
ADDIS ABABA UNIVERSITY 

SCHOOL OF GRADUATE STUDIES 

COLLEGE OF DEVELOPMENT STUDIES 

INSTITUTE OF RURAL DEVELOPMENT 

A CASE STUDY OF NON-FARM RURAL LIVELIHOOD 
DIVERSIFICATION IN LUME WOREDA, OROMIYA REGINONAL 

STATE 

A THESIS SUBMITTED IN PARTIAL FULFILLMENT OF THE 
REQUIREMENT OF TIlE DEGREE OF MASTER OF ARTS IN 

DEVELOPMENT STUDIES 

BY: FIKRU TESFAYE 

.. . .. -

JUDe 2008 



ADDIS ABABA UNIVERSITY 
SCHOOL OF GRADUATE STUDIES 

COLLEGE OF DEVELOPMENT STUDIES 

Title 
A Case Study of Non - Farm Rural Livelihood Diversification in Lume 

Woreda, Oromiya Regional State. 

BY 

Fikru Tesfaye Atsmegiorgis 

DEVELOPMENT STUDIES 

APPROVED BY THE BOARD OF EXAMINERS 

INTERNAL EXAMINAR 



ACKNOWLDGMENTS 

lowe special thanks to my adviser Dr. Degefa Tolossa of College of Development 

Studies (CDS) at Addis Ababa University, who guided and assisted me through this 

research and offered me very va luab le comments. 

[ wou ld like to thank the people wi thout whom the field work would not have been 

possible, namely the four enumerators, the supervi sor, the facilitators , the household 

members, key informants, and case individuals / households. 

[ am also very grateful to the various heads and experts of Government Offices in Lume 

Woreda, especially the Woreda Agricultural Office, for providing me the data and 

information [ sought. 

Special appreciation is extended to my wife, Amsale Bekele, whose assistance in data 

entry, in addition to the encouragement and support she offered me, was critical for the 

timely completion of the study. 

. 
J. 



TABLE OF CONTENTS 

Acknow ledge men ts ...................................................... . 
Contents ............. ... ...... . ........ .... ... .. ..... .... ....... . . . ... . ..... . 
Abstract. ...... .. ................ . ......... ... ... ... ........ .. .............. . 

I. Introduction ......... .... ... ....... ... ..... . . ... ....... . . ..... .. .... .... ......... ... .... . 
1.1 Background and Statement of the Problem .................... .. . ... .. ....... ... .. .. 

1.2 Research Objecti ve .......................................................... .. ........ .. . 

1.3 Significance of the Stud y ....... .......................... .... ........ .. 

1.4 Limitations of the Study .... ............... . 

1.5 Structure 0 f the Thes is ....... . ... ....... .. ... .. . .. .... .. . ..... ........ . ............ .... . 

2. Methodology ........ . ............................. . .......................................... . 

2. 1 The Study Population and Site Selection .... .. .... . .. ... ...... .. .. . ... ...... . .. .. .. . 

2.2 Methods ................................................... . . .... .......... . ........... . .. 

2.3 Selection of Households and the Fi eldwork ........ .. ......................... . ... .. 

2.4 Data Processing and Analysis ................ ... ..... . .......... . ...................... .. .. 

3. Previous Research on Non-Farm Rural Livelihood 
Diversification .. ....... ... .................. . .......... .... .... ...... . . . .. '" ... ....... . 

3.1 The Conceptual Framework ....... . ... .. ... . ... .. .. .. ...... .. ..................... . .. . 

3.2 Definition s ....................................................... ... ...... " .. " . . . ... .. .. 

3.3 Motivations and Determinants of Diversification ....... ... ...... .... .......... .. .. . 

3.4 Non- farm Diversi fication and Poverty Reduction . ......... ........ ... .... ...... ....... . 

3.5 Linkage between Agri cu lture and Non-farm Acti vities ........ .. .. ... . .... ... .... . 

3.6 Diversification in the Context of De agrarian is at ion ....................... ... .. . .. . 

3.7 Research on Rural Livelihood Diversi fi cation in Ethi opia .......... .... ........ .. 

4. Background on the S tudy Population and the Farm Economy 

4.1 Lume Woreda and the Study Kebeles .... .. .... .. .................................................. .. 

4.2 Demographi c and Social Characteristics of the Stud y Population 

4.3 The Farm Economy in the Study 
Sites . ...... . ......... . .. . ... . .... .. ............................... .. .............. .. .. .......... .... .... .. 

