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Access to Market and Growth of Micro and Small Sca Enterprises in Ethiopia: Evidence from Wolaita

and Dawro zones, Southern Ethiopia.

Abstract

Today in many developing countries like Ethiopiagrm and small scale enterprises (MSE) coupled with
institutional supports such as good market acceastga useful strategy to create jobs for joblessl #aeduce
poverty. Access to market for the products of tHdS&E claimed to be the way and motivational fagtor
determining the achievement of the above statetl glmavever, empirical evidence about access to etslide
the products of MSE are lacking and, if any, withrsany challenges. By considering the case of actes
market for products of MSEs in Wolaita and Dawrme® from Southern Ethiopia, this paper investigates
whether there is good market access for their petgltio be revitalized as ensuring job creation gderty
reduction in the two zones. The study was basepriomary data collected from 182 MSE operators seldc
from a total 7 districts (towns) of the two zon€ke data was analyzed using descriptive statistias probit
regression model. Informed by relevant statistiests, empirical model estimation was made usingimmam
likelihood estimation technique. The result sholss gignificant impact of access to credit, accessarket
information, experience in business, number ofriss development training attended, distance frarcénter
of the market, age of the enterprise and the tyfpenterprise, on access to market reaffirming theie in
promoting MSE development for income poverty réedncnd employment creation in the two zones. Furth
strengthening and expanding access to market fdg'M@roduct is commendable in this case as MSEd ttee

be given special attention and support for theimwgth and development.

Key words: Micro and small scale enterprises; access to mar¥elaita zone, Dawro zone.

1. Introduction

Improving the productivity and market linkage of M®perators is widely accepted as the engine of MSE
development and expansion, providing a pathwayiftoal large number of youths out of income poverty
(FeEMSEDA, 2015). This becomes possible mainly tgtoMSE market linkage improvement and development
strategy. Supported by appropriate strategy, aheéronstitutional environments, MSE encouragemerd a
linking with market can help them get economic moees to expand their business and innovate new to
generate income for poverty reduction and credis for many as expected to do. However, mainly iregeby
institutional underdevelopment, MSE productivityirgaand market linkage are not significant and rajro
(Atieno, 2009). Such trends slow down MSE developtmvand its employment expansion as well as income
generating impacts, suggesting a compelling needetate an enabling institutional and organizatisetup for
such goals.

Important questions to be answered in this regaad imclude those raised in relation to the appedprstrategy
and support that need to be promoted and strergghand their roles in generating better marketalygs for
MSEs as their development pathway. Governmentesfare considered pace-makersincluding setting and
paying fair prices for the products of MSE produats! utilizing the services they are rendering.hSsugpports

are expected to be expanded and repeated by odr&enactors. This can make government officesdesaih
creating market for MSEs and, by virtue of thigtltan be claimed playing its leading role in thesterprise's
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development process. Investigating the realityushsclaims is relevant from institutional innovat$opoint of
view for MSE development as way to create jobs @oerty reduction strategies in developing coustrighis
paper assesses whether access to market playiféicaiginrole in MSEs development and expansion @ssadn
Wolaita and Dawro zones.

Motivated by such evidences, this paper tries ®wan whether good access to market can be condidere
appropriate motivational pathway to promote MSE alepment by promoting innovation and generating
income and incentives for MSE operators in the hopes. The main focus of the paper is to investigalink
between access to market and MSE development bediees their capital growth. To our best knowledgeh

link is not sufficiently studied and documentecatpirical level in the study area, at least.

2. LITERATURE REVIEW

The survey conducted by FEMSEDA (2013) on selet¢tsehs in Ethiopia identified frequent challenges
encountered by the MSEs in the country in whichrtagtent varied across cities. This survey reseMealed
that finance shortage was identified as a prinaipallenge (42%) followed by lack of working premi®8.3%)
and lack of access to market (18.1%) for MSEs énrdgional towns of the country. Conversely, latkacess
to land was the most crucial bottleneck (26.4%lpfeéd by problems of finance (25.6%) and accesnddket
(25.1%) for constraining performances of MSEs ird&dAbaba, the country's capital city.

