Small Enterprises 

2.1.1.1. Approaches and Theories of MSEs 

According to ILO (1969) the primary objective of development is to raise the standard of 

living of the poor through increased employment opportunities. The generation of new or 

greater productive opportunities was considered a means toward the improvement of the 

welfare of the poor. [n this effort, since 1970s, the informal sector also MSEs, has been 

recognized as a source of and role of employment and income in furthering development. 

In sub-Saharan Africa, MSEs dominate the urban economic activity mainly because of i) the 

failure of formal sector ii) predictions of increasing unemployment, underemployment and 

vulnerabi lity among rapidly growing population; iii) the dynamism showed by some parts of 

the informal sector; iv) the hope that the dynamic end of the MSE sector will provide the 

seedbed for future formal sector development; and v) the high proportion of the population 

who relay on non-agricultural small- scale activities for survival (ILO, 1995; cited in Bevan, 

1997). In most African countries today there are large numbers of people engaged in 

economic activities that generally go unrecorded in the official statistics. According to [LO 

( 1986), MSEs contribute about 40 to 60 % of urban labour force are employed and quite likely 

contributes 25 to 33% ohu·ban income. 

Similarly, Tegegne and Mulat (2005) argued that mIcro enterprises have been reCelVl11g 

crucial attention by donors and governments since 1980s.The major reason is the potential 

they bring equitable income distribution and use local resource efficiently. In addition, they 

can stimulate the local economy by increasing aggregate demand and allowing for greater 

investment. 

Likewise, Bromley (1978) argued that the concept of the MSE sector has got recognition in 

development literature since 1970s. Since then, three contending approaches have emerged to 

explain the concept. These three approaches are: a) social marginality, b) state regulation and 

c) small scale enterprises. 
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The concept of social marginality in the MSE sector relies on the assumption that people need 

resources to survive. It postulates that the MSE is people's own creation as a response to the 

various economic distresses in the process of unbalanced industrialization. As a result, people 

get involved in such informal sectors for economic survival. 

The State regulation approach, on the other hand, has been seen as a way of counter-attacking 

the institutional rigidities of the legal and social environment. Proponents of this perspective 

stress that the informal economy plays a profound role in national capital accumulation and 

restructuring of the world economy (Casteless and Portes; cited in Tebarek, 1997). 

Lastly, the small finns approach emerged in the late 1980s, and gives particular attention to 

small firms or micro enterprises due to their low visibility, limited start-up costs, and ease of 

entering and exiting markets. 

In addition, the concept of MSEs has also been related to the role they play in the economic 

development of a particular nation. In explaining the existing roles that MSEs play, two 

schools of theories of MSEs have emerged- the classical and the modern (Tambunan, 2006). 

The classical theory on MSEs postulates that in the course of economic development, reflected 

by the increase in per capita real income, the economic share of MSEs would decline steadily. 

Those of large and modern enterprises, on the other hand, would take off rapidly and finally 

dominate the economy. The theoretical implication of this school of though is that, poverty 

and the importance ofMSEs are positively correlated: the economic share ofMSEs increase as 

the poverty rate, i.e. , percentage of population living under the poverty line increases. In other 

words, this view of the classical theorists' support the argument that the higher the proportion 

of people in state of poverty the more will be the contribution of MSEs in reducing such 

poverty (Ibid). 

However, the classical theory on MSE has been criticized on the ground that it neglects 

economic growth of MSEs thJOugh networking and agglomeration/clustering. In other words, 

classical views on MSEs focused on the relationship between level of income and the growth 

of MSEs. As a response to the above apparent shortcoming of classical views, new /modern 
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theory emerged which seems to focus on agglomeration and networking effects of MSEs and 

their ultimate development of local economy (Ibid). 

The modern theory, as opposed to classical view on MSEs, has been connected with the issue 

of flexible specialization which emerged in 1980s. Proponents of thi s view postulate that the 

major reason for the emergence of the notion of flexib le speciali zation is the long debate over 

how to interpret the new global pattern of production caused by globalization forces and 

industrial restructuring. These have changed the way in which production and labour are 

organi zed. And global production has undergone a transformation from Fordist (mass 

production) to non-Fordist production. Hence, flexib le specialization is one of the di stinctive 

features of such transformation (Piore and Sabel, 1984 cited in Tambunan, 2006). These same 

authors have identified tluee organizational characteristics of flexib le speciali zati on: a) 

flexibl e and specialization: firms in the community form part of a bounded community from 

which outsiders are largely excluded. b) high level of competitive innovation: there is 

continuous pressure on firms in the community to promote innovation in order to keep an edge 

on their competitor. c) high level of cooperation: there exists limited competition among firms 

in the community over wages and working conditions, encouraging greater cooperation among 

lh~m. 

The main argument of the flexible specialization thesis is that MSEs can grow faster than large 

enterpri ses with the process of development and they are significant sources of invention, 

innovation, and efficiency. They have been found to be capable of standing the competition 

with large enterpri ses, and even to improve their current relative position in several instances 

(Tambunan,2006). 

Moreover, in the flexible specialization literature, new technologies promote the relative 

viabi lity of MSEs, and reduce scale economies and lead to smaller efficient plants and firms. 

The need to increase the ability of industry to meet rapid changes in demand promptly, 

cheaply, and efficiently has al so created a new role of MSEs in developed economies 

(Tambunan, 2006). 
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This new role can be used as an argument aga inst the proposition of classical theorists stating 

that in the long run the economy will be dominated by large enterpri ses, in terms of 

employment and output. This flexible spec ial ization literature, therefore, suggests that in the 

course of economic development, the economic share of MSEs would increase. Table 2. 1 

summarizes the core issues in the approaches and theories di scussed above. 

Table 2.1 Summary presentation of approaches to and th eories of MSEs 

Approaches and Theories Major Characteristics 

Social Margin a li ty Approach MSE is people's own creation as a response to the various economic distresses 
in the process of unbalanced industrialization. 

State Regulat ion Approach The informa l economy plays a profound role in national capital accumulation 
and restructurin cr of the world economy 

Small Sca le Enterpri ses Emerged in iate1980s, and gives a particular attention to small firms or micro 

Approach enterprises due to their low vis ibi lity, lim ited start-up costs, and ease of entering 
and exiting markets. 

In the course of economic development, the economic share of MSEs would 
C lassical theory decline steadily. poverty and the importance of MSMEs are positively 

correlated 
Flexible specializat ion thesis is that MSEs can grow fast or even faster than 

Modern theory large enterprises with the process of development and they are sign ificant 
sources of invention, innovat ion, and efficiency. This flexible specialization 
literature, therefore, suggests that in the course of economic development, the 
economic share of MSEs wou ld increase. 

Source: Adapledji-om Bromley, 1978; Tebarek, 1997; and Tambunan, 2006. 

2.1.1.2. Definition of MSEs 

The definition of MSEs is a controversial issue with no general consensus on the part of 

various sectors of the society. Anderson (1982; cited in Getachew and Getachew, 1997) 

classifies manufacturing activities in three phases: predominant household manufacturing, 

replacing workshops and factories , and finally large-scale production. 

A study of small -scale enterpri ses has indicated more than 50 definitions in 75 countries (lLO, 

1987; cited in Getachew and Getachew, 1997) . Financing agencies measure it in terms of fixed 

assets, net worth or value added. Labour economists take the number of people engaged. 

Traders might consider the vo lume of sale and manufacturers prefer to consider the energy use 

and other yardsticks. 
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However, according to Taye (1 997), enterpri ses are usuall y divided into four levels: micro, 

small , med ium, and large. However, there is no uni versall y accepted definition of the di ffe rent 

leve ls of enterpri ses. The definition varies from country to country based on the level of 

economic development of the country. Classifying enterprises in the above four category can 

be based on a fi nn 's assets, sales, or number of employees working in the firm. Accordingly, 

an enterpri se considered small in one country may be medium or micro in another country. 

Similarly, The World Bank (cited in Rudjito, 2004) uses number of employees, total assets, 

and annual sales for classifying enterprises as micro, small, medium, and large. For the Bank, 

micro enterprises are defined as firms with total assets and sales of about US$ 100,000, and 

able to employ 10 persons. Small enterprises are individuals or firms with total assets or 

annual sales of between US$ 100,000 up to US$ 3 million and employ 10-15 persons. 

The importance of MSEs, including medium enterpri ses in contributing to job creation and 

output growth and sustainable development is now widely accepted in developing and 

developed countries. Their development can deepen the manufacturing sector and foster 

competit iveness. It can also help achieve a more equitable distri bution of the benefits of 

economic growth and thereby help alleviate some of the problems assoc iated with uneven 

income distribution. With th is advantage of MSEs, therefore, can reduce poverty and help as a 

seedbed for development of medium and large scale enterpri ses in urban settings (Ibid). 

2.1.1.3. Importance of Socia l Capital 

The importance of social capital has been well identified by various scholars, and the ro le it 

plays in production and marketing process is highlighted. In this regard , Feldman and Assaf 

(1999) po inted out that countries may be endowed with similar natural , phys ica l, and human 

capital resources, but achieved very di ffe rent levels of economic success. This is because in 

countries where better economic success registered, there will be a social capital which holds 

people and societies together in order to foste r economic development . Hence in the words of 

Grootaert and Bastelaer (2001 ), the trad itional composition of natural capita l, physical or 

produced capital, and human capital needs to be broadened to include social capital for 

effective economic development. 
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The issue of social capital has been popularized, however, after the works of Robert Putnam's 

( 1993) study of vo luntary associations in Italy, which led to the conclusion that high density 

of vo luntary association in the developed regions was responsible for their economic success. 

Putnam viewed social capita l as a set of hori zontal associati ons between peop le which fos ter 

cooperation for the mutual benefi t of the community. In addition, he viewed memberships in 

horizontal assoc iations as a source of trust and social ties conducive to economic performance. 

Furthermore, Putnam claimed that associations instill in their members habits of cooperation, 

sol ida rity, and publ ic-spi ritedness. However, he also pointed out hi s fear about the 

ineffecti veness of social capital stating that groups segregated by class, occupation, or 

etlU1i city may build cooperation and trust only among group members, perhaps even 

encouraging di strust between members and non-members. This work of Putnam focusing on 

horizo ntal relationship of members of association is considered the first view on social capital. 

The second stage in the evo lution of social capital, however, was contributed by Coleman 

(1988) , who added value on the work of Putnam. Coleman argues that social capital also 

operates in a vert ical re lationship characterized by a hierarchical structure and unequal power 

d istributio n. 

The third view on social cap ital is presented by North ( 1990) who gave emphasis on the factor 

which help develop social capital i.e. , institutions. He stated that social capi tal encompasses 

formalized institutional relationships and structures such as government, politi cal regime, rule 

of law, and the court system. North contended that it is institutional change at thi s magnitude 

that shapes the way societies evolve over time. W ith a particular focus on human cooperation, 

he argues that hi storically, institutions are fe11ile grounds which create a hospitable 

environment fo r cooperati ve efforts so as to bring about economic growth. Hence No rth 

admits the role o f human cooperation which wi ll be developed by effective institutions leading 

to economic we ll-being. 

Likewise, Fukuyama (1995) stressed the relationship between social capital and industrial 

o rgani zation: he argues that where trust doesn't extend beyond the fam il y, the suppl y of 

capital and qualifi ed managers is more limited, constraini ng the scale of private firms. More 

general ly, he argued that higher- trust societies are better able to implement effi cient 
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organizat ional innovations, when changes in t echnology or other fac tors make ex isting 

organizational fo rms. Economic transactions are embedded in social relations. This concept of 

embeddedness foc uses on how personal relat ionships and networks of connections generate 

trust in economic li fe. 

From the works of the above cited scholars, it is clear that social capital is considered as a 

resource which enhances economic development. It is also manifested in our day to day life. 

For instance, group-based lending money from micro finance institutions, operating in certain 

enterprises in a group capturing market opportunities can be cited. In thi s study the 

significance of soc ial capital is underscored since the enterprises owned by entrepreneurs are 

operated in group , hence there is trust and embedded ness of skill s in the process of production, 

taking credit from micro finance, and making use of market opportunities . 

2.1.2. Concept of Poverty 

Although the wider attention for discussion of poverty came to stage after WWII, povelty had 

been the issue of discussion by economists, though the subj ect has not been, , the exclusive 

preserve of economists. Beginning about 1900, some of the best applied economic research 

was on consumer-demand and family-budget studies, which were motivated hy a concern with 

poverty and related nutritional problems. Similarly, during the 1930s, much of the profession'S 

effort was devoted to public and private measures to alleviate poverty, especially that caused 

by the massive unemployment that dominated the decade (Mills and Hamilton, 1994). 

The 1960s, however, witnessed a vast outpouring of li terature on the subject, much of it was 

written as though poverty had just been invented or discovered. This was because of a rapid 

improvement in the avai labi lity of data on poverty, and a rapid growth of concern with poverty 

during the 1960s among economists, public offi cials, and the general public (Mi lls and 

Hamilton, 1994). In addition to the availability of data on the subject, there has been a 

parad igm shift in the development approach from mere economic growth to wider components 

of devel opment to redress the issue of wider spread poverty in developing countries. 

Poverty is defined by various scholars in different ways and the concept of it is inconclusive, 

though there is a considerable degree of similarities. The difference in the definition emanates 
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from the context it uses to define it. The context for conceptuali zing poverty include: socia l, 

political , cultura l, institutional and environmental issues. 

According to Grunwald et al. (2004), the analysis of poverty has shifted from an income-based 

understanding of poverty to a multi-dimensional challenge. Poverty is seen as denoting 

people ' s exclusion from socially adequate li ving standards and as encompassing a range of 

deprivations. The dimensions of poverty cover certain distinct aspects of human capabi lities 

namely, economic (income, li velihoods, decent work); human (health, education); political 

(empowerment, rights, voice); socio-cultural (status, dignity) ; protective (security, risk, 

vulnerability). 

The 1997 Human Deve lopment Report (UNDP, 1997:2) also describes povelty as follows: 

Poverty is much more thon low income. It also reflects poor health and 
education. deprivation in knowledge and communication, inability to exercise 
human and political rights and the absence of dignity, confidence, and self 
reliance ... From a human development perspective, poverty is seen as a denial 
of choices and opportunities for living a tolerable life ... poverty manifests in the 
deprivation of lives of people. 

For Forcheh (2003), poverty, in broad terms, is the lack of basic means to live in dignity. 

Poverty is when the ability of the poor to improve their quality of life is constrained by lack of 

resources or assets, both physical and human (lack of education and skill) . He further 

characterizes poverty as a human condition that is characterized by chronic deprivation of the 

resources, choices, capabilities, security and power required to have a high or better standard 

ofliving and other civil, economic, soc ial , political and cultural rights. 

The vari ation in conceptualizing poverty leads to differences in understanding the meaning 

and thus definition of it. This in turn leads to differences in the methods and indicators used to 

estimate the numbers of people living in poverty, the extent of their deprivation, and ways of 

measuring change in their situation. Poverty is, therefore, a social ly constructed concept with 

powerful qualitative and normative components and, as such, is a relative concept (DFID, 

2002). 
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In its modern sense the concept of poverty goes beyond lack of income and therefore, 

encompasses other dimensions. World Bank (2000); cited in Tassew ancl Daniel (2002), define 

poverty as not only lack of income but also vulnerabi li ty and powerlessness. Accordingly, 

there are at least four dimensions of poverty. These are lack of income, low level of 

achievement in education and health, vulnerability to ri sks and some sort of insecurity and 

voicelessness . 

Various International Organizations have also defined poverty. For instance, ILO notes that 

poverty is a vicious ci rcle of poor health, reduced working capacity, low productivity and 

shortened li fe expectancy (lLO, 2003). For OEeD (200 I), poverty comprises a 

multidimensional deprivation of human capabilities, including consumption and food security, 

health, education, ri ghts, voice, security, dignity and decent work. The World Bank, on the 

other hand, on top of material deprivation, poverty is low achievements in education and 

health. The Bank also broadenened the meaning of poverty further including vulnerability and 

exposure to ri sk, and vo icelessness and powerlessness (World Bank, 200 I). 

Amartya Sen, cited in Todaro and Smith (2004) argues that income and wealth are tools which 

help the poor in accessing various consumption items. However, both income and wealth are 

not end in themselves rather they are tools. Sen hence argues that rather what a person does 

with the commodities of given characteristics that they come to possess or control determines 

the level of pOVet1y of an individual. In other words, freedom of choice, or control of one's 

own life, is itself a central aspect of most understandings of well-being. 

From the above definitions of poverty material and non-material deprivations characterize 

poverty. Hence in this study, poverty is defined as lack of income which wi ll help to support 

consumption of various basic and non-basic items, inadequate access to education, health, 

housing; socia l exclusion, vulnerability to risks and lack of empowerment. 

2.1.2.1. Measuring Poverty 

Measurement of poverty involves three crucial components in which all used at once or 

separately to effectively reflect the nature/extent of poverty. These are absol ute, relative, and 

participatory measurements. 
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The idea of abso lute poverty is conceived as the inabili ty to secure the minimum basic needs 

for survival. It is a threshold below which li ving becomes mere physical presence. Hence, 

income is the most common measure for absolute poverty. Abso lute poverty is based on the 

idea of economic deprivation- that people need to consume a minimum level of goods to 

survive (Beard, 200 1). In addition, absolute poverty is considered as an international poverty 

line which doesn' t know national boundaries that takes into account differing price levels by 

measuring poverty as any one living on less than USD I a day in PPP dollars (Todaro and 

Smith, 2004). The absolute concept of poverty allows fo r eas ier measurement overtime but 

depend on the spec ification of an abso lute poverty li ne based on survival criteria. A person is 

considered to be in absol ute poverty if he/she lacks resources to obtain enough food , clothing 

and shelter to maintain a to lerable standard of physical health . 

Relative poverty is a si tuation of relative deprivation that depends on the general style of 

living in a society. It is a problem of an affluent but unequal society. In thi s argument basic 

needs may be met but those at the very bottom have less access to other social expectations. It 

results in the exclusion of those at the bottom from the customary standard of living of that 

soc iety (UN ESCAP, 2000). 

Another way of investigating the level of poverty is based on the premise that people are the 

best judges of their own situation and that their opinions should ultimately be the decisive 

facto r in definin g welfare and poverty. This type of poverty is referred to as subjecti ve/ 

participatory poverty. It implies that that poverty is subjective judgments people place on what 

constitutes a sociall y acceptable minimum standard of living in their society (Ibid). 

The above explanations and definitions indicate the complexity and relati vity of the concept of 

poverty. Because it is too complex and relative in nature, it has been defined , percei ved, and 

measured in different ways and it calUl0t be reduced to a single dimension of human life. 

Though it has been common for many countries to establish an income-based or consumption

based poverty measures, the method is criticized for its limitation to reflect all aspects of 

human poverty. Quanti tative measures provide a rather limited picture of the extent of poverty 

in a soc iety. As a concept, human poverty includes many aspects that cannot be measured. 
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Therefore, qualitative measures could better tell what volume of stati stics could never do how 

poverty is measured in real life terms (Alcock, 1997). 

Burkey (1993) contends that attempts of some people to define poverty in terms of the 

inability of the poor to meet basic needs i.e. those things that an individual must have in order 

to survive as a human being; is still fo und incomplete since there always be perce ived needs 

even after bas ic needs could be sati sfi ed. 

Measuring poverty Level 

There are several measures of poverty; all of them belong to the so-called Foster-Greer

Thorbecke (FGT) poverty indices (Foster et al. 1984). 

Where, 

p= lin L: (Z-Y /Z) 

a = poverty aversion parameter 

Z= the national poverty line for the household 

q= the number of poor households in the sample 

Yi= expenditure! income per adult va lues of the poor household i.e., for those 

falling below the poverty line 

n= the total number of the sample 

These index changes, when different values are given to a i.e., when a=O, p produced to head 

count or incidence. When a= 1, it reduces to poverty gap. As a increases more and more 

we ight is given. Head count index 

One of them is the simple and popular index widely known as the head count index. Others are 

the poverty gap and squared poverty gap measures. All these measures need a poverty line for 

their computation. Three methods are used in poverty line estimation. These are the direct 

calorie intake method (DCI), the food energy intake method (FE!), and the cost of basic needs 

methods (CBN). 

Head count index (incidence of poverty): the head count index represents the proportion of 

the population whose consumption fa ll s below the poverty line, that is, the share of the 

26 



population that CalU10t afford to buy a basic basket of goods and essential non-food items. It is 

denoted by Po, which is the proportion of persons or households fa lling below the poverty line 

111 a given group. 

Poverty Gap Index (depth of poverty): thi s provides info rmati on on how far household's 

average per adult income/consumption is from the poverty line. This measure helps to esti mate 

the total resources needed to bring all the poor to the level of the poverty line. It is denoted by 

PI. This is the average distance below the poverty line expressed as a proportion of that li ne 

(Ravallion, 1992). 

P 1= lin L (Z-Yi/Z) I, when a = I 

Squared Poverty Gap Index (Poverty severity): this takes into account not only the 

distance separating the poor fro m the poverty line (the poverty gap), but also the inequality 

among the poor. That is, a higher weight is placed on those households further away from the 

poverty line. In other words, it is an indicator of the lowest poor given more weight to lower 

poverty gaps. 

2.1.2.2. Urbanization and Urban Poverty 

Urbanization has been considered as one of the progressive processes that human beings ever 

invented knowingly or unknowingly. This is mainly because urban centers are one of the key 

forces underl yi ng technological innovation, economic development and socio-political 

changes. 

Similarly, Singh (1 999:29), acknowledge cities as the most important places In the space 

because they have the capacity: 

10 organize, faCilitate, and articulate various human activities such as 
production, exchange and consulliption for material goods and services. They 
are the spatial foci fo r organization of various other social processes including 
polity and governance, leisure and pleasure, art, science and cullure. 
Moreover, urban cenlers have naw increasingly gaining importance as the 
mediators in the local·regional-national- global interconnectedness. 
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Likewise, Tegegne (1999) also highlights that although urbanization has a role to play in 

countri es' deve lopment, in many countries emergence of urban centers has been spontaneous 

and consequently led to extreme concentration of activities in limited centers with inadequate 

faci lities, poor absorptive capacities and weak linkages with rural areas. 

Lipton (1977) came up with his urban-bias thesis and argued that investment in urban areas is 

undermining rural development, the mainstay of many developing countries. Ever since then , 

urban areas are equated with the luxury place of small group of national el ites and wealthy 

individuals. Hence this has led to the diversion of attention to rura l areas in many developing 

countries. However, rural areas are still the manifestation of some of the worst poverty. The 

focus to the rural areas leads to the neglect of the urban dwellers and urban poverty 

persi stently observed in those regions. 

Urban poverty in developing countries is intricately linked to the process of urbanization. In 

sub- Saharan Afri ca, rapid urbanization resulted in host of problems, includi ng unemployment 

and underemployment, deteriorating infrastructure, inadequate service delivery capacity, 

overcrowding, environmental degradation, and an acute housing shortages. This is partly 

because of the rapid expansion in urban population without concomitant expansion of basic 

se rvices and employment opportunities. In addition the observed urban poverty is 

compounded by weak urban government structure, with very limited capacity to stimulate 

economic growth, mobilize resources and provide the most basic services (Fantu, 2003). 

As a result of high levels of rural to urban migration and high rates of population growth, 

cities and towns in developing countries are .. suffocated with the provis ion of adequate 

services like housing, jobs, potable water, schools, clinics, hospital beds, for extra people each 

year (OFIO, 2002). 

