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Abstract 

rhe isslle o/poverly is iIIlheforefi'ollt ill developillg COlllllries like Eihiol)ill. Wh ell \\ 'e look 

01 Ihe IIrj,ulI poverty profiLe ill Ethiopia , most of ollr citizells ore 1101 obie to lIIeCI II/('ir 

hllsie lIeeds IIlId poverlv is persistent. 011 the other halld, there is 1111 elllergellcc o/Iurge 

1I1I/()11111 o( illflo"" of remittance to the countrv fi'011l Ihe Ethiopioll Diosporll. Ilelice. Iile 

re/ulioll.':J/lljJ hCfl-veelJ relllillClllce olld poverty jJCrSiSleJl ce is wW(\ I;:cd ill fhis jJo/WI". 

This elll/Jirical si llelv 011 the relationship belweell rellliliOlice alld pOVCrll ' I'NslslCllce ill 

IIrhul/ households of Efhiopia found Ollt fha! there is (/ signijic(llll negative reluliolls/lIl ) 

he/Ii 'eell II, elll. 711i11 is households wiill relllillallce {lrc less fikd, ' to he I,oor. IJcsidn. 

relllillUllee helps households to escape poverly. II is alsofollild OW 111iI1Ihe II <,gill II'" illll)((el 

o/relllillu ll cC 011 poverty is lIIore pronollllcedfur hOllseholds \villl older heods. 



Chapter One: Introduction 

1. 1. Bacl,ground 

A glance at the Ethiopi an economy quickly reveals that Ethiopia is the poorest countr\" In thc 

world. According to a recent Wo rld Development Repo rt , the count ry has the 1m, eS I (;0: 1' IlL' I 

capita in the wo rld , and its purchas ing power parity adj usted GNP is rank ed 200111 oul 01' 211(, 

countries (World Bank, 2000). The se ri ousness of poverty in the coun try is a lso revealed b, 

human development indicato rs o f the United Nati ons Development Program (UN DP) . To Cil l 

some .. the Human Development Index (1-101) of Ethiopia is the six th lowes t out or 175 counlries 

in the wo rld. S imilarl y, the I-Iuman Poverty Index (HPI) ranks Ethiopia 91,1 ou t or94lb'c l op in~ 

countries (UNDP, 2003). Poverty in Ethiopia manifests itself in a number o f difle-renl \\" 1\,, 

Some of these are, the life ex pectancy at birth in the country is appro ximalelv 4() yea r, . ""hie h I' 

tOll low com pared to countri cs with high and medi um human deve lopment indices \\ here IllL 

(l, ·entge fo r lhese countries is 7-7--nnd 67 years, respectively. M oreover, roughly 7)1'0 ol~ til l..' 

population does not have access to an adequate and sa fe drin king water source. Thi, ligurc' i, 

highest even for countri es ex peri encing a low measure o f huma n development. The pen:cntage nl ' 

popU lation with access to su itab le sanitat ion is 12 per cent , which is significantl y lo\\cr th'"1 thl 

53 pC I' cent average fo r the Sub-Saharan Afri ca (UND P 2003 ). On the ot her hand. the ad,, 11 

ill iteracy rate at around 60 percent is significant ly hi gher than the avcrage for Sub-Sahar,lIl 

Afr ica and other develop ing count ri es. In adcJition to these, unable to get nutritional" ;lde'l ",ltc 

food. ,'Cry high in filllt mortalit y rate, ve ry low school enrollmcnt ratio. crowded 1l\)[I ,ill~ 

concii ti on anel so on are the condi tions Linder which most Ethiop ians are li ving. 



1.2. S tatement of the Problem 
I 

When we look at the poverty profil e of the country, most of our c iti zens are not able to meel Ih,'11 

ba sic needs and po ve rt y is prevalen t both ill rural and urban areas, w ith coverage or -l' ;Intl") 1 

percenl 0 I' the respecti ve popu lat ions (I M F, 2000). Some stud ies suggest I ha l I here l'\ i,1 ill f!h 

rales ofi ncidclicc ofpovcrty in urban Ethiopia evcn ifurban areas accoun t for onl y 15 pcrcenl 01 

the tota l Eth iopian population, Abbi (2003) di scussed that unlike thc find ings elsewhere in lil, 

devel oping wo rld , urban and rural poverty levels in Ethiopia are not dramat icall y diflc relll from 

each other. Depending on the ll1 ethodo logy adopted and the data analyzcd. thc cstill1," cd urhan 

overa ll poverty and food povert y range froll1 33 to 50 percent. 

Tile moSI ill1portant urban issues arc unemployment , hi gh food pri ces, large popul"t ion SlI,' , lad 

o f sanita tion. crowded housing condition and ll1i gra ti on from rural areas. The pl'llh lcll1 l>l 

unemploYll1 ent is severe in urban Ethiopia and characteri zed by a relati ve ly we ll-educated pcnpic 

i. e, most yo ung adu lt s who completed 12 years o f schooli ng but fail to pursue their co lk gc 

stuci ies arc unell1ployed, In addi tion, due to the recent cconomie poli cy cho ices made IIIXlcI" S,,\I) 

by the Ethiopian govel'll ment, since 1992. the ,unemployment situation further wo rsened , 1-"<)1 

instance, privati zat ion of state-owned cnterpri s~s and streamlining of thc civil scrvice h'l\c led t" 

the retrenchment of some wo rkers in urban areas, On the other hand. thc lining of suhsidies un 

basic goods and sc rvices, public ex penditure cuts, tax rc fo rm measures and monetary cunlr'ICli(lI ' 

ha\'C all contributed to the persistence of povert y amo ngst urban Et hi op ians (iVk konn ,'n, 1') ')'1) 

The othcr soc io economic inc idence wi th implicati on on urban povcrty is the pre\ "lence 01 

I-1IV/AIDS, whi ch erodes the househo lci ' s income ea rning capac it y s ince the di sease is hl gh"'1 

among the economical ly active househo ld mcmbers, The nUll1ber of' people li"ing \\ II I 



HI V/AIDS in Ethiopia is third largest in the world nex t to South Africa and India (I ~'II ' . ~tJtlll, 

On thc olile r hand , the il11pact of cl il11 ate shocks in ru ral areas is felt through higher priccs ;lIl ei 

migrat ion to th e cities from rural areas. 

Givcn the pers istence o f poverty in urb an Ethiopia and the el11 ergencc 01' large ;IIllolint 0 1' 

rel11ittances to the country frol11 the Ethiopian Diaspora, rel11i ttances can bc considered as onc 01 

thc overlooked facto rs as a way out fro l11 chronic poverty. Recently, rel11lttanccs have hecol11 c a 

crllc ial elel11 ent of globa lization as hUJ11an beings are now relati ve ly morc 1110bile than CI ('I 

be fore. A large nUl11ber of Ethiopians l11 igrates to developed na ti ons each year becausc 01 

pol iti cal and econo l11 ic reasons. It is estil11ated that there are about one l11illi on citi /ens 01' thl 

co uillry res ide abroad, The 111 0st int eresting point is that the assoc iated reJ11ittances "'" I' hl'cl' 

co ntinuously inc reas ing over til11e. Bes ides, EI-Sakka (2003) points out that rel11ittanccs ha l'l 

proved to be stab le over til11 e contra ry to the general expectat ion, The net offi ci al tnll1ste rs I tl' 

Ethiopi a[ frol11 the rest of the wo rld aJ11 0unt to 9,6 bill ion Birr in the fiscal yea r 2002/~ while IIlI 

al 'crage far the last fi ve yea rs stood at 6.4 billi on Birr (Brehanu , el. ai, 20(4), It can easily hI' 

guessed that th is a1110unt wo ul d have been large if no n-o ffi c ial transfers were included in Ihl 

estil11at ion, The consistency of rel11ittances and the increase in their vo lu111 e over tilll c h<l\ C " 

signifi cant il11plication (or ro le) in helping househo ld s to escape chroni c pove rt y, 

, 
However, contrary to the severity of chronic urban poverty, the locus of povert y anal ys is in 

Ethiopia focuses on rural poverty, Thi s is partly so because large proportion of the cOllnt n' , 

population resides in rura l areas, And in part due to prejudice Ihat gove rl1l11 cnt nriiei"b 

resea rchers and better-off city dwel lers exhibit towa rds the urban poor i, c. they lend tn blal11e Ihe 



urban poo r for the ir poo r liv ing condi ti on . Bes ides, thi s group sti gma ti zes th e urban pnm a, 

soc iall y undes irabl e and c rim ina ll y incli ned whereas the ir ru ral co un terpart s arc co nsidered '" 

innocc nt vict im s of underd evc lopment. Sometim cs th e urba n poor a rc dccmed to be re',pnnSlhl , 

for th e ir pred icament. On the o th er ha nd , the importance o f rem ittances as a way out to c hroni c 

poveny has no t yet been studi ed th ough re mitta nces pl aya s igni licant ro le in terms 01' po vc rt\ 

reduction in countries li ke o urs. 

1,3. Objective and significance of the Study 

In the po veny literature, chro ni c urban poverty has beco me an increasing concern aroun d thl' 

world. S imi la rl y, resea rchers a re now interested in studying the rol e o f rClll itl an ('cs ill thl 

processes o f deve lop m ent and poverty red ucti o n in less deve loped cou nt ries , Thi s is becausl' 

s tudi es have fo und o ut th at rem ittances have an im plication on poverty red uction. Nc\ 'cnhe le,s. 

when we look at th e parall e l st ucii es in Et hiopi a, thc re a rc on ly few s tud ies co nduct eci o n urha n 

po verty, Even these few st ud ies d id not try to assess the importance of re mitlances in th e povc rt , 

red uct ion process in th e country, 

Thi s s tud y is aimed at assessi ng the im pact o f remittances on c hron ic povert v in urb an f: th iopia n 

ho useholds, In do ing so, th e study asks th e quest io ns: ' Do rem itta nces pla y a signi II ('ant ",)ic' ill 

he lpi ng urban ho useho lds in Ethi opi a to escape c hroni c poverty~' ' If so, by how much <I" 

re m ittances he lp?' In the m ea n time, because of the use o f m ul tivariate anal ys is, th e stuch \\ ill 

answe r the ques ti on w hy some househo lds are c hroni ca ll y poor whereas others are not in urh'"1 

Ethiopia , T he po licy impli cation of the stud y w il l a lso be im ponan t s ince eco no m ic po licies. III 

Ethiop ia. sho ul d esse nt ia ll y foc ll s on poverty al lev iati on. 

\ 
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1.4. Limitation of the Study 

Th is study basicall y uses the Eth iopian Urban Household Survey conducted by the Departmcnl 

of Economics of Add is Ababa Univers ity. But the survey did not include the homeless poor in 

thc urban centers. Thi s underestimates urban poverty because most o f the urban poor arc' 

homcless and sleep on the streets or publ ic pl aces or li ve in ill ega l sellicments all <l chcal' 

board ing houses where the survey did not cover. Hence, the study might underesti matc the extcnl 

of urban poverty and the associated findings might be biased in re lation to thi s undercstima tion. 

However. the study uses thi s data as the survey enables us to answer important questions about 

the poverty conditi on of urban residents si nce the survey conta ins important information m , 

househo lds food and non-food expenditure, Income. remillances, consumpti on hahll '" 

employment, education, demographics, etc. 



