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Il. Abstract

Micro and Small enterprises had been playing prominent role in poverty reduction and
local economic growth. Apart from this, MSEs have a role in community
development by increasing improving social, financial, physical, human and
natural capital. This research explores the contribution of Micro and Small
enterprises in community development in Gullele Sub-City, Addis Ababa. The
analysis was based on primary and secondary data collected through administrative
type of questionnaires and key informant interviews from the operators, government
officials, and enterprise representatives. The role of MSEs is viewed in light of its
contribution in boosting the five community capital (Social, financial, human, physical
and natural). Finally, discussion was held with operators regarding the challenge
and opportunities the enterprises and operators are facing now. The results indicate
that, MSEs plays important role in community development by boosting communities
capital. Some of the challenges are some operators who joined the formed group
lately did not get any training and the balance of the focus of MESs higher officials
in demanding MSEs for politics than community development and poor supportive
supervision by MSEs offices are exhibited. Nonetheless, human capital, financial
capital, physical capital, natural capital are uplifted and remarkable contributed for
community development as bonding capital and networks with other people outside the
group is formed in the normal course of business operation as bridging capital. Yet, as
there is much untapped potential, much has to be done in unleashing communities

resources to boost community development.



Chapter One

1 Introduction

1.1 Background of the study

Community development is when people join together to develop programs for
improving the quality of life at the community level. It operates in indigenous initiatives or
formal agencies, with diverse racial, ethnic, religious, or other groups, and in rural and
urban communities in industrial and developing areas. Varieties of community

development abound, and its activities are almost limitless.

Community development is a planned effort to produce assets that increase the
capacity of residents to improve their quality of life. These assets may include several
forms of community capital: physical, human, social, financial and environmental (Phillips

& Pittman, 2009).

Despite its variety, community development has some core concepts on which there
is relative agreement, such as ‘starting with people’, the idea that the process should
originate in the experience of people; ‘strengthening community’, that community is a unit
of solution; ‘joining together’, that individuals acting collectively can accomplish more

than one person acting alone; and ‘creating change’, that change is both desirable and

possible (Checkoway, 1997; DeFilippis and Saegert, 2008).

By providing small loans to entrepreneurs and small businesses, the Grameen Bank
has empowered the poor, giving them the resources to generate additional income,

stimulate value creation and in turn development. It should be noted that the source of
1



development here is not the result of a trickle-down (or “top down”) stimulus, but a
“bottom-up” force, whereby the poor are empowered to, at the risk of using a cliche,

pursue their own destiny (Micro and Small Enterprises as a TOOL for DEVELOPMENT)

Micro and Small Enterprises is a facility that makes it possible for the focused poor
people to get a small loan to start a business, pay for school fees, procure housing or
receive health care (Micro and Small Enterprises vital to economic growth 2005:15). Such
an initiative is instrumental in changing the poverty patterns in view of improved facilities
to lessen the challenge posed by startup capital. Micro and Small Enterprises has been
changing people’s lives and revitalizing communities since the beginning of trade (United

Nations 2005e:1).

1.2 Statement of the problem

It has been used to provide low-income people with small grants, micro-credits and other
Micro and Small Enterprises services as an stimulus to exploit their productivity and
develop their business to help them improve their livelihoods (UNDP builds capacity to
expand availability of micro-credit services 2005:38). Micro and Small Enterprises has had
strong links with communities’ development. This means that for a long time, Micro and
Small Enterprises was used as an intervention strategy to address the marginalized situation
of community members with the hope that when they accessed credit facilities, they would
achieve socio-economic development and thereby contribute to the development of their

communities.

Micro and Small Enterprises has a huge impact on the lives of millions of poor people

particularly women. Numerous scholars and NGOs have been working to take Micro and

2



Small Enterprises within the reach of poor people, who are still not benefited by the
conventional financial system. It was believed that Micro and Small Enterprises is not

important for all people but most groups can benefit from this idea.

The Ethiopia has adopted the national Micro and Small Enterprise Development Strategy
for the first time in November 1997. The policy identified a number of constraints
hampering the development of this sector. The policy serves as guideline to all
stakeholders to stimulate the establishment of new enterprises and enabling the existing
ones to grow and become more competitive. This policy identified un-favorable
legal and regulatory frameworks, underdeveloped infrastructure, poor business
development services, limited access to finance, ineffective and poorly coordinated

institutional support as the key constraints (MSEs strategy for Ethiopia, 1997).

On top of poverty reduction strategy, MSEs development program has aimed at
unemployment reduction by creating 80% permanent employment and 20% temporary
employment opportunities. The reviewed empirical studies reveal that there is a gap with
regard to impact assessment of enterprises’ performance in terms of employment
opportunities, income, profit and capital in light with local community
development. Moreover, the reviewed studies with regard to the sector focused on socio-
economic determining factors of MSEs Success and its major challenges and

constraints (Philipos, 2006; Workneh, 2007; Solomon, 2004).

Most studies, in academic and non-academic institution, focus on factors that
hider the growth of MSEs and the outcome of the program in aggregate forms. Regarding
the role of micro and small enterprises in community development, empirical studies fail to

investigate the role of MSEs for community development in light of the five forms of
3



capital (Social Capital, Human capital, Physical Capital, Financial Capital and Natural
/Environmental Capital. For instance, the study conducted by Workneh (2007) with the
objective of analyzing factors that hinder the performance of MSEs found that lack of
capital, lack of markets, bureaucratic regulatory requirement, problem of business
development services and inappropriate locations are still major problems of the sector.
But the researcher did not see how MSEs contribute for community development through
boosting Social capital, improving Human Capital and capitalizing Financial and Physical

Capital.

Moreover, Philipos’s (2006) study, focus more on the impact of business
development services (BDS) for MSEs development in enterprise level and found that BDS
is in its early stage in MSEs. The researcher also tried to identify the challenges faced by
MSEs in BDS program in Addis Ababa. Some of the factors identified are: low level
of MSE operators’ awareness for majority of BDS, unwillingness to pay for BDS, lack
of diversity of BDS providers and service and lastly limited knowledge of BDS
intervention. The researcher overlooked to see the role MSEs play in community

development.

Apart from these, the research conducted by Solomon (2004) also tried to analyze
growth determinants of MSEs and found that product diversification is a major
determinant factor for the growth of small enterprises. The researcher came up with finding
that business experience is associated with new start-ups calls for the promotion of the
culture of apprenticeship and intern experience sharing for the young as a possible area of

intervention in employment generation schemes to minimize the extent of unemployment.



However, the study failed to investigate how MSEs can contribute to community
development. From the above mentioned studies, it is possible to learn that the role of
MSEs in community development is not studied very well. Thus, this study tries to

examine the role of MSEs on community development.

1.3. Objectives of the study

1.3.1. General objective

The main objective of this research was to explore the contribution of Micro and
Small Enterprises in Community Development
1.3.2. Specific objectives
e To explore whether there is improvement in skill and knowledge of MSEs clients
and families after MSE intervention.
e Toexamine the contribution of MSEs in boosting social capital
e ldentify ways of improving the access to and utilization of Micro and Small
Enterprises services and how to strength the social ties.
e To study whether Micro and Small Enterprises are contributing in household
utensils improvement and clients’ asset accumulation.
e Providing recommendations on how to optimize Micro and Small Enterprises

effectiveness and boost its contribution for community development

1.4. Research questions

The research was guided by the following questions;



Is there an improvement in skill and knowledge of MSEs clients and families so

that physical capital can be reinforced because of their MSE business engagement?

Do MSEs contribute in boosting social capital?

Can the financial capital of the community capitalized through MSEs?

Do MSEs help the clients in accumulating asset?

1.5 Significance of the study

Information which was gathered and analyzed in this study provides empirical
findings on the role of MSEs for community development. The findings of this study
were believed to show the contribution that MSEs have towards community
development. Other researchers who might be interested to conduct further study on
similar study on similar subjects may also use it. Moreover, the findings of the study
may serve as a source of information for persons who need to know about social capital,
human capital, financial capital, physical capital and natural capital in light of MSEs and
their relationships. Last but not least, the results obtained from this study may serve as
an input for policy making, evaluation and for developing strategies that address the

issues of MSEs sector in community development.

1.6. Scope and delimitation of the study

The study is surrounded to individuals operating MSEs activities or
establishments in four Woreda found in Gulelle sub city. Moreover, due to limited
human, financial and material capital, the study was restricted to a limited number of
individual operators who are participating in the informal sector activities during the

survey period.



1.7. Organization of the study

The report of the research is organized in five chapters as major parts. Up until
here the first chapter has introduced the research. The second chapter is concerned
with review of relevant literature. The third chapter first describes the study area
and methodology for conducting the research. The fourth chapter focuses on data
presentation, major findings of the study and discussion; and then the fifth chapter

draws conclusions, recommendations and implication to social work.