Berner et a!. (2005) similarl y, identifi ed manifestation of poverty as lack of income and assets 

to attain basic necessities, vo icelessness and powerlessness in the inst itutions of state and 

society, and vulnerability to adverse shocks, linked to an inabi lity to cope with the m. 
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Baharoglu and Kessides (2003) identified five dimensions of urban poverty together with the 

causes and possible consequence of each dimension. These are income, health, education, 

insecurity (physical and personal), and empowerment. Income poverty can be caused by 

dependence on cash for purchase of basic and non-basic goods and services, employment 

insecurity and unski lled wage labour. The possible consequence of this income poverty: 

inability to afford housing and land, wh ich lead to poor asset creation, inability to afford 

essential public services of adequate quality and quantity, poor human capital, and depreciated 

social capital resu lting from domestic violence. and crime. Similarly, health poverty can be 

caused by congested living conditions, which will lead to exposure to various diseases; and the 

result will be poor physical and mental strength, in turn leads to inability to earn suffic ient 

income. Aspect of poverty on education is caused by constrained access to education as a 

result of lack of money for school expenses. The possible consequence of lack of education 

can be lack decent job and other. 

Lack of 
access to credit for 
business or house 

Lack of employment; 
inabi lity to have regular 
jobs, lack ofregular 
income & soc ial 
sec urity, poor nutrition 

Poor health, poor 
education 

Sense of insecurity, 
isolation, & 
disemoowerment 

Fig2.1 Cumulative Impacts of Urban Poverty 

Sou rce: Adapted fro m Baharoglu & Kessides (2003) 
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Fig.2.1 shows the cumulative consequences of urban poverty on li ving conditions of the poor. 

Sense of insecurity, isolation and disempowerment are both a cause and consequence of deep

rooted poverty in urban areas. In the above figure, poor health and education leads to lack of 

employmentlincome which leads to lack of access to credit which in turn leads to low access 

to housing. Furthermore lack of housing leads to tenure insecurity (migration and loss of asset) 

which leads to loss of the small savings. Poor savings in turn lead to inadequate access to 

public services. 

2.1.2.3. Urban and Rural Poverty: The Difference 

Urban povelty is rapidly growing and its characteristics differ from rural poverty largely 

because of the high level of monetization of the urban economies. Unlike the rural areas urban 

poverty is defined in terms of individual · poverty rather than community leve l poverty. Wealth 

is described in terms of occupation and the urban poor tend to have relatively narrow asset 

base tied to money economy. Thus income, consumption level and employment status serves 

as the base of urban poverty analysis (DFID, 1998). 

Likewise, Baker and Schuler (2004) argue that there are unique dimensions of urban poverty 

when compared with rural poverty. Reliance on cash economy (commoditization), 

overcrowded li ving conditions (slums) , environmental pollution, social fragmentation (poor 

community and inter- household mechanisms for social security, relative to those in rural 

areas), crime and violence, traffic accidents, among others are some of the different 

manifestations of urban poverty hence understanding of it should take care of such 

dimensions. 

On the other hand , Masika et al. (1997) argued that conceptualizing urban poverty as a 

separate category from rural poverty is problematic because of different yardsticks for 

defining urban in different countries. The urban-rural divide is more a continuum rather than a 

rigid dichotomy. Moreover, there is an important connection between rural and urban poverty, 

as household livelihood or survival strategies have both rural and urban components. The 

urban poor in developing countries is characteri zed by unemployment, failure to send children 
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to schools, lack of access to health facilities, poor sanitation, inadequate access to potable 

water, electric service, and poor housing or homelessness. 

2.2. Empirical Literature 

2.2.1. Significance of MSEs 

The informal sector represents an important part of the economy and certainly of the labour 

market in many countries, especially developing countries, and thus plays a major role in 

employment creation, production and income generation. In countries with high rate of 

population growth and/or urbanization, the MSEs sector tends to absorb most of the growing 

labour force in the urban areas (Hussmanns and Mehran, 2005). 

Similarly, MSEs are important pulling centers of economic and employment growth world 

wide. They can spark off socio-econotnic revival , as they need little to operate, but can 

contribute much; they: i) work with minimum, simple, and inexpensive equipment and inputs, 

often available locally; ii) use limited space; iii) operate with basic technical and management 

ski ll s; iv) adapt swiftly, and v) create quick self-employment and jobs much needed by the 

innumerable job seekers (Hussmanns and Melu'an, 2005). 

Governments of developing countries have been supporting them through vanous 

programmes, like credit schemes and provision of training (Tambunan, 2006). According to 

Wangwe (1999), the economic contribution of the micro and small enterprises sector in 

Tanzania was about 20-30% of the GDP, and they consist of more than 1 million enterprises 

engaging 3-4 million persons, that are about 20-30 % of the labour force of the country. 

In Kenya, according to the National Baseline Survey of 1999, micro and small enterprises, 

there were 1. 3 million such enterpri ses employing 2-4 million Kenyans, equivalent to 15% of 

total employment and contributing 18% of the GDP of the country. Moreover, the MSEs 

sector in Kenya is very dynamic with rapid investment rates and enterprise growth (Kimuyu, 

1999) . 

In Burkina Faso, based on the I 990 survey on MSEs, there were 90,000 established micro 

enterprises. Between 1985 and 1992, the sector is estimated to have contributed 30% of the 
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GNP which exceeded agri culture (20-45%) and the modern secondary sector (23-86%) in the 

same peri od. Moreover, the MSEs sector employs 77% of the non-agri cultural population and 

8.6% of the total active population of Burkina Faso (UNCTAD, 2005). 

The micro and small enterprises constitute an important segment of the Ind ian economy, 

contributing around 39% of the country's manufacturing output and 34% of its exports in 

2004/2005 . The sector also provides employment fo r around 29 .5 million people in rural and 

urban areas (Ib id). 

According to Wickware (1998; cited in Loop, 2000), MSEs have a significant contribution in 

creati ng employment opportunities fo r the .poor in urban areas. Accordingly, he estimates the 

percentage of people engage in such sectors in some sub-Saharan cities during the 1990s as: 

Accra - 70%; Addis Ababa - 61 %; Dar es Salaam - 56%; Kampala - 46%; and Harare - 17%. 

Hence MSEs have important employment share in the economy of those ci ties. 

Besides the above cited advantages or significance of MSEs, they are al so confronted with 

various problems which seriously hamper their productivity. The next sub-topic discusses the 

major problems affecting MSEs. 

2.2.2. Problems of MSEs 

The MSEs sector represents a challenge to policy-makers with regard to Issues such as: 

improvement of the working condi tions and legal and social protection of the persons 

employed in the informal sector; increasing the producti vity of in fo rmal sector activi ties; 

training and skill s development; organizations of info rmal sector producers and workers; 

development of appropriate regulatory frameworks; government refo rms; urban deve lopment 

(Hussmanns & Mehran, 2005). 

lLO (2002) identified major constraints encountering micro and small enterprises owned by 

women. The research output categori zed the c0l1straints in three levels: micro level, meso 

level, and macro level. At micro level women owned enterprises faced: human capacity 

problems on the part of women and inappropri ate atti tude. Human capacity problems are 

mani fested by lack of general leve l of-education, technical and business management skill s 

includi ng the sophistication to work with fi nancial institutions. With regard to inappropri ate 
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attitude , some women in the MSE sector are said to have limited commitment in the business 

as well as limited motivation to develop their activities to more sustainable and profitab le 

levels. 

At Meso- level, the MSEs owned by women experienced limited access to support services, 

including credit, teclmical and management training, advise and marketing. The problems 

arise from limited capacity and outreach of existing institutions as well as the women's 

inability to afford to pay for the services. Moreover, little is known about the impact of 

initiatives and best practices in suppOtting MSEs. 

At macro-leve l, reproductive rol e of women is considered as a major factor for women 

entrepreneursh ip to start and run MSEs. Moreover, national strategies for poverty alleviation 

and business development do not have concrete initiatives for address ing the margina li zation 

of women MSEs. 

2.2.3. MSEs in Ethiopia 

2.2.3.1. Definition of MSEs in Ethiopia 

In Ethiopia, the idea of MSEs development emerged as a promising agenda in 1980s. A 

variety of reasons have been cited for the surge in the interest of MSEs development. These 

are: MSEs help as a better way for poverty reduction; a platform for sustainable deve lopment 

and productivity; and important actors within the trade sector and a platform for economica ll y 

empowering people. MSE sector also plays an important role in providing income and services 

to people who cannot get employment in the formal sector (Schorling, 2006). 

Owing to the recent introduction (though the practice is age - old) of the concept of micro and 

small enterpri ses in Ethiopia, the definition · for . the concept of MSEs is unfolding. The 

ex isting definitions of the concept can be vjewed from two perspectives: qualitative and 

quantitative. The qualitative definition of micro and small enterprise, refers to those which are 

inherently subj ective, broad based and less precise than the quantitative ones and tend to be of 

limited use and their value is onl y in that· they offer conceptual flexibility and breadth of 

purpose On the other hand , the quantitative definition clearly defined parameters which 
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include: number of employees, sales turnover, assets, capital, net worth , and specific industry

wide measures (Hai ley, 1991 ; cited in Andu-Alem, 1997). 

According to the Ethiopian Ministry of Trade and Industry, micro enterpri ses are those small 

business enterpri ses within a paid-up capital of not exceeding Birr 20,000 and employing 

about 10 workers (excluding high technical consultancy firms and other high tech 

establishments). On the other hand,'small enterprises bear all the features of micro enterprises 

and are those business enterprises within a paid-up capital of above Birr 20,000 and not 

exceeding Birr 500,000 and employing II-IS workers, (excluding high technical consultancy 

firms and other high tech establishments). ' 

In Ethiopia, according to the CSA 1996/97 survey, there were almost 590,000 MSEs in the 

country, of which 99.4% were micro-enterprises with fewer than 10 employees, accounting for 

88 .2% of private sector employment. The micro enterprises are very small and on average, 

they employ one and a half workers ' (this includes the owner and perhaps an occasional 

helper), and earn an aill1ual operating surplus of Birr 1,300, Sole proprietors operated 82% of 

urban enterprises; of the total employment in these urban micro-enterpri ses, family members 

accounted for 60% (S tevenson and St-Onge, 2005). 

The average micro-enterprises have capital of Birr 3,528, a yearly production value of Birr 

2,300 and an annual surplus of Bin: 1,300. Although significantly more productive and 

profitability than micro enterprises, small scale industries are also very small , with an average 

of sl ightly more than three employees, Birr 18,934 in aIlliual operating surplus, capital of Birr 

38,354, and production value of Birr 68,800 (Ibid). 

According to the CSA (2002) nation wide survey, on the other hand, there were 974,676 

cottage/handicraft manufacturing establishments engaging 1,306,865 people. Out of the total 

of these establi shments, 63.3% were in rural areas while the remaining 36.7% establishments 

were located in urban areas. Moreover, about 87.3% of those cottage/handicraft establishments 

commenced their operation with total capital of less than 250 Birr, whereas 0.4% of those 

establishments started operation with initial capital of 5,00 1-1 0,000 Birr. The remaining 12.3 

percent had initial capital ranging from 251 to 5,000 Birr (CSA, 2003). The same survey of 
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CSA indicates that about 37.2% and 26.9% were started operation for the first time from own 

savings and assistance from friend s and re l at ive~, respectively. 

In the area of small scale manufacturing industries, the CSA survey indicates that in 2002 

there were 31,863 small scale establishments in Ethiopia of which 62.8% were located in 

urban areas and the remaining 37.2% were in the rural areas. 

Genera ll y, the above statistics indicate that MSEs have a significant contribution to the 

economy and social sectors of the country thl'ough employment generation, increasing income 

of operators. Keeping this in mind, thi s study will reflect on the significance of MSEs in 

Nekemte city. 

2.2.3.2. Problems Facing MSEs in Ethiopia 

Ethiopian MSEs are confronted by many problems, according to CSA (2003). The major 

obstacles experienced by small scale manufacturiilg industries were the irregul ar supply of raw 

materials and a shortage of suitab le working premises. The lack of working premises was also 

found to present difficulties for the informal sector operators who, faced with insignificant 

capital , were often impeded from the start. The problems of raw material shortages, lack of 

work ing capital and effective marketing practices faced by small manufacturing industries 

resulted in the fai lure of these businesses to expand. 

The CSA (2003) survey also revealed maj or problems confronting the cottage/handicraft 

manufacturing establ ishments. Lack of capital (41 %), cited as the major factor followed by 

absence of adequate skills (5.8%). In addition, absence of market demand, shortage of supply 

of raw materi als and lack of working capital were cited constraints. Likewise, the major 

obstacles in the small scale manufacturing sector, according to CSA (2003), were absence of 

market demand, followed by lack of supply of raw materials, problems in government 

regulati ons (in getting license, working premise). In light of the above constraints th is study 

tries to identify the major problems affecting group-based MSEs under investi gation. 
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2.2.3.3. Policy Environment for Ethiopian MSEs 

Until 1997, there were no organized policy and support systems catering for the development 

of the MSE sector, so structural, institutional , and pol icy barriers were not being addressed. 

Premises, markets, finance, suppl y arrangements, regulatory barriers and legitimization of 

entrepreneuri al activity are among the most urgent. 

According to the National Micro and Small Enterprises Strategy (cited in Gebreh iwot and 

Wolday, 2004:8) which was issued ·in 1997, the primary objective of the MSE strategy in the 

country is to create conducive legal, institutional, and supportive environment for the 

development of MSEs. The specific object ives of the strategy set out to: 

• Faci litate economic growth and bring about equitable development, 

• Create long term jobs, 

• Strengthen cooperation between MSEs 

• Provide the basis for mediunl and.large scale enterprises, 

• Promote exports, and 

• Balance preferential treatment between MSE and bigger enterprises. 

In line with the above policy objectives, the intended support to promote the MSE sector 

include creation of lega l framework; improvernent .of access to finance; introduction of 

incentive schemes; encouraging partnership; provision of training in entrepreneurship, skill s, 

and management; improving access to appropriate technology, information, advice and 

markets; and improved infrastructure (Gebrehiwot and Wolday,2004). 

With the above cited policy objectives iowards the flouri shing of MSEs, it is possible to 

understand the attention paid by the present government of Ethiopia to encourage the sector so 

as to all eviate poverty and stimulate economic development of a particular local area and the 

country in general. 

2.2.4. Poverty Situation of Ethiopia 

Eth iopia is one of the world ' s poorest countries by any standards. According to a recent World 

Development Report, the country has the lowest GNP per head in the world , and its 

Purchas ing Power Parity adjusted GNP is ranked 200th out of 206 countries (World Bank, 
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2000). Human development indicators of the United Nations Development Program also attest 

to the seriousness and ex tent of poverty in the country. Human Development Index for 

example, of Ethiopia is the sixth lowest out of 175 countries in the world . Similarly, the HOI 

ranks Ethiopia 91 st out of94 developing countries (UNDP, 2003). 

The poverty experienced by many Ethiopians is refl ected in a range of we ll being measures of 

the population. For example, the life expectancy at birth in the country is approximately 46 

years, which is substantially lower than the average 77 and 67 years recorded for countries 

with high and medium human developmell1 indices respectively. 

Previolls analysis of poverty in Ethiopia has generally focused on rural rather than urban areas. 

This is understandable in light of the fact thaI around 85% of the population li ves in rural 

areas. Al though urban Ethiopia generally experi ences a relatively better li ving condition when 

compared to the rural areas, poverty remains a problem in urban areas (Tadesse, 1999). 

The literature dea ling with poverty in Ethiopia lll1til the early 1990s was limited, reflecting the 

lack of an appropriate and household survey data. that would allow the comparison of welfare 

across time. However, since the eady 1990's periodic household surveys have been conducted 

that have facilitated the analysis of both urban and :rural poverty (Tesfaye, 2006). 

In thi s regard, according to MOFED . (2006), there have been three major sources of 

information on poverty in Ethiopia. Firstly, a series of Welfare Monitoring Surveys (WMSs) 

have been undertaken every three years since 1996 to track household characteristics and the 

non- income dimensions of poverty. Secondly, the Household Income, Consumption, and 

Expenditure Surveys (HI CESs) are undertaken every five year to measure income poverty. 

Thirdly, Participatory Poverty Assessment (PPA),recently introduced, assesses people's views 

on pove rty issues and programmes. 

Tadesse (1996) analyzed poverty in Ethiopia using the 1994 Ethiopian Urban Household 

Survey (EUHS). He used the surveyed information on the demographic and consumption 

behavior of 1500 households randomly selected from seven urban centers in the country. The 

study was limited to food poverty in recognitioil that satisfaction of basic food requirements 
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remains a major problem for poor households. Food poverty line estimates were obtained in 

accordance with the food energy intake method whereby total expenditure on food is regressed 

on calorific consumption. The findings confirm the hypothesis that there is abject poverty in 

urban Ethiopia, with 39% of the urban population li ving below the food poverty line. The 

analysis indicates that the highest incidence of poverty was recorded for Awassa city, followed 

by Addis Ababa, Dessie, Mekelle, Jimma, BahirDar, and Dire Dawa. 

Dercon ( 1997), using information from CSA and HICES 1995/96 came up with total poverty 

line for Ethiopia Birr 1075 per adult per year, or about US$ 0.45 per day per adul t, which is 

clearl y below the international standard used US$ I per day per adult. Dercon further estimated 

the poverty situation of the country using food poverty line of three different indicators. 

Accordingly, he measured moderate poverty with 2750 Kcal per day per adult; relative 

arbitrary or just poverty with 2200Kcal per day per adult; and extreme poverty with 1650 Kcal 

per day per adult. 

Based on the level of poverty line u~ed , 25 to al most 66 percent of the population in Ethiopia 

were poor in the cited year. Using the poverty line defined by the cost of obtaining 2200 Kcal 

with a non-food correction, about 47% were poor. Poverty gap, percentage of total 

consumption needed to bring the entire population at leas! at this poverty line (2200Kcal), was 

13%. 

However, more comprehensive data on p overty .is provided by MOFED (2006). The 

document indicates that in Ethiopia, the level of real total per capita household consumption 

expenditure, obtained by dividing real household consumption expenditure by family size 

(average family size in 2004/5 was 4.8), stood at 1256 Birr (US$ 146) in 2004/2005 with food 

accounting for 577 Birr and the rest 678 Birr fo r non-food. The document further indicated 

that compared to that of 1999/00, real total per capita household consumption expenditure 

increased by 19% in 2004/05. The reason for the increase, according to MOFED, was mainly 

due to an increase in real non-food expenditure by 50%. In 2004/05 , real per capita food 

expenditure declined by 6% compared to 1999/2000 and by 5% against that of 199511 996. The 

decline in real food expenditure was witnessed mainly in rural areas. 
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However, the national average level of calorie consumed per adult is higher in 2004/05, which 

was 2746.4 Kcal per day per adult, than the level indicated during the previous two surveys: 

1995/96 and 1999/2000, which were 1954.0 Kcal and 2606.2 Kcal per day per adult, 

respect ively. When commenting on the improvement, the document stated that the households 

have shifted to cheaper calorie sources when food became relatively expensive. The level of 

real tota l per adult household consumption expenditure, which is used to calcu late poverty, 

was 1,542 Birr. This magnitude is also higher than the level in 1999/2000 and 1995/96 by 

about 16% and 17% in real terms, respecti vely. 

When discussing the national poverty trend , MoFED (2006), the three poverty indices, 

incidence, depth, and severity have been showing a substantial decline. The following table 

illustrates the national poverty trend. 

Tllble 2.2 .Trends in total poverty indices at national leve l 

National Level Indices Changes in the indices (%) 

1995/96 1999/00 2004/05 1999/00 2004/05 2004/05 
over 1995 /96 over 1995/96 over 1999/00 

Head count Index 0.455 0.442 0.387 - 2.7 - 14.8 - 12.4 
Poverty gap index 0. 129 0. 11 9 0.083 - 7.7 - 35.4 - 30.0 
Poverty Severity 0.05 1 0.045 0.027 - 12.2 - 47.1 - 39.8 
Index 

Source: Adopledji-om MOFED, 2006 

Based on the above table, the 2004/2005.poverty he'ad count index is lower than the index in 

for 1999/2000 by 12% while the poverty gap and severity indices are lower by 30% and 39%, 

respectively. 

However, thi s study utilizes data from .head of households, also operators of the MSEs 

se lected for the study, on income, consumption, and expenditure to determine the role of 

MSEs in allev iating poverty of househo lds of ·operators. Moreover, non-income poverty 

measures (though they are influenced by leve l of income) will also be undertaken on access to 

education, hea lth, vulnerabili ty, and empowerment of women entrepreneurs. 
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2.2.5. Urban Poverty in Ethiopia 

Solomon and McLeod (2004) li nked the ex isting urban poverty in urban Eth iopia to rapid 

urbani zation which has resul ted from high rates of natural increase and rural-urban migration. 

The acce lerated urban growth is refl ected by rapid spati al expansion of the ex ist ing urban 

centers as we ll as in the emergence of new towns. This is mainly because of the inadequate 

growth of the urban economy. As a result cities and towns in Ethiopia presentl y are fac ing: 

... acute and even worsening housing shortage, insufficient solid and liquid waste 
management, poorly developed access roads, notoriously clogged and smelly 
drainage channels, serious shortages 0/ potable water, inadequate health and 
educational services and a growth o/unemployment and poverty. pp. 8. 

2.2.6. Urbanization in Oromiya Region: An overview 

Urbanization in the region had occurred due' to three various hi storical fac tors: a) Southward 

expansion of Emperor Menelik in the late 19th Cent~ry; b) the Djibouti-Addis Ababa rail way 

line, and c) Itali an occupation, Haile Sellasie's administrati ve reform, emergence of 

construction of major link-roads, and the villag izaiion and cooperative movements in late 

1980s. However, prior to these, several city-like settlements had developed as market centers, 

which were part and parcel of the then important caravan trade, as political centers of Oromo 

landlords as Buul/a ceremonial (ROO, 1999). The emergence of Nekemte City also 

complemented with Buul/a ceremonial or a selected place for Gadaa Hobbo (as it is discllssed 

Chapter Three of this thesis). 

Emperor Menelik's mil itary expansion duri ng the second half of the 19th Century had resulted 

in the emergence of garrison centers in Oromiya region. Military strategic importance fo r 

clefense against poss ible enemy attacks was' an important consideration in the se lection of 

those si tes. As a result the development . .of such towns resulted in hori zontal expansion, 

infrastructure extension, among others .. 

The emergence of several towns li ke Dukeni ,)3ishofiu (Debre Zeit), Mojo, Adama (Nazareth), 

and Metehara were due to the introduction of Dj ibouti-Addis Ababa rail way line. They 

evolved as railway stations. However, thei r growth has also benefited them fo r being centers 

of pub li c aclministration and trade (Bekure, ) 999). Besides, the Itali an occupation (1936-

194 1) of Ethiopia witnessed the conso lidation of the then existi ng urban centers li ke Jimma 
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and emergence of new urban centers. Most of the new ones, however, were developed along 

the highways which were the results of the Fascist Italian objective . 

Bekure ( 1999) slightl y indicated that urbani zation in the 20th Century in Ethiopia, including 

Oromiya region, showed the introduction of modern elements in the economy of urban centers 

as a result of Italian occupation. The urban economy showed commercial agriculture, industry, 

and services. 

Moreover, Assefa, 1993; cited in Fekadu (2004) indicated that the fi ve years Italian 

occupation of Ethiopia led to the construction of a network of roads and established regiona l 

admini strati ve centers. Urban centers such as Alemgena, Sebaeta, Tetki , Sulul ta, and Sendafa 

were among urban centers that crystalli zed during Italian Occupation. Fekadu (2004) argues 

that the development of transport and communication had laid the foundation for the 

emergence of urban centers in Oromiya region. 

When it comes to the role of urban centers in Oromiya, administrative and commercial 

activ ities are the two we ll cited activities. According to CSA 1994 survey, trade and catering 

are the most im portant industrial divisions which account for 19.5% and 15.5% of the total 

economicall y active population , respectively. And they are followed by public administrati on 

which had a share of9.7%. On the other' hand, manufacturing acco unted for a significant share 

of 9.7%, and agriculture and related activities accoun.ted for 18.5 %, which explained the 

semi-rural nature of most urban centers in the region (CSA, 1998). 