Chapter two: Literature Review 

2. 1. Conce ptual Issnes of Poverty 

2.1 .1 Definit ions of Poverty 

At thc first in stance the co nccpt 01' po vert y seems stra ightforward w hi ch docs not 1\ Drl h I" 

di scll ss it in d etail. However, o nce o ne indulges himself in this co ncept he ca n eas il y undcrstand 

that cven the te rm poverty is fa r fro m obvious. The word poverty can have diffc rcnt dilllcn si0 ns, 

Bes ides, the li te rature on th e defini ti on of poverty pro vides man y different dcfinitions or " I"'t 

po verty is and each leads to a d iffe rent identification o f who the poo r arc, It is c lear th at dilTe re nt 

definitions of poverty ha ve diffe ren t implications on th e observed inc idence of POycrt y allli 101 

the di stribution o f th e poor over the soc ial sub group. Hcnce, difTe rent de fin it ion nl' pO W rI ) 

comcs wi th their own recommendat ions far addressing poverty reduct ion (Hagenaa rs "1ll1 I), 

Vo us. 1988 ). Thi s shows that defi nin g the wo rd povert y has a crucial ro le in poven y an ,II O'si" 

In th e literature there are three Illain schoo ls of thought co ncernin g po vert y. These are: th, 

wc lf~l ri s t sc hool , th e basic needs school and the capabi lit y school. It ha s been adopted dilTerel1l 

\\'a ys to defi ne poverty and to identify who the poor are by th ese schoo ls, But. these sch00ls ha', 

sOll1e thing in C01ll11l0n, which is a ll of th em judge a person to be poor wheneve r he or , he i' 

lackin g, with respect to a reaso nable l1l inimum, the parti cular thin g in qu estion as di scussed 11\ 

Loui s- Marie Asse lin, The debatc about povert y between these schoo ls is in takin g up Ihe natm. 

01' that missi ng thing. These three sc hoo ls of though t are di sc ussed in hrier ,n th e 1'"11",, III ; 

paragraphs. 

1 



The Welfarist School 

For the welfari st, pove rty is assoc iated with econol11 ic wei-being. Povert y can be said 10 C\i>[ in 

a given society when one or more persons do not attain a level of economic we i-being deemed In 

const itut e: a reasonabl e l11 in illlul11 bv the standards or that soci ety (Ravallion . 1<)9-1) ",,,.11111 ,, 

further di scusses that the concept of wei-being has to be reduced or laken as thc' I"t<l l 

consul11ption leve l deterl11in ing util ity. But th is ind irectl y il11plies that wall 'lrists recom mcild 

policies which increases the incol11e level to alleviate poverty. Loui s-Marie Assclin (~(HII ) 

po inted out that this school basically fall s back on rea l inco l11 e and co nsumption cx penses as 

indicators o r wei-being and hencc it is identifi ed as ' the incol11e approach to poverty.' 

T he Bas ic Needs School 

This school co nsiders the things that arc lacking in the lives of thc poor is a se l or ~()nds '' " ,' 

se rvices !; pec ifica ll y identifi ed and deemed to Illeet the basic human necds 01' all hum ,II1 hc·ill '," 

The goods in question are ca ll ed ' bas ics ' in the sense that their sat is facti on is seen as a pre , 

requisite to qua li ty or li fe; they are not initially percei ved as generators o f wei-being (I(ahec.,., .. 

1994). Lipto n (q uotcd in Kabeers) says, yo u have to ' be ' before yo u can 'wei -he'. In Ihe 1);I,i c 

needs approach the basic goods and services usually are adequate nutri ti on , shell er, Clol hi llg and 

others li ke basic education and so on. But it has to be kept in mind that thi s school argucs th"I III ' 

set or basic goods and services is different for different indi vidual s depending on age. se". 11'Jl" 

o r aCli l'ilY, etc o f the speci fi c individual that is under conside ration . One o r the major I'r,)hk l11 ' 

thai Ihi s school faces is how to determine the set or basic needs. Even pro Cess ionals II ho ,II' ,' 

supposeci to defin e the l11inilllul11 needs of an indi vidual cannot agree on Ihe delerminat ion 01 

bas ic nccds. 



The Capability School 

For this schoo l, the thing that is mi ss ing is neither utility nor gelli ng the basic nceds. it IS. 

howcver. hUl11an abiliti es or capabilities to achi eve a set o f functionings. [The relcl 'dll t 

fun ctionings can vary frol11 such clel11 entary phys ical ones as being we ll nouri shed. bcillg 

adeq uate ly c lothed and sheltered, avoiding preventabl e 1110 rbidi ty, etc to 1110re CO l11 plex soci ,Ii 

ac hi eve l11 ent s such as taking part in the li fe of the cOl11l11unity, being ab le to appear in puhli,' 

without shal11 e and so' on. These are rather general functionings, but. .. the spec ific fo rl11 thatthc'ir 

fulfilll11ellts l11ay take wou ld tend to vary fro l11 society to society (Al11a rtya Sen. 1992 ) 

This schoo l, thus. considers an indi vidual as poor if that person does not have the poss ihil it l t" 

achieve a cert ain set or runcti onings. 

2.1 .2. Measurement of Poverty 

There are a lot of in strum en IS that he lp us to see the type and ex tent of pove rt y in a gil ell soci etl 

These instruments can be broadl y categorized into two: poverty line and pove rt y Index . 

2.1.2.1. Poverty Lines 

The 1110st import ant issue that has to be addressed first in poverty analys is is to dctermill,' 

whether the ind ividual is poor or not. For thi s purpose, poverty line plays an import 'lIlt r,)k in 

quanti li ng the vari ous indicators o f wei-being into a single index and hence' it hel ps l" 111 

di stingui shing 'the poor from the non-poor. The argument is th ai there is a minil11u m !cl'el 01 

consumption o f goods i.e. food , cloth, sheller, etc, below whi ch it is diffic ult to sustai n ou r lile , 

So in order to get the povert y line, the leve l and types o f goods must bc preci selv ilk lllill cd 



Howcver, the debate is how to exactly arri ve at these leve ls and types of goods for anI' gil ,'" 

individual. 

In thc povert y literature, Ill easuremen t of povcrt y linc can bc donc in t\\'o dirlcrcnt II ""s. 'I h, 

first one is to direct ly use current consumption as an indicator of li ving standard. In thi s case. I\L' 

have to identify the minimum bundle of goods and services that an ind ividual has to consume in 

a given society. Hence, the bundle can be considered as a boarder line between poor and non , 

poor in the sense that an individua l is deemed to be poor if he or she I~.il s to achi,'l ',' 

consumption orthe specifi ed goods in the bund le. That individual is non-poor, otherwi sc. 

The second one is the indirect method and it uses the level of income as a crit erion to idelllil, ' an 

individual as poor and non-poor. Here. we have to spec ify the minimum level of income .ha. 

enables an individual to achi eve consumption of minimum bundle o f goods and services which is 

defined as the minimum sociall y acceptab le leve l. 

Abso lute Poverty Line 

When we say an ind iv idual is in absolute poverty we are referr ing to a situation II here Ihi s 

indi vidual is lack ing cOll1mand over minimum basic human consumpti on needs. Hence. "hso lut e 

pOI'ert y sign ifies the lack of suffici en t income in cash or kind to meet the most basic hiu logical 

needs lor food, clothing and shelter (McNamara, 1978) 

Rava lli on ( 199 1) di scusses that the absolute Jloverty line is fi xed in term s of the li ving standard 

indicator being used and over the enti re domain of poverty comparison. Therefore. ahsoillt , 

' ) 



pove rt y line identi fies ind ividua ls ei the r as poo r o r non poo r irrespec ti ve of lime. 'p'H'~ dlld 

soc io-economi c cond itions. 

Relati ve Poverty Line 

Relative poverty is abo ut the di stributi o n o f inco me and ineq ua li ty among the pop ul ation. llell ce. 

it is determin cd by the pos ition of an ind iv idua l compared to oth er memb ers 01' a g ivcn soei cl' . 

Th is impl ies th at th e ex is tence of re lati ve po verty in th e soc iety docs no t necessaril y mC<ln th e re 

is absolute poverty. Th is can be cas il y unders tood by think ing the case whe rc so me indi"idll ,d, 

arc hav ing less th en ot hers but a ll rece ive inco me which enab le th em to get sociall v acccp lahk 

m inilllum b undle of consum ption goods a nd services. The re lat ive poverty linc is. Ih crcfilrl'. 

assoc ia led wi lh the average inco me or the soc iety. And it decreases with illlpro' cm~l lt ' i, 

incomc d istributi on i.c. w it h decrease in income ineq ual ity in the society whe rc <I S absolutl 

poverty dec reases w ith econo mi c growth. Rava lli o n ( 199 I ) conc ludes that meas urin g absol li lc 

povert y is the main co neem of deve lo ping co unt ries whi le meas ur ing re lative pm 'crt ) is Ihl 

eo neem o f deve loped co unt ri es . 

Setting Poverty Line 

In th e poverty litera ture, th e re are d iffe rent mcth ods of sctt ing the pove rty lill c . Amon~ th esc \\ 'c 

bri c n y discuss onl y two of the m : food cnergy intake (FE I) app roach and cost 01' hasic nccd~ 

(CBN) approach . 

II ' 



Food Energy Intake Approach 

[n th is method , we ha ve to first spec ify the leve l of food cnergy intake that a gi\Tn indi \ id"a[ ["" 

to get depending on hi s/her sex, age, activity leve l, etc. Then, the cost of all ailling th i, 

predcte rlnined[evcl o f food energy intake sets the povert y li ne. As Rcva[lion and Bi tbni ( 1 9 () ~ I 

di scuss thi s can be done by finding the consumpti on ex penditure or income leve l at which t[ll" 

pcrson allains thai food energy level. 

Cost of Basic Needs Approach 

In thi s approach, according to Raval lion and Bidani ( 1994) , the poverty linc is set [w lirsl 

definin g the food poverty line by se lecting a consumption bundle adequate for b;l sic 

consul11p tion needs and then es timate it s cost at the relevant pri ccs, and addi ng to thi s cu" :11 ' 

all owance fo r non-foo el consumption. Therefore, we wil l ha ve the total povert y line as :1 sum 0 1 

food and non-food needs. The 111 0St cited prob lem associated with thi s approach is tha i cross· 

sec tio nal and inte r-tempora l price data arc incomplete and allIt:lJdrnenls arc unre li abl e : Ihi "i i ~ 

part icularl y problemati c for non-food goods (Ravallion and Biadani , 1994). 

When we try to adopt either of these two approaches, we have to choose cit her consumption 

ex pcnditu rc or income leve l of the cconomic unit as a means of sClling povert y linc. Thc n1< 'SI 

common wa y. in poverty analys is, in less deve loped countri es is to usc consumplion c\pcndi li ll', 

rather than income level. 