Chapter Two

2. Review of the Related Literature
2.1. Definition of Community Development

Different authors have defined Community development with different words but
with conversant and similar meanings at different time. Federation for Community
Development Facilitation, as cited in (Dhamotharan, 2009) defined community
development as the process of developing active and sustainable communities based on
social justice and mutual respect. It is about shifting power structures to remove the
barriers that prevent people from participating in the issues that affect their lives. For
Checkoway (2011) community development can be defined as a process in which people

join together to improve conditions and create change at the community level.

Bennetty in Paul 2007 claimed that community development is the deliberate
attempt by community people to work together to guide the future of their communities,
and the development of a corresponding set of techniques for assisting community people
in such a process while Ravitz in the same book defined Community development as the
active involvement of people at the level of the local community in resisting or supporting

some cause or issues that interests them.

According to Phillips and Pittman, Community development is a planned effort to
produce assets that increase the capacity of residents to improve their quality of life. These
assets may include numerous forms of community capital: physical capital, human capital,

financial and environmental capital.



Community development as a process can be defined as: developing and enhancing
the ability to act collectively, and an outcome: taking collective action and the result of
that action for improvement in a community in any or all territories: physical,
environmental, cultural, social, political, economic, etc. In general term, community
development refers to as social capital or social capacity, which describes the abilities of
residents to organize and mobilize their resources for the accomplishment of consensual

defined goals (Phillips & Pittman, 2009).

According to United Nation’s definition, community development is a process
designed to create conditions of economic and social progress for the whole community
with its active participation and the fullest possible reliance on the community’s initiative.
Themes emphasized under this concept include democratic procedures, voluntary

cooperation, self-help, development of indigenous leadership and education.

The community development viewpoint places the responsibility for the
development of community on the people. Therefore, people working through their own
organizations, have the vision, know-how, capabilities and experience to confront and
solve the problems of underdevelopment. External support is needed only as a complement
to their resources and efforts to fashion a society where they are the architects,

implementers and beneficiaries of development.

A major contribution of community development was the recognition that a city or
neighbor- hood is not just a collection of buildings but a community of people facing
common problems with untapped capacities for self-improvement community
development takes on the mantle of developing stronger communities of people and the

social and psychological ties they share (Phillips & Pittman, 2009).



The purpose of community development is to produce assets that may be used to
improve the community, and the purpose of economic development is to mobilize these

assets to benefit the community (Phillips & Pittman, 2009).

2.2. Conceptual and Theoretical Synopsis

The notion of community development is based on the five capitals that form the

basis of what the poor possess.
1. Social capital

According to Rakodi (2002), social capital is defined as the rules, norms,
obligations, reciprocity and trust embedded in social relations, social structures, and
society’s institutional arrangements, which enable its members to achieve their individual
and community objectives. Social interaction needs to be strengthened through persistent
relations. Sa-Dhan (2003) and DFID (1999) define social capital as social resources
(networks and connectedness, social claims, social relations, affiliations, associations)
upon which people draw when pursuing different livelihood strategies requiring

coordinated actions (Vermaak, 2009).

Rakodi (2002) notes that social capital may breakdown because of repeated shocks
(such as drought) and economic crisis or physical insecurity (such as violence and crime).
In Zimbabwe, the crisis period (2000 to 2009) made social capital to breakdown since there
was political violence that destroyed the existing social fabric in the rural areas. However,
in some areas there was an improvement in social capital due to the crisis as people were
sharing foodstuffs for the survival of all the members of the community. A close link exists
between the two capitals (social and political capital). The latter is based on the access to

the political process in decision-making.
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Political capital has an influence upon social capital and other household livelihood
assets. When there is no economic crisis, the strength of the economy promotes the
development of social capital. This means that access to microfinance is likely to cement

social relations among community and household members.

MSEs Participants usually work in groups, hence increasing collaboration and
teamwork as part of the group dynamics. The Grameen Bank’s group lending methodology
takes advantage of social capital that allows peer pressure execution among group
members. Instead of physical collateral security, poor borrowers use social collateral to
secure loans from the bank. Social capital is very important since it has a direct impact on
other ‘capitals’. DFID (1999) has clearly listed the advantages of social capital in the

sustainable livelihoods framework as follows:

* “By improving the efficiency of economic relations, social capital can help
increase people’s incomes and rates of saving (financial capital) (isolated
studies have shown that communities with ‘higher levels’ of social
capital are wealthier-but questions remain about measuring social

capital).

* Social capital can help to reduce the ‘free rider’ problems associated
with public goods. This means that it can be effective in improving the
management of common resources (natural capital) and maintenance of

shared infrastructure (physical capital).

* Social networks facilitate innovation, the development of knowledge and
sharing of that knowledge. There is therefore close relationship between

social and human capital” (DFID,1999).
11



Strengthening of social capital in rural areas enables the creation of a social
environment that is essential to people’s well-being Smets (2006) and Vermaak (2009)
put forward that social capital contributes towards national building by bridging cultural
diversities. Social capital is also very important because the Grameen Bank of Bangladesh
used it to replace physical collateral security on loans. Peer pressure among group
members was being used to enforce repayments. The idea of microfinance in this regard is
a strong linkage that should be developed between microfinance and social capital.

Another important aspect is physical capital.

2. Human Capital

This refers to labor resources that households have. It represents the skills,
knowledge, ability to labor and good health (DFID, 1999), that enable people to achieve
positive livelihood outcomes. These have both quantitative and qualitative dimensions
(Rakodi, 2002). The quality of household labor is improved through education and skills
development and also the health status of household members. Empirical results on the
impact of MSE show that there is a positive relationship between MSE participation and
school going by children. In Bangladesh for instance Pitt and Khandker (1998) found that

the number of school going children increased with participation in MSE programs.

On the other hand, they discovered that the number of girls going to school
increased when women participate in microfinance. Many people regard ill-health or lack
of education as core dimensions of poverty and thus overcoming these conditions improves
livelihood strategies (DFID, 1999). Empirical studies show that microfinance has achieved
in the area of improving health and supporting education for children. For example in

Zimbabwe a study by the Population Council (2002) demonstrated the claim.

12



The Interagency Coalition on AIDS and Development (ICAD) had also carried out
a study in 2001 on HIV/AIDS and microfinance in Sub-Saharan Africa and concluded that
microfinance has a role to play in the fight against HIV/AIDS. According to ICAD’s report
0f' 2001, microfinance contributes to strengthening households’ safety nets. One of the
areas in our study site had microfinance clients that were either affected or infected by the
HIV/AIDs condition. However, the clients demonstrated success at a field day display of
their acquired assets. In their case, microfinance helped the vulnerable group of the rural

populace.

Human capital investment has long-term benefits and provides means for survival
as children get employment and send remittances to their parents. Training that is provided
to microfinance participants also make them to develop relevant knowledge and skills. A

link also exists between human and social capital.

3. Physical capital

Physical capital refers to productive and household assets that include tools,
equipment, housing and other producer goods (DFID, 1999; Rakodi, 2002; Solebury, 2003;
Moser and Dani, 2008). It also involves basic infrastructure such as transport, shelter,
water, energy, communication, buildings, roads and dams (Rakodi, 2002). Access to
physical capital has significant contribution toward community development. Rural micro-
enterprises for instance need access to affordable transportation, secure shelter, adequate

water supply and sanitation, affordable energy and communication (DFID, 1999).

There is an interaction among assets for community o. Infrastructural development
is important for health, social interaction and contributes to human and social capital

development. In Bangladesh for example, the Grameen Bank financed poor and illiterate
13



women in rural areas to start a telephone business. These women are popularly known as
the ‘telephone ladies’. The “telephone ladies” were funded by the International Finance
Corporation (IFC) through the Grameen Bank. Through the Grameen Telecom, the women
operated cellular phones, charging villagers. Empirical studies (e.g. Narayan, 2002),
indicate that 50% of the calls are made for economic and social reasons. According to
Narayan, real savings were estimated between $2.70 and $10.00 made in place of travelling
between villages and Dhaka. The project benefited both the villagers and local

entrepreneurs.

As the microfinance expands, housing microfinance has emerged as a new concept
in the field. Access to secure shelter and buildings is part of physical capital (DFID, 1999)
that is a very important component of the livelihoods of the poor. This should be
accompanied with adequate water supply and sanitation plus clean and affordable energy
for sustainable livelihoods. According to DFID, a lack of housing and related facilities is
considered to be a core dimension of poverty. A lack of access to decent shelter, clean
water and energy lead to deterioration of human health. This will in turn affect people’s

productive capacities. Finance is also an important component in the continuum.

4. Financial Capital

Finance or economic capital refers to financial resources that are available to people
which provide them with different livelihood options. These include cash, credit/debt,
savings, remittances, pensions and other economic assets (Rakodi eal., 2002; Sa-Dhan,
2003). It is the domain of microfinance. DFID(1999) argues that the definition is not

economically robust because it incorporates flows as well as stocks. Financial resources are

14



crucial for the pursuit of unleashing local resources to bring about community

development.