2.2.7 Urban Poverty in Oromiya: An overview 

Although the re are no adequate studies on urbanpoveliy issues in the region, studies on urban 

. pove rty in the country in general is also attributed .to urban centers in Oromiya region. Most of 

the urban centers of the region are characterized by poor urban infrastructure and services like 

inadequate and deteriorating housing conditions, poor road networks, widespread 

unemployment, and other manifestations of urban poverty. 

Hav ing reali zed the pervasiveness of urban poverty in the region , the document of the regional 

state seems given more attention to the alleviation o'f poverty in urban Oromiya. According to 
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the document, poverty allev iation requires the promotion of self employment in the in fo rmal 

sector which should go hand in hand with a strategy of increasing employment opportunities 

through, among other things, public works programmes related to the development of urban 

infrastructure and facilities . The initiation by Municipalities of public works programmes 

which, while providing urban services create employment opportunities are essential. 

Depending on the financial resources of Municipalities, public works programmes such as the 

construction of low-cost housing, urban up~grading and renewal projects, the construction or 

rehabi litation of Municipal services such as abattoi rs, market stalls, waste collection and 

di sposal, publi c toi lets, recreational areas, the construction and maintenance of Municipal 

roads and drainage canals as we ll as social . infrastructure that may be undertaken by 

Municipalities with the active invo lvement ofcoml;lllllities (RGO, 1999) . 

2.2.8 MSEs in Oromiya Region: Significance 

Cottage/handicraft and small scale manufacturing establishments have a significant 

contribution fo r economic and soc ial development in the region. According to CSA 2001/2002 

survey, there are 190, 640 num ber of cottage/handcraft establishments in the Oromiya region. 

This covered 30.9 1 % of the total manufacturing establi shments in the region. In urban 

Oromiya, however, the total initial capital paid by these establishments was 25, 473 ,006 Birr. 

In addition, the sector during the survey employed 110, 713 persons in urban Oromiya. Gross 

value of production by industrial gro up was 305,549,000 Birr in the 200112002 Fiscal year, 

wh ile va lue added by industri al group in urban Oromiya in the above cited fi scal year was 

101 ,805,000 Birr. Estimated value of fi x·ed ass~t by cottage/handicraft establislmlents in urban 

Oromiya was 16,637,000 Birr (CSAa
, 2003). . 

Regard ing smal l scale manufacturing industri es In the reglOn, during the 200112002 CSA 

survey, value and percentage distri bution o(investlilent by these industries was 26, 155 ,665 

(27.62%). In additi on, val ue and percentage of fixed assets created by these industries was 

141 ,295, 385(29.69%). Furthermore, according to CSAb, (2003), value added by industria l 

group was 146,302,821 (40 .76%). 
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The above survey result of CSA indicaies that in fo rmal sector (MSEs) play crucial ro le in 

contributing to asset creation, employillent generation, value added to the GOP of the region. 

Hence supporting the growth of such sectors has a paramount signifi cance for allev iating 

poverty in urban Oromiya. 

In sum, thi s chapter dealt with both coneeptual/theoretical and empirica l works relating to 

development and poverty issues in both urbail and ' rural areas. The incidence of poverty is 

rapidl y increasing in urban areas in response to rapid urbani zation. Measures to ameliorate the 

existing problems are immense and multifaceted. However, MSE development is believed to 

enhance the employment of urban dwellers' so that they can improve their income and asset 

creation. Thi s study investi gates the impact of such new measures- gro up-based MSEs in 

alleviating urban poverty in Nekemte City, Oromiya National Regional State. In thi s regard, 

the next chapter gives an overview of the study area. 
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CHAPTER THREE: DESCRIPTION OF THE STUDY AREA 

This part of the paper provides background of Nekemte city from the point of view of 

physical , historical , and socio-economic and institutional perspectives. Most of the description 

is in the city; however, efforts have made to include the conditions of the East Wollega zone in 

some parts to provide a complete glance at the condition of Nekemte City. This is with the 

view of linkage in economic conditions and the city being commercial and institutional capital 

of the zone it will attract or help develop economic potential of its environs . 

3.1 Location and Area 

Location Map of StudyArea 
218000 225000 232000 239000 

0 I +r + I ( 
r 

I 
, + + + 
~ , 

~ 

g + 
~ 

! 
4- + 

246000 263000 

• + + 

T T 

, 
'. , 

"- + , 
\ 

.:'+ + 

~',"H' ) 

0 

I 

I 

~ 

" ~ 

~ 
.~ 

Legend 

- '- River' 

-- Roa'd 

Town 

POP 

1,000 

o 2,500 

o 5,000 

o 7,500 

o 10,000 

r ' Guto Wa'yu . Woreda 

~ ~ 1 :'400,00Q 
~ 8 4 0 8 --21800(1 226000 232000 239000 246000 263000 Kilometers 

Map 1 Location Map a/the Study Area and its Environs 

Source: GIS and Remote Sensing Deparll71e/.71 Lab., Science Faculty, AA U 

44 



Figure 3.1 Satel li te Image ofNekemte City 

So urce: Europa Technology, Google Earth, 2007 

Figure 3.1 shows the satelli te image of Nekeinie ~ity and its surrounding area. Hence, it is 
" , "" '. 

poss ible to recognize that the city has an elongated shape follo wing the high way road running 

from Addi s Ababa (Finfinne) to Western n)Ost point of the country. The image complements 

the map indicated above in providing ciear structUl:e, if not detail s of the internal structure of 

the study area. 

Nekemte is located at about 333 kil ometei's West of Addi s Ababa (Finjinne). Its absolute 

location ranges between 9° 04 N latitude and 36°' 30 E longitude. Altitudinall y, Nekemte is 

found wi thin the range of 2 170 to 1960 meters above sea level which shows that it experiences 

Dega (Bada) and Woyina Dega (Bada-dare) agro- climatic condition. 

However, with regard to relati ve location of Nekemte, it is located in Oromiya National 

Regional State, and is the Capital of East Wo llega zone . Nekemte is a transportation node fo r 

the roads moving from Addi s Ababa (Finjinne) to Assosa (Capital of Beni shangul Gumuz 
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National Regional State), Nekemte- Bure, Gojjam, Nekemte- Bedelle, Illu Abba Bore and 

Jima. Hence, it is strategically located in the Western part of Ethiopia (Map I). 

3.2 Topography and Climate of Nekemte 

The phys ical relief of the City is registered under three slop structures: sloppy (steep slope), 

rugged (ups and downs), and plain. About 68.4% is considered as medium sloppy, 26. 1 % is 

ragged, and 5.5% is plain. Hence, much of the land of the city is sloppy which impedes swift 

expansion of the city (Nekemte Development Vision, 2005 ; Nekemte City Administration, 

2003 and 1978). 

Since Nekemte is closely located in the Southwestenl highlands of the country where heavy 

rain fall almost throughout the year is experienced, it has five rainy months in one year, from 

May to September. Annual range of rainfall for Nekemte ranges from 1500- 2200 mm. Its 

annual temperature range varies from 14°-26°c (Ibid). 

3.3 Natural Resources in East Wollega Zone: Overview 

East Wollega zone, in which Nekemte is a capital, is known with its natural and man made 

forest s, namely, out of the 215, 967 ha forestland, 128, 724 ha is covered by natural hi gh 

forest, while 87,243 ha is man made forest. Regarding the wi ldlife, some of the rare animals 

are buffalo, hippos, lions, Oryx, and bushbuck (Nekemte Development Vision, 2005). 

3.3.1 Rivers and their Economic Potential in the Zone 

The zone has over 70 middle and large rivers which have an immense potential for irrigation , 

hydro electric power generation, and fishery. The rivers in the East Wollega Zone categorized 

under two major Basins of the country - Blue Nile Basin and Gibe-Omo Basin. Rivers of the 

zone which make up the Blue Ni le Basin include: Dhidhessa, Anger, Fincha'a, Amertii, 

Neshe, among others. On the other hand, ri vers Gibe, Wama, Tato, l alelle, Wajjaa, Chokorsa, 

make- up the Gibe-Omo Basin. The rivers in the zone have little economic significance for the 

population of the zone and the region at large.· However, recent Industrial Potential 

Assessment of the zone, most of the ri vers have immense potential for irrigation, fishery , 

hydro-e lectric power (Nekemte Development V ision, 2005). 
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Table 3.1 Some of the rivers in East Wollega Zone and their potential for irrigation and fishery 

No. Name of the ri ver Potential (in hectare) 

1 Anger > 1500 
2 Womo 1500 
3 Dhidhessa 1000 
4 Bidiruu 1000 
5 Dhabana 1000 
6 Uke 1000 
7 Gibe 1000 

Source: Adapledji-om Nekemle Developmenl Vision "97(Bullelin), 2005 

Table 3. 1 shows the potential of some rivers of the zone for cu ltivating crops of different 

types, generating electric ity, and fishing. For example, River Anger has a potential of greater 

than 1500 ha for such activiti es. 

3.3.2. Minerals in the Zone 

East Wollega zone has paramount mineral resources . However, the potential IS not yet 

mentioned quantitatively. 

Table 3.2 Distribution of Major Minerals in the zone 

No. Type of Minerals Site (Location) Industrial Use (potential) 
I Lignite Leqa Dullecha, Arjo Power, gas 
2 Feldspar Different a-reas in the zone Ceramics, glass 
3 Mica Different ar.eas in the zone Electricity utensils 
4 Gold Sassiga, Gaba Senbala, Kolobo Ornament 
5 Si lica Different areas in the zone Glass work 

6 Iron Abe Dongoro, Gudaya Billa Steel plant 
7 Mineral Water Sibu Sire, Nunnu Qamba, Wayu Tuqa Mineral water 
8 Salt Abay Chomen, Konen, and Maika Bowa Table sa lt 
9 Granite Gutin, Aljo, Anger Dhidhessa Construction 
10 Basalt A 11 areas' in the zone Construction 
11 Marble Aleltu Construction 
12 Limestone Wayu 'fuqa, Jerdega, Wama Hagelo, Sass iga Construction 
13 Clay Sassiga", Sibu Si re, Guduru Construction 

Source: Adaptedfrol11 Nekel11le Developmenl Vision '97 (Bulletin), 2005 
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Table 3.2 shows the major type of minerals found in the zone with their site (location) and the 

purpose they serve in industrial activities. However, these minerals are not yet adequately used 

for economic purposes and improving the living conditions of the zonal people in general and 

Nekemte City in particular. Manufacturing industries in Nekemte City, largest city in the zone, 

in its infant stage and virtually unable to process these minerals. 

3.4 Agricu lture in the Zone 

Most of the population (88.4%) of East WoJlega zone is engaged in agriculture. However, the 

practice is traditional using oxen and archaic implements. The zone is in the production of 

food crops like, maize, wheat, barley, sorghum, teff; and oil seeds like; nigger seeds (nuugi), 

linseed, groundnut, sesame, peanut, rape seed as well as cotton, kenaf, coffee, chat and the like 

(Nekemte Development Vision, 2005). 

The zone is also known by its convenience in animal rearing. However, the practices up to the 

present are very traditional. The following table shows the population of animals according to 

the data collected in 2003. 

Table 3.3 Animal husbandry in East Wo]lega Zone 

No . Kind of Animals Population 

I Cattle 1359762 
2 Sheep 192297 
3 Goat 125624 
4 Pack animal 96669 
5 Poultry 50 1187 

Total 2275539 

Source: Adapledji-om Nekemle Deveiopmelil Vision '97(Bullelin), 2005 

Percent 

59.9 

8.4 

5.5 
4.2 
22.0 

100 

Table 3.3 shows the potential of the zone in various kinds of animals. However, they are not 

utilized properly to improve the living conditions of the population of the zone in general and 

Nekemte city in particular. 

3.5 Demographic Characteristics of Nekemte 

Based on Central Statistical Agency (2005), medium variant projection of 1994 population, in 

2005 the total population of Nekemte was 84,506 of whom 42,121 male and 42,385 were 

female. According to the City 's Strategic Plan, 2003, population growth rate of the city is 4.11 

% per year and this growth rate may continue in the foreseeable future given high young age 
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population, high growth rate, and high rate of rural to urban migration. The average size of a 

household of the city is estimated to be 6. The following figure shows trends in population 

growth of the city. 
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Figure 3.2 Trends in the Popu lation Growth ofNekemte City 

Source: Prepared based on Nekemle City Administrali"ol!, 200'3. 

Figure 3.1 shows the actual figure of population growth of Nekemte City (1999/00 

2005/2006). It is possible to understand from the figure that female population is slightly 

larger than male population. The difference between the two seems to lessen in the year 

2005/06. However, the major concern in this study is the Nekemte ' s population is increasing 

and it will have much more assignments to faci litate employment opportunities, basic service 

urban infrastructure. Furthermore, Nekemte is expected to pull the surrounding rural 

population and other resources and diffuse ski lled man power and improved teclmology which 

can tap the immense resources in the zone in particular and in the western region in general. 

3.6 Socio-economic conditions of Nekemte 

3.6.1 Trade and Industry 

Owing to its strategic location as a transporiation node in the center of Western Ethiopia, 

Nekemte has been a center of trade for the region; hence trade is one of the major income 

sources of the urban dwellers. There are about 942 formal or licensed activities and some 130 
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businesses running wi thout license out of which 24 are wholesale trades, 59 1 retailers, 356 

service prov iders, 100 small scale industries and I farm venture. These fi gures exclude those 

who have investment licenses from the Nekemte investment office (Nekemte City 

Ad mini stration , 2003). 

The commercial activities mainly depend up on the export of crop products, like grain, oil 

seeds , and cattle and cattle products to the neighboring zones, regional states, and Finfinne. 

Moreover, Nekemte has fo ur open market places with three main market days in a week: 

Tuesclays, Thursdays, and Saturdays . On top of that, the city has about 510 market stalls 

engaged in informal businesses . However, the structure, level, and growth of the economy of 

the City cannot be fu ll y descri bed and measured fo r inadequacy of data (Ibid). 

3.6.2 Manufacturing Industry 

Manufacturing industries in Nekemte are limited to small scale industries like grain mills, oil 

processing, coffee hullers, wood works, and certain traditional handicraft activities. Hence, 

medium and large scale industries are virtuall y non-existent in the city. Manufacturing 

activities at present are in their infancy stage and are mostl y based on obsolete technologies. 

They are catego ri zed as small scale manufacturing primary products, most of wh ich are fac ing 

severe challenges of obso lescence and lack of spare parts. 

However, at present, the Municipality supports about 42 micro and small enterpri ses involved 

in various activities like trading fruits and vegetables, metal work, gravel production, leather 

and lea ther product acti vities, etc, in the six sub-admini strations, 8 of which are the subject of 

th is study. 

3.6.3 Infrastructure and Services 

Basic infrastructure of the city include: transport and communication, electri c power, water 

supply, educational and hea lth institutions, finaric ial institutions, and housing. 

3.6.3.1 Road Networks 

The road network ofNekemte, in 2003 ; total s about 123.62 kilometers. This includes 12.5 km. 

asphalt road , 25.64 km gravel, 3.3 kJ11 payed stone and 82.18 km dry weather road. However, 
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the internal road netwo rk in the city is very poor at present. Table 3.2 shows all types of roads 

providing services at present in the dty. 

Table 3.4 Trends in the situati on of all types of roads in Nekemte 

Type of road 1999 2000 2001 2002 2003 % in 2003 

Asphalt 12.5 12.5 12.5 12.5 12.5 10.11 
Gravel 17.1 17.1 17. 1 17.9 25.64 20.74 
Paved Stone 2.8 2.8 2.8 3.3 3.3 2.67 
Dry weather road. 60.85 64.85 66.50 73. 13 82. 18 66.48 

Total 93.25 97.25 98.9 106.83 123.62 100.00 

Source: Nekemte City Administration, 2003 

Table 3.4 shows of the total 123 .62 kms of road network, 82.18 (66.48%) is dry weather road; 

25.64 (20.74%) gravel; 12.5 (10. 11%) asphalt; and 3.3 (2.67%) paved stone. This indicates the 

conditions of roads in Nekemte city is in the way of distant area. 

When it comes to public transport, daily maxi , midi , and mini-bus services connect Nekemte 

with Finfinnee, Beddele-Jimma, Gimbi~Denbi .Dollo , Asossa, Bure-Gojjam and several towns 

within the zone (East Wollega) . According to East Wollega zone Trade and Transport 

Department, the average number of vehicles I public transport cross ing the city per day is about 

57 local and 14 cross- country with passengers of about 1140 and 840, respectively indicating 

Nekemte' s accessibility to other centers. Moreover, there are about 70 Taxies giving intra

urban services in the city. 

3.6.3.2 Communication 

Communication networks playa crucial role in facilit ating rapid di ssemination of information 

relating to markets, resources, and technology with. maximum possible speed and accuracy. 

Nekemte has communication services that include: telephone, mobile, fax, telex, internet, and 

postal services . 

3.6.3.3 Electric power 

The study area is supplied currently With hydro electric power; though prior to the year 2000 

Nekemte had been supplied with electric power provided by 4 di ese l generators. The current 
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hydro electric power is nationally interconnected hydroelectric system and has the potential 

capacity of 40 MW (mega watt). However, the actual uti li zation capacity of the city does not 

exceed 2MW (Nekemte Development Vision, 2005). The huge unutilized electric power of 

the city in the future can be used as an important support for the development of various 

economic activities that need huge power supply, including small, medium, and large 

enterprises. 

3.6.3.4 Water Supply 

Nekemte has been supplied with water from River Hadya which is about 7 Km, near to 

Wollega University (currently under construction) from the center of the city. Supply capacity 

at the source of this river is 1400 M3 per day. However, out of the total population of the city 

only 60% is supplied with potable drinking water, whereas 40% of the population remain with 

unsafe drinking water supply and are dependent ori water sources like unprotected well, rivers, 

and ponds. Hence the city population has inadequate access to quali ty water (potable water) 

simply because of lack of capacity of the Municipali ty in developing additional quality water 

wells (NekemteCity Administration, 2003). 

3.6.3.5 Education 

According to Nekemte Urban Local Government Strategic Plan (2003/04-2000E.C.), the study 

area has 5 KGs, 12 primary schools, 2general secondary schools (grade 9-10), 1 preparatory 

school, 1 government owned and 5 privately owned teachers' colleges, 2 business college 

(private), 2 nursing colleges (1 govenul1ent and 1 private) are functioning in the city till 2003 

(Nekemte City Administration, 2003). 

3.6.3.6 Health Services 

Public health facilities in the study area include: ,one government owned hospital, one health 

center, and one drug shop providing service~ to urban dwellers and the surrounding rural 

population. Private health institutions also include: ,eight clinics, three pharmacy, five drug 

shops and eight rural drug shops. In 2003 healih coverage of the city was 15.03%, which 

indicated lower health service coverage in Nekemte urban local government (Ibid). 
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3.7 Historical Background of Nekemtc: An overview 

Although hi storical sources are sketchy as to when exactly Nekemte was founded, available 

sources indicate that it was founded liy 'Mali ' Bekere Godana who lived the year between 

184 I - 1868 (Tesema, 1976; Abebe, 1957, cited in Solomon, 1979).At the time when Mali 

Bekere became victorious over the sU;';'ounding clans in Wollega and estab li shed the Empire 

of Leqa Nekemle by abolishing the then ex isting Gada administration in Eastern Wollega; he 

subsequently laid to the foundation of urban Nekemte (Solomon, 1979). Other sources indicate 

that Nekemte was founded in I 86~ and the city is now 142 years old (Nekemte 

Administration , 1978). Hence the city is one of the oldest urban centers in Ethiopia, even older 

than Finflnne (Addis Ababa), the national capital and seat of Oromiya National Regional 

State. 

With regard to the meaning of the name Nekemte, although it is originated from A/an Oromo 

(lingua franca of Oromo people), ·there seenis a difference in meaning. For some elders, 

Nekemte means to be ' in row' or 'arrayed in line', indicating lining-up of houses and shops 

along the road side. However, for others the name Nekemte denotes naming and selecting as a 

center fo r the ce lebration of 'Nekemle Geda Hobo' ceremony. Since at the time Nekemte was 

founded the people were administered by the Gad-a System, egalitarian administrative rule of 

the Oromo, and the celebration of coronation of abba Gada made in 8 years at once at various 

places of Wollega and Nekemte was one of those places recommended fo r the celebration of 

the coronation ceremony of the type of Gada call ed Hobo. Accordi ngly, to thi s context, the 

name Nekemte means 'engaged or betrothed for ' or ' recommended' fo r the place of 

celebration (Nekemte Administration, 1978). 

Accord ing to the Strategic Plan of Nekemte 'City (2003), the municipality of the city was 

fou nded in 1934 after seven years of Fascist Italian invasion of Ethiopia, and des ignated as a 

city in 1942.The first city plan was drawn in 1967. Currently the city has no recent master 

plan. The total area of the city at the time of establishment was about 18 acres of which 11 

were owned by few landlords. Gradpa lly due to the population size and government attention 

as administrative capital for Wo llega Province, the city drew better attention for deve lopment. 
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Duri ng the Era of Emperor Hai le Silassie I, the city was characterized by having inadequate 

urban infrastructure and services like roads, poor housing conditions, absence of electricity, 

potable water, educational and hea lth institutions. However, the city has since experienced 

tremendous improvements in having various urban infrastructure and services, among others, 

construct ion of various government .buildings, like Commercial Bank of Ethiopia, Nekemte 

Public Hall , Public Library, Diesel Electric Power, Nekemte Teacher's Training Institute, now 

up-graded to Nekemte College of Teacher Education, Nekemte Nurses Training, various 

Secondary and Primary Schools construction, Wollega Museum, asphalt roads, to name some 

(Nekemte Administration, 1978). Most of the infrastructure in the city is witnessing the works 

done during the Derg regime. 

At present, Nekemte is an Urban Loc~1 Governmeni. The administration of self-rule by the 

city has been incorporated among the 20 . selected cities in Oromiya Regional State and 

reformed recentl y in accordance wiih the proclamation No. 65/2003. The proclamation is 

enacted, and hence Nekemte Urban Local Gov~rilment (NULG) is entrusted with the 

objectives to fac ilitate standardized urban space for development, work and residence; to 

streamline the operation and organization of urban local governments on the bases of good 

governance and democratic principles' so as io en.able them create huge development capacity 

for the development of the Region and improvement of the living standard of its residents 

(Nekemte Administration, 2003). 

3.8 Institutional Issues 

Urban gandoolee or kebeles are the smallest urban administrative units established pursuant to 

the Proclamation No. 47/67 during the ex-regime. There were 12 urban gandas in Nekemte 

accounted to the municipality prior to the reform, which were entrusted to the responsibi lity to 

administer the urban dwellers in their jlirisdiction in accordance with the proclamation and 

regulations of the Regional Government. . 

However, according to the new reform (Proclamation No. 65/2003), which acknowledge 

Nekemte the power of se lf-rule accountable to the Oromiya Region Government, the study 

area divided into six Urban Local Administration, having administrative structure of 
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chairperson, administrative clerk, and other. small supplementary regular works. The six 

di visions are named: 

Table3.5. Name of Local Administrative Units ofNekemte 

No. Present Name 

I Bakkanniisa Qasee 
2 DCII'gee 
3 Qassoo 
4 Calalaqii 
5 Bakkee Jamaa 
6 Burqaa Jaato 

Source: Adoptedji'oll1 Nekell1te Cify Strategic Plan; 2003 

Former Name 

01 & 04 

02 &10 

05 &08 
03& 12 

06 &09 
07 &11 

Gandooleel kebeles 01 and 04 before the reform changed in to the present Bakkanniisa Qasee, 

after the reform; the rest also follows this trend. 

