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Abstract: The key objective of the formation of the South Asian Association of Regional Cooperation
(SAARC) is to join hands collectively for slow economic growth, poverty eradication, deprived health
and education sectors. In the 12th SAARC Summit, it has been declared that poverty eradication is
the main area of concentration and SAARC countries would strive their best to minimize all types
of poverty with the help of any possible strategy. The main objectives of the current study are to
evaluate the development of the agenda of poverty eradication in SAARC countries through small
and medium enterprise (SME) development because it would be considered as a short-routed remedy
to mitigate poverty. The poorest 20% income holder as a percentage of GDP has been used as the
proxy for poverty in the SAARC region. SME development has been measured through the SME
share in GDP in respective countries. The panel dataset has been developed for the period of 1990 to
2015. The fixed effect method (FEM) and regression equation techniques were used to analyse the
observed data. The results of the FEM were misleading. The regression equations for the respective
countries were used for empirical analysis. The results have identified that there are three main
factors that are essential in reducing poverty in the SAARC region: SME growth, openness of trade
and social sector development.

Keywords: SME; poverty alleviation; SAARC; asian region; development

1. Introduction

The South Asian Association for Regional Cooperation (SAARC) region was formed to make
collective efforts against major problems of this region [1]. There are multiple issues pertaining to small
and medium enterprises (SMEs) that are now getting the highest priority among the policymakers
of SAARC due to their confirmed multidimensional contribution to the socio-economic situation of
a country. These enterprises are very easy to launch, need comparably less capital, generate more
employment and produce commodities that meet local demands as well as contribute to export
earnings [2]. In spite of these, the SAARC region with natural potentials is continuously deprived of
the necessities of life [3].

Broadly speaking, the goal of the establishment of SAARC is to eliminate hunger-poverty and to
build cooperative efforts for the collaboration in economic and social sectors but the statistics show
that due to certain political disparities, there has been an influx of issues in economic cooperation.
The benefits become disintegrated at grass root levels for the nations of these countries [4]. These
countries are developing countries and most of the inhabitants gain their household income from
self-employment or rendering their services. The SME sector is a significant source of generating
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employment for the people. It helps in amplifying economic growth which ultimately reduces poverty
in society. An increase in SME’s growth may transform the population into higher household income
due to economic activities [5].

A large number of SMEs in developing countries are based on the cottage industry which is run by
self-employed entrepreneurs [6]. They use labor-intensive technology for manufacturing the products.
Due to a lack of financial resources, SMEs in developing countries often adopt frugal and flexible
business models [7]. They tend to minimize the use of capital resources, which ultimately transform
into value-added goods. These enterprises tend to work longer hours and squeeze out a high return on
limited capital [8]. The poor community can gain access to markets by using and recombining handy;
low cost and openly accessible resources [9].

Historically, in the 8th SAARC Summit, held in 1995, it has been confirmed to launch a three-tier
mechanism to address the issue of poverty affairs. The first-tier encompassed the secretaries who are
concerned with poverty alleviation and social development in SAARC countries [10]. The second-tier
included finance secretaries and the third-tier contained finance ministers. In January 1996, the 1st
round of meetings under the three-tier apparatus was accomplished [4].

After the third tier, SAARC members tried to secure their collective interests in multilateral
forums through dialogues and coordination. Poverty alleviation is considered the biggest challenge,
faced by the inhabitants of South Asia and it has been declared that poverty eradication is the
predominant objective of the SAARC region [11]. To achieve this objective, it is indispensable to
make regional cooperation among member countries. To reactivate the poverty reduction activities
in the region, an Independent South Asian Commission for Poverty Alleviation (ISACPA) has been
formed to implement the suggestive measures. The SAARC continues to collaborate with international
organizations and UN agencies in the field of poverty alleviation [11].

To come out from the vicious circle of poverty, it is impartible to concentrate on trade liberalization,
employment generation and industrialization. All these suggestive measures are helpful in the
reduction of poverty [12]. There is an immense need to restructure the trade policies and the member
countries should reduce the trade barriers among themselves to promote bilateral trade as it is the way
through which economic activities in respective countries may boost with the passage of time. Along
with it, investment in human capital is also critical for projected growth in the region [13].

According to Trade-Related Aspects of Intellectual Property Rights (TRIPS) Agreements, Article-4
stated below, explains the status of Most Favored Nation (MFN) Treatment.

With regard to the protection of intellectual property, any advantage, favor, privilege or
immunity granted by a Member to the nationals of any other country shall be accorded
immediately and unconditionally to the nationals of all other Members.