Page 

ii 
iv 
I 

1 
6 
7 
7 
8 
10 
10 
11 
12 
17 
20 

20 
22 
2S 
27 
29 
33 
34 
39 
39 
44 
48 

5 Activities of the Non-farm Economy and Diversification S8 
Patterns . ... ........................................ ... . ...... ..................... . . .. ... . 

5. 1 Participation Rate.. .. ..... . . .... . ..... . ........ .... .... ... .. .. .. .. .. . . .... ... .. ..... ... .. S8 
5.2 Sub-sectoral Composition and Employment ...................... ...... .......... ...... .. S9 

5.3 Employment Status of the Sampled Households and Characteri st ics of the 66 
Non- faml Acti vities........ .. . .. ... . .................................... . 

5.4 Motives for Starting Non- farm Act ivities ......... .. .. .. . ... .. ' .... .. .......... ..... .. 

6 Income Structure and Diversification ...... ..... .. ................. ... ...... ..... .. 

6.1 Overall Income ... . ..................... . .................... ... ... ...... ..... . . .. ....... . 

6.2 

6.3 

Crop Income . . ...................................... ... ... ...... . ...... .. . .. .. . . ..... .... . 

Li vestock and Li vestock Prod ucts lJlcome .... .. ...................... ' " ........ , . .. 

_._-----

70 
72 
72 
73 
73 

.. 
11 



6.4 Income from Wage and Salary Employment.. .. .. . . .. . .. . . .. . ... . . ........ .... ..... .. ... . 75 
6.5 Enterpri se / Business lncome......................... .. . .. ... .. ...... ........ .. ............. 75 
6.6 Other Income............... . ..................... .. .. . .. .. ... .. ....... . .. ........... .... .. .... 76 
6.7 Income Structure.. . .. .. ............ . .................. .. ..... .................. .. . ....... 80 
6.8 Purpose and Use oflncome................... . .......... ... .. .. . ... ......... .... ... . .. 82 
7 Determinants of Divers ification.. . .. . .. . ... .. .. . . . .. .. . . ...... ..... .. ... ... ... ... .... 83 

7.1 Description of Variables . .... ... .. ............ .. . . ... ... .. .. .. .. . ..... . .. . .. .. .. . ....... 84 
7.2 Hypothesis and Expected Sign of Determinants.. ... .. .. ... ........ ....... .... ..... 85 
7.3 Estimated Results and Discussion..................... . .......... ............... ....... .. . 90 
7.4 Performance of the Models and Evaluation of Results. . .. .. . . . .. . . . .. . ...... . .... 98 
7.5 Diversification Effect on Total Income.... .. .................. .. .... ..................... 101 
8 Constraints to Non-farm Rural Livelihood Diversification 103 

8. 1 Lack of Access to Capital and Credit .. .. .... .. ...... .. ............ .. ...... .. .. .. .. .. 106 
8.2 Local Infrastructures.. .......................... ... .......... .. . .. ..... ...... .. .. .. . ... 110 
8. 3 Skill Development and Business Support Structure...... .. .. . ........... .... .. .. . 111 
8.4 Land Tenure.. . . . ... . . . ........ . ............... .. ................ .. ... . .... . . ... ... .. .... 112 
8.5 Other Constraints................................. . . .. . .. .... .... . .... . .......... . ...... 114 
9 Summary and Conclusion............ ...... .. ...... .. .... ...... .... .. .... .. .. .. ...... 115 

9.1 Summary.. . . ... . ...... .. ... . . . ........ ... . . . .... . .. .. .. .. ... .. .. . .. ... ......... .. ... . .. ... 115 
9.2 Conclusion. . ... .. . ...... ............... .. ... .. ..... ... ... . .. .. . .. . ......... .. .. ........ .. . 119 
9.3 Implications fo r Policy. . ..... .. . ............ .. ... .......... .. .. .... .. .. .. ..... .. ... .. .. . 122 
9.4 Implications fo r Research......... . . .... . ... ...... . .......... . .. . . .. .. . ..... . ...... .. ... 123 