Generally, this chapter provided an 'overview of background of the study area and its environs 

in view of the research topic at hand. 'Nekemte and its environs is endowed with various 

natura l and human resources ranging from favorabl e climatic conditions and untapped mineral 

resources; and large number of pOpulaiion. In addition, the city is a transport node for Western 

Ethiopia which makes it a center of coi1imerce and service provision for the region. Nekemte 

is also center of governmental, private: and NOh Governmental Organization. However, urban 

services and infrastructure are at their early stage of development. And its lihkage with 

hinterlands is poor, manifested by deteriorated and sleepy small urban centers around it. 

Small , medium, and large manufacturing industries ai'e little or non-existent in the city and/or 

in the surrounding environs. At present time', however, efforts are being made to stimulate the 

socio-economic conditions of the city which are witnessed by creating conducive environment 

for investment, organizing MSEs, opelling up of University and other educational institutions . . 

(to integrate resea rch and development), among others. The next chapter, however, provides 

empirical findings on the sampled MSEs .and their operators. 
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CHAPTER FOUR: EMPIRICAL RESULTS AND DISCUSSIONS 

4.1. Characteristics of Respondents 

The data for analyzing and discussing major findings were mostly primary and some 

secondary, which were obtained from the fieldwork in eight sampled group-based MSEs in 

Nekemte city. During the fi eldwork, an attempt has been made to examine empirical 

conditions of group-based MSEs with theoretical and conceptual constructs which were 

discussed in the review of literature. The first section of this chapter contains a summary 

description of the background of operators and their households and the next part will discuss 

about the nature and structure of the sampled MSEs. 

Personal characteristics of operators · (also· owners) of MSEs focused on sex, age, marital 

status, size of the respective households, ethnicity, religion, level of education, and earlier 

occupation and current income. Accordingly,. this part of the study presents summary of the 

above cited characteristics of the surveyed population in the eight enterprises. 

4.1.1 Sex and Age of Respondents 

Table 4.1 Distribution of respondents by sex and age 

Attributes Item Frequency Percent 
Male 50 66.7 

Sex Fema le 25 33.3 
Total 75 100.0 
19-24 36 48.0 

Age(Grouped) 25-29 27 36 .0 
30-35 12 16.0 
Tota l 75 100.0 

Source: Own survey, 2007 

Table 4. 1 shows distribution of respondents by sex atjd age. From the 75 sampled respondents 

50 (66.7%) are male and the rest 25 (33.3%) are female. However, the distribution of both 

sexes is not uniform across the enterprises, some enterprises are entirely male, whilst, others 

like in the Sale of Fruits and Vegetables and Food Production (' buddeen' making) are entirely 

female. The involvement of women in such enterprises is encouraging to ensure the economic 

empowerment of women . In addition, Table 4.1· reveals grouped age of respondents. 1,,-
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survey respondents are in the age category of 19 to 35 years. Given the percentage 48% and 

36% for the age group 19 to 24 and 25 to 29, respectively, it can be deduced that the majority 

of owners of enterprises are in the working age group and they are young. Hence involvement 

of youth in productive sectors through MSEs can be taken as one way of reducing urban youth 

unemployment in the study area. 

4.1.2 Marital Status and Household Size 

Table 4.2 Distribution of respondents by' marital status and household size 

Attributes Item Frequency Percent 
Marital Status Never Married 36 48.0 

Currentlv married 37 49.3 
Widowed 2 2.7 

Total 75 100.0 
Household Size 4 and below 65 86.7 
(grouped) 5 and above 10 13.3 

Total· 75 100.0 
Source: Own survey, 2007 

On marital status and household size, Ta]}le 4.2 shows the frequency and percentage for those 

who have currently married, never married and ~idowed; and the grouped household size of 

the respondents. Concerning the marital status of HH, the value for the categories is almost 

equal given 49.3 % and 48% for the two respectively; and the percentage for widowed is 2 

(2.7 %). The closeness in the percentage of those who currently married and not married 

supports the view that MSEs are opet:atedby every member of society and important tools in 

alleviating poverty among different sectioilS of the society. Regarding the household size, the 

same table shows majority of respondents have the household size of 4 and below (86.7%). 

Operators with the household sizeof 5 and above, on the other hand, constitute 10 (13.3%). 

The maximum number of HI-I in the sampled households is I and the minimum is 6 (Annex II , 

I). The criteria for group ing operators' HH 4 and below and 5 and above is with the view of 

the plan of the country to reach 4 persons per household in the year 2015. This reduction is 

also part of the effort of reducing large hOllsehold ' size in view of reducing the unprecedented 

population growth (2.74 % growth in urban areas) in the country. The reduction of household 

size will have an important impact in alleviating poverty at household level given the reduced 

consumption expenditure per person. 
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4.1.3 Ethnicity and Religion 

Regarding the background of operators of group-based MSEs, in terms of ethnicity and 

religion , from Table 4.3, it is revealed that 71 (94.7%) of operators are Oromo, with the rest 

Amhara. The domination of Oromos is simply because the study is located in Nekemte Ci ty 

where Oromos dominate. It can also be understood that MSEs are operating in the local areas 

and mostly benefiting the local people in terms of income generation and employment 

creation. In other words, involving local people in MSEs will help to tap the existing 

human/cultural and natural resources to. bring about economic development and allev iate 

poverty. In addition, the domination of Oroi110s in the MSEs will support the argument that 

local economic development is meant to ensure the participation of the local people in their 

jurisd iction's economic affai rs. 

. . 

Table 4.3 Distribution of respondents by ethniciiy ~nd religious' backgrou nd 

Attributes Item . Frequency Percent 
Oromo 71 94.7 

Ethnicity Amhara 4 5.3 
Total 7S 100.0 

Protestant 4S 60.0 
Orthodox 23 30.7 

Islal11 S 6.7 

Religion Catholic I 1.3 
Waaqefaiaa I 1.3 

Total 7S 
Source: 011'17 survey, 2007 

Table 4.3 also indicates the religious background of respondents. Operators of the sampled 

enterprises show diversity in terms of theit: reiigio.us backgrounds. However, two religions are 

dominantly fo llowed by the entrepreneurs. ' Protestant followers are by far dominant - 45 

(60%), whil e Orthodox followers are 23 (30.7), Is lam followers are 5 (6.7%); with Catholic 

and Waaqefalaa making 1(1.3%) each. Ft'om the religious background of respondents, it is 

possible to learn that the MSEs are · operated by various people regardless of their rel igion. 

Furthermore, operators in the study MSEs peacefl!Ily operate in their MSEs, while tolerating 

their religious difference . With thi s MSEs have a 'crucial social dimension in allowing people 

to operate together and improve their living standards. 
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4.1.4 Educational Status 

The questionnaire also included information on educational level of respondents so as to 

identify the respondents based on their level of education. Table 4.4 shows educational 

background of respondents. 

Table 4.4 Distribution of respondents by thei r level of education 

Item 

Illiterate (cannot read and write) 
Can read and wri te 
Primary and first cyc le (1-4) 
Primary and Second cycle (5-8) 
General secondary school (9-10) 
Vocational and technical Diploma 
Collage diploma (non vocational ) 

Total 
Source: Own survey. 2007 

Frequency 

7 
2 
9 
21 
IS 
16 
5 

75 

Percentage 

100.0 

9.3 
2.7 

12.0 
28.0 
20.0 
21.3 
6.7 

From Table 4.4 it can be observed that the level of education of the respondents is relatively 

high. Of the 75 respondents, 36 (48%) have attained primary level (first and second cycle, 1-8 

grades) and above, with 16 (2 1. 3%) and 5 (6.7) having attained vocational and technical 

diploma and college diploma, respectively. Only 7 (9.3%) are illiterate (cannot read and 

wri te), while the remainder 9 (12%) are in the primary and first cycle (1-4) category. 
. . . 

From the above statistics it can be observed that though the MSEs are operated by people who 

attained relatively high level of education 'iil the context of knowledge necessary for MSEs, 

there are also people who have no formal education. Hence, the involvement of operators with 

various educational backgrounds supports ihe argument that MSEs can be operated by people 

who have little education. On the. other hand, the, study also identified operators who have 

college Diploma, who have graduated from TEVT co lleges. Generally, enhancing the ski ll of 

operators, given their formal education base, ' through various and sustainable trainings is 

possible to strengthen and further develop the MSEs. On top of that, the diversity in the level 

of education shows the accessibility of the poor (who have low level of education) to involve 

in such sectors and invo lve in the productive activiiies. 
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4.1.5 Earlier Occupation of Respondents 

With regard to previous work experience of the respondents, respondents were asked about the 

type of acti vities they were doing before 'operating the current enterprises. 

Table 4.5 Di stribution of respondents by the ir earlier occupation (before owning current enterprise) 

Occupation Frequency Percent 
Dai Iy laborers 10. 13.3 
Students 19 25.3 
HOllse wives 12 16.0 
Employee of private business 16 21.3 
HOllse maid 3 4.0 
Petty trader at home 9 12.0 
Unemployed 6 8.0 

Total 75 .. 100.0 

Source: Own survey, 2007 

Table 4.5 shows that about 50 (6<$, 7%). were engaged in varIOUS activities rangmg from 

housewife to employee of private businesses , whi le the rest 25 (3 3.3%) were either students or 

unemployed. In li ght of the data, the MSEs under investigation are business sectors operated 

by people from various work experience or linempl6yed . Hence, operators contribute their 

various ex peri ences in running their respective enterprises. This is, therefore, the true nature 

and advantage of MSEs in invo lving people without requiring specialized and professional 

talent, which has an important bearing on poverty alleviation efforts in the study area. 

4.1.6 Income level (current) 

Table 4,6 Distribution of respond ents by- tlieir perception of income level 

Item 
Decreased 
Increased 
At the same level 
Don' t know 

Total 

Source: own survey, 2007 

Freq uency 
17. 
36 
2 1 
I 

75. 

60 

Percent 

22 .7 
48.0 
28.0 
1.3 

100.0 



It is generall y agreed that MSEs are expected to boost the income level of owners thereby 

owners improve their income conditions relati vely from what they have been earning earl y. 

According ly, Table 4.6 indicates that of the 75 respondents, 36 (48%) reported an increase of 

their income; 17 (22.7%) reported a decrease; 21 (28) are at the same level; and only I (1.3%) 

she/he doesn ' t know whether income decreased or increase, indicati ng an improvement in 

their earnings. 

4.2 Nature and Structure of the Enterprises 

As discussed in the background of the study area in Chapter Three, the study area has no or 

li ttle medium and large scale enterpri ses. However, there are various micro and small 

enterpri ses which are run by private entrepreneurs (self-motivated) in Nekemte city. 

Nevertheless, thi s study entirely foc used on group-based, government motivated, MSEs in 

Nekemte city which are mainly establ ished wi th the objective of alleviati ng poverty in the 

ci ty, in the short run and to bui ld a fo undation for medium and large sca le enterpri ses that will 

strengthen the local economy. Time and again , the overriding obj ecti ve of thi s study is to 

gauge the ro le of group-based MSEs in reducing poverty in the study area, but the purpose of 

thi s part of the study is to examine the major characteristics of the enterprises wi th the aim of 

provid ing a clear picture about the MSEs. Therefore, attention is given to type, ownership, 

dynamism in terms of workers and -capital, source of training and market info rmation, savings, 

tax issues, infras tructure, source of raw materials, and major problems affecting the 

performance of MSEs under study. 

4.2.1 Type of Enterprises 

The 8 types of MSEs in this study are descri.bed in ihis part of the study and they have 

different characte ristics . 

i) Sale of Fruit and Vegetables Enterprise (Bllllrqqaa) 

This micro enterprise is run by 10 people with initial capital of 7670 Birr borrowed from 

Oromiya Credit and Saving Share Company (OCSSCO), Nekemte branch. The enterpri se is 

established in April 2006 and located in Baka Jamaa sub-admi nistration of the city. From the 
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total of 10 persons 9 of them are female. The enterprise average current capital reached 9800 

Birr. 

ii) Food Production Enterprise (Biqiiltllll) 

This enterprise is named 'Biqiiltull " established in December 2006. It is located in Wollega 

University and supply 'injera' (buuddeena) to the university cafeteria, which serves regular 

students of the University. The enterprise has 13. women operators, who got a start-up capital 

of 5798.00 Birr from OCSSCO. They are selling 1 (400 gm) buddeen googaa for a price of 1 

Birr. The Municipality Trade Industry and Transport Department has been supporting them by 

providing premise for production and facilitating their access to credit. Major problems their 

enterprise face, according to chairperson of the g roup is, shortage of potable water and delay 

in payment for their produce by the University. The current capital of the enterprises is 

3,700.00 Birr. 

iii) Gravel Production Enterprise (Din'e) 

This enterprise is named as Din'ee and established in December 2006. It is located at about 7 

km south of Nekemte, where the place originally used for the purpose of quarrying by the 

same people. The enterprise employs 30 people from which 3 are women. The enterprise is 

engaged in producing four sizes of gravel: 00, 01 , 02, aJ1d 03 types. The numbers indicate the 

size of the gravel, of which 00 size"very small in size, while 03 indicates large size. The 

production is for Nekemte City condominium hOllses development project which is under 

implementation. Operators' sale their products with the price of 110 Birr per 1m3
, though 

according to operators the price of similar products in pl:ivate producers is 170 Birr per 1m3 

for all types of gravel. According to the MSEs organizing Unit of Nekemte Urban Local 

Government , this price is set by the regional governmelit housing agency. 

As indicated above, the production area is located about 7 kms south of Nekemte City the 

place called Duune Kaanee. The enterprise Idaned initial capital about 100,000 Birr from 

OCSSCO for the purchase of stone crashei·.The machine crashes 4m3 per hour and operators 

use the machine for 5 hours production per day. In general their machine produces 20m3 

gravel per day, though the machine has the capacity of working for 8 hours per day. The 

reason for limited production time, though the capacity of the machine allows, is that operators 
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commute from Nekemte City which is about 7 Kms far from the production area and operators 

supposed to go back on foot. During an interview with the Chairperson of the enterprise, the 

enterprise currently has a capital of 103 ,000.000 Birr. 

iv) Metal Work (New) Enterprise·iBiiflllll Gliuddillllll Metal Work) 

This enterpri se is located in Bakkee Jamaa sub- administration of the city, around the Bus 

Station. The enterprise is owned by 8 persons and ,produces various metal products such as 

windows, doors, bread beaker, and bbm. Of the 8 persons, 5 were hired workers in private 

metal work enterprises before joining this group and the other three were students and working 

in other activities other than metal work: Initial capital of the enterprise was 12,000 Birr which 

was loaned from OCSSCO. It is orie of the best performing enterprise with current capital of 

40,000 after repayment of loan. Price determinatioil and raw material purchase have been done 

by experienced members of the enterpdse. Major consumer (market) of most of their produce 

is Wollega University, which is under construction. 

v) Metal Work (Old) EnterpriseiSiiflln Metal Work). 

This enterprise is named as Siifan Metal Work and is located in Calalaqii sub-administration 

of the city. The enterprise has been in operation since April 2004. The enterprise was 

established by vocational and technical education students who had completed their training 

with diploma. This enterprise produces windows, doors, griddle pumps, BBM, and other metal 

products. The enterprise purchases raw materials from local market. Initially the number of 

this group was 12 and now, during the survey, only 7 persons are in operation. Unlike Metal 

lethe one discussed earlier) enterprises, most of ihe operators have come from school; have 

never worked in private enterprises, hence according to the MSEs Organizing Unit of the 

Municipality, they are inexperienced. Initial capital for this enterprise was from operators 

pocket and it was 600 Birr. According to the Chairperson of the enterprise, current capital of 

th is enterprise is estimated 20,000 ·BiiT. 
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vi) Leather and Leather Product Enterprise (I(ooket) 

This enterpri se is named as Kookel Leather and Leather product enterprise, established 111 

Ap ril 2006 and located in Bakkanniisa Qasee sub-administration of the city. This enterprise is 

the only one of its kind in the study area and started business with initial capital of the 12,000 

birr, which was loaned from OCSSCO. Regarding training, operators have received technical 

training for 21 days on ways of producing different types of leather products. The unique 

character of this enterprise is that it uses raw material from national market (Addis Ababa), 

unlike the other 7 enterprises which \lse local raw materials. Among the products they produce 

are belts , bags of different types, and open fool wem: (shebet) . 

Two problems cited by operators of this enierprise are increasing price of raw material which 

is about 13.50 Birr for 1 square feet of le.ather ·which was 9 Biir per 1 square feet. The reason 

for the increase in the price of leather' is the ceiling set by Ethiopian Leather Association 

which sales leather with the minimum ai110unt of 3000 square feet with the price of9 birr per 1 

square feet. According to chairperson of the enterprise, the capacity they have now is to 

purchase maximum of 200 square .feet. H~nce they have no the capacity to meet the above 

ceiling and compelled to purchase froin retailers with the price of 13.5 per a square feet. 

Another problem is interest rate of the micro finance (OCSSCO), which is 10%. Also cited is 

the absence of grace period for repayment of loan. The enterprise now lacks market and has a 

total capital of 6650.00 Birr. In ad.dition, the· number of operators of this enterprise has 

decreased from 10 (at time of establishment) totl1e current 6.The reason for shrinking in the 

number of operators, according to Chairperson of the ente"rprises, is lack of profit. 

vii) Cafeteria (Abdii Enterprise) 

This enterprise is located in Teclmical 'and Vocational College of the city and was established 

in 2004 with initial capital of 3000 'Birr which is loaned from OCSSCO. The number of 

operators of the enterprise is 10. Currently the enterprise has 9000 Birr capital. The enterprise 

has no market problem since it is (he sole provider of cafeteria service for Nekemte Technical 

and Vocational College. 
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viii) Wood Work Enterprise (Boonnenllllsj 

The enterprise is named as Boonnenuus and located in Darggee sub- administration of the city 

and established in April 2006. This enterpt:ise started operation with initial capital 5798 Birr 

loaned from OCSSCO. Currently the enterprise has a total capital of about 80,000 Birr, 

according to the chairperson of ihe group. The enterprise produces various types of furniture 

for offices and household durables, bee hive, and the like. It also has various machineries and 

equipments which facilitate the production' process. Initially, the members of this enterprise 

were 10, but now have been reduced to 6 persons, mainly because of lack of profitability and 

the tendency to start their own individual work. The operators have received training from 

vocational and technical college and specialize in wood working. The raw material for their 

enterprise is purchased from local suppliers, which have a positive backward linkage in 

utilizing local raw materials. According to the Chairperson of the enterprise, and researcher's 

observation during the survey, enterprise is ' w'ell equipped with various machineries which 

facilitate the production process. 

4.2.2 Ownership 

The eight sampled enterprises are owned , by the : operators in the form of associations. Each 

enterprise has a chairperson, vice-chairperson, secretary, and cashier. Seven of them, except 

Sale of Fruits and Vegetables Enterprise, own all assets (machineries, and other materials) and 

share what they earn equally after deducting 30% of their gross sale to loan repayment. As for 

the Sale of Fruits and Vegetables, operators nintheir business in the same premise (market 

place) and access loan from OCSSCO and share the loaned money among ten of them equally 

for purchasing what they sale for'-profit. Moreover, they sale fruits and vegetables individually 

and earn their income individually. Therefore, it is inevitable to have difference in income of 

the operators of this enterprise. Similar to the organizational structure of the seven enterprises, 

this enterprise also has chairperson, secretary, vice chairperson, and cashier. And yet, there is 

a strong sense of cooperation in many aspects of.their enterprise like, maintenance of the work 

premise, helping one another in times. of ill' health , ceremonial services, and in other social 

matters. 
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4.2.3 Benefits of working in group 

Working in group has various advantages in addition to improving income of the poor with the 

principle of social capital. As discussed in review of li terature, Putnam (1993) observes that 

high dens ity of vo luntary association is responsible for economic success. He viewed 

memberships in horizontal associations as a sQurce of trust and social ties conducive to 

economic performance. Furthermore, associat ions instill in their members habits of 

cooperation, solidarity, and public-spiritedness. On the basis of the advantage of hori zontal 

association, during the survey respondents were ' asked about the advantage they get from 

working in groups. Figure 4.1 illustrates the most important reasons/benefits operators gain 

from working in group/association. 