2.1 .2.2 . Poverty Indices 

The 1110st diffi cult task in povert y anal ys is is sClling tire poverty line. Once tlri s line is idenlifi ed. 

thc nex t step is to calculate poverty indi ces wh ich help LI S to see the incidence and inl cnsit v 01 
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po\'erty . Hence, a brief rev iew of tlt e type of poverty incidence is g iven belo\\. 1-1 0\\ c' l L't", thL 

fol lo\\i ng threc typcs or povcrt y indices are onl y thc l11 ain ind ices al11 0ng the large 1l11l11her II I 

poverty indices in the li terature. 

The I-lead C Olilit Index (Po) 

Th is one is the simpl es t measurel11ent and shows the incidence o rpovert y in a gi, 'en society. Thi , 

index tells us the proporti on of popul ati on whose consul11pti on expenditure (or income) 1':11 1, 

below the predetet"ll1ined poverty l ine. Lt is given by the follow ing rati o, 

Po = q/N 

Where : 

q = the number of peopl e with consumption ex penditure or inco l11 e below povcrt) 

line 

N = total populat ion 

Th is l11 easurel11ent is re lati ve ly eas ier to ca lculate and understand once the povert)" linc i, 

identified. Bes ides, it can be ll sed for cOl11pari sons. Nevertheless, it has two l11 ajor dra whacb. 

accord ing to A lel11ayehu ( 1993), He di scusses thesc shortcol11ings as . fi rst. the illtlo i, 

i nsensi ti ve to reduct ion in inco l11 es 0 f t he poor i ,e. once the i nd i vidua I is idcnti li ed as 1'\)"'", t hc 

indcx does not renect the situation where the poor becol11 es poorer. Second, it is cO l11pl etel, 

insensiti ve to the di stribution of inco l11 e al110ng the poor. 

I~ 



T he Pove rt y G ap Index (I'll 

Thi s approac h basicall y ass umes th e degree of m isery suffered by a poo r person is pro pnni Lllla l 

to holV fa r the indi vi du a l's inco me fa ll s short from th e poverty line. Hence, com pa red to th e head 

cou nt index. thi s one gives a bette r picture as it is based o n the aggregate poveny defi c it o f th, 

poo r re lative to the poverty line. 

Th is ind ex de fin ed as th e average percen tage sho rtfa ll o f actua l inco me frolll the po \'cn y linc can 

be given as: 

,/ 

PI = I I N 2)Z - Yil l Z 
i=d 

Where; 

Y, = consumption ex pend it ure or income of the poo r 

Z = poverty line 

From th e above equ atio n: 

'/ 

PI = IIN 1q - I Yi I Z ~ 
;=1 

q 'I 

= q I N - I Yi I NZ ; but I Yi = y i' " Q 

Where; y I' = mean consumpti o n or income of the poo r 

P, = q I N - y I' * q I NZ 

= q I N [ 1- Y"/Z 1 

= q I N [Z - Y "l /Z 

= Po * I 

I ' 



Wh ere; I = mean depth of povert y as a proporti on o f the pove rt y linc, 

Thus, thi s index is the product of P", the incidence o f poverty, and I. th e intensi ty o f po, 'c rt " , 

Thi s index is inscnsiti ve to the number of indi vidual s below the povc rt y line and to the tr;1I1sk, 

0 1' income al110 ng the poor, 

T he Fos ter - Greer - Thorbecke index (P2) 

Thi s index measures the severity of poverty by squaring and averaging the ga p hel\\ cen Ih ,' 

consumption cx pcnditure or inco mc o f the poor and pove rt y line, II is given by the [( ) II,,\\ ill ~ 

cxpress lo n, 

' I 

P" = I IN 2:: [ Z - Yij"IZ ,0<=a <=2 for Y, <~ Z 
",1 

Where; Pu = the measure of poverty 

P" changes when a takes different v,Iiues, When a is 0, I and 2, Pu bccomes head count inde\ I 

Pil l. po verty gap index (P,) ancl povcrty severity mcasure (P2 ), respec ti , 'cl y, P, is, thc"'lilrL', Ih, 

mean of squared proportionalc pove rty gaps, It gives more weight 10 thc po,'ert y of the p"ore" 

by squarin g and averaging th e gap. 

2,2, Empirical Literature 

b 'en though there are a number of sludi es conductcd on poverty and remittance sepa rat eI\'. on" 

lim ited attempts were made to inves ti gate the relationship between rcmitl<\n{c and po, crt" 'II" 

study conducted by Eyob and Harri s (2004) on Eritrea is among thesc lim ited studi es, The slud, 
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uscd the Eritrean Household Incollle and Expenditure Survey 0 1' 1996/97 data , In tll is stll ih 

welfare ratio, .whi ch was deri ved by di viding ex penditure per capita by respeet i\ 'c reg iolla l 

poveny li ne, was considered as the dependent va ri able whereas the independent variahles \\ ere' 

dClllograp hi c variables, cOlll l11unity vari ables, labor fo rce vari ab les, rcmillancc, school ing ,lIld 

access 10 soc ia l servi ces . 

Among the empirica l fi ndings o f the study, the relationships which ex isted between relllittance 

and poven y is interesti ng. According to thi s study, abou t hal f of the source of inco lll c 1(11' the 

Eritrciln households were non-labor incol11e in the 1'0 1'111 of transfer paYl11 ent. The stuLh linds nut 

there was an inverse relationship between rem ittance and poverty. However, it re\ 'c,lI cd tha t 

rel11i tt ances were hi gher for the non-poor households than poor households. Thi s is Illa in l) 

because most l11i grants are ['rol11 the non poor households as in ternationa l l11i gration nccess itat es 

incurring large amount of trave l cost. 

On thc other hand , Bigsten and Negatu ( 1996) studied the leve l and di stri bution of incollle in 

urban Eth iop ia. The stud y used the data fro l11 the 1994 Ethi opi an Urban Socio-economi c Sun c\ 

carri ed ou t by thc Dcpartl11cnt o f Economics o f Addi s Ababa Universi ty, For thcir '"1;II \'si, ,iI 

le\'e ls and di stribution of incol11e they employed three different concepts, whi ch were household 

incol11e, inco l11 e per capi ta, and inco l11 e per consul11ption uni t. They argued that use of househ'lld 

as a un it of anal ys is is problemati c because thi s put the same weight on a househo ld \\' ith l11a n) 

mel11bers as on a single-person household . Hence, they took indiv idual as a un it o f amil ys is and 

computed pe r cap ita income with in the household by adjusting for the ho useho ld' s com posi ti' l11 

They cons idered a one-person ho useho ld as composed of olle consumpti on ullit alld each 

" 
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additio m l adult was co unt ed as 0 .7 consumpt io n unit s and ,each additional chil clup to I" 'c<l r' ,I' 

0.5 consumption units. Thi s study reported th at remittance is among the most im portant source 01' 

income, nex t to wage empl oYl11 ent and femal e househo ld bus iness, account ing far 17"" or <II I 

Ethiopian urban ho useholds gene rating 15% o f tota l ho useho ld income, Howe,'C r, no stud y has 

so far been cond ucted to assess the re lati o nship between remittan ce and poverty in Ethiopia . S,) 

th is is the ma in objective o f thi s study. 

Whcn w(' look at th e pove rt y lit erature, th e directi on of re lationship be twce u age and pm'em i, 

no t conc lus ive. Fo r instance, IFPR I (200 1) studi ed the de te rm inalli s o f povert y in ~ 1"la\\, 1 I" 

us ing thc prim ary data from the 1997- 1998 Integrated Ho useho ld S urvey. He re, tot al daily PCI 

cap ita consumption and ex pend itu re was co nside red as we lfare indicato r and depend cnt , ·ariah le- . 

Ho usehold demographic stru cture, education level, emp loyment, type of agricul tural acti viti cs. 

access to service and uti liti es at the househo ld leve l, commu nit y characterist ics and agro­

eco log ica l zone were independent or ex planatory variab les. A fter th e depend ent and indcpend ,'nt 

va riabl es we re identifi ed , th e natural loga rithm of tota l dail y pe r capit a cons um l'tion \\ ,to 

regressed o n a number of exogenous ho usehold and co mmuni ty characleri sti cs . Thus. Ih, 

regress io n coeffi c ients measure the percentage change in per capita cons umptio n \\ ith in Ih,' 

ho usehold fro m th e unit change in the independent variable. The fi ndin g of' thi s stud y suggest, 

that the age of the househo ld head had a relati ve ly smal ler impac t o n the independent " ariah lc 

(and th us on poverty leve l) of th e ho useho ld. Bes ides, ho useho lds headed by o lder indi" id ual s ill 

rural a reas tended to be poore r than those headed by yo un ger indi v idua ls. Conlrary to thi s . in 

urba n areas poverty leve l of th e ho usehold did not seem to be determi ned by age of' th e 

household head. The explanati on fo r th is, acco rd ing to th is stu dy, was d ifferences in th e type or 



economi c activity in rural and urban Malawi where in the former areas indil 'iduals were e \peet ed 

to perr011ll heavy phys ica l labor work in agriculture whereas in th e la tter one there ex isted a 

numher of less physical ly de mand ing occupatio n. The refore, old age was disadvan taged at a 

greater ex tent in rural areas th an urban areas. 

Herrera.l. (200 1) st udied the dynam ics of poverty in Pe ru . The st ud y used the nationa l hou se hol d 

survevs des igned from the ou tset to include a s igni fi cant panel base. w ith national cm·c rage. The 

su rvey conccrned 3, I 00 house ho lds and nearl y 15,000 indiv idual s over the complete PCI iod 

1997·1999. The pa nel base represents a li tt le over 50% o f the to tal sam ple. In thi s s tud y th e 

households were classi fi ed into fou r categories/povert y stat us i.e. houscho lds in chro nic pOI'Cl'ty. 

falling in to povert y, escapi ng from poverty and never in poverty and the multinomial Illodel was 

est imated to see facto rs explai ning w hy househo lds are in one of the rour ca tegories. Thi s stud) 

al so reac hed at a s imilar co nc lusion fo r Peru. 

On the other hand , Eyob and Harri s find out that th e observed relati onship between age nr Ih ,' 

househol d head and poverty where age of th e househo ld head was not round to be s igni licanl ill 

linear terms. However, age squared was fo und to be negati ve and s ignificant at 10" " le l'Cl ot' 

s igni fica nce. Bes ides, age and age squared were j o intl y s ignificant. The authors sugges ted th"l 

one of the exp lanati on for th is type of re lationsh ip particularly the nega tive and s igni fi C llll 

coeffic ient or age at its quadrati c term was parents at their older age may get som c help from 

grown up ch ildren in the form or remittance . Hence, this one is contrary to th e evidence in Ih, 

lit erat ure w he re the re lation ship between poverty and age is 'u ' shaped. 
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Similarly, Djavad Salehi -Is fahani (2003) stud ied mobility and the dyna mics of' poycny in Iran . 

The study used the pane l data from 1992- 1995, which was taken by thc Stat ist ica l CClllcr of' Iran . 

It was a self-weighted. nationa lly representat ive sampl e of 5090 households who rcside in 172 

sam pling cl usters (63 rura l and 109 urba n), wi th an ave rage of about 30 fam il ies in each cl usler 

In th is stud y the households were di vided into three reg ions, Tehran , other urban and rll r,lI. 

