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ABSTRACT

In the article, examines strategic approaches to poverty reduction through small business development. The study
findings indicate that small businesses contribute to sustainable development by increasing employment,
stabilizing incomes, and reducing interregional disparities. Central to the model is the expansion of opportunities:
developing personal potential through vocational education and training, and enhancing social opportunities
through the business model and supply chain. Effective management of financial capital reduces the risk of
poverty, while state policies and institutional support play a crucial role in strengthening the effectiveness of the
model.
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1. INTRODUCTION

At present, small businesses represent one of the key drivers of modern economic development, playing a strategic
role in expanding employment, reducing income inequality, and promoting inclusive growth. International
experience indicates that the development of the small business sector is directly associated with increased
economic activity, the creation of new jobs, and the sustainable growth of household incomes.! In particular, in
developing and transition economies, small businesses have emerged as one of the most effective institutional
mechanisms for reducing poverty.

At the global level, combating poverty constitutes a central focus of the Sustainable Development Goals (SDGs),
with the eradication of extreme poverty by 2030 set as a priority objective. Achieving these goals is viewed as
dependent on promoting entrepreneurship, expanding financial inclusion, and providing institutional support for
small businesses as key strategic avenues?. At the same time, although numerous empirical studies have confirmed
the positive impact of small businesses on poverty reduction, the sustainability of this impact, its underlying
mechanisms, and the required institutional conditions remain insufficiently explored.

In recent years, the Republic of Uzbekistan has prioritized the development of small businesses and private
entrepreneurship as a key direction of its economic policy, setting the strategic objectives of increasing
employment and reducing poverty. The number of small business entities, their share in the country’s gross
domestic product, and their contribution to regional development have been growing significantly. However, in
practice, uneven regional development of small businesses, limited access to financial resources, institutional
barriers, and the slow pace of digital transformation hinder the sector’s full potential in combating poverty.

Although existing scholarly literature extensively explores the relationship between small businesses and poverty,
most studies analyze this relationship in a fragmented manner and do not give sufficient attention to systematically
integrating strategic development approaches. In particular, in the context of transition economies, there remains
a need to evaluate the institutional, financial, and innovative components of small business development within a
unified strategic model. This underscores the necessity for in-depth empirical analysis and a comprehensive
conceptual approach in this field.

Accordingly, the aim of this article is to systematically analyze the strategic development approaches for
combating poverty through small business, to assess the effectiveness of existing policies and institutional
mechanisms, and to develop evidence-based recommendations for their improvement. Within the scope of this

1 World Bank. (2021). World Development Report 2021: Data for Better Lives. World Bank Group
2 United Nations. (2015). Transforming our world: The 2030 Agenda for Sustainable Development. United Nations.
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study, the impact of small businesses on poverty reduction, the role of state support policies, the level of financial
inclusion, and the influence of digital transformation are evaluated from both empirical and theoretical
perspectives.

2. LITERATURE REVIEW

Similarly, although the scholarly literature extensively addresses the role of small businesses in economic growth
and poverty reduction, these relationships are often analyzed separately. Most studies focus either on the impact
of small businesses on economic growth or on poverty reduction policies. However, the integration of strategic
small business development and poverty alleviation mechanisms within a unified conceptual model remains
insufficiently explored.

Moreover, in the context of transition economies, empirical research on strategic approaches that integrate the
institutional, financial, and innovative components of small businesses is limited. Existing studies often focus on
short-term outcomes and do not sufficiently consider long-term sustainability factors. This constrains the ability
to fully assess the potential of small businesses in poverty alleviation.

Therefore, this study aims to analyze strategic development approaches for combating poverty through small
businesses within a unified conceptual model and to empirically assess the role of institutional and political factors
in the context of transition economies. This approach addresses the existing conceptual gap in the literature and
provides policy-relevant insights for decision-makers.

The role of small businesses in economic development was initially conceptualized by J. Schumpeter (1934), who
identified innovation and entrepreneurship as central drivers of economic dynamics. According to Schumpeter’s
theory, new enterprises reshape market structures, accelerate technological progress, and facilitate more efficient
utilization of resources. This framework has subsequently served as a theoretical foundation for explaining the
long-term contributions of entrepreneurship and small businesses to economic growth.

Within the framework of institutional economics, North (1990) emphasized the quality of institutions as a critical
condition for economic development, demonstrating that the efficiency of small businesses is directly dependent
on the legal environment, property rights, and contractual mechanisms. Similarly, Acs, Audretsch, and Lehmann
(2018) interpret entrepreneurship as the “micro-foundation” of economic growth, highlighting the role of small
businesses in knowledge diffusion and the commercialization of innovations. These studies underscore that small
businesses should be regarded not only as a source of employment but also as institutional drivers of economic
transformation.

At the same time, theoretical literature notes that small businesses do not automatically contribute to economic
growth. Baumol (1990) distinguishes between “productive” and “unproductive” entrepreneurship, emphasizing
that in environments with weak institutions, small businesses may be directed toward rent-seeking and informal
activities. This highlights the strong dependence of the socio-economic effectiveness of small businesses on the
institutional environment.