Competittion for better earning -_llliH 
Feel secured 

Cooperation 

Creditworthiness 

0.00 5.00 '.10.00 15.0020.0025.0030.00 35.0040.0045.00 

~~~ .. '., 

Figure 4.1 Adva ntages of work ing in group' 

Sou rce: COl7slrucled based 011 Ihe slwvey della. · 

~ 

: , " . 

Creditworthiness (40.57%), cooperation(3 1.43%), seciJdty (22.29%), and competitions (22.29 

%) were the benefits operators' ·' get · from . working .. in groups. When it comes to 

credi tworthiness, group collateral is one' of the collaterals OCSSCO uses to give loan for to 

potential operators. Hence associations"or group's have an· important advantage in thi s regard . 

According to the MSEs Organizing Unit ofNekemte'c ity, credit fac ili tation is also made with 

the knowledge of the Municipa l's ·Trade,. Industry, and Transport Department. Another 

important advantage cited by ope,:atm's was. cooperation among them. This partly means 

members are tolerated not to involve in WOi"k if they are ill , or injured, and other social 

problems. The advantage of cooperatiOIl employed while working in association is non-
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existent or seldom exists 111 private enterpri se, S1l1ce · the motto of private business tS 

dominantl y profit maximizat ion. 

Working in association also has a significant contribution to competitiveness among and 

within enterprises as in the case of Sale of Fruits and Vegetables Enterprise. This is manifested 

by learning from innovative individuals in the enterprises and acquiring improved production 

skill s. Feeling sense of security is also another advantage cited by entrepreneurs while 

working in group. Hence apart from economic advantages, work ing in group has social 

advantages which can address non-income poverty since they reduce exclusion of the poor 

from day-to-day social affairs. 

4.2.4 Changes in the Enterprises (contraction and expansion) 

Contraction and expansion of the sampled enterprises was also examined in light of additional 

job creation and increasing capital. Tile maj or objective here is to understand the sustainability 

and development of the enterprises so as to support the income of other potential entrepreneurs 

including those in the enterprises. In addition, the development of enterprises under study wi ll 

contri bute their share in the economic development of the study area. 

4.2.4.1 Changes in the number of employees . 

Table 4.7 Num ber of operators of enterp ri ses: Ini tia l and Current 

Type of Enterpri se Initia l number Current Nu mber 
(when started) 

Sale of Fruit and Vegetables 10 
'Wood work 13 
Metal Work (new) 8 
Cafeteria 10 
• Leather and Leather product 10 
'Metal Work (old) 10 
Food Production 13 
*Gravel Production 40 

Tota l 114 
* Enterprise that showed contraction or number of operators. 

Source: Own survey, 2007 

10 
6 
8 
10 
6 
7 

. 13 . 
30 

90 

67 

Num ber (%) 
Decreased 

No change 
7(53.8%) 
No change 
No change 
4(40%) 
3(30%) 
No change 
10 (25%) 

24(2 1%) 



Table 4.7 shows the change in the enterpri ses, i.e. the ability to contract and expand which is 
. . . 

measured by employee of the 8 enterprises. Generally; the enterprises do not show an increase 

in employment generation. From the eight enterprises four of them showed a decrease in the in 

the number of operators, while the remaining hal f remained constant. The greater decrease 

was experienced in the Boonnenuus Woodwork Enterprise, 7 (53.8%) decrement; followed by 

Kookel Leather and Leather Prodllct Enterprise 4 (40%); Siifan Metal Work Enterprise 3 

(30%); and Dirre Gravel Production Enterprise 10 (21%). In sum, 24 operators left the eight 

enterprises, which reduced the total 11um'ber of operators to 90 from I 14.During the survey, 

enterprises which showed contraction were asked for reasons why the number of operators 

decreased. Accordingly, about 80% responded that it is due to lack of profit of the enterprises, 

6% responded fear of bank repayment (increasing interest rate), while 14% have resigned and 

have started their own business individually. Based on the above data, the overwhelming 

majority (80%) have chosen lack of profitability as a reason for decrease in the number of 

operators. Hence this will have a negative effect on the employment creation of the MSEs. 

In addition, the decrease in the number of operators has a potential problem on the 

sustainability of the enterprises, though they perform well as it is witnessed in the following 

chapter of this thesis which deals with the impaCt of the enterprises o.n po.verty allcviation. 

Since the MSEs by their nature are labour intensive, the decrease in the number of operators 

leads to low productivity of such enterprises .. Another consequence of the decrease in the 

number of workers is the burden carried by the active operators in repaying the loan taken 

from micro finance. Contrary to. the above implication, .the decrease in the size of operators 

may be considered as a positive aspect of MSEs in the sense that they are sectors where 

operators start their own business ·independently, after strengthening themselves in terms of 

wealth and sk ill when they were operating in group. 

However, in this study, active opel:ators did· not respond ·that the decrease in the number of 

operators was not due to conflicts/ misunderstandings between and among groups, rather 

simply because of the expectation of leavers in terms of profit. 
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4.2.4.2. C hanges in terms of capital 

In addition to dynamism in the number of operators, atte ntion has also given to the contraction 

and expansion of capital of the sampled enterprises. 

The important sources of finance/capital open to micro and small scale-enterprise in 

developing countries are usuall y pel'sonal savings, banks, micro finance institutions, loan from 

friends and rel atives, system of.rotating savings (Uqqubi), inheritance, and suppliers' loan. 

However, this study found out that almost all (7) enterprises have started their business 

through micro finance loan. This is an important support made by the government of the 

region which fac ilitates safe access of operators to loan so as to improve thei r li ving 

conditions, thereby improving the economy of the local area. With regard to working capital, 

the study found out that operators use various soui'ces of finance which are cited above. 

Source of finance from friends, and suppliers of inpiIts made 75% and 50%, respectively; own 

saving: 37.5%; and from OCSSCO: 25.0% respondents utilize for the purpose of running their 

business (Annex II , 2). 

Table 4.8 Initial and current capital 

-
Type of Enterprise 

Sale of Fruit & Vegetables 
Wood Work 
Metal Work (new) 
Cafeteria 
'Leather & Leather products 
Meta l work (o ld) 
' Food Prod uction 
Grave l Producti on 

Initial capital 
(in Birr) 

7670.00 
15,000.00 . 
12,000.00 
3000.00 
12,000.00 
600.00 
5798.00 

100,000.00 

* Enterprise that experienced contract ion of capital 
Source: Own survey, 2007 

.' 

C,irrent capital 
(in Birr) 

". 9800.00 
80,260.00 
40,600.00 
9000.00 
6650.00 
20,000.00 
3,700.00 
103 ,000.00 

Actual change 
(in Bi .... ) 

2 130.00 
65260.00 
28000.00 
6000.00 

-5350.00 
19400.00 

-2098.00 
3000.00 

Table 4 .8 shows the change in the capital of enterpr'ises between the period of commencement 

and during the survey. Six of the eight sampled enterprises have shown expansion of capital. 

However, Food Production Enterprise and Leather . an.d Leather Product Enterprise have 

experienced contraction in capital. The reason for decrease in the case of Food Production 

Enterprise may be due to the early period between commencement of the business and time of 
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the field survey. The time is only 3 months for making profit. In addition, food production is 

less profitable than the rest enterpri ses. [n the case of the latter enterprise, according to 

Chairperson and Secretary of the enterpri se, the major reason is lack of domestic market and 

the increasing cost of raw material. In all , most of the enterprises under study show element of 

growth in terms of capital accumulation, which will help them in the future to other stage of 

enterpri se (medium and large scale) , 

4.2.5. Savings 

Accord ing to Otero (2003), savings ai'e an alternative. 'source when respondents need cash, 

without diverting funds from the business. Savings a lso present an opportunity to introduce the 

borrower to the formal banking sector. 

Table 4.9 Type of savi ngs 

item 

Compulsory 
Voluntary 
Both Compulsory &Voluntary 

Total 
Source: Own survey, 2007 

Frequency 

1 
18 
56 

75 

Percent 

13 
24.0 
74.7 

100.0 

There are two types of sav ings in OCSSCO - compulsory and voluntary. Based on the survey, 

however, 56 (74.4%) of the respondents save by both will and compulsory saving required by 

the micro finance, 18 (24%) save by their own w ill (voluntary) and by compulsion (Table 4.9) . 

. This is because OCSSCO is introducing the operators to the culture of sav ing which may 

facilitate expansion of their enterprises. 

Operators of the sampled enterpri ses: were also asked about the source of money for their 

savings. Hence, all the respondents' answer was entirely from the enterprises they are engaged 

in. Therefore, it is possible to conclude that MSEs help to develop the culture of saving as well 

as increased saving capacity of operators. In addition, from the total of eight enterprises, 7 

(87.5%) of them save in Oromiya Cred it and Saving Share Company (OCSSCO), whi le I 

saves its earned money in uuquubii (Annex ll , 3). However, during the FGDs respondents 

were not hiding the savings they have. Currently, the amount of savings they have is small 
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mainly because they have to repay the loan they took from OCSSCO for starting their 

business. 

Purpose of Saving 

It is obvious that saving is an important component of business activity because it enables 

operators to invest for the future and acquire appropriate return. Saving also helps to ave11 

problems of loss or shutting down one's own business. During the time of the field survey, 

including the FGDs, respondent were asked about the major purpose of their savings. The 

purpose of savings in the enterprises under study is presented below. 

Old age Lise 

Safety pW'po se 

Loan re payment 

Undertake new 
business/expand exist ing 

1 : ........ ' f' 
:"1'1":6soio: 

1 

j 

' 1 ,········· .. ······l······ 

1 1 

0.00 5.00 "· 10.00 15:00 20.00 25.00 30.00 35.00 

Figure 4.2: Purposes of Saving 

Source: Construcled based on survey dala .. 

Operators of the enterprises are aware of"the importance of saving because it can help in 

further investment and can be a shield again~t t)Iecoliapse of their business. Hence, according 

to Figure 4.2, 29 (31.8%) cited the 'hlajar pllrposeof saving as to undertake new business 

and/or expand the existing business; ,.buyin·g machineries/equipment for production purpose 

makes 18 (23 .5 3%). It is possible to c~nclude tha't about 55% of respondents have been saving 

to expand their business through adding new and efficient machineries and acquiring better 

skill in the production and marketing processes: Moreover, 28 respondents also save for the 

purpose of repaying loan borrowed fl'om the micro finance in the study area. This makes about 

21 %. In addition, about 15%, 11 %, 9%, 6% of respondents save for the purpose of earning 

interest, safety (protect theft), ceremonial(wedding, holidays,etc) services, and old age use, 

respecti vel y. 



4.2.6 Tax Iss ues 

Accord ing to Trade, Industry, and TranspOli Department of Nekemte city, up until now, there 

is no form of taxation imposed on the MSEs operating in the form of assoc iation. This may be 

an important incenti ve made for these enterprises so that they can flouri sh and contribute to 

econom ic growth of the urban local goverruneI1t of the city. 

4.2.7. Source of Training and Market Information 

Schulz 196 1 (cited in Mulat & Wolday, 1997) li nked ind ividual ' s duration and quality of 

education with human capital, which will lead io greater productive capacity. Hence, training! 

education is expected to improve the capacity of individual ' s so as to respond to better 

incentives and use market informatio)l effectively. According to Mulat and Wolday ( 1997), 

training comprises various aspects: formal, technical ; and vocational training for various 

individuals who left school or so. Some training is linked directl y with the MSE labour force, 

while other serves as an indirect route £'01' MSE development. Generally speaking, training 

app li es to any transfer of knowledge, skills Or attitudes organized to prepare people for 

production acti vities, or to change their working behavior. The various training approaches 

emerged to enhance the development. bf MSEs can be categorized into three: pre-service 

train ing, skill upgrading, and assisting disadvantaged areas or groups. 

However, based on the survey, 70. (93.3%) of operators in the eight enterprises recei ved 

training from the Municipality before starting ' their ' business . Respondents also reported that 

there has not been additional training received since then. In addition to the above training, 

respondents have received (trainings) experiences from various sources. Hence 25 (33.3%) 

responded that they acquired skill s frolii experi en~ed members of the group (apprenticeship), 

while 22 (29.3%) from vocational school (earlier) ; 0 (0%) received training from Business 

Development Service (BDS); Earli er when workil1g in the private business: 10 (13.3%); and 

15 (20%) of respondents have never received training (Ailllex II , 4) . On top of that, during 

FGD respondents underscored that the training they received is inadequate for producing 

various types of products, though the training they received from the Municipality is important 

to start business. 



Respondents were also asked about the source of market information Since thi s sort of 

informat ion is crucial both in buying inputs and selling outputs of their enterpri se. Tab le 4.10 

provides sources of market information. 

Table 4,10 Source of informat ion for market 

Item . Fl:equency 

From friends in similar business 
From clIstomers 
Visit ing markets & aski ng the price of items 

Total 

Sou rce: all''' survey, 2007 

7 
30 
38 

75 

Percent 

9.3 
40.0 
50.7 

100.0 

Table 4. 10 shows various sources of infort11aiion on market. Hence , the study found out that in 

the study area there is no Business Development Service provider, which is a crucial source of 

MSEs development. BDS includes: a variety of non- financial services such as labour and 

management training, extension, consultancy, and counseling, marketing and information 

services, technology development and diffusion; and . mechanisms which improve business 

linkages through sub-contracting; fr;mchis ing; alldbusiness cluster (Gebrehiwot and Wolday, 

2004). The Table shows that 68 (90.7%) respondeiits'accessed to market information tlU'ough 

customers , requesting operators to produce a certain product, and visiting markets and asking 
." ~ '- . '.. . 

the prices of similar products and fixillg the value of their products accordingly. The 

remaining 7 (9.3%) receive information from friend who are involved in similar business . 

Based on the above findings, operators in the sainpled enterprises have no central market 

information providing body or illstitution, though the pol icy on MSEs in the country 

encourages the development of BDS which can support the flouri shing of MSEs. This, 

therefore, shows the po licy- implementation gap ' in the area of BDS encouragement in the 

study area. As indicated above, majority of opel:atorS receive information through informal 

process wh ich complements the significance of social capital. On top of that, during FGD on 

MSEs operators indicated that they waste time . and energy while visiting markets in search of 

information on the price of inputs and.outputs 

'. ' 
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4.2.8. Infrastructure 

Table 4.11 Basic infrastructure bfenterprises 

Item 
Electricity only 

Water & electricity 
Neither of the two 

Total 

Source: Own survey, 2007 

Frequency 

8 

3 
I 
4 

Percent 

37.5 
12.5 
50.0 

100.0 

Infrastructure like electricity, ,water, roads, 'market place/center improvement, and 

communication service is important for the effective development of business enterprises. 

Micro and small enterprises are in serious need of such infrastructure for the smooth running 

of their operations. The study found , out that about 4 (50%) of the MSEs lack access to 

electricity and water in the production place and market place. Although these two facilities 

are basic for all enterprises, the shortage is acute for food production (buuddeena) and leather 

and leather products since both ar~ water thirsty. Moreover, 3 (37.5%) of the enterprises lack 

electricity, and only 1 enterprise has both water and electricity. 

During the FGD on MSEs respondents also indicated that though they have got work premise, 

place of market and production, the houses in which they operate are covered with plastics (as 

in the case of Sale of Fruit and Vegetables), in open air (as in Siifan Metal Works (old) and 

Bii{tuu Guddina Metal Works (New)); and ~o'onnenuus Wood Works have no market center 

where it can display products for market. 

Table 4.12 Availability of storage facilities 

Item 

Yes 
No 

Total 

Source: own survey, 2007 

Frequency' 

16 
59 

75 

Percent 

21.3 
78.7 

100.0 

Likewise, 59 (78.7%) of the study enterprises have no storage facilities where produce can be 

kept in safe and convenient place before reaching to the market and returning back, if not sold. 
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The remaining 16 (21.3%) have storage facilities. On the other hand, though MSEs under 

investigation have got work premises from the Municipality, shelters for market place have 

been constructed by the operators. 

Table 4.13 In volve ment in p3ltic ipatory planni"'g a.nd implementation 

Item 

Yes 
No 

Total 

Frequency 

2 
6 

.8 
Source: Own survey, 2007 

Percent 

25.0 
75.0 

100.0 

Table 4.13 shows the distribution of sampled MSEs whether or not they ever have been 

involved in participatory planning or implementation of infrastructure which have an impact 

on their MSEs. Accordingly, 2 (25%) MSEs were involved, while 6 (75%) were not involved 

in any participatory planning and implementation regarding infrastructure development in the 

study area. Therefore, it is possible to conclude that improvement of MSEs in the study area 

didn't take into consideration the input of operators, which otherwise help MSEs to have 

appropriate benefit from the infrastructure . . 

Generally, almost all enterprises contacted ].ack basic infrastructure. For example, Biiftuu 

Guuddinaa Metal Work Enterprise and Sa].e of Fruits and Vegetables Enterprise are located 

near to the Bus Station and suffer from dust and wind which obstruct effective business 

transaction. This is because the enterprises have no house which can stand dust and strong 

wind. Moreover, Biqiiltuu Food Production Enterprise located in the compound of the newly 

opened university, Wollega University, is: seriously affected by shortage of potable water, 

electricity, and storage facility for prepared food (buuddeena) and place of preparation. In 

addition, Boonnenuus Wood Work.Enterplise: ·has no . marketing shop where operators access 

their products to consumers. In addition, their sttldio is far from the center of the city. 
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4.2.9 Source of raw materials 

Table 4.14 Sou rces of raw materia l 

Item 
Local market (purchase) 
Nationa l market (purchase) 

Total 
Source: Own survey, 2007 

Frequency 

7 

8 

Percent 
87.5 
12 .5 

100.0 

Most of the MSEs utilize domestic raw materia ls 'as an input. It is obvious that utili zation of 

local raw materials has importani backward 'linkages; they encourage suppl iers of raw 

materials to produce more. Seven (87.5%) of the enterprises use local raw materi als and most 

of them purchase their respective' raw materials from local suppliers . However, gravel 

producers use raw material in the outskirt of the city without any payment or tax to the 

Municipality. Only I, the Leather and Leather Products enterprises, purchase raw material s 

from the national market, i.e., from Ethiopian Leather Association in Addis Ababa. 

4.2.10 Major Problems Affecting the MSEs 

problems 

~--~ -~~ .~-

I_Lack o f raw materials 0 Lack of machinery . lID Inadeuale managenal sk,11 Olack 01 skilled personnel 

a Lack of work ing Capital • Poor credit fac ilities, . 0 lack of market 0 Complilion ~ 

• ~nadequale MuniCie:~1 Suppor1 a Poor lechnolo~CLY _~--'-~. ,,0"''';0:. ck o f accoun\lng/boo..'<:~!'p~ __ _ _ 

Figure4.3 . Major Problems faci ng the MSEs . 

Source: Cons/rue/ed based all survey da/a ' 
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The survey questionnaire contained one question which sort for major problems 

facing/affecting the enterprises. Eleven different problems were identified with different 

frequenc ies. Figure 4.3 shows the percentage (to what extent) distribution of these problems. 

Based on the figure , four major problems cited by operators are: lack of market contained 

86.7%, stiff competition with private and experienced enterprises owners (68%), lack of 

working capital (64%), and utilization of back ward machineries (53.3%). 

Other problems cited were poor credit fac ilities and inadequate Municipal support contained 

45.3%, poor technology (production system) 42.7%; lack-of raw materials 37.3%; inadequate 

managerial skills 28%; lack of accounting or bookkeeping system 26.7%; and lack of skilled 

personnel 24%. 

The major cause of marketing problem is competition with other MSEs and with medium and 

large scale enterprises, imported similar items, and· limited consumer awareness of the 

products/services of the MSEs under study. 

The enterprises under study, however, are wellintegrated with their consumers for the reason 

that the Municipality made appropriate efforts to sale their products to various institutions in 

the city. For example, gravel producers sale various sizes of gravel to the Housing 

Development Agency in Nekemte; metal work and· food production enterprises sale their 

products to the newly built University. Similarly, cafeteria owners, owning to their location in 

the Technical and Vocational Training Institute(TEVE), have got access to market; the wood 

work enterprise also produces various types of modern bee hives which it sales to Agricultural 

Research Institute in the study area and slllTouhding Peasant Associations. Leather and leather 

product enterprises and sale of fruit and vegetables have not benefited from such arrangements 

and are exposed to stiff market competition from similar enterprises. 

Although most of the enterprises cited above are well integrated to market or customers, they 

still face delay in payments of what they sale . . For example, during the field survey, gravel 

producers complained that the Municipaiity Condominium Housing Project Coordinator 

delayed of payments for loaded gravel and slowed loading of produced gravels. 
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[n sum, the sampled enterprises' have different characteri stics di scussed above from the point 

of view of type of enterpri se, ownei'ship, benefi ts of working in group, dynami sm in terms of 

number of operators and capital , source of training and market information, savings, tax 

issues, infrastructure, so urce of raw material , and major problems facing the enterprises. In 

general, the above discussed nature and structure of enterpri ses h:we various opportunities and 

problems. Some enterpri ses have more returns than others. Likewise, some are also labour and 

capital intensive . Some enterprises also show serious lack of infrastructure. With regard to 

training and market information provision this is inadequate. Apart from the training operators 

. received from the Municipality before commencing operation, they have never got additional 

training since then. [n thi s regai'd, thi s study found out that there is no business development 

service in the stud y area which can provide sendces on the development of their enterpri ses . 

Moreover, the enterpri ses under investigation have 'no Clustering of any type i.e. location 

cluster, market cluster, labour division Clustel:; innovative cluster, among others. [n add ition no 

enterpri se exports its output so as to acceSs global market, though it is argued that MSEs can 

access the globa l market and acqui re better capital and technology. According to van Dijk 

(2000) , urban MSEs can compete in 'a global. econ6my through clustering, networks; inter firm 

relations and fl ex ible specialization. 'Moreover, he argues that clustering of MSEs improve 

their competitiveness, defined as the capacity of a finl1 to survive, gain, maintain, and expand 

its market share on product markets. 
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CHAPTER FIVE: INFLUENCE OF MSEs ON POVERTY 

The literature part of this thesis briefly discussed the expectation that MSEs can improve the 

living conditions of owners/workers through employment, income, and asset creation. Studies 

indicate that increased enterprise income/ profits can help reduce poverty, though the 

connection between the two is not iI·lways assured. Likewise, this study investigates whether or 

not the above stated scenario is true of Nekemte city. Improvement in the welfare of the 

households involved in the MSEs may be observed from consumption expenditure various 

basket of goods. It is obvious that these variables may not so lely be affected by income. 

Hence, this chapter investigates the impact of MSEs on improving the living conditions of 

operators and their households. 

