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Abstract 

The roles of micro and small enterprises (MSEs) to the overall economic development have got the 

attention of pol icy makers, international organizations, NGOs and researchers as well as practitioners 

In recent days, In Ethiopia the role of MSEs in employment creation , economic growth and poverty 

alleviation as opposed to being viewed as marginal and unproductive, as well as tax evader has 

received the recognition it deserves, as explicitly stated in the MSEs development program of the 

country, The government has designed at a national level MSEs development program by the year 

2005 under its Urban Industrial Development Package, The general objective of the program is to 

design a clear and organized program that can foster the involvement of MSEs in urban development 

as well as to augment the role of the sector in reducing urban poverty and unemployment The 

program has a specific objective of creating 80% & 20% permanent and temporary employment 

opportunit ies and thereby to reduce urban poverty by the year 2009 in the country Provisions of 

credit. working premise, and training as well as creation of market linkage are devised as strategic 

tools to achieve the desired objectives, Although the program has been implemented since 2005 its 

performance is not assessed yet consequently , this study assess the impact of the program In 

reducing urban poverty In the case of Gulelle sub city of Addis Ababa mainly , on operators who 

engaged in the construction and textile & garment sub sectors , The study is designed based on 

before and after method of impact assessment without a control group, 133 sample operators who are 

organ ized under cooperative form of business organization are drawn out of 450 operators working in 

the two sub secto rs using probability sampling method, For triangulation purpose primary data were 

ga thered using different techniques, The findings of the study reveal that although there is a disparity 

In operators' income, it is improved after the establishment of the cooperatives , Thus , the number of 

poor operators , who were living below the absolute poverty line decreased after the implementation of 

the program in the study area But, improvement in income could not improve the overall living 

standard of the operators , Therefore , to make the two sub sectors growth oriented , competitive and 

sustainable appropriate areas of intervention are required in boosting institutional frameworks both on 

the supply and demand sides of the two sub sectors in the study area, 

Key Words: M SEs, permanent employment opportu nity, temporary employment opportun ity, 

coo peratives . 
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CHAPTER ONE 

Introduction 

1.1 Background of the Study 

Although the emergence of small and medium enterprises (SMEs) is viewed differentl v, 

the sector is playing a significant role in promoting local development through the 

creation of employment opportunity and utili za tion of local resou rces. In recent , 'ears, 

when the economies of most industrialized countries have shown various signs of 

sta gnation and structural decline, SMEs are being recognized as generators of new 

growth, as primary sources of technological changes and via job creation, as one of the 

major factors in maintaining socio-economic stability (Giaoutzi, Nijkamp & Storey, 1988). 

During the past decades the in te rest in SMEs has increased in most European countries. 

Much of this interest is based upon the belief in the ability of these enterprises to genera te 

cmplo\'ment and innovations in a period of economic stagnation (Giaoutzi et aI., 1988). 

The mosl popular avenue for economic rejuvenation is harnessing of the entrepreneurial 

spirit of small firm owners. The theory behind this is a complex of market sens itiYe, 

resource maximizing, flexible companies (i.e. SMEs) can counter the supposed" dead 

hand" of big business and generate jobs and income (Ozcan, 1995:1). The important role 

of SM Es as trigge rs of development is often explained in terms of the specific 

entrepreneurial spirit in this sec to r, characterized inter alias b,' independence, 

responsibility, sImple o rgan izational structures, rapid d ecision-making, tailor-made 

production organization and so on (Giaoutzi et aI. , 1988). 

The 1980s and ea rll' 1990s have witnessed the increasing inabilill' of formal 

manufactur ing enterprise and state bureaucracies to create enough jobs. It has became 

increasingh- obvious that after m ore than three official decades of develupment, 

marginal, micro and small enterprises (MSEs) have neither been absorbed by large sca le 

economic activities nor even Significantly displaced by them (Dignard & Havet, cited by 



l3amb ku,2004). More recently, considerable interest has been shown in thc role tha t SMEs 

ha,'c been playing in shaping natio nal economies. This renewed interest is n1 a inl y d ue to 

the fa ct that in manv countries, fr O Ill the 1980s onwards, sillall firm s have been playing 

increasi nglv im portant role in econom ic g rowth. Thus, since 1980s small firms have been 

gi"en a central role in sustaining a nd reviving local economies (Ozcan, 1995:23). 

In these days enterprise size became one of the most significant variables influencing 

industrialization and international diffusion of innovation. SMEs indu stri a l ente rprises 

hal"(' been major ve hicl es for both employment creation and diffusion on innovation at 

local and regional levels especia llv, in less developed countries (LDCs) (Giaoutzi et aI., 

1988:21). As a result, both the urban and rural poor have come increasingly to rely on 

informal economic activ ities (ib id.). The informal sec tor has bee n continued to pIa I' 

importa nt roles in L.,DCs since 1970s. It occupies about half of the employed urban 

population in these countries (Todaro & Smith, 2006). It is characteri zed by a large 

number of small sca le production and service acti,'ities that are individually or fam il y 

o\\"l1cd and uses simple, labor intensive technology (ibid.). Large industries of LDCs are 

not growing to the level of urbanization being occurring in these countries consequentl y, 

to curb the prQblem of high le,'el of unemployment fou nd in urban and rural areas, SMEs 

are consi dered as one of the major avenues by de\'elopment economists. Fo r instance, 

Todaro and Smith (2006) suggested that expansion of small scale, labor intens ive 

industries (informal sector) is one of the mos t important strategies to be used as panacea 

to reduce urban and ruralunempl onl1ent in LDCs. 

Despite their economic and social s ignificances, both in developed and developing world 

the issue of micro and small enterprises (MSEs) de\'e lopment as an integral part of local 

econom ic development is a recent area of attention (Adeya, 2006) . In Ethiopia, although 

\ISEs exist for longer periods, they have got the attention of policy makers, academ icians 

and researchers very recently. Andualem (2004) indicated that MSEs in Ethiopia have 

been neglec ted for long periods until shift was made to market -led economic system. 

However, si nce 1991 the EPRDF government has been giving due attention to the sec tor 

as a result, in 2003 the Addis Ababa City Administration developed a business plan for 
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the first time in garment, dry foods, metal and woodwork sub sec tors. Later on in 2005 an 

over a ll MSEs development program was des igned for the entire country. (See Addis 

f\baba C ity Admin istration MSEs d evelopment business plan 2003 and MSEs 

development program 2005). 

In Ethi opia bv the veal' 2005, the level of urban unemployment was 1,151,974 and it is 

expected to reach 1,273,408 in 2009 (MSEs Development Program, 2005). To reduce the 

existing level of urban unemployment and urban pover ty to a certain level the EPRDF 

government has des igned MSEs development program under its Urban Industri al 

Development Package in 2005. [n 2009 the program has a targe t to reduce 80% of urban 

unemployment by creating permanent empl oyment opportunity and to reduce 20 % of 

urban unemployment by crea ting temporary employment opportunity, and thereby to 

reduce urban poverty (ibid.). 

Indeed there is no doubt about the contributions of MSEs d evelopment interventions to 

national d evelopment in general and to local economic de,·elopment in particular, but 

w hat matters is to what ex ten t such in terventions are successful in attai ning their 

objecti Yes 

Therefore, this stud\· is concerned with assesslllg the impact of MSEs development 

intervention being executed by the government in reducing urban poverty in the case of 

Gulell e sub city of Addis Ababa, mainly in the construction and textile & garment sub 

sectors. 
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1.2 Statement of the Problem 

The contributions of MSEs to the overa ll economic development ha ve got the attention of 

pol icy makers, international organizations, NGOs, and researchers as well as 

practitioners in recent days. In Ethiopia the role of the sector in employment creation, 

economic growth and poverty allev iati on as opposed to bei ng viewed as marginal and 

unproductive, as we ll as tax evader, has received the recognition it deserves, as explicitly 

stated, for example, in the Poverty Reduction Strategy, the MSEs Development Strategy 

and the Federal Food Secu ritv Strategy of Ethiopia (MoFED, 2003 and 2002; Ministry of 

Trade and Industry 1997). Thus, it became one of the major strategic areas of the 

government to reduce urban unemployment and poverty. However, the Ethiopia n MSEs 

sector has not been adequately studied empirically. The reviewed empirical studies with 

regard to the sector focused on: the dynamism and contribution of the sector, the impact 

of business develop ment service institutions on the sector, the role of the sector in local 

economic development, its financing mechanisms and its major challenges and 

constraints (See Tseguereda, 2002; Philipos, 2006; Elias, 2005; Gebrehi wot & Wolday, 

2006; AdiL 2007). 

Empirical studies conducted after the execution of the new program showed that the 

sector has challenges that hinder its performance. For instance, Adil (2007) found that 

lack of capital , lack of markets, burea ucratic regulatory requ irements, problem of 

business development serv ices and inappropriate locations are still major problems of the 

sector. 

Currentl \', the intervention has passed more than four years. Although, empirical studies 

on the sector revea led that the sector is encircled with many problems, the implementing 

agencv (i.e. Federal Micro and Small Enterprises Development Agency) and media say 

that there is a change in operators' income i.e. their living standard, but there is no am' 

empirical study, which is conducted either by the impl ementing agency or bv 

academicians that support what is being sa id. 
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Of course any program has its own objectives that can be used as a parameter to evaluate 

its impact on the beneficiaries at the end, likewise the currently being executed MSEs 

development program of Ethiopia has a cl ear target of unemployment reduction (by 

creating 80 % permanent employment and 20% temporary employment opportunities) as 

we ll as poverty reduction target, which is not explicitly stated in the program by the year 

2009 . But, the reviewed empirical studies revea l that there is a knowledge gap with 

regard to impact assessment of the program. Therefore, this study tries to bridge the 

existing empirical gap based on reliable and valid findings by assessing the impact of the 

program in reducing urban pO\'erty pa rticularlv, in the case of Gulelle sub city; mainl y in 

the construction and textile & garment sub sectors. 

1.3 Objectives of the Study 

The general objec tive of the study is to assess the impact of MSEs development program 

in reducing urban poverty in the case of Gulelle sub city of Addis Ababa mainly, in the 

construction and textile & garment sub sectors. 

Specifically, it tries to: 

1. Identify the level of emplovment opportunities generated by the intervention in the 

two sub sec tors in the sub city both on permanent and temporary bases 

2. Study the involvement of females in the two sub sectors in the sub city 

3. Assess w hether there is improvement in operators' income 

-±. Assess changes in the living standards of operators' in the sub city based on certain 

indicators such as households' assets, clothing patterns, access to medical services 

and access to primary education 

J . Measure the incidence of poverty on operators' 
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1.4 Research Questions 

The stud y poses the follo w ing research questions: 

1. What is the level of employment opportunities generated by the program in the two 

sub sec tors to the unempl oyed loca l communities both on permanent and tempora ry 

bases? 

2. What is the involvem en t of fe males in the two sub sectors in the sub city? 

3. Does the program imp rove opera tors' income? 

4. Is there a change in the living standards of operators'? 

5. What is the incidence of pover ty on opera tors'? 

1.5 Significance of the Study 

The releva nce of a thesis li es in its contribution to a ll stakeholders in providing reliable 

and va lid findings about unknown facts. As a result, the study will have the foll owing 

Significance: 

,. [I informs policy designers and implementers abou t the impac t of the Eth iopian MSEs 

devel opment program in red ucing urban povertv, so tha t it may serve as an inpu t to 

improve the implementa tion of the program at any levels. 

r Findings of the study ca n be used as an ingredient in des igning fu ture M5Es 

development programs. 

,. It can be used as a springboa rd by other resea rchers, w ho d esire to assess the im pact 

of the program on a w id e spec trum basis. 

1.6 Scope of the Study 

The scope of the study is limi ted in assessing the impact of M5Es de\'e lopmen t program 

in reducing urban poverty in the case of Gul elle sub city of Addis Ababa particul a rl y, in 

the consh'uction and textile & garment sub sec to rs. The sub city is selected beca use it is 

one of the major sub cities of Addis Ababa tha t registered a remarkable effort to prom ote 
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the sector. The two sub sectors are chosen because the prevailing data obtained from the 

office of cooperati ves organ iza tion in the sub ci ty indicates that the majority of the 

cooperat ives are working in the two sub sectors. The study considers only MSEs 

operators, who are orga nized in a cooperative form of business ownership. This is 

beca use one of the strategic tools of the program is organizing unemployed people in the 

form of cooperatives. Therefore, the study assesses the impact of the program in the 

mentioned sub sectors of the sub city based on four years performance data of the sub 

citv. 

1. 7 Limitation of the Study 

The major challenge of the study is unavailability of secondary data about the number of 

unemployed people in the sub city. Although, during the in itial phase of proposal 

preparation the concerned adminish·ation of the sub city ensured the researcher that the 

sub city has a well organized data about the number of unemployed people, the 

researcher cou ld not find what has been said during the data ga thering phase. Hence, 

unava ilability of secondary data in the sub city particularly, on unemployment Issue 

challenged the resea rcher to a certain level in the process of the study. 

1.8 Organization of the Study 

The study is organized under five chapters. Chapter one comprises background of the 

study, statement of the problem, objectives of the study, scope of the stu dy, limitation of 

the study and organi za tion of the study. Chapter two covers literature reviews, 

operational definitions, policy environment, and conceptual framework. C hapter tlu'ee 

consists of methodolog" , model specification and description of the stud y area. Chapter 

fOllr covers data interpretation, analvs is and presentation. Finall y, the last chapter covers 

conclusions and policy implications. 
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CHAPTER T WO 

Review of Related Literature 

This chapter of the study deals with theoretical und erpinning, empir ica l studies, the 

policy environment, operational defin itions and conceptual fra mework of the study. 

2.1 Theoretical Approaches to the Evolutions of Small Enterprises 

There is a \\· ide range of theoretical and em pir ica l analys is concern ing small fi rms, 

al though there a re intersec tions and common grounds among these approaches (Ozca n, 

1995). There are three underl ying rati onales to the emergence and expansion of small 

enterprises (U ribe-Echevarr ia, 1991). The first a pproach perceives that small firms 

emerged from the limit of "Modernization Theory" in achieving social development as 

well as econom ic growth (ibid. ). As a result new d evelop men t stra tegies rejec ted the idea 

that unqualified econom ic growth could necessar ily be equa ted w ith development. 

The second approach views the development of small firms based on Schum peterian 

thinking about the fundamenta l role of entrepreneurship and management skill s in 

development. The scarcity of both these resou rces in developing countries highlights the 

potential role of the small - sca le sec tor in two com plementary aspects: as a tra ining 

ground and seed-bed for medium a nd large-sca le sec tors and as e ffi cien t user of existing 

indigenous entrepreneuria l and managem ent skills w h ich woul d otherwise remain 

unused (Uri be-Echevarria, 1991) .Thus, a return to a more Sch umpeterian interpretation of 

development ,where en trepreneu rs play the central role and w here the sta te and 

bureaucracies mus t only ensure a " leveled field" would be socially unacceptabl e, 

politicall v unstable and econom ical ly ineff ic ient, w ithout a strong small enterp rises 

(ibid.) . 

The third approach is de ri'·ed from the assumed adva ntages of fl exibili ty in productive 

organi za tion. Recent technological and organiza tional breakthroughs have made smaller 

plants eff icient, while a lso improving the scope fo r coordina tion between specia lized 
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production units (ibid.) .Therefore, such major change in the production system is 
considered as one of the major rationales to the development of smal l firms. 

Likewise, other two perspectives are a lso mentioned fo r the emergence of this sector. The 
first perspective view it as an outcome of improved opportunities fo r people (including 
the poor and disadvantaged) to participate in "ways tha t empower and nour ish" them, 
while the other perspective consider it as an indication of failure of an economy to 
pro,·idc jobs, forcing people to "take refuge in activities that provide only minimal 
subsistence support" (Lid holm & Mead, 1999). Similar to this ,· iew, Ozcan (199:5) 
considers small firms as the function or outcome of underdevelop ment that ex ists in 
developing countries. Moreover, class ical and recent \·iews on MSEs have also conflicting 
outlooks on the emergence and importance of the sector. Hence, the following sections 
present these different ou tlooks. 

Classical Perspectives 

Classical de\·elopment theories describe small firms in connection wi th macro-economic 
structure and its development (Ozcan, 1995). It also attributes the development of small 
firms only to the new forms of economic and technologica l d iffusion brought by the 
capitalist economy. For ins tance, moderniza tion theory views development as a process 
where primiti\·e agr icu lture is gradually mechanized and small and low productivity is 
substituted b\· mechani zed industrial enterprises with high productivity (Todaro, 1996). 
This view undermines the p otential of sma ll enterprises for development. Additionall y, 
the theory assumes that the industrial structure in LDCs w ill show parallel devel opment 
to wha t has happened in Europe and USA. And hence, production is concentrated in 
towns to exploit urban as a result agglomeration economies of small enterprises are 
belie\·ed to disappear eventually. Similarly, the dependency theory views large sca le 
industries, national and international corporations as the onl y means for chang ing the 
world economy (Pederson, 1989). The assumption in this theory is that corporation 
headquartered in the capital cities of developed countries, while their production units 
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sprea d over the coun tries where the re is cheap factors of producti on that enable them to 

achieve economies of sca le as well as to be more profi tablr;> than small loca l firms. 

Recent Insights 

Recent insights g ive attention to the roles of small firms in promoting local, regional and 

nati onal development. In recent years, when the eco l~omies of most industria lized 

countries have shown va riou s signs of stagnation and s tructural decline, SMEs are being 

recognized as genera tors of ne\\· growth, as priman· sources of technological changes and 

via job crea tion, as one of the major factors in ma intaining socio-economic stability 

(G iaoutzi, N ijkamp & Storey, 1988). 

During the past decad e the in terest in SMEs has increased in most European countries. 

Much of this interest is based upon the belief in the ability of these enterprises to generate 

employment and innova tions in a period of economic stagna tion (Giaoutzi et aI., 1988) . 

SMEs have toda\· become essential factors in the reviva l of production systems 111 

industrial regions. Not only do they create new jobs, but they are also considered as 

major channels of innova tion and technological change (Maillat, 1984). More recently, 

considerable interest has been shown in the rol e that SMEs have been playing in shaping 

national economies. This renewed interest is mainly due to the fact that in mam· 

coun tries, from the 1980s onwards, small firms have been playing increasingly important 

role in economic growth. 

Mu ch attention has been increasingly given to this sec tor because of serious problems 

with " the rigiditv of long term and large scale fixed capital investments in mass 

production systems that precl uded much flexibilitv of des ign and presumed rigidity in 

labor markets" (OzcaI11,995:14). The effect brought s trikes and labor disruptions in the 

late 1960s and 1970s. 

Flexibility refers to an abilit\· to survi ve and an artes ian capacity to respond to new 

design requ irements and new market s ignals w ith fragmented and fl ex ible use of labor in 

firm s. According to the pioneers of flexible organization-Piore and Sable (1984) however, 

the fl exible ability of firms in the past was constrained by m acro -regulations. Hence, it is 
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ubse rved that the sui tability anel adaptabJlity of small firms to changes in demand fo r 

their market crea ted new oppo rtu nities anel these opportun ities make small firms engage 

in diverse qua li ty of production for niche markets (Abadi et a i. , cited by Adil, 2007). 

On the other hand studies of fl exible specialization and post- fo rdism emphasize that new 

types of capital formation and organizational structure a re fa vorable to SMEs. New 

technol ogies such as the use of informatics in service and production activ ities have 

increased small fi rm's ability to compete and survi"e in the m arket (Ozcan, 1995). 

In flex ible theory it is a rgued that small firms, through network relations can compete 

and reach economies of sca le through flexible spec ialization (ibid.). Flexible specialization 

and networking, as are widely observed in particular regions of advanced countries have 

been cru cia l parts of innovation and surviva l of small firm s. Thus, small highl\' 

specialized and innovative firms have created new agglomerati on s ites bl' decentrali zing 

towards rural and peripheral areas (ibid.).Cogniza nt of these facts have proved a new 

way of looking at small ente rprises and the promotion of the sector in develop ing 

countries as agent of economic de l'e lopment (Brontley, 1985) . 

2.2 Nature of Small and Medium Enterprises 

Defining a firm is yen' essential to und erstand and study the nature of it. H owever, 

" there is often confusion in what mean by micro, small, medium or large-scale 

enterp rises" (Solomon cited b,' Ad i! , 2007). Different scholars have defined firms in 

different ways, thus there is no uni"ersa lll' agreed definition used to distinguish between 

each of them (Dal'ies cited by Wolda)" 2002) . Lack of uni versall y accepted definition to 

fi rm size is a lso reflected in defining MSEs. For insta nce, (Bannock cited bl' Ozcan 1995:3) 

defined sma ll firms as follows" A small firm is one that has onll' a small share of its 

market, is managed in a personalized wal' by its owners or part - olVner and not through 

the medium of an ela borate management sh'ucture and IVhich is not sufficiently large to 

have access to the capita l marke t. " The absence of universally agreed theoretica l 

defin ition of firm size is also refl ec ted in SMEs. As a result it is defined in different ways 

in various economics. For example, in United Kingdom the diversity of the sector is 

recogni zed and documented based on three essential character istics: 
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r it is managed by its owner in a personalized way, 

r it has a re latively small shar : of the market ip economic term and 

r it is independent in the sense that it does not form part of a large enterp ri se 

and its ownership is relatively free from ou tside control in its principal 

dec isions. (The Bolton Comm ittee Report, 1971 cited by Andualem 2004:39). 

In Middle East, according to United Nations study (1970) the definiti on regards type of 

technology (see Andualem, 2004). Accordingly, any industrial establishment that uses 

modern technology and that employee 50 or more persons usually regarded as large 

while small scale manufactur ing covers all firms which employ 5-49 persons. 

Although, the sec tor has no universa lly agreed definition, it is commonl y cha racteri zed 

by low fixed costs, reliance on famil y labor, use of personal or informal sources of credit 

and lack of wage employment (Fidler & Webster, 1995). 

2.3 Approaches to the Classifications of Micro Enterprises 

Micro-enterprises are highly heterogeneous. Some aspects of this diversity related to size, 

gender of owner, location and sector of activ ity. Most micro enterprises, however, are 

single-person, owner-operated enterprises or slightly larger units engaging one or more 

famil y members. 

There are three approaches to the classification of micro-enterprises III d eveloping 

economies (Harvie, 2005). From a policy formulation point of view, relating speci fi cally 

to their contribution to poverty alleviation and development, two useful approaches can 

be identified these are: Distinguishing between livel ihood (survival) activities and g rowth 

orien ted (or viable) enterprises and based on past growth performance in terms of 

numbers of workers (Liedholm & Mead , 1995). 

A third approach, emphasiz ing the type of n-ucro-enterprise customers and services to be 

provided from a micro-finance perspective. 
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The Livelihood-Growth Enterprise Approach 

l he first approach to micro-enterprise class ifica tion emphas izes their needs and the 

constra ints thev face. A li ve lihood (su rviva l or subsistence) activi ty is one into which an 

en trepreneur is pushed for want of more profitable a lternatives, whereas one is attrac ted, 

or pulled, into a growth (viable) activity by considerations of profitability and out of 

choice by the entrepreneur. In the former case the activity is often just one of many part­

time or seasonal activ ities undertaken to support famil y income, whereas in the latter 

case, it is usually the main source of fa mily income (Harvie, 2005). In the case of 

livel ihood ac ti vities, usually no skill s or very rudimentarv skills are involved, so there are 

ven· low entry barriers to the ac tivities, which a re conseq uently, overcrowded. In the case 

of grow th ac ti vities, considerable ex perience and skill s are often involved which restrict 

entrv. In the former case, ne t earnings tend to be used fo r survival purposes whereas, in 

the latter, part of the surplus is rei nves ted in the expansion and g rowth of the enterprise. 

Consequently, the fo rmer type of micro-enterprise can play an important role in poverty 

alle\· iation, w hile the la tter types ha\'e the potentia l to make an important contributi on to 

sustainable g rowth and development (ibid .). Such a distinction is importan t for the 

identificati on of appropriate policies, and requirements, for these alternative types of 

micro-enterprise. 