5. Natural capital

This term is used to explain natural resource stocks, biodiversity and the
environment. The components of natural capital include water, soil (land), air, and weather.
Variations in the environment may pose challenges to the efforts of poor people to execute
their coping strategies. DFID (1999) notes a very close relationship between the
vulnerability context and natural capital. This is mainly because many shocks that destroy
natural capital are processes of nature. The ability to accumulate or access finance capital
helps to smoothen consumption and cushion the poor against shocks (Rakodi, 2002). MSEs
then enable the poor to have access to financial resources hence contributes towards
community development. According to Aheeyar (2006), microfinance was a handy
intervention in the Tsunami-affected areas of Sri-Lanka. Microfinance enhanced the
reactivation of livelihoods among the affected households and individuals in the affected
areas. Beneficiaries of microfinance programs managed to accelerate the rebuilding
process after the destruction. A study by HSRC, in 2002, shows that the cyclone Eline
destroyed the livelihood base of poor people in the Chimanimani districts of Zimbabwe.
Other areas like Masvingo province had isolated effects where livelihood strategies of the
poor were disturbed. According to the HSRC study, the microfinance intervention was
useful in restoring the capabilities of the poor people in the Chimanimani area. Masvingo
province (where the study area is located) is a drought prone region that falls in a low

rainfall natural zone. Low rainfall conditions subdue the agricultural activities in the area.
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2.3. Micro and Small Enterprise

The MSE sector everywhere is characterized by highly diversified activities which
can create livelihood opportunities for a substantial segment of the population. This
implies that the sector is a quick remedy for unemployment and poverty problem. The
realization of a modest standard of living through curbing unemployment and facilitating
the environment for new job seekers and self-employment requires a direct intervention
and support of the government and other concerned stakeholders. Hence, in order to
channel all necessary support and facilities to this diversified sector, a definition is needed

to categorize the sector accordingly.

However, coming up with a universally applicable definition of MSEs is found to
be difficult (Storey: 1995 cited in Kayanula and Quartey: 2000). This is so because the
criteria and ways of categorizing enterprises as small, micro and medium varies from
country to country and from organization to organization. The absence of such uniform
definition of MSEs has created a difficulty. In line with this, for instance, Tegegne and
Meheret (2010) argued that the absence of a single or globally applicable definition has
made the task of counting the number of MSEs and assessing their impact extremely
difficult across countries, though the rationale for most governments to make such
definition and categorization is mainly for functional and promotional purposes to achieve
the desired levels of development of the sector, the High Level Commission on Legal

Empowerment of the Poor argued.

After indicating that volume of capital, size of employment, market share, growth
performance and annual and monthly turnover are some of the common criteria used

widely, Tegegne and Meheret(2010),reported that, in addition to these criteria, enterprises
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can be categorized on the basis of past growth performance as new-starts, no growth
firms, small growth firms and graduates. The other categorization distinguishes

enterprises as livelihood survival and growth oriented enterprise

In their extensive study carried out to assess the policy environment for promoting
Micro and Small Enterprises in Ghana and Malawi, Kayanula and Quartey (2000) shown
that in Malawi, the official definition of enterprise sizes is based on three criteria namely

the level of capital investment, number of employees and turnover.

An enterprise is defined as small scale if it satisfies any two of the following three
criteria, that is, it has a capital investment of USD 2,000— 55,000, employing 5 - 20 people
and with a turnover of up to USD 110,000 (using 1992 official exchange rate).The same
authors narrated that some of the key characteristics of small enterprises are mobilizing
funds which otherwise would have been idle; being a seed-bed for indigenous
entrepreneurship; their labor intensiveness; employing more labor per unit of capital than
large enterprises; promoting indigenous technological know-how; using mainly local
resources, thus have less foreign exchange requirements; catering for the needs of the poor

and; adapting easily to customer requirements (flexible specialization).

On the other hand, the above- stated research indicated that SMEs in Ghana and
Malawi can be broadly categorized into urban and rural enterprises, where the former can
be further divided into ‘organized’ and ‘unorganized’ enterprises. The organized ones tend
to have paid employees with a registered office whereas the unorganized category is
mainly made up of artisans who work in open spaces, temporary wooden structures,

or at home and employ little or in some cases no salaried workers. They rely mostly on

17



family members or apprentices. Rural enterprises are largely made up of family groups,

individual artisans, women engaged in food production from local crops.

In Kenya, by referring the 1999 MSE National Baseline Survey, Ronge et al (2002)
defined MSEs as those non-primary enterprises (excluding agricultural production, animal
husbandry, fishing, hunting, gathering and forestry), whether in the formal or informal
sector which employ 1-50 people. More specifically, according to them, micro-enterprises
are those that employ 10 or fewer workers and small-scale enterprises are those that
employ 11-50 workers. The same study argued that the above definitions are based on one
of the three criteria mainly used in literature to define MSEs-number of employees. The
second criterion relies solely on the degree of legal formality and is mainly used to

distinguish between the formal and informal sectors.

According to this criterion, MSEs are those enterprises that are not registered and
do not comply with the legal obligations concerning safety, taxes and labor laws. The last
criterion defines MSEs by their limited amounts of capital and skills per worker. The
above-indicated writers emphasized highlighted that the degree of informality and size of
employment have perhaps been the two most readily accepted criteria on which
classification of MSEs is based; and lastly they claimed that the term MSE incorporates

firms in both the formal and informal sectors.

In the case of Ethiopia, there is lack of uniform definition at the national level to
have a common understanding of the MSE sector. While the definition by Ministry of
Trade and Industry (MTI) uses capital investment, the Central Statistical Agency

(CSA) uses employment and favors capital intensive technologies as a yardstick.
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The definition used by MTI, which uses capital investment as a yardstick, has been

developed for formulating micro and small enterprise development strategy in 1997.

According to the MTI, Micro enterprises are those businesses enterprises, in the
formal and informal sector, with a paid up capital not exceeding Birr 20,000 and excluding
high tech consultancy firms and other high tech establishments. Small enterprises are those
business enterprises with a paid up capital of above Birr 20,000 and not exceeding Birr
500,000 and excluding high tech consultancy firms and other high tech establishments. On
the other hand, CSA categorizes enterprises into different scales of operation on the size of

employment and the nature of equipment.

To CSA, establishments employing less than ten persons and using motor operated
equipment are considered as small scale manufacturing enterprises. Enterprises in the
micro enterprise category are subdivided into informal sector operations and cottage
industries: Cottage and handicraft industries are those establishments performing their
activities by hand and using non-power driven machines whereas the informal sector is
defined as household type establishments or activities, which are non-registered
companies and cooperatives operating with less than 10 persons. All enterprises employing
ten or more workers are grossly considered as medium and large enterprises (CSA: 1999b

and 2000 cited in Tegegne and Meheret: 2010; MTI : 1997).

In Ethiopia, country wide used definition of MSEs is based on level of paid-up
capital/fixed asset, size of employment, using high tech establishment and consultancy
services. This categorization is important for functional and promotional purposes to

achieve the desired levels of development. In the case of Ethiopia, there is lack of
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uniform definition at the national level to have a common understanding of the MSE
sector.

However, two mostly used definitions of MSEs are the definition by Ministry
of trade and industry (MoTI) on the basic criteria of capital investment and on the
other hand by central statistical authority (CSA) that uses employment and favors
capital intensive technologies as a yardstick.

CSA also categorized MSEs in to different scales of operation depending on the
above mentioned yardsticks. According to CSA, a micro enterprise is one with
fewer than 10 workers; those with 10-50 workers constitute small enterprises while
medium and large scale enterprises are those with more than 50 employees. (Association
Ethiopian Micro Finance Institution, 2009).

Currently, the revised MSEs strategy that divided MSEs in terms of product and
service defined in the following ways.
*Micro Enterprises are those enterprises having 5 workers including
family members and its total asset not exceeding Birr 100,000
for manufacturing enterprises and Birr 50,000 for service
providing enterprises.
-Small enterprises are those enterprises having 6-30 workers and its
total capital not exceeding Birr 1.5 million for manufacturing

enterprise and Birr 500,000 for service providing enterprises.

2.4. Socio-economic Importance of MSEs

MSEs have a number of socio-economic importance for both developed world

in developing countries. The MSE sector has also been instrumental in bringing about
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economic transition by providing goods and services, that are of adequate quality and
are reasonably priced, to a large number of people particularly in rural areas, and by
effectively using the skills and talents of a large number of people without
requiring high-level training, large sums of capital or sophisticated technology

(Workeneh, 2007).

2.1.1. Employment Creation

The major problems that the current world faces are unemployment, inequality,
and poverty. Developing countries in general and African countries in particular have
been experiencing high unemployment rate paralleled by increasing urban poverty.