Variation in the trend of income betwe~ households who started business during the past 

three months and those who started a year ago is u·sed asa tool for analyzing the role of MSEs 

in poverty alleviation. Two groups of households are used to compare their welfare after 

starting business. The control group comprises 28 head of households who operate in the two 

recentl y (three months) established enterprises (Biqiilluu Food Production Enterprise and 

Dirre Gravel Production Enterprise). The second group (study households) is the rest six 

enterprises which have 48 head of households. The year of establi shment of the study group 

ranges from the year 2004- 2006. Based on these two groups (contro l and study), the study 

tried to measure the influence of MSEs from the perspective of income improvement, 

consumption expenditure on food , water, asset building, house rent, education, medical 

facilities, aversion of vulnerability, and empowerment of women entrepreneurs. 

5.1 Impact ofMSEs on Income 

Table 5.1 Monthly incomes of res po no en is (Grouped) 

Item Frequency Percent Valid Percent Cumulative Percent 
100-150 28 37.3 37.3 37.3 
151-300 9 12.0 12.0 49.3 
301-450 21 28.0 28.0 77.3 
451-600 17 22.7 22.7 100.0 

Total 75 100.0 100.0 

Source: Own survey. 2007 
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TableS.1 shows average monthly income of the sampled MSE operators in the study area 

which ranges from 100-600 Birr per month. Basing on valid percentage indicated in the table, 

most of the respondents 28 (37.3%) earn 100-150 Birr per month on average. The percentage 

of operators who earn 30 1-450 Birr per month is 21 (28%), while those earning 451-600 Birr 

are 17 (22.7%). 

To prove the level of income of respondents compared tei earlier income, they were asked 

abo ut their income. Accordingly, 48%, 22.7%, 28%, and 1.3% of operators of the enterprises 

responded increased, decreased, remained at the same level and he/she do not know whether 

increased or decreased, respectively. Therefore, MSEs can help the poor to have their own 

income which may help to improve their living conditions. Based on the survey, about 48% of 

the respondents acknowledged impro'vement o{ thdr income as a result of operating in the 

MSEs (see Table 4 .6. pp. 58). Ungrouped income of respondents is shown in Armex II, 5 and 

6). 

Table 5.2 Average monthly income 

Ite m N Mean Median 

*EO 47 444.6809 450.0000 
*NO 28 126.7857 150.0000 

Total 75 326.0000 350.0000 

Source: OWI7 survey, 2007 
*EO= Experienced Opertors 

Mode Std Std. 
EiTor of mean DeViat ion 

150.00 19:12965 
600.00 4.79896 

1500021 .56824 

*NO= New Operators 

131.14630 
25.3937 

186.78648 

Min. 

200.00 
100.00 

100.00 

Max. 

600.00 
150.00 

600.00 

Table 5.2 indicates the difference in income' of the two groups, given the mean monthly 

income of 444.9 and 126.'8 Experienced Oper(ltors (hereafter EO) and New Operators 

(hereafter NO), respectively, which shows the positive impact of MSEs under study in 

improving the income level of operators. 

Furthermore, to measure the impact of MSEs for the progress of income improvement, a 

comparison was made between EO and ~O using ~hi~Square Tests. 
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Table 5.3 Chi-sq uare tests on trends of in come, 

Item Value df Asymp. Sig. (2-sided) 

Pearson Chi-Square 
Like l ihood Ratio 
Linear-by-Linear Association 
N of Valid Cases 

75.000' 
99. 106 
57.005 

75 

3 
3 

a. I cells (12.5%) have expected count less than 5. The minimum expected count is 3,36. 

Source: Own survey , 2007 

o .000 
0.000 
o .000 

According to Table 5.3, the result of the test shows a significant difference in earnmgs 

between the two categories at 5 % level of significance. Hence the result supports the 

argument that MSEs can improve the income level of operators through creating employment 

opportunity. 

Although the stati stical analysis above shows variatioil in income per month, it is important to 

note that respondents can hide the true income they earn· due to various reasons. The issue of 

hiding income may be understood from the expenditure they made on various food and non

food consumable items. In the following analysis , the consumption expenditure of operators 

exceeds the income they earn. Herice, focusing on consumption rather than income is crucial 

measure to understand the poverty. level of respondents and/or to understand the contribution 

made by MSE sector in alleviating poverty in the study area. 

5.2 Influence of MSEs on Consumpti'on Expenditure 

The study tries to explain the role of MSEs on improving utili zation of variolls consumable 

items of operators through expending on different basic commodities. Hence in the following 

analysis focus has been made on food , water, hOllse rent, and household durables (asset) . 
.. 

5.2.1. On food expenditure 

Table 5.4 Mean monthl y expenci itlire on fo od · .. 

Item N Mean Std . M~dian . Mode Std. Min. Max. 
Error of Mean Deviation 

EO 47 344.8936 19 .37774 300.00 300.00 132.84712 100.00 760.00 
NO 28 3 18.5714 18.90760 300.00 . 400 .00 143.33887 50.00 600.00 
Total 75 313.6000 14.7372 1 :iOO.OO. 300.00 127.62794 50.00 760.00 

Source: Own survey, 2007 
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To explain the impact of MSEs on consumption trend of food among operators, average 

monthly expenditure on all sorts of food items has been used between EO and NO. Table 5.4 

indicates mean monthly expenditure of about 344.9 and 3 18 .6 Birr for EO and NO, 

respectively. To test the significance of the mean difference between the two categories , T-test 

was employed. 

Table 5.5 One-Sample Test (T-Test) on Food Expenditure 

. Test Value = 0 

df Sig. (2-tai led) Mean Difference 95% Confidence Interval 
oftbe Difference 

Total Food 
Expenditu re 
per Montb 

21.259 74 

Source: Own survey, 2007 

0.000 

Lower Upper 

335 .0667 303.66 16 366.4718 

The results indicate that the variation is significant at 5% confidence interval. The difference, 

therefore , indicates that those who started ,ope.rating MSEs prior to current operators spend 

more money on food items. This in turn may indicate the betterment of EO in getting access to 

consumable food items given the more spending money on food. It is, therefore, safe to 

conclude that MSEs smooth income of operators so that they have better consumption of food. 

5.2.2 Expenditure on Water 

The survey resu lts indicate thai 81 %ofrespondenis buy water for domestic consumption. This 

in turn indicates that the above cited percentage of opetators of the enterprises under study 

have access to potable water, which is shared tab, privately owned, and public tap. The rest 

(19%) responded that they use water .frOm well s ~d rivers. However, the issue in thi s study is 

whether or not the income operators get enables . them to purchase water. To witness the 

impact of MSEs on water consumption expenditLire of operators, both mean expenditure 

comparison and Chi-Square tests were employed. Accordingl y, the mean expenditure 

comparison shows difference between EO and NO, as it can be observed from Table 5.6. 
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Table 5.6 Mean Monthly Expenditure on Wat~r 

Item N Mean Std Med ian Mode Std. Min . 
Max. 

Error of mean Deviati on 
EO 43 I 1.2791 0.73763 10.0000 10.00 4.83699 0.00 30.00 
NO 21 8.0000 0.71381 7.0000 5.00 3.27109 3.00 13.00 
Total 64 10.2031 0.57829 10.0000 10.00 4.62629 0.00 30.00 
Source: OWI7 survey, 2007 

The mean value of 11 .27 and 8.0 for EO and NO respectively shows slight difference in water 

expenditure between the two categories. Hence the mean value shows more expenditure for 

EO category. However, to further test the existence of statistically significant variation 

between the two categories Chi-Square tests were employed (Table 5.7). 

Table 5.7 Chi-Sq uare Tests on Water Expenditure. 

Item 

Pearson Chi-Square 
Continuity Correcti on' 
Likelihood Rati o 
Fisher's Exact Test 
Linear-by- Linear 

Association 
N of Valid Cases 

Va lue 

1.8 83G 

1.212 
1.931 

1.853 

64 
a. Computed ol1ly for a 2x2 table 

df 

I 
I 
I 

Asymp .. 
Sig. (2-sided) 
'0. 170 

0.27 1· 
0. 165 

. 0.173 

Exact 
Sig. (2-sided) 

0. 189 

b. 0 ce lls (.0%) have expected count less than 5. Tbe millimu'm cxp~~tcd count is 8.53. 

So urce: OWI7 survey, 2007 

Exact 
Sig. ( I-sided) 

0.135 

The Chi-Square test, therefore, does not show statistically significant variation at 95% 

confidence level (Table 5.7). Therefore, based on this test, income gained from MSEs is 

lll1able to show variation on expenditure of water between EO operators and NO. 

5.3 Housing and expenditure on housing 
,. 

Housing is one of the basic necessities fordeCelit. life . Therefore, it has been used as an 

indicator of poverty in various poverty related research outputs or li terature. Based on the 

survey at hand, majority of operators 43 (57.3%). of MSEs have houses which are rented from 

private owners; 15 (20%) rented from .gandaa; about 11(14.7%) owned privately; and 6 (8%) 

of respondents li ve in dabbaalli (lise their parents/families house or li ve together with 
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relatives) (Annex 1I, 7). Leaving aside those who own privately and living in dabbaalli since 

they do not pay for house rent, monthly mean expenditure and ANOV A test have been 

employed to explain the impact ofMSEs on access! utilization of housing units by operators. 

Table 5.8 Mean monthly expenditure on house Rent 

Item N Mean Std. Median Mode Std Min. Max. 
Error of Mean Deviation 

EO 42 52.8810 3.88716 60.00 70.00 25.19166 2.50 80.00 
NO 16 19.3750 4.4517 1 20.00 2.50 17.80683 2.50 60.00 
Total 58 43.6379 3.63916 50.00 70.00 27.71500 2.50 80.00 

Source: Own survey, 2007 

. , 
Table 5.8 provides mean monthly expenditure of EO and NO for house rent. The mean 

comparison, therefore, shows there is·.a difference between EO and NO in average monthly 

expenditure for house rent. The higher the rent, the better will be the house in terms of 

facilities and convenience for living. Furthermore, ANOV A has been employed to test the 

statistical significance of mean monthly expenditure on house rent between the two groups. 

Table 5.9 below shows the result of the test.· 

Table 5.9 ANOV A Test on house rent 

Item Sum of Squares 

Between Groups 13.534 

Within Groups 

Tota l 

24.397 

37.931 

Source: Own survey, 2007 

df 

2 

55 

57 

Mean Square 

6.76.7 

0.444 

F Sig. 

15.256 o .000 

Hence, the test shows presence of difference in me,an monthly expenditure on house rent and it 

is statistically significant at 95% confidence level. From the above statistical presentation one 

can conclude that income generated from MSEs has a significant contribution to help 

operators to rent house. 

However, Annex (II, 7) also shows majority 64 (85 .3%) of MSEs operators do not have 

ownership to the house they are living now; hence they are insecure. Respondents have also 

asked their perception about the adequacy of set'vices from house they rent, either from private 
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renters or gandda; hence 64.7% responded the service they are getting is inadequate, while 

35.3% responded adequate (Annex II , 8). In addition, operators were also asked about 

services/facilities like, type of floor , electricity, kitchen, toilet, and bathing. However, 

accessibility for such services is inadequate or non- existent, eg, bathing. 

5.4 Expenditure on Household Durables 

The survey attempted to assess the impact of MSEs on households' accumulation of assets 

which may be expressed by expenditure made on household durables. This is because 

ownership of durable household assets is regarded as one of the most important indicators of 

improvement in households' welfare. As a result, the mean expenditure of EO and NO is 

indicated in Table 5. 10. Making comparison (using various statistical tests) between the two 

categories is impossib le because for EO the value is mean annual expenditure, whi le for NO it 

is over the last three months . 

Table 5.10 Average expenditure on househoiddurables 

ltem N Mean Std · Median Mode Std Min. Max. 
Error of Mean Deviation 

EO 26 189.6538 41.57603 · 110.0000 40.00 . 2 11.99697 10.00 970.00 
NO 5 55.0000 12.64911 · 50.0000 . 25.00 28.28427 25.00 100.00 
Total 31 167.9355 35.96300 10o.booo · 40.00 200.23352 10.00 970.00 

Source: Own survey. 2007 

The table, however, shows amount of expenditure made by the two categories of operators and 

it can be concluded that MSEs enabled"ihem tD make significant expenditure on household 

durables like, bed, radio, blanket, other clothes. In other words, operators of the two categories 

have made significant expenditure for procurement of personal assets . In addition, operators 

have owned in group all the production and marketing equipments. The implication here is 

that operators show increasing trend in acquirin~ various equipments which wi ll increase their 

asset creation thereby alleviate their poverty. 
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5.5 MSEs on Education 

Table 5.11 Average school expenses 

Item N Mean Std. Error Median Mode Std. Min. Max. 
of Mean Deviation 

EO I I 204.55 80.660 120.00 100.00 267.521 60.00 1000.00 
NO 17 11 7.35 9.862 110.00 100.00 40.663 55.00 200.00 
Total 28 151.61 32.385 11 5.00 100.00 171.367 55.00 1000.00 

Source: Own survey, 2007 

[t is common knowledge that in developing countries, Ethiopia included, that access to 

education by students coming from poor householqs is limited as compared to those coming 

from well to do families. [n other words, it is assumed that households with higher income 

leve l have more choices and broader opportunities for access to education. It is true that in 

Ethiopia, education from primary to general secondary (1-10 grades) is free from school fee, 

but they are not without cost to the fami ly. Purchil'se of stationery materials and the like need 

money for sending children to school. During the survey operators of MSEs under stud y were 

req uested to comment on expenditure made on sending children to schoo l. Table 5.11 

ind icates that the mean annual expenditure by households on education. Accord ingly, the 

mean value for EO was about 204 Birr, where!ls', for new operators was about 177 Birr, 

depending on the number of children · go ing ·to school. [n addition, there are also some 

operators who pursue their education using the income they generate from their enterpri se. 

Respondents were also requested about the number of children currently attending school. 

Hence, 24.3% indicated I child ; 13.5% 2 children aJ1d 1.4%, send 3 children to school (Annex 

ll , 9). [n addition, respondents were asked about perception of their expenditure on household 

members attending school currently. Accordingly, 9.2% decreased; 76.9% at the same leve l; 

and 13.8% responded that the ir access to education has been increased (Annex lI , 10). 

Therefore, about 86% responded thaI their iiwolvement in the MSEs has no impact on their 

access to education during the time of surveys, whi le about 14% witnessed an increasing trend 

in thei r access to education because of their ,invo lvement in MSEs. [n sum, it is not safe to 

conclude that income generated from MSEs has imp<\ct on the education of operators and their 

households, since the current expel;ditlln~ on ,education is generated from the money generated 
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from MSEs. This is partly because earl ier money expenditure made had probably been 

acquired from relati ves, friends, and the like, but now from the MSEs. In general impact of 

MSEs on education is best exp lained by the number of school age children currently attending 

school and the trend of school enrollment i.e., whether or not enrollment is improved rather 

than the money expended on students attending school. 

5.6 On Medica l Facil ities 

Income generated fro m MSEs is expected' to fac ilitate access of operators and their families to 

medical faci lities. Therefore, respondents were asked about their access to these fac ili ties. 

About 51(68 %) visited health institutions over the last 12 ri10nths while, the rest 24 (32%) did 

not visit. From those who have visited (including their househo ld members), 86.7% responded 

that the source of money for their access to n{edic~) faci lities was income generated from their 

MSEs; while about I 1%, 4.4% from household saving (not from MSE), and borrowing from 

fr iends, respectively (Annex II, ,I I ). Based' on the survey data, all those visi ted health 

institutions bel ieve that their access to Medical facil iti es in the last 12 and 3 months have been 

improved and feel that they have enjoyed better access to medical faci lities (Annex II , 12). In 

addition, Table 5.12 shows the meananl1L!al and monthly expenditure on medical facilities for 

experienced and new clients, respectively. 

Table 5,12 Average medica l expense 

Item N Mean Std. Error Median ' Mode ' .Std. Mi n. Max. 
of Mean Deviation 

EO 32 361.72 5558~ 270.00 200 314.449 45 1350 
NO 19 190.95 31. 194 .· 140.00 100 135 .973 40 460 
Total 5 1 298.10 38.326 2,00.00 . 200 273.704 40 1350 

SOllrce:OWI1 survey, 2007 

According to Table 5.12 the mean annu~1 expeliditure for EO was 361.72 Birr, while for NO 

was about 191 Birr, showing a statistical difference between the two categories . Therefore, it 

is possible to conclude that MSEs have improved access of operators to medical fac ilities 

owing to the fact that the source of mon,ey for about 89 % of the operators was income 

generated from their MSEs. 

:"' . . ' 
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5.7 MSEs on Averting Vulnerability 

In a broad sense, vulnerability refers to a state of being exposed to ri sk of any potentially 

harmful events. In other words, it is the possibility of becoming or remaining materially poor 

in the future. A person is poor simply because he/she. does not possess sufficient resources to 

ensure against all the risks whose possible consequences are deemed as soc ially intolerable, 

like dying of starvation (Cafiero and Vakis, 2006). Qilring the survey, therefore, operators of 

MSEs were asked about the state of vulnerability after they were engaged in micro and small 

enterpri ses. The questions were two: a) whether or, not there is risk of food shortage today than 

starting operation in MSEs; and b) whether there will be risk of unemployment and lack of 

income ever more than the last 12 months or tlu'ee months. 

From the total (75) operators, about, 1,4 (18.7%),of operators are uncertain about their food 

security status in the future; while 61 (81.3%) will not be vulnerable to food shortages because 

they are involved in MSEs (Almex II , 13). From the finding, therefore, few operators (18.7%) 

are not confident in the future in their enterprises regarding the income generated from MSEs 

in affording purchase of food. Similarly, frol11 EO category about (8) 17% feel that they will 

. be exposed to unemployment, thereby lack income to support their living. Contrary to this, 40 

(83%) are confident in getting employed and their income will not reduce (Annex 11 , 14). 

On the other hand, from NO category, ~bout 6 (21.4%) responded ri sk of food shortage in the 

future though they have MSEs; while about 22 (78.6%) responded that they will never fear 

lack of income, indicating they will not be exposed to food shortage in the future. However, 

the response for unemployment and lack of income in the future seems higher which is about 

12 (42.9 %); while (16) 57.1 % they will not .be exposed to lack of income as a result of 

unemployment (AlU1ex II , 15 and 16). 

It is possible to conclude, basing on the above statistics that MSEs can avert sense of 

insecurity towards harmful events like starvation ,and lack of unemployment! income. The 

percentage of exposure to risk of employment/income in the future is higher among NO 12 

(43%) than EO 8 (17%); indicating .experienced opel'ators have the confidence in their MSEs 
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in providing them with better income or employment. On the other hand, new operatars daubt 

abaut income and/emplayment generated from' their MSEs. In the area .of faad security, the 

risk .of expasure ta faad shartage seem similar,. but the risk samewhat lesser far experienced 

entrepreneurs. 17% in the EO indicated their daubt an MSEs, while 2 1 % in NO indicated risk 

.of facing faad shartage in the future . 

5.8 MSEs on Empowerment of Women Operators 

It is widely understaad bath in theoretical and empirical grounds that wamen have little 

cantrol aver decisian making pertaining ta econan;Jic, social, cultural and palitical matters 

aga inst their male partners, particularly in develapilig cauntries. Wamen are respansible far 

househald and family faad security, are hame managers, nurture their families especially 

chi ldren, the aged and the sick. WamelJ. have heavier wai'klaad burden campared ta men and 

perform all these tasks in the face .of multiple canstraints. Wamen canstitute majarity of the 

workfarce in certain sectars of theecanamy, but their business have alsa influences, in one 

way .or anather, the structure .of all .our ecan,omies. FoI' Scharling (2006), Gender inequality 

starts early and keeps wamen at a disadvantage.throughaut their lives; eg, girls are mare likely 

ta drop aut .of schaal and to receive I~s education than bays because of discrimination, 

educatian expenses, and hausehald duties. 

Gender inequalities have negative Implicatians'fardevelapment autcames and families well-
. , 

. being. Althaugh, empawerment o'f.wam~n have a multidimensianal issue tauching ecanamic, 

sacial , palitical , and cultural aspects, the study facused on ecanamic empawerment of wamen 

leadinglinfluencing perhaps other campanents .of empawerment of wamen. 

It is assumed, however, that inval"ement .of wamen in MSEs increases hausehold incame and 

give them self-esteem and canfidence thereby imprave hausehald status. In this study, as 

indicated earlier in this chapter, women entrepreneurs constitute abaut 25 (33%). And yet, twa 

MSEs (Sale .of Fruits and Vegetables, and Faod Production) are almost entirely run by wamen. 

Their assaciatian also helped them involve in various social affairs which improves their 

bargaining power in the face of ecanamic, sacial ; and ather matters .of their daily life. Hence 

this is an impartant encauragement for women entI:epreneurs involving in ecanomic affairs. 
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During the survey, married entrepreneurs were asked about their status of decision making in 

selling and producing various items and decision on the income they earn from their 

enterprises. This was to examine their decision making power in such affai rs. The fo llowing 

freq uency table shows the involvement of women in selling and expending earned income 

from their respective enterprises. 

Table 5.13 Decision on se lling/prod ucing ai,dhousehold 'expendi ture of the earned income 

W ho sell own products? 

Item Frequency Valid Percent 

Husband only 16 
Only wife 21 
Husband and 

wife equally 
Mostly husband 
Mostly wife 

Source: OWI1 survey. 2007 

43.2 % 
56.8 % 

Who spend the income you earned? 

Frequency Valid Percent 

21 

16 
I 

2.6 % 

55.3 % 

39.5 % 
2.6% 

Table 5. J 3 indicates, from among the l1,laiTied women about 57% of them involve in selling 

and producing various products in their respective el1terprises; while husbands constitute 

43 .2%. When it comes to deci sion on spending .on earned income, however, about 55% 

responded that they decide equally or by the consent of both husband and wife. However, 

about 40% of the respondents ' indicate that decision on the spending of household 

consumption is mostly done by husbands. The 'mostly husband' decision may seem difficult, 

but it means that sometimes women 'are able to decide on expenditure of household matters. 

And yet, 2.6% constitute entire decision of wife on household spending. 

Apart from the above frequency table . which . is attributed to entire married women 

entrepreneurs, to exp lain the statistical sij!;nificance of the impact of MSEs on empowerment 

of women, comparison has been made between those who have started MSE recently and 

those of the experienced one. The resuIis of the cross tabulations are presented below. 
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Table 5.14 Dec ision on producing and se lling prod ucts (Cross tab) 

Tem Husband only Only wife Total 
EO Count 10 8 18 

% within study groups 55 .6% 44.4% 100.0% 
% within who do you sel l ow", products 62.5% 38. 1% 48.6% 
% of Total 27.0% 38. 1% 48.6% 

NO Coullt 6 13 19 
% within control group 3 1.6% 68.4% 100.0% 

% within who do you se ll own products '37.5% 61.9% 51.4% 
% of Tota l 16.2% 35.1% 51.4% 

Source: Own survey, 2007 

Table 5. 14 shows cross tabulation between New Operators (control group) and Experienced 

Operators (EO) pertaining to' the production and selling'of items among married entrepreneurs. 

Hence about 37% of new operators are married men involved both in production and selling of 

products, while married women constitute about 62%. On the other hand, experienced 
. . 

producers constitute about 62% ar~ husbands, while women constitute 38%. The involvement 

of married women in selling and prodllcing diffel:entitems seems slightly higher for 

experienced operators with th'e value of about 38%; whereas for new operators the percentage 

is about 35%. 

To further investigate the stati stical. significanc.e of the involvement of women in selling and 

producing various items within ei1terprises, Chi-Square test has been employed and the result 

of the test is presented below. 

Table 5.15 Chi -Square Tests on Decision on se lli ng products ' 
. ' . ' 

Item Value df Asymp: Exact 
Sig. (2-sided) . Sig. (2-sided) 

Pearson Chi -Square 2.1656 I 0. 141 
Continu ity Correction' 1.298 I . 0 .255 
Likel ihood Ratio 2.186 . 0 .139 
Fisher's Exact Test 0 .191 
Linear-by-Linear 2. 107 ·· ' 0 .147 

Assoc iation 