Liedholm and Mead 

Liedholm and Mead (1995) ad opted a fourfold class ification of micro enterprises using 

past growth perfo rmance as measured in terms of numbers of workers added . In doi ng 

so, they identify the following class ifica tions: 

1. New enterprises in the start-up phase (new sta rts) 

2. Existing enterprises that had survived the perils of start-up but had no grown 

(no growth fi rms) 

3. Existing enterprises that had shown small g rowth (small growth firms); and 

4. Existing ente rprises that had graduated and become 'sm all ' enterpri ses with ten 

or more workers (graduates). 
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Liedholm and Mead's work provides va lu able insights into designing policy 

intcrventions that take into account the different needs of the four types of enterprises 

identificd . For exa mple, they point out that high birth rates (usually over 20 percent), as 

well as high attrition rates, suggest caution in engendering new sta rts. They conclude that 

it would be more useful, from a policy perspective, to ensure a higher proportion of 

survivals, to restric t new starts to those wi th prior ex perience, and to encourage on-the­

job and other sk ill training programs for those without the requisite ski lls. 

In the case of non-growing enterprises they suggest that focu s should be given to 

increasing incomes throug h effor ts to reduce costs, increase sa les or switch product lines. 

Both financial and non-financial assistance could contribute to each of these objectives. A 

second goal would be to increase the number of such enterprises that succeed in growing. 

H owever, as they point out, the most ser ious problems non-growing enterprises face, the 

availabilitl- of marke ts and inputs, are not amenable to credit-based solutions. Effective 

programs to address these non-credits needs require operating primarily at a systems 

level (ibid.). 

Micro-enterprises from a Micro-finance Perspective 

The micro-finance literature distinguishes enterprises by w hether they a re existing or 

start-up businesses; by their level of business development (unstable, stable or growing); 

and their area of business activity (production, commercial or service (Harvie, 2005)_ The 

level of business development is important when identifying the different types of micro­

enterprise to w hich a micro-finance institution (MFI) wishes to provide financial services. 

This is c1ose"- linked with the level of poverty existing in a potential targe t market. There 

are tI-pical"- three levels of business development of micro enterprises that benefit from 

access to financial services: Unstable sun-i vors, stable survivors and growth enterprises 

(ibid.). 

Ullstnble SIiITil'ors : These comprise the group most difficult to provide financia l services in 

a susta inable fashion, beca use loan sizes tend to remain small and the ri sk of business 

fail ure is high_ 
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Stnble slIl"l 'i l'Ors: These comprise the group that many MFis focu s on and for which access 

to a permanent credit supply is vital. This is the group that benefi ts from access to 

financia l serv ices to meet both production and consu mption needs, while not necessarily 

requiring other inputs from the MFls. Stable su rvivors are targeted by micro-finance 

providers w ho ha ve as a priority poverty reduction objectives. 

Groll ,tll eJlterprises: These are often the focu s of l\ [Els whose objective is job creation and 

whose des ire is to move micro-entrepreneurs frol11 the info rmal sector to a progress ive ly 

more form al environment. These MFls often es ta blish linkages w ith the formal sec tor and 

prol'ide addi ti onal products and services. 

Growth enterprises represent the upper end of the povertv scale. They usually pose the 

leas t risk to the MF[s. 

2.4 Roles of Small and Medium Enterprises 

The roles w hich SMEs play in the economy van' from nation to nation and reflect the 

cultural background of the differen t countries (Giaoutzi et a I. , 1988). It does not onh' play 

a different role in different countries but also in different time periods in different 

industries in a national economy (ibid.).The important role of SMEs as triggers of 

de"elopment is often explained in terms of the specific entrepreneurial sprit in this sector, 

characterized inter alia by independence, responsibility, simple organiza tional structu re, 

rapid deCision-making, tailor-made production organization (Fischer & Nijkamp cited by 

Giaoutzi et aI., 1988). The sector has been encouraged due to its employment crea tion and 

pOlertv alleviation function (Tseguereda, 2002). 

SMEs are particularly important in developing cou ntries, because of the large aggregate 

number of peop le that they em ploy. In manv de\'e loping countries, they represent a lmost 

the only employment opportunity available to a large proportion of the population. In 

addition to crea ting jobs, they playa major role in the evolution of a d ynamic private 

sector and serve as a significant force for economic growth. Their small s ize, flexibility 

and proximity to local markets enable them to be responsive to changing market 

conditions. In add ition, they provide possibilities for promoting empowerment, security 
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and opportunity (Harvie & Lee, 2005). Where economic growth occurs, and the number 

of SMEs increases, they serve as a major force promoting upwa rd socia l mobility, by 

increasi ng em ployment and drawing in people from lower-productivity occupat ions (lFC 

cited by H arvie & Lee, 2005). This sector has considerable potential to provide a solid 

foundation and contribution to the sustained recovery of a region (Harvie & Lee, 2005). 

This contribution, and t\ 'pe of contribution w ill va ry by country and be dependent upon 

a number of fac tors, incl ud ing country stage of economic development, countn' 

instituti ons, the nature and extent of domestic entrepreneurialism and innovation, the 

ex tent of market opening and competiti veness, access to technology, access to finance, 

development of human resources, access to market information, an ability to exploi t 

export opportu ni ties either directly or as part of the supply chain of transna tiona l 

corpora tions, and market-friendly and supportive government policies (ibid.). 

According to Mkandawire (1999) the most frequently asserted conh'ibutions of the sector 

are the following: 

• Efficient utilization of recourses 

• Employment crea tion 

• lnno\'ative entrepreneu rial development 

• Stim ulation and d emocratiza tion of capital accumu lation by red ucing 

regional or ethnic imbalance 

• Regional de\'elopment 

• Na tional contro l of the economv -
• Povertyalle\'ia tion 

• Increas ing fl exibilitv of the econonw 

• Ensu ring su stainable development tlu'ough the use of environment friendl y 

small -scale technologies 

The above contri buti ons of the sec tor imply tha t it can playa significant role in promoting 

loca l. regional and na tional d evelopment. 

In addition to the above contributions of the sector, it is advisable to look at its specific 

contr ibutions from employm ent generation and poverty alleviation point of views. 
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2.4.1 SMEs a nd Employment Generation 

SMEs playa significant role in generating employmen t opportuni ties. In line with th is 
(Birch ci ted by Giaoutzi et at., 1988) fou nd tha t in United Sta te between 1969 and 1976, 
66% of the increase in employment was occurred in firms w ith less than 20 workers. 
The relative increase importance of small firms in genera ting employment could occur 
either because large firms a re shedd ing la bor (a nd movi ng in to the small -fi rms sector) or 
because small firms are increasing their labor by becoming larger (Store\', 1988) . 
SMEs and self-em ployment ha\'e also been promoted by the European Obsen'aton' for 
SMEs (1986) put em phasis on the job crea tion poten tia l of SMEs (Ozcan, 1995). 
However, there are different trends and implica tions for job generation between diffe rent 
sectors and countries. For instance, (Amin e t aI. , cited by Ozcan, 1995) showed that there 
are many d ifferent types of growing SMEs and there is no unique concept that conveys 
d iffe ren t sectors and regions. It also appears that it is not jus t the number but the qual ity 
of SMEs that is impor tant. Storey and Johonson (1987) for example, argue that jobs 
created in small fi rms are no t the sa me as those being shed by large fi rms in the Europea n 
Union. The authors indicated tha t a majori ty of small fi rms grow suffic ienth- to make a 
noticeable contri bution to total emplO\'ment ra ther than adding new employees. 
There are also concerns over the type of jobs crea ted in small firms. Except in high­
technologv and knowledge -based sectors manv jobs crea ted by small fi rms are lower 
quali ty than those w hich exist in large firms and tend to be lower-paid and unstable 
(Ozcan, 1995). 

2.4.2 SMEs and Poverty Alleviation 

Although the definitions van' according to the country contex t, it is genera lly ag reed that 
the informal sector, w hether rural or urba n, com prises sma ll scale and micro-enter pr ises 
producing and distri buti ng goods and services in unregu lated but competitive markets 
(Harvie, 2005: 72). These en terp rises are genera lly independent, la rgely fa mi h ' owned, 
employ low levels of ski ll s and technology, and are highly labor intensive. These micro­
enterprises a re concentra ted largely in low-income low-productivity activities, especially 
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in petty trades and services. In many countries, women, who arc a significant proportion 

of the poor and suffer disproportionately from poverty, opera te ma ny of these enterprises 

(ibid. ). 

The existence of an unorgani zed, umegula ted and mostly legal but unregistered informal 

sec tor was recognized in the 1970s, following observations in several developing 

countries tha t massive add itions to the urban labor force fa iled to show up in formal 

modern-sector unemplon11ent sta tis tics (Todaro & Smith, 2006:328). In many develop ing 

coun tries, about half of the employed urban popula tion works in the info rmal sector 

therc by it is a means of livelihood to the urban poor (ibid.). 

SMEs provide income and employment fo r significant proportions of workers in rural 

and urban areas by producing basic goods and services for rapidly growing populations. 

They account for more than 60 % of all enterprises and up to 50% of paid employment 

(Harvie, 2005: 72). With increasing labor force participation among women in develop ing 

cou ntries, a greater number of women d epend on small-enterprises in the informal sector 

for survi\·al. Hence, de\'elopment of these enterprises is increasingly being seen as an 

essentia l ingred ient in the promotion of broad-based growth, in improving the well-be ing 

of the poor and women by providing significant income and employment generating 

opportunities, and by encouraging indigenous inves tment (ibid .). 

2.5 Possible Approaches to the Development of MSEs Sector 

With regard to the development of the sector two approaches are derived from 

literatures. These are the traditional and modern approaches. 

Traditional approach 

The traditional approach to MSEs de\'e lopment deals w ith d irect and subsid ized 

provision of fina ncial and non financial services (H allberg, 2000). It is based on the 

rationa l economic analysis for SMEs intervention which suggests SMEs development 

stra tegy as " private sector d evelopm ent str'ategy" due to the fact that they are small and 
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hence, they face d iffe rent constra in ts. Further, cogniza nt of the fact that those types of 

Instituti ons and instruments best suited to their needs is underprovided by d istorted 

market as well they are inherently disadvantaged by the unfe ttered operation of markets 

necessitated the need fo r direc ted support for MSEs development in the eyes of former 

economists (Hallberg,2000 & Hill,2006). H owever, this approach which is based on 

assistance -oriented schemes did not yield expected result instead it becam e a distorting 

factor (Rodr iguez, 2006) and the outcome necessitated a searc h for more valid approach 

(Cebrehiwot & Wolda \', 2006). Even those intermediary organiza tions that carry out 

actual assistance programs to micro en terprises focus on social welfare which is 

important but is also too constraining. The same conjuncture, Beardsley (1982) and Smith 

and Tippett (1982) ha\'e shown that assistance programs focusing too heavily on such 

goals are inefficient in the long run and create dependency . The traditional approach on 

the other hand faced critic ism from gender point of view. For example, Rodrigues (2006) 

regards the traditional approach as ineffective for the d evelopment of MSEs. 

Modern approach 

In the early 1990s big strides were made in turning experience from credit programs for 

small bus iness into a "'ell-defined set of best practice principles that could be w idely 

replicated, leading to improved levels of impact, sustainability and cost-effectiveness 

(ILO, 1997) . The new approach gears toward" w ith in" development of individ ual s or 

operators" creativity, drive and commitment" rather than government actions as a ke\' in 

setting up, opera ting and developing business. Moreover, it stresses in three important 

aspects business environment, financial sen'ices and business development sen' ice 

(Hallberg, 2000) . 

The au thor fu rther stated that the new approach to MSEs development has emerged in 

parallel with the revolution in microfinance, w hich recogn ized the insufficiency of the 

financial sec tor to bring financia l services to the poor. H ence, to achie\'e long-term 

viab ilit\' of microfina nce insti tutions, the approach em phasizes institutional 

strengthening, cost - effective delivery and management, the charging of interest ra tes 

sufficient to cover the costs of small scale lending. In the same vein, since the sector needs 
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different types of sen' ice~, institutions and deli verv mechanism than la rger firms the 

proponent of the new approach agree that government can accelerate market 

development by promoting innovation and building institu tional capacity, 

The new approach therefo re, combines strategies to strengthen the entrepreneuria l 

capacities of large portion of the rura l population, w ith strategies to improve managerial 

and other teclulical capacities of sm all and m edium entrepreneurs (Rodriquez, 2006), 

Although markets ma\' work less well in d eveloping than in developed countries, it is 

usualll' better to limit government intervention and escape some of the problems of 

government actions by asking to do less (Snodgrass & Biggs, 1996), Additionally, in order 

to widen the coverage and impact of government p rograms the focal poin t of the new 

approach in granting opportunity to the p rivate sec tor to deliver services and d ivert ing 

governments attention on all oca tion of public resou rces on facilitating market transaction 

and inves ting in public goods and accelerate m arket access is impera tive, if MSEs a re 

used as a de\'elopment strategy. If a policy seems li kely to be biased aga inst MSEs and 

also appears as a significant, it should be taken as a strong candidate for a reform 

proposal. 

Above all, the principal of 'combination and in terac tion', which is based on integrated se t 

on interventions, should be adopted as a teaching ex perience from Indian perspecti ve 

since it dramatica lly reshaped and extended Indian Small Indu stry Program (Snodgrass 

& Biggs, 1960) , In view of that, Staley and Morse (1965:351-85) a rgu e that policies toward 

small industn' should be based on a positive developmental attitude, seeking to aid by 

promoting efficiency, adaptation to new circumstances and growth rather than by 

protecting absolute types of production against modern methods. They proposed a 

compressive ten part of promotiona l packages: 

• I nd ush-y ad visory services 

• Training of entrepreneurs (managers and supervisors) 

• Industr ia l research sen'ices 

• Development finance 

• Factorv sites and bui lding 
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• Common fac ility services 

• Fac ilitation of 'llate rials and eqll ipment procurements marketing a ids 

• Labor relation services 

• Inter firm conti'act and assistance 

They clearly regarded on integrated service delivery programs as the primary tool for 
developi ng SMEs. Therefore, the modern approach states that in order to use MSEs as a 
development strategy, the government has to crea te an enabling envi ronment tlu'ough 
insti tutional improvemen t which in turn can enhance the competitiveness of the sector 
and ensure its sustainability. 

2.6 Nature of Cooperatives 

The cooperative m odel has been adapted to numerous and varied business . Due to this 
diversit\· there is no u niversa lly accepted definition of a cooperative. Two definitions 
however, are commonly used (Zeuli & Cropp, 2004) . According to International 
Cooperative Alliance (lCA), the apex organization of the international cooperative 
movement is an autonomous assoc iation of persons united voluntarily to meet their 
common economic, socia l and cultural needs and asp ira tions through a jointly owned 
and democratical ly contro lled enterprise (ICA, 2004). 

Another w idelv accepted coopera tive definition is the one adopted by USDA. Accord ing 
to USDA, a cooperative is a user - owned, user-controlled business that d istributes 
benefits on the bas is of use. This definition ca ptures three importa nt cooperative 
principles: user-ownership, user-control-and proportional d istribution of benefits. The 
user-owner principle implies that the people who use the cooperative (members) 
contribute equitably to the ca pital of their cooperative. This shared financing crea tes joint 
ownership . The user-control concept implies tha t members' of the cooperative govern the 
business directly by voting on business decisions and indirectly thJ'Ough their 
representa tives. Proportional disti'i bu tion of benefits means tha t members should share 
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the benefits, costs, and risks of doing business in equal proportion to their use (Zeuli & 

C-OPf),2004). 

2.6.1 Why Cooperatives? 

The modern cooperative form of organization is the outcome of a deliberate effort of 

people to build bonds of solidarity and forms of mutual aid at a time of uncertainties and 

social, economic and even political difficulties (Zerihun, 2002). It was a conscious attempt 

by people especia ll y of limited resources to set up self-defense structure to protect their 

interests at a time when they could hardly act individually against social and economic 

needs as well as problems, which particularh- demand collective effort (Digby, 1984). In 

general, cooperating with others is often supposed to be a satisfactory Wa\' of achieving 

one's own objectives, while at the same time assisting others in achieving their objectives 

(Zeuli & Cropp, 2004). 

2.6.2 Cooperative Values 

According to rCA, cooperative identity asserts two groups of cooperative values. The first 

group of cooperative values consists of values that directly underlie the organizational 

structure of the cooperatives. Such values include self-help, democracv, equity, se lf­

responsibility and solidaritl·. The second group of cooperative values embraces the 

ethical val ues of honesty, openness, social responsibility and caring for others . In the 

tradition of cooperatives, cooperative founders, leaders and members believe in these 

ethical values and try to bring them to the ir cooperative organization (ICA, 2004) 

2.6.3 Cooperative Principles 

Cooperatives are specific type of organizations that must meet some peculiar crite ria. 

Such criteria are commonly known as cooperative principles. Cooperative principles are 

guidelines by which cooperatives put their values into practice. ICA adopted seven 

fundamenta l cooperative principles to guide the activities of international cooperative 

movement. These include voluntary and open membership, democratic member control, 
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member economic participation, autonomy and independence, education, trai ning and 

information, coopera tion among cooperatives and concern for community (ICA, 200"*), 

a) Voluntary and Open Membership 

Coo peratives are voluntary organiza tions, open to a ll persons able to use their sen'ices 

and willing to accept the responsibilities of membership, without gender, social, rac ial, 

political or relig ious d iscrimination, 

b) Democratic Member Control 

Cooperatives are democratic organizations controlled by their members, who ac ti \'e ly 

participate in se tting policies and making decisions, Men and women ser\'ing as elected 

representatives a re accountable to the membership, In prImary cooperatives 

(cooperatives, w hich a re usua ll y es tablished by persons w ho live or work w ithin a g iven 

area) members have equal voting rights (one-member, one-vote) and cooperatives a t 

other levels are orga nized in a dem ocratic manner. 

c) Member Economic Participation 

Members contribute equitably to and democratically control the capital of thei r 

cooperative, Members usual ly rece i\'e limited compensation, if any, on capital subscribed 

as a condition of membershi p, Members a llocate surpluses for any or all of the follow ing 

purposes: d eveloping the coopera tive possibly, part of w hich at least would be 

ind i\'isible, benefi t members in proportion to their transaction with the cooperative a nd 

suppor ting other activ ities approved by the membership, 

d) Autonomy and Indep e ndence 

Cooperatives are autonomous, self-help organ iza ti ons controlled by their members , If 

they en ter into agreem ents w ith other organizations, including governments, or ra ise 

ca pital from external sources, they do so in terms that ensure democra tic conh'ol by their 

members and maintain their cooperative autonomy, 
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e) Education, Training and Information 

Cooperatives p rov ide education and trai ning for their members, elec ted representatives, 

managers and employees so that they can contribute effectively to the development of 

their cooperatives. They inform the genera l public, particula rl y young people and 

opinion leaders about the nature and benefits of cooperation 

f} Cooperatives among Cooperatives 

Cooperatives serve their members most effectively and strengthen the cooperative 

mO\·ement by working together through loca l, national , regiona l and internationa l 

structures. 

g) Concern for Community 

While focu sing on members' needs, cooperatives work for the sustainable development 

of their communities through policies accepted by their members. 

2.7 Urban Poverty 

There is no one precise definition of poverty as well as its measurement in the world. In 

the modern sense of the term, it goes beyond the simple fact of low income and therefore, 

encompasses other d imensions. In line with this view Jhonson and Rogally (cited by 

Ledgerwood, 1999) defined poverty as not only lack of income but a lso vulnerabilitv and 

powerlessness This argu ment is also supported by the World Bank stud ), (cited bv Tssew 

& Daniel, 2002) w hich stated that the poor are excluded from state and social affa irs. 

Accord ing to th is report there are at least four dimensions of poverty. These are: lack of 

income, low level of achievement in educa tion and health, vu lnerability to risks and some 

sort of insecuritv and voicelessness . 

Poverty is a multidimensional Issue and there is no unique way of measuring it. 

Similarly, the urban poor are a diverse group with different needs and different levels of 

vulnerability. Urban poverty is often charac terized by cumulative depriva tions 
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encompassing different dimensions such as income, health, education, security and 

empowerment (Ethiopian Economic Association, 2004/2005) . 

As it is ind icated in Ethiopian Economic Association Report (EEA, 2004/2005), the most 

important factors that aggravate urban poverty a re: 

SJ/Ortage of inca/lie: A major capability problem afflicting the poor is poor purchas ing 

ca pacit\· This a ri ses from sh ortage of income and lack of access to fina ncial capital. 

Capability prob/elll: Poverty is exp ressed in addition to lack of income of essential human · 

capabilities such as being litera te, health\' and adequately nourished. Hence, capability 

problems a re manifes ted by more than lack of income. 

Lack of flllploylll fllt opportunities: [s a major reason for low income situation for urban 

population. 

Poor perfonllallce of tOlPn ann city anlllill istratioll : The genera l decline in the urban li ving 

condition has reportedly been caused b\' the poor performance of many municipalities in 

delivering urban social services a nd infrastructure to res idents. In line w ith this \'\10Iday 

(2004) also mentioned an important set of poverty correlates which are responsible for 

poverl\ ' pers istence. These include a bsence of the ru le of law, lack of protec tion against 

violence, lack of civi lity and predictabili t\· in intersec tion w ith public officials. 

Jllnil' inllll/ suppression and isolatioll: Creati\ 'e capaci ties of the people are suppressed du e to 

social norms and values that undermine individual m otiva tion and achie\·ement. 

Comm una l similar ity is upheld a t the expense of ind ividual advancement. Indi\' idua ls 

\\'ho are highl y motivated and make some advancement are normally ridiculed and 

discouraged. 

Mncro-ecolloll1 ic fnc tors : Urban pO\'er ty is probabl y fa r more sensiti ve to macro-economic 

cond itions than is rural poverty. This could be ev idenced by a few causes of micro 

economic changes. Growth is an essential ingredient of poverty reduction in urban sector. 

Urban poverty elasticity, the percentage change in urban poverty per percent growth in 

per capita income, has been proved to be positive by various studies indicating that a 

positive change in income is very likely to bring about change in welfare. H ence, 

developing a sustainable strategy to produce rapid growth is s key component of a 
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successful strategy to reduce urban poverty. Morley (cited by EEA, 2004/2005), has fou nd 

for instance, that based on a cross sec tional studies of d iffe rent countri es in the world any 

country that manages to achieve per capita growth of 3 percent over a decade ca n expect 

to cut its urban poverty by half. 

2.7.1 Measurement of Poverty 

Measur ing poverty is as important and difficu lt as defining it. It mainly entails enabling 

poverty comparisons that a re needed for the purpose of assessing a country's progress in 

poverty allevia tion and / or eva luating policies and projects (Un ited Na tion, 1996, cited b,' 

Ephrem, 2006). Poverty is measured by constructing a poverty line. Povert,· line is a 

threshold level of per caipita income/consumption level below which an indiv idual is 

labeled to be p oor (World Bank, 1991). A poverty line can be measured in d ifferent 

approaches. The commonly used approaches are the fo llowing: 

I. Absolute pOl'erty nppronc/I 

In absolute poverty approach people are labeled to be poor when some basic needs are 

not sufficiently sa tisfied. The extent of absolute poverty is d escribed as the nu mber of 

people, who are unable to command sufficient resources to sa tisfy basic needs. They are 

cou nted as the total number living below a specified minimum level of real income-an 

international poverty line (Todaro & Smith, 2006) . 

The commonl y used method in measur ing absolute poverty is the basic need approach. Jt 

defines absolute povertv in terms of basic needs such as food, clothing, housing, health 

ca re, education etc. J n this case povert\' means lack of command O\'er the stated basic 

needs w here the povertv line is the minimum cost of these basic needs (Rown tree, cited 

by Dercon & Keishnan, 1996). Hangeaars (1986:56) put the basic need approach more 

importantly as foll ows: 
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Z= C(l+Oco where; 

Z is the poverty line 

Co is the minimum cost of foods 

Oco is the minimum cost of non-food items 

In this approach, poverty lines are drawn by com puting the cost of the food basket at 

regional prices that enable poor households to meet the nuh'itiona l requi rements. In 

addition, an allowa nce for the non-food consumption is added (Rava llion & l3idani , 199,1). 

The other method of defin ing absolute poverty line is the Food Energy In take (FEI) 

approach. This method sets poverty lines by computing the level of consumption or 

income at which households' are expected to satisfy the normative nutr itional 

requirement, which is 2200Kcal (G reer & Thorbeche cited by Dercon & Krishnan,1996). 

In addition to theses m ethods, total expenditure or income rati o ca n be used as a 

determinant method of absolute pover ty. 