Empirical literature widely confirms the positive impact of small businesses on poverty reduction. Beck,
Demirgiic-Kunt, and Levine (2007) analyze the relationship between financial development and inequality,
demonstrating that expanded access to small business financing is associated with a reduction in poverty levels.
Similarly, Dollar and Kraay (2002) provide empirical evidence that economic growth benefits the poor, with small
businesses acting as a key mechanism through employment generation.

Banerjee and Duflo (2011) analyze poverty reduction strategies at the micro level, noting that small
entrepreneurship programs play a significant role in increasing incomes, although their impact is often context-
dependent. Minniti and Naudé (2010) examine the relationship between female entrepreneurship and poverty,
highlighting that without gender inclusion, the social impact of small businesses remains limited.

However, empirical findings are not uniform. Some studies indicate that the impact of small businesses on poverty
reduction is short-term and unstable (Mead & Liedholm, 1998). In particular, in countries where the informal
sector predominates, small businesses are often characterized by low productivity, technological backwardness,
and limited market access. This suggests that the potential of small businesses to combat poverty can only be fully
realized in the presence of adequate institutional and financial conditions.
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The strategic development of small businesses is closely linked to government policies and institutional
frameworks. North (1990) and Rodrik (2004) emphasize the decisive role of institutions in economic outcomes,
highlighting that political stability, legal certainty, and low levels of corruption are essential conditions for small
business growth. OECD (2019) reports stress that small business policies should not be limited to financial support
alone but should be integrated with infrastructure development, education, digital transformation, and mechanisms
to promote exports.

World Bank (2021) studies recognize small businesses as a crucial instrument for promoting inclusive growth.
However, to effectively fulfill this role, it is necessary to expand access to financial inclusion, credit markets, and
digital platforms. At the same time, excessive government intervention may distort market signals and lead to
inefficient allocation of resources.

Literature on transition economies often criticizes small business development policies for being fragmented and
short-term in nature. In these countries, entrepreneurship support programs are frequently limited to tactical
measures rather than strategic objectives. As a result, the institutional role of small businesses in combating
poverty is not fully strengthened.

3. RESEARCH METHODOLOGY

In this study, strategic approaches to combating poverty through the development of small businesses were
substantiated using analysis and synthesis, comparison, generalization, a systematic approach, and economic-
statistical methods. Specifically, the activities of small business entities were analyzed based on official statistical
data of the Republic of Uzbekistan, regulatory and legal documents, and reports from international organizations.
Their impact on poverty levels was evaluated using time series and correlation methods, and the results were
presented through tables and graphical illustrations.

4. ANALYSIS AND RESULT

The research results clearly demonstrate that the strategic development of small businesses constitutes a
systematic and long-term effective mechanism for combating poverty. Empirical analysis confirmed that an
increase in the number of small business entities significantly expands employment opportunities, ensures stable
growth in household incomes, and contributes to reducing regional social inequalities.

Institutional support, expanded access to financial resources, and modernization of entrepreneurial infrastructure
further enhance the socio-economic impact of small businesses. The findings scientifically substantiate the
necessity of positioning small business development as a central priority within the national strategy for poverty
reduction.

Thus, it represents a multi-stage strategic approach based on a comprehensive assessment of the level of poverty
and the risks associated with its emergence. Analysis of the presented data indicates that priority directions aimed
at minimizing poverty among vulnerable groups and preventing its occurrence have been identified, forming the
basis for a system of targeted objectives.
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Figure 1. Systematic framework for developing a comprehensive poverty reduction strategy 3

3 Research work based on theoretical knowledge
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At the next stage, it is envisaged to systematically reduce the risk of poverty by enhancing the effectiveness of
social assistance, implementing preventive mechanisms, and developing specific, measurable measures.

As a result, this approach manifests poverty not merely as a current condition, but as an integrated strategic
mechanism designed to identify its root causes early and proactively address them.
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Figure 2 Mechanism for reducing poverty through the activities of an enterpi‘ise 4

This figure illustrates a systematic, multi-stage mechanism for reducing poverty through enterprise activities. In
this process, the expansion of opportunities occupies a central role: enhancing personal potential through
vocational education and training contributes to the development of human capital, while increasing social
opportunities through the business model and supply chain fosters the formation of social capital. These processes
are integrated with mechanisms for expanding opportunities within the enterprise and self-development, aiming
to accumulate financial capital, facilitate the escape from poverty, and reduce the risk of returning to poverty.

5. CONCLUSION

Based on the above analysis, we summarize the conclusions and the achieved results:

The research results indicate that the strategic development of small businesses holds integrated significance as
an effective and long-term mechanism in the fight against poverty. The activities of small business entities directly
contribute to sustainable development by increasing employment, stabilizing household incomes, and reducing
interregional socio-economic disparities.

Within this model, the expansion of opportunities occupies a central role: personal potential is developed through
vocational education and training, while social opportunities are enhanced through the business model and supply
chain. These processes are harmonized with mechanisms for self-development within the enterprise, ensuring the
efficient management of financial capital and significantly reducing the risk of returning to poverty after having
escaped it.

As a result, the study confirms that poverty should be viewed not merely as a current condition but as a
phenomenon whose root causes can be sustainably addressed through a systematic multi-stage strategic model.
This approach facilitates the achievement of sustainable socio-economic outcomes by expanding opportunities,
developing personal and social capital, and efficiently managing financial resources. State policies and
institutional support play a crucial role in further enhancing the effectiveness of this model.

4 By Made Author
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