To reduce employment micro and small enterprises make undoubtedly a huge
contribution, especially in the developing world. Most studies conclude that small
enterprises are more labor intensive than larger ones, and some even finds that the
smaller firms also produce more output (or value added) per unit of capital and thus
generate more output as well as employment for a given investment than do larger firms
(Haggblade and et al 1990).

When we look at the share of employment in MSEs and large industries for lower
and higher income countries, 62%, and 38% of employment opportunity in lower
income countries created small scale and large scale enterprise respectively . However,
the share of employment in MSEs in higher income countries is still considerable and it

accounts for 41% of the total employment and the rest Workneh (2007).
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2.1.2. Poverty Reduction

The broad definition of poverty includes the lack of access to basic health care,
clean water, sanitation, and education. In other words, the poor are by definition under-
serviced. In many developing countries, governments are unable to provide adequately
basic services.

In this point poverty reduction can be correlated with job creation. Here poverty
refers to the poverty of the MSE operators themselves. Most operators are very poor,
and are found at the floor of the economic status. The chance to operate their own
business at a very low startup capital, and expand from that point will help them
support themselves and their family. This intern will operate to a reduced nationwide
poverty (Benyam Aragaw, 2008).

The ILO Director-General’s report to the 2003 International Labor Conference
called Working out of Poverty outlined eight ILO activities that contribute to poverty
reduction with regard to MSEs. These are vocational training, entrepreneurship
development, and microfinance, cooperatives, reducing discrimination, working to end
child labor, ensuring income, and basic social security, and work safety.

The Director General’s report focused considerable attention on small enterprise
development. The report noted that poor people need to be entrepreneurial to raise the

income needed to survive.
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Chapter Three

3. Research Methodology

The previous literature review gave an insight into the topic under study by
presenting what had been established by several scholars in regard to micro-credit and
community development. It was established that in Addis Ababa and Gullele Sub-city
specifically and Ethiopia general, there was no specific literature on the role of MSE in
community development and this research would provide one of the references that

would be available to guide other scholars and researchers.

The methods were employed in order to get representative data that could be
applied to the communities of Gullel Sub-city, which was the focus of the study. The
study was aimed at establishing the relationship between MSE and community
development. The research process that was used is presented in this chapter. It explains
the methods used to collect data; how respondents were selected and how findings were
arrived at. In addition a discussion of how the data was processed and analyzed is
presented. Lastly it is also explained why a particular research methodology was used.
The research process enabled the researcher to establish important issues and conclusions
about the role played by MSE in community development in Addis Ababa Gullele Sub-

city.

3. 1 Description of the Study Area and research Methodology

3.1.1 Description of the Study Area
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3.1.1.1 Physical Description

Gullele Sub-city is one of among the ten sub city in Addis Ababa with population
size of 267,381 (CSA, 2007). The sub city is located in the Northern edge of Addis
Ababa and topographically highland in nature. The sub city is fenced by Kolfe
Keraniyo sub city in the west, Yeka sub city in the East, Arada and Addis Ketema Sub

city in the south and Oromia regional state in the North.

3.1.1.2 Demographics Description

According to population census conducted on 2007, out of 2,738,248 total
population of Addis Ababa, nearly 10% of the population is dwelled in Gullele Sub-city.
Moreover, the Sub-city enclaves 10 Woredas out of the 99 Woredas totally in

Addis. The population of the Woredas within the Sub-city is depicted as follows:-

Table 3.1: Population of Gullele S ub-city by Woreda (2014)

Sub city Total Male Female
Woreda 1 29,169 14,014 15,155
Woreda 2 20,918 10,350 10,568
Woreda 3 28,110 13,239 14,871
Woreda 4 13,263 6,105 7,158
Woreda 5 24,484 12,200 12,248
Woreda 6 26,098 14,115 11,983
Woreda 7 37,012 17,553 19,459
Woreda 8 31,933 14,865 17,068
Woreda 9 32,693 15,476 17,217
Woreda 10 23,701 11,322 12,379

Total 267,381 129,239 138,142

Souce:CSA.Census(2007)
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3.1.3 Economic and Social Settings of Gullele Sub-city

Despite the fact that Gullele Sub-city is endowed with mountains, trees and
forests reserved as part of the green areas in the city for have economic and
environmental benefits, unemployment, housing problem, poor quality of education,
health problems inadequate market infrastructure, problem of waste disposal and
shortage of recreational center for the youth are the prevailing existing problems.
Migration is also the other problems seen in the sub city. According to the data from
the sub city trade and industry bureau, Kebele textile and garment sub sector, mainly
weaving is highly concentrated in the sub city. Shiromeda, Kechene and Addisu
Gebiya weavers are the common example found in the sub city. Most of the
populations of the sub city fall in medium and lower living standards, who actually
are mainly imaged in low standard informal activities (Gullele sub city strategic plan,

2008).

3.2.1 Study design

The researcher used quantitative methods of data collection and analysis so as to
capture the details and adequate information. The researcher employed qualitative mainly
because it appeared to interact with the MSE beneficiaries as well as to ensure that
specific information was obtained from particular respondents. The use of interviews was
relied on to collect the qualitative data. The interviews were used to collect data from the
key informants in the study. This approach is supported by Weinriech (2006), who points

out that those qualitative research methodologies are designed to provide the researcher



with the perspective of target audience members through immersion in a culture or
situation and direct interaction with the people under study.

Qualitative methods used include observations, in-depth interviews and
questionnaire and these methods are designed to help researchers understand the
meanings people assign to social phenomena and to elucidate the mental processes
underlying behaviors (ibid). Further support for the qualitative method is from Straus &
Corbin (1998), who explain that qualitative research represents a kind of investigation
whose findings are arrived at without statistical procedures or other means of
quantification. According to Casebeer and Verhoef (1997), qualitative research is the
non-numerical examination and interpretation of observations, for the purpose of
discovering underlying meanings and patterns of relationships. Meanwhile other
researchers like Smith (2008), mention that qualitative methods include the researcher's
experience through techniques such as focus groups, case studies, interviews and
personal observation. As the researcher used interviews as the qualitative tool to explore
the themes and apply the knowledge and beliefs of the people about the role MSE plays
in community development.

In this research, the researcher used interviews as the qualitative tool to explore the
topic as well as utilize the knowledge and beliefs of the people about the role MSE plays
community development. This is emphasized by Britten, Jones, Murphy and Stacy
(1995:p, 104-112), who point out that qualitative research is good for a previously
unexplored topic or one which is poorly understood. Qualitative methods help to find out
what the issues are and the nature of the subject. In using this research method, the
researcher was able to identify the attitude of the beneficiaries on the microfinance

institutions. This is also supported by Maso (1998), who explains that this method of



research, contributes to generation and development of themes and it can also enable the

investigation of beliefs and attitudes on topics.

3.6 Sampling techniques

3.6.1 Sampling Frame

To select a sample for the study, sampling frame is required for selection
of different sampling units. Since one of the characteristics of MSEs Sectors are
having registration and the exact number of operators is somehow known. The
researcher follows systematic sampling method and purposive sampling
technique for primary data collection. The researcher employed systematic
sampling from construction, textile, food and beverage and woodworks sectors. These
sectors were selected with the consultation of the Woreda officials and data obtained
from the organizational profile of different enterprises operating in the sub city. The
Woreda officials told the researcher and the researcher analyzed from the data that
these sectors have ample experience on micro and small enterprise activities and
majority dwellers are engaged in these sub-sectors. The list of Woredas with the
corresponding number of enterprises and the list of individuals working in the selected
Woredas was the sampling frame. Initially four Woredas were purposely selected from
the sub city considering number of enterprises, the number of individuals who are
engaged in MSEs in the selected Woreda and Woredas which are not adjacent in

their location to get necessary information from different corner of the sub city.



Therefore, four Woredas selected namely Woreda 02, Woreda 03, Woreda 05 and

Woreda 07.

3.6.2 Sample size

The study population was composed of MSEs operators working in
construction, Textile, Food and beverage and wood and metal works operating in the
sub city. Probability sampling technique of systematic sampling method was applied
for selection of operators for data gathering through questionnaire. The total number of

the respondent for questionnaire selected in the following ways:

Table 3.2: Number of sample population

Woreda| Population| Sample Sample population of the field
population Construction | Textile| Food and| Woodworks
02 216 40 11 15 10 4
03 158 36 7 12 10 7
05 238 39 14 6 6 13
07 392 54 18 7 15 14
Total | 1,004 169 50 40 41 38

The total population for the sample size was determined with consideration of
representativeness. In consideration of representativeness at first, the sample size was

determined using the formula according to Glenn (1992).

3.7 Data collection
3.7.1 Primary Data collection techniques

3.7.1.1 Questionnaire

The study employed quantitative methods as an important means of

generating the required primary information from the field. The quantitative method



was functional through administrating a household based survey using a standardized
questionnaire. In order to collect the necessary information (responses), both closed
and open ended questions was developed and incorporated in the questionnaire. The

questionnaire was designed and has been disseminated to respondents.