On the other hand, Dercon and Krishnan (1996) used a consumption-based approach to 

construct the absolute povert\· line fo r Ethiopia tha t involves the followi ng steps: 

• All consumption information including the consumption from own production 

and stocks w ill be expressed in mone\' terms. To value sul.>sistence consumption, 

a separate price SUf\'e\' is taken, 

• Consumption per household is rescaled to take into account the household size 

and composition. Adult Equ ivalent Unit (AEU) is derived for each household 

and used to calculate consumption per adult eq uivalent. 

• Representa tive diet for each poor household is derived . But, since poverty lines 

are essentially tools to a llow compar ison of welfare across households and 

regions, construc ti ng a diet for the poor, which is identified fo r all households is 

better. 

• Incorporating values to the non-food consumption. 

II. Relntil'e pOl'erty approach 

This approach measures poverty in terms of relativity. It implies tha t one has less than 

wha t others have. In the definition of the relative poverty line, there are also va rious 
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methods like fraction of mean or median income and percentile of the income 

d istribution. In other w()rds the poverty line ca n be set at one-half, one-' hird, and two­

third of the mean income. This method involves classification of the population into 

different quartiles depending on the one or two quartiles to be considered as poor and the 

corresponding cut off income level to be a relative poverty line. According to Rava llion 

(1992) the major weakness of this method is that it is not clear whether the method is an 

indicator of po\'erty or measurement of income inequality. In addition, it is highly 

subjective in \\'hich the results obtained are localized that makes it difficu lt for inter 

soc ietal comparison. 

Ill. Subjective npproncll 

In this case the poverty line depends directly on the opinion imd feeling of the concerned 

individuals to determine the minimum level of income for themselves. In this approach, 

the difference between poor and non-poor depends on the subjec tive judgment of 

indi\'iduals about what constitutes a sociallv acceptable minimum standa rd of liv ing in 

their own societies. The result of this approach may sometimes be misleading as it takes 

pure!l' an account of individuals' or groups' own declaration about thei r position . 

The World Bank also developed a partic ipatory povert\· assessment (PPA) technique so 

as to complement other poverty measures. It is an assessment of poverty by its primary 

stakeholders-people themselves (Nara\'an et aI., cited by Bamlaku, 200,1). The most 

important stakeholders of PPA are poor men and poor women. 

The next step after constructing the pOl'e rtv line is the choice of poverty indices. These 

indices are the headcount index (Pl ), poverty gap index (pl) and the Foster-Greer 

Thorbecke (FGT) index (p2) measure of intensity of pOl·ertl'. 

The headcount ratio is the most popular measure of pOl'e rt\' , which is simply the ratio of 

the number of the poor to the total population in a community. 
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H ence, H (po) = ql n w here, 

H (pu) is the headcount Index 

q is the number of people earning income below the poverty line 

n is the total number of individ uals in the community 

Ravllion (1992) indica ted that poverty gap index (PI) is the average share of the minimum 

standard of liv ing, w hich the poor are lacking. He also described it as the total lllcome 

short fall needed to eradicate poverty. This can be calculated as follows: 

1· 

Plo I (z - y i) , 
1=1 

Where: 

Yi is the income of individual ' i' in the communi ty 

PI is the poverty gap index 

Z is the poverty line 

DelTon and Krisnan (1996) indicated that the Foster-Greer Thorbeck method measures 

the intensity of poverty bv squaring the transfers need ed so that very poor households 

are given a large weight In general as suggested by Foster et a i. , (1984) the thJ"ee poverty 

ind exes can be calcu lated using the following formula: 

Where: 

CI equal to 0, 1 and 2 for po, Pi and p , respectively 

Yi is the income of the poor 

Z is the poverty line 

q is the number of people earning income bel ow the poverty line 

n is the total number of indiv iduals in the commu nity 

However, in this study po, Pi & p2 are calc ulated based on absolute poverty lines. The 

poverty line is borrowed from the World Bank Poverty Analys is Manual (2005). 
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2.8 Empirical Reviews 

This part tries to review empirica l studies of different scholars, researcl1ers and 

practitioners, which have been carr ied out in the area of micro enterprises and SMEs in 

different countries and in Ethiopia Particularly, the review focuses on the roles of the 

sector to local, regional and national development and the impact of government policv 

on the sec tor. 

2.8.1 Research in Other Countries 

To begin with an empirical study carried out b\' Oscan (1995) on the role of SMEs in 

Turkey; it is found that sma ll firms contribute to employment and new job creation in 

Gazintep, Kayseri & Denizli provinces of Turkey. Thus, they create income for family 

members and relatives in the social network. In Gaziantep 21,348 small firms in the city 

employ 60-80,000 people It also indicated that the role of the sector is far larger than the 

share of large companies in the province. The importance of employment crea tion in 

small firms is similarly h·ue for Kayseri and Denizli. It is also found that the combination 

of the number of small firms across sec tor is similar in the three prm·inces. 

As discussed earl ier Liedholm and Mead (1995), in their study of the dynamic role of 

micro and small enterprises in the development process', adopted a fourfold classification 

of micro-enterprises, for policy purposes, based on their past growth performance in 

terms of numbers of additional workers employed: 

1. New enterprises in the s tart-up phase (new starts); 

2. Existing enterprises that had survived the perils of start-up but had not grown 

(no-growth firms); 

3. Existing enterprises that had shown small growth (small-growth firms); 

4. Existing enterprises that had graduated and become 'small' enterpri ses with ten 

or more workers (grad uates). 
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The empirical study, based upon data from six core counh'ies (Botswana, Kenya, Malawi, 

Swaziland, Zimbabwe & the Dom inican Republic), fou nd that new sta rts (firms less than 

one year old) accounted for 28 per cent of all SMEs. The study found tha t new s ta rts were 

typically higher than 20 per cent a yea r, but closure rates were also high. Thus, not 

surprisingly, they found considerable churning and turbulence in the micro-enterprise 

population. 

Non-grow ing firms constituted the largest share of the universe of firms (.JJ per cent) and 

three-quarters of a ll micro-ente rprises that had been in existence for more than one year. 

Non-growing enterp rises were very small (averaging only abou t 1.2 workers, smaller 

even than the average new start with 1.8 workers), and relied almost exclusively on 

fa mily labor. A Significant proportion of the owners of such enterpr ises are female (60.4 

per cent), as is the proportion of the workforce that is female (55.1 per cent). Most female­

owned enterprises were no-growth enterprises. Small-growth firms constituted only 12 

per cent of a ll small and micro en terprise firms and a little over one-fifth of all enterprises 

over one yea r. They accounted for about half of all new jobs crea ted by the expansion of 

existing enterpri ses, excluding new starts. 

The proportion of small-growth firms owned by women as a proportion of the total 

number of female-owned enterprises was much lower than for men. While the majority 

of these firms relied excl usi\'ely on family labor, nearly 40 per cent had one paid 

emplovee. The share of women as ow ners of small -growth firms was onl" 38 .5 per cent, 

and females only contributed 35.9 per cent of the total em ployment in such enterprises. 

Less than 1 per cent of a ll sm all and micro-enterprises were graduates. This implies that 

graduates contributed about one-quarter of all new jobs crea ted from the expansion of 

existing enterprises in the countries studied because each enterp rise added substantial 

numbers to its work force. The findings from Liedholm and Mead's study shown that the 

means through w hich poverty-red ucing micro enterprise programmes make an impact is 

bv increasing income rather than genera ting new jobs. 

Roura (1988) in empirical study of SMEs and the Regional Dish'ibution of Industry in 

Spain based on official statistica l data found that SMEs represent arou nd 99.6 per cent of 
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the total of Spanish industrial es tabl ishments and 77.1 per cent of industrial employ ment . 

Their co ntri bution to va lu e added lies at slightl y above 63 percent of the total for the 

manufactur ing sec tor. In add ition to this the s tu dy found tha t 97 per cent of the Spanish 

exporting companies are SMEs and the ir share in industria l ex ports is equiva lent to 

approximately 42 per cent. H owever, there is a variation in terms of employment 

genera tion capacity of MSEs and industrial va lue added among differen t sectors of MSEs 

and in different regions of the cou ntry. 

Although the sector is play ing a s ignificant role in generating em ployment opportunity 

and it is the largest base of expor t. The study is also identified certain problems of the 

sector. Accordingly, the following are the most importa nt problems of the sec tor: 

research and technological innova tion, taxa tion, tra ining, information and consultancy, 

financing and labor relations, subcontrac ting and public contracts. 

The role of MSEs in economic d evelopment of Indonesia is inves tigated by Dipta (2004). 

The study found tha t the sector contributes in the economic development of the country 

through generating new empl oyment opportunity and promoting entrepreneurship. It is 

general ized from the study that low level of education, lack of market resea rch and 

information on business opportunities, lack of capital, lack of infrastructu re, poor 

environmental conditions and lack of effective marke ting linkage are the challenges faced 

bv the sector in Indonesia. 

Rei necke (2002) tried to re\·iew works of diffe rent scholars on the impact of policy 

environment on the crea tion and improvement of jobs w ithin small enterprises in 

developing cou ntries, in the stud y paper entitled -'Small Enterpri ses, Big Challenge'. The 

review summarizes current research on the impact of the policy and regulatory 

env ironment in small en terprises. It concluded that, despite sma ll policy support g iven to 

small en terprises in m ost developing coun tries, the over all economic pol icies a re s till 

often biased in favor of larger enterprises. Moreover, the cos t for small enterprises to 

comply wi th existing regulations is often ulUlecessa rily high. To create a level playing fo r 

enterpr ises of different size classes, the author argued tha t, regulations should be clear 

and the process of implementa tion must be h·ansparent and fair. 
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Different resea rches and inte rnational ex posure has shown the relevance of education 
and/or tra ining and its di rect linkage w ith pr ')du cti vity. As shown in CCA (2001), a 
research carried out in Ta nzania, Uga nd a and Zimbabwe shown that the most techn ically 
adva nced, proactive and competitive SMEs are those run by well educa ted entrepreneurs. 
If not, they grow up in families w here there was a prior record of entrepreneurial activity 
and had been employed before venturing in to their own business. 

Sondgrass and Biggs (1996) in their effort to study " Industrial ization and the Small Firm­
Patterns and Pol icies" also substantiated the idea that though the great majority of 
develop ing country gO\'e rnments say they favor SMEs and undertake a range of credit 
and other program intend ed to promote them, the ir policies tend to be biased in fa vor of 
large enterprise and against SMEs to a greater or less extent." Policy reforms to red uce 
this bias ca n make significant contribu tions to important social goals such as the crea tion 
of productive jobs, the development of entrepreneurial, managerial and labor skills, 
greater equity, industrialization and income growth . Moreover, evaluations of SMEs 
precauti on programs show that many of them are of limited value. Elkan (1995) therefore, 
has suggested that more emphas is on policy reform and less on programs to promote 
SMEs might improve the outcome. A fundamenta l alterna tive of this view asse rts tha t the 
greatest need is fo r deregu lation to reduce or eliminate existing policies that are biased 
aga inst SMEs. 

Schi ffer and Weder (2000) have conducted a world w ide survey wi th refe rence to the 
inte raction between fi rm size and the busi ness en\·ironment. The stu dy draws on a nel\' 
pri vate sector survey cO\'eri ng 80 countries and one terri tory to stuti\' the question 
whether business obstacles are rela ted to fi rm s ize. The stu dy fou nd that small firms seem 
to have adva ntages over larger firms, for instance, they may be less a ffected by excess ive 
regulations because they can more easily slip into informal arra ngemen ts. However, the 
main finding affirmed that there is indeed a bias against small firms. In the overall world 
sampl e, small firms report more problems than m edium-sized fi rms, which in turn report 
more problems than large firms . In particular, smaller firms face significantl y more 
problems than larger firms w ith fi nancing, taxes a nd regulati on, inflation, corruption and 

33 



street crime. Some uf the most sever perceived impediments to doing business affect 
firms of all sizes, and consequentlv call for across-the-broad policy improvements. The 
recommendation goes in the direction of policy improvements in o rder that the playing 
fie ld is leveled. 

2.8.2 Empirical Studies in Ethiopia 

The following section deals with rev iew of empirical studies that have been carried out in 
Ethiopia concerning MSEs. Special emphasis of the review deals wi th the role of the 
sector and the impact of policies on the sector. 

To begin with the 2002 Ethiopian Central Statistical Authority (CSA) nationwide surve,· 
on small scale manufacturing shows that there were 31,863 small scale manufac turing 
industries in Ethiopia, of which 19,996(63 per cent) were located in urban areas. Grain 
milling establishment account for 85.5 percent of small sca le manufacturing industries in 
the country. Regarding problems, about 41 per cent of the respondents indicated that lack 
of capita l as the major problem of the sub sec tor followed by absence of adequate skills (6 
per cent). Moreover, the respondents revealed that absence of market demand, shortage 
of supph· of raw materials and lack of working ca pital as the main reasons for not fulh· 
using their capacity. 

Thus, although the survey focused on small sca le manufacturing sub sector of MSEs the 
result indicated that the su b sector is conh·ibuting a significant ro le to create employ ment 
opportunities in urban areas of the country . 

The national urban informal sector survey conducted bv the CSA in 2003 found that 
about hal f of the urban workforce is engaged in the informal sector. It indicated that 
997,380 persons engaged in 799,358 establishments (1.3 persons per establishment), of 
which 60 per cent were female. About 43.3 per cent were involved in manufacturing 
while 37.8 per cent of the operators involved in trade, hotels and restaurant. This implies 
that small scale manufacturing dominates the sector than other sub sectors dur ing the 
survey year. The survey also revealed that abou t 74.7 per cent of the informal sector 
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operators sta rted their operation with initial capital of up to ETB 250. The main sources of 

ca pital includ e own savings, loan from friends/re latives and ass is tance /grants from 

fr iends / relatives. According to the survey in the informal sector lack of capital, 

inadequate skills and lack of premises are the major problem s operators faced in starting 

their bu siness. Market and health problems were also identified as the major difficulties 

in running their day to day activities. 

Therefore, the above fi ndings of the survey shows that the informal sector is contribut ing 

a lot in creating urban employment opportunities desp ite the problem mentioned. 

A stu dy on 'policy impact and Regulatory Chal lenges of Micro and Small Enterprises 

(MSEs) in Ethiopia by Gebrehiwot and Wolday (2006) presented a sys tematic analys is of 

the policy and regulatory changes, their impact on development of the sector and the 

constraints of the sector. The finding indicated that the sole- proprietorship is the single 

dominant form of ownership among the sample firms accounting for 94 per cent. Tn terms 

of gender male owned MSEs dominate they account for 74 percent. Additionally it 

indicated that more than 87 per cent of the MSEs operators started their business from 

scratch using relative ly small start up capital (median of ETB 2077). 

Regarding the reform taken by the government (since 2003) to enhance the sector the 

stud; showed that investm ent, competition among MSEs and with imported goods, 

infrastructure, access to finance, tax rate, tax ad minis tration ,size of output markets, 

product and input prices have increased after the reform process. To this effect the study 

shows that there is a di\·ergence between polices and directives issued and their actual 

implementation on the g round. Therefore, the researchers forwarded that the 

government needs to improve the legal, regulatory and instituti onal framework within 

which MSEs opera te for better performance of the sector. 

GTZ-Ethio-German Micro and Small Enterprises Development project prepared MSEs 

Success Story Album and Business Success Tips (Yared et ai, 2005 cited by Adil, 2007) to 

document the pa tterns which contributed to the success of MSEs. It was prepared by the 

member of the GTZ-MSEs project by conducting su rvey in 5 cities in Ethiopia: Amhara, 

Adama, Add is Aba ba, Bahir Dar and Mekelle. The researchers identified 16 successful 
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entrepreneurs in collaboration with city chambers, women entrepreneur associations and 

regional MSEs development a~encies of the respective cities. The study recognized that 

entrepreneurial cu lture, social ties and strategic business locations are identified as the 

most important factors that contributed for the triumph of these entrepreneurs. 

Elias (2003) in empirica l study on the role of MSEs to local economic development found 

that a lthough, the en vironment of the sector is encircled with probl ems such as lack of 

capi tal, absence of government support, lack of credit fac il ities and the pre\·a lence of poor 

technologies the sec tor is contributing a lot in promoting local development in the survey 

area through employment generation and promoting entrepreneurship. 

Tsseguereda (2002) in a study on " Dynamism and Potential Contribution of MSEs to 

Development in the case of Footwear Sub Sector" found that as many other sub sectors of 

MSEs that employ indigenous knowledge, this sub sec tor also employ workers with no 

fo rmal train ing but w ho get skills tlu ·ough experience and informal training. It is found 

that skill in the sub sector circulated via labor mobility. And operators depend more on 

in.formal ties rather than forma l system of credi t (banking) or public sen· ices. The study 

indicated the dynamism of the sub sector in terms of linkage that exists w ith the lea ther 

industry. Regarding the working conditions of employees the study found that it was 

unsatisfactory but it is characterized by high flexibility of the labor force in terms of the 

willingness or abili ty to work extra hours. It is also indica ted that such fl exibility is crucial 

in indus tlY such as footwear where production is seasonal and orders tend to arrive at 

the last moment. Concerning the problems of the sub sector, the study found tha t apart 

from the common problems of MSEs this su b sec tor is being shocked by impor ted shoe 

particularlv from China. 

Finally, the study recommended that better policy improvement is required at different 

levels to enhance the performance of MSEs sec tor in general and that of footwear sub 

sector in particular. 

From the above empirical reviews w hat can be concluded is that the sector became the 

focal point of researchers, academicians and policy makers both locally and 
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internationally. However, as it can be understood from the reviewed studies they focus 

on the role of the sec tor particularly for employment generation and en trepreneurship 

promotion as well as assess ing the impact of policy on the sector. However, all of them 

did not study the role of the sector in reducing urban poverty by taking a single program 

intervention. Therefore, th is study aims at bridging the existing empirical gap in the area 

b,' taking a program with multiple goals being implemented by the Ethiopian 

government to promote the MSEs sector. 

2.9 The Policy Environment 

For the establishment and growth of MSEs the intervention of the state is essential. The 

state can interfere in promoting the sector tlu'ough a number of programs like provision 

of credit, appropriate technologies, technical assistance, and intervention on both the 

demand and supply sides (Tseguereda, 2002). 

Althou gh MSEs exist for longer periods in Ethiopia, they have got the attention of policy 

makers recentlv. In relation to this Andualem (2004) indicated that MSEs in Ethiopia have 

been neglected for long periods until shift was made to market -led economic system. 

However, since 1991 the EPRDF governm ent has been giv ing due attention to the sector. 

In Ethiopia the role of MSEs in employment creation, economic growth and poverty 

alleviation as opposed to being viewed as marginal and unproductive, tax evader, and 

with limited contribution to economic growth has received the recognition it deserves, as 

expl icitly stated, for example, in the Poverty Reduction Strategy, the MSEs Development 

Strategv and the Federal Food Security Strategy of Ethiopia (MoFED 2003 and 2002; 

iVlinistrv of Trade and Industry 1997) and in the MSEs development program of the 

coun trv. This shows the policy concern given to the sector by government. 

In line with this in 2003 the Add is Ababa City Administration developed a business plan 

for the first time in metal and wood work, garment and dry foods sub sectors. Later on in 

2005 an overall MSEs de,'e!opment program was designed for the entire country. Before 

the design of the program, an assessment was conducted in 12 cities and towns in four 
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regions (Am hara Regional State, Oromiya Regional State, Tegri Reg ional State and 

SNNPRS) as well as .'\dd is Ababa anc1 Dire Dawa (MSEs Development Program, 2005) . 

The program is designed as a component of the Urban Indu strial Development Package 

of the country. It is d es igned to support the development and expansion of the sector and 

to make urban areas part of the indus trial development package and hence, to reduce 

urban poverty and unemployment in a meaningful manner. The progTam has the 

fol lowing general and specific objectives: 

Geneml objeClil'e: To design a clear and orga nized program that can foster the involvement 

of MSEs in urban d evelopment as well as to enhance the role of the sector in red ucing 

urban poverty and unempl oyment. 

Specific objectives: 

,. By expanding and developing MSEs to reduce poverty and unemploy ment 

,. To create a wide employment opportunity for TVET graduate, youth and 

fema les (creation of 80 % permanent employment opportunity and 20% 

temporary employment opportunity) 

,. To link MSEs sector w ith large industr ies for better industrializa tion 

,. To improve MSEs contribution to rural-urban linkage 

,. To make MSEs a seed -bed to industrialization 

,. To fac ilitate conditions for joint involvement of government institutions and 

r NGOs for the be tterment of the sector. 

In order to attain these objectives the program has devised the following most important 

strateaies· o . 

,. Prov ision of working premises 

,. Provision of credit facilities 

,. Prov ision of business development services 

>- Crea tion of market linkage 
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To accelerate the expa nsion and growth of the sector as well as to attall1 the desired goals 

a t a fed eral level there is Federal Micro and Small Enterprises Development 

Agency(FMSEDA) w hich is charged with the duty to design polices and to fac ilitate 

conditions for the growth of the sec tor. At the lower ties of the govern ment, the sec tor is 

orga nized under the office of finance and economy development to the kebele leve l. 

To sum up ,even though the pol icy approach of the government to wa rds the sector is 

su bject to evaluati on, it is possible to say that curren tly the sector became one of the 

st rategic issues of the EPRDF government to accel erate econom ic growth both a t urban 

and rural a reas of the country. 

2.10 Operational Definitions 

Definitions of MSEs vary from counh'\' to country and diffe rent variables are used to 

define it. Some countries use number of employees, sa les volume, and ca pital to define it. 

However, the operational definition given to the sector in this study is based on the 

definition given bv the Eth iopian government. The government defined MSEs throu gh 

!vlinistry of Trade and Indu stry (MoTI, 1997) in its Federal Micro and Small En terprise 

Developm ent Strategy based on the size of capital and level of automati on as fo llows: 

Micro Enterprises nre those s/llnll enterprises ll'itil n pnid -up cnpitnl of not exceeding ETB 

20,000 nnd excludillg IlIgh tech consultnncy firm s nnd other higll-lecll estnblislllllellt. 

SIIW/l Enterprises nre t//Ose busilless enterprises ll'ith n pnid-up cnpitnl of nbol'e ETB 20,000 nnd 

I/Ot exceeding ETB 500,000 nnd excluding high tech collsllltnncy finll s nlld otllel' Illgil tech 

esinbl is/l ille nl'. 

However, for inferential purpose the MSEs sector is also used sy nonymously with the 

informa l sector and SMEs in this s tudv. 

Permanent and temporary employment opportunities: operational defini tions to these 

are derived from the description g iven in the Ethiopian MSEs development program 

(2005). 
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Perll/allellt ell/ploy/llellt opporlllllilies illeludes {msiHess adil'ities that reqllires pro/i'5slOlIal 

skills, place o/prorillc tion, prol'isiOIl of fillallce, lIIarket linkage, special orgalli:atioll, allrl tiley IIm'e 

to be pefllll7llelll ill lIatllre. Helice, illriil,irlllais that es tablisll o/'le of Ihe foliO/ping Imsillessl's are 

cOllsidered a5 pel'lllallellt eillployees: textile and garlllent, dry foods processillg, cOllstl'llctioll, 

electricity, /'lllIlIi eipalily serl'ices, alld IIrball agriCII!tll re. (i.e. l1Iell/bers' of tile cooperntil'es are 

pel'lllallellt elllployees ill this shlrlll). 

Tellipornry e/llpLoylllellt opporlll lli ties are lllOse /Jll silless actiuities flwt call I'e opera ted /pUIl/illle 

skill, sllwll capi tal, rlail!! Inbor actirilies allrl t1lat call be colll'erted il7to pel'lllallent /Jll silless tllrollgll 

tillie. Tllerefore, il1r1il'ir/llals wllO ,7re engaged ill rlaily labor ill co lIstrllelioll, ill illfrnstl'llclll re 

rlel'eloplI/ellt actil, ities, Ilireri ill parkillg serl' ices, sallitatioll alld sill/ilar actil 'ilies are trented as 

tell/pornry ell/ployees (i.e. 11011 IIlell/bers' elllployees are tell/pornry ell/ployees il7 tilis silldy). 