FeMSEDA (2011) identified among the main constsaiehcountering MSE in Ethiopia is market problem,
which is resulted from failure in competency in keis and lack of producing quality and demanded
commodities and lack of commitment staying at therkat. Lack of access to market for their produd a
services is the key problem that FeMSEDA identifedthe major challenges for the growth of MSEhe t
country.

UNIDO (2007) explained that MSEs are often unabldatke advantage of market opportunities that requi
large volumes of production, broad product rangeé segular supply. According to this report, MSEskla
market related information and skills and havdeliticcess to expertise and finance, which hindemtfrom
performing well and results in slow growth of suatterprises. Due to this factors, this report cldiat MSEs

are often unable to enter circuits of productiod aelling of their products at both local and glabarkets.

According to Nichter and Goldmark (2009) an impottdimension of growth or potential growth in a ketr
linkage of MSE is from the demand side of the marke this case it is clear that the available dedhéor
MSE's product demand provide an opportunity foirteell of products and motivates more to produdes is

what we call access to market in which many MSEarig today.

Nordin (2005) suggested financial services cortstitthe output produced by financial corporationsl an
provided to their customers. According to his fimglisome of the services are priced implicitlytie form of
interest margins i.e by paying or charging différemierest rates to borrowers and lenders wherézr @re

priced explicitly i.e directly charged by financiarporation to their customers.
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Groenewald and Jordaan (2012), in their book onakihg credit market to small holder, mentioned thany

rural (and also urban) households in many parteefvorld have lived in a vicious cycle of povertigw rates
of capital investment, coupled with low incomes\iitably led to low savings, low productivity antlimately

again poverty and low investment. According to éhasthors, it was assumed that poorer cannot saeod
their low income and high propensity to spend. tTfavhy governments in different countries stepfrzedlose
this gap. This led to what has later been descrisethe traditional, or conventional, or supply &xproach to
credit. Adams and Vogel (1984), cited in Groenevwaid Jordaan (2012), stated that donors and poiaders
embarked on supply-led credit and simultaneousgfented the mobilization of rural savings. Howevesults
have practically everywhere been futile.

Groenewald and Jordaan (2012) indicated that faibfrthe supply-led approach became evident asge la
number of the institutions involved proved to benswiable and non-sustainable; many donors remowved o
reduced support, and governments in some develapogtries could not continue institutions. Accoglito
Gobeze (2005), on his paper entitled micro finaseeelopment, group lending methodology has beereat g
opportunity for the majority poor as it removes timain entry barrier for those with no collateramited
literacy, weak technical knowledge and narrow pnmney management experience. It has also advantage

micro financing institutions in terms of screenmg those who are not credit worthy.

3. METHODOLOGY OF THE STUDY

3.1 Descriptions of the Study Area

Wolaita is the name of both the people and aregouthern Nations, nationalities and Peoples’ Redi&tate
(SNNPRS). It is bordered in the north by Hadiya @&idama, in the South by Gamo Gofa and Dawro.
Geographically it is located in 6°55nd 7°38 North Longitude; and 37°46and 38°1 East Latitude. The
topography of Wolaita zone is composed of ruggedulating mountain, rolling hills, plateaus and pkihat
extend up to low land of Lake Abaya. The major expit activities are agriculture (production of leues,
root crops and some cereals — predominantly maare) Jivestock rearing.