To loo k at the factors which determined pove rty dynami cs in Iran , Ihc study defined 11l1USci1O ids 

as long term o r chronica lly poor bascd on the mean rea l ex pend itures ro r Ihe pancl yea rs I.L' 

households whose mean rea l consumption expenditures fe ll be low the poyen y line wcre 

considered as long term poor whereas those who were not long term poor (that is, Iheir mean 

consum ption exceeded the poverty line) but who fe ll into poverty at leasl onc yca r in Ihe panel 

period were considered as short term poor. The stud y estimated probit equalions for Ihe bina", 

varia bles of long term poor and short-term poor to sce whether households thai were long and 

short-term poor were different in the ir characteristics. The stud y fi nds out that Ihe crleci of'llh' 

age of the hou sehold head was signifi cant for long-term but not for short -Icrm PO\·C I'\V. Ralil ,'1 

su rp ris ingl y, indi viduals li ving in households headed by persons older Ihan 55 \\ ere Ihe 1e,"1 

like ly to suffer from long term poverty, and those belonging to the youngest group (u nder ~5) 

were the most likely, Thi s, acco rding to the author, was probably due to Ihe faci thai in Iran 

incomes and assets increased with age. 

Groolaert ( 1997) studi ed determi nants of poverty in Cot d ' ivoire by using prohilmodcl. lie used 

the data li'olll the Cote d ' lvo ire Li ving Standards Survey (CILSS) which was cond uctcd annual I) 

frolll 1935 to 1988 for his anal ys is, Hc c lass ifi ed two major groups or dClcrrn inanl 01' pm en\ 
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human and physical capital. Then, he esti mated the probit model both for urban and rural area , 

separately. And Mekonen (2000) studied the determinants and dynami cs of" urban pm'crt \" in 

Ethiopia by us ing data on a panel of households drawn from the Ethi op ian Urban SOCIO ­

economi c Survey conducted in three successive rounds in 1994, 1995 anel 1997 hy 11ll' 

Departmen t o f Economi cs of Addi s Ababa Uni versity. The stud y used multi va riat e reg rcss;(ln 

model to capture factors that determine changes in the standard of li ving and the mohil il \' 01 

ho useholds in and o ut of poverty from panel da ta. It used total household ex pendi tu re p<.:r ad ult 

eq ui va len t as the dependent vari ab le in the model with the exogenously predeterm ined hOll sehold 

characteristics as the explanatory var iables. Both of them concluded that the probabilit v to be 

poor cont inued to decrease with age o f the household . 

Mosl o f the poverty literature suggests there is a negati ve relat ionship between household Si/, 

and poverty. To c ite some, Djavad Salehi- Isfahani for Iran concludes that households ",;th larg" 1 

number of members tend to be poorer that is the coefficient o f thi s explanator) \'ar iahle i, 

nega ti\·e. Grootaer for Cot d' ivo ir, IFPRI for Malawi, Henne for Peru , Eyob allll Ibrri s Illl 

Erti rea, Eligsten & Nigatu and Mekonnen fo r Eth iop ia al so reached at the simila r conc lU Si on 

However., thi s does not mean that this findin g is conclusive. For instance, Lawson et.,,1. (20()3) 

analyzed the poverty transit ions and persi stence in Uganda. The paper used the Uganci;, :-\"Iion<l l 

Household Survey (UI HS) conducted in 1999/2000 and which was des igned to re\';sil 13% 

households nat ionwide that had previously been surveyed in the Integraled Household SU l"\ e~ 

(lH S) of 1992/93. Both the IHS and UNHS surveys were large mUlti -purpose household SLII\ 'C\'S. 

each based on stratifi ed random cluster samples of around 10,000 househo lds. In Ihi s SIU <I\. 

household movements re lali ve to the poveny li ne wcre considered by means of a mui tinolll ;,d 

I <) 
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logit 1110del. Interest ingly, thi s study Ii nds out that increase in household size had a significillt 

positive influence on the likelihood that the househo ld was chronica ll y poor or fel l into pOlwt). 

wh ile reduct ion in the household size had a signi fica nt positive il11pact of the likelihood llr 

escaping po verty. 

With regard to the impli cati on o f sex of the household head on povcrty, it seems the prcliou5 

findings are a bit contradictory. According to Djavad, there was an interesting result in thl 

regress ion with respect to the fel11 ale headship of the household . Househo lds headed bv women 

were less likely to be poor than those headed by men. Th is was, acco rdi ng to the author. due to 

the special ass istance given to women by the governl11 ent o f Iran being aware. and approvin g. 

Ihat wo men were not typi ca ll y breadwinners due to their low acti vity rale, and. in addition. man) 

had lost the ir breadwi nners during the wa r with Iraq ( 1980-88). Contrary 10 thi s, moSI sludi c;. 

conducted suggest that households headed by fel11a le are 1110re likely to be poor compared to 

their male counterparts. 

Al most al l studies undertaken on poverty concluded that educati on has a negat ive impact though 

the \l1agnitude of its impact is different depending on the socio-econom ic conditi on in which the 

studv is undertaken. Clox (2003) fin ds out that in Ghana euucati on of the head anti SpOUSe' to 

pri\l1a ry leve l, and espec iall y secondary education of the spouse al l had stro ng positive innuence;. 

on the like lihood that a ho usehold was never poo r. The spouse having been educated to prim"r) 

level or the head to secondary level both had strong negati ve in flu ences on the likcl ihood that the' 

household was chronica ll y poo r. He comments that appropriate education was al110 ng Ihe priorit l 

factors for 1110ving out of poverty ill Ghana. On the other hand . Djavad find s the effect of th , 



edu ca tio n of th e head was s ignifi cant and negati ve for all leve ls of educat ion for long- tcrm 

po ve rty but for short-term poverty its effect was only signi ficant with hi gh sc hool and <lholc. For 

short-te rm povert y educatio n beyond pri mary appeared to ha ve a dec is ive effect. Marc o r less 

s imilar res u lts a l"e obtained by Abbi and Abebe for Ethiopia. 

The inves ti ga tion of th e re latio nsh ip between type of eco nomi c acti v ity and po vert y l"C l cal s th at 

we cann ot be conclusi ve abo ut the d irection of re lat ionship betwee n these economi c \·ariabl cs. 

Lawson comments that, in Uganda, households whose ma in econom ic activi ty was non " 

agricultural own acco un t work were s ignificantly more likely never to ha ve been poor ol'e r th e 

sampl e peri od. B y contrast there was no s ignifi cant association between working in own account 

agricu lture and po verty statu s, despite the hi gh co ncentrati on of povert y evidcnt amon g such 

ho usehol ds in s imple bivariate ana lys is. IFPRl for Malaw i finds out that th e effect 01 be ing 

employed in primary ind ustry (li ke fi sh ing, agricu lture, mining, etc ) on pOI'crt y "as 

inconc lusive. Bu t, th c coeffi c ient of emplo yment in secondary industry ( i. e . manufact uring) ",b 

stati s tical ly insignificant in both urban an d rural areas. Neverthe less, finding empl o\mcnt In 

tertiary sectors (like sal es and service industries) wou ld tent to make a househo ld ad van tageou s 

in ten11 S of poverty status . On the other hand, bei ng employed in fo rma l wage empl oyment b) 

one of the members of th e household signi fi cantl y inc reased per capita consumpt ion 01 th e 

ho usehold. Ojavad fo r Iran says that households whose head was employed in th e private secto r 

were a t a greater ri sk of short-term Jloverty relati ve to publ ic secto r employed, but not lor lon ~" 

term poven y. Thi s was ex pected because employment in pri vate sector was \l1 0re vari"ble tha n 

pub lic sec tor. When we look at th e employment status of the head , th e ret ired were more lih' l) 
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to suffcr from long- term poverty. The coeffic ient lor the reti red category was posilive "" U 

significan t for lo ng-term poor but no t fo r short-tenn . 

In Mex ico, as s tudi ed by i<ac ue (2002), com pared to pub lic sector cm ployees . a ll othe r SOCll)­

economic groups were mo re likely 10 be poor. The stud y a lso discussed that cmployees in Ih,· 

inlorma l sec tor were morc likc ly to be poor than the se lf-e mpl oyed. Mekon nen concl uded Ih<l\. 

for Ethiopi a, the poverty inc idence was higher for casual an d own accounl wo rker and il \I a, 

increas ing over time. Poverty was low among public sector and forma l pri vate sccto r emp loyees. 
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Chapter Three: Methodology 

3.1. Data Source and Type 

The data fo r thi s stud y is draw n fmlll a pane l data o f Ethiopi an Urban Househo ld Su rvey fO I 

1995, 1997, and 1999 whi ch was und ertaken by the Departm ent o f Econom ics of f\dd is Ab"ha 

Uni vers ity. T he survey covers I ,500 households in each ro und , w ith th e objecti ve o f res Lllyevi ll ~ 

the same ho useholds in th ese di ffe rent and subsequ ent rounds . Seven c ities and to wns werc' 

se lected in th e survey think ing that they refl ect th e major soc io-economi c characteri sti cs of the 

urban population in Ethiopia. These were Addi s Ababa, Awassa, Bahir Dar, Dessie, Dire Dawa . 

.I imma, and Meke le. 

Meko nn en ( 1999) di scussed that a tota l sample size of 1,500 ho useholds were a ll ot ted in 

pro po rtion to the s ize o f the popU lation res iding in th e se lected urban centers. Accord ing ly. th e 

samp le illc luded 900 ho useholds in Addi s Ababa, 125 in Diredaw a, 75 in Awassa. and lOLl in 

each o f the remaining four towns . Once the samp le s ize for each town was set, the a llocated 

sample-s ize was di stributed o ver a ll weredas (districts) in th e town , in propo rtion to th e \\ creda 

pop Ul atio n. Finally, us ing th e registrati o n of res idential ho uses at the kebe le ad m ini stra ti ve 

o ffi ces as th e sampling frame, systematic sampling was used to se lect househo lds frolll each or 

the kebe les. In all survey rounds, information was col lected on different soc ioeco nom ic 

characteristi cs inc luding the structure and compositi on of th e household , edu ca tio nal a llCl healt h 

sta tus. employment and income, consumption and expendi ture. and cred it. 

0 ' - .' 