Coopernlil'e: Tile ll'Orkillg defillilloll of coopemtiue is taken fi'011l tile defillitioll of tile [lItem 17 tiollal 

Coopemtil'e Alliance (l eA) accordingly, it is all alltOl'l 011l01lS associatio ll of persoll s IIl1ited 

l'olllniarily to Illeet tlleir conlll/O/1 eco 110111 ic, social allri cullurnl needs alld aspimtiolls tlll'ollgil a 

failltly OlPlled anrl dell/Ocmticnlly COli trolled ellterprise (lCA, 2004). 

2,11 Concept ual Framework: Approaches to Impact Assessment 

Assessing the impact of d el'e lopment program entails employing the appropriate 

methodologies that enable to identify the actual impact of the program on the target 

beneficiaries. To respond adequateh' to concerns about the impacts of development 

program, it is necessal'l' to determine: Whether the desired social and economic changes 

have occurred on the intended targe t populations, the extent to which these changes can 

be attributed to the development projects rather than to other independent facto rs (such 

as macro factors), as well as the direct and indirec t impacts on other population groups 

(Valadez & Ban'lberger, 199-1). According to much of the evaluation lite ratures, these 

kinds of assessment should use a randomi zed eva luation design (Boruch & Wothke cited 

bv Valadez & Bamberger, 199-l) or a quasi-experimental design (Cook & Cam pbell ci ted 

by Valadez & Bamberger, 199-l). 
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AccordJllg to Ledgerwood (1999), there are three ty pes of impact of a program These are 

econom ic, socio-political or cu ltural and personal or psychological. 

In impact assessm ent attribu tion is the most important problem . This problem is seen 

differently in different approaches of impact assessment. For instance, Hulme (2000) 

indica ted that the scientific method attributes the effec ts of a program to its causes w ith 

the help of experimental designs. On the other hand , quasi -experimental designs are 

used in combination w ith multivariate analysis (Gail e & Foster, 1996 and Mosley, 1997) as 

\Veil as both qua litative and quantitative data (Ca rvlho & White cited by Ledgerwood, 

1999). Other approaches for insta nce, the hu manistic approach foc uses on ke\' informants. 

Al though, there are diffe rent approaches of impact assessment the tlu'ee economical and 

commonly used approaches are: comparison of project grou p before and after the project 

in te rvention wi thout a control group, Ex-post comparison of project and control groups 

withou t a pretest and posttest on experimental group combined with ex-post comparison 

of project and conh'ol groups (Valadez & Bamberger, 1994). As a result, since this study is 

concerned with assess ing the impact of MSEs development program in reducing urban 

poverty the researcher has applied before and after approach without a control group. 

Therefore, based on economic indicators such as employment opportunities, change in 

income, improvement in living standards and access to m edical serv ice and primary 

education a re assessed both before and after the program in order to identifl' the impact 

of the program on operators, 
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CHAPTER THREE 

Methodology and Profile of the Study Area 

This part of the study deals w ith two important issues: the methodology employed, and 

description of the study area. 

3.1 Research Methodology 

3.1.1 Research Design 

The study is designed based on before and after approach of impact assessment without a 

control group. This approach is se lected because it is the commonl y used a pproach in 

impact assessment, it is simple and economical (Valad ez & Bamberger, 1994.). Moreover, 

it fits the nature of the problem on hand. To these effect economic indictors such as the 

level of employ ment opportunities generated by the program, changes in income as well 

as in living standard of operators' are exam ined using the mentioned approach. In order 

to sh'ength the reliabilitv and val idity of the approach a triangulation of da ta sou rce is 

utili zed. 

3 .1.2 Sources of Data 

The stud\' has used two sources of data: primary and secondary sources. 

Primary data collected from MSEs operators in the sub city, and MSEs development 

offi ce rs at the sub cit\' and kebele levels. Secondary data gathered from reports and 

sta ti sti cal da ta of the sub city and kebeles, earlier empirical stu d ies in rela ted a reas, 

published materials, CSA data and Interne t sources. 

3.1.3 Data Gathering Techniques 

To access data from relevant sources the researcher has uti li zed multiple data ga thering 

techniques fo r triangulation purpose. Hence, questionnaires, in terview schedules, focus 
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group discu ssion and personal observatJon are used dur ing the data gathering phase of 

the s tud y. The qu es ti onnaires were used to collect data from MSEs operators of the two 

sub sectors. MSEs d evelopment officers working in the sub c it\" and kebele levels were 

asked s tructured interview questions in relation to the performance of the program. 

Moreover, a focus g roup discussion was held with four cooperatives that are working in 

the cons truction and tex tile & garment sub sectors. The focus group discussion wi th the 

construction sub sector was held in General Wingeat and Shogolle s ites, whil e with the 

textile & garment sub sector was held in Addisu Gebeya and ShiroMeda respectively. 

3.1.4 Sampling Procedure and Technique 

To get ad eq uate and representative sample, the researcher adopted probability sa mpling 

method . This is because the number of un iverse (population) is known. Then, stratified 

random sa mpling technique is employed to draw adequate and representative samples of 

the population. 

Table 3.1: Sampling Procedure and Technique 

POpt dation Stratum Sample Sample size i 

frame (~30% fr 

each stra 

om I 
tum) I 

-
Constructi on sub sector operators (members) 200 59 

Tex tile and garment sub sector operators (members) 250 74 l ~ 50 

Source: Office of Cooperatives Organization of Gu le lle sub city (2008/09) 

The tota l number of operators in the two sub sec tors is 450 (Table 3:1). The population is 

di,·ided in to two strata based on sectoral d iffe rence. H ence, two s trata (construction and 

textile & garment su b sectors) wi th their respective sampling frame are arranged. Fina lly, 

approximately 30% from each stratum i.e. 59 fro111 construction and 74 from textile & 

garment sub sectors were draw n proportionally as sample size. Hence, the total sa mple 

size beca me 133. 
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3.1.5 Methods of Data Analysis 

Since the study is concerned w ith assessing the impact of MSEs development program, it 
is a form of impact assessment. Hence, the impact of the program on operators' based on 
certain economic indicators is analyzed using before and after approach of impact 
assessment without a control group. The process of data ana lysis is carried out with the 
support of SPSS (Statistica l Package for Social Science version 15). Descriptive statistics 
such as, frequencies, cross tabulation and descrip tive are utili zed in orde r to summari ze 
findings; a paired sa mple t- test, is applied in the study because it is the bes t statistical tool 
to analyze the impact of an intervention using before and after methods (Chandian, 1998). 
Additional ly, correlation is employed in order to assess w hether there is a relationship 
between households' income and expenditures before and after the program. Apart from 
these an OLS linear multiple regression model is executed in order to identify the most 
importan t variables that affect the current income of operators' . 

Moreover, headcou nt ratio (po), poverty gap ratio (pl) and FGT poverty severity index 
(p' ) are computed. This is because to make poverty analysis on operators it is necessa ry, 
to calculate po, pi and p'. Calculating these entail determining the poverty line. [n this 
study, the researcher used the absolute poverty line this is because it is the commonly 
used method of poverty ana lys is in LDCs. The absolute poverty line is borrowed from the 
World Bank Poverty Analysis Manual for Sub-Saharan Countries (2005), hence the 
absolu te poverh· line is 1 US Dollar per day per adult. The Dollar is converted in to local 
cu rrency (ETB) to get the equiva lent income of operators' using exchange rates taken 
from the Central Bank of Ethiopia. Average annual exchange rates of five vea rs (200 .. -
2009) have taken from the Central Bank of Ethiopia to adjust operators' income before the 
program. Similarh-, to adjust the current income of operators' the prevailing exchange 
rate during the research time was taken from the same source. 
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3.1.6 Model Specification 

In o rder to identify the most impc;- tant var iables that a ffect the Lurrent income (,f 
operators', the resea rcher employed an OLS linear multiple regression model. This model 
is se lec ted fo r t,,-o bas ic reasons: Since the dependen t va riabl e is continuous variable 
(current income of operators' ) an OLS model is sugges ted to deal w ith such va riables 
(Greene, 2006)_ And it is the most popular model w hich is emplO\-ed by other researchers 
,,-ho are d ealing w ith continuous dependent va riables_ The reg ression equation is 
specified as follo\\' s: 

y= Bo+ B1Xl+Ui 

INhere: Y is the current income of opera tors' (dependent va riable) 

Bo is constan t 

BI is estimators of the dependent variables 

Xl is the va lue of independent variable 

U i is error term 

The regression equa tion is rewri tten as follows : 

Y= Bu+ Bsor + B _~op+ B'I5,'+ BHII,o+ BEDsr+ BPExo+ Bcpo,,+ BYEco+ BYEoc+ Bscoe + BAPk' + ui 

Table 3_2 Variable Definition 

Va riables Descriptio n 
y Average annual income of operators afrer the cooperatives 

501" Sex of respondents 

Aop Age of operators 

MSa Marital status of operators 

I HI-Iso Household size of opermors ,-
EDsr Educat iona l status of respondents I 

i rEm 
I Past C'xpericl1ce of operators 

i ( Pop I CurrcllI positions of operators 

YEac Year of establishment of the cooperatives 
Seae Stan up capital of the cooperati ves 
ass Types of micro and small ente rprises sub sectors in which operators engag 

APia A mount 0 r previo lls income of operators 

Source: Own SpeCIfIcatIOn 
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3.2 Profile of the Study Area 

Addis Ababa, the capital city of Ethiopia is situated at 2408 meters above sea level. It is 

located a t 9° 02 North latitude and 38° 45 East longi tude. Unti l recently Addis Ababa was 

orga ni zed into 28 woredas (districts) and more than two hundred kebeles. However, the 

provisional government of the city has implemented a new struc ture that organized the 

city in to 10 sub cities which constitu ted 183 urban and 20 rural kebeles. The su b cities are 

Arada sub citv, Lideta sub cit\, Kolfe Keranio sub citv, Nifas Silk Lafto sub citv, Bole sub 
• _ • J 

city, Addis Ketema sub city, Akaki Kali ty sub city, Yeka sub city, Gulelle sub city and 

Kirkos sub city. The number of kebeles has been reduced to 103. More recentl y, to achieve 

good guvernance and accelerated development, the Addis Ababa City Charter was 

amended as a resu lt the number of kebele is reduced to 99. 

Gulelle sub ci ty is one of the third populated sub city. It has a total land size of 

31237071m2 which acconunodate 346,023 populations (CAE, 1996 E.C). [n the west it is 

loca ted to Kolfe Keran io sub city, in the east to Yeka sub city, in the North with Oromia 

Region and in south with Arada and Addis Ketema sub ci ties. 

The sub city administration is organized in to 7 offices, 10 d irectories, 37teams and 10 

kebeles. Currentl \' 1883 employees are working in different positions in the sub city 

(Strategic Plan of the Sub city, 2008). 

The sub city is located in the high land areas of Add is Ababa. Topogra phically the sub 

city is mountainous. This mountain is covered w ith forest and it is part of the city's green 

areas. The forest has both economic and environmental usage. It has cold climatic 

condition than the other parts oi the city. There are a number of religious places 

It has two referral hospita ls, one higher clinic, three health centers, six posts and about 28 

private clinics. Improvement is achieved in the education sector. This is because the su b 

city education bureau has managed to stop shi ft classes oi secondary schools by 

upgrading school sizes, s tudent class ratio have reached 1:4 in KGs,1 :57 in elementary 

schools and 1:61 in secondary schools. Student book ratio has reached 2:3. Most of the 

populations of the sub city are fall in medium and lower living standards, w ho a re 
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mainl y engaged in wea\'ing and brick production. There are also people who engaged in 

public services and other types of bu siness activities (Strategic Pl an of the Sub cit\·, 2008) 

Table 3.3: Population and Land Size of Each Kebele of the Sub City 

Number Kebele Land size Population 

( Hectare) 

'1 01/02 199.50 32,960 

2 03/0~/ 05 97.01 42,80~ 

3 06 80.06 20,706 

~ 07/L 141.48 34,099 

~ 08/ 16 -141.71 -13,667 

6 09/ b 330m 36,327 

/ 10/11 / 12 209.78 36,828 

8 13/1~ 558.34 38,024 

9 18 340.45 24,322 

10 19/ 20/ 21 826.48 36,286 

Source: Strategic Plan of the Sub City (2008) 

Like other sub cities, j'dSEs a re highly found in the sub city. According to information 

obta ined from FMSEDA oificers, the sub city is one of the major sub city of Addis Ababa 

in promoting the development and expansion oi the MSEs sector. The unique aspect of 

the sub city with regard to MSEs is that tex tile and ga rment sub sec tor, m ainly weaving is 

highly found in this sub cit)'. The popular 'ShiroMeda, Kechenie and Addisu Gebya' 

weavers a re found in the sub citl'. 

In the sub city the most important problems are unempl o\'ment, housing related 

problems(stock and quality problems) , qualit\· of education mainly that of TVET 

program, health problem, inadequate market ,probl em of waste disposal and lack of 

rec reational and sport fields (Strategic Plan of the Sub City,2008) . In ord er to promote 

development of the sub city, the adminis tration has designed a strategic plan for three 

vears bv the year 2008. 
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CHAPTER FOUR 

Data Interpretation, Analysis and Presentation 

This sec tion of the study dea ls with the interpretation, analysis and presentation of data. 

Hence, these are presented in the subsequent sections. 

4.1 Demographic Characteristics of Respondents 

Understanding the demographic characteristics of respondents is essential in order to 

conduct any type of analysis regarding them . Table 4.1 shows that 88 .7 % & 11.3 % of the 

respondents are male and female res pectively. This indica tes that the involvement of 

females in the two sub sectors is low in the sub city. So there is a large disparity w ith 

regard to gender in the two sub sectors. According to data obta ined from respondents 

during the focus group discussion, the low involvem ent of females in the two sub sec tors 

is attributed to factors such as gender problem s that fa vor male, low level of females' 

initiation to take risk, the nature of the business which requires more physical work and 

other institu tional problems such as inappropriate credit facilities. Admittedly, females 

cou ld not engage in the program to the desired level mainl y in the two sub sectors in the 

sub city. The find ing enta il s that the sub city has to do its level best to encourage females 

to start their own business, to improve the attitude of the community through the 

provision of h'aining, and to facilitate the env ironment to other stakeholders that can 

provide business development services. 

INith regard to marital status and age of respondents 25 .6% are married and fall in the 

age category of 26-33 years. On the other hand 24.8 % of the respondents are unmarried 

individuals, w ho fall in the age category of 18-25 years This ind icates that the majority of 

operators are young entrepreneurs, who partially assumed family responsibility and who 

do not. 
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Table 4.1: Mari tal status, Age & Sex of Respondents (N= 133) 

Age Sex 

M.uital Status Male Female Total 

Single 18-25 years 20.3'X, 48X. 24.S 'Y" 

26-33 years IS.0'X. 2.2'X, 17.2'Yu 

3441 yea r 6.m{, O.O'X, 6.0'',1;, 

Married 18-25 years IS1ft. O.O'X) 1S},;, 

26-33 years 23.3 '1., 2.3'',1;, 25.6H~1 

34-41 years 10.5'X, 0$',1;, 1131,1; , 

42-48 years 6.0'YlJ O.O'X, 6.0'X, 

49-56 years 4SX, a.o'x, 4SYu 

Divorced 18-25 years D.O'X, O.scX, 0$% 

26-33 years O,8lYu O,8lX, I.S'},;, 

42-48 years 0$% O.O'X, 0.8'% 

Total 88.7'',1;, 11.311111 100.0'% 

Source: Field Survey (2009) 

Understanding the current position of operators is vital in order to look at the 

organiza tion of the cooperatives, the distribution of responsibilities and to assess the 

likel y difference in their income. Table 4.2 shows the current position of operators in the 

cooperatives To this effect, 57.1 % of them are in charge of certain managerial 

responsibilities to manage the cooperatives, while 42.1 % of them are members of the 

cooperatives w ithout atw manageria l responsibilities. This means that there is formal 

organizationa l structure upon, which line authorities and responsibilities a re disc l1arged 

to members of the management. However, the fa ct rem ains that the cooperatives dealt 

with are not organized as per the principle of cooperatives formu la tion particularl\', in 

the case of textile & garment sub sec tor. This is because, theoretica lly cooperati ves are 

business organizations, v"hich are owned in common, members are the workers of the 

coopera ti ves, they assume risks and responsibilities of their bus iness as ",ell as share 

profit of the business according to their conh'ibu tion (Zeuli & Cropp, 2004). 

Consequently, by using this d efinition as a base in the case cooperatives, a different fo rm 

of organization is found chiefly, in the textile & garment sub sector. In this sub sector 
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except one cooperat ive, which is fou nd in Ad disu Gegcya all are not organized as per the 

principle of coopera tives formation. This is beca use even though they registered as a 

coopera tive they ha ve nothing in common except place of production. In relation to this, 

the respondents indica ted that such a poor o rgani zation is one of the most important 

facto rs, w hich affec t their collective barga ining power in the market place, as a result they 

could not attain w hat they coul d have atta ined. The ex isting problem is accepted by MSEs 

developmen t officer in the sub cit,· duri ng the key informant intervie\\·, and indicated 

that solving the problem requi res the involvement of a ll stakeholders spec ially, the 

commitment of opera tors themseh ·es to reorganize the coopera tives. 

Therefore, the find ing implies that as long as operators a re organized in the form of 

coopera tives, it is necessary to reorgani ze the coopera tives in the proper way tha t could 

enhance their competitiveness but implementing this enta ils changing the attitude of 

operators, w hich in turn requires the involvement of concerned sta keholders 

Table 4.2: Operator's position (N= 133) 

Sub Sector Managem ent Members Tota l 

Construct ion 21.1 cy., 23.31Y., 44.4cY.) 

Textile & Garm e nt 36.1 CY.1 19.5cY.) 5S.6 1Y. ) 

Total 57.2IX, 42.8 IX) 100.0':;' 

Source: FIeld Survey (2009) 

Educa tional s tatus of business opera tors is one of the fac tors that cou ld contribute to their 

success in the ir busi ness performance. With regard to this, effo rt was made to identify the 

ed uca tional status of responden ts. 34.6% of them had comple ted primar,· school. Ou t of 

this 31.6% & 3.0% are opera ting in the textile & garment and construction sub sec tors 

respec tivelv (Table -1.3). On the other hand, 30.8% & 27.8% of the respondents have 

completed high school and TVET program respectively. Ou t of th is 18 0
0 & 22.6% are 

engaged in construction sub sector. This indica tes tha t the educational status of 

construction opera tors is better than tha t of tex tile & garment opera tors. 
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As it is clea rly indicated in the MSEs development program, TVET graduates a re one of 

the beneficiaries of the prog ~'am, so that it is possible to say that this object i\'e is being 

rea li zed in the sub city pa rticula rly, in the construction sub sec to r. In line with this, the 

find ing of the focus grou p discussion shows tha t business opera tors have a need to 

improve their ed ucational background that can augment thei r prod uction and manageria l 

capacities. Therefore, competing in these days dynamic business env ironment, requ ires 

understanding consumers buying behaviors, producing innova ti\'e and quality products, 

which in turn demand s hav ing a better educa tional status and skills both in production 

and manageria l areas. As a resu lt, the concerned stakeholders need to address th is cr itical 

issue based on the needs of operators. 

Table 4.3: Education al Statu s (N=133) 

Sub Sector 

Textile & 

Constructio Garment Tota l 

Educatio nal Ill it e ra te 
0.0'1., 2.3"1.. 2.3'Yc, 

Slatus 

Read & w rite 
a.o'x, 3.B''/., 3$'/., 

Comp leted pri mary school 
3.0'Y" 31.6'1., 34.6'X, 

Compl eted high school 
18.0'';;, 12.8'X, 30.S'X, 

TVET grad uate 
22.6L.1A. S.2'Yu 27$'/., 

Degree 
O$'/., O.O"~, 0.8% 

Total 
44.4'1., 55.6'1., 100.0nlt, 

Source: Field Survey (2009) 

Identify ing past experience of busi ness operators is also impor tant in order to make 

di ffe rent types of ana lysis such as its im pact on current level of productivity and income 
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of operators. In relation to this, 52.6°;, of the respondents had been running similar 

busines, ac tivities (Table -1.4). Ou t of these 47.4% & 5.3% of them are working in textile & 

garment and construction sub sectors respectively. Only 13.5% of the respondents are 

unemplo\'ed after li ving schools. Out of this 12.8% are working in the consh'uction sub 

sector. This finding can be related to the previous educational data that show the majority 

of construction operators are TVET graduates. 

Hence, it is poss ible to say that most of the operators had prev ious work experience 

particularly, those working in the textile & garment sub sector, while only 13.5% of them 

are unemployed after leav ing schools. 

Table 4.4: Previous Job (N=133) 

Sub Sector 

Textile & 

ConstructiOIl Carnu.' 111 To tal 

t 'l1 l' mploycd/after lil'ing school) 
12 .8% U.75% 13.5% 

l 'llcrnpl oYl'd (rc ll'fllch rd so lider) 
.0% 0.75% 0 .75% 

Daily I I ag.c laban' /" 
3.0% .0 0/" 3.0% 

I n sc hoo] 
(1.0 % 2.3% 8.3% 

\Yorlii ug in public s{'('tor 
.8% .0";0 0.75 % 

Ernp l o~l'd in simi l:lr bu siness 
8.3 % 2.3 % 1U. 5% 

Eltl pl o~l'tI ill unrclaH'd busi ness 
4.5'% 0.7:'% 5.3 % 

RUllllin g similar b lL ~in('ss 
5.3% 47 ... % 52.6% 

RUllIIillg ullrriatrd busiul'SS 
3.8% 0.75% .. 1.(,% 

Worl\ing 011 1I11]laid r:llllil~- business 
.0% 0.75% 0.75% 

Tolal 
44...1 % 55.6% 100.0 % 

Source: Field Survey (2009) 
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Entrepreneurs are motiva ted b\' difierent factors to establi sh their O\\'n business, Two 

types of moti vation factors <I re usually distinguished : push and pull factors, Pu sh factors 

(displacement fa ctors) refer to situations w here individuals are pushed into business 

formation beca use of job insecurity, and unemployment, w hile the pu ll factors are 

positive factors such as the des ire to be one's boss, profit expectations and the ambition to 

be fully responsible for one's d ecisions (Fischer, 1988), In line with this, effort was made 

to identify the motiva tional factors that induced respondents to formulate business in the 

form of cooperatives, To this effect4-i,3 % of them sta ted that the major motivational fac tor 

that initiated them to es tablish business is better g rowth ex pectations that could be 

achieved in group that mea ns pulling factors (Table 45), Particularly, 36.1 °'0 & 8. 2% of the 

respondents from textile & garment and construction sub sectors respec tively indicated 

that the previous indi\'idual business operation could not bring the desired level of 

growth Because of this they established the cooperatives in believing that more benefits 

could be achieved through group work. Similarly, 105% of business operators in the 

construc tion sub sector indica ted that they established the business due to the fact that 

they were unemployed and induced by fa vorable environmental factors created by 

government specifically, uy kebele administration such as provision of credit and place of 

work. Thus, the finding reveals that pulling factors are the major factors that moti va ted 

operators to es tablish business in the form of cooperatives The finding is similar wi th the 

finding of Fischer (1988) tha t indicates pulling factors playa significant role in business 

formation stage. 
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Table 4.5: Motivational Factors (N= 133) 

~ub Se( tor 

T('x tik ... 1;.: 

CO Il SlrlL ct ioll Gar me llt Total 

Lllck of emploY lll ent opport u ni t ~ to be employed 
2.3% 3.0% 5.3% 

Disappointing worl.: ('n\"ironrnc nt in the previoll s work place 
2.3% .0% 2.3% 

By looking oth ers as a ro le 1I10dei 
6.0% 15 % 7.:;; % 

Int(' rnal desi re to be self employed 
2.3% 1.5% 3.8% 

Fa vonl ble l' n\'irQll me ntal fa ctors 
6.0% 9.0% 15.0% 

La ck of elliploy rn ent &: favorfl bl e cnvirO lll11 cntal fa ctors 
I U.5% .0% 10.5% 

Int e!"!IlIl drsi re 10 be st' lfemplo~ed &: fa\ ora bk ell virOllllle nt al fa 
5.3% .0% 5.3% 

By lookin g otilns as a role mode l 8: fayora bl c cnvironm ent al fac t 
.8% .8% 1.5% 

Othcrs( ex pecting better growth ) 
8.2% 36. 1% -1-1.3% 

Forced by I.:l'bcl l' 
.8% 3.8% -1.5 % 

TOlal -1-1 .-1 % 55.6% 100.0% 

Source: Field Survey (2009) 

4.2 Characteristics of the Cooperatives 

Understanding the overall characteristics of the cooperatives or business such as w hat 

they are doing, year of foundation and sources of seed capital is crucial to draw anal YS is 

about them. Rega rding the types of cooperatives 55.6% & -±4.4% of them are engaged in 

the textile & ga rment and construction sub sectors respectivel y (Table 4.6) .11 .3% & 31.6% 

of the cooperatives working in the consh'uction and tex til e & garment sub sectors 

respectively were established by the year 2005, w hile 19.5 % & 16.5% of the cooperatives 

working in the same sub sectors a re fou nded in the year 2006. On the other hand, 3% & 

7.5 % of the coopera tives working in the same sub sectors are fou nded by the year 2007. 