REFERENCES .... ...................... .. ..... .. .. . .. . .. . ........ . ... ..... .... .. ..... ... 124 
ANNEXES 

... 
I tl ---



ABSTRACT 

The objective of this thesis was to examine, on a case study basis, dominant patterns of 
non-farm rural di versification and identify and analyze the key constraints and 
opportuniti es as well as the determinants and principal motivations behind non-farm 
di versi fication. 

A blend of qualitative and quantitative methods was used where structured household 
questionnaire survey, quali tative investigation and part icipatory assessment was 
combined with a review of previous researches on the subj ect at loca l and developing 
countries level. 

Generally, the study showed that rural households in the study Kebeles have divers ified 
Jl1comes, engage in diversified activities, and non-farm li vel ihood diversification is 
important. 

The results indicated that diversification into 10w-entry-batTier, low-retum actIVItIes 
predominate. Diversification into high value, high return activities are virtually absent. 
Micro-enterprise based di versification, while generally limited, is dominated by petty­
trade and household-level small-scale activities. Manufacturing comprises a negligib le 
part of all non-farm activities. 

Lack of access to su ffi cient fixed and working capital is a maj or constraint to undertake 
high-return non-farm activities. Poor infrastructure, especially lack of electricity, is also 
found to constrain diversification. Divers ification among the ' farm-ri ch ' was found to be 
very uncommon. The greatest extent of diversification was amongst the ' poor ' and 
'medium ' inhabitants. Although tenura l security is hard ly a problem, diversification in 
the study sites is to a great ex tent associated with negati ve circumstances related to 
landlessness, especially among the youth. 

The results also indicated that diversification is significantly influenced by household 
head education and age. Other household characteristics, though positively or negatively 
associated wi th diversification, are not found to sign ificantly influence diversification. 
This study has also confil1l1ed the empirica l findings of many other studies that an 
increase in income diversificati on leads to a rise in total income. 

The impact of proximity to urban center on diversification is fou nd to be negative. 
lnstitutiona l ownership of the non-fatm economy lacks wh ile proclamations and 
regulations on land use and investment gloss over non-faml activities. Diversification 
among the poor is enhanced by access to natural resources as evidenced by sign ificant 
participation of unemployed and landless persons in river sand and stone quatrying as 
well as pottery in the study sites. 



CHAPTER 1 

INTRODUCTON 

1.1 BACKGROUND AND STATEMENT OF THE PROBLEM 

1.1.1 BACKGROUND 

Many researchers in the field of rural development tend to agree that the number of poor 

people in rural areas of Ethiopia exceeds the capacity of agriculture to provide 

sustainable livelihood opportunities. Even with a decline of fertility rates, and a slowing 

down of population growth, this situation is believed not to change significantly. Whilst 

there is a potential for out-migration, urban centers carlllot be assumed to be capable of 

providing adequate livelihood opportunities for all those unable to make a living 111 

agriculture. This indicates a potentially important role for rural non-farm activities 111 

reducing poverty in rural areas. 

It has become increasi ngly difficult to expand agricultural employment in Ethiopia. 

Because of rapid population growth, the average farm size has declined to less than one 

hectare (Mulat, 2001 :20). Sub-economic holdings, landlessness, soil degradation, low 

level of technology utili zation and increasingly unreliable and errati c rainfall have 

resulted in widespread poverty and vulnerability. Even if farms are not physically sub­

di vided, intergenerational land sharing occurs that reduces the effective land area for 

individual households. 

Four poss ible and overlapping pathways are frequently suggested by policy makers and 

analysts, both national and international: Intensificat ion of smallholder agriculture, 

commercialization of agriculture, 'depopulation' (resettlement), and livelihood 

diversification. 



With regard to the first and second , i.e., intensification of smallholder agriculture and 

commercialization, the average farm size is considered by many to be too small to allow 

sustainable intensification and commerciali zation. 