3.7.1.2 In-depth interview

An in-depth interview was held among purposively selected members of the
MSE sector and government officials from different offices and authorities to
identify their views, characteristics and determine the contribution of MSEs
for community development. Furthermore, during the interview session, an
interview checklist was set forth to track and channel the interviews to the point of

discussion.

3.7.1.4 Observation

The other data collection method that was considered during the study was field
observation. It was used because the researcher can get the chance to see the
problem in reality. Hence, observation was under taken while respondents were

doing their activities.

3.7.2 Secondary Data Collection Techniques

Because the type of data required for the study is both primary and secondary in
its nature, a growing body of literature, such as journal articles, working papers and
other relevant works on the stipulated research problem was consulted primarily via

internet sources. It is worth noting however that CSA data such as, year 2009



employment and unemployment survey and 2006 labor market survey and also the
micro and small enterprise development strategy and other related written reports have

been used vehemently throughout the course of analysis and interpretation of the study.

3.7.3 Method of Data Analysis

The data analysis was undertaken right after the data collection from the field.
A tabulation plan was developed during the course of the study so as to enable the
researcher to investigate the role of MSEs in community development and speed up
the process of analysis. In the study, simple statistical frequencies were employed to

analyze the data that has been collected from questionnaire and interviews.

3.8 Ethical considerations

The researcher considered the research values of voluntary participation,
anonymity and protection of respondents from any possible harm that could arise from
participating in the study. Thus the researcher; introduced the purpose of the study as a
fulfilment of a Masters’ Study program and not for any other hidden agenda by the
researcher and requested the respondents to participate in the study on a voluntary basis
and refusal or abstaining from participating was permitted. The researcher also assured the
respondents of confidentiality of the information given and protection from any possible
harm that could arise from the study since the findings would be used for the intended
purposes only. The respondents were to be provided with feed- back about the findings of

the study.



CHAPTER FOUR

4. Data Analysis and Discussion

The following section of this chapter presents the result and discusses on
findings of the performance and role of MSEs in community development.

4.1. Demographic characteristics of the respondents and overview of

MSEs in the study area
Demographically, MSEs Operators can be characterized by Sex, age, marital

status, education and family size.

4.1.2. Gender
Table 4.1 Sex of the respondents
Cumulative
Frequency Percent Valid Percent Percent
Valid Male 106 62.7 62.7 62.7
Female 63 37.3 37.3 100.0
Total 169 100.0 100.0

The survey result concerning sex of the MSE operators of Gullele Sub-city
revealed that 62.7% are male while the share of women constitutes only 37.3%.
Apparently, there is gender gap resulted due to the predominant types of
activities/business categories (such as construction, woodwork, metalwork) that are

substantially operated by men and due to cultural constraints women have less



involvement in such sectors. The research conducted in the Sub-city by Munira (2012)

reveled the same result.

4.1.3 Age of respondents

Figure 4.1
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The survey revealed that ages of 51% of the MSE operators falls between18-35
years old which indicates that in the study are MSEs are dominated by productive age
group operators and followed by 36% of MSE operators with age group of 36-45. This
could be attributed to the fact that this age group has several responsibilities to

undertake especially paying school fees and feeding the family and the rest 13% above



age of 45. Thus, the MSEs operators are comprised of different age groups individuals

working together for common goal.

4.1.4 Marital Status
Table 4.2

Marital Status

Cumulative
Frequency Percent Valid Percent Percent
Valid Divorced 16 9.5 9.5 9.5
Single 67 39.6 39.6 49.1
Widowed 10 5.9 5.9 55.0
Married 76 45.0 45.0 100.0
Total 169 100.0 100.0

The survey result indicates that 45% of the MSE operators are married and
followed by 39% single, 9.5% divorced and 6% widowed. The dominance of married
people suggests that married people are pressured than unmarried people to earn money for
consumption for the very fact that the increases in the size of families and extended

families as the result of marriage.

4.1.5. Sources of Income before MSE business
Table 4.3

Do you have sources of Income before MSE business

Cumulative

Frequency Percent Valid Percent Percent




Valid Yes 79 46.7 46.7 46.7]

No 90 53.3 53.3 100.0

Total 169 100.0 100.0

In the inquire made to explore whether respondents have income source before
their MSE business or not, the majority (53.3%) responded that they had no income
sources before, while the rest 46.7% claimed that they had sources of income before MSE.
Although it is argued by A Morduc (1998), Copestake et al. (2001), and Dugger (2004) that
MSEs programs benefit the moderately poor more than the very poor or destitute, and thus
impact can vary by income group (better off benefit more from MSE) the survey result indicate
that MSEs benefits more people who do not have sources of income previously. Apart from
this, one of my key informant from MSE office explained that the process of selecting the
beneficiaries/operators is through committee community representative. The community
representatives identify people who do not have income sources or very low income sources
and aware that they can form a group and can get access to loan.

4.1.6 Family size of respondents
Figure 4.2
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The survey result revealed that 48.5% of the MSE operators have a family size of
2-5, while 33% of the respondent claimed that their family size is greater than 5and the
remaining 18.5% of the respondents’ family size is less than 2. The number of family size
featured as a contributory factor to the need and utilization of the income from the MSE
business. This is because the bigger the family, the greater the demands for the basic
necessities of life like food, clothing, shelter and education. It is usually when there is more
demand than the supply of these services that the household head, searches for alternatives
to enable him to provide for the family.
The fact the MSEs are able to support such family size directly and indirectly is a
remarkable achievement in the sub- city. From family integrity points of view, the result
shows that MSE have a great role to play in Addis Ababa in general and Gullele sub-city in

particular.



4.2 Human Capital

Human capital is one of those community capitals that plays important role in
community development. According to Scoones (1998, p 8), the foremost asset owned by
the poor is their own labor that is available to them in the form of skills, knowledge or
education, good health, ability to labor and physical capability important for their success.
Ellis (2000: p,33) argued that human capital is made effective by investment in education
and training, and labor as an asset is made effective by being free from illness or
debilitating health problems.

4.2.1 Trainings in relation with MSE business
Chart4.1
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In the inquiry made to identify whether MSE operators have taken trainings in
relation to their business management, considerable number of respondents claimed that
they have taken trainings organized by MSE officials, while the rest responded that they
did not yet get any training. One of the fundamental reasons that these respondents (the

27%) did not take the training is that, because they joined MSE lately to replace those



dropouts. Training and educations play important role in enhancing human capital by
improving the quality of labor. Ellis (2000: p,33) argued that human capital is made real by
investment in education and training, and labor as an asset is made operative by being
free from illness or debilitating health problems . One the Key informant from Woreda
03 MSE coordination office added that;-
Basically, training is the pass way to the loan and business premises for
those who made group. Initially, we make an awareness creation at each
“Ketenas” of woredas and “Menders” of each Ketena that the MSE office
has organized training and is inviting interested individuals who do not
have income sources (poor) and who want to improve their income to form
groups and come to MSE office and register. After the registration is made,
they directly go to the organized trainings based on their interest of
business, then they are given certificate and referred to licensing office and
then to AdCSI for loan. The training is crucial in that it gives them direction
and working framework. Meanwhile the MSE office made the working
premises available for them. Thus, because we work in such fashion, we
provided them trainings as first and fundamental steps. The only situation in
which the MSE office would not provide trainings is that when individuals
join existing enterprises to replace dropouts. In such cases, the MSE
advices the enterprise/association members to provide them on job trainings
and inductions as this does not give economic meaning for the MSE

office.] MSE office employee]



4.2.3 Knowledge Acquired from the Trainings
Chart 4.2
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In the inquiry made to explore whether the MSE operators have gained
knowledge from the trainings or not, 49.7% (the lion share) of the respondent agreed that
they have got knowledge from the trainings they received in relation with their MSE
business, while 34% of the respondent are indifferent about the knowledge in relation to
the trainings and the rest 15% strongly disagree that they have gain knowledge from the
trainings. As the sizeable number of the MSE operators agree that they have got knowledge
from the trainings, this can lead us to the conclusion that MSE operators in the study area
have acquired knowledge from the trainings they received. As knowledge is one of the

crucial attributes that boosts human capital, MSEs are playing pivotal role towards human



capital improvement. According to Mullat and Wolday (1997), training comprises
various aspects: formal, technical, and vocational training for various individuals who
left school. Therefore, training or education is expected to improve the capacity of
individuals so as to respond to better incentives and use the market effectively. Ryan
(2005), connected individual’s duration, education and trainings with human capital that
will lead to greater productive capacity.