3,2, Background 

Basica ll y, there a re two diffe rent app roaches fo r 111 0de ling poverty dete rmi nants, The li rsl 

approach is to use leve l regress io n i, e, to con sider per capi ta consul11p tion expend iture 01 

cons umptio n ex penditu re per adult equi va lent as depend ent variabl e and to rcgress it on Ihe 

supposcd exp lanato ry va ri abl es , In th is case, th e coe ffic ients o f the exp lanatory va riabl es t('llus" 

change in the dependent variabl e as a result of a unit change in the respective c,\planalor) 

vari abl es, The second approach is to use binary respo nse mode l. He re, th e dependent variabl e is 

th e poverty status of the househo ld i, e, poor or non -poor and th is can be est imated e ither b) 

probi t o r log it. The estimated coeffi c ients show us the like lihood/ probability of the househo ld to 

fall in or get o ut from the poo r category as a resu lt of change in th e respect ive condi tion ' \ 'al uc 01' 

th e ex planatory variabl es, Remember, in th e fanne r approach poverty is proxi ec1 by consumplion 

ex pendi ture (i t can al so be prox ied by income) whereas in the latter casc po vert y is direct l) 

modeled, 

Both of these app roaches have th e ir ow n pros and cons in mode ling poverty determinants, Le\'el 

regress ion has ad vantage over di screte choi ce mode l in th e sense that it uses a ll the info rl11ali on 

(ho useho ld consumpti o n expenditure data) full y whereas th e binary response 1110del necess ita tes 

loss o f in formation assoc iated wi th trans formin g household co nsumption expend iture illlo hinar) 

va riab les (i,e, poor and no n-poor), However, the re are shortcomings of' usi ng leve l regression, 

First. it assu l11 es consumption ex penditure is negati ve ly re lated w ith abso lute poverty al all levels 

01' ex pcnd iture, But, th is is not always the ease, Eyob and Harris (2004) di sc ussed that increase in 

consul11pt io n ex penditure fo r indi vi dual s above the pove rty line does nol afrect th e pOVell\ 

statu s, Sccond , it imposes constant parameters over the entire sample i,e, th e im pact of househo ld 



characteristi cs o n consumption ex penditu re is the same at a ll leve ls of income. Neverth eless . thi , 

is not th e case in rea lity where the imp li ca ti on of ho usehold characteristics for the poor a 11(1 non­

poor are d i ffe ren!. 

On th c ot her hand , binary response model has a nUl11 ber of attracti ve charact eristi cs compared to 

leve l regress ion. First, it he lps us to make probabi li sti c statement about the effect of the 

exp lanatory var iab les on th e poverty status of th e hou seho ld. Thus, i f one is int erested in the 

impact of variables on poverty rather than consumption in general , probits/ logits makc scnse' 

(Wodon, 1997). Second , thi s mode l allows the e ffect o f ex planato ry variabl es to vary OIC! 

poverty categories. But , thi s does not mean it has no di sadvantages at all. To cite two of th em. 

th ere is loss of effi ciency due to loss of inforl11ation and there is arbitrariness in sctting th l· 

povc rt y line. However, thi s does not imply reject io n of the binary rcsponse model rather il 

implies that we have to be careful of these things when we use thi s approach. 

Because of the most att ract ive featu res of probits/ logits c ited above, they are th e most appli cd 

approaches to model poverty. I-Ience, th e bi nary response model is used in thi s stud y. 

3.3 . Construction of Poverty Line 

In th is stlld y probit mode l is uscd to analyze th e impact o f remittance on th e persistcnce ol·u rhan 

pOI·erty in Ethiopia . For thi s, the first s tep is to de fine urban poverty lines fo r per iods Lind e! 

which the survey was conducted. Then ho useholds will be class ifi ed as poor and non-poor h) 

using the povert y lines as cut ofT po ints. This is important because it is crucial in transfo rm ing 

th c cont inuous info rmation into lil11it ed variab les. 
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In the poverty literature, th ere are different meth ods to estimate poverty line. In thi s s tud y. till' 

Cost of Basic Needs (CBN) approach is adopted. This approach derines poverty line as th e COSl 

that has to be incurred to acqui re bundl e of goods w hi ch a re considered to be sufric ient to l11 eel 

bas ic consumption needs. Two steps have to be undertaken to construct poverty line by usi ng this 

Ill e thod. First, th e food poverty line, which is th e cos t su ffi c ient to get consulllPtion hundle­

adequa te to meet the p redetermi ned food energy requirement, has to be constru c ted . Then. 

allowance for bas ic non-food consumpti on has to be made. And th e sum of food povert y linc allli 

al lowance for non -food consumption w ill make up total poverty line. 

In thi s s tud y, the food poverty line is constructed as follows. The average quantit ies of food 

items that a re freq uently consum ed by the lower half of the ex penditure di stribution or the 

sample househo lds are identiri ed (see appendix). Then th ese typical food bundles are convcrt ed 

into calorie consumption and then scaled up to meet the predetermined minillluill nutriti ona l 

req uirement that is 2200 Kcal per day per ad ult. 

After the bundle of food items wh ich provide th e predeterm ined minimulll le ve l or energy tt' 

no rmal physica l activities are identifi ed , th e bundle of food items are va lued at thei r respec ti ve 

prices that preva il ed in th at specific areas at the time of the survey. By doing so, we estimate th e 

food poverty lines. 

We use Orshansky method in provi din g a ll owance to basic non -foocl consumptions. This Ill eth od 

bas ica ll y relies o n the assumption that households w ith income levc l just sufricient to get th e 

amou nt o f predetermin ed fo od items on ly are w illing to g ive up some of these bas ic food it ems 



to get the minimal non-food consumptio n. Therefore, the total povcrty line wi ll be obtaincd b) 

di viding food poverty line by the average share of food in total consum ption by households" it h 

tota l ex penditure equal to the food poverty line. 

On the o ther hand , per adult eq uivalent is employed while constructing the food povert v line. 1:", 

th is, the total ho usehold consumption expenditure is converted into per adu lt equi va lent measure 

to adjust fo r household size, age. gender and to capture different consumpti on needs ,,·ithin till" 

household. The adult equi va lent conversion factors used are consistent with those used in Dcrcun 

and Kri shnan (1998) (see appendi x). Once the size of the household in term s of num ber or adult 

eq ui va lents is identified , total consumption of the househo ld is di vided by the number of ad ull 

eq ui va lents to get consumption per adult equivalent. The estimated food and lOla I PO\TIW line> 

are dep icted in the table here under. Both the food and tota l poverty lines dec lined in 19'!7 ," 

compared to the 1995 leve ls and then it slightl y increased in 1999 compa red to the 1997 figure 

But Ihi s leve l is lower than that o f the 1995. This seems to refl ect the general pri ce trcnd durill g 

thc sample peri od but it requires further investi gation/rcsea rch to be defi nitive. 
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Table 3. 1 Food and Total Poverty L ine (Bi rr per adult per month) 

Yea l" Food Poverty Line Total Poverty Line 

1995 GO 93 

1997 55 89 

1999 58 92 

3.4. Model Variab les 

3.4. 1. Dependen t Variable 

In thi s study, the status of the household is taken as a dependent variabl e. It takes a dichotomou, 

val ue dependi ng on the status of the household in each of the three different peri ods i.e. it take, 

the va lue of I if the household is poor in the relevant year and 0 otherw ise. f\ household can be 

categori 7.ed as poor or non-poor by compari ng ei ther the household 's level o f consumplion 

expenditure or incol11e w ith the poverty line. Here, Ihe household consumpti on cxpcnd,tLlrc' is 

compareci with the poverty line to classify the househo ld in di fferent pOl'en y ca tegory. '1 hi , is 

because the poverty l iterature favors consu11lp ti on expenditure aga inst incomc especially 1 .. 11 

studi es to be undertaken in less developed countri es. The 1110st popular argul11en t is Ihat 

consul11ption is good in reveali ng the household 's welfare than income mainl y because i'lcomc 

canno t necessari ly be translated in to we lfare. For instance, households wilh hi gher currenl 

income but large amount of previous period debt may not be equa l ly privil eged in terms 01 

obta ining the bundle of the basic consumption needs as households with the same ICl'el nl 

income bu t w ith no debt. The other argument in favor o f using consumption ex pendi ture is that 

in Elhiopia peopl e hesitate to te l l Iheir act ual income or tend to unders late their income for Ii;." 



of tax levy, due to ex pectations of some so rt of subsid y li'om thc state, and where record k ccpill ~ 

is uncommon (A lemayehu , 1993) 

3.4.2. Independent Variab les and Hypothesis Setting 

Here. onl y exogenous or independent vari ables that are supposed to be the most possibl e 

determ inants of povert y persistence, including remittance, in urban Ethiopia arc stated as 

fol lows: 

Sex : Thi s re fers to the sex of the head of the household and it takes binary value. If th e hcad 0 1' 

the househo ld is male, it takes the va lue of 1, 0 otherwise. In this stud y. it is hypothes i led 

that the probability for the household to be persistentl y poor is low ifmale heads it. 

Age: This is the age and age squared or the household head in number of years. The age and age 

squareci are cons idered together because they are good in capturing work ex perience. In 

thi s study, it is hypothes ized that the likeli hood o f the household to be persistenll" p OOl 

decreases with age, as higher age is associated with more experience. However. al old agc' 

there is a high probability of poverty persistence. 

iVI arital status: This refers to the marital status of the head of the household . I f the head or II,,' 

household is marri ed, it takes the va lue of I, 0 otherwise . In thi s study. it is hypothes i/cei 

that households with their head marri ed are less likely to escape poverty. Thi s is consistenl 

with the hypothes is be low on the relationship between povert y and ho useho ld si/c " 'he r,' 

Ihe lalle r onc positively affect poveny. The assumption is thai household headed 11\ 



married ind ividua l are supposed to be larger in s ize. 

Household size : Th is one stands for the num ber of famil y mem bers in th e household. In thi , 

s tudy it is hypothesized that households wi th large s ize have the large r probabilit y orheil1 ~ 

fa lling in poor catego ry th an the others. 

Education : It stands for the hi ghest education leve l atta ined by th e head of the household. Ther,· 

w ill be three dummi es in thi s category. First, if th e hi ghest attainment is primary education 

level, it takes th e va lue o f I , 0 otherw ise. Second , i f the hi ghest att ainmcnt is secondar) 

ed uca tion leve l, it takes the va lue o f I, 0 otherwise. Third , if th e hi ghest att,lil1lll cnt i, 

tertia ry educat io n level, it takes the va lue of I , 0 otherw ise. It is hypo thes i led th e 

probab il ity of the househo ld be ing to remain in poverty decreases with increase in th(' 

ed ucation atta inment leve l of the househo ld head . 

T~' pe of Occupation: T hi s re fers to th e type 0[' occupation that the household head is engaged 

in . In this ca tego ry fi ve dummies are iden tifi ed. If the ho useho ld head is own account 

worker it tak es the va lue of I , 0 otherw ise. If the head is wage empl oyed it takes thc va luc 

of 1,0 otherwise. [f th e head is casual wo rker it takes the value of 1,0 otherwisc. I I' thc head 

is a pensioner it takes the va lue of I , 0 otherwise. If the head is di sab led it takes the "alu c 

of 1, 0 oth erw ise. Here, th e un employed are considered as a base category. 

Rem ittance: Thi s re fers to the amount o f pri vate t ransfers to th e household frolll rclati' e, 

abroad. It is ex pected that thi s trans fer playa cruc ia l role in th e povert y persistcncc or th e 
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househo ld i.e. the probability of the household to rel11a in in pove rl y dec reases \\ It h 

remittance. 

3.5, The Model 

The basic intention o f' thi s st ud y is to see the impact of remittancc on povcrt y persistence in 

urban Eth iopia. Thi s necess itates two steps; we have to see fi rst whet her rCl11ittance I"" " 

s ignifi can t impact on poverty to begin with and when it has any we see the effec t of remittancc 

on poverty persistence. Th is can be done by two different probit 1110dels. 