Concern has also been raised about the viabi lity of the third option, i.e., resettlement 

strategy, on the grounds that it is an evasion of real problems and marred by bad 

implementation records in this country in the past. 

Only diversificat ion into non-farnl acti vities, fostered by farm-led economic growth thus 

seems to make sense. Hence, over the past decades , farm household diversification into 

supplementary activities has slowly crept on the agendas for research on and 

development of rural livelihoods. Several studies conclude that invo lvement In 

supplementary activities is positively related to farm productivity and contributes to 

pove11yalleviation. 

"Support to non-agricultural activities is also seen as a way of defl ecting from land tenure 

quagmires"(Bryceson, \ 999:47).In th is connecti on, Mulat (\ 997:3) observes: 

Although agriculture is unlikely to absorb all the new entrants into the 

labor market without declining land holdings and corresponding declines 

in per capita incomes, reduced access to land and declining farm size 

would not necessarily translate into underemployment and poverty if non­

farm activities could provide allernative employment opportunities. 

Gordon and Craig (2001 :7) a lso observe "rural non- farm activities may: 

• Absorb surplus labor in rural areas, 

• Help farm-based households spread risks, 

• Offer more remunerative activities to supplement or replace agricultural income, 

• Offer income potential during the agricultural off-season 

• Provide a means to cope or survive when fa rmingfa i/s. 
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FanTI households, as their income grows, increase thei r expenditure share on non-food 

items, thereby accelerating demand for non-farm goods and services such as housing, 

c lothing, schooling, hea lth, etc. To meet thi s growing demand, rural households 

increas ingly diversify into rural non-farm goods and services. 

Increasingly, productive modem agriculture al so requires inputs and serVIces, such as 

seeds, fertilizer, credit, pumps, processing facilities, which in tum create a growing 

demand for non- fann fimls that can provide these serv ices. 

1.1.2 STATEMENT OF THE PROBLEM 

[n Ethiopia, policy makers, by tradition, were favoring agricu lture as means of rural 

economic development for a long time. This excluded rural non-fanTI activities from 

much attention, thereby ignoring an important source of livelihood. During the reign of 

Derg, diversi fication has been actively di scouraged in Ethiopia. People were banned fi·om 

having more than one occupation. "Fanners were not allowed to engage in off-farm 

activit ies, hire of labor was restricted" (Tassew, 2002: 5). This resulted in a repression of 

non-faIm rural activities. 

The reported level of rural non-farm participation across Ethiopia van es largely. The 

typical variation li es between 10-35 per cent, though some authors find participation up 

to 80 percent. 

The present Ethiopian government is also cri ticized by some quarters for following rural 

development polic ies that neglect the role of ruralnon-faIm activities and their link with 

agriculture. Tassew (2002: I), for instance, argues that " this might be because the role of 

the rural non-fanTI sector is the least understood component of the rural economy, and its 

role in the broad development process is not well known. This knowledge gap has been 

reflected in the policies of developing countries like Ethiopia where there is no 

development policy that identifies and includes the rural non-farm economy. Agricultural 

min istries have instead focused on farm ing, and industry ministri es have focused on 

manufacturing" 
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The same author further notes that " it has been and still is unclear which government 

organi zation is responsible for the promotion of non-farnl activities in rural areas. The 

links between farm and non-farm activities are not fully recogni zed (Tassew, 2002:7) . A 

bolder assertion is made by E lli s (2004: 13) that "Eth iopia follows policies that trap 

people in Agriculture". 

A scrutiny of the Agricultural Development-led Strategy (ADLl) of the Ethiopian 

government, however, reveals that Ethiopian policy makers do in fact recognize the 

reciprocal linkages between agriculture and other sectors. Although small-holder 

agriculture is at the centre of ADLl, the growth strategy pursued under PASDEP is 

proposed to be driven by agricultural diversification and commerciali zation w ith a strong 

ex port focus. PASDEP also envisages strengthen ing of rural -urban linkages, invo lvi ng 

integrati ng markets, opening up the flows of labor, and access to income-earning 

opportunities between towns and surrounding areas. 