Only 10.50f the cooperatives fou nd in the construction sub sector are established by the 
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year 2008/ 09. But by the yea r 2008/09 textile & garment cooperatives are not established. 

This implies that m ust textile & garn.ent cooperatives were es tablishec; earl ier than tha t of 

the construction su b sector. 

Table 4:6 Types of Cooperatives and Year of Establish men t 

Sub Sector 

Textile & 

Construction Garment Total 

Year of 2005 11.3''l1, 31.6°~) 42.9'1;;, 

Establishment 2006 19S X, 16S X, 36.1 °It, 

2007 3.0'X, 7,Slljo lOSX, 

2008/09 10S'lI, .QuA, 1081:1 

Total 44.4% 5S,6lY(, IOO.OIX, 

Source: Field Survey (2009) 

The number of members III the cooperatives varies between the two su b sectors and 

among the cooperati\·es . In order to know how many members established the 

cooperatives respondents were asked using a checklist. 27.1 % of them stated that the 

number of members is 11-15 peoples (Table 4.7), while 23.3 % & 19.5 % of the respondents 

indicated that the number of members fall between 1-10 and 46-50 peoples respectively. 

This shows that the number of members va ries among cooperatives . 
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Table 4.7: Numb er of Members in the Cooperatives 

Number 0; Members Freq uency Percent 

1-10 members 31 23.3 

36 27.1 
11-15 me mbers 

6 4.5 
16-20 members 

2 1.5 
21-25 me mbers 

10 7.5 
26-30 members 

9 6.8 
36-40 members 

8 6.0 
41-45 members 

26 19.5 
46-50 members 

5 3.8 
75-80 members 

133 100.0 
Total 

-~--~-. 

Source: Fiel d Sun'ev (2009) 

Concerning the number of current m embers in the coopera ti ves respondents \Vere asked 

to indica te w hether the number decreased or not. To this effect 51 .9% of them indicated 

that the number decreased (Table 4.8). The resu lt of an interview held with MSEs 

development officer in the sub city also indicated that the current number of members 

declined mainl\' in the tex ti le and garment sub sector. Both sources attributed this 

scena rio to withdrawa l of members, disagreement among members, death of members 

and perception of no growth . In add ition to this, dur ing the focus group discussion held 

with the textile & garment opera tors, it is fo und that if the trend of business growth 

continues in this manner (i. e. w ithou t growth), w ithdrawal of members w ill be inevitable. 
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Table 4.8: Current N umber of Members in the Cooperatives 

Number of members of th e 

cooperatives decreased? Count Percent 

Yes 69 51.9 , 
No 64 48.1 

Total 133 
, 

100.0 I 

Source Field Survey (2009) 

There are different sources of seed capital to MSEs. The most important sources a re loan 

from micro financing institutions, loan from relati\'es/ families, family assistance and 

own saving. In order to identi h' the sources of seed cap ita l to the cooperatives effort was 

made hence, 26.3 % & 1.5% of the cooperatives found in the construction and texti le & 

garment sub sec tors respecti\'ely indicated that thev generated the seed capita l from 

micro finance loan and members' conh'ibution (Table 4.9), w hile 18.1 % & 54.1 % of the 

cooperatives found in the same sub sec tors indicated that the seed ca pital was generated 

onlv from members' contributions. This shows that the majority of the cooperati\'es 

specifically, in the textile & garment sub sector are established bv capital generated from 

members. This can be linked "'ith the finding that shows most of the textile & garment 

operators had been running similar business activities before the es tablishment of the 

cooperatives, which indicates that the former business was their source of money to 

es tablish the cooperati\'es (see table 4.4). But, the find ing of focus group discussion 

conducted with textile & garment operators revea ls tha t after the establishment of the 

cooperatives members has taken loan from Addis Credi t and Saving Institution on 

individual basis to purchase machineries . However, the majoritv of operators in tl1e 

construction sub sector sourced the start up capital from micro finance ins titu tion namely 

Addis Credi t and Saving Sen'ice Ins titution and members' contribution . As a result, it is 

poss ible to say that the sources of the start up capital are from members' con tribution and 

loan from the micro finance institution. Concerning the role of micro finance institutions, 

(Wolday cited by Bamlaku, 2004) argues that micro finance activities in Ethiopia are 

policy instruments which enable rural and urban poor to increase output and 

58 

i 



productivity. More importantly, they induce technology adoption, improve input suppl v, 

increase i,Kome, red uce poverty and thereby help the [-oor to atta in food security. 

Similarl y, the above finding su pports the a rgument of the author beca use the ind ica ted 

micro finance ins titution is playing part of the roles proposed by the author in the case 

cooperatives . Therefore, such institutiona l supports need to be intens ified for the growth 

of the two sub sec to rs in particular and to MSEs in general. 

Table 4.9: Sources of Start up Capital 

Sub Sector 

Texti le & 

Construction Garment Total 

Sources of Micro f inance& 
26.3%1 13 1,1;1 27.8"A, 

Seed capital Members' Contribution 

Members' 
l S.11Xl 54.1% 72.21Y;. 

Contribution alone 

Total 44.4°/11 55BJ;;) IOO.Qo;;) 

Source: Field Survey (2009) 

As it was found, the in it ia l cap ital was generated from both members' contribu tion and 

loan from the micro finance institution. In relation to members' contribution, respondents 

were asked to indica te from w here they sourced their own individ ual contribution during 

the establishment of the cooperatives 74.3% of the operators indica ted that they 

generated the contribution from their own saving. Out of these 51.8 %& 22.5% are found 

in the textile & ga rment and construction sub sec tors respectively (Table 4.10), on the 

other hand, 20.3% & 3.8% found in the construction and textil e & garment sub sec tors 

showed that thel' genera ted the contribution from fa mily assistance. H ence, this shows 

that most of the opera tors have generated their initial contribution from their own sav ing. 
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Table 4: 10 Sources of Individual's Contribution 

Sources of Indi v idual 's Contribution 

From Loan from From Others 

0\\'11 savi ng friends! rclat i family help (skill , knowledge) Total 

Sub Sec to r Cons truction 22.5'Y" .8'Y. , 20.3%, .8'V" 44.4'Y; , 

Textil e & 
51.8%, .0'1., 3.B'X, .O'v., 55.6'11" 

Ga rm e nl 

74.3'1. , .Slyu 24.VY., .8'1., 100.0'Y;, 

Sou rce: Field Survey (2009) 

Regarding the specific t\' pes of business activities undertaken in the two sub sectors 

-12.4% of the operators, who are engaged in the construc tion sub sector are doing wood 

work, meta l work & general construction. O n the other side, 79.7% of the respondents, 

who are engaged in the tex tile & garment sub sector are undertaking weaving and the 

remaining 20.3% are pursuing sewing (i.e. production of ready made apparels) (Table 

-u l).This implies that, the majority of respondents, w ho are in the construction su b 

sector, are providi ng woodwork, metalwork and general construction services, w hile the 

majority in the textil e & garment sub sectors are engaged in weaving activities . 
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Table 4.11: Sectoral Activities (N=133) 

Activities I 

Sub Sectors Perce nt 

\I\'oodwork 6.81 ~ , 

Metahvork OI~1 

HCB(hollow concrete block) 1.6'X, 

Fini s hing work O.OIX, 

General co nstructi on l S.2'Yo, 

Woodw ork& C. construction 1.7''l(1 

Wood\vork, meta lwork. & genera l co nstruction 42.41:1.1 

Wood work, metalwork, H CB & Fini shing work S.l IX , 

Construction 
Woodwork, metalwork, HCB & genera l cons tru ction 88X) 

(Out of 59) 
Meta lwork & general construction 11.9'X, 

Metahvo rk, HCB & general construction 6.8'XI 

Total IOO'X, 

Textile& Ga rment Weaving 79.7I1ft, 

(out of 74) Sewing 20.3'X, 

Total lOO'X, 

Source: Fie ld Survey (2009) 

4.3 Impact of the Program on Employment Generation 

One of the most important conh'ibutions of MSEs is the generation of employment 

opportunity (Mkandawire, 1999) . Likewise, the MSEs development program clearly 

stated that by the year 2009, it has an objective of creating 80% permanent employment 

opportunity and 20 % temporary employment opportunity in the country by promoting 

the development of the sector. To assess the impact of the two sub sectors in the sub city 

rega rding their contributions to the atta inment of these objecti ves an attempt is made by 

the researcher. In th is study, permanent employment opportu nity refers to employment 

opportunity generated to members of the cooperatives, while temporary employment 

opportunity is the employment opportunity generated to non members of the 

cooperatives. Concerning the issue of permanent opportunity in the sub city, 590 and 

731(totally 1321) of operators are engaged in the construction and textile & garment sub 

sectors respectively (Sub Ci ty Cooperatives Organization Unit, 2008). O ut of these only 
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450 (i.e. 250 & 200 members in the textile & ga rment and construction su b sec tors 

respective ly) operators have established the coopera tives since 2005, so that these 

opera tors are considered in this study. This is because the scope of the stud y is lim ited in 

the four years perfo rmance data of the sub city. This m ea ns that the rest are out of the 

scope of this study But, the fact remains that around 85 % of the current members' of the 

cooperatives had previou s jobs, w hich means the" were employed, only 15% of the 

operators were unemployed before the es tabl ishment of the coopera tives (see Table 44). 

This shows that the program in the sub city mainlv in the two sub sec tors is not creating 

more permanent employment opportu nity to unemployed people in the sub city in the 

two sub sec tors. However, to measure the role of the two sub sectors in creating 

permanent employment opportunity in the sub city, data about unemplovll1ent is not 

ava ilable. Hence, it is not possible to assess the contribution of the two sub sec tors in the 

sub city in this aspec t. 

Regarding temporary emp loyment opportunity respondents were asked, w hether 

employment opportunities a re created to others on temporary base or not. 49.6% of them 

replied tha t their business has created employment opportun ity, while 50.-1 % of them 

have stated tha t their business did not create any employm ent opportuni ties (Table 4.12). 

Am ong the cooperatives that created employment opportuni ty, 41.4% & 8.3% of them are 

found in the construction and textile & garment sub sec tors respectively. This reveals that 

the construc ti on sub sec tor has multiplier effec t in creating emplovment opportu nities 

than the other sub sector. The low level of emplonTlent opportunity in the case of the 

textile & garment sub sector ca n be linked to the finding that shows low level of 

structural transfo rmation in this sub sector (see Table -1.14). 

Rega rding the number of employees hired, 28.8 % of respondents indicated that they 

hired 11-15 peoples on temporary basis in their respective cooperatives. O ut of this 21.2% 

& 7.6% of them found in the construction and textile & garment sub sec tors respectively 

(Table 4.12). This finding is sim ilar w ith other empirical studies w hich shows that MSEs 

have insignificant roles in hiring new employees, ra ther than hiring additional new 
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emplovees they crea te employment opportunities to operators a t the time of there 

establishmen t the reby contribute to the total employment (Storey & Johonson ,1987) . 

Concerning the trend of employment opportunity, 95.5 % responded that there is an 

increasing trend. Out of these 818% & 13.6% are engaged in the construction and textile 

& garment sub sectors respec ti vely (Table4.12). By linking these find ings w ith the 

objec ti ves of MSEs develop ment program, it is poss ible to state that the program's 

objective with regard to temporary employment op portunity creation in the sub city in 

the two sectors is minimal. 

Therefore, based on the data on hand, it cou ld be possible to infer generally that the 

construction sub sector is contributing its level bes t in creating employ ment opportu nities 

mainly on temporarv basis. However, to assess the extent of the atta inment of the 

objectives of the program w ith regard to employment opportunity in the sub ci ty in the 

two sectors, nothing is found due to unavailab ility of data about the number of 

unemployed people in the sub city year by yea r, so that this issue calls for further 

empirical study. 
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Table 4.12: Employment Opportunity, N umber and Tre nd 

Sub Senor 

Tcxtil c& 

Constm clion Ga mlcn t Total 

Employment o pportuni ty Yes 
41.4'1., 8.3"/.. , 49.6'\11 , (N" 133) 

No 
3.0'\11, 47.4"" 50.4'\11, 

44.4'1., 55.6"" 100.0'1., Total 

Number of employees 1-5 
9.l 'Y" 3.0" " 12.1'\11 , Hired (N"66) 

6-1 0 22.7'\11, 6. 1"1" 2a.S'y', 

11 -13 21.2' 11" 7.6'Y" 28.8"/" 

16-20 9.1' \11, D.D'YII 9.1'Y" 

21-25 
12.1'\1" 0.0' \11, 12.1'Yo 

>26 
9.1'Y" 0.0'1., 9.1 "/i, 

Total 
83.3'\11, 16.7'Y" 100.0%, 

Trend in employment (N-66) Increasing 
81.8'\11, 13.6'Y" 95.5':.'., 

The same 0.0'1., 3.0'~" 3.0'1. , 

I don 't know 1.5%, O.O'V" 1.5'1. , 

Total 83.3%. 16.7'\1" 100.0':.'. , 

Source: Field Survey (2009) 

4.4 Impact of the Program on Working Premise 

In the MSEs development program (2005) provision of place of production is devised as 
one of the strategic tools to implemen t the program. In line w ith this, respondents were 
asked how they OImed the business premise. 64.7% of them rented it from the kebele at 
low price and onl v 5.3 ~o of respondents have replied that they do not have working 
prem ise this mean they a re working in their own home Cfa ble 4.13). Rega rding this issue 
the resu lt of an interview held ,,- ith MSEs development officers of the sub city showed 
that the sub city is doing its level best to prov ide working premise. Currently, the sub city 
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is undertaking cons truction project of sheds in Addisu Gebeya, ShiroMeda and Wingate 

a reas. The researcher witnessed construction projects under progress in these a reas. From 

these findings it is possible to say that the majority of respondents are operating in 

premises rented from kebele adm inistration a t a lower price. Therefore, effort of the sub 

city to provide working premise has to keep up in a well coordinated approach to 

address the working place problem . 

Table 4.13: Ownership of Business Premise 

Ownership type Count Percent 

Leased 4 3.0 

Rented from indiddual s 14 10.5 

Rented from k e bele 86 64.7 

Gi\" en by governme nt 22 16.5 

I Others (don't ha\"c) 7 5.3 

Total 133 100.0 

Source: Fiel d Survey (2009) 

4.5 Impact of the Program on the Growth of the cooperatives 

To measure the impact of the program on the growth of the business respondents were 

asked to indicate the ir current capital Consequently, 45.9 %, 43.6% & 10.5% of them ha\'e 

the capital amount of ETB 1,000-20,000, 21,000-500,000 and grea ter than 500,000 ETB 

respecti\'el y (Ta ble 4.14). The data obtained from respondents also checked with the 

financial statement of the coo peratives. In Ethiopian context, firms that ha\'e a capita l 

amount up to 20,000 ETB are ca tegor ized in to micro business, while firms that have a 

capital amount of 20,000-500,000 ETB are categori zed in to small firms. Based on th is 

parameter most of the cooperatives are micro enterprises that did not transform into 

small business. O nly 43.6 % of them are h'ansformed in to small business level Althou gh 

the data shows these, the finding of an interv iew w hich is conducted with MSEs 

development office r of the sub city indicated that there are around 10 cooperatives in the 

construction sub sector that registered a capital of more than 1 million ETB. But, the 

researcher found that only 4 coopera tives in the sub sector have achieved a capital of 
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more than 1 million ETB. According to the classification of Lied hol m and Mead (1995) 

firms that did not transform into small business are termed as no growth firm s and those 

tra nsformed in to small business a re labeled as grad ua te business. Accordingly, it is 

possible to infe r that most of the textile & garment cooperatives still remained at micro 

level and a better capital growth is being registered in the construction sub sec to r. The 

ca pita l growth in the construction sub sec tor is mainly attributed to the construction 

development taking place in di iie rent parts of Addis Ababa. On the other hand, the status 

quo level of the texti le & garment sub sector at the micro level (no growth cooperatives) 

can be an indica tor of the low level of development taking place in the sub sector in the 

country . 

Therefore, as it is clearly sta ted on MSEs development program, one of the objec tives of 

the program is transforming 1\ ISEs in to large industries, but attaining this objec tive 

predominantly, in the textile & garment sub sector is questionable according to the 

finding of this study. Atta ining the objec tive in the sub sector entails the design of 

appropriate policv and strategies as we ll as institutional changes which in turn requires 

the commi tment of a ll stakeholders. 

Table 4.14: Current Capital of the Cooperatives (N= 133) 

Sub Sector 

Texti le& 

Const-ruction Cannent Total 

1,000-20,000 ETB 
3.1 'Xl 42.8 1XI 4S.9'Y., 

21,000-500,000 ETB 
30.8"/.1 12.S'X, 43.6% 

>500,000 ETB 
I O.SIX. .0%. 10.5% 

Total 44.4'Yo 55.6'1., lOO.O'X. 

Source: Field Survey (2009) 
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Grow th of business could be mani fested in diffe rent forms and the g rowth that occu rs in 

a g iven fi rm is the main source of income to the owner and employees. With the purpose 

to assess whether growth occurred in MSEs respondents were asked, 76.7% of them 

replied that the re is growth in their business. O ut of these 41.4 % & 35.3% are engaged in 

the construction and texti le & ga rment sub sectors respectively (Table 4.15). According to 

the data obtained from respondents, the major type of growth occurred in terms of 

increasing production capacity of an existing production and / operation svs tem. Th is 

means that by be ing in cooperatives operators increased their production and service 

delivery capacities, w hich in turn increased the ir income that could improve thei r li ving 

standards. On the other hand 28.4% of operators s ta ted that the g rowth occurred in terms 

of increasing their production and service delivery capacities and in improving their 

working experience as a result of collective efficiency. 

Rega rdi ng the impact of business growth 49 % of the respondents indicated that the 

growth increased their income. Out of these 6.9 % & 42.1 % are found in the construction 

and textile & ga rment sub sectors respectively Similarly, 51 % of the respondents revealed 

that the growth has increased their income and resulted in hiring additional em ployees 

par ticularly, these impac ts were happened in the cons truction sub sec tor. This is because 

47.1 % of operators confirmed these impacts. Taking this in to consideration, it is poss ible 

to say that m ore growth and growth impact is taking place in the construction sub sector 

than the other sub sec tor consequently, this sub sector can be ca lled as growth oriented 

business. The g rowth prevailing in the construction sub sector can be a ttributed to the 

development of different construct ion projects being implemented in Addis Ababa . By 

integrating the growth and g rowth impact preva iling in the construction sub sec tor w ith 

the current capital status of MSEs, w hich is indica ted earlier (see Table -I .H), it is possible 

to regard the construction sub sector as d ynamic and vibrant than the other sub sec tor II1 

the su b city (a lthough it subject to dependency). 

67 



Table 4. 15: Growth, Type o f Growth & Growth Impact 

Sub Secto r I 

T ('.\ l i le 8: "I uta l 

Co n~ t rIl C l i (j n Garment 
Is then ' a growth in Yes .!lA 'X. 3:-.3'Y,. 76.7 ':t, • 
Ihl' busin ess '? (N= 133) f---~"·-o----------------+--:-:-:-:---+-~=--1f-..",-:-:--l 3.0':1.. 20.J "!., 23.)'X. 

Growth 1~' fl C (:\= 102) 

TII I:II 

T OI:II 

I n cr(,;1 ~ ... d <;llrs \ olu III I.' o f c'\isri n ~ produO: lion 

Di Hrsi fl\, :1 Ii Oil 10 fda!!,. !! bu sinl'ss :Ieri\ ity 

.\ Ia rke l s ha re (' \pa lls ion 

O lhns (l'nh:lnced \\ ork ('xpe rience, skill etc., 

Ope n in g of Ill'\' p roduc tio n site 8:: iuu l';lscd l)r otlllCl io n 

ca p;l cit~ 

Inr rC;IH'd IlI'ouu eti o n c;lJl:Jci l ~' ~/. O ,h(" l"5 (en h anced 

l'\ pcri ~ nft' , ~ I,i!! l'r e.) 

I ne n ' :l .O: i ll Illl' iIlCOIlH." o f opo: r :ll ors 

I l1 l"l"(';I _l' in inculI1 l' o f upl'r <l lurs & 

in r rl"<lS{' tl (' mp lo ~' lI1 o: n l 0 Jl Jlo r tunity 

Source: Field Survey (2009) 

.14"" :'., 

! .U'X. 

1(,.7"·" 

1.0'10. 

I.U'y, . 

2.U'X. 

.0':;', 

3. 9'X, 

275 '!/'. 

H 9'jlo 

6,9':;'. 

~ 7. I 'X, 

53.9':;', 

:;5.6 ~!., IOU,O':;', 

. 11':1,. 2.11' :;' • 

3H. ~ '~~ 5-1 .9 '/ .. 

.11 ':1,. 1.00X, 

.0'% 1.1)';1" 

2.9'10. v)'x. 

3.9'Y" 3.9'X. 

.0':":, 3.9'X, 

1.0'X. 285 ':1. , 

.16. 1 ''/,. 100.1)':;', 

~ 2. 1 'x, ~9.0 ':;', 

3. ') '1., 5 1.0':;', 

~ 6. 1 'X, 100./I' Y. , 

4. 6 Impac t of the Program on Sales Volu m e of the Cooperative s 

Assessing sales trend is one of the m os t important va riables to id enti fy the pattern of 
operators' income, hence, 40. 6 °~ of operators in the two sub sec tors ind icated tha t their 
sales trend is increasing at increasing rate speCifica lly, 25.6% & 15 % of these are working 
in the construction and textile & garment sub sectors respec tiveh· (Table 4.16). This shows 
that sa les h'end in the cons truc tion sub sec tor is better than the other sub sec tor. As a 
result, it is possible to substantiate this difference w ith the difference in the g rowth w hich 
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is found ea rlie r in the two sub sectors (see table 4.15). Concerning the underlying cause of 

this sales trend, 22.2 % of the construction operators sta ted that it occurs mainly, due to 

strong market li nkage created by the governm ent, while 14.8% of textile & ga rment 

operators revealed that it occurs due to the provision of quality prod ucts to the market 

and strong market linkage created by the govenU11ent (Table 4.16). This find ing is also 

su pported by the responses of key informants and focu s group discussion. In an 

interv iew held with the sub city's MSEs del elopment office r, it is found that the sub city 

is do ing its level best in creating market linkage mainly, to the construction sub sector. 

This effo rt is asserted by the construction operators during focus g roup discussion but, 

they indicated that the su b cit,· is not creating a market linkage out s ide government 

projec ts such as wi th real estate developers and individual investo rs rather it gives 

government construction projects to them. Due to this they began developing 

dependency on government projects. 

In the case of textile & garment sub sector during focus group discussion, it is found that 

the effort of the sub city in creating market linkage is not sa tisfac tory. According to 

respondents, the su b city promised to create a strong market linkage both domestically 

and in export markets at the time of registering the cooperati ves but, now except little 

efforts exerted by the sub citl· in promoting the ir products in trade shows and exhib ition 

there is no orga ni zed institu tional support ind ulged to create market linkages to the sub 

sector. 

As it is clea rly indicated in MSEs development program, one of the strategic instruments 

designed to at tain the desired objectives of the program is creating market linkage but 

finding of the study reveals that this strategy is not implemented to the desi red level 

mainly, in the textile & garment sub sector. Even the 'market linkage' created by the sub 

city to the constr uction sub sector has its o\\'n backwash effect in crea ting dependencI·. 