The fi rst prob it model uses three waves of panel data and the dependent va ri ab le takes thc val ue 

o f one or zero depending on the status of the househo ld in the rel evan t year. Here. the 

explanato ry variables are demographic va ri ables, human capital indicators, type of economic 

activi ti es and rel11i tt ance. Th is model predi cts the probability that a given household \\' ith gill'n 

clla racteristi cs ex periences one of the two poverty states. Diffe rent coeffi c ients arc oht<linl'd 

These coeffic ients reveal the il11pact of discrete changes in explanatory variables OI 'CI thl' 

probabi lity of being in one of the poverl y state and their im pact in terms of odds rati o. In other 

words, the coefficients show how each variable affects the odds of a household being poor or 

non-poor. 

Onc of the advantages of using panel data sets is that they improve the effi ciency of econometric 

estimates by giving a large number or data po ints and hence by increasing th e degrees n! 

freedo m. However. thc concept ofheterogcnei ty is invo lved in uti li zing panel data . Thus. the 1\\'" 

bas ic va riations of panel data come to the scene in the sense that how to treat the int ercept 



coeffi c ient that is whether thc intercept is treated as an additiona l crror terlll or as a set M 

coc ffi c ients multiplied by a set of gro up specific constant telll1 S. The fonner is called the rando m 

effect model whereas the second one is fi xed effect model. The next question is which modL'i 

should be used. The answer to thi s quest ion is based on the assumption that one makes aboul lil e 

lik ely co rre lation between thc individual or cross-sec tion specific e rror componenl and 1h,' 

regressors . [fthese two are un co rrelated, the random effect model is ap propriate, whereas irlhc) 

a re co rrelated fix ed e ffect model is appropriate. The choice between fixed allLl rand om c ll ce l 

models can statisticall y be done by Hausman specification test. Here, th e Hausman test suggests 

the random effect model is powerful. I-Ience, the random e ffect probi t model is adopted in Ihi s 

stud y. 

T he random effect prob it mode l is developed as follo ws. It is ass umed that there is an underl ying 

rcsponse vari able r;; defi ned by the regress ion relationship: 

Where ; i stands fo r househo lds and ru n from I to N. 

I stands for time period and ru n from I to T 

);; is the status of the household i in period I 

a i is the intercept term 

/{ is a set of coefficients 

X" is a set of exp lanatory vari ab les 

/I is the combined cross-section and time series e rro r term 
" 



Here it i, assumed that th e intercept term , a i ' is not fi xed rath er it is a random variabk \\ ith a 

mean value of a (wi th no subscript i here). And the intercept va lue for a spec ifi c ho uschold C<1Il 

be ex pressed as 

a , = a +r:, 

E.', is a random te rm w ith a mean value of ze ro. 

Essentially, we are saying that the households included in our sample are drawn frol11 a l11uch 

large r popu lation and that they have a common mean va lue for th e intercept ( = ex) and th e 

indi v idual di ffe rences in th e in tercept va lues of each households are ren ected in the erro r te,.,,1 

£ " 

By substitution oflhe latter in the form er equ ation , we obtai n 

};/ = (a -f. E; ) + ((':(, + If il 

= (L + /Jx il + 8, + H il 

= a + /fx il + \ ';1 

The com posite error term Vi' consists o f two components, £ , ,which is the c ross-secti o n ," 

household spec ifi c e rro r component and U;" which is the combined time seri es and c ross sec ti on 

erro r component. 

);, is unobservable. What we observe is a dummy variabl e r:, de fined by 

Y;, = I if r:> 0 

r:, = 0, otherwi se 



From th e above equations we get 

Prob(Yil = 1) = Pr Ob[vi' > (-a - ,BX,, )] 

= 1- F[-a - ,B'X,, ] 

Whe re: Pr ob(Y,1 = I) is the probabili ty that household i is poor in year t 

In thi s case the obse rved val ues of >,;, are just the rea li zati on of a binom ial process " 'ith 

pro bab il it ies given by the above equation and varying from tri al to trial dependi ng on X i" 

The lit erature says that the functional form depends on the assumptions made about th e error 

te rm . Here, it is assumed the erro r term is n0 n11 a ll y di stri buted. Hence, the probit an al ys is i, 

used. 

The above type of pro bit analysis te ll s us only whether rem ittance signi fican tl y alTec ts pm ~I'l\' ell 

not. However, thi s is not sufficient by itself to look at the impact of remittance on pover! ) 

persistence, as di fferent poveI1y states are dynamic in nature. For instance, two sets of factor, 

affect households that are escaping from or fa lling into povert y. These are : thosc that madc them 

more lik c:1y to be poor or non poor in the first place, and those w hi ch enabl ed th em to escape' 

from and to fa ll into povert y. Thi s can be undertaken by a seri es of re lated prob it mod els. There 

arc three sets of probit regress ions. 

In thc fi rst regress ion , facto rs w hich made the household poo r or non -poor in 19')5 arc idcll li lleci 

separately from the factors wh ich made the same househo ld being poor o r not in other periods. 111 

th e second and third regressions, factors w hich made the household poor or non-poor In 19')') 

conditi onal upon that househo ld is being poor and no n-poor in 1995 are ide nti fied. The 



dependcnt va ri able takes the value of I if the household is poor in the relevanl ycar and lere> 

otherwise. 



Chapter Four: Results and Discussion 

4.1 . Descl'iptive Ana lysis 

In thi s secti on the descripti ve analys is o f the data used for analys is is given. Thc urban Etilillpi a 

po vcrt y pro fil e is presented in table 4.1. The findin gs show that the incidence of povcrt v in urban 

Eth iopi a is hi gh w i th a head count index of 52 percent, 48 percent and 44 percent in 19')). I 'J'J, 

and 1999, respect ive ly. Hence. i t is decreasing over the saJ11ple peri od. In 1995 and I <)'J7 til e 

largest conccntrati on of the poor was found in the city of Dess ie foll owcd by Add is Abab" Cl nd 

.I i J11J11a. But in thc year 1999, Dess ie was fo llowed by .I iJ11J11a and Bahir Dar. POycrt y \\ as found 

to be 10IVest in Dire Dawa and Awassa in 1995. Whereas the lowest proportion o f the poor \\as 

found in Awassa and Mekele in 1997 and I 999,respectively. 



Table 4.1: Poverty Levels in Urban Ethiopia 

1995 1997 1999 

Region Po PI P2 Po PI Pz Po PI P1 

Urban Ethiopi a 0.52 0.23 0. 14 0.48 0.25 0. 17 0.44 0.21 o. I ~ 

Addi s Ababa 0.56 0.21 0. 12 0.50 0.24 0.15 0.42 02 I () I 2 

A wassa 0.46 0.24 0. 16 0.39 0.30 0.2 1 0.33 0.15 0 .1)') 

Bahir Dar 0.47 0.18 0. 13 0.42 0.26 0.18 0.48 0.24 o I (, 

Dessie 0.58 027 0. 17 0.62 0.30 0.22 0.62 O. I () (1.I () 

Dire Dawa 0.31 0.1 7 0.07 0.42 0. 18 0.11 0.42 0.21 0.1-1 

.1 il11 llla 0.50 0.24 0.14 0.48 0.29 0.20 0.56 0.2() (J I X 

Mekele 0.49 0.?8 0.21 0.39 0.23 0.1 5 0.38 (P2 0.12 

Source: Author's ca lcu lat ion from EU HS 

The ligures presented in the above tabl e also show that there is a con tinu al pOI·crty declines in 

the citi es of Addi s Ababa, Awassa and Mekelle over the sample per iod i.e. between 1995 and 

1999. In these three cities, the head count indi ces fell fro m 56 to 42 percent, 46 to 33 percent and 

49 to 39 percent , respecti vely. One of the reasons for the improvcl11 ent in AlVassa l11ay be 

assoc iated with increase in the number of civil servants in the cit y in relati on to the condition tl1<l1 

the cit y had become a seat of regional government. Th is may have had a positi ve contri bution in 

reducing povert y in Awassa. For the case in Mekell e, on the other hand , it may bc due to thL' 

rehabilitation e fTort s in the cit y after the end of the civil wa r and because orthe city had hL'cn lllL· 
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thc seat o f the regional government. When it comes to Add is it may be bccause of ine rcase in 

bo th domest ic and fo rei gn in vestment which led to a relati ve increment in employmcnt 

opportunity. Unfo rtun ate ly, the inc idence o f poverty in other c iti cs had not dec rcascd 

Parti cula rl y, povert y incidence increased continual ly in Dire Dawa and Dess ie. Thi s result ma) 

in part be assoc iated w ith th e dec line in contraband trade for Dire Dawa. 

Duri ng the sample peri od, the trend in th e poverty gap index and squ ared povert) gap ,\<" 

s im il ar to that of the head co unt index for urban Ethiopia. Both the poverty gap index and th e 

squared poverty gap showed a dec line. When we see th ese trends for indi vidual urban cc nt ers. 

both th e poverty gap index and squ ared poverty gap measures showed an increasc in Bahir Dar. 

Dire Dawa, and .Jimma. This showed that not only the proportio n of poo r but al so th e depth and 

severity of poverty had increased in these c ities. Conversely, the c ities o f Awassa, Mckclle and 

Dessie ex pe ri enccd a decline in both measures, showi ng that th e welfa re of peopl e living bek)\\ 

th e poverty line had improved. However, th e severity of povert y in Add is Ababa remaincd mo r(' 

o r less co nstant. 

To take a deep look at the poss ibl e causes o f poverty, poverty leve ls for ho useho lds of di rTercnt 

soc io-eco nom ic cha racteri s tics are computed. The findin gs, as shown in tabl e 4.2. su ggest til ,l\ 

thc inc idence of poverty is high amo ng fe male-headed households. 



Tab le 4.2: Poverty by Different Socio-economic C haracte ristics 

1995 1997 1999 

P" P, P1 Po P, P1 P" 1', p~ 

Sex: 

Male 0.49 0.22 0. 13 0.46 0.25 0 .16 0.44 0.2 1 o. I 6 

Female 0.57 0.24 0. 16 0.52 0.24 0. 16 0.50 0.22 0.13 

Age of the I-lead: 

Up to 35 0.48 0.24 0. 15 0.47 0.19 0. 12 0.45 014 0.15 

36 to 45 0.46 0.20 0 .1 2 0.45 0.22 0 .13 0.43 0 .22 o. I -l 

-l6 to 55 0.48 0.25 0. 15 0.44 0.27 0.18 0.40 0.21 o 12 

56 to (,5 0 .52 0.25 0.16 0.54 0.28 0. 19 0.50 0.1 () () III 

Greate r th an 65 0.55 0.23 0.14 0.55 0.29 0.21 0.53 0.24 0.1 J 

Hou sehold Size: 

One to three 0.45 0.2 1 0. 13 0.39 0.26 0 .1 8 0.44 0.1 1 O . I ~ 

Four to s ix 0.50 0.22 0. 13 0.5 1 0.20 0 12 0.46 0.22 014 

Seven to nine 0.67 0.25 0. 16 0.64 0.28 O. IS 0.56 0.20 () I I 

Greater than ten 0.73 0.23 0. 15 0.66 0.27 0.)0 0.55 0.24 () 15 



1995 1997 1999 

Po PI P, Po PI P, P" PI P, 

I-I ighes l Leyel of Education: 