According to the TRIPS agreement, all member countries should comply with the treatment of
MFNs unconditionally for the promotion of trade among member countries. In this regard, regional
trade agreements (RTAs) are also playing an essential role in trade liberalization to reduce the extent of
poverty. The implementation of RTAs is essential with a true spirit for the promotion of trade volumes
among member countries.

In South Asia, most of the member countries are heavily relying on SMEs. The development of an
SME is essential for the reduction of poverty in the region [14]. SMEs are presumed as an engine for
economic growth. This proposition would be true if there is an improvement in the current status of
SME growth and poverty reduction, which provided the necessary infrastructure. There are ample
studies like [15] that reflect a positive correlation between SME growth and economic strengths. Itis a
general presumption that SME growth has a micro effect on the economy if they are small in numbers.
When SMEs are progressing, it delivers the raw material for large-scale businesses that intensify the
invention in the country. When production upsurges, it offers large varieties of products which provide
a competitive environment in the country [16].
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Due to an increase in economic activities in the country, the employment situation may become
better, which has two impacts. One is on the social front and the other is on the economic front.
On the social front, the social standard of people may increase due to an increase in the competitive
environment. Another effect is the generation of job opportunities due to local competition as well as
in international markets. At this stage, conducive trade liberalization policies play a pivotal role in the
promotion of bilateral trade among the SAARC region.

Poverty is a phenomenon in which a person’s basic needs for food, clothing and shelter are not
being met. There are various ways to measure poverty such as the headcount ratios/incidence of
poverty, the poverty gap/income shortfall, squared poverty gap index, Gini index, disparity of income
distribution, composite poverty measures, the physical quality of life index (PQLI), the augmented
physical quality of life index (APQLI) and human development index (HDI) [17]. The promotion of
the SME is a great weapon against the poverty in less developed countries. Moreover, prior studies
have been conducted in the areas of SMEs and economic growth [18], SMEs and socio-economic
conditions [19] and SMEs and sustainable development [20] in various developed and emerging
countries. They have used different poverty measures like headcount ratios [21] and the Gini index [22].
In the developing countries, a few studies have been conducted with contradictory outcomes. There
is an immense need for further investigation, therefore, the present study has focused on SAARC
countries in the perspectives of SMEs and poverty alleviation. The purpose of this paper is to analyses
the role of SMEs on poverty alleviation in the SAARC region.

2. Theory and Empirical Literature Review

Although there is yet no comprehensive theory of poverty, there is the structure of the interpersonal
and intergroup differentials in wealth and income, including the emergence and persistence of the poor
in society. Nevertheless, two theories would be identified which attempts to deal with the problems
of income inequality and poverty. These include power theory and the theory of personal income
distribution. The power theory of poverty situates poverty within the structure of political power in
society. According to the theory, poverty is a necessary concomitant of any situation in which the few
possess much political power to organize the economic system in their own selfish interest. It insists
that poverty will remain prevalent as long as there is no effective pressure from the poor to restructure
the distribution of political power in the society in favor of the majority. This is basically a Marxian
theory of an exploitative property system through which it determines the allocation of opportunities,
income and wealth using the apparatus of state power. The concentration of wealth in the hands of
the few while the majority languishes in poverty is a manifestation of the same historical process [23].
Power theory seems more relevant to developing countries in view of the tendency of those without
economic power to seek political power to amass ill-gotten wealth.

The second theory is the theory of personal income distribution otherwise described as the size
distribution of income [24]. It provides the macroeconomic foundation of income inequality and an
organizing framework to determine the channel by which macroeconomic variables are transmitted
into changes in poverty rates. It focuses attention on the labor market and the determinants of labor
incomes based on demand and supply factors [25]. According to the marginal productivity theory of
labor, the income received by labor is due to their marginal productivity. The marginal productivity of
an individual depends on educational level, skills, aptitude, motivation, regional location and age
among others. According to the theory of personal income distribution, the majority of families or
households rely on labor market earnings for most of their income. As a result, poverty remains since
they do not channel their labor power to creativity, innovation and entrepreneurship [26].