Recent views on the development of MSEs program indicates that the involvement of the 

government has to be limited in creating conducive institutional frameworks and 

boosti ng entrepreneurial capacities of MSEs operators (Snodgrass & Biggs, 1996). 
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Table 4.16: Sales Trend (N= 133) 

5aJrs Irruu 

T OI ;1] 

Rra sons for incrc,l s iu g 

incrl"asing rale 

ro ta ! 

ln t n:ll ~ in g at incr easin g r<1I(' 

lnCl'('a sin g al ll dec re as ing raIL' 

Co nlinu{'s o n til e same r;ttl' 

Declinin g 

I don', kll o\\ 

Il f l' va lcncc ofhi\!h market 

de mand ( I) 

provision o f (IU,lli t;o" prod ucts 

10 the marke!{ 2) 

Strong marlH'li ng linkagl' (3) 

1.2&3 

2& 3 

Source: Field Survey (2009) 

Co ns tTucti o n 

25.6% 

15.S'Y" 

3.0'1., 

0.0%. 

0.0%. 

-\ ·U %. 

1.9'1.. 

0.0':;'. 

n.l'y" 

1Uo;" 

20.-1'% 

3.7%, 

63 .0% 

Sub ScclOl 

Textil e & 

GUillen! 

1:'.0':;'. -I0.6'Y.. 

19.5':;', 35.3'1., 

IS.O'X. 18.0'Y" 

3.0'Yo. J.O'X. 

J.O'X. 3.0'Y" 

~5. (,'y" 100.0':;', 

1.9':1.. 3.7':;', 

l.un:, 1-1. 8'1., 

1.9':;', 2-1.1 'y" 

1.9'Y,. 16.7':;' . 

1.9%, 22.2 'X. 

1-I. 8'Y" 18.5 ':;', 

J7.0 6
/,. 100.0':;', 

4.7 Impact of the Program on Operators' Income 

In order to assess the impact of the program on operators' income an attempt was carr ied 

ou t to get da ta on sources of income. As a result, respondents are asked to indicate their 

sources of income before and after establ ishing the cooperatives consequently, 58.6%, 

17.3%, & -±.5 % of the respondents had sources of income before establishi ng the 

cooperatives from thei r own previous business, from salary, and daily labor respectiveh· 

(Table 4.17). Totally 52.7% & 27.8% of respondents working in the textile & garment and 

construction sub sectors respectively had their own sources of income before establishing 

formulating the cooperatives. Only 18 % & 1.5% of respondents had sources of incom e 

from fami ly and NGOs assistances. This is because before establishing the coopera ti ves 

they were in school and unemployed. Among respondents, w ho were helped by their 

families 15 % & 3% are found in the construction and textile & garment sub sectors 
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respec tive ly. This implies that the major ity of respondents working in the textile & 

garment sub sec tor had their own sources of income before es tablishing the cooperat i v('~. 

Rega rding the likely sources of opera tors' income after the establishment of the 

cooperatives, 93.2% of the respondents in both sub sectors indicated that their income is 

generated out of the current busi ness. On the other hand 1.5% & 3% of the respondents 

have add itional income sou rces from spouse's income and from their pervious business. 

This means that 4.5 % of the respondents have additional sources of income after the 

establishment of the cooperati\·es. Only 1.5% & 0.8 % of respondents are ge tting thei r 

income from famil y and from their prev ious job, w hich mea ns these members are not 

getting an)' income from their cooperatives. These respondents are found in the textile & 

garment sub sector ma inly, in sewing activ ities, who did not start production so far due 

to unavai lability of prod uction place. They are wai ting an offe r of proauction premise 

that is planned to be given after finishing the sheds under construction progress in the 

sub city. 

Table 4.17: Sources of Income (Before and After) 

Sub Sector 

Tcxtile& 

Construction Cannen! Total 

Source of inco me From sa lary 1331., 3.8%, 17.3'10, 

before joining from family help 15.0'1., 3.0'1" 18.0"1" 
th e cooperativ e? 

From daily labor 3.8",,, 0.8'1., 4.5% 

Others(from 
10.5'~" 48.1 '~" 58.6"" 

pre\'iolls 0\\'11 incom e) 

Help from NGOs 1.5" " 0.0"/" 1.511. , 

Total 100.0'"'11 

Source of income From thi s bus iness(1) 39.8"(1 53.4 111o, 93.2"" 

,1fler th e coope ratives? From thi s 
1.5'1., 0.0'1., 1.5110 , 

busincss& spouse' income 

From predous income alo ne(3) O.O'Y" 1.5'Y., 1.5% 

Others (from fam ily)(4) 0.0'\1" 0.8% .8'Yu 

From th is bus iness and 
3.0% 0.0% 3.0% 

prev ioll s bus iness 

To tal 100.0% 

Source: Field Survey (2009) 
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Regarding the trend of their income 42.1 % & 33.7% (totally 75.8% ) of the respondents 

working in the construction and textile & garment sub sec tors respectively, stated that the 

trend in their incom e during the previous six months is a t an increasing trend (Table 

4.18). Operators indicated that an increase in income out of the current business is the 

underly ing cause to this. 

On the other hand 15.8% & 0.8 °o ( totally 16.6%) of respondents working in the textile & 

ga rment and consh·uc tion sub sec tors respectivel\', indica ted that there is no change in 

their income during the previous six months. 

Therefore, these find ings ca n be related to the prevIOus find ings that show a better 

growth and sales trends occurring in the construction sub sector than the other sub secto r 

(see table 4.15 & 4.16). 

Table 4.18: Trend in Income during the Past 12 Months 

Sub Sec tor 

Textilc& 

Construction Garm e nt Tota l 

Trend in I-IH Increased 42. 1''/" 33.7''/., 7S.8'~/" 

income du rin g th e Decreased 1.5'1" 5.3''/., 6.8':;', 

pas t 12 months T he same 0.8% 15.8''/., 16.6':'\, 

(N=J33) I do not know O.O' \'" 0.8'1" .8'10, 

Total 44 .4'1., 55.6'Y" IOO.D'Y" 

If it is increased Increase in income from 
48.7''/., 44.4'1. , 93.1''/., 

wha t could be th e business 

ca use to il?(N::=101) Increase in income from 

busi ness & generation of additi 6.9"" 0.0' i'" 6.9'V" 

in come from other business 

Total l OO.O"I!! 

Source Field Survey (2009) 

To determine the significance of change in operators' income before and after the 

establishment of the cooperatives a paired sample t-test is utilized based on the following 

hypotheses: 

H o X1=X2 

H1: Xl;.,X2 
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The nu ll hypothesis indicates that there is no difference in opera tors' income before and 

after the establishmen t of the coopera tives, w hile the alterna tive hypo thesis sta tes tha t 

there is a di ffe rence in opera tors' income after the es tablislU11ent of the cooperatives. The 

finding of a pa ired sample t- test a t 95% confidence interval resulted in the rejection of the 

null hypothesis. This m eans that there is a s ignificant difference in opera tors' income after 

the establ ishment of the cooperatives. Consequently, the previous find ing tha t shows an 

increase in opera to rs' income out of the current business is s im ilar w ith the resu lt of a 

pa ired sa m ple t-tes t (see table 4.19) . 

Table 4 .19: A Paired Samples T- Test 

Sig. 

• df (2 ta iled ) 

S.d. 95°A. Confide nce 

Mean Error Mea n In terva l of th e D ifference 

Mean incom e lower upper I 
before and a fter -433.359 (687.426) 60.760 -553.593 -313.125 I -7.132 127 .000 

Source: Computa tion Result 

Rega rd ing the average income of operato rs, it is found tha t 487.62(545.092) and 

917."*(703.598) ETB before and after the establishment of the cooperatives respec tiveh' 

(Table "*.20). Th is a lso shows an improvement in the average income of opera tors after the 

program. Although there is an improvement on operators' income after the program, the 

dev iation of income is more after the program. This is because the s tandard devia ti on of 

the mean incom e afte r the establishment of the cooperatives is greater than the other 

scenario. 

Table 4 .20: Average Income (Before and After) N=130 

Mean 

I ncome Before 487.62(545.092) 

Income After 917.38(703.598) 

Source: Com puta tion Result 
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In order to identify the most important va riables that affect operators' income an O LS 

linear multipl e regress ion model is applied. The regression equation is stated as fo ll ows: 

Y= Bo+ BSor+ BAop+ BM50+ BIIII50+ BED,,+ BPE,o+ Bcl'op+ BH<o+ BYF,,,+ Bscoc + BIII';o + u i 

Where: Y is the current income of operatol"S after the cooperatives (dependent 

variable) 

Bo is cons tan t 

Bl is estimato rs of the dependent variables 

Ui is error term (disturba nce term) 

The regress ion resu lt shows that sex of respondent, ma rital status, household size, 

educational background, yea r of es tablishment, sta rt up capital and type of sub sec tor 

have a significant effect on the current income of operators. Commonly, it is stated tha t 

male operators a re more productive than fema le operators, this is a lso found significa nt 

at 99 % confidence interval. Marita l status of respondents found to be significant at 90 % 

confidence interval this cou ld be due to the fac t that married people are more responsible 

to their families so that thev have to work hard . Household size is found to be significa nt 

in affecting the current income of operators at 90% confidence interval this means tha t 

operators w ho are married and have more number of household need to work hard in 

order to cover the expenses of their households. Educational background of operators is 

one of the factors tha t can influence the income of ind ividuals to this effec t, it is found 

that it is s ignificantlv affecting the current income of operators at 90% confidence inte rva l. 

Year of es tablishment of the cooperati\·es also affects the current income of operators 

significantly at 90 % confidence in terval. Start up capital also has a Significant effect on the 

current income of operators at 90 % confidence interval. The type of sub sector has also a 

significant effect upon the current income of operators at 90 % confidence inten·aL This is 

mai nly because operators w ho engaged in the construction sub sector have more income 

than textile and garment operators. 

However, age, past experience, current position and amount of prevlOus income of 

operators' have no significant effect on the current income of operators. 
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Table 4:21 OLS Estimate 

SI.ll1d.udizcd Coefficients 

Bel'l 

(Constant) 

So> .530 

Ag' -.016 

"h ri t,11 s tAtus -.371 

Household s ize .2 12 

[duCJ tion.ll backgroulH! 
.3-12 

PolSI experic nce 
. 113 

current pos ition 
-.021 

Y('araf esta bl ishmen t 
.2 18 

St,lrt up capitJI? 
-.260 

Previous inco me pe r mont h 
-. 067 

Source: Com putation Result 

R squa re = 46.7% & adjusted R square =35 °0 

VVhere *** 1 %, 

*"5% 

*10% 

t 

1.332 

3.527 

-.UO 

-1.608 

1 .672 

2.563 

.973 

-.18] 

1.599 

-1.630 

-.487 

Sig 

.189 

.OO I ~" 

.905 

.0 12" 

.10r' 

.O13~ 

.335 

.857 

.1 16' 

.109' 

.629 

4.8 Impact of the Program on Households' Expenditures 

Pattern of households' expenditures are related to their income. To test this relationship 

operators are asked to indicate the pattern of their households' expenditures. 

Accordingly, 95.5 % of them stated that their expenditure is in increasing trend after the 

establishment of the cooperatives (Table 4.22). Only 1.5% of them indicated that the 

pattern is the same. 58.2% of operators who indicated an increasing trend explained that 

an increase in income out of the current business and inflation are the main reasons to the 

trend. Similarly, 5.5 % of operators stated that it happened due to im provement in inco me 

out of the current business, inflation and increased family members . This implies that the 
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increase in households' expend itures is mainly du e to improvement in income out of the 

current business pursued by operators. 

Table 4.22: Pattern of Households' Expenditures 

HOllsehold expel/di/-llre sillCl' I 

I 
this lmsill (!ss , 

Freq ucncy Perce nt 

Incrc,lscd 127 95.5 
- - - -l 

DccrCJSC 1 .8 

I The 5 ,11111.' , 1.5 

r don', know 3 2.3 
I 

Tolal 133 100.0 

If it is jllcrellsed w hat cOllld be tile major ef-

to it? 

Freque ncy ! Perce nt 

In crease in inco me from this business (I ) 2 1.6 

[I\ (lil\ ion (2) 33 26 

Addition.11 inco me is ob l,lined from abroad (3) 1 .8 

Increa se in Lunil y s ize (4) 0 0 _. 
1& 2 

! " 58.2 

1,2&4 9 7.1 

2&4 7 5.5 

I 2& 3 1 .8 
- , 

Tot.11 127 100.0 
-----

Source: Field Survey (2009) 

In add ition to this d escriptive statistics IS utilized to find out the difference in the 

household s' expenditures before and after the establishment of the cooperatives. As a 

result, the average hou seholds' inelastic food expenditure before and after the 

esta blishment of the cooperatives was 134.95 (87.574) & is 243.54(125.395) ETB per month 

respec tively (Table -i.23) . This shows that the average hou seholds' inelastic food 

expenditure is increased after the establishment of the cooperatives. The fi nding also 

shows that the average households' elastic food expenditure was 2-i3.54(125.395) & is 

230.54(138.493) ETB per month before and after the establishment of the cooperatives 

respec tively. This means that the average households' elastic food expend iture is higher 

after the establishment of the coopera tives. The same fi nding indicates that the average 

households' non food expenditure before and after the establish ment of the cooperatives 
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was 108.31(109.68-1) & is 171.21(105.041) ETB per month respective ly This mea ns there is 

also an improvement in the average households' non food expenditure after the 

es tablishment of the coopera ti ves. 

The finding shows that althou gh there is an improvement on the average households' 

expendi tures after the es tablishment of the cooperatives the dev ia tion of a\'erage 

households' expendi tures among opera tors is a lso high after the establishment of the 

cooperatives except fo r non food ex penditure. 

Therefore, it is possible to say that w hat is indicated by the respondents regarding the ir 

households' expend itures (see table ,1.22) is va lid according to this finding. 

Table 4.23: Average Monthly Households' Expenditures (Before and After) 

N Mean 
--~--·-.-:T-:;-:---ccc-=-+---+-----1 

Am ounl of in e la sti c food expen diture 

before the business 

I
~unt of ine last ic food expenditure 

after the bus i ness? 

101 134.95(87.574) 

130 243.54(125.395) 

130 243.54(125.395) ~
.AJllOll~t of e lasti c fO(l d expenditure 

before th e uusincs,,? 
-- ------.---;---.,.,,-~-_+_----il___-
Am o unt of elast ic food expenditure 

I .tfter the ~>i.l 5 incss? 
230.54(138.493) 130 

rl ;~:;:~;::-':-:i~::~-~:-~~~d-d: t-t~-~: .. __ 11_ '1_32_72 -+_1_08_.3_1_(1_0._9._684-1) 

171 .21(105.041 ) 
after the bus iness? 

_ __ --.L _ _ -'-_ _ _ __ ...J 

SOllrce: Computa tion Result 

The above finding that shows change on households' ex penditures are also tested using 

correlation in order to determine whether there is a relationship between the (urrent 

income of operators and the households' expend itures. The result of th~ correlat ion 

indic?ted tha t the income o f opera tors afte r the esta blishment of the cooperatives is 

highly correlated in the sa me direction w ith hou seholds' inelastic food ex penditu re at 

71 .4% (Table 4.24). Similarly, the income of operators after the establ is hment of the 

coopera tives is highl y correla ted in the sa me direction w ith elas tic food expenditure at 

73.3%. In addition to these, the income of operators correla ted positive ly in the same 

direction w ith non food expenditure at 79.2%. 
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This implies that the re is a direc t positive relationship between operators' income a nd 

households' expenditures such as iI,elastic food expenditure, elastic lood ex penditure "md 

non food expend iture after the formation of the cooperatives. But, the relationshi p is 

more in the case of non food ex penditure. Therefore, the findings of the correla tion a re 

similar with the ea rlier results that reveal an increase in the households' expenditures 

a ttributed basica lly to an improvement in operators' income (see table 4.22). 

Table 4.24: Correlation of Current Income with Households' Expenditures 

Inelasti c 

Income aft e r food expe ndit ure 

coopera!i\'cs after the coopera tives 

Amount of current Pearso n 
1 .714 ( .... ) 

income a fte r th e Corre lat ion 

coopc rati \'cs Sig. (2-tailed ) .000 

N 130 129 

Elastic food 

Income after expendit,urc after 

cooper.l ti \'c s coopera t-i ves 

Amount o f curre nt Pearson 
1 .733(") 

income a fter th e Correlation 

cooperat i\'cs Sig. (2-la iied) .000 

N 
130 129 

Non food 

Current in c ex penditures aft er 

aft e r the bus ine cooperatives 

Amount of curre nt Pearson 
1 .792(") 

income after Corre lati on 

the cOOpe r<llivcs S ig. (2-tailed) .000 

N 
130 130 

* CorrelatIOn lS slgmhcant at the 0.01 J€' \'el (2-tal\ect). 

Source: Computation Result 

In addition to these, an a ttem pt was made in order to test the significance in changes in 

the households' expenditures Llsing a paired sample t-test both before and after the 

es tablishment of the cooperatives based 0 11 the following hypotheses: 

Ho: Xl =X2 

H1: Xl ;tX2 
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Where the null hypothesis states that there is no difference in the inelastic households' 

food expenditure before and after the establishment of the cooperatives, while the 

alternative hypothesis indicates that there is a difference in the households' ine lastic food 

expenditure Thus, the finding of the test resulted in the rejection of the null hypothesis at 

95% confidence interval (Table 4.25). This means that there is a significant difference in 

the hou seholds' inelastic food expenditure after the establishment of the cooperatives In 

addition, a similar test was utilized in order to determine w hether there is a significance 

difference between households' elastic food expenditures before and after the 

establishment of the cooperatives based on the fo llow ing hypotheses: 

Ho XI=X2 

HI: Xl;tX2 

Where the null hypothesis indicates that there is no difference in the households' elastic 

food expenditures before and after, while the alternative hypothes is shows that there is a 

difference between the two. Concerning this issue, the finding of the t-test resulted in the 

rejection of the null hypothesis at 95 % confidence interval. This implies that there is a 

significance difference in the households' elastic food expenditures after the 

establ ishment of the cooperati,·es. 

Finally, a simila r test is done in order to decide whether there is significance d ifference 

between the households' non food expendi ture after the establishment of the 

coopera tives based on the following hypotheses: 

Ho: Xl=X2 

1-11: XI;tX2 

Where the null hypothesis indicates that there is no difference in the households' non 

food expenditures before and after the establishment of the cooperatives, while the 

alternative hypothesis states that there is a d ifference on the households' non food 

expenditures between the two scenarios. The finding of the test resulted in the rejection of 

the null hypothes is at 95 % confidence interval. This means that there is a significant 

difference in the households' non food expenditure after the establishment of the 

cooperatives. 
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This finding is su pported by the correlat ion results and a paired sample t-tes t result made 

on operato rs' income before and after the es tablishment of the coopera ti'·es. Therefore, 

from al l of these findings it is poss ible to state that there is an improvement in operato rs' 

income afte r the esta blishment of the cooperatives w hich in turn increased their 

households' expenditures. 

Table 4.25: A Pared T- Test on Households' Expenditures (Before and After) 

95' V" Confid~nc(' 

inten'dl of the Diffe rence 

Sid. Sig. 

:\ I e, Std. Dc\·iali o n Error 1\-IC.111 lower upper t df (2.tailed) 

Pa ir I Amount o f inel astic fOO tl 

('xpe ndi turc before the 

cooperati\,('s. Amount of ·99.307 90. 125 8.968 -11 7.099 -81.515 -1 1.074 100 .000 

ine lastic foo d expend iture 

afl er the coo perati ves 

p,lir 2 A rnounl of cla st ic food 

ex penditure before the 

coo pc r,l!i \'cs - A mo unt o f -92.574 111.50-174 11 .09514 -114.58669 -70.56182 -8 .344 100 .000 

ela sti c food ex pe ndit ure 

,lftcr the coo peratives 

['.l iT 3 Amou nt of non food 

expenditure 1> cfo rc 

(oopcr.lti \'cs - Amount of -63.8 19 103.132 9.152 -81.929 -45.70S -6.974 126 .000 

nOll food I'\penditurl' 

dfte r the cooper.llh'es 

Source: Computation Result 

4 .9 Impact of the Program on Access to Medical Services 

In order to understa nd the impact of the program in lmprovmg operators' access to 

med ical services, opera tors were asked to indicate from w here thev access the service 

before and after the es tablishm ent of the cooperatives. In line w ith this 38.3 %, 18%, 15% & 

12 0
0 of them s ta ted that thev had accessed the services from government health 

institutions w ith payment, freely from government health institutions, from private 

health institutions and from h'aditional heal th centers respec tively before they established 
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the cooper ali ve> (Ta ble 4.26), only 16% of the operators indicated that it was covered by 

the ir families because before the coopera tives thev had been in sc hool and unemployed. 

However, after the establishment of the cooperati ves 45 .1 %,30.1 %, 12.8%, & 11 .3% of the 

respondents stated that they have access to medical services in government heal th 

institutions with paym ent, in priva te health insti tu tions, in government health 

institutions freely and from traditional health centers respec tively. O nly one operator 

indicated that stili it is covered by fa mily because the cooperative did not sta rt work. 

Therefore, this implies that after the establis lU11ent of the cooperatives there is an 

improvement to access to medical services . This could be a ttri buted to an improvement 

on operators' income. 

Table 4.26: Sources of Medical Services 

, Sources(Before) Count Percent Sources(After) Count perce nt 

i , 
From gOI crume nl IH!dlth ins tituti o ns 51 38.3 FraIn government hCollth instituti ons 

60 45. 1 
wit h pil yme nl w ith Pd}' ment 

From rri~· .lte hC,l Hh institutions '0 15.0 From pri"'l!C hcalth ins titut ions .0 30.1 

FrQlIl lrol.dit iOiloll hCollth ce nters 16 12.0 From lrol dit io na l hea lth cent ers 15 11 .3 
-

'-ree ly Irom government hea lth " 18.0 Free ly from government h('.l lt h institutions 
, 17 12.8 

instit utions 

Others (covered by fa mily) 21 16.5 Others (co \'cred by family) 1 .8 

Tot.-. I 133 100.0 Tola) 133 100.0 

Source: Freid Survey (2009) 

With regard to the current health status of the opera tors, the finding ind icates that onll' 

22.6 % of operators faced a health problem dur ing the p revious six months (Table 4.27). 

The rest 77.-t % of them did not face any kind of health p roblems This shows relat ive ly 

the hea lth status of these prod uctive forces is in a good cond ition. Out of the respondents 

who encountered a health problem 86.7%, 10% & 3.3% of operators indicated that they 

covered their med ical expense from income generated from the current bus iness, covered 

bv the go,·ernment a nd by taking loan from friends/ relatives respectively. 

Therefore, the find ing implies tha t ever s ince opera tors are organized in the coopera tives 

they used part of their incom e to cover their medica l expenses as a resul t, it is possible to 
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say that the program improves the living standards of operators bv improving their 

access to medical services. 

Table 4.27 : Prevale nce of Medical Problem during the Past 6 Months & Source of Mone y 

D id you (ace medical prob lem 

during the past s ix months? Count Percent 

Yes ------ -"'-30 22.6 

No 103 77.4 

Tota l 133 100.0 

If yes, from where you accessed th e money? Count Percent 

From busi ness income 26 86.7 

Loan from fri e nds/re lati ves 3.3 

Others (free ly from 
3 10 

govern me nt hea lth institu ti ons) 

Tota l 30 100.0 

Source: Field Survey (2009) 

4.10 Impact of the Program on Access to Primary Education 

Impro\'ement in access to education enables individuals to utili ze the ir potential thereby 

it can be taken as an improvement in li\ 'ing standard and reduction of pover ty. In relation 

to thi s, an attemp t was made to assess the impact of the program in improving 

households' access to primary education. Consequently, 20.3 % of the respondents 

indica ted that the trend in access to primar\' education after the establ ishment of the 

coopera tives is at an increasing trend (Table -1.28) , while 79.7% of the respondents stated 

tha t the trend is the same. Out of the respondents w ho said the trend is increasing 48 0
0 of 

them sta ted that increased access to new schools in their area is the m ajor reason for the 

increased trend in education in their surrounding, while 29.6% of them stated that 

increased access to new schools in their area and improvement in households' income are 

the major reasons to the increased trend for access to education . Likew ise, 18.6% of the 

respondents showed that change on households' a ttitude towards education is the major 

reason to the increased trend. And 3.8% of the respondents repl ied that improvement on 

households' income and change in households' attitude towards education are the major 

reasons to the increased trend. 
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The finding implies that a lthough the trend in access to prima ry education is increased 

fo r 20.3% of the respondents, the ir,1provement is ma inly caused by the constructioJ. of 

new schools in the study a rea, thus the impact of the prog ram in improving access to 

primary ed ucation is m inim al in the case operators. 