No Schoo ling 0.69 0.25 0. 16 0.63 0.27 0.1 8 0.5 3 0.1 () I I 1 -I 

Prim ary schoo l 0.56 0.20 0.12 0.54 0.21 0. 12 0.45 0.14 0.06 

Secondary 0.34 0. 17 0.02 0.30 0. 14 0.08 0.27 0.26 0.16 

Terti ary 0.15 0.05 0.03 0. 16 0.24 0.09 0. 18 0.1 () O. I ] 

Ma in Activily: 

Unempl oyed 0.72 0.32 0.23 0.72 0.26 0.23 0.60 0.25 () 18 

Casual worker 0.72 0. 14 0.16 0.72 0.26 0. 16 0.68 0.28 o 19 

Di sabled 0.59 0.45 0.37 0.59 0.45 027 0.62 0 27 () 19 

Pensioner 0.58 0.27 0. 17 0.58 027 0.17 0.48 0.20 0.12 

Own accoun t worker 0.46 0.23 0. 15 0.46 0.23 0. 15 0.43 0.23 0.15 

Wage empl oyed 0.4 1 0.16 0.08 0.45 0. 18 0.09 0.4 1 0. 17 !) . If) 

Amount of Remittance: 

No relllitlance 0.59 0.24 0. 15 0.56 0.25 0.16 0. 52 0.22 () 13 

Up 10100 0.55 0. 13 0.07 0.59 0.25 0.16 0.55 (J2() I) .119 

100 10300 0.33 0. 13 0.07 0. 16 0.1 8 0.03 0.42 0.26 0 .118 

Grealer Ihan 300 0.20 0.20 0. 10 0.05 0.02 0.0 1 0. 29 0.29 0.09 

Source: Author 's calculation rrom EUHS 
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Though it cann ot be conclusive with respect to the age o r the househo ld head over Ihe whole 

sampl e period , it seems that poverty dec reases with age up to a certain agc, specilica ll y up 10 :i5 

years or age . Therea ft er, the inc idence o r poverty increases wi th age. The dec rease in pm'cl"I\" "I' 

to a cerlai n age can be interpre ted as th e negati ve impact 0 I' wo rk ex peri ence or the head (\\ hic h 

is caplured by age) on poverty. Aft er a certain age Ihe head mi ght become unproulIcti\ 'c '" Ill 

hence poverty increases w ith age. 

On th e other hand , poverty increases w ith household size. Th is may re nec t th e importance or 

famil y plann ing in reducin g poverty. However, care sho uld be laken in inte rp rel in g Ihi s reslill 

bccause some researchers argu e that the hypothes is that poverty leads househo lds 10 ha ve morl' 

childre n is equal ly plausible impl ying that th e direction of causation between pove rt y and ramih 

si ze req uires further in vesti ga tion. 

The findings in all th e three periods seem to be conclus ive with respeci to edu cati on lc\'C1 o r Ihl 

ho useho ld head. Poverty decreases w ith increase in the level of educat ion of th e household head 

suggesting how s ignifica nt it is in fightin g poverty. 

The poverty proli le by th e type of activity performed by th e household head sho\\s Ihal Ihl' 

un emplo yed and casual wo rkers are th e poorest, w hi ch shou ld not be surpri s ing s incc suc h 

households clon ' t ha ve a regular source or income if they have any. Po vert y among household s 

headed Ily th e di sab led and pensioners were also ve ry hi gh w hil e wageworkcrs and ( asu: iI 

wo rk ers expe ri ence th e least inc idence or poverty. 

,)1 
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Fi nall y, the table shows pove rt y decreases with increase in remittance which imply the nced to 

des ign appropriate policy to consider and encourage remittances in the pO\'crt y allc\ 'iatio l1 

process. 

4.2. Empirical Results 

The above descripti ve ana lys is concludes the signi ficance of demographi c vari ables. human 

capital indicators, type of economic activ ities and the availability of remittance as determi nan ts 

of transient and persistent poverty. Nevertheless, the above uni vari ate analys is may not rC\'cal 

some of the underlying relati onships which need to be seen in iso lation. This sect ion present s 

ll1ulti variate analysis of the above relationships by controlling sO ll1 e other underlying ohse l'\ cd 

and unobserved characteristi cs . The 1l10del to be employed was developed in the prev ious 

chapter. 
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Table 4.3: Probit estimates 

Wald chi 2(16) = 242.00 0,. = 0 .026 16 

Log likel ihood =-786.91 187 Prob > chi2 0.0000 0" = 0.03735 

Marginal Mean value of 
Va riable effect Z val ue X 

Sexd -0.06262 -0.59 0.6163 

Age -0.03539** -1.94 49.0959 

Age square 0.00029* 175 2584.78 

Marri aged 0.00580 0.06 0.6803 

HH size 0.0861 1*** 6.59 6.2930 

Primaryd -0.35935*** -3.36 0.1950 

Secondaryd -0.9250 1*** -6.76 0.1262 

Terti aryd - 1.2 1367*** -7.98 0.083 1 

Wage employed -008025* -1.7 1 0.25 19 

Cas ll C1 I \,vark el" 0.12714 0.80 0.0656 

Pensioner 0. 121 87 0.98 0.1 388 

Di sabled -0.13706 -0.57 0.0225 

Own acco unt worker -0.42809*** -3.40 0.2022 

Remittance -0.00927** - 1.98 44. 7253 

(Age)(remi t) -0.00003** -2.03 220 1. 82 1 

(S ex)(relllit) 0.000 19 0 .09 27.4572 

Source: Author's calculation from EUHS 
N.B. * Significan t at 10% leve l ** Si gnifi cant at 5% leve l *** Sign ifican t at 1%, level 
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Gcndcr of the household head, mari ta l status of the head, bei ng thc household head is in somc 

type o f economic acti viti es do not seem significantl y (at 10% level) affect the probabil itl 01 

being poor or not for the peri od under ana lysis. 

For Ihe peri od under analys is, household size defi ned by adult equivalent unils is significanll) 

positi vely associated with the likeli hood that a household is poor. Thi s is a gencra l finding in Ih,' 

povert y literat ure. T his show s that households with large number of members arc morc likcil I,. 

be poor than wi th smaller household size. Thi s may suggest that the disadvan tage frol11 I'·cc 

rid ing in consumpti on by some household members is by far larger than the benefil thai Ihe 

houschol d obtains as a resu lt of returns to scale in consumptions as the household siLc incrca,es 

in urban Ethiop ia. 

On the other hand, the impact of the highest level of schooli ng completed by the hcad of Ihe 

household is fou nd to be signi fi cant. That is to say that all dummies for compl eli on o f primarl ·. 

sccondarv and lertiary education are significantly negati ve ly associaled w ith the probabillll ' Ihal 

the household is poor. Thi s suggests that those households w ith formally educated heads arc less 

likely to be poor compared to those households w i th their heads w ith no forma l cducalion . In 

olher words, the probabili ty of being poor relati ve to non poor increases if Ihe hcad of Ih,' 

hou sehold does not have formal education. This is not surprising as it is consislent w ith human 

capi tal theory where education is assumed to increase producti v ity and hence earn ings. Thi s is 

al so intui ti ve ly appeal ing especiall y in urban areas where formal education is required lor al le'lS! 

sl< i Ilcd jobs. 

1 



However, the coe ffi cients of the schoo ling dUl11mies are not the same for the differenl lel 'e ls "I 

ed ucalion. This may suggest that different levels of education affec i pove rt y diflcrenl l) 

compared to Ihose with no formal educat ion at all. 

The econometric result suggests that the probability of being poor cont inually decreases lI'ilh <lge 

of the ho useho ld head . Thi s may be ex plai ned by the benefit in term s of increasc in earlli". 

which is associated with wo rk ex peri ence of the head as hi s age increases. But the probabilit l ,)1 

bei ng poor is higher at very low and very high age levels as indicated by the positive coefficienl 

for age sq uared. 

The economic act ivity of the household head is al so an impo rtant determi nant of which pOl'c rt ) 

status group a household is in . The coeffi c ient fo r wage workers and own account workers arc 

sign ifi cantl y and negati ve ly related to poverty implying that wage workers and oll'n aCCOllnl 

workers are less probable to be poor compared 10 Ihose of the unemplo yed one. <IS Ihe 

unemp loyed arc considered as a base category here. Thi s resu lt is ex pccled given tl1<11 Ihev aI', 

regu lar income· earners and the descripti ve ana lys is above. 

The coe fi" cient of rem ittance is found to be significantly negati ve implying that households II ith 

remittance are less likely to be poo r. On the other hand, remittance interac ling varia bles sh<lll 

that the impact of remittance on povert y is different for different age leve ls and headship. The 

coe ffi c ient for the interacting variable of remittance with age is nega ti vely sign ificantl y related tn 

po vcrt y. Thi s sugges ts that Ihe negat ive impact of remittance on pove rty is more pmnounced 101 

hou seholds headed by older indiv idual s than for househo lds with younger hC<lcl s. II Ill'" h, 

because at o ld age children might get older and earn something abroad to send Illoney hack Il) 

I 



homc. For headship and rem itt ance interacti ng variable the coefficient revea ls that il POSili\'cJ, 

aFFects poverty though it is not sign ifica nt. It seems that rem ittance is eFfccli vc in lerms 01 

povcrty red uction when it is tra nsFerrcd to fema le-headed households Ihan For malc-hcackd 

households. This can be partly assoc iated with effic ient money managemenl of Fcmal es ''' lei Ih L·i, 

altrui sti c nature where fema le heads are more likely to be more concc l"l1 cd about maxill1i/ing IhL' 

Family 's utilit y than their own compared to male heads. Thi s shows Ihal rcmillanccs h,,, L' 

significant role in figh ting poverty. Thi s is based on the Fact that the beneficiari cs or reci pie nl s 01 

rem ittances are often low-income fa mi lies whose member mi grated in search of a beller working 

opportu nity. In Ethiopia having relati ves who can send money in Diaspora is a blessing. Thi s 

rcsult is ma in ly so because of strong fam il y ti es with in the Ethiopi an soc iely. Thi s 11ndin ~ is 

inleresting given Ethiopia does not have soc ial security system il may suggesl to inclu cie poli c ies 

which encourage famil y networks and cu ltural ti es as part o f poverty all ev iating stral eg ies. 

As cii scu ssed above. in the probit regression the dependent variable di slingui shes 1\\0 cases . I.L· 

poor and non poor. The purpose of this ana lysis is to provide a morc careFul anal ys is of Ihe 

factors whi ch l11 ake the household poor. The res ults are in terpreted in terl11 s of the Ill argi "'1 I 

eFreCIS 01' each variable, in other wo rds the marginal effect of a change in that cx planalo r, 

variabl e on the probability that a household is poor or not. 

Once we have identi fi ed the facto rs wh ich determine poverty status of the household bv IhL' 

abo\'c analysis, the next step is to assess whether these factors (household characteri slics) h,,, c 

an y ro le in making the household escapc frol11 or fall into poverty. Th is is donc by a ser ies 01 

rela ted probit regressions. The resu lts are reported here below. 