4.2.4 Skills Developed
Table 4.4
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In the inquiry made discover if there is skill development in connection with
training provided and knowledge acquired, very significant amount of the respondents
responded that the trainings have enabled them to earn different skills. 20.7% of the
respondent extended their marketing, bookkeeping and management skill, while another

20.7% of the MSE operators have developed their financial management skill in relation to



their business and equally important, 20% of the respondent claimed that their
communication skill developed, while12.4% and 14.8% of the respondents ascertained
their leadership and marketing skill. Apparently, it is observed that MSEs are contributing
in developing community’s skill in the study area. Human capital investment has long-
term benefits and provides means for as it creates job opportunities and improves
productivity. Training that is provided to MSE operators also make them to develop

relevant knowledge and skills. This is substantiated by one of key informant from W 02:-

It is has been three years since | am engaged in food processing business
with my group members. Immediately after we formed group and registered
to the MSE office in our woreda 05, we took training on how we register our
income and expenditure, sale our products, negotiate with customers during
buying and selling and increase our profit. I had no knowledge how to do
business before as | was only housewife and | have no experience of dealing
with people in business. After I joined MSE business, thanks to God, | learnt
a lot. I can identify income and expenses and calculate profit, I can
negotiate with customer and I am also managing our business. So, this is
good opportunity for me and other people who are engaged in such
business. [47, Female, Married]

4.2.5 Families and/or children of MSE operators school going
Chart 4.3
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In the inquiry made to explore whether families and/or children of MSE operators
are going to school as the result of income improvement appeared from MSE business or
not, 44% (the majority) of respondent agree that the income improvement enabled them to
send their children and dependent family members to school. This is has a positive relation
with income, that is the increase income enabled the MSE operator to send their family
members to school. Moreover, this has a positive contribution towards quality of the
households. According to Mago (2013) Empirical results on the impact of microfinance
show that there is a positive relationship between microfinance participation and school
going by children. Pitt and Khandker (1998) in Mago (2013) found that, in in Bangladesh,
the number of school going children increased with participation in microfinance
programs. On the other hand, they discovered that the number of girls going to school

increased when women participate in MSE.



Apart from training provision for MSE operators directly, it is contributing for families
of operator indirectly to attend their education; this in turn reinforces human capital
improvement. Thus, MSEs are playing positive roles in enhancing human capital in Addis
Ababa Gullele sub city. Moreover, the change in the pattern of income before joining MSE
business and after is also a promising factor to motivate MSE operators to send their families
and children and families.

| started preparing fast food and selling with my neighborhoods friends
after we formed group, registered, trained and got license and loan. |
stopped my education at grade 10, for the reason that my result did not
allow me to join preparatory. Even if, | wanted to join vocational and
technical school to learn hotel management & tourism which would help me
to generate income to support my family especially my two brothers
schooling, I couldn’t afford it as I had no money to pay. After I joined this
association, my income status improved and now | am happy that | brothers
will not drop their education. I am paying for their school fee, buying them
uniform, exercise books and the like. They are continuing their education
and they are happy. Had | had not joined started my business through MSE
perhaps, my brothers would have been dropped out their school.[24,
Female, single]
Figure 4.3 Average Monthly Income

(4.3 A)Before MSE Business (4.3 B) After MSE Business
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In the inquiry made to discover the income status of the MSE operators before and

after joining MSE business, the results of the survey are presented as follows:-

Before Joining MSE
Considerable number (48%) of the operators responded that their average monthly
income was less than 500, while 33% of the respondents’ average monthly income was

ranged between 500 to 1000 and the rest 20% of respondents’ average monthly income
ranged between 1000-2000.

After Joining MSE



As it is clearly shown in Figure 4.3 B, 41% of respondents’ average monthly
income falls between 2000 to 3000, while 33% of the respondents average monthly income
is greater than 3000 and 23% of respondents average monthly income falls between 1000-
2000 and the rest 3% of the respondents average monthly income is between 500-1000
after joining MSE. The data clearly shows that MSEs have improved income of the
operators, which reinforces an improvement in consumption and saving of the operators.
Moreover, an increase in monthly income of the MSE operators is also mean that the

business is profitable. One of the key informants from MSE office of W 03 reflected that:-

An improvement in income of MSE operators is an evitable so long as our
close  monitoring and supervision is there. We are conducting regular
monitoring and spot checks to ensure that every group members are
working. Beside that we are also supporting them by creating market
linkage to help them to boost their production and sells which in turn
realizes profit. Apart from this, as the working are (shade) is prepared by
MSE office and kebeles and provided them with a very minimal rental fee,
their business is profitable. Had they rented the business areas /shade with
market fair price, you can imagine the expensiveness of the rental fee which
would have been negatively reflected to their income and profit. Thus, even
for them, working in a shade with very minimal rental cost can alone make
them profitable. The other thing that indicates improvement in their income
is that, most of them have paid their loan and even grown to higher stage of

the sector.



4.3 Financial Capital

Finance or economic capital refers to financial resources that are available to
people which provide them with different livelihood options. These include cash,
credit/debt, savings, remittances, pensions and other economic assets (Rakodi et al., 2002;

Sa-Dhan, 2003). It is the domain of microfinance.

Figure 4.4
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In the inquiry made to discover whether MSE operators have saving or not, 75% of
the respondent responded that they have saving, while the remaining 25% admitted that
they do not have saving. The increase or decrease in the level of income may have an
implication on the life standard of the individuals. An increase in income, for instance, can
pave the opportunity to open business, employment, entrepreneurship, access to health

services, education, and house ownership. The existence of saving can be an indicator for



increase in income. As previously it is observed that there is an increase in income of MSE
operator, an analysis in saving also exhibited that majority of the MSE operators have
saving. Thus, an increase in saving, income and credit attributes towards an improvement
in financial capital. Thus, as saving culture of the MSE operators improved, of course as
the result of an improvement in income, the survey result of this study can conclude that
MSE is playing important role in improving financial capital which in turn contributes
towards community development. Green and Haines (2007) in Phillips & Pittman (2009)
claimed that communities are unable to put underused resources to work without sources of
financing for home ownership, business start-up and expansion. Thus an improvement in
income (cash, credit, remittance) and saving pays vital role in strengthening financial
capital of a given community. Thus, MSEs indeed playing appreciable role in
strengthening financial capital of the community in Addis Ababa, particularly in the study

area.

On top of all, saving plays important role for the MSE operators to overcome
shocks and vulnerabilities. This can be substantiated by Rakodi (2002) he concluded that
the ability to accumulate or access finance capital helps to smoothen consumption and

cushion the poor against shocks (Rakodi, 2002).

4.4 Physical Capital

According to Farrington et al (2002), Physical Capital includes assets such as
housing, tools and equipment that people own, rent or use and public infrastructure that they
have access to it.

Figure 4.5
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In the survey conducted to see if the supply of infrastructures (Electricity, Water,
Road and Transportations) for MSE operators is accessible or not, 58% of the respondents
acknowledged that the there is enough supply of those infrastructures for smooth operation
of their business, while the rest 42% of the respondent claimed that the supply is not
enough and there is repetitive problems especially in electricity and transportation.
Moreover, it is observed that all MSE operators are working/running their business in
premises provided by government with a very minimal rental cost. These facts suggest that
MSEs have access to infrastructural facilities that stimulate the operation of their business.
Moreover, the infrastructural facilities injected in the community for the operation of
MSEs are additional building blocks for the local community. Apart from these
infrastructural facilities, MSE enabled the users to improve their households’ goods, tools
and equipment. In the survey conducted to assess the household utensils condition of

respondents.



4.5 Social Capital

Social capital is defined as the rules, norms, obligations, reciprocity and trust
embedded in social relations, social structures, and society’s institutional arrangements,
which enable its members to achieve their individual and community objectives (Rakodi,
2002). Green and Haines 2007 in Phillips & Pittman, 2009; p 41 defined Social capital as
the social relationships within a community and may refer to the trust, norms, and social
networks that are established.

Figure 4.6
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In the inquiry made to discover whether the MSE operators participate in Iqub or
not, 59% (majority ) of the respondents replayed that they do participate in Iqub, and the
rest 41% do not participate in Iqub. As MSE operators are a collection of individuals from
different areas with different background formed groups and working together, sharing

norms, values and social benefits, the role of MSE in capitalizing social capital is



undeniable. lqub not only play important role in saving but also it has remarkable role in

collecting individuals and sharing their social issues and support one another mutually.