Consequently, a rise in unemployment may result in large income declines particularly among
those whose income is low, to begin with. Hence, the theory predicts a positive relationship that may
be mitigated by government transfer payments which reduce the role of earned income [27].
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2.1. SME in Global Perspective

It is an admitted fact that SMEs play a critical role in rejuvenating and sustaining the nation’s
economy. It generates substantial employment, helps in reducing poverty and serves as an essential
innovative engine for the world economy. Sanusi and Hamza [28] investigated the impact of SMEs on
economic development. Their study was conducted on Asian countries namely (Malaysia, Indonesia,
Singapore, Philippines, Thailand, India, China, Republic of Korea, Vietnam, Mongolia, Kazakhstan,
Cambodia, Myanmar, United Arab Emirates, Oman, Qatar, and Saudi Arabia), which covered the
period of 2008-2015. The total population of this study was 49 countries and sample size of 17
with a total number of 136 observations by using convenience sampling. Further, the independent
variable was the SME’s growth and the dependent variables were the gross domestic product (GDP),
foreign direct investment (FDI), unemployment and exports. The research employed descriptive
statistics, the Pearson correlation coefficient and a multiple linear regressions analysis to extract the
findings. The findings showed that SMEs have a positive and significant impact on unemployment
and export, however SME’s have a negative and significant impact on gross domestic product and
foreign direct investment.

Edom et al. [29] assessed the impact of SME’s financing on poverty reduction in Nigeria from
1991 to 2010. Using the ordinary least square (OLS) analytical technique, the data from the central
bank of Nigeria (CBN) statistical bulletin were obtained. The findings of their study revealed that
there is a significant relationship between SME’s financing and poverty reduction in Nigeria, whereas
unemployment has a strong negative correlation with poverty in Nigeria. It was concluded that SME’s
financing has a positive relationship with poverty in Nigeria. They also recommended that adequate
attention should be given to SMEs through channeling of more resources to the sector. More so, that
the government should, as a matter of urgency, diversify the economy and create more jobs for the
increasing population to reduce the unemployment rate in the country, thereby reducing poverty.

Kowo et al. [30] examined the role of SMEs on poverty eradication in Nigeria. They used primary
data for the analysis. One hundred and forty-two (142) questionnaires were administered randomly to
the entire employee population of the SME companies that are registered with SMEDAN in Lagos,
Nigeria. Therefore, their study found that SME development affects poverty alleviation and also,
training organized by SMEDAN affects the SMEs’ employment creation. It was discovered that the
SMEs provided employment opportunities and a training ground, which harnesses the utilization of
local resources and also acts as a pillar hold of a nation, Nigeria inclusive. Their study concluded that
a good development strategy, if employed by these SMEs, will grow to large-scale capital intensive.
They also recommended that SMEs should source their loans from the financial institutions where
interest rates are low.

2.2. SME and Poverty Alleviation in SAARC

SAARC is an organization of eight countries located in South Asia and it stands for the South
Asian Association for Regional Corporation. SAARC is the regional intergovernmental organization
and geopolitical union of nations in South Asia. Its member states include Afghanistan, Bangladesh,
India, Nepal, Maldives, Pakistan and Sri Lanka. The Secretariat of this organization is located in
Kathmandu which is the capital of Nepal. SAARC comprises 3% of the world’s area, 21% of the
world’s population and 3.8% (US$2.9 trillion) of the global economy, as of 2015 [31]. SAARC countries
are developing countries and most poor derive their household income from self-employment or
selling their labor to others. Therefore, creating opportunities for people to earn a higher income is
essential to poverty alleviation. SMEs are important engines to reduce poverty in society because of
their significant provision of employment opportunities to the poor. The increases in SMEs’ efficiency
could translate into higher employee wages or household income of the owners, who are often poor as
well [5].
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It is a general presumption that SMEs play a vital role in revitalizing and supporting the nation’s
economy. They produce substantial employment, helpful in reducing poverty from the country and
serve as an essential innovation engine for the world economy.

Ali [32] highlighted the SMEs and poverty in Pakistan. According to him, SMEs have a significant
contribution to the economic development, poverty alleviation and employment creation in the
economy. The author has used a time series data from 1972 to 2008 for investigating the role of the
SME sector in poverty alleviation in Pakistan. The results confirmed a strong impact of SME growth
on poverty alleviating in the country. He advised that economic policymakers have to focus on the
establishment of proper financial markets to control financial constraints, faced by the SME sector
in the country. The simplification of a lending procedure, the implementation of credit rights, and a
decrease in credit costs would be supportive for the establishment of a robust SME area in Pakistan.

Hassaas [33] explored the effect of SMEs on poverty reduction in Afghanistan through alleviation
and database. The role of the SME is very important in employment generation, poverty alleviation,
gross domestic product (GDP) and economic growth which automatically reduces poverty in a country.
He used annual data to examine the impact of SMEs on poverty reduction in Afghanistan. His study
aims at finding out which SMEs with the use of activities of employment helped to reduce poverty
reduction and it is recognized that SMEs are a powerful tool for poverty reduction and economic
growth. After three decades of war in Afghanistan, the system and infrastructure of Afghanistan were
completely destroyed and after creating the temporary government in Afghanistan in 2001, Afghanistan
has been involved in many protocol and aids programs to rescue this country from poverty and raise
the poverty line. Many tools, regulations and innovations have been raised to decrease poverty from
Afghanistan and this is a very effective topic to decrease the problem of poverty through SMEs which
is corporate with the help of the World Trade Organization (WTO), World Bank (WB), United Nation
(UN), Japan International Corporation Agency (JICA) and other organizations or Non-Government
Organizations (NGOs).