N of Va lid Cases 37 
a. Computed only for a 2x2 table 
b. 0 cells ( .0%) have expected count less than 5. The minimum expected count is 7.78 
Source: Own survey, 2007 
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Based on the Chi-Square tests, in Table 5.15, there is no statistically significant difference at 

95% confidence level between the New Operators and Experienced Operators concerning the 

invo lvement of women in sell ing and ' producing marketable items. Hence advancement of 

time, while staying in the MSEs has no significant influence on the empowerment of women 

in selling and producing items. 

The study also tied to investigate the decision .on the spending of income earned from own . .. . ' 

enterprises by comparing the two categories (EO ' and NO) to explain the role of MSEs on the 

empowerment of women. Accordingly, cross tabulation has been employed and the result is 

presented below. 

Table 5, 16 Decision on spending income 'earned (Cross tab,) 

.Decision on spending ofEariled Income 
Husband · mostly husband & most ly Tota l 

on ly husband wife equa lly wife 
New Operators Count I 8 II 0 20 

% within study groups . 5.0% 40.0% 55.0% .0% 100.0% 
% withi n who decide 100.0% . 53.3% 52.4% .0% 52.6% 
on spending 
% of Total 2.6% 21.[% 28.9% .0% 52.6% 

Experi enced Count 0 7 [0 I [8 
Operators . 

% within study groBps. .0% 38.9% 55.6% 5.6% [00.0% 
% within who decide ' .0% 46.7% 47.6% [00.0% 47.4% 
on spending 
% of Tota l .0% .' 18.4% 26.3% 2.6% 47.4% 

Source: Own survey, 2007 

Table 5.16 shows decision on spending of incQme earned from enterprises. Within the New 

Operators 55% of currently married opei'aforsdecideequally .(with discussion) on spending of 
. , 

household matters; while the figut'e is 55.6% for Experienced Operators. Hence in the two 

groups the decision making power of women on spending matters of the income generated is 

almost equal. However, women in new enterprise decide on the household spending equally 

with their husbands than women in the experienced entrepreneurs. 

Apart from the above cross tabulation on decision niaking power of women entrepreneurs 

effo rts have been made to test the ~x istil;g ' differencebetween NO and EO using Chi-Square 
. ' . 

analysis so as to explain the role of MSEs on empowerment of women entrepreneurs. The 

following table shows the result of the Chi-Squai'e test. 
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Table 5.17 Chi·Square Tests on decision on earned income 

Item Va lue de Asymp. Sig. (2-sided) 

Pearson Ch i-Square 
Like lihood Ratio 
Linear-by-Linear Assoc iation 
N of Va lid Cases 

2.0 15' 
2.782 
-0.734 

38 

3 
3 

a. 4 ce ll s (50.0%) have expected coun t less lh~n 5. The minimum expected count is .47. 

Source: Own survey, 2007 

0.569 
0.427 
0.392 

Table 5.17 shows the Chi-Square tests result on the decision making power of women on their 

income earned from their MSEs. The result reveals that the existing di fference on the issue 

between NO and EO is not stati stically significant at 95% confidence level. 

Understanding the above cited statistjcal analys is on women empowerment begs caution. 

Although tests employed may show insignificance using 95% level of confidence for selling 

and producing and decision making on spendillg of households, thi s does not mean that MSEs 

have contributed nothing for economic .empowerment of women entrepreneurs. The most 

important reason for cautiously undei·standing tlie res~dt of the tests is the influence of culture 

in explaining women' s decisions, because they ·prefer their husbands to be decision makers. 

Husbands, on the other hand, are being ·considered bosses and major decision makers on 

household consumption expenditure and even invo lvenient of wives in MSEs. 

Generall y, in thi s part of the thesis efforts have made to examine the influence of group-based 

MSEs on all ev iating poverty of operators and their:households. The various statistical too ls 

employed show the existing relationship betweeij · EO. ·and ·NO categories in terms various 

types of poverty indicators. On top of that, dUl:ing FGD on poverty issues, operators pointed 

out the relevance of the enterpri ses in alleviating poverty, if not they entirely freed them from 

poverty. They have great hope thaI their invo lvement in MSEs will improve their li ving 

conditions more than what they have achieved now. In addition, they are plalming to diversify 

their income by developing various strategies whi le. they are in the MSEs. They are also 

planning to enhance their capacity and ~esort to other productive activities, such as buying 

cars, producing various materials marketable in the surrounding rural areas. Therefore, it is 

possible to conclude that engagement"of the poor in MSEs enhances the wellbeing of operators 

and develop their entrepreneurial skills. 
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In addition to the FGD with oper~tors , the researcher had a chance to interview the respective 

official of the Municipality on MSEs they organized. According to the Official , every 

necessary effort have been made and will be made to the extent that the MSEs become 

stronger, capable of developing their bargaining power in the market and production process 

thereby develop their MSEs. At presellt, they are exempted from tax of all types (sale tax , 

VAT, excise tax, etc), this is one of the many incentives the Municipality is making to them. 

94 



CHAPTER SIX: CONCLUSION AND RECOMMENDATIONS 

6.1. Conclusion 

Throughout thi s study, efforts have -been made to examine the influence of group-based 

MSEs in alleviating urban poverty iriNekemte city_ Moreover, the study tried to find out 

the characteri stics of enterpri ses from the point of view of nature and structure. It is 

indicated that MSEs are cons idered as major tools for involving the poor to employment 

opportunities, income generation thereby improve the .living condition of the operators. In 

add ition, MSEs can stimulate 10calecol1omic development through utilizing the local raw 

material, skill , market, business development' service, and instill the spirit of 

entrepreneurship (innovation), among others. However, this study has identified major 

problems affecting the performance of group-based MSEs and the immediate consequence 

on alleviating poverty in the sampled enterprises. 

The studied enterprises motivate the sludy 'ar~a; s economy through utilization of local 

resource, which reinforce backward linkages with local syppliers; create some tangible 

goods which add to the city's economic base, develop. the spirit of entrepreneurship; and 

group-based MSEs tap the opportunity of cooperation and competitiveness through the 

pri nc iple of social capital. Moreover, the major objecti-ve of this study, the sampled group

based MSEs create employment opportLinitie~ and iricome improvement for the skilled and 

unskilled people in the city who would have been neglected by large enterprises. 

The studied enterprises at present .have iillportant market· integration. However, the market 

they have now is strongly sl,lpport"ed by the Mlinicipality, which connected them as 

suppliers of various materials for Wollega University construction, and Nekemte 

condominium houses construction projeCt, and agricultural research institute, which all are 

consumers of what the MSEs produce. In addition, ihe MSEs were accessed to initial credit 

from microfinance institution in the study area. On top of that, they have got work premise 

and are exempted from taxes. 

Based on household leve l analysis of influence .of 'MSEs on poverty all eviation, the 

sampled group-based MSEs in Nekemte ~ity have .; hown an increasing trend in improving 
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the li ving conditions of operators. The poverty indicators used for the analysis are income, 

consumption expenditure on food , water, asset, housing, education, health, vulnerability, 

and empowerment of women entrepreneurs. Based on various stati sti cal tools (frequency, 

cross tabulations, mean, Chi -square, AN OVA, and T- tests) the study showed that there is 

statisticall y signifi cant vari ati on oetween EO and NO categories, fo r most of poverty 

indicators, witnessing the pos itive contributiol1 of MSEs in alleviating poverty of operators. 

However, major problems encountered :by the enterpri ses 1I1 poverty alleviation 1I1 this 

study are worth to mention. First the enterprises: the major problems identified by the 

survey are: lack of Business Development Service (BOS), which otherwise support the 

performance of the enterpri ses. Another problem is lack.of additional credit to expand the 

ex isting business . FU11hermore, stiff market .competition, particularl y for Leather and 

Leather Product entrepreneurs and Sale of Fruit and Vegetables is also highlighted. Unlike 

the rest of the enterprises, these two' are not connected with market opportunities. It is 

important to note here that compet ition at loca l level can be taken as a positive aspect so 

long as it boosts the innovati ve capacity of operators so that they come up with quality 

products. In addition, most of the 'studied entrepl'eneurs lack adequate infrastructure to 

support their activities . Among .others, Iack of storage facilities, water, electricity, adequate 

work premises and obsolete equipment were identifi ed. 

6.2. Recommendations 

Based on the majo r findings di scussed in t\lis study, 'a ,number of policy recommendations 

have been drawn with the view to improve the role ofMSEs in reducing urban poverty. It is 

hoped that the recommendations' wi ll have an important bearing on local economic 

development. 

.j... Marketing improvement effort fOr MSEs should focus on finding out what 

consumers want ; planning and developing pl:?ducts / services to sati sfy these 

wants; and determine the best way to price, promote, and distribute them. 

~ Market research is required SO 'aS IO have a clear vision of what the market will 

look like in the future: In developing' a vision of the market, Municipality 

should think about a longer-ternl perspective . To achieve sustainable market, 
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concerted effort$ need to be made so that the MSEs work with private actors 

who have market incentives to promulgate new and innovative ideas through 

research and development. 

i. Regarding payment delay for the produced products, efforts should be made by 

consumers to pay for pi'oducts assoor\ asthey are delivered. In this regard , the 

Municipality should playa fac ilitator role to enhance the bargaining power of 

MSEs in such matters. 

"- MSEs are the breeding grounds of 'indigenous entrepreneurs because of their 

low capital requirements, their use of indigenous raw materials and technologies 

as compared to large-scale enterprises. These special features, coupled with 

their labour intensity, enable them' to generate a lot of employment opportunities 

for the poor and unemployed pe.ople of the study area. Thus the Municipality of 

Nekemte City should continue"to support these enterprises especiall y in the 

provision of basic infrastructu re; : additional credit facilities, and market 

opportuni ties. 

l- To create an enabling environmelit f or MSEs at local level Government of the 

Sub City should provide· an enabling environment to faci li tate cooperation 

between different partners like NGO 's, entrepreneurs, training centers, Chamber 

of Commerce, Banks in enhimcing capacity building in such area as: training for 

MSEs, marketing, promotion of products', through trade fairs, information 

concernll1g business deve lopment services, credit schemes, informat ion 

concernll1g business analysis, ' market diagnostic, market deve lopment, and 

association building. 

l- Regarding Infrastructure , J he stlldy found out that most of the MSEs are 

working in an en~irorulleni wl;ere iiifrastructure and services are inadequate. 

Acute problems with regard to water, electricity, storage faci lities, and place of 
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promoting/advertising produces were identified. Therefore, the provIsions of 

such infrastructure are urgent and the concerned government bodies should 

alleviate such problems of the MSEs. 

L Business development service fac ilities should be made accessible to MSEs. 

Concerted efforts by private imd public sector should be made to realize this . 

.J.- Regard ing poverty, majority .of houses of the entrepreneur, as it is discussed in 

preceding chapter are relited ~lther from private owners or gandaa, hence they 

do not show ownership. Lack of their own house is mainly associated with lack 

of income that wi ll support the construction of their own houses. Therefore, 

operators should be enoouraged to expand so that their activities wou ld support 

their capacity to construct their own houses. 

cJ,.. As for women entrepr~net;rs , .it is as.sumed that one way of empowering women 

is to invo lve them in income generating activities . In the preceding chapter, 

efforts have been made to gauge the effectiveness ofMSEs on empowerment of 

women. Their involven1el1t should be supported in all activities aimed at 

improving their work premise, provision of infrastructure, fac ilitation of access 

to additional credit, sustainable market opportunities, and add itional training. 

L Research agenda for the fu ture: Poverty alleviation/reduction call s for an 

integrated approach touching various economic, social, environmental , and 

institutional factors. Hence, the writer believes that MSEs alone cannot all ev iate 

poverty or improve the welfare of operators. Therefore, searching for income 

diversification of the poo'i', in addition to MSEs could be one of the research 

agendas, 
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Annex I: Research Questionnaire 

Addis Ababa University 
Graduate and Research Programme 

Department of Regiona l and Local and Development Studies 

. Questionnaire 
Dear Respondent, 

This questiolU1aire has been designed t o examine .the influence of Micro and Small 

Enterprises (MSEs) in alleviating urban ·poverty ·and to identify and explain the existing 

. problems with regard to the performance of such enterprises in an effort to improve the 

living conditions of operators in Nekemte city". The iilformation you are go ing to provide 

will be used purely for academic purpose. Therefore, you are . kindly requested to give 
o 

genu me response. 

. General Information 

MSE Name/Type ...... .... ..... . Date ......... . 

Respondent No .... . .. .... . ..... . Time . ....... . ... . ...... ... . . 

Sub-city ............. . .......... . 

'Ganda' ........ . . .. ...... ........ . 

Part I. Household Composition anel Characteristics 

Name of the member Q.I.I QI.2.Rel Q-!;3. Q1.4. Q1.5. Ql.6.Ethni QI.7.Rel Q1.8. 
Sex atio" to Age Educ Marita city of igion Main 
M=] the head in ation I head of (Code E) Occupatio 
F=O of the years (Cod Status HH(Code n 

HH e 8) (Code D) (Code F) 
(Code A) . C) 

0 

107 



Code A 

(Relationship with 
HH head) 

I ~ father 
2~ mother 
3 ~ wife 
4~ s ister 
5~ son 
6~da ughter 

7~h usband 

8~brother 

9~ other, spec ify 

CodeD 
(Ethnic ity) 

. 1 ~ Oromo 
2~ Amh ara 
3~ T igrae 
4~ Gurage 
5~ shi nasha 
6~ other specify __ 

Code B 

(Ed ucation) 

I ~ never any schoo ling 
2~ traditi ona l (religious 
3~ literate (reading and writing 
4~primary & first cyc le incompl ete 
5~primary & first cyc le complete 

CodeC 

(Marital Sta tus) 

I ~ never married 
2~ married 
3 ~ widowed 
4~ divorced 

6~ primary & second cyc le incomplete 
7~ primary & second cyc le complete 
8~Genera l· secondary school incomplete 
9~ Genera l secondary schoo l completed 
I o~ preparatory incOln~lete 
II ~ preparatory comp l~te 

l2~ vocatio J1al/technicai 
13~co llege diploma 
1 4~first degree 
1 5~post gpdu ate .'. 

Code E 
(Religion) 
I~Orthodox 

2~ Prote"stant 
3~ Catho lic · . 
4~ Mus lim ' 
5~waqqefata 

6~ other specify_ 

CodeF 
(Main Occupation) 

I =employed 
2~own account worker 
3~ unpaid fa mily worker 
4= unemployed 
5= pensioner 
6= student 
7~ farmer 
8= self employed (Hand icraft) 
9~ trader 
10= dai ly laborer 
II = service prov ider 

Q1.9. The s ize of your household is: 

1 = 1 4= 4 .7= 7 
2= 2 5= 5 8= 8 
3= 3 6= 6 . 9=9 

10= 10 
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Ql.IO. What was your earlier occupation before you are a member (owner) of this 
enterpri se? 

1 =daily labourer 6=petty trader at home (preparing food and drink, etc) 
2= student 7= unemployed 
3= housewife 8= other, spec"ify ___ ----,-__ 
4= employee of private business 
5=housemaid 

Ql.ll. How do you evaluate your previous income and your income after the owner of this 
enterprise? . 

1= increased ' 4= other, specify_----,-__ _ 
2= decreased 
3= has no change 

Ql.12. What is!are the most important advantage(s) of working in group as the owner of 
enterpri se? (Provide your answer in order ,of decreasing) 

1 = creditworthiness, ____ _ 
2= helping one another in times of problems, eg, illness, tiredness, etc ___ _ 
3= feel secured _______ _ 
4= competition for better eal'ning among us,_' ____ _ 
5=other, specify ___ ____ _ 

Part II. SourceS of Household Income 

Q.2.1. What was the major SO\lrce of your household 's illcome for the last 12 Months? 
(Circle one or more) 

1 = Urban agriculture 
2= Relief 
3= Self-employment 
4= Others, specify _ _ __ _ 

Q. 2.2. If your answer for Q.2.1 is 1 (Urban agrieulture), what was the most important 
source of income? (Circle one or more). 

1 =cereal crop production 7= grass production 
2= cash crop production 8= rent out animal 
3= horticulture production ' , 9= share from land cultivated by others 
4= sale of animals! animal products' ' 
5= animal products 
6= tree farming 
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Q.2.3.[fyour answer fo r Q.2.I .is 2 (re li ef) , which one of these was most important? 
(Circle). 

I = food aid 
2= food for work programme 
3= cash for wo rk 

Q. 2.4.lf your answer for Q.2.1 is 3 (self-employed), which one is/are the most important 
ones? (Circle) 

I = petty trading (fruits and vegetables) 
2= food processing/production (, buuddeena' making, brewery, alcohol , cafteria etc) 
3= store keeping (shops) . 
4= selling of fire wood, charcoal, animal dung 
5= handicraft/blacksmith! metal work, wood work, etc. 
6= other, specify ________ _ 

Q.2.5. Your income over the last! 2 months has been: 
I = decreased 
2= increased 
3= at the same level 
4= don' t know 

Q.2.6. [f yo ur income has been decreas ing, what is/are the reason (s)? 
I = sickness of one or two household members 
2= poor (lower) market price 
3=low agricultural production 
4= lack of market because of other producers (competitors) 
5=other, specify ___ _ 

Q2.7. If your income has increased, what is the major reason (circle one)? 

I = access to market 
2=getj ob 
3= access to market and getting job 
4= able to buy 
5= undertake new business 
6= expand existing enterprise 
7= other specify ___ _ 

III. Information on Micro and Small Enterprises 

Q3.1. Which type of business do you own? 

1= Wood/furni ture works 
2= Textile works 

5= Cafeteri a service 
6= Sale .o(fruit and vegetables 
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3= Metal works 7= Gravel production 
4= Food production (buuddeena) 8= Leather and Leather products 

Q3.2. Year of establishment of your business, (E.C.) 

1 = 1995 
2= 1996 
3= 1997 
4= 1998 
5= 1999 

2= other, specify ___ --

Q3.3. Where is the location of your enterprise? 

1 = within home premise 
2= independent premise 
3= other, specify ____ ---------

Q3.4. What is the form of ownership of your enterprise? 

1= private 
2= partnership 
3= both private and with partnership' ' . 

Q3.5. Legal status of your business 

1= licensed 3= on pro~ess to be licensed 
2= not licensed 

Q3.6. Initial capital of yourenterprise (in Birr)" 

1 = 200-500 
2= 501-800 
3= 801-1000 
4= 1,001-1500 
5= 1,50 1-2000 
6= 2001-10,000 

7= 10;001-20,000 
8= 20,001-50,000 
9= 50,001-70,000 
10"' 70,001-100,000 

Q3.7.How much is your current capital? (Bin') 
" , 

1= 200- 500 
2= SO 1-800 

' 3= 801-1000 
4= 1001-1500 

, 5= 1501-2000 

6= 200 1- 10,000 
,7= 10, 001- 20, 000 
8= 20, 001- 50,000 
9= 50,001- 70, 000 
10= 70,001- 100,000 
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Q3.8.lnitial total number of employees in the enterpri se 
I = I 7= 7 13= 13 
2= 2 8= 8 14= 14 
3= 3 9=9 15= 15 
4= 4 10= 10 16= other, specify _ _ _ 
5= 5 11 = 11 
6= 6 12= 12 

Q3.9. Current number of employees of the enterprise: 

1= I 7=.7 13= 13 
2= ·2 8= 8 14 = 14 
3= 3 9=9 1 5~ 15 
4=4 10= 10 16= other, specify 
5= 5 I I = II 
6= 6 12= 12 

Q3.10. [fthe number of members/ employees of the enterprise have been decreasing, what 
is the most important reasol}? 

I = lack of profitability of the existing business 
2= disagreement with one or more member(s) of the group 
3= fea r of bank repayment .' . ' 
4- slarling indiv idual's profitable business 
5= death and illness 
6= other, specify _ _____ _ 

Q3.1 J. What is/are the possible and actual problems you face in your business? (Provide 
your answer in decreasing orde!) 

I = lack of capital---------------------~------
2= lack of credit fac ilities----:---C ,-"----"'-

3= lack of market-----,-----------: ---- -------, 
4= com peti ti on -------,-----------:--------- ---~ 
5= lack of raw materials-------c -------------

6= lack of machineries/ equipment-"'----:-
7= lack of managerial skills---:---------,·-, -
8= lack of skilled personneI'---------: -------
9= inadequate MunicipallNGO sllpport--, -- ' 

' " 

10= poor technology/ lack of improvement--:-----------
I I = lack of accounting (bookkeeping) system----------" 
12= other, specify _ _ __________ _ 
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Q3.12. In your opinion, how are the above cited problems of your micro-enterprise could 
be improved? 

Q3.13. What is the source of yOur initial capital for your busin~ss? (Provide your answer in 
decreasing order) . .. 

1 = own savings-----------------------------------~-·---
2= transfer from family---------·---------------~-------
3= credit from friends------------:------------- c.------

4= credit from Cooperative Bank of Oromiya------
5= other banks found in Nekemte--"----------------"~ 

Q3.14. How much is your average monthly gross income? (In Birr) 

1 = 10.0.-20.0. 
2= 20.1 - 30.0. 
3= 30.1-40.0. 
4= 40.1-50.0. 
5= 50.1-60.0. 

6~ 60.1 -70.0. · 
7=70.1-80.0. 
8=80.1- 90.0. 
9= 90.1-10.0.0. 

10.= 10.0.1-10.,0.0.0 
11 = other, specify_· _____ _ 

Q3.1S. What is the source of information for your market/business activities (media type) 

1 = from friends involve in similar business 
2= from business development service in the city 
3= from customers .. 
4= visiting markets and asking the·price of items. produced 

Q3.16. Did you receive training as to how you conduct your business? 
1= yes 0.= no 

Q3.17. How many hours do you spent in your business per day? 
1 = 1-5 
2= 6-12 
3= 12 
4= other specify ____ ~_ 

Q3.18. Does your enterprise have various compartments like, store, shop, studio, etc? 
I = yes 0.= no 
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Q3.19. Does your enterprise have basic infrastructure like: 

I = water only 
2= electricity only 
3= water and electricity 
4= nether of the two 

Q3.20. How much do you sale your produce per week? 

1 = 100 birr 
2= 101- 300 birr 
3= 301- 500 birr 

4= 501- 700 birr 
. 5= 701- 1000 birr 

6= other, specify ___ _ 

Q3.21. What is your enterprises net earning (profit) per weeki month? 

1 = 50- 100 birr 
2= 101- 300 birr 
3= 301- 500 birr 
4= 501- 1000 birr 

5= olher., specify _ ___ _ 

Q3.22. How do you share your income among the group? 
I = equall y 
2= based on performance in work 
3= sale our products individually and get our own share 
4= other, specify . 

Q3.23. Where did you receive skill/ training for your enterprise? 

I =learn from experienced member of the group 
2= learn from vocational school. 
3= the municipality train us before starting the business 
4= business training centers ·in the town 
5= no training received 
6= other, specify _ ____ _ _ 

Q3.24. Does your enterpri se have any accounting system in which the enterprise registers 
all financial aspects of your assQciation? 

I = yes 0= no 

Q3.25. How do you payback the· money your enterprise bon:owed from Cooperative Bank 
of Oromiya? . . 
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Q3.26. Where do you get raw materials/ inputs for your enterprise? 

I = local market (purchase) 4= local areas (no purchase) 
2= regional capital (purchase) 
3= national market (Addis Ababa) (Purchase) 

IV. 'Financial and Physical Security' 

Q4.1. What is the source of your finance in times of shortage of finance? 
(Rank in decreasing order) 

I = loan from saving and credit groups in the community------
2= own savings (private) ------------
3=borrow from friends'-------------
4= from micro-finance institutions-------------
5= credit from private business 
6= other, specify _____ ~ 

Q4.2. Are you a member of tradiiional financ ial institutions like 'Jqub '? 

1= yes O=no 

Q4.3. If your answer fo r Q4,7 is I(yes), for what pUl:pose you have been using the money? 
(rank in decreasing order) , 

I = business start ups------------'----------
2= business expansion------------------"--

, 3= purchase ofhollsehold durahles-,----, 
4= purchase of food items------,-----:----
5= child education--------~-- - - "- ----------

6= health expenses------------"--,--------'--
7= purchase of clothe------------:-----------

Q4.4.Did you encounter any' theft of your mOliey or asset in the past 12 months? 
, ' 

I=yes 

Q4.5. If your answer for Q4.4 is no (0), how did you protect theft in your community? 

I =tlu'ough village and neighborhood watch committees 
2= local po lice 
3=1 can defend my self 
4= watchman 
5=others, specify ___ ~_~-~-__,_--
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v. Information 'on market place improvement 
(for business creation) 

Q5.1.Did you make any improvement to your marketing place house in the past 12 
Months? 

I =yes O=no 