Table 4.5
Iqub participation started after MSE
Cumulative
Frequency Percent Valid Percent Percent

Valid Yes 32 18.9 18.9 18.9]
No 64 37.9 37.9 56.8
Not applicable for me 73 43.2 43.2 100.0
Total 169 100.0 100.0

Out of those who participate in Iqub, the lion share (60%) already had Iqub before
joining MSE, while 30% started participation in Iqub after their MSE business. This
indicates that the norms and culture of Iqub already existed in the community. Yet, the
share of MSE in enhancing the norms and values of Iqub should also be appreciable for the
fact that there a potential of expanding the networks among the member within the MSE

operators. Moreover, the following chart further adds the idea;

4.5.1 Role of MSE for Iqub
Chart 4.4
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Source:- Field Survey (2014)

The inquiry made to learn the importance of Iqub apart from saving, 48.52%
(considerable amount) of the respondent believe that the benefit of Iqub is not only saving
money, but also it is a means of gathering and discussing different social issues and means
of support one another while 43.2% of the respondents neither agree nor disagree with the
idea and the rest 8.32% disagree. The Iqub members gathered weekly, bi-weekly and
monthly to pay the Iqub, transfer it to the winner and they do invite one another as a
ceremony and holds different social issues to take collective actions. Moreover, it is one
strategy to overcome shock and financial shortage. Thus, the result of this survey leads the
researcher in the conclusion that MSE is contributing towards social capital by paving
ways for the community member to participate in Iqub and enjoy the social benefit of Iqub,

particularly in the study area.

4.5.2 Role of MSE for Iddir participation
Chart 4.5
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The inquiry made to explore if the MES operators participate in Iddir or not, 56%

of the respondent claimed that they do participate in Iddir, while the rest 44% of the
respondent do not have participation in Iddir. 1ddir as a means of social collection towards
solving social problem, it is very important and plays vital role towards strengthening the
bondage of the community. Community used it as means of supporting one another during
once families and relatives death.
One of key informant described how MSE supported her in returning to Iddir,

| used to participate in Iddir for the last 15 years. But all of a sudden when |

faced financial shortage due to the death of my husband, | gradually

declined and stopped for five consecutive years. My neighborhoods pushing

me in order | rejoin it, but I did not as | could not have means of income,

eventually | tried to hid myself from the Iddir members and some

neighborhoods, if you do not have some income, you will socially be

excluded because you will not participate in a ceremonies that demands



money contribution. With the help of God, | returned to the Iddir after five
hard years. After | joined MSE and started earning income, | joined because
| can afford it now, even | also have Iqub, but if your pocket is empty you
will shy so you will outcast yourself from social participation because you
do not have money to pay for the required contributions [42 Female,

Widowed].

4.5.3 Cooperation and support each other
Chart 4.6
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In the inquiry made to learn if the there is strong cooperation between MSE
operators to support and solve their problems, the majority of the respondent (68%)
replayed that there is strong cooperation between them to support one another and to solve
their problems. Such cooperation has important role in enhancing their relationships and
networks. Moreover, it plays vital role in accelerating reciprocity. Indeed, the fact that the
increase in income, profitability and the improvement in their quality of life is a
manifestation of cooperation and supporting each other. Had there is no such cooperation
and integration there would not have been such a change. One of the key informant from

W 03 reflected that:-

In the routine supervision we made, we often notice that there is strong
cooperation and understanding between them and that is why they have
been working together for last years. There is one proverb in our country
and that is “Abesha abro meblat enji abro mesirat ayiwedim” that means
Abesha eat together but do not like working together. However, these
people (MSE operators) disproved this, they are individuals from different
family background, religion and ethnic groups, but working together for one
motto, cooperating each other and even supporting one another. Their
cooperation, understanding and respecting each other made them strong

and has contribution for their business growth and expansion.

4.5.4 Trust



By creating access to loan, MSE create trust through the establishment of formal
rules and procedures that enable repetitive interactions. MSE operators have formal rules
that govern their business operation, loan repayment, profit sharing and business
expansion. They pay their loan and manage their business within stable rules. Ostorm and
Ahn (2001) claimed that Stable rules provide incentives for the parties of transactions
(MSE operators and Microfinance) to behave trustworthy. MSEs establish long-term
relationships with the operators that can be harnessed to deal with different kinds of
resource allocation programmer. In this way social interaction becomes stable and acquires
the status of capital. Also, trust can be an important component of this process. During the
data collection, it is also observed that there is already established rules that commands
each MSE operator to do his/her daily activity without being derived by others. One of the

key informant’s notions of trust is explained as follows;

4.5.5 Norms or Reciprocity:

The MSE operators are spending significant of their time together working in one
premise. Such a regular interaction help them to learn to respect rules and interact with
each other within the framework set up by MSEs that is working together and growing
together . Indeed, this is another form of formed social capital. As communication is a
fundamental key to ensure the functionality of the business and to make it profitable, the
norms existed between the MSE operators of the study area played important role in
establishing good communication and understanding between the operators within the
same group and with other group too. According to Phillips & Pittman (2009) networks
smooth community development by allowing the flow of information, ideas, products, and

services among residents. Such an interconnections create a shared sense of purpose,



increase commitment, promote mutual trust, and strengthen norms of reciprocity among

community residents.

4.6 Challenges of MSEs

Despite the fact that MSEs have exhibited remarkable achievement in
contributing for community development by boosting the community capital to enable the
community to unleash their resources, MSEs have a number of challenges that hindered
them to fully operate and bring change. In the subjective questions of the questionnaire,
most of the operators raised that there is poor follow up of the MSE and their supervisions
are not supportive, there are operators who are not yet get any training, market linkage is
not enough, interruption due to periodic blackout of electricity and poor government
support after the business, price escalation of raw materials and transport costs. Moreover,
from side of higher officials of government political image has more focuses than the
problems. One of the key informants from W 03 MSE office of substantiated that:-

The role of MSEs would have been very remarkable had the political
interest of the government would have been alienated from it. The higher
officials of MSE agencies at federal level focuses on the political
implication of the MSEs rather than the contribution it has for poverty
reduction and supporting the community. | feel that the available resources
are not being utilized properly and are not addressing the largest
community at all level because of the bottlenecks emanated from political

interests.



CHAPTER FIVE

5. Conclusion, Recommendation and Social Work Implication

5.1. Conclusion

The study was aimed at discovering the role played by MSE in community
development in Gullele Sub-city. Both qualitative and quantitative methods of research
were employed to arrive at the results of the study. The study areas of this research are
particularly Woreda 02, 03,05 and 07 and the respondents included MSE operators, AdSCI
Managers and local government officers in charge of MSEs. This chapter shall address

specific conclusions and policy implications as drawn from the research findings.

MSEs sector is pronounced as the natural ground of entrepreneurship.
MSEs have the potential to provide the model environment for enabling entrepreneurs to
optimally exercise their talents and to attain their personal and professional goals. In all
successful economies, MSEs are seen as essential springboard for growth, job creation, and
social progress. Studies conducted by Endalkachew, (2008) also shows that the small
business sector is an important force to generate employment and more equitable
income distribution, activate competition, exploit niche markets, enhance productivity,
and bring technical change through the combination of all of these measures, to stimulate

local economic development.



Yet, the role of MSE for community development is not explored not only in the
study area, but also in Ethiopia. As the general objective of this research is to explore the
role of MSE in community development, the findings of the survey will pave way for
further research and community development interventions.

The study is conducted to explore the role played by MSE in community
development from community capitals perspective (Human Capital, Financial Capita,
Physical Capital, Social Capital and Natural Capital). Thus, the conclusion of the findings

made accordingly:

The result of this research found out that MSE are playing pivotal role in
enhancing communities’ human capital through trainings, knowledge improvement and
skill development. Moreover, because of the business opportunities created by MSE,
Families and children of MSE operators are going School and acquiring knowledge which
will further contribute for communities’ human capital. Scoones, (1998: p, 8) and Ellis,
(2000:p,33) arrived in the conclusion that the principal asset owned by the poor is their
own labor that is available to them in the form of skills, knowledge or education, good
health, ability to labor and physical capability important for the successful pursuit of
various livelihood strategies. Indeed, apart from poverty reduction, MSEs are playing
remarkable role in community development through enhancing and improving

communities’ human capital.

Furthermore, MSEs are imperative in improving financial capital of the
community. The result of this survey revealed that MSEs are improving the income of the

operators and their saving culture. Most of the MSEs operators had only small amount of



monthly income that never goes to saving and even was not enough for consumption.
However, due to the MSE intervention, their income savings and credits improved
considerably. On top of all, as the income and saving of the community members
improved, their consumption and health financing power will grow. Financial capital is one
of among the crucial community capital that stimulus community development.

MSE has facilitated a new/additional physical capital in the Gullele sub-city.
There are considerable amount of shades/working places for MSE operators constructed
and emerged as a communities physic capital. In addition to this, tremendous electricity
and water pipelines have been integrated onto communities’ physical capital to enable the
MSEs operators to run their business. Infrastructural development is important for health,
social interaction and contributes to human and social capital development. Likewise, MSE
operators are able to improve their household utensils and tools due to the business

opportunities by MSE and associated income.