Dawro is another zone in the Ethiopian Southerniddat Nationalities, and Peoples' Region (SNNPR). |
located at about 500km in southwestern of Addis byethe capital of Ethiopia and 275 km Hawassa, the
capital of SNNPR. Dawro is bordered on the soutishymo Gofa, on the west by the Konta Special Waoreda
the north by the Gojeb River which defines its bidany with the Oromia Region, on the northeast byl
and Kembeta Tembaro, and on the east by Woldia Qmo River defines its eastern and southern lzoiesd

3.2. Sampling Technique

Owners/operators of micro and small scale entepri;m Wolaita and Dawro zones are the main target
population of the study. Thus, these enterpriseess/nperators were the basic sampling unit for pligicular
study. The total number of registered MSEs in Wal& 2012 in 2007 E.C and 789 in Dawro zone instrae
year. Two-stage sampling technigues were usedrergte the required primary data. At the first sfggowns

(5 from Wolaita and 2 from Dawro zonesgre selected based on their proportionthe second stage, MSE
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owners/operators were selected by simple randonplgagrtechniques simplified formula provided by Yane
(1967). A probability proportion to size (PPS) waraployed to determine sample size from etmins and
finally 182 MSE owners/operators were selected $iggisystematic random sampling techniques.

Table 1: Number of respents

Town Frequency Percent
Areka 21 11.54
Sodo 39 21.43
Tercha 37 20.33
Boditi 27 14.84
Humbo 23 12.64
Shantu 20 10.99
Waka 15 8.24
Total 182 100

Source: own computation, 2016

3.3 Sources of Data and Methods of Data Collection

Both qualitative and quantitative data were coldcfrom primary and secondary sources. Data framayy
sources such as MSE owners/operators, and MSEatéfiwere collected through survey questionnaire
3.4 . The Empirical Modeling Framework

The input for basic analysis will be survey of MSHith the goal being to investigate common charisties
that explain the likelihood that one micro entespriight have good access to market for his praahdtothers
have no access, hence an appropriate utility masitioin approach in such case is the probit regres3ihe
probit model can be employed when the dependerdblar(access to credit) is dichotomous. It spesifi non-
linear functional relationship between the prohigbibf having good access to market or not and éhastors
that influence that decision.

The probit model assumes that while we only obs#rgevalues of 0 and 1 for the variable Y, thera latent,
unobserved continuous variable Y* that determirtess alue of Y . We assume that Y* can be speciéied
follows:

Y i* = Bot BiXei F BoXoi i FBiXki U eeeeeeeieeee e (D)

and that:

Yi=1ifY*>0

Yi = 0 otherwise:

where X; X; ...... ; % represent vectors of random variables, and u sepis a random disturbance term.
Now from equation 1,

PriYi=1) = Pro+ BiXgi + BoXai + oo FPiXki U > 0) v (2)

Rearranging terms,

Pr(Yi= 1) = Pr(ui > Bo+ BiXai + BoXai + ... +PiXki))

= 1-Pr(ui < -Bo+ BaXai + PoXai + ... +PiXi))

= 1 -F(-Bo+ BrX1i F P2Xai F oo FPIXKI)) cvvvereeemmmrrieeeiiiiiieee st ee e e s serner e 3)

where F is the cumulative density function of tleiable u. If we make the usual assumption

that u is normally distributed, we have:
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Pr(Yi=1) = 1- p(Bo+ BXsi + PaXai + ... +PiXki)

