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Most of the people in the world are poor, so if we 

knew the economics of being poor we would know 

much of the economics that reaDy matters. " 

(Theodore W. Shultz, on accepting the Nobel Prize, III 

Economics, 1979) 



Abstract 

Conswnption-based pCNerty comparison in three rural villages of Region 3 (Dinki, 
Yetmen, and Shumsha) show that Dinki, the worst hit village in 1984 drough~ is still poorer, 
while Yetmen is relatively well-off. Larger household size is unambiguously a significant cause 
if poverty in all villages. Interestingly, unlike agricultural technology, "formal education" 
doesn't seem to have direct impact to avoid poverty in all areas, but indirectly by enabling 
households to limit household size. Also, male-headed households are not any better positioned 
than female-headed ones to escape poverty. It seems thot only where adoption rate of modern 
agricultural technology is high (as in Yetmen) that experience and hence age helps. Non farm 
income is significant determinant of pCNerty particularly in Dinki where agriculture is largely a 
hopeless venture, which sharply contrasts with Shwnsha where the non farm jobs are despised 
and left only for those marginalized FalashaslJews people. Assets are particularly usefoJ where 
non-faml income is a significant part of income as in Dinki. Land not surprisingly, has a strong 
poverty reducing effect This is not the case with Oxen. To reduce the level of poverty in these 
areas, limiting household size (through expansion of education), expansion if non-farm 
employment opportunities, credit supply are the major policy recommendations, though the 
degree of their importance vary among the areas. Yet these econometric results need to be 
combined with the PartiCipatory Poverty Assessment (PPA) method in order to obtain even a 
more reliable outcome. 



Introduction 

TIre lack of progress on reducing poverty in the third world countries, and infact its 

growth during the 1980s show that one of the fundamental goals of development has not been 

met For most of the developing countries, the main issue particularly in the 1980s were 

adjustment to internal and external imbalances, resulting in policies that in most cases did not 

place priority on die poor. 

Conti.nued suffering of the poor, thus, eventually called on the attention of Governments 

and international development agencies to put focuses on poverty redUctiOll In order for the 

advantages from the restructuring and more market oriented economic policies to have a trickle­

down effect on to the majority of the society, there appear to be a need for a renewed effort for a 

grassroots development that will reduce poverty. 

Cognisant of die fact that backward agriculture is the very root of poverty in Ethiopia -

obviously one of the poorest in die world - the present Govemment rightly launched its 

Agricultural Development Led Industrialisation (ADIl). Development efforts are now rural­

focused But to develop effective policies to attack poverty requires specific knowledge about 

factors affecting poverty. 

The purpose of this paper is to provide this infonnation for three rural villages in 

Ethiopia which are geographically in one region, (Region 3) but with very divergent 

characteristics in climate, soil, culture, economic organization, and many other aspects. Thus, 

the first chapter would provide the basic background information on the changing attitude to the 

poor world wide and in Ethiopia. The second chapler would focuses on the controversy over the 

very concept of poverty and its measurement The third chapter would try to review the major 

studies on the detenninants of poverty, particularly in Africa The fowth chapter presents the 



empirical findings wlwe the last chapter draws conclusion and gives some recommendations for 

policy and future research to reduce poverty in the areas. 



1. BACKGROUND 

1.1. The Changing Perception about the World Poor 

Until a few decades ago, there was a widely held belief that economic growth is the 

way to reduce !lIe incidence of poverty, and, economists !llerefore focused !lleir attention on 

!lIC mQ(L1lities of economic grOwtll. Particularly, in the 1950s and 19608, many, strongly 

influenced by Sir Arthur Lewis and others. saw "growth" as the prinlary means of reducing 

poverty and improving the quality of lifc. 

TIlcre were !llfce justifications for the emphasis on grOwtll (Streeten, 1981).One 

justification assumed that ilirough market forces - such as the rising demand for labour , 

higller productivity, or lower prices - economic growth would spread its benefits widely and 

speedily , and that these benefits could best be achieved ilirough growth. Secondly, it was 

assumed that govenunenls are democratic, or at any rate are concerned with the fate of the 

poor. Therefore, progressive taxation, social services, and other actions would spread the 

benefits downwards. 

The third justification, more hard headed than the previous two, said !llat the fate of 

the poor should not be a concern in the early stages of development. It was thought 

necessary first to build up !lIe capita~ infrastructure, and productive capacity of an economy 

so !llat it 'could improve !lIe lot of the poor later. 

AnoUler strong influence was Ule so called Kumer s curve, which relates average 

ill come levels to an index of equality and suggests U\3t Ule early stages of growth are 

(essentially) accompanied by growing inequality. Only at an income of about $1000 per 

head (1979 dollars) is further grOwtll associated with reduced inequality, measured by the 

share of the poorest 40 % of Ule population. 



Indeed, smce then, some countries have surged ahead in their economic development, 

attaining a level of prosperity which was unthinkable half a century ago, while many others 

are still at a very low level of development. 

Yet, even in those countries where some growth has been recorded, the situation of 

the poor has never improved much. Except for a few countries, with special initial conditions 

and policies, there was no automatic tendency for income to be widely spread, nor did 

governments always take corrective action to reduce poverty (Streeten, 1981). TIIUS, the 

expectation that the benefit of economic development would "trickle-down" to the majority 

of tlle poor did not materialize. Indeed, witll inequality and tlle number of the poor growing 

larger in many developing countries, the previous thinking that favorable distributional 

effect. and reduced level of poverty are the sure outcomes of economic growth had to 

change (Hassen and Chandra Babu, 1991). 

In tlle early 1970s, tllerefore, a