Physical capital may comprise the built environment and natural resources. Thus,
environmental capital, which comprises the natural resources within a community, is part
of a community’s physical characteristics and, thus, its assets (Phillips & Pittman, 2009: p,
41). Environmental capital also referred as natural capital is one of the most important
community capital that plays important role in community development. The result of this
survey revealed that MSE has undeniable contribution towards preserving communities’
environmental capital by forming enterprises that particularly works on cobblestone at each
mender and clears the sewerage in their way. Moreover, there are different groups formed
by MSEs to work on clean and green project to preserve communities’ environment by

planting trees, flowers and constructing recreational centers which is also mean adding new



natural capital to communities’ asset. Indeed, MSEs are playing pivotal role towards

community development in Addis Ababa, particularly in the study area Gullele sub-city.

One of the fundamental capital of community development is social capital.
Scoones (1998: p,8) defined Social capital as resources that societies possess in the form of
networks, social claims, social relations, associations, affiliations, and trust upon which
they draw when pursuing different livelihood strategies requiring coordinated actions.
MSEs are playing remarkable role in improving and creating new social capital in Gullele
sub-city. The research result revealed that MSEs have improved and integrated social
capital into Gullele sub-city’s community by fostering Iqub, Iddirs, Trust and norms
between the communities. Because of the improvement in their income and the business
opportunities appeared by MSEs, operators started participating in Iqub and Iddir which
really played crucial in tying the community member for mutual interest and reciprocity.
Moreover, MSE enabled different individuals (community member) come together, form
group, establish common interest, cooperate one another to take collective actions and to
be governed by trust and norms. Moreover, MSEs are creating solidarity between the MSE
operators who are in the community and part and parcel of the community. The researcher
observed that they easily transact (borrow and lend) for one another without common

understanding and norms.

The result of this survey suggests MSEs plays crucial role in community
development not only by bonding social capital, but also by facilitating ways for bridging
social capital through first, capitalizing on human, financial, physical and natural capital,

secondly it boosts social capital by establishing trust, norms or reciprocity between MSEs



operators (bonding social capital) and thirdly, the four capitals in turn facilitates the

formation of new social ties and relationships to expand networks outside the group in the

processes of running their business (buying raw materials, selling products and services

and promoting their business/bazar) and hence forms bridging social capital.

a. Recommendations

As training and capacity building plays important role for better production,
marketing and profitability, the newly joined partners of MSE operators should get
training. Moreover, those who have already taken the training also require refresher
trainings. Any other additional trainings are often given to the representatives of
MSEs, those who trained should cascade the training to others for they are there for

common interest.

Government has more resources for MSEs which are not yet tapped, to improve the
quality of MSEs operation, to geographically expand and cover larger community
through MSE, government should reduce the political interest and maximize on the

socio-economic issues and changes of MSEs operators and community.

The development of MSEs in the study area needs various improvements in general
and the working areas of the operators in particular. The shades are located far from
administration offices and market. In some areas, infrastructural facilities (roads)
are neglected. Governmental and non- governmental organizations should facilitate

the improvement of those important infrastructural supplies to harness demand and

supply.



e Periodic supportive supervision should be made by MSEs offices to assist and
answer their questions on time. Moreover, as it observed that the officers from
MSEs of Woreda offices are not motivated to do the monitoring and evaluation in a
way it brings real change on the operators and community, thus, the government
and non-governmental agencies should ensure the real functioning and problem

solving monitoring and evaluation by motivating the officers.

e The role MSEs play in forming community development by reinforcing social
capital, physical capital, financial capital, human and natural capital should be

recognized and should be part of the MSEs intervention strategy.

b. Policy Implication

The findings of this survey will have practical implication for social work
practice. Because one of the fundamental objectives of Social work is to tackle social
problems, the role MSEs are playing in reducing social problem is very conversant with
social work practices and thus it will laid important ground for social workers to identify
the existing resources towards reducing social problem. Moreover, as community
development is one of the social works strategy to intervene in reducing social problem,

the findings of this survey has paramount importance for social work practitioners.

On top of all, the social capital being improved and created by MSEs will have
remarkable role for social works and social work practitioners in identifying areas of
intervention, community resources and the social status of the community for informed

decision making before interventions are made and during intervention plan. Furthermore,



it can also be a benchmark for social worker practitioners in conducting social work need
assessments and mapping communities’ capital. However, as one of the findings in this
research is a very limited participation of women in the MSEs compared to number of men
in the study area. Although different affirmative actions are applied to motivate women to
participate in MSEs, due consideration should be given to increase their participation.
Though enough is stated at the policy level to encourage women to participate in the
MSEs, aggressive awareness raising mechanism, provision of special credit window
and women focused special training is mandatory to increase their number. This will create
a better conducive environment for women to play a major role in community

development.
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Annex A
Questionnaire to be filled by MSEs Operator

Dear Respondents,

This is a questionnaire that intended to assess the Role of Micro and Small
Enterprises in Community Development in Addis Ababa, Gullele Sub-city. In doing
s0, your woreda is one of the focus areas of my study. The information you provide
Is totally sought for academic purposes and shall be kept strictly confidential. Please
feel free to share your comments and experiences regarding the changes you
exhibited after being enclave by MSEs.

Thank you in advance for your kind cooperation.

1) Gender: o Male o Female

2) Age breakup: o 18-30 years o 30-40 years o Over 40 years

3) Education: o Illiterate o Up to primary o Primary pass

4) Marital status: o Divorced o Single o widowed o Married

5) Family size: o less than 2 o 2-5 members o More than 5

6) Did you have any business and your own income source before being a member

of MSEs? oYes o0 No

Human Capital

7. Did you get different trainings in relation to your business management?

Yes No




If Yes, Please fill the following table!

No | The Title/kind of the Trainings Who Organized/provided

the Trainings

If you answer for question # 7 is yes, please answer question # 8 and 9!

8. The above trainings I got have improved my knowledge

Strongly Disagree

Disagree

Neutral

Agree

Strongly Agree

9. What kind of skill you developed after the trainings?

Communication Skill |:|

Leadership Skill



Marketing Skill

Financial Management
Skill

Marketing, Bookkeeping & Management Skill |:|
Other skill,

10. Are you currently attending trainings/or higher education to develop your capacity?

If yes, what kind of trainings/or higher education?

11. I am able to send my families/ or relatives to school after my income improved
because of my MSE business?

Strongly Disagree

Disagree

Neutral

Agree

Strongly Agree

12. Because of the improvement of my income, the health status of my families and myself
are improved as | can afford health related costs

Strongly Disagree

Disagree

Neutral

Agree

Strongly Agree




13. Because of an increase in my income, My families and my diet improved

Strongly Disagree

Disagree

Neutral

Agree

Strongly Agree

Financial Capital

14. How much was the initial capital of your enterprise? birr

15. How much is your current Capital? birr

16. What was the major source of this capital?

Own saving

Borrowing from MFI

Borrowing from MFI & own saving

Donation

Inheritance

Borrowing from individuals on terms

Borrowing from friends




Others/specify

17. Is your business profitable?

18. Do you have saving?
[ ]

Yes |:| No

Physical Capital

19. Please, tick mark ( y°) on the proper column you think is correct

Do you have the following assets before or Before the business | After the business
after you own this business?

Chairs

Table

Refrigerator

Shelf

Bed

Sofa

Radio

Tape Recorder

Television

Jeweler

House/better shelter

Working tools

Others/specify

20. Which of the followings infrastructural facility/ies is/are most important for your smooth business



Water

Electricity

Telecommunication

Road

Transport service

All are important for my
business

21. Do you believe that there is enough supply of these infrastructural facilities?

Yes No

If no, please indicate your comments and how you fix the problem and run your

business?

Social Capital

22. Do you participate in iqub?



Yes No

If yes, please answer question # 23-27

23. Who are members of the Iquib?

Own Business shareholders

Friends other than business shareholders

Others/specify

24. When did you started the Iqub?

Before my MSE Business

After my MSE Business

25. If your answer for question # 24 is “After my MSE Business”, what pushed you

to be a member of the Iqub?

26. Apart from Saving, lqub is a means of gathering and discussing different social

issues and means of supporting one another.

Strongly Disagree




Disagree

Neutral

Agree

Strongly Agree

27. How frequent you meet each other for Iqub gathering?

Weekly

Bi-Weekly

Monthly

Other

28. Are you a member of Iddirs?

Yes No

29. When did you join the Iddir?

Before my MSE Business

After my MSE Business

30. If you answer is after MSE business, what motivated you to join the Iddir?



31. There is strong cooperation between us to support each other and to solve our

problem

Strongly Disagree

Disagree

Neutral

Agree

Strongly Agree

32. There is strong solidarity between us to take collective actions and support one

another mutually

Strongly Disagree

Disagree

Neutral

Agree

Strongly Agree




33. Please list some supports your solidarity group provided to the neighborhoods

and community

34. What other social interactions you made with business partners, shareholders,

neighborhoods and different community members after you started your business?

34. Please list some of the challenges that negatively affect you and/or your

enterprises?







Thank you very much for your cooperation
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