151  =1- ¢ (-Xip)
152 = (KiB)eeereeeeeeiiee it 4
153 where¢ represents the cumulative normal distribution fiamc
154 Using maximum likelihood techniques we can commstémates of the coefficientg's)
155 and their corresponding standard errors that aympistically efficient. However, these estimatesiraat be
156 interpreted in the same manner that normal regressiefficients are. These coefficients give thpast of the
157 independent variables on the latent variable Y1, dtself. To transfer Y* into a probability estate for Y we
158  compute the cumulative normal of Y*. Because of thinsformation there is no linear relationshimeen the
159 coefficients and Pr(Yi= 1). Hence the change inYPH 1) caused by a given change in explanatoryabées
160  will depend upon the value of all of the other exgltory variables and their corresponding coeffisieor
161 more precisely on the value of the surfi,>as well as the change in explanatory variables.
162 3.5. Instrumentation of the study
163 Before going for actual survey, pilot test has bdene to assure for the quality of primary data.atquire
164  preliminary information from the respondents argbalb know if wording of the questionnaires is rignded
165 by the researchers. Additionally, pilot testing bagn done to know the reactions of the resportdequestions
166  and flow of the questions, to uncover ambiguitgklaf clarity, or biases in question wording, whitould be
167 eliminated before administering to the intended amThe model is tested also for possible problefs
168 multicollinearity (using variance inflation fact@W1F) for continuous variables and contingency €icefnt
169 (CC) for categorical variables). We used robustregion technique to account for possible heterdakgcity
170  problem and reported the Robust Standard error ¢icerected for heteroskedasticity). The compwidance
171 inflation factor (VIF) and contingency coefficie(@C) values (Table 2 and Table 3) are very low carag to
172 the respective critical values (10 and 0.75, retbpaly), indicating that there is no severe mullice@arity
173 problem among the continuous and categorical erpday variables considered in the specified model.
174 Table 2: VIF Test Result for Continuous Variables used in mdel estimation
Variable VIF 1VIF
Number of Training attended 1.72 0.581826
Age of the enterprises 1.05 0.953354
Educational level 1.04 0.959174
Distance to market (in hour) 1.04 0.964533
Mean VIF 1.215
175 Source: own computation, 2016
176 Table 3:Contingency coefficient test result for discrete idependent variables
Access tc
Type of | Access to| Type of | Business | market Nature of the
Enterprise | credit ownership | experience| information | product
Type of Enterprise 1.00
Access to credit 0.00943 1.00
Type of ownership -0.1584 0.14919 1.00
Business experience -0.1050 0.1992 0.1732 1.00
Market information 0.0721 0.6101 0.1159 0.1284 1.00
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4. Findings and Discussions

Informed by the above pre-statistical variablegvahcy test results, empirical model estimation wesle
using maximum likelihood estimation technique artldeo descriptive statistics. We start our discussad
findings displays from descriptive statistical cartggion.

4.1. Descriptive Statistics

Under this section, we displayed the most threéofadhat affects and determine the current grositMSE
businesses in Wolaita and Dawro zones using allpkaindata.  Accordingly, sampled MSE operators
responded the first, the second and the third nropbrtant factor that obstacles their growth as ther
following tables and discussions.

Table 4The First Most Important Obstacle to growth of MSEsin the Study Area:

Source: Authors Computation, 2016

Factors Frequency Percent
Capital shortage 63 34.62
Lack of skilled labour 17 9.34
Lack of inputs 56 30.77
Inadequate/uncertain market access 42 238.08
Cost of borrowing 2 1.1
Inadequate business support 2 1.1

Total 182 100

The above result indicates that about 63 (34.62%p)andents from a total of 182 samples claim tiefitst
factor that obstacle the growth/expansion of MSRViolaita and Dawro zone is capital shortage. Siyila
about 30.77% of sampled respondents respond thdit $h factor that hinder their growth is lackraiv
materials for their operations. About 23% (42 rexjents) claim that the first most important fad¢tat affect

and determine their expansion is lack of accessatiket for their products.
Table 5. The second most important obstacle to grdtv of MSE's in the study area

Factors Frequency | Percent

Capital shortage 57 31.32

Lack of skilled labour 16 8.79

Lack of inputs 31 17.03

Inadequate or uncertain market

access 47 25.82

Lack of access to credit 7 3.85

Cost of borrowing 11 6.04

Inadequate business suppprt

services 13 7.14

Total 182 100

Source: Authors computation, 2016
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Result from Table 5 above indicates that about 38%arespondents from a total of 182 samples) cthih the
second most hindering factor that obstacle the ti@xpansion of MSE in study area is the shortdgepital.
About 17% of sampled respondents respond that ¢éhensl factor that hinder their growth is lack ofra
materials for their operations. About 26% (47 resjents) claim that the second most important fattat

affect and determine their expansion is lack okasdo market for their products.