Table 4.4: Probit Regressions-Marginal Effects 

Log likel ihood = -739.5 
LR chi2(14) = 277.33 
Prob > ch i2 = 0.0000 
Pseudo R2 = 0.1579 

Log like lihood = -730. 0 
LR ch i2(14) = 260.61 
h ob > ch i2 = 0.0000 
Pseudo R2 = 0. 1605 

Log like lihooci = -716.1 
LR chi 2( 14) = 2270() 
Prob > chi2 = 0.0000 
Pseudo R2 = 0.14 17 

Poor or Not Poor in 2000 Poor or Not Poor in 
Conditional upon being 2000 C ondit ionalupoll 

\"ariable 
Poor or Not Poor in 1995 poor in 1995 not being poor in I ()l) :, 

Marginal Margina l Marginal Z 
effect Z va lue Effect Z va lu e effect va luC' 

Sexd -002996 -0.59 -0.0 1412 -0 .20 -0.06(, 78':' - I ")(1 

Age -0.00785 - I. I I -0.00610 -0 .5 3 -0.0338 2**::: -~-:\ -

.Age square 0.00006 0.84 0 .00006 0.58 0 .00024':":' 0 I, -

MalTiaged 0.01824 0.39 0.0 1228 0. 18 -0.04960 -() S~ 

1-11-1 s ize 0 .05258 ':' *':' 8.33 0.031 15*** 3.72 0.02444''':'':' ~ 1(, 

Prilllaryd -0 .14504*':'* -3AO -0.2 I 298':'*" -2.96 -0. I I lOll':"" - ~ .2-1 

Seconcia ryd -0.30685*** -6AO -0.19563* - 1.98 -0.18638'''''':' - -1. . _~ ~ 

TCrliaryd -0.50694*** - 13 .8 -0.33992** -2 A2 -0. 16890':'*':' - , 71 

Wage em pl oyed -0 .14438*** -3.12 0.03680 0.56 -0.194 72*':'" -.", -;-, 

Casual \Vo rk er 0.07428 l.l3 0.03805 OA5 -006321 -II (, ~ 

Pensioner 0.03446 0.66 -0.10346 -135 0.0628 7 (I 7 (, 

Di sa bl ed 0.03980 OAO 0.028 16 0 .2 1 o 134-\11 O().4 

O\\"n aCCoLillt worker -0.15353"** -3. 19 -0.25258*** -3.00 -0.16329*':":' - ~ -; 

Remittance -0.00 I 07*** -4 .51 -0.00062*** -2. 73 -0 .00052" ':::!: -2 .ell \ 

Source: Author 's calcul ation from EUHS 
N. B. * Significant at 10% leve l ** Significant at 5% leve l *'"* S ignincant at 1% level 



The lik eli hood of a household bei ng poor in 1995 is s ignifi cantly negative ly assoc iat cd with Ill f 

head having formal educat ion ; with th e head bei ng own accollnt \1-l orker or wage \~ I nrkcr: and 

wit h increase in the al110 unt of rel11ittance that th e househo ld gets. On th e other hand. househol d 

s i7.e significant ly positi ve ly affects the like lihood of th e household to be poor in I ')95. The 

coe fficients lar age and age squared are not signi (ieant here. 

Cond iti o nal o n a ho useho ld hav ing been poor in 1995, hav ing SO l11 e al110unt oJ' rel11ittance. 

attend ing forl11al education by th e head of the househo ld and be ing own acco unt worker more 

likel y hel p the household to escape poverty. The househo lds w ith large family mel11be rs arc' 

stro ng ly pos itive ly assoc iated with th e ho useho ld being in persistent po verty. 

For those ho useholds that were non-poor in 1995, descent into poverty is positi ve ly associaled 

with large fal11ily l11 embers. With thi s regard , o ld age is al so the sign ific an t fact ur lor Ih ,' 

household to fa ll into poverty as shown by the pos iti ve coefficient of age squared. Descenl inl o 

poverty, on th e other hand , is negati vely assoc iated w ith : ma le headship ; attending lorlllal 

education; remi ttance; and working as a wage worker and own accou nt work er. 



Chapter Five: Conclusion and Recommendation 

5.1. Conclusion 

Thc resul ts of urban po verty estimates in thi s stud y ind icates that th e pe rccntage of houschol d, 

that co ul d no t meet the bas ic nceds for surviva l in the 1990s was in the ran ge 01' 44"" w 52"" 

Th is shows that it needs serio us attention. Though poverty was hi gher in urban Ethiopia. th e 

study fi nds out that its levels was decreasing continually in thi s years. When we loo k at th e trend 

in povert y leve ls in spec ifi c urb an centers, po verty dec lined in th e c iti es of Add is Ababa. A\Yassa 

and Mekele. W hereas it inc reased for Dire Dawa and Dess ie. On the o the r ha nd . the largest 

concentration of th e poo r was fo und in Dess ie, .I imma and Addi s Ababa. Poverty was found to he 

10IVest, in te rl11 s of propo rtio n of the poor, in Awassa, Meke le an d Dire Dawa. 

Turning to the socio-econol11i c characteristics of th e househo ld, th e il11pact of household sil.c "' , 

inc reasing th e chance o f th e household to be under poverty appears to be quite stro ng . In acici itio n 

to this. it has a st rong effec t on th e household 's chance of fal ling into po verty and remaini ng in 

po ve rty for a longer period ol· time. Th is reveal s th at in urban Ethi op ia. th e d isadvantages fro m 

free ridi ng in consul11ption al110ng famil y mel11b ers is by far large r th an the benefi t that Ihe 

househol d obta ins as a res ult of returns to scal e in consul11pti o n as th e ho usehold si ze increases . 

On the oth er hand , l11 a le-headed househo lds 111 0re like ly escape poverty than their femal e- head ed 

counterparts. 

Ed ucati on of tlie head has a slrong negati ve il11pac t on th e pro babili ty th a t the ho usehold is poor. 

Acco rd ing to th e resul ts o f thi s stud y, education can be considered as a way out from pO\'Cl'ly. 

The type of activity that th e head un dertakes is a lso impo rtant in deterill inin g the po vcrtv SI<1tt " 

-l <J 



of the ho usehold where be ing own accoun t wo rker and wage worke r ha ve negative impact o n 

poverty w hile be ing di sabl ed inc reases th e li ke li hood of being poor com pared to those of till' 

u nemp lo yed . 

When we come to the re latio nship between remitlance and pove r·ty, household s with rcmillan cc' 

a re less like ly to be poor. Bes ides, the negati ve remittance effect is hi gher for fema le-head ed 

ho useho ld. In addition to thi s, th e negative impact of remittance is prono unced where it is 

transferred to ho useho lds wi th o lder heads . Generall y, remittance is important in hclping th e 

household to escape poverty tho ugh its magnitude is di ffere nt for di fre rcnt soc io-eco nomi c 

characteris ti cs of the ho useho ld . 



5.2. Policy implication 

In thi s study the determinants of poverty persistence in urban Ethiopian in general and the illlP'lCl 

of rel11 i llance on poverty persistence in part icular are ex plored. Even if a nUI11 bel' 01' spcci li L 

conc lusions that have po licy implications can be drawn, the followin g maj or points arc sla led 'IS 

poli cy implications of the study. 

FirsL the educational atta in ment of the head, as discussed above, is thc most important f"acl or Ihal 

decreases the probabili ty of be ing poor. Thus, promoting education is central in address ing the 

issue of poverty. In thi s regard , it has to be considered that female educati on is importan l ill 

reducing poverty. It has been found that female-headed househo lds are less likel y 10 cscape 

po ve rty rel ati ve 10 the ir ma le counterp al·ts and that fe male educat ion plays signil; ea lll rok in 

po ve rt y reduction. Thus, promoting fe ma le education is a cruci al element of" poverty reduction 

pol ic ies. 

There are ev idences in the literature that female education and ferti lity are negati ve ly l·orrclatcd . 

That is !TIo re educated househo lds, particul arly femal es, are more like ly to have lewcr children . 

Thi s il11p lies that promoting female ed ucation could also have an impact on househo ld si7e whic h 

is another important deterl11 inant of poverty persistence in urban Ethiopia. Over and abovc thi s. 

fC l11ale educat ion has a posi ti vc ex ternalit y e ffects and hence such a policy cou ld h,,, 'c largl' 

effects on poverty reducti on in general. 

Second, rem ittance is fou nd to be the most important factor thai is assoc iated wilh less P O\"C rt )' 

This shows thai rel11ittances have signi I;cant rol e in fi ghting poverty and hence Ihere is a need Il1 
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des ign appropriate policy to consider and encourage rel11i ttance in the PO\ ert y all e\ iatill il 

proccss . One area where a lot of work should be donc is in shifti ng thc trans fer of rcmittancL' t(l 

thc forma l payment systel11 since a large amount of remittance innows to Ethiopi a through 

info rmal channels. arrowing the gap between the officia l and parallel market exchange rat cs. 

reducing the cost of sending money through the forma l channels, improv ing the emc icncy 01' 

service deli very by the banking system are within the policy realm of the governl11 ent to direct 

remittances into the fo rmal sector. The other policy option could be to formali ze the current 

informal remittance agents. 

No n-economi c incenti ves in innuencing the dec isions of cit izens abroad to trans fer both linanci,, 1 

and human resources should also be desi gned. Studi es suggest that onc of thc non-cconomic 

incenti ves is nationali sl11 I. e. what l11a kes the Diaspora interested in it s hOl11 e country is the 

fee ling of belongingness to it s place of birth. Thi s feeling has to bc culti vatcd fu rt her. lo r 

instance. by allowing the Diaspora to have do uble nationality in case it takes the na tionalit y or 

any fo reign country and by l11aki ng the Diaspora parti c ipate in the social , economi c and poli tical 

processes in the home country. 

i 
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Annex 

Table 1: Calorie based equivalence scales 

Age (Years) Men Women 

0-1 0.33 0.33 
--

1 - 2 0.46 0.46 

2 - 3 0.54 0.56 

3 - 5 0.62 0.62 
- --
5-7 0.74 0.70 

.- --
7 - 10 0.84 0.72 

10 ·- 12 0.88 0.78 -I 
12 - 14 0.96 0843 
14 - 16 1.06 0.86 

16 - 18 1.14 0. 86 I 
18 - 30 1.04 0.80 [ 

30 - 60 1.00 0.82 I 
--j 60 plus 0.80 0.74 

~- . . 

Source: Dercon and Krishnan (1998) 



Table 2: Basic Food Baskets Giving 2.200KgcaJ (per adult per month) 

Food Items .. _1 Quantity (Kg or 1) 

Teff 1 8.82 

I ___ B_ar_le_Y ______ ~__t_~_ - _ 0_.3_9 _____ ~ 
Wheat ===+= 2.42 

~::"m ____ ----111:_ --------~.-~ ----.~ 
I Lentils 0.39 

::::-:-::~~----j-------~.~-~ --------j 
--l- -----j 

Shiro 0.<)4 I 
1·- -~ I~omen 0.39 

~_~o_ntie_:_:S_. ----~.~~------~~__l_----------~.:: - 1l 
Mi lk 0.39 . 

Bread 

Oi l 

h njera 

0.94 1 
-------0--:-47-----: 

.--l------ - -----.-------, 
1.64 

Sugar I ---0:23-----
·---------e ----------

Coffee I 0.23 t----------
::~:ere -~ --- ~~~-- - J 
~__ ----J __ L_ 0.62 

Source: Mekonncn Tadesse (2000) 
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