Table 4:28 Access to Primary Education 

Cou nt i Percent 

Trend in access 10 education Increas ing 27 20.3 

after th e coopera ti ves? ~=133 The same 106 79.7 

Total 133 100.0 

Reason to the increasing Access to new school 

i 13 48 
trend(N=27) in th e area in crcascd(l l 

Im provement on 
0 0.0 

household income(2) 

Househo ld awareness 

to wards education impro\'ed(3) 
5 18.6 

1&2 8 29.6 

. 2&3 3.8 

Total 27 100 

Source: Field Surve \, (2009) 

4.11 Impact of the program on Households' Assets 

VVith the objec ti ve to assess the impact of the program in improving the status of 

households' assets and the reby their living standards operators were asked to indicate 

"'hat they had and ha ve before and after establishment of the cooperatives. Accordingly, 

before the establishment of the cooperati "es, 45.9 %, 51.1 %, & 41.4 % had tables/chairs, 

bed and rad io/tape (Table 4. 29). Likewise, 16.5 %, 10.5%, & 5.3% had TV, VeD & buffet 

respectively. O n other hand, 1.5%, 6%, 2.3%, & 25.6 % of operators had water pump, 

cu pboard, home phone and mobile phone respectively . Similarly, 3%& 2.3 % of them had 

Jewelry and refrigera tors. But all of them had no elec tric stove and personal comp uter 

before the es tablishment of the coopera tives. 
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After es tablishment ot the cooperatives, 52.8%,46.2% & 53.8% of them have table/ chai r, 

bed and radio/tape, w hile 22.5 %, 21 %, & 7.9% of them respectively have TV, VCO and 

bu ffet. Similarly, 0.8%, 3.2%, 1.5% & 57.6% of them respec ti vely have water pump, 

cupboard, home phone and mobile phone. Additiona ll y, 0% & 0 .8% of them respec tively 

ha\'e jewelry and refrigerator after the cooperatives. And only 0.8 % (one operator) has 

personal computer after the establishment the cooperatives. However, all of them have 

no elec tric s tove til l the time of the study. 

These data reveal that the number of opera to rs w ho have tables/chairs, bed and 

rad io/ tape have been increased after the establishment of the cooperati ves. Althou gh 

these' assets are basic home appliances, there a re opera tors (1.3 %, 2.7% & 4.8 %), w ho are 

li\ 'ing with their fa milies mai nly, in the construction sub sector who did not purchased 

these yet. In the case of TV, VCO and buffet there is also an improvement in [laving these 

aite r the establishment of the cooperatives, but the majority of operators (i.e. 61 %, 68.5 % 

& 86.8%) did not hold these ti ll the time of the study. These household appliances a re 

relativelv luxurious or specialt\, goods w ith high unit price, hence not having these 

app liances could show the poor living conditions of the operators. 

Concerning to water pump, cupboard, home phone and mobile phone, there is little 

improvement particularly, in the first three assets. A better improvement is achieved in 

the case of mobil e phone this is because out of the total respondents 97.7%, 90.8 %, 96.2% 

&16.8% did not have access to these respectively after the establishment of the 

cooperatives. 

With regard to jewelry and retrigerators, the improvement is insignificant this is beca use 

out of the total respondents 97% & 95.4 % have no jewelry and refrigerators respectivelv 

till the time of the study. Una\'ai labilit\' of these ca n be taken as another manifestation of 

the poor li ving conditions of the operato rs. 

About personal computer and elech'ic stove except one operator that has personal 

com puter all opera tors have no both assets, w hich mean that there is no difference before 

and afte r the establishment of the cooperatives in having these appliances. 
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However, the striking findin g is that the paradox that exist between non food 

expenditure and status of households' assets. This is because the earl ier fi nding about 

households' ex penditures particularly, the non food expend iture showed that the trend is 

increasi ng after the establislunent of the cooperatives (see table 4.22 & 23) but, status of 

households' assets are not shown a Signi ficant improvement in a ll lines of the good s 

except for the basic household appliances. Therefore, by looking these data it is poss ible 

to infer that the program through es tablishment of the cooperatives has an impac t in 

improv ing the sta tus of onh· basic household appli ances such as tables! chairs bed and 

radio! tape. But, has insignificant impact in improving the status of other goods that a re 

re latively luxurious in their nature. 

Table 4,29: Households' Assets (Before and After) 

OWllershi p of assets aft er 

OWllership of assets beror .. 

lTP F.S CO llnt Perce nt TYP ES Count "crec ill 

TalJlrs &.: chair yes 61 "5.9 Tabll'&: chair (\"- f72) yes 38 52.8 

Bcd ~ l'S 68 3 1.1 B('<I (\ - 8:,) yes 30 .6.2 

Radio & tapt' I ~ ('s 35 "U Ibdio &:tapc(:'\- i8 ) yes .2 53.8 

TV I ~ (' s 22 16.5 Tlf'= I II) yes 25 22.5 

' ·CIl I 
~ (' 5 " 10.5 VCD(\- 119) ~ (' 5 25 21 

I 
BuITl' ! I ~ ('s 7 :'.3 Bu ffl'I( ' - 126) ~ ('5 10 7.9 

Eh'c lric S10\ (' " 0 133 Ion. Elec tri c SIO\l'(\ - 1J 3) yes 3 2.3 

\ \ 'alcI" pump ~ l'S 2 1.3 Waler ptlmp(\- 131) ~ cs I .8 

C ub bOilrd ~ cs 8 6.0 C ub bO;ll'd(.' '''' Jl5) yes • 3.2 

1I 0lli Opholl c ~ rs 3 2.3 11 0111 (' phone(otl l of 130) yes 2 1.5 

'I obi lc pho ll r yes 3. 23.6 i\l obil e phol1 e(:\- 99 ) yes 57 ~ 7.6 

.lr\ll'lr~ yes • 3.0 Jewrlryf:,\ - 129) :\"0 129 100.0 

Rrfri gc l"ll lol" yes 3 1.3 Rrrdgc l"lllor(:\ - 130) yes 3 2.3 

PC " 0 133 100.0 I'C(" - 133) yes I .8 

Source: Field Survey (2009) 

4. 12 Impact of the Program on Clothing Patterns 

Clothing pattern is closely related to the income of an individual. In order to assess the 

im pact of the program on opera tors' clothing pa ttern, respondents were asked to indica te 

how many times they purchased clo thing apparels before and after the es tablishment of 
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the cooperatives. To this effect 83.5% of the respondents stated tha t they used to purchase 

clothing ~ppa re l s once a yea r before the esta blishmen t of the cooperatives (Table -+. 30), 

and 16.5% of them indicated that thev used to purchase clothing apparels twice a year. 

Similar question is given to respondents to indicate the ir clothing patterns after the 

es tablishment of the cooperatives, 50.4% of them replied tha t they purchased once a I'ear, 

w hile 45.1 %,1.5% & 3% of them stated that they pu rchased tw ice a yea r, three times a 

I' ea r and not pu rchased so far respectively. These reveal that the cloth ing patterns of 

respondents is improved after the establishment of the business, which could be 

attributed to improvement in operators' income. 

Table 4.30: Clothing Patterns IBefore and After) 

1-1 ow many times did 

purchase doth per year? Count Percent 

Once a yea r 111 83.5 

Twice a year 22 16.5 

Before Total 133 100.0 

Count Percent 

Once a yea r 67 50.4 

Twice a year 60 45.1 

Th ree times a year 2 1.5 

Not purchased so far 4 3.0 

After Tota l 133 100.0 

Source: Fie ld Survey (2009) 

4.13 Impact of the Program on Saving 

Concerning the impact of the program on sav ing, 44.4% & 50.3% (tota lly 9-l .7 °b )01 

operators working in the consh'uction and textile & garment sub sectors respec tively 

indicated that they have savings, out of these 38.9% & 46.8% w ho are working in the 

same sub sectors stated that thel' begun sa"ing after the es tablishment of the cooperatives 

(Table 4.31). About the trend of saving after the establishment of the cooperatives 31 %, & 

8.7% of respondents, who are engaged in the construction and textile & garment sub 

sectors stated respec tive ly that the trend is increasing, while only one (0.8%) operator 
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found in the construction sub sedor indicated that the trend is decreasing. O n the other 

hand, 15.1 % & 44.4% of operators who are working in the construction and textile & 

garment sub sectors respectively stated that the trend is the same (no change). Operato rs 

who said there is no change in sav ing expressed during the focus group discussion that 

the trend of saving is the same because the nature of saving is forced particula rh', in the 

case of textile and garment sub sec tor. This means that they a re forced to sa\'e some 

amount of money in the cooperatives for future investment and to repay loans taken from 

Addis Credit and Saving Service Institution . 

According to the find ing obtained from respondents, most of them began saving after 

they joined the coopera tives a lthough, the trend in saving is increasing in the case of 

construction sub sector than textile & garment sub sector. Hence, by looking at this 

scenario, it is poss ible to su bstantiate the increase in saving trend in the case of 

cons truction sub sector with the earlier find ings that show improvement in growth and 

sales of the sub sector as well as w ith improvement in operators' income found in this sub 

sec tor (see table 4:15,16 & 18). 

Table 4.31: Saving and Saving Patterns 

Sub Sector 

T I'Xfilc s:. 

Construction Garmeut Tota l 

Do you y" . UA 'X. :'0.3':1" 9.t7oy. . 

$.lI'c?(N= 133) No .O'Y., 5.]'1., 5.3'1. . 

Tol.11 ·UA'Y., 55.6'i'i. 100.0'1':, 

Tl'~lile " 
Co ns tru ction G arnU'll1 TOlal 

When do Before thi s bu s iness 7.9'1. , 6.3'Y. . l ·U 'Y" 

begu n? After th is business 
38 .9':;'. ~ (j.S 'y', 85. 7%. 

(N = 126) 

Tot.11 46.S-I .. 53 . 2 ~/" 100.0':.' .. 

Te.\til f."& 

Construction G:H"m Cllt To tal 

P.lllcm of s.ldng Increa s ing 31.0 "/" 8.7% 39.7'10 

.1fter the bus iness? Decreas ing . 8% . O'X • .8':' • 

(N=126) The same 15.1 % -44,4 % 59.5% 

Tot.1 1 ·Ui,8'% :;3.2 % 100.0";', 

Source: Field Survey (2009) 
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4.14 Impact of the program on Poverty Reduction 

In order to assess the impact of the program in reducing poverty, operators were asked 

whether they view the current MSEs development program being implemented by the 

government as panacea to get out of poverty or not. In effec t all of them indicated that it 

is a possible avenue to get out of povertv (Table 4.32). But, what they reflected is that to 

make the cooperatives (business) competent in the business environment and to ensure 

their sustainabili ty, it requires appropriate policy instruments that reduce dependency on 

government projects as well as the commitment of all stakeholders in improving 

institutional frameworks that could enhance the competitiveness of the two sub sectors in 

particular and the MSEs in general. Thus, there is no doubt about the contribution of the 

program in reducing urban poverty however, to make the sub sec tors growth oriented, 

competitive and sustainable, it requires proper policy framework, strategies and the 

commitment of all stakeholders for the implementation of the MSEs development 

program. 

Table 4.32: Do you think running MSEs is a possible avenue to get out of poverty 

Count Percent 

Yes 133 100.0 

Total 133 100.0 

Source: Field Survey (2009) 

One of the most important objectives of the study is to assess the impact of the program 

in reducing the level of poverty in the case operators. This requires employing povert\· 

analysis before and after the establishment of the cooperatives. In order to undertake 

poverty analysis it is necessary to delineate the poverty line. Theoretically, a pm'erty line 

can be demarcated using absolute, relative and subjec tive poverty lines. However, in this 

study the poverty line is defined based on the absolu te poverty line this is because it is 

the commonly used method in LDCs. The absolute poverty line employed here is 

borrowed from the World Bank Poverty Analysis Manual (2005). The absolu te poverty 

line for the sub- Saharan countries is 1 US dollar per day per adult (World Bank Poverty 
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Analysis Manual, 2005). The s tudy has used this poverty line to ca rry ou t the analys is in 

the case context. The do lla r is converted in to ETB on average exchange rates fo r bo th 

before and after cases. The average exchange rates were accessed from the Central Bank 

of Ethiopia for both scenarios. Then the poverty analysis is done for headcount ratio (po), 

poverty gap ratio (p') and poverty severity index (p2) using the fo llowing formulae for 

both before and after cases. 

Po ~ q/ n w here, 

I' 

H is the headcount Index 

q is the number of people earning income below the poverty line 

n is the total number of indi viduals in the community 

P,= I (z - yi ). 
,,-,1 

Where: 

Yi is the income of poor 

p, is the poverty gap index 

Z is the poverty 

1 q (z - y i t 
P2 = - L where, 

11 ,,,,I 

a equal to 0, 1 and 2 for po, p, and P2 respectively 

Yi is the income of the poor 

Z is the poverty line 

q is the number of people earning income below the poverty line z 

n is the tota l nu mber of individuals in the community 
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Table 4. 33: Poverty Indices of the Sample Population 

Poverty indices t of are P'lverty indices after . 

th e cooperatives based th e cooperatives based 

on absolute poverty line on absolute poverty line 

Headcounl index (po) 0.31 Headcount index (po) 0.23 

Poverty ga p ind ex (pI) 0.37 Poverty gap index (pI) 0.29 

Poverty severity index (p2) 45.1 I Poverty severity index (p2) 0.11 

Source: Computat ion Result 

Us ing absolu te poverty li ne, the result of the poverty analys is in the case opera tors 

indica tes that the household ratio was 0.31 (i.e. 31 %) before the foundation of the 

cooperatives and 0.23 (i.e. 23 %) after the establishment of the coopera ti ves. This means 

that 31 % of the operators were living below the absolute poverty line before the 

establishment of the cooperatives, w hile 23% of the opera tors are li v ing below the 

absol u te po\'erty line afte r the es tablishment of the coopera ti ves. This reveals tha t the 

nu mber of the operators, w ho were living below the absolute poverty linc decreased after 

the establishment of the coopera tives this in tu rn shows the role of the MSEs 

deve lopment program in red ucing urban poverty in the study area. 

The poverty gap index was 0.37 (i .e. 37%) before the establishment of the coopera tives, 

whi le after the esta bl ishment of the coopera ti ves it became 0.29 (i.e. 29%). This shows that 

the average income of operators' w ho are living belo\\' the poverty line is found to be fa r 

from the povert), li ne by 29 % after the establishment of the cooperatives. VVhen this is 

compared with the poverty gap that was prevailed before the establishment of the 

cooperatives this a lso shows an imprO\'ement in the poverty gap after the establishment 

of the cooperatives. 

Regarding the severity of the pover ty or FGT poverty index, it was 45.1 (i.e. 45.1 %) before 

the establishment of the coo peratives and it became O. l1(i .e.ll %) after the establishment 

of the coopera tives. This reveals that the income inequality am ong the poor operato rs, 
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who arc living below the abso lu te poverty line declined after the establishment of the 

coop"ratives. This could be due to the impact of the program in promoting equity 

distribution among the poor operators. 

Therefore, based on absolute pO\'erty line, the findings show that the level of poverty 

after the establishment of the cooperatives is declined in the case operators. 

4.15 Major Threats and Challenges of the Cooperatives 

Sustainability of business depends on various factors one of these is the prevalence of 

threat in the industry. Respondents were asked whether there is a threat or not. 63.2% of 

them replied that there is a threat in their business operation. Out of these 27.8 % & 35.3% 

are engaged in construction and textile & garment sub sectors respectively (Table 

-t.34).This shows that relativel y the textile and garment sub sector is subject to the 

prevalence of threat that could affect the sustainability of the cooperatives. 

Furthermore respondents were asked to identify the types of threats according to their 

degree of sensitivity accordingly, 56% & 37% who are working in textile & garment and 

construction sub sectors respectively replied that the future is uncertain. Operators 

explained the 'uncertain future' during focus group discussion in terms of unprecedented 

government actions particularly, cooperatives that are currently working in Addisu 

Gegeya and ShiroMeda indicated that they have doubt about the continuity of their 

cooperatives. This is because, in both areas, the administration of the sub city is 

undertaking the consh'uction of production and selling sheds in 119 million ETB, which 

are planned to be given to the cooperatives. This is also w itnessed by the researcher. 

However, respondents expressed their doubt in terms of uncertainty that could result due 

to two factors- screening that will be carried out by the adminis trati on during the transfer 

time to the new sheds and market problems. In relation to this issue the data obtained 

from MSEs development officer in the sub city indicated the prevalence of threats. In the 

screening issue, it is said that the sub city will use certain criteria to select 'competent 

workers 'out of current members of the coopera tives, which means it asserts the doubt of 

the operators. 
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In the focus group discussion held w ith the construction sub sec tor respondents 

expressed the preva lence of a threat in terms of dependency syndrome that resulted du e 

to absolute dependency of constr uction operators on government construction projec ts. 

Respondents stated that if there is no government project, the likely existence of the 

cooperatives will be questionable. Addi tionally, those cooperatives that reg istered more 

than one million ETB in the constructi on sub sec tor stated their threa t in terms of d ive rted 

attention given to new cooperatives than old cooperatives. This shows that even the 

capable coopera ti ves that can compete in the market are also dependent on government 

projects . This revea ls the magnitude of dependency on government projec ts. 

Therefore, by their very nature threats are the resu lts of macro factors such as economic, 

political, polic\' and so on, w hich means they a re out of the reach of MSEs operators as a 

result, mitigating the indicated threats enta ils the commitment of all stakeholders in 

looki ng for poss ible avenues. 

Table 4.34: Prevalence of Threat s 

Sub Sector 

Tc:-.tile & 

Co nstru ction G <lr lllent Tol,ll 

Prt'va]t'IKl' Yes 
27.8'Y" 3:;.3"~ , 63.2"'" 

thre"ts 

(N=133) ,'\0 
16SY.. 20.J "~, 36.S'Y" 

Tota l 
44.4'1.. 55.6"'" 100.0% 

C .1USl' [nfLltion 
3.5'\'" 0.0 " 3.5' \'" 

Ihr\,,11(.'(=8-1) 

Re duced 

.Itt..,ntion J.5% 0.0 " 3.5"1., 

L'nccI1,lin 

futu re 37'V" ;6 93% 

Totil] 
44'\'., 56"" 100.0'1" 

Source: Field survey (2009) 
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MSEs are subject tu certain challenges such as lack of finance, poor management, lack of 

work ing premise, lack of selling place and others. In line with this a n effort was made to 

identify the most important challenges of MSEs operators. 24.1 % of the respondents 

sta ted that deferred payment by the sub city (in the case of construction ), lack of 

infrastructure such as wa ter, toilet, poor working environment and poor logistic 

management system are the most important challenges found in both sub sectors (Table 

4.35). Similar finding is also obta ined from focus group discussion held with the text ile & 

garment operato rs. Participants of the focus group discussion reflected that they faced a 

critical problem in ge tting raw materials at a reasonable price. Since they are not 

organized properly in the cooperatives, thev could not buy raw materials in common 

from government factories rather they buy individuall y from reta iler at exorbitant price 

every time. This act affects their competitiveness, w hich in turn affects their sales, the 

sales in turn affects their income this in turn affects their living standard. On the other 

hand, operators indicated that they have a problem in distributing their products to the 

market. Similar problem li ke that of the purchase of input is prevailing in the case of 

output distr ibution. This happened mainly, beca use of poor organization of the 

cooperatives that resulted in not having appropriate commonly owned sa les outlets or 

appropriate dish'ibution svs tem. Hence, the\' have a tendencv of selling the ir products 

even less than its price at the time of emergency. As a result, the weavers could not attain 

what they could have attained out of their effort rather the beneficiaries became 

intermediaries that distribute the ir products 

Additiona lly, 18% of the respondents indicated that lack of finance is their major 

problem. Although, the sub city has provided a credit service through Add is Credit and 

Saving Services Institution respondents indicated that due to high interest rate the\' are 

not willing to take loan. 

Therefore, the identifi ed challenges are not unique to the t"vo sub sec tors ra ther they are 

the common challenges of the MSEs sector in general (Adi!, 2007). But w hat is unique to 

the sub sec tors on hand mainly, to the textile and garment sub sector is that the so called 

'cooperatives' are no t fulfill the definition of cooperatives this is because except one 
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cooperative found in Addisu Gebeya all are not organ ized as per the principle ot 

cooperatives consequently, such poor organization has an adverse effect on the 

perfo rmance of the coopera tives. 

Table 4 .35: Major Challenges (N=1 3 3) 

Sub Sector 

Texti le & 

Co nstru ction Garment Tol.l l 

L.ICk of fin,1I1(c(1) 
12.0"" 6.0'"/', 18.0%, 

InJPpropriJ tc prod u ction IO(,lli on(2) 
.S"~, 2.3% 3.0%. 

J lid P pro p ri .. Ie selling [ocatio n(3) 
2.3"" S'" . ... 3.0%, 

Hi gh inte res t Tate of 10 0111 pro\' id ers (4 ) 
1.5"'" .0''/" 1 .5'1/" 

Poo r lllolTketi ng Iinka ge{S) 
.0% 3.0% 3.0'\1" 

Lac!.. of product io n sPdcc(6) 
. S",,, .O" ~, .8''/, • 

til el.. of !r.l ining to ward s in novd tion( 7) 
.0% S'" . " .S'Yo, 

l.ld ... of Ir ;l i n ing to w,ud s bus in ess 111&\(8) 
.0" ,- . S"" .8'Y. • 

I o.::~ 
6.8"" ",5' 1. , 11.3'1/" 

1&) 
.0" .. -1.5'1., 4.5%, 

1&5 
.O",~, 3.8'110 3.8'1., 

1&:-
1.5" " 6.1 % 7.6''1., 

1.3.-1 &5 
2.3" LI IO.6' '/" 12.9'\'., 

olhers(ldte p.J.~· lllen l in l he case of go vernme nt 

projec t. lack or in(r~ s t r ll ctu re , logis ti c 11.3" " 12,8"\, 2<1 .1'\{, 

n1dn~gemen t system) 

." 0 cll ~ l l e l1gc 
5.3"·" .0"'" 5.3% 

Tot~l 

4-1..1"" 55.6% 10O.O'Y., 

Source: Field Survey (2009) 
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CHAPTER FIVE 

Conclusions and Policy Implications 

Thi s chapter presents the concluding remarks of the study a nd maj or areas of 

policy intervention. 

5.1 Conclusions 

The role of MSEs for local and reg ional develop ment has been recogni zed since 1980s 

mainl\·, in developed countries. In LDCs, the sec tor was neglec ted for long periods of 

time due to biased industriali zation policies of these countries toward large industries. It 

is in recent years due attention has been given to the sector by different stakeholders. The 

situation was the same in Ethiopia too. In Ethiopia the role of MSEs in employment 

creation, economic growth and poverty allevia tion as opposed to being viewed as 

marginal and unproductive, as well as tax evader has received the recognition it deserves, 

as explicitly stated in the MSEs development program of the country. The government 

has designed at a nati onal level MSEs d evelopment program by the year 2005 under its 

Urban Industrial Development Package. The general objective of the program is to design 

a clear and orga ni zed program that ca n foster the invol vement of MSEs in urban 

devel opment as we ll as to enhance the role of the sec tor in red ucing urban poverty and 

unemplovment. This study is mainly concerned w ith an impact assessment of the 

program bei ng exec uted by the implementing agency in the case of Gule lle sub ci ty of 

Addis Ababa particularly, on operators w ho are engaged in the consh·uction and textile & 

garment sub sec tors. Conseq uently, the following concl uding remarks are drawn from 

the major find ings of the study . 