Dar et al. [34] have pointed out the definition and critical issues of SMEs in Pakistan. According
to Dar et al., SMEs play an important role in the development of an economy but as compared to
other countries, the Pakistani SME sector has contributedenormously. The SME sector has multiple
problems and it is very challenging to contribute to national GDP. The authors have identified key
constraints including regulatory and other government-related issues, fiscal problems, raw materials,
infrastructure, technology barriers, human resources, law and order issues and marketing problems.
These serious issues can be resolved as the government has key responsibilities for the development of
primary aspects such as basic infrastructure, like power plants, roads, systems and procedures. Further,
they suggested that the government should play a major role in improving SMEs and reducing the risk
along with other barriers.

The poverty situation in India is prominent in spite of the high economic performer economy after
economic reforms in 1991-92. According to the Asian Development Bank Report 2011 in India, over
one-quarter of the population is living below the poverty line. In absolute numbers, approximately
301.7 million people in India are poor. The World Bank Report (2012) has authenticated that half of the
extremely poor people are living in Sub-Saharan Africa. Approximately 389 million people are living
on less than US$1.90 a day in 2013. From a global perspective, approximately half of the world’s poor
lives in South Asia and 534 million people in South Asia with over 300 million livingin India are living
below one dollar per day in 2003. This has been explained in the report of the Asian Development Bank
(ADB) in 2011 in terms of non-income measures of poverty like gender inequalities, infant mortality
rates and literacy rate levels. As shown above, India has displayed intense poverty.

Rajeevan et al. [35] highlighted the role of SMEs in the Indian economy towards employment
generation and poverty alleviation. It was found that the SME sector provides employment to nearly
60 million citizens through 26 million enterprises. Their study revealed that the growth of employment
is higher by SMEs and it is helpful for economic growth and reducing poverty from the country.
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Begum and Abdin [36] highlighted that the SME cluster development has a positive and significant
role in poverty alleviation and employment generation in Bangladesh. According to Begum and
Abdin, SME cluster development could be an emanating force for entrepreneurship growth, poverty
alleviation and employment generation for any developing country like Bangladesh. The authors have
emphasized that SMEs, situated at different clusters of Bangladesh, are contributing to the alleviation
of poverty through employment generation, improving lifestyle and income for the workers and
producing import substitute products simultaneously. The authors have described that for employment
generation and poverty alleviation, it is essential for the government and for stakeholders to play
their respective roles to generate a sustainable cluster of SMEs through enacting appropriate policy
measures, access to finance, technology, capacity building, infrastructure development and adopting
advanced marketing techniques.

Ahmed and Chowdhury [37] stated that SMEs are considered as an essential tool for poverty
alleviation and to ensure rapid industrializations for developing countries like Bangladesh. The authors
identified the main problems for SMEs of Bangladesh, e.g. the performance of SMEs especially in terms
of the employee turnover rate, allocations of funds, quality assurances and marketing activities have
been found significantly below the international standard. The SME sector gets negligible support
from the government, so the development rate of SME’s is unsatisfactory. The authors suggested
that the Bangladesh government should pay attention to some areas, such as financial arrangements,
the provision of infrastructure facilities, an appropriate legal framework and launch national quality
policies, etc. as these would be very helpful in poverty alleviation from the country.

Moktan [38] stated that 98% of the private sector of Bhutan consists of SMEs and it is believed that
they can play an essential role in the expansion of the economy, generating employment and reducing
poverty. The authors analyzed some challenges on SMEs in Bhutan by conducting a questionnaires
survey from 168 SMEs. The results indicated that major challenges are related to restrictive business
regulations, infrastructure, finance and a lack of government support to SMEs. For reducing poverty,
economic growth and development, the Royal Government of Bhutan needs to promote the growth
of SMEs.

Vijayakuma et al. [39] analyzed the contribution of SMEs in economic development and poverty
alleviation in Sri Lanka. They examined the status and economic growth of SMEs. The authors
employed primary and secondary data for analysis. The findings showed that SMEs have played a
vital role in developing economic growth, the accumulation of capital, employment generation and
poverty reduction.