Q5.2.If yo ur answer for Q5, I ,is yes (l), What type of improvement you undergone? 

I =improving the design of set{lement by creating space for basic services (for tap 
water, electricity, etc) and marketing activities. 

2= improving homesteads and housing quality 
3= simple amendment of place of market I place of production 
4= other, specify _ _______ -,,-__ _ 

Q5.3. What was the major purpose of such improvement? 
I = so as to allow home based economic activities? 
2= commercial redevelopment of ceniral.location of own business 
3= to allow my house nlore rooms for household members' 
4= others, specify ______ .,---_______ ____ _ 

Q5.4. Was there any infrastructural development (roads, market expansion. electricity, etc) 
by Municipality or Non- Governmental Organization in the past 5 years? . . 

I=yes O=no 
Q5.5. If yoll r answer for Q5.4. is yes, whafis the specific purposeof sllch infrastructure for 

yo ur enterprise? Explain . 

Q5.6.Did YOll invo lve in any partic ipatory plmming and implementation for settlement lIP-
. grad ing? . 

1 = yes O=no 

Q5.7. How do YOll involve in the development ofyollr localeconomy? 

I = being as a consumer offooo and' non-food it<;ms 
2= being as owner of micro-enterprise (producer and employer) 
3= being worker/employee 
4= other, specify __________ -,.. _________ _ 
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VI. Information on Savings 
.,. 

Q6.1.Do you save? 
1 = yes 0= no 

Q6.2. If your answer for Q6.1 is yes (1), what type of saving is it? 
1 = compulsory 
2= vo luntary 
3= both compulsory and voluntary i 
4= other, specify ________ ----'-____ _ 

Q6.3. What was the amount of your first saving? ______ __ Birr. 

Q6.4 What is the amount of your current saving? Birr. 

Q6.S What is your source of money for saving? (Circle one or more) 

1 = From business (micro and small enterprise) 
2= Borrowed from friencis!money.lenders/.relatives 
3= Income from employment 
4= Other, specify _________ _ 

Q6.6. Where do you save? (Circle one or more) 

1 = In micro finance institution 
2= 'Iqub ' , 
3= Cooperative Bank ofOromiya . 
4= At home (under the roof, safe box) 
5= With friends! relatives 
6= In the form of durable materials 
7= Lending to others with higher. interest {'arata J 
8= Others, specify __ ~ _ _ __ --~--'----

Q6.7. For what purpose you have been saving? 

1 = Loan repayment 
2= To undertake a new business (to expand the existing business) 
3= For safety purpose (protection ·from theft or damage) , 
4= Old age use '. . 
5= Ceremonial service (wedding, holidays) 
6= To earn interest 
7= To buy machineries, animals or basic items 
8= Other, specify _ __ ~.:.--------_, 

.. 
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Part VII. Household Expenditure and coping strategies over the 
. last 12 months 

Q7.1. Total school expenses over the last 12' months, _____ Birr. 

Q7.2. Medical expenses over the last 12 months Birr. 
Q7.3.Ceremonial expense (wedding, dowry, fune ral, dc) over the last 12 months 

Birr. 
-=-=--:-=-:-
Q7.4. Clothing expenses over the last 12 months Birr. 
Q7.5. Purchase of household durables over the last 12 months Birr. 
Q7.6. Purchase of houses/maintenance1expansion over the last 12 . 

months Birr. 

. Q7.7.1s your household buys staple food? 

1= yes O=No 
Q7.8. [fyour answer for Q7.7 is 1 (yes), give some estimate of how much your household . ~u~n . . .. . 

1 = little 
2= substantial « 50% 'of consumpiion) 
3= much (>50% of consumption). 
4= don't know 

Q7.9. Your household 's total food expenditure per months ____ Birr. 

Q7.10. Did the household experience food shortage over the last 12 months? 

1= yes O=no 

Q7.11.If your answer for Q5.1 O' is '1 (yes),what strategies did the household adopt to 
minimize the impact offood shortages? 

I = cut down number of meals 
2= cut down amount of food for each meill 
3= borrowed from relatives 
4= looked for paid work 
5= gathering wild plants/small animals 
6= looked for food aid 
7= begging 
8= migration 
9=loan from money lender 
10= se lling of livestock 
II = sale of household dura.bles . • 
12= sending children to labour market 
13= selling of wood, charcoal, anitnal dung, etc 
14= others, Specify ______ ----
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Information on Non-income Poverty 

Part VIII. Information on Housing 
Q8.1.Type of Ownership the house in which you and your family member are living: 

(circle your choice) 

1 = owned (private) 04= rented from kebele house owners 
2= rented from the kebele 5"". squatter, rent free without permission 

6= 'debal' 3= rented from private owner 
7= other, specify ___ _ 

Q8.2. If your house is rental , how much you have been paying ______ _ 
Q8.3. Do you get adequate service from the house you rented? 

1= yes 0= no 

Q8.4. If you and your family have faced problems in your rented house, would you 
explain ______ ~__._: ____ --.-:~-------------

Q8.S. If you have been getting adequate services from fhe house you rented, what are 
those positive aspects which make the house and owner of the house comfortable? 

Q8.6.How many rooms does your house have? 

1= 1 room 
2= 2 rooms 

3:::: 3 rooms 
4= 4 rOoms 
5= more than·4 rooms· . 

Q8.7. Wall type of your house: 

I= mud 
2= wood 
3= mud and wood 
4= bricks 
5= stone 
6= wood and mud 

7= wood and thatch 
8= reed and bamboo 
9= blocket 
10= others, specify __ ~_ 

Q8.8.Construction material for floor · 

1 = earth 
2= cement 

3= wood 
4= plastic tile 

. 5= other, spedfy_~ __ 

Q8.9.Material from which the roof is made: 
1 = corrugated sheets 5= concrete 
2= plastic 6= others, specify ___ _ 
3= reed/bamboo 
4= thatch/dried straw 
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Q8.10.Construction material for ceiling: 

I = has no ceiling 
2=fabrics 
3 = chip wood/hard board 
4= wooden 
5= concrete 
6= others , specify ___ ~---_ 

Access to basic hOl/sing services 

Q8.11. Supply of drinking water 

1 = tap inside the house 
2= tap in the compound (shared) 
3= tap in compound (Private) 

Q8.12. Did you buy water? 
1= yes 0= no .· 

4=outside compound (shared tap) 
5= outside compound (public tap) 
6= unprotected water source (well, spring, river, etc) 
7= other, specify ____ _ 

Q8.13. [f your answer for Q8.12 yes (I); how much was your expense for buying water 
per month? . Birr 

Q8.14. Would you explain problems you or member ofYQur household faced in getting 
access to water. ? 

Q8.15. Main source of light 
1= electricity (meter private) 
2= electrici ty (meter shared) 
3= kerosene lamp 
4= others, specify _____ ~~--

Q8.16. Kitchen 

1 = I have no kitchen 
2= shared kitchen (traditional Kitchen) 
3= shared kitchen (modern) 
4= private kitchen (modern) 
5= private kitchen (traditional kitchen) 
6= other, specify _______ ~ __ _ 
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Q8.17. Toilet 
I = no toilet 
2= shared (pit) 
3= flush (shared) 

Q8.18. Bathing facility 
1= none 
2= shower (private) 
3= bathtub (pri vate) 

4= private (pit) 
5= other, specify ____ _ 

4= shower (shared) 
5=bathtub (shared) 
6= others, specify ____ _ 

Q8.19. Would you explain problems faced in connection with those basic services: toilet, 
kitchen, bathing and how you overcome such problems ___________ _ 

IX. Information onVulnerability 
Q9.1. Did the household ever experienced food shortage? 

1= yes O=no 

Q9.2. If yo ur answer for Q9.I.is yes (I), liow many meals .·did you eat per day at the 
worst time of most recent food shortage? . 

I = three times 
2= two times 
3= one time 
4= no regular meal time 

Q9.3. Did you sell any of your most valued possessions in the worst year? (For example, 
jewelry, furniture, etc) . . 

0= no 1= yes 2~ I don ' t want to tell 

Q9.4 . Has the household received food aid in times offood shortages? 

0= no 1= yes 2=1 don' t wantto tell 

Q9.5. Do you feel that for your household , there is more or less risk offood shortage today 
than there was in the past 12.ll1onths? 
1= yes 
O=no 

Q9.6. Did your household membermigt'ate at the worst period? 

1= yes O=no 
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Q9.7. Were you unemployed over the last 12 months? 

1= yes 0= no 

Q9.8 . Did your income decreased over the last 12 months? 
I = yes 0= no 

Q9.9. Do unemployment and lack of income affect. you or your fami ly ever more than the 
previous 12 months?' . 
I = yes 0= 11.0 

Part X. Information on Access to Education 

Q 1 0.1. How many children in your household are school age children (5-17)? --,-----:-_ 
QIO.2.How many of these chi ldren currelftl y attended school? (Total No in a school) __ . 

QIO.3. The number of your family attending school for last twelve months: 

I = decreased 
2= stayed the same 
3= increased 

QIO.4. [fyour answer for QIOJ is decreased (lj, what is the reason for so? 

I = lack of income for school tuition 
2= lack of access to school in the area 
3= lack of interest to attend school 
4= needed fo r help in the business activity 
5= needed fo r help in non- business acti vity 
6= others, specify __________ _ 

QIO.S. [fyour answer for QIOJ. is increased (3), what is the reason for so? 

1 = access to new school building in the surrounding 
2= income improvement in the household 
3= increase in the awareness of the household towards.education 
4= others, specify_· ____ --_--___ ~-----

QIO.6. what is your average educational expense per year for the household per year? 
(amount in BiIT) __ -_:---,--:--'-'...--

Q 10. 7.How does the amount YOtl1' household spent on school and school expenses for thi s 
current school year compared with the amount you spent in the last academic year. 
Did the amount . 
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1 = decreased 
2= stayed the same 
3= increased 

Part XI. Information on Health 

Ql1.1.During the last 12 months, was there any occasion in which you or a member of 
your family needed medical attention? 

1= yes 0= no 

Q112. If your answer for Qll.l.'is yes(I), provide your answer in the following box/tick 
your answer 

yes no 

1 Adequate health service/well staffed 
2 Avai lability of drugs 
, 

There are adequate extension health works' ~ 

Q 11.3. Where did you get the money to pay for these medical costs? 

1 = business profit 
2= from household saving 
3=business profit and household savi·ng 
4= borrowed from friends 
5= loan 
6= other, specify _ ____________ ~-----

Ql1.4.What was the average household medical expenditure for the last 12 months? 
(Amount in Birr), ______ __ _ 

Ql1.S.Do you think your access to Im:dical faci lities' in the last 12 months improved? 

· 
1= yes O=no · 

Ql1.6.1f your answer for Q 11.4 is I (yes), what is/are the major reason(s)? 

I = profit from own business 
2= access to money from community organization 
3= borrowed from a friend 
4= sold household asset 
5= others, specify _______ ~ _____________ _ 

Ql1.7.In the past 12 Months was any ill or injured member of the household not taken 
for medical attention or treatment because of the household lacked the money to 
pay for it? 

I = yes 0", no 
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Part XII. Information on Empowerment 
.' . ' 

Q12.1. Is anyone in your family a member of any association?' 
1= yes O=no 

Q12.2.lfyour answer for the above question is yes, he/she belongs to: 

I = council 
2= youth association 
3= women association 
4= trade association 
5= cooperative associations 
6= other, specify __ ~ ___ ~~ _ _ ___ _ 

Q12.3. (only for married and live together) ,. Who have the power in the house hold? 

I = husband only 
2= mostl y husband 
3= husband and wife equally 

, 4= mostly wife 
5= only wife 

Q 12.4.How to spend the income YOl; liave earned? 

I = husband only 
2= mostl y husband 
3= husband and wife equally 

, 4= mostly wife ' 
5= only wife 

Q12.6.How you sell own products? 

I = husband only 
2= mostly husband 
3= husband and wife equall y 
4= mostl y wife 
5= only wife 

: 
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Interview Guide 
I. To officials in the Municipality 

Ql. When was the Municipality established? 

Q2. Has it gone tlu'ough different structural reforms? What changes are made in its internal 

organization? What does the currellt restructuring program brought about? Could 

you briefly describe the in\ernal organizational structure of the Municipality? 

Q3. How is the hierarchical relationship upward with the 'zonal' and 'regional' structure 

and downward to 'kebele ' and ' sub-kebele ' administrative structure? 

Q4. What is the role kebeles their duti es and responsibilities? How does the Municipality 

works with them? Is there a ~lear power i'elatio~ship? 

Q5. Could you briefly describe 'the internal organizational structure of the Municipality that 

is in use currently? 

Q6. How is the hierarchical reiationship with sector bureaus? Does the Municipality have 

desk for sector activities? FOI: whom,are. tilese sect~r bureaus accountable to? Does 

the Municipal government works closely with these sector bureaus to address the 

needs of the communi'ty? 

Q7. Do yo u get budget subsidy from the regional state? If so what is the amount and how is 

the budget appropriate? 

Q8. What is the source of revenue for the Municipality? How' is the local government 

capacity to administer taxes? What efforts ai'e being made to diversify the tax base 

of the locality? 

Q9. Are there industries and enterpriseS il\ the town that directly do not pay tax to the local 

municipal government? What are tlreseenterpriseS? 

QI0. Is it possible for the local government to formulate tax laws and also determine tax 

rates within their own jurisdiction? ' If not, why? 

Ql1. How is revenue expenditure 'conducted? Do you 'have procedures and rules? 

Q12. Does the revenue generated by the Municipality cover the required expenditure? If 

not how is the deficit recovered? 

Q13. For what purpose does the higher ' prop0!1iorL of the Municipality's revenue IS 

expended? 
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Q14. Does the Municipality have· fu nd development activities froin its own revenue? What 

efforts does the Municipality conduct to bring about development to the town? In 

which type of development activity is the Municipality engaged? What constraints 

do they have? 

Q15. Does the Municipality participate the community, NGOs, private small and medium 

business enterprises, investors,. social oi"ganizations and other development actors 

in the development of the town and decision making process? 

Q16. How income generatio"n of the. community encouraged or supported by the 

Municipality? What problems and opportunities identified in such effort so far? 

Q17. Does the Municipality have recognized written rights and duties given by the regional 

state or other higher body to exercise its authority? The federal and regional 

constitution does not mention of Municipal government, and then is there a legal 

instrument or registration given to Municipality to administer the town? 

Q18. Does the Municipality has 11 discretion and full autonomy in decision making 

concerning budget appropr'iation, development initiative taking place, revenue 

generation and planning without the need for approval and consultation of higher 

government bodies? 

* Would you elaborate this with the current decentralization process and power devolution 

given to the local governments. 

Q19. What services does your office deliver to the town with the view to address urban 

poverty alleviation? What consti'aints did ybU' identify in the service delivery? What 

does the human capital and financial capacity · looks ·like. Are there private 

organizations involved in such activities? 

Q20. Is the Municipality of the town involved in housing unit construction, and settlement 

up-grading activities? What achievements are made? How does your office planned 

to address the poor communities in the town? Are there other collaborating NGOs 

who are involved in such activities? How does your office prepared to recognize the 

role of housing and settlement up-grading for the development of home-based 

economic activities? 
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Q21. Is there a restriction on maximum project cost amount that municipalities should 

undertake? If so, why? Has any problem occurred due to this restriction especially 

in the area of basic service delivery? 

Q22. How do you see the economic development of the town? What problems exist? What 

potentia ls does it have for developrm!nt and/or eradication of urban poverty? Is 

there a natural resource endowment in the town and its periphery that can be put 

into use for economic developinent? What cultu,al taboos, faith, beliefs and work 

habits including gender issues ex ist that affects the flouri shing of socio-economic 

activities of the town? 

Q21. What investment potential s are there which will involve the communities in the town? 
. . . 

What promotions are so far -done? What" i:licentives are there? . . 

Q22. Do you have urban agriculture in the town? If there is, how is it institutionalized? 

How the Municipality does regulate the. activity? Does it have a policy support? 

Q23. What does the urban-rural linkage looks like? How does it support the urban 

economic development ofNekemte? . 

Q24. How is election of executi ve committee and other Muilicipal government officials 

including the Mayor ar~ undertaken? What procedures does it fo llow in the 

elections for zonal administrations" If not, why? How does kebele officials 

assigned? 

Q25. It is known that Nekeil1te has been capital of East. Wollega Zone for long years, but 

currently, another zonal ~entet 'is in place at Shamboo-zonal center of Horo Guduru 

Wollega. So, what advantages does thi s shift have in easing burden for Nekemte 

town and promoting local economic development? Or what disadvantage does this 

shift have against the development of the town? 

Q26. To what extent is the civil service reform applied in the Municipality? Is there any 

attempt to tackle bureaucratic bottlenecks for efficient and faire customer service 

delivery and transparency? 

' ., 
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Interview G,uide 

II. To MSE Organizing Unit of the Municipality 

Q1. What are the objectives offormiilg group-based MSEs in the town? 

Q2. What criteria were used to organize MSEs in Nekemte Town? 

Q3. What type of support did your office l11ade for group-based MSEs? 

Q4. What are the major problems the MSEs face? 

Q5. What progress your organiz~tio'~ls acknowledge abouttile MSEs in the town? 

Q6. How your organization define poverty 'and what strategies should be adopted to 

alleviate it? 

Q7. Does the MSE pay tax for the mllnicipality? Why? 

Q8. What are the future plans of your office::towards gl:olipcbased MSEs? 

Q9. Would you describe your future plan in an effort to improve'the living conditions of 

additional community membej's in the town through MSEs? 

QI0. How do you explain your staffquality(education) and quantity (size)? Do you notice 

any unnecessary bureaucratic chain which hinders your service to your clients? 

Ql1. How do you explain the over~ll contribution of your organization for community 

economic developmennhereby ~ommtinity members alleviate their poverty and 

contribute for economic development ofNekemte town? 

III. Focus Group Discussion (FGD) Guide Questions for Community 
Members 

Q1. What is poverty for the group? (Discuss and give'relevant examples in your life overall 
" .; 

issues surrounding poverty), 

Q2.Discuss about the situation of your income, employment: situation before and after you 

is a member of this enterprise? 

Q3. What are the benefits and drawbacks 6fbeing working in group? 

Q4.How do you describe the relationship between income increase, getting self-employed 

and poverty alleviation? 

Q5. What do you expect from the Municipality? Be it in expanding your business, getting 

access to micro-finance institution, legality of your business, marketing issues, and 

access to basic needs, 
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Q6. What does your communiiy contribute to the economic development of the town or 

neighborhoods? How you are planning to incorporate other poor people and 

improve their living condition? 

Q7. Do you continue being the member of this enterprise? Why? 
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Annex II: Tables of Descriptive Statistics 

I H Id S (U d) ouse 10 lze ngroupe 
Item Frequency Percent 
I 34 45.3 
2 II 14.7 
3 10 13.3 
4 10 13.3 
5 6 8.0 
6 4 ' 5.3 
Total 75 100 

2 S W k' C . I ource or 1I1g aplta 
Sources of Working Capital .Frequency(No. of Percent 

, Enterprises) 
. Loan from sav ing & credit groups in th~ community . 

.. 
2 2S.0 

Own savings (private) 3 37.S 
Borrow from friends 4 SO.O 
From micro finance institutions 2 2S.0 
credit from private business 4 . . SO.O 

3. P laces of sav ing 

Item Frequency Percent Valid Percent Cumulative Percent 
Uqqubi 1 ' 1.3 . 12.5 12.S 

OCSSCO 7 9.3 87.S 100.0 
Total 8 10.7 .. 100.0 

Source of money for saving 

Item Frequency(No( of Enterpri ses) Percent 
source of money for saving 8 100.0 

4. Sources of Training 

Sou rces ofTrainin" ' . . 'Frequency Percellt 
Skill s learned fro m experienced members . 25 33.3 
Skills learned from vocat ional schools 22 29.3 
Skills learned from municipality b/f sialti lig the business 70 93.3 
Skil ls from business training centers in the town 0 0 
From Pri vate employers . 10 13.3 
No trainin o rece ived at all 15 20 

. :. 
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5. Average Gross Monthly Income (Total respondents) 

Amount in birr ; Freq uen.cy Percent 
100.00 13 17.3 
15 0.00 15 '. 20.0 
200.00 I 1.3 
250.00 7 9.3 
300.00 I 1.3 
350.00 7 9.3 
400.00 3 4.0 
450.00 II 14.7 
500.00 I ' 1.3 
550.00 I 1.3 

. 600.00 15 20.0 
Tota l 75 100.0 

6 A II' verage gross mont 1 y Il1come 
Item N Mean Med ian Std. Deviation Min . Max. 
Control Group 28 126.7857 150.0000 25.39373 100.00 150.00 
Study Group 48 444.6809 450.0000 ' . 1'31 .14630 200.00 600.00 

7T ype 0 f h' f h I owners lp 0 t e lOuse 
Item ': "F <;equency Percent Va lid C umulative .. .. 

Percent P ercent . ,. , 
OWlled(private) .' I I .14.7 14.7 14.7 
Rented from the 'Randa ' 15 20:0 20.0 34.7 
Rented from private owner 43 57.3 57.3 92.0 
' Deba l' 6 8.0 8.0 100.0 
Total , 75 100.0 . 100.0 

8 D d o you get a equate servIce f h h rom! e ouse you rente d? 

Item Fl'equency Percent 

yes 24 35.3 
no 

" 

44 64.7 . . 

Total 68 100.0 , 

9 How many of this chi ldren cUITelit ly attend ing scho~l ? 
Number of Freq uency ·Percent Va lid Percent Cumu lative Percent 
Child ren : 

0 45 60.0 60:8 . 6b.8 
I 18 24.0 24.3 85.1 
2 10 13.3 . 13.5 .. . 98 .6 

3 2 2.6 . 1.4 100.0 
Tota l 75 98.7 100.0 

. . 

: ~ . 

. . 
, '. 4 
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10 T1 b f le num er 0 fi '1 your amI d' .allen Ing sc 100 
Item Frequen~ '. Percent Valid Percent Cumulati ve Percent 

Decreased 6 8.0 9.2 9.2 
Stayed the same 50 66.7 76.9 86.2 

Increased 9 12.0 13.8 100.0 
Tota l 65 86.7 100.0 

11 Md' 1 E e Ica fi fl xpenses : pro It rom own b . uSlness as major reason 
Frequency Percent Valid Cumulative Percent 

Percent 
yes 40 53'.3 88.9 88.9 
no 5 6.7 1 I. 1 100.0 

Total 45 60.0 100.0 

12. Do you think your access to medical faci lities improved?(Total) 
Item Frequency Percent Valid Percent Cumul<)tive' Percent 
yes 5 1 60.0 100.0 . 100.0 

System 24 40.0 
75 100.0 

13. Do you feel that that yo ur household, there is more or less risk of food shortage today 
tl tl . tl 12 th ? (F EO) lan lere was 111 le past 1110n s. or 
Item Frequency . Percent. Valid Percent Cumulative Percent 

yes 8 17.0 17.0 . .. 17.0 
no 40 83.0 83.0 100.0 
Total 48 100.0 100.0 

14. Do unemployment and lack of income affect you or your family ever more than the 
pervIous 12 h ? (F EO) . mont s. or 
Item Frequency Percent Valid Percent Cumulative Percent 
yes 8 17:0 17,0 17.0 
no 39 83.0 . 83.0 .100.0 
Total 47 100.0 100.0 

15 . Do you feel that that your household, there is mOl'e or less ri sk of food shortage today 
I I . I 12 h ? (F NO) t lal1 t lere was In t le past mont s. or ' 

Item Frequency Percent Valid' Percent Cumulative 
Percent 

yes 6 2 1.4 21.4 21.4 
no 22 78.6 78.6 100.0 
Total 28 100.0 100.0 

, . 
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16. Do unemployment and lack of income affect you or your famil y ever more than the 
. pervious 12 months? (For NO) 

Item Frequency Percent · Valid Percent Cumulative Percent 

yes 12 42.9 . 42.9 42.9 
no 16 57.1 57.1 100.0 

Tota l 28 100.0 100.0 

Additional ' 

Expenditure of household durables (]'2 and 3 Months) 

Amount in Freq uency Percent Va lid Percent Cum ulative Percent 
Birr 
.00 30 40.0 49.2 49.2 

10.00 1 1.3 1.6 50.8 
25.00 2 2.7 3.3 54. 1 
40.00 4 5.3 6.6 . 60.7 
45.00 I 1.3 1.6 62.3 
50.00 2 2.7 3.3 65.6 
51.00 1 1.3 1.6 67.2 
60.00 3 4.0 4.9 72.1 
80.00 I 1.3 1.6 73.8 
100.00 3 4.0 . 4.9 78.7 
120.00 I 1.3 1.6 80.3 

. 130.00 I 1.3 1.6 82.0 
180.00 1 1.3 1.6 83.6 
200.00 2 2.7 3.3 86.9 
230.00 I 1.3 1.6 88.5 
250.00 2 2.7 :. 3.3 91.8 
300.00 I 1.3 -1.6 93.4 
400.00 I 1.3 1:6 95 .1 
500.00 2 2.7 3.3 98.4 
970.00 I 1.3 1.6 100.0 
Total 61 81.3 . 100.0 

System 14 18.7 
75 100.0 
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. Average Monthly Food Expenditure (total) 

Amount Birr Frequency Percellt Va lid Percent Cumulati ve Percent 
50.00 I 1.3 1.3 1.3 
100.00 3 4.0 4.0 5.3 
150.00 2 2.7 2.7 8.0 
160.00 I . 1. 3 1.3 9.3 
180.00 2 2.7 2.7 12.0 
200.00 6 8.0 8.0 20 .0 
240.00 2 2.7 2.7 22.7 
250.00 4 5.3 5.3 · 28.0 
260.00 I 1.3 1.3 29.3 
270.00 I 1.3 1.3 30.7 
280.00 3 4.0 4.0' 34.7 
300.00 13 17.3 17.3 52.0 
350.00 6 8.0 8.0 60.0 
360.00 I 1.3 1.3 61.3 
370.00 I L3 1.3 62.7 
375.00 I 1 3 1.3 64 .0 
380.00 I i.3 1.3 65.3 
390.00 I 1.3 1.3 66.7 
400.00 10 13.3 13.3. 80.0 
450.00 6 8.0 8.0 88.0 
480.00 I 1.3 . 1.3 89.3 
500.00 2 2.7 2.7 92.0 
600.00 3 4.0 4.0 96.0 
645 .00 I U ' -1.3 97.3 
650.00 I 1.3 1.3 98.7 
760.00 I J':3 1.3 100.0 
Total 75 100.0 100.0 

12. Do unemployment & lack of income affect.you or your family ever more than the 
pervious 12 or 3 months? (Total) . 

' . 

Item Frequency Percent Valid Percent C umulative 
Percent 

yes 20 26.7 26.7 26.7 
no 55 73.3 73.3 100.0 
Total 75 100.0 . 100.0 

'. 
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