1. One of the m ost important objecti ves of the program is creating 80% & 20°0 

permanent and temporary employment opportunities respec tively by the year 2009 in 

the cou ntry . Concerning this, the study result shows 450 operators (i.e. 250 & 200 in 

the textile & ga rment and construction sub sectors respectively) have established the 
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cooperatives sll1ce 2005. This means that permanent employment opportunity is 

created to these operators in the study a rea. But, the sh·iking finding is that out of 

these operators most of them had previous pe rmanent jobs. With regard to temporary 

employment it is found that the construction sub sector has a better multiplier effect in 

creating temporary employment opportunity than the other sub sector. However, 

evaluating the performance of the program in the indicated objec tive could not be 

possible due to unava ilability of secondary data about unemployed people in the 

s tudy area. Thus, calling this issue for furth er research, it is possible to conclude tha t 

the two sub sectors are pla\·ing significant role in creating employment opportunities 

mainly on temporary basis. 

2. Concerning the involvement of females in the two sub sec tors in the study area, it is 

found that the re is high level of divergence w ith regard to gender in the two sub 

sec tors. This prevailed due to gender problems that favor male, low level of females 

initiation to take business risks, the nature of the business w hich requires m ore 

physical work and other institutional problems such as credit service that meet the 

demand of poor females. The existing dispari ty therefore, calls for the attention of 

d ifferent stakeholders to exert thei r effort to ensure the benefits of fe males. 

3. About change in operators' income the result of a paired sampl e t-test shows that 

there is a significant difference after the establishment of the cooperatives. Similarly, 

the result of descriptive statistics reveals there is a difference between the ave rage 

income of operators afte r the establishment of the cooperatives. But, the income of 

operators' w ho are working in the construction sub sector is found larger than the 

income of the other sub sector operators. Thus, the former sub sector is labeled as a 

gro\\·th or iented business, while the latter sec to r is a surviva l business. The correlation 

results also reveal a direct positives relationship be tween operators' income and their 

households' ex penditures after the establishment of the cooperatives. Additiona lly, 

the OLS model result shows that sex of respondent, mar ital status, household s ize, 

educational background, year of establishment, start up ca pital and type of the sub 

sector have a significant effec t on the current income of operators, w hile age, past 
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experience, current position and amount of previous income of operators' have no 

significant effect on the current income of operators. Generally,_ from these findings, it 

is concl uded that there is an improvement in the income of operators after the 

establishment of the coopera tives although, there is a divergence in income among 

members and between the two sub sectors . 

.t. Regarding improvem ent in the living standard of operato rs' a mixed res ult is found. 

This is because after the establishment of the cooperatives access to basic household 

appliances ha\'e been improved. In addition, clothing patterns and access to medical 

service are also relatively improved after the establishment of the cooperatives. But, 

the program do not improved access to relatively luxurious household assets and 

priman' ed ucati on. 

J . Concerning the impact of the program in reducing poverty, the result of poverty 

analysis revea ls that headcount ratio, poverty gap analysis and FGT poverty index 

were respecti\'ely 31 %, 37% & 45.1 % before the establishment of the cooperatives in 

the case considered. H owever, after the establishment of the cooperatives the figure 

changed respectively in to 23 % 29 % &11 %. These means that the number of operators 

who were living below the absolute poverty line d ecreased from 31 % to 23%. 

Likewise, the variation in the average income of poor operators, who were living 

below the absolute poverty line decreased from 37% to 29 %. Add itionally, the income 

inequality among poor operators declined from 45.1 % to 11 %. These indicate that the 

program has a positive impact in reducing the poverty status of the operators . 

Therefore, it is concluded that the MSEs development program has a remarkable 

impact in equitv distribu tion among operators in the study area. 

6. Creating a seed-bed to large industries is the other objective of the program, inline 

w ith this the majority of the textile & garment cooperatives are found at a micro level 

as a result, they labeled as a survival business. This low level of structural 

h'ansformation is attributed to both demand and supply sides problems of the sub 

sector. On the other hand, the construction sub sector can be labeled as a growth 
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oriented business due to its rela tive transformation in to small business. Ac tua ll y the 

change being taking place in the sub sector is mainly, due to the development of 

construction projects in the city and surrounding a reas of the city But, the 

sustainability of the sub sector is questionable due to high level of dependence on 

government projects. 

5.2 Policy Implications 

The lesson from developed countries that have achieved remarkable momentum in 

transforming small en terprises in to large indush'ies such as Silicon Valley of America 

and Third Italy implies the relevance of policy guidelines stressing the need to focus on 

viable and efficient small-scale industries producing competitive product. The expansion 

and development of competitive, growth oriented and sustainable MSEs entail 

appropriate policy frameworks both on the supply and demand sides. Such policies w ill 

play a significant role in supporting and promoting the sec tor. The support and 

promotion of the sector needs to be simultaneously selective a long regional and sectoral 

lines. This requires the utilization of dynamic model that can enhance the development of 

the sector. Apart from the design of dU1amic model the role of the government has to be 

limited in creating smooth institutional frameworks, which will offer a fertile ground for 

the incubation of the sector in to large indush·ies. 

Hence, for better achievements of the objec tives of the program in the study area as well 

as to make the two sub sectors growth oriented, competitive and sustainable the 

fo llowing specific areas of interventions are for warded: 

Institutional commitment is required to improve both the suppl y and demand side 

problems. In the supply side, reorganization of the cooperatives mainly, that of the textile 

& ga rment sub sector based on the principle of cooperatives formation is required. 

Promotion of entrepreneurship tlu'ough cluster formation, provision of demand driven 

training both on the teclu1ical and managerial aspects as well as transforma tion of 

tec!u1010gies have to be undertaken. 
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On the demand s ide, proper institutiona l frameworks such as appropriate ma rket 
structure that can boos t the competiti veness of the two sub sectors and creation of 
demand throu gh the promotion of MSEs' products are needed. 

Therefore, fo r proper implementation of the fo rwarded areas of intervention in the study 
area , the renl collllnitll/ent of different sinkellOlders such as local government, entrepreneurs, 
financing insti tutions, ed ucationa l insti tu tions, researchers, NGOs and CBOs are highly 
indispensable. 
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Addis Ababa University 

College of Development Studies 

Department of Regional and Local Development Studies 

Research Questionnaire 
Dear Respondent: 

The purp ose of this ques tionnaire is to gather pertinent data that w ill be used as an 
input to conduct educational resea rch at master's level w hich is entitled with the role of 
lIIiero nnd slIInll enterprise riel'elopl1lellt progrnlll in reducing lI rbnn p01>ertlj. Hence, your 
cooperation in responding this questionnaire is highly valuable to get the necessary 
data. Your responses are highly confidential and on ly used by the researcher. 

Thank you in advance for your willingness. 

A. General Characteristics of MSEs Operators 
A 1. Sex of the responden t: 

1. Male 2. Female 

A2. Age of the respondent: 

1. 18-25 years 2. 26-33 years 3. 34-41 yea rs 

4.42-48 yea rs 5. 49-56 years 6. Grea ter than 56 years 
A3. Marital status of the respondent: 

1. Si ngle 2. Married 

3. Divorced 4. Widowed 

A4. Total number of your household is _________ _ 

A5. Educat ional backgrou nd of the respondent: 

1. Illite rate 2. Read and write 

3. Comple ted primary school 

4. Comple ted high schoolS. TVET gradua te 6. Degree 

7. Masters 8. O thers (specify) ___ _ 



A6. What were you doing immediately before you started this bus iness? 
1. Unemployed (after leav ing school) 2. Unemployed (retrenched soldier) 
3. Unemployed (retrenched from public sector) 

4. Daily wage laborer 5. In school (learning) 

6. Working in public sector 

S. Employed in unre lated bu siness 

10. Running unrela ted business 

11 . Working on unpaid family bus iness 

7. Employed in similar business 

9. Running related business 

12. H ouse w ife 13. Others (specify) ______ _ 
A7. Are you a member of the cooperative? 

1. Yes 2. No 

A7.1. If your answer to Qn#A7 is "yes" What fac tor(s) have motivated you to start 
your own busi ness in the form of cooperatives? 

1. Lack of employm ent opportunity to be employed 

2. Disagreement wi th the previous employer 

3. Disappointing work envi ronment in the previous work place 
-i . Conflict with fa mily 

5. By looking others as a role model 

6. Internal desire to be self employed 

7. Favorable elw iromnental facto rs such as support provided 

by the Kebele administration 

S. Others (specih') _ __________ _ 

A7.2. If you r answer to Qn# A7 is "ves" w hat is your position in the business 
currently? 

1. Member of the cooperative and member of the management team 
2. Member of the cooperative and permanent employee 

AS. Do you have any other job other than this business currently? 

1. Yes 2. No 

AS.I. If your answer to Qn#AS is "yes" what is your add itional job? 
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AS.2. How much do you obta in from the additional job per day /week or month? 
____ ETB per day ____ ETB per week ____ ETB Birr per month 

A 9. How much income do you obtain from this business per day / week / month 
currentl y? 

ETB per day ETB per month ____ ETB per month 
AI 0. Is there any household member w ho is in job? 

1. Yes 2. No 

A10.1 If your answer to Qn # A10 is "yes" how much he / she they obtains per cia y / 
week or mon th? 

___ ETB per day ___ ETB per week ____ ETB per mon th 
All. Have you got any other income from other sources fo r the last 12 months? 

1. Yes 2. No 

All.1. If your answer to Qn#All is "yes" from where did you obtained the 
income? 

Source _______ amount ___ in ETB 

Source a mount ___ in ETB 

A12. Have vou obta ined any help in kind from other sources for the las t 12 months? 
1. Yes 2. No 

A12.11 f your answer to Qn# A12 is "yes" from w here did you obta ined the help? 
1. From the government 2. From NGOs 

3. From family/ relatives 4. From friends 5. Others (specify) ____ _ 
A12.2. If your answer to Qn#A12 is ''}'' w hat were the items a nd the ir price during 

that time? 

Item price (in ETB) 

Item price (in ETB) 

Item price (in ETB) 

Item price (in HB) 

Item price (in ETB) 

A 13. From w here did you get m edical treatment before starting this business: 
1. From government health ins titutions 3. From traditional health centers 
2. From private health insti tutions 4. Others (specify) ____ _ 
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A14. From w here d o you get medical service currently? 

1. From government heal th institutions 

2. From priva te health institutions 

3. From trad itional health centers 

4. Others (specify) ______ _ 

B. General Characteristics of the Business 

B1. When was the business established? 

Month ____ _ year _____ _ 

B2. How many members have established the business? 

Male Female ___ _ 

B3. How many members are currently found in the cooperative? 

Male Female ___ _ 

B-±. How much was the starting capital of the business? _____ ETB 

B4.1. The start up capita l of the business was generated from : 

1. Micro finance institution in the form of loan 

2. Micro finance and members' contribution 

3. Members' contribution alone 

-± . Others (specify) ____ _ _ _ _ 

B4.2. If your answer to Qn# B4.1 is "1" would you g ive the name of the ins titu tion? 

B4.3. If your answer to Qn # B4.1 is 2 or 3 please indicate yours initial financial 

contribution _ ___ ETB 

B4.4. From where you have accessed the initial contribution? 

1. From your own saving 2. From iqqub 

3. Loan from friends/ rela tives 

4. Family help 5. Loan from saving and credit assoc iation 

6. Others (specify) 

B5. Currently the ca pital of the business is reached ________ ETB 
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B6. Does the bu siness crea ted em ployment opportunity to non members since it is 
es tablished? 

1. Yes 2. No 

B6.1. If your answer to Qn#86 is "1" the number of employees hired on temporary 
bas is is ____ _ 

86.2. The trend in employment opportunity generation to non members of the 
coopera ti ve is? 

1. Increasing 2. Decreasing 

3. The same 4. I don' t know 

87. How did you acquire the building/ premise on which you started this bus iness? 
1. Owned by one of the member (s) 

2. Leased 

3. Rented it from individual 

4. Rented it from kebele 

5. Bou ght 

6. Given by the kebele or kifle ketema 

7. Others (specih') _____________ _ 

88. In which of the followi ng sub sector of micro and small enterprises vour busi ness 
is ca tegori zed? 

1. Construction sub sec tor 

2. Textile and garment sub sector 

88.1 If vour business is categorized in the construction sub sec tor please ind icate 
the business activities vou are pursuing? 

88.2. If your business is categorized in the texti le and garment sub sector 
would you mention the type of business activities you a re doing? 
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89. How do you rate the pcrfo rmance of your business in terms of sa les volumc s ince 
it is established? 

1. Increasi ng at inc reasing rate 

2. Increas ing at a decreasing rate 

3. Continues on the same rate 

4. Declining 

5. I don't know 

89.1 If your answer to Qn # 89 is "1" what could be the deriving factor (s) to it? 
1. Preva lence of high market d emand 

2. Lack of competition 

3. Provis ion of quality products/ services to the market 

4. Provis ion of products / sen ·ices at a lower price than competitors 
5. Strong marke ting effort 

6. Strong marketing linkage 7. Others (specify) ~ ______ _ 
89.2. If your answer to Qn# 89 is "4" what could the m ajor cause to it? 

1. Presence of strong competitors 2. Lack oi market demand to your offers 
3. Poor marketing linkage 

5. Inappropriate sales location 

4. Quality related problems of products/services 

6. Others (specify) ~~~~~~~_ 
810. Is there a growth in you r business operation? 

1. Yes 2. No 

810.1. If your answer to Qn # 810 is "yes" the g rowth occurred: 

1. In terms of opening new production/ operation s ite 

2. In terms of increasing production/ operation capacity of an existing sys tem 
3. In te rms of sales volu me of existing production / operation sys tem 
4. I n terms of divers ification to related business activi ty (sector) 
5. In terms of diversifica tion to unrelated business activity (sector) 
6. In terms of market share expansion 7. Others (specify) _____ _ 
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B10.2. What sorts of impac t resulted due to the g rowth of your business? 

1. Increase in the income of operators 

2. Additional temporary empl oyees are hired 

3. Others (specify) ____ _ _ _ _ 

B11. H ow do you measure the competi ti ve position of your firm in the market? 

1. VerI' strono-
~ 0 

3. Fair 

2. Strong 

4. Weak 

B11.1. If \·our answer to Q n# B 11 is " l or 2" what could be the immediate cause to it? 

1. Utilization of modern technology 

2. Presence of innovative employees 

3. Location advantage 

4. Management commih11ent 

5. Strong financial resource 

6. Deliven· of superior va lue to customers 

7. Others (speci fy) _________ __ _ 

B11.2. If your answer to Q n# B11 is" 4" what could be the underlying ca use to it? 

1. Utilization of traditional technology 

3. Inappropriate production site 

J. Poor business management practices 

6. Others (specify) _________ _ 

2. Lack of financial resources 

4. Inappropriate sell ing location 

B1 2. Is there any tlu-eat that can affect the sustainabili ty of your business? 

1. Yes 2. No 

B12.1. If you r answer to Qn # B12 is "yes" please list the most important threats in 

their order of sensitivity: 

1
st 
------------ ---

3rd _ _ _ __________ _ 

4th ______________ _ 
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B13. What is (are) the most important challenge(s) your business currently being 
encountered ? 

1. Lack of capital 

3. Inappropriate selling location 

5. Poor market linkage 

7. Lack of tra ining to wards innovation 

2. Ina ppro pria te production location 

4. High interest rate of loan providers 

6. Lack of production space 

8. Lack of training to wa rds business management 

9. Others (specify) _________ _ 

C. Household Income Sources (Before & After) 

Before th e Business After the Bus iness 
Cl . D id yo u have a financial income source C2. Currently your ho useholds' inco me 

befo re establis hing this business? is generated: 
1. Yes 2. No 1. From this business 

C1.1. If yo ur answer to Qn#C1 is ""es" 2. From a broad (rem ittance) 
from where did you obtain the income? 3. From oth er additional work 

1. From salary 4. From pension 
2. Fro m family help 5. From re la tive help 
:, From daily labor 6. From ren t of part of house 
4. From gove rnment support 7. Others (specify) ______ _ 
5. From abroa d (rem ittance) C2.2. Your household income during th ~ last 
6.0the rs(specify) 12 months have: 

Cl .2. \<\Tha t \"35 the amollnt of Your income 

on average per day I week or month? 

__ ETBj day ___ ETBj\\"eek 

__ ETB Bi rr / month 

8 

1. IncreClsed 

3. The sa me 

2. Decreased 

4. I don't I- now 

C2.2.1. If yo ur answer to Q n# 2.2 is "1" \ \'hat cou ld 

be the reason: 

1. Increase in income from this bus iness 

2. Generation of ad ditional income from 

other bus iness source 

C2.2.2 If yo ur answer to Qn# C2.2 is "2" what could be 

the cause: 

1. D eciiJ1e in inco me from this business 

2. Suspension of income from other sources 

3. Others(specify) 



D. Household Expenditures (Before & After) 

01 . H ow mu ch kilogram or lite rs of the following food items you have been 

consuming before a nd after this business? 

Ser. No Food! drink A mount Expenditure A mou nt Expenditure 

items conslimed in Kg! lite r per month ill Kg! Ii te r Per month 

Before in ETB After in ETB 

the business the business 

1 Wheat (Kg) 

2 Teff (Kg) 

3 sorghum(Kg) 

4 Maize(Kg) 

5 Barley (Kg) 

6 Onion (Kg) 

7 Potato (Kg) 

8 Beans& peas (Kg) 

9 Lentil (Kg) 

10 I Vege table (Kg) 

11 Dry pepper (Kg) 
I 

12 Edible oil (lit) I 
13 Milk (lit) 

14 Butter (Kg) 

15 Meat (Kg) 

16 Sugar (Kg) 

17 Salt (Kg) 
I 

18 Coffee, chat (Kg) 
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E. NON-FOOD EXPENDITURE 

El . Estimate the amo unt of money spent per month OJ: yea r fo r the fol lowing no n­

food items before and after sta rting this business. (1-15 give average expenditure in 

ETB per month& 16-18 per year) 

Se r.No I Non -Food Ite m Average expenditure Average expenditure 

r er Month in ETB r er Month in ETB After 

I Before this Busin ess 

thi s Business 

1 Re nt for house 

2 
I 

IVa le r bill 

3 Electric bill 
i 

~ Te le phone bil l 

5 Fu el wood, charcoal 

& kerosene 
I 

6 Loa n repay ment 

(principal &in te res t) 

7 Tuition fee 

, 8 1 T ransport expense , 

19 Domestic service 

I l , (gua rd, , 
I 

serva nt sa lary) I , 
10 t Personal 1 

I I care expenditu re 

111 
i 

Ceremonia l ex pense 

1 12 I ente rta in men t 

13 I Tax & contributio n 

14 I Sav ing 

(lqqub, Ider, Bank) 

15 Othe rs(s pecify) 

16 C lo thes ETB per yea ETB pe r yea r 

17 Shoes ETB per yea! ETB pe r yea r 

18 Hea lth ETB per yea r ETB pe r yea r 

10 



E1 .·1 How many times you buy cloth appea ls since you have begun this business? 

1. Once a yea r 2. Twice a year 

3. Three times a year 4. Others (specify) _______ _ 

E1.2 Since you have begun this business the over all househol d expenditure is: 

1. Increased 2. Decreased 

3. The same 4. I don' t know 

E1.2.1 [f yo ur answer to Qn#E1.2 is "1" what could be the cause to it? 

1. Increase in income (from the business) 

2. Increase in the price of purchased items 

3. Additional income is obtained from abroad 

4. Additional income is obtained from government 

5. Increase in the num ber of famil y 

6. Others (specify) _______ _ 

E1.2.2 lf vour answer to Qn#E1.2 is "2" w ha t could be the cause to it? • 

1. Decrease in income due to shortage of market 

2. Lack of add itional income source 

3. Inflation 

4. Increase in saving 

5. Others (specify) _______ _ 
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F. HOUSEHOLD ASSETS 

S.NO Type of asse ts . I £1. How many E2. Were the E3. What 
of these items assets acquired is the market 
does the after the business value in ETB 
household own 

1. Yes 2. No 

1 Tables/ chairs 

2 Radio/ tape 

3 TV 

-1 VCD 

:J DVD 

6 Beds 

7 Refrigerators 

8 Electric Stove 

9 Jewelry 

10 Wa ter pump 

111 Cub board 

12 Home phone 

13 Mobile phone 

1-1 Pc o r lap top 

16 Buffet 

G.ACCESS TO EDUCATION AND MEDICAL SERVICS 
Gl.I How many children in the household are between the ages of 5-1 7 __ 
Gl. 2 How many of these chil d ren a re currently attend ing schoo!? __ _ 
G1 .3 The number of your family members a ttending school for the last three years 

has been: 

1. Increasing 

2. Decreasing 3. At the same level 

12 
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Gl.3 .1 I f your answer to Qn Gl.2 is "I " what could be the ca use to it? 

1. Access to new schools in the area increased 

2. HH income improvement due to the busi ness 

3. HH awareness to wards education improved 

4. O thers (specify) ______ _ 

G1.3.2 If your answer to Qn#G1.2. is "2" w hat cause it? 

1. Lack of income to settle tu ition fee 

3. Lack of time to attend school 

5. Lack of interest to attend school 

2. Lack of schools in the area 

4. Lack of awareness towards education 

6. Others _______ _ 

Gl.4 During the last six months, was there an occasion in w hich one or more 

of your household members needed medica l service? 1. Yes 2. No 

G1.4.1. If your answer to Qn#G1.4. is "1" from where did the household member 

has got access to m oney to cover medical expenses? 

1. Sales of assets 

2. From business income 

3. Loan from friends/ relati ves 

4. Help from GOs 

J . Help from the public 

6. Others (specify) _______ _ 

H. Saving 

H1 . Do you save? 

1. Yes 2. No 

H1.1. If \·ou r answer to Qn#H1 is "yes" when d o YOU begun saving? 

1. Before this business 2. After this business 

H1.1.1 . If your answer to Qn#H1.1 is "J" from where did you go t the money to 

save? 

1. From the previous job 

2. From the money obtained from abroad 

3. From the money obtained from family 

4. Others (specify) _ _ _ _ _ _ __ _ 
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HJ .1.2. If your answer to Qn#HI .I. is "2" how do you describe the pattern of your 
saving since you begun this business? 

1. Increasing 2. Decreasing 3. The same level 

HI.1.2.Ilf your answer to Qn#HI.I.2 is "1" what would be the cause to it? 
1. Increase in income obtained from this business 

2. Increase in income due to additional work in other business 

3. Decrease in consumption w ithou t change in income 

4. Increase in income due to help from abroad 

5. Others (specify) __________ _ 

HI.I.2.2.lf your answer to Qn# HI.I.2 is"2" w hat would be the cause to it? 
l. Decrease in income of this business due to declined market demand 
2. Termination of additional work 

3. Termination of m oney helps from abroad 

4. High living expense 

5. Increase in family members 

6. Others (specify) ______ _ 

Fina lly, by considering changes that are being occurring in your life and that of your 
household, do you think that running micro and small enterprises is a panacea to get 
out of poverty? 

1. Yes 2. No 

THANK YOU ONCE AGAIN FOR DEVOTING YOUR PRECIOUS TIME! 
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INTERVIEW QUESTIONS FOR KEY INFORMANTS 

1. How do you describe the role of the MSEs development program in improving 
the living standards of consh'uction and textile & garment sub sectors operators? 

2. What is the number of unemployed people in the sub city during the previous 
four years? 

3. Are there members of the cooperatives who withdraw from the cooperatives? If 
yes, what are the most important causes for this? 

4. What sorts of ins titutional supports are being provided by the sub city to the 
construction and textile & garment sub sectors? 

5. Do you think that the sub city has created strong market linkages to the 
construction and textile & garment sub sectors? 

6. What are the most important threats and challenges of the construction and 
textile & garment sub sectors? 



QUESTIONS FOR FOCUS GROUP DESCUSSIONS . 

1. How do you describe improvement in your living standard since you 

have begun this business? 

2. Does your business created employment opportunities to non members? 

3. Is the business you are running a means of survival or growth? 

4. Do you think that the income you a re gen erating from this bus iness is 

sustainable? 

5. What are the most important challenges you a re facing currently in 

running this business? 

6. Do you think that running micro a nd s m a ll business are a possible 

avenue to get ride of poverty? 
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Picture taken during the focus group discussion in Addisu Gegeya 

Partial photo view of weaving production Layout (ShiroMeda) 



Partial photo view of General Wingate Construction Site 

Partial photo view of General Wingate Construction Site 



Partial photo view of General Wingate Construction Site 

Partial photo view of General Wingate Construction Site 



Partial photo view of Jomo Construction Site 

Partial photo view of Jomo Site 



Partia l photo view of weaving production Layout (Addisu Gebeya) 

Partial photo view of weaving production premise (Addisu Gegeya) 
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