According to Gamage [40], the SME is the backbone of all developing and developed
economies through generating employment, reducing poverty and contributing to the growth of GDP.
For developing nations, it is very important to focus on the establishment of SMEs to increase their
economies. The author argues that if countries do not realize the importance of SMEs at the early
stage, then they leave behind the developed economies and have to give additional effort and time to
improve their SME sector to accomplish the goals of employment, alleviating poverty, raising their
productivity level and developing economic growth. In Sri Lanka, efforts have been started earlier
but they are not sufficient. They need to make infrastructural and institutional arrangements for the
development of the SME sector for youth and output levels.

Vijayakumar [15] analyzed the impact of SMEs in economic growth and poverty reduction in
Sri Lanka. Secondary data has been used as a source of information. The finding showed that the
impact of SMEs on economic growth and poverty alleviation is statistically insignificant. For reducing
poverty, the government should do an effective move for the promotion of SMEs and thereby boost
economic growth.

Previous literature showed conflicting results [32]. Thus, the purpose of this study is to find
further accurate results regarding SMEs and poverty alleviation in the SAARC region.
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3. Materials and Methods

3.1. Data and Choice of Variables

To examine the effects of the SME on the eradication of poverty in the SAARC region, quantitative
research methodology was used which reflects the positivist research philosophy. In this study, the unit
of analysis contains a group of firms or SMEs which are contributing to manufacturing items and
services. SME growth was measured through the SME share in GDP in respective countries. Poverty
was measured on the basis of the study of Beck and Kunt (2005) which measured poverty through
the poverty gap, headcount ratio, public expenditure on the poorest 20% as a percentage of GDP,
the poorest 20% income holders as a percentage of GDP and the severity of poverty [41]. In a recent
document, “Poverty and Shared Prosperity” (2018), published by the World Bank, certain measures
of poverty have been discussed such as consumption and income-based measures of well beings
and the multidimensional poverty index. These measures are focusing on income availability for an
individual to become free from poverty. In the present study, the income holders of the poorest 20% as
a percentage of GDP (YP) in the respective countries was used as a proxy for poverty. This is one of
the income-based measures of well being. It has been also used in previous studies, such as [4,42].
The main rationale behind this variable is that when the poorest 20 percent income increases due to
growth in SMEs, then it reflects that poverty has reduced in the respective countries. Other economic
variables like the openness index, high tech exports as a percentage of GDP, the human development
index (HDI) and the growth rate per capita were included, making a comprehensive analysis.

For data collection, various sources were used. The main sources of information were the world
development indicators (WDI), the publication of the SAARC Secretariat and economic surveys of the
respective countries. A set of a balanced panel of data was developed to see the impact of the SME on
poverty in the SAARC region.

3.2. Data Analysis

In the present study, two research methods were used. Firstly, the fixed effect method was used
to obtain the objectives of the study and secondly, multiple regression models were further used.
The main justification for using these two techniques is the nature of the data and their outcomes.
In the present study, the nature of the data is a panel which is a composition of cross sections (number
of countries) and time series (1990 to 2015). If the data consists of time series and cross-sections,
the panel dataset would be an appropriate method for making an analysis [43]. In static panel data set,
there is no need to check the stationarity of data. There are two situations when we check it; If we
are doing cointegration analysis for time series data or we are analyzing dynamic panel, in which
generalized method of moments (GMM) technique was used [44]. For the static panel data set, two
estimation methods were used, the fixed effect method and the random effect method. In the preset
study, the balanced panel data set was used for which the fixed effect method has been recommended
in the literature [45]. To cross check the effects of the SME on poverty at a country level, a multiple
regression analysis was performed. The results of a regression analysis has been discussed separately
with a time series data of the respective countries.

The fixed effect method was used because of the significant value of the Housman Test. The
Housman test stat for the present study is (7.16) with a P-value (0.001) which reflects that the fixed effect
method is justified for the static panel data set. The fixed effect model was developed in Equation (1).
A software; E. Views-10 has been used to analyze the data.

The results of the panel study are discussed in Table 1. Keeping in view the fixed effect results,
it was observed that the results were misleading and contradicting with the theory due to the variation
in the scale and size of the SMEs in the respective countries. To check the effects of SME growth on
poverty in the countries exclusively, multiple regression models were established for three countries:
Pakistan, Sri Lanka and India. The results of these regression equations have been explained in Tables
2—4 respectively.
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There are three sets of regression equations in which the effects of SME growth on poverty in the
respective countries were examined. It has been discussed that poverty is measured based on the study
of [41] with the poorest 20% income holder (YP). The main rationale behind this measure is that if the
poorest 20 percent income is increasing due to SME growth, it reflects that poverty has reduced within
the country. The regression Equations (2), (3) and (4) are presented as follows.