Table 6: The third most important obstacle to growth of MSE's in the study area

Factors Frequency Percent
Capital shortage 11 6.04
Lack of skilled labour 20 10.99
Lack of inputs 28 15.38
Inadequate or uncertain market access 59 32.42
Lack of access to credit 13 7.14
Cost of borrowing 11 6.04
Inadequate business support services 40 21.98
Total 182 100

Source: own computation, 2016

Similarly, result from Table 6 above indicates thabut 32.42% (59 respondents) claim that the thiost
hindering factor that obstacle the growth/expangibMSE in Wolaita and Dawro is lack of access tarket
for their products. About 22% of sampled respomsieaspond that the third factor that hinder tiggowth is
inadequate business support services for theiratipes. About 15.38% (28 respondents) claim thattttird

most important factor that affect and determinértbepansion is lack of input in the study area.

4.2. Econometric Regression Result

As stated above, based on the pre statisticalrésstit, we present the result from probit regressising
maximum likelihood estimation method. What techeigjdior presenting and interpreting probit estimézse
in common is that each attempts to illustrate tifece of changes in an independent variable orptiobability
that the dependent variable takes the valuel. rhplest technique used to present probit estimiatés set
each independent variable to its mean (or modeligarete variables), and show the effect on Pr() as the
independent variables vary one at a time (Nagl@®94L This is done by first computing Pr(Yi = 1)p€Xip),

which is simply to mean regressing the probit model

To determine the impact of a unit change (margaffect) in explanatory variables on Pr(Yi = 1), Exmatory
variables are set equal to explanatory variablds and Pr(Yi= 1) =p(X*iB) is recomputed. Then, the first
probability is subtracted from the second probshiind this difference is the impact of a unitroda (marginal
effect) in explanatory variableghen all other independent variables are heldeit thean or mode. A different
value would be arrived at if all other explanatogyiables were, for example, set to 0. As one demeve from
the following table (Table 7) result, the negatamd significant result obtained for distance to kaaireflects
the inverse relationship that exists between acessarket and higher distance from the centerachegowns

which was measured in hours traveled. A furthetadise from the center of each town negatively &$f&SE's
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Table 7:Probit Regression Result

associated transaction costs) contribute to this.

The positive and significant coefficient obtained fieather and leather products from Table 7 bedbaws that
compared to other enterprise's type, those whacjgate in such activities has better market acokssording
to the result, MSEs get better access to theirymtsdf they produce leather and leather producthé study

Number of observation=182, Wald Chi2=94.17, ProlitgbiChi2 =0.00000

Log Pseudo likelihood = -46.394617

Pseudo R2 1B45

access to market for their products, accordindhi® riesult. Lack of market information and infrastiure (and

C;(r:izst’jet)o Market (Dependent | o icient STaCandu::d P>|z] Q\allfgrie;lgaei StEa;?gra rd P>
Error effects
Distance to market (in hour) -0.207%* 1.880000 (.02 0.3165** 2.89E-06 0.0278
Type of enterprise:
Metal and wood work 0.1403892 0.4588822 0.76000.0218203 0.070588 0.797
Urban agriculture 0.164673 0.5360293 0.7590 .028B426| 0.0805588 0.753
Trade 0.4850537 0.3938789 0.2180 0.0655665 547 0.237,
Services -2.3841* 1.0332 0.0210 -0.607**  0.2953 0.002
Leather and leather products 0.8818** 0.40540300 0.10253* 0.0523986 0.05
Textile and clothing -0.2284136 0.45256(14 00514 -0.041| 0.0827807 0.619
Access to Credit:Credit Received 2.27*** 0.5488| 0.0000 0.5984**%  0.1476174 0.0000
Ownership type of the enterprise
Partnership 0.1044455 0.3733685 0.7800 0.015(028).0589256 0.786
Private Limited (PLC) 0.1976421 0.5781755 @@O3 0.0293876 0.0846195 0.728
Cooperative Company -0.0184263 0.6622B842 0.978®.0029469] 0.106149H 0.978
Share company 0 (empty)
Age of the enterprises 0.1661%* 0.07081 0.0180 B1>* 0.011387 0.027
Experience in any business before 0.334p** 0.36834®.0364 0.55267*  0.0665476 0.0406
Access to market information 0.1253p* 0.0726 @Mm8 0.0190**| 0.0113429 0.094
Nature of the product: New product | -0.0491398 0.0774598 0.5260 -0.0074484 0.011711 250.5
Educational level -0.133408 0.10799[15 0.2170 -@@PG| 0.0163807 0.21)
Number of Training attended 0.6641*1* 0.2048 0.00100.10066*** | 0.0308982 0.001
constant -2.308** 0.7808675 0.0030

234 * ** and *** indicates statistical significancef the coefficient result at 10%, 5% and 1% sigrifice level
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respectively.