The Rural Development Policy and Strategy Paper of the Ethiopian Government (200 I) 

also explici tly recognizes the impol1ance of non-agricultural income diversification in 

rural areas and has devoted considerable space to elaborating tbe link between the faml 

and non-falm sectors. The document in fact states that "we can consider our rural 

development activities have achieved thei r goal on ly when agricu lture ceases to be the 

mainstay of the Eth iopian economy". 

Hence, in light of the above, although there are legitimate grounds for doubting their 

impact to date, and the seri ousness with wh ich they are pursued, it would not be a fair 

criticism to claim that "Ethiopia follo ws a rural development policy that traps people in 

agriculture"(Elli s,2004: 13). 

Policy aside, however, non-farm activities are acco rded littl e importance in rural 

community related discussions in Ethiopia. Moreover, although more and more NGOs, 

have become directly involved in farming communities, they are providing farme rs with 

a variety of services mainly focused on agricultural development , reforestation, soil and 

water conservat ion and rural water supply, and cred it for income generating activities. 
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The emphasis on rural non-farm activities, with some exceptions, IS minima l. The 

conventional sector-based approach employed to analyze the Eth iopian economy, 

categorizing it as agriculture, industry, etc ., has also made its own contribution to the 

relative neglect of the rural non-fann economy. 

As Elli s and Tassew (2005: xv ii) observed, "Ethiopia exhibits relatively few non-faml 

opportuniti es compared to other low income countries with simi lar or somewhat higher 

per capi ta incomes". They too, however, note that progress has been made in on-farm 

diversification, especiall y vegetab le production and improved water management. 

The relative absence of rural non-fann enterprises is also a feature of the Ethiopian rural 

economy confirmed in the Participatory Poverty Assessment (PPA) authored by Elli s and 

Tassew (2005 : x): 

Few households engage in non-farm activities and there seem to be 

various reasons why this is so, including lack of encouragement by district 

and kebele administrations, fear of sanctions such as loss of entitlement to 

land (even though such fea r is not grounded in public policy), social 

sanction on mobility, especially for women, and low cash in circulation in 

rural areas. " The report filrther notes that "it is probable that household 

livelihood porrfolios in rural Ethiopia are amongst the least diversified in 

Sub-Saharan Ajhca, and this means that lillie non-farm growth is 

occurring in small towns (Woreda centers), and, by extension, lillie also 

occurring across the range of urban seulements up to regional level. 

Future poverty reduction strategy thus requires a rebalancing of priorities so that 

promotion of agricu lture is placed in a broader contex t of facilitati ng the transition from 

farm to non-farm occupations in Ethiopia. 

People have to be encouraged and assisted to move out of the agriculture sector at a faster 

rate, and allowed to combine fann and non-fann occupations without real or imagined 

fears about losing their land ri ghts. 
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For thi s to be poss ible, there is a need for an in-depth understanding of the context (socio­

cultural , economic, agronomic) in which non-fallli rural livelihood options are pursued 

currently ,and in which new options can be developed. 

1.1.3 THE RESEARCH QUESTIONS 

An attempt is made to address the following research questions on a case study basis: 

What is the empirical evidence concerning the extent and nature of non-fallli 

diversi fication? 

What are the major policy, social, cultural and economIc problems and 

constraints for the development of non-farm activities? 

What kinds of policies and institutional support are necessary to alleviate 

constraints to non-farm diversification? 

What are the patterns, deternlinants and motives of rural households' 

participation in non-farm activities? 

What types oflinkage exist between farm and non-farm activities? 

What is the urban-rural linkage in diversification and the role of rural towns? 

What are the characteristics of households that diversi fy? 

1.2 RESEARCH OBJECTIVE 

1.2.1 OVERALL OBECTIVE OF THE STUDY 

The overall objective of thi s research is to undel1ake an intensive case study on rural non­

farm diversification of communities in Lume Woreda, located in East Shoa Zone, 

Oromiya Region. 

1.2.2 SPECIFIC OBJECTIVES 

The specific objectives are: 

I. To identify and analyze the key constraints and opportuniti es for non-farm rural 

diversification in the case study Woreda, and thereby explore the role of local and 

6 
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