Fixed Effect Model for SAARC Region:

YP;; = apit + a1SMEG;j; + apOPl; + asHTXGjt + ayGRPCj; + €44 1)

where i: 1, 2, 3, 4, 5 (number of countries); t: 26 (Time period), YP: Poorest 20% Income holder of

population, SMEG: Share of SME as a percentage of GDP; OPI: Openness Index; HTXG: High Tech

Exports as Percentage of GDP; GRPC: Growth Rate Per Capita; HDI: Human Development Index
Regression Model for Pakistan:

YP = ag + a1 SMEG + ap;OPI + asHDI 4+ a4GRPC + & (2)
Regression Model for Sri Lanka:
YP = ag + a1 SMEG + apOPI + a3HTXG + asGRPC + & (©)]
Regression Model for India:
YP = ay + a1 SMEG + apOPI + asHDI + a4 HTXG + €3 4)

4. Empirical Results and Discussion

In the following Tables 1-4, the results of the fixed-effect model and multiple regression models
have been discussed.

Table 1. Results of the fixed effect method for the poorest 20% income holder in the SAARC region.

Dependent Variable: YP

Variable Coefficient Std. Error t-Statistic Prob.
SMEG 0.306809 0.078495 3.908627 0.0002
OPI —0.025127 0.006905 —3.639124 0.0004
HTXG —0.056173 0.046758 —1.201359 0.2319
GRPC 0.367810 0.054255 6.779253 0.0000
C 5.738266 0.461967 12.42138 0.0000
R-squared 0.371517 Durbin-Watson stat 1.779941
F-statistic 18.47287 Prob. (F-statistic) 0.000000

Table 2. Regression results for Pakistan for the poorest 20 % income holders.

Dependent Variable: DLOG(YP)

Variable Coefficient Std. Error t-Statistic Prob.
DLOG(SMEG) —0.206458 0.049608 —4.161790 0.0007
DLOG(OPT) 0.426179 0.100426 4.243731 0.0006
DLOG(HDI) 0.300255 0.118555 2.532626 0.0222
DLOG(GRPC) 0.010984 0.008675 1.266161 0.2236
C —0.008478 0.005555 —1.526209 0.1465
R-squared 0.661042 Durbin-Watson stat 2.356236

F-statistic 7.800872 Prob. (F-statistic) 0.001096
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Table 3. Regression results for Sri Lanka for the poorest 20 % income holders.

Dependent Variable: LOG(YP)

Variable Coefficient Std. Error t-Statistic Prob.
SMEG —0.001199 0.002975 —0.403018 0.6914
OPI —0.000649 0.000557 —-1.163792 0.2589
HTXG 0.001589 0.002972 0.534829 0.5990
GRPC 0.003807 0.000922 4.128014 0.0006
C 2.199393 0.041396 53.13080 0.0000
AR(1) 0.869476 0.048266 18.01417 0.0000
R-squared 0.959887 Durbin-Watson stat 1.897930
F-statistic 90.93315 Prob(F-statistic) 0.000000

Table 4. Regression results for India for the poorest 20 % income holders.

Dependent Variable: YP

Variable Coefficient Std. Error t-Statistic Prob.
SMEG 0.171264 0.037308 4.590600 0.0002
OPI 0.047044 0.008212 5.728544 0.0000
HDI 5.913797 1.209333 4.890130 0.0001
HTXG —0.063745 0.038746 —1.645188 0.1148
C 7.182311 0.489129 14.68387 0.0000
R-squared 0.820041 Durbin-Watson stat 1.105174
F-statistic 23.92327 Prob (F-statistic) 0.000000

In Table 1, the results show that growth in the SME has a positive and significant effect on poverty.
The P-value is less than 0.05 and the T-value is above the threshold which shows the significance of the
results [46] which implies that SME growth is inevitable to alleviate the poverty in the SAARC region.
Another important result is about trade openness. The T-Stat of the openness index indicates that there
is a significant effect on the poorest 20% income holder. It means that more of an inclination towards
trade promotion has positive significant effects on poverty. In other words, the SAARC countries
must promote bilateral trade and intra-trade relations among member countries to alleviate poverty.
Here, the sign is negative which is navigating from trade theory. It means that when trade openness
improves, the share of the poorest 20 percent income holder would decrease which is misleading.