MSE operators provide in the study area, in conpardanguage.

The other important factor that positively and figantly affect MSEs access to market is accessréalit.

Many literatures support this result as accessnante is the key factor in ensuring the sustalitgland

However, those who participate in service sectarlba (negative) access to market for their ses/imempared
to other types of enterprises. The reason forighthat, enterprises who provide services dependdiferent

factors and it is always seasonal. This impliesetlie no consistent and expected demand for thécesreach
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growth of MSE everywhere. Here in Wolaita and Dawones too, this result assure the important rdighv
access to credit play in affecting (positively) atetermining (significantly), the probability of N3 access to
market for their products in the study area. Thisecause credit access is everything for all MBé&rators.

In addition, age of the enterprise has a signitieard positive impact on determining access to goatket for
MSE products. This is in line with the availableohy that experience plays a key role linking pizta and
markets together. Thus, those MSE operators asodupers having a long experience in producing and
supplying their products to the market have greateess to market when compared to the newly esttarthe
business in every aspect. One can refer the désergummary of this variable in the following tabl

Year of Start (E.C)| Frequency | Percent
1996 1 0.55
1998 8 4.4
1999 2 1.1
2000 6 3.3
2001 9 4.95
2002 21 11.54
2003 25 13.74
2004 14 7.69
2005 36 19.78
2006 51 28.02
2007 9 4.95
Total 182 100

Source, Authors computation, 2016

The remaining explanatory variables experiencehis business before coming to MSE, number of kassin
development training attended and access to mari@mation also have the right signs matching theand
empirics. Some of these variables are related tovkinow about business development plan. The firsdioy
these factors show the importance of the individuaiables specified in terms of affecting MSE'sess to
market for their products. Whether provided by MFisblic service providers like MSE developmentrages
or other sources, better access to market infoomaiind training on business related issues impro8g

growth by providing information related their prads market on price, place and time.

5. Conclusions

Micro and Small scale development depends on tipadiy of MSEs to generate income, which, in turn,
depends on access to market and market partiaipdtistitutional variables, such as access to trezthnical
variables such as business training related issplay, a pivotal role in facilitating such procest MSE
developments. In addition, distance to market, exgkrience in the business significantly affectsE\4Saccess
to market in the study area. Such variables argteduto demand side of market participation, setetéer

incentives and income to MSEs and, thereby, prot8& development and expansion. They also plpscz-

L E.C. is to mean Ethiopian Calendar which lags 8 years from Gregorian colander.
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makingrole by setting and creating demands for MSE'slpets that may serve as references for different

market actors.

The empirical evidence from this study shows trstrimmental role of the above variables in termglafing
key roles in determining and influencing MSE's asct market in Wolaita and Dawro zones. They dbyso
creating better demand for MSE's products, whidliccbe considered as their direct contribution ¢cormmic
incentives and their growth/expansion. The oveeaildence reaffirms the bi- role of access to matket
promote MSE development in the study area. In wéthis, we recommend their development, wider cage
and use of their services by government and otbesumers in the specific study area. Moreover neiwg
with consumers should be facilitated, asgplying production and sales center on fee/rasisb allow MSEs
to show their products in bazaars and exhibiti@msating legal framework that can help them to hmikh
government and private institutions in purchasing aub-contract form for their products. Accessniarket
information system will be facilitatetb those who are engaged in the sector. Accessatéemopportunities
should be facilitated by establishing various mtnkesystems and various forms of market linkagesub-

contracting will be expanded.
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