Normally, if trade openness improves, it leads to amplifying economic activities. To meet the
increase in demand for goods, more labor is required which leads to improvement in employment.
When employment increases, it directly hammers poverty. In the authors’ opinion, it is because of a
variation in the magnitude of trade in the respective countries. One of the important results of the
study is that the per capita income growth rate has positive and highly significant effects on poor
people of the region. The value of P is less than 0.05 and T- value is 6.77 which is above the cutoff
point [47]. There are two methods to increase per capita income: First is to increase national income
and second is to control the population growth rate. In other words, if the population growth rate is
less than the growth in national income, then per capita income would increase. If the growth in per
capita income increases then the poverty level would reduce significantly. Another significant result
that T- statistic for high tech exports as a percentage of GDP (—1.20) is depicting insignificant effects on
poverty in the region. The overall significance of the model has judged through F-stat (18.47) which
explains that the model is significant. In panel studies, the significance of the value of R-square is
minimal. The value of D.W Stat (1.77) represents that there is almost no autocorrelation. Our findings
are consistent with the previous research results of Eneh [48], Agyapong [49] and Aina [50].

Table 2 explains the empirical results of the regression analysis. There are three variables (SMEG,
OPI, and HDI) for which the P-Value is less than 0.05 and the value of T is above the threshold which
shows the significance of the results [51]. These variables show a highly significant impact on poverty
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in the respective countries. In other words, the respective region must focus on three main sectors of the
economy to culminate at the grass-root level: the SME sector, the external sector and the social sector.
SMEs play an important role in alleviating all types of poverty, which is one of the major problems in
the SAARC region. The government may focus on conducive public policies for the promotion of the
SME sector in the respective region. Secondly, the external sector is one of the key sectors to promote
economic activities.

The key element, which is essential to reduce poverty, is the promotion of trade. The increase
in trade volume may amplify the labor demand. Any activity which is resulting in generating the
employment opportunities is essential for reducing poverty. The third important sector, which is
neglected by almost all the countries in the SAARC region, is the social sector. The human development
index (HDI) is the composition of three main components: life expectancy, literacy rate and real GDP
per capita. The results of the present study also focus on the importance of HDI for poverty alleviation.
The T-Stat of HDI (2.53) shows a positive and significant effect on poverty. These results are in line
with the previous study of Ali [32] and Wijesinghe et al [52].

The current phase of political instability in Pakistan has further aggravated the economic situation.
All the leaders of political parties are striving their best to convince the general public with hollow
slogans. The political maturity in the people is very minimal. The people are emotionally attached
to their respective political parties based on their castes, races and regions but not with the national
interest. In this scenario, any type of planning, either short term or long term, for the social sector is next
to impossible. However, the hope for a better future is a key to progress. Further, it depends on the next
government on how they prioritize their line of actions for economic and social sector developments.

Table 3 depicts the impact of growth in the SME on poverty alleviation in Sri Lanka. The results
show that the growth rate in per capita (GRPC) has a high positive significant impact on the poorest 20
percent income holders with a P-value of 0.000, which is more or less than 0.05. In other words, if the
governments of SAARC countries become successful in increasing their national income, then poverty
would drastically reduce. Further, if they are becoming successful in reducing their population growth,
then poverty may also decrease. The second important result is that SME growth, OPI and HTXG,
have an insignificant impact on the poverty level in Sri Lanka. These results are consistent with prior
studies, such as [53]. From the results, it has been observed that there is a problem of autocorrelation
because of the low value of D.W. value. To resolve this problem, the auto-regressive (AR-1) method
was used. The results show that there is almost no autocorrelation because the value of D.W (1.89) is
closer to 2.

Table 4 explains the impact of growth in the SME on poverty alleviation in India. The empirical
results show that SMEG, OPI and HDI have a high positive significant impact on the poorest 20 percent
income holders in India. The P-value of these variables is less than 0.05, which shows a significant
effect [54]. One of the important results is the high importance of the openness index (OPI) which
consists of imports and exports of a country. The T- Stat of OPI is 5.72 which indicates the significant
and positive impact on the dependent variable (YP) which is a proxy for poverty. It reflects that
progress in the external sector is a powerful tool to reduce the intensity of poverty in the country.
The results further describe that there is a positive and significant impact of the human development
index (HDI) on poverty in India. The HDI covers the social and economic parameters of the country.
The results indicate that the improvement in social and economic indicators, such as the literacy rate,
life expectancy and GDP per capita have a positive significant role in reducing poverty. The government
of India must focus on economic and social parameters to reduce poverty.

Similarly, the growth in SMEs has a positive and significant impact on poverty in India. The T-Stat
of SMEG (4.59) shows its high positive and significant impact on poverty. These results are consistent
with prior studies like [41]. It means that growth in the SME is a backbone for improvement in economic
and social indicators by reducing poverty. The small enterprises require less expertise and less capital
to start the businesses which create new employment opportunities in the country. To promote small
businesses, the role of the banking sector is also inevitable which is beyond the scope of this study.
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If the credit facility by the commercial banks is friendly and conducive for small entrepreneurs, then
the pace of SME growth may amplify with drastic magnitude. Briefly speaking, the government of
India must focus on the improvement of SME growth to reduce poverty in the country.

The results further explain that high tech exports as a percentage of GDP (HTXG) has an
insignificant effect on poverty in India. The T- Stat of HTXG (—1.64) indicates that there is high potential
to improve the exports of semi-manufactured goods to reduce poverty in the country. In this regard,
the provision of basic infrastructure is a prerequisite for improving high tech exports. There is an
immense need to commence new programs for improving technical skills, export incentives, industrial
structure and innovative methods of production. R-Square represents the goodness of fit which lies
between 0 and 1. The value of R-square is 0.82 which indicates that 82 percent is explained by the
model. The overall significance of the model can be judged by F-Stat. The probability value is less than
0.05, which indicates that the model is significant [55]. Our results are compatible with the previous
research findings by Shrestha [56], which was conducted in Nepal regarding SMEs and poverty.

5. Conclusions, Recommendation and Future Research

The SME plays a notable role in the economic growth of both developed and developing nations.
In developing countries, SMEs contribute towards achieving sustainable development goals (SDGs) by
generating employment opportunities, fostering innovation, promoting sustainable industrialization
and reducing income inequalities. SMEs provide employment opportunities to many segments of
society across different sectors and geographical areas, such as low-skilled labor in rural areas and,
hence, provide opportunities for skill development [57]. SMEs become one of the key instruments
that drive a country’s financial, economic, political and social growth, and the main source of poverty
alleviation in developing nations [58]. The essential role of SMEs toward overall economic growth
has been documented extensively in the literature [59]. According to the authors” knowledge, very
limited studies have been conducted in developing countries, like the SAARC region. Therefore, this
study focused on examining the impact of SME’s growth on poverty alleviation in the SAARC region.
To achieve the prescribed objective, certain economic and social variables were selected based on prior
studies, like [60]. Two methods were used to make an empirical analysis: first, the fixed-effect method
and second are multiple regression models. The period of analysis consists of 26 years (1990 to 2015).
The main results of the study are in favor of the positive and significant impact of SME growth in
poverty alleviation. There are three main factors which are playing a pivotal role in reducing poverty
in the SAARC region: SME growth, openness of trade and social sector development. All these factors
are inevitable to reduce poverty in the region. The overall findings of our study are consistent with the
previous research results [28].

The current study contributes to the literature on SMEs and expands the knowledge by illustrating
the role of SMEs in poverty reduction. This study concentrates on the issue of poverty which is one
of the burning issues in SAARC region. Due to economic and social hardships, the inhabitants of
this region are having lack of job opportunities. The severity of poverty can be mitigated through
the promotion of SME sector and through bilateral trade among member countries. The findings
of this study showed the worth of SMEs in alleviating poverty in developing countries, especially
in the SAARC region. Another contribution is to spotlight main issues of the SAARC region and
their possible solution for the prosperity of regional countries. This study provides an understanding
that through collective efforts of member countries, the respective economies may transform to a
prosperous region. There are certain prerequisites which are essential for seeing the impact of the SME
on poverty alleviation. For instance, the regional economies must focus on the solution of regional
ties, trade ties and promote bilateral relationships. The findings of the present research are providing
future directions for policy makers to emphasize the promotion of the SME sector in the SAARC region
for the eradication of poverty. Secondly, macroeconomic issues like unemployment, poverty, income
inequalities and slow economic development may be resolved with collective efforts, coordination
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among the member countries and the k, promotion of trade volumes as it is evident from developed
countries regional blocks.

Therefore, it is the responsibility of respective governments to draft those policies which are in
favor of public interests and promote the welfare of people in the SAARC region. The government of
the respective countries should concentrate on the promotion of sustainable economic growth, price
stability, and employment generation to control poverty. The development of the SME sector is a
shortcut to alleviating poverty as it has been proved from the present study.

Keeping in view the results of the present study, there are certain areas that are suggested for
future research. For instance, to explore the area of expertise of human capital that is essential to
commence their small businesses. Similarly, the role of the banking sector in the promotion of SMEs
can be analyzed in future research. The future research studies may be conducted on the cost of doing
small businesses in developing countries, and to identify the main impediments and their proposed
solutions in the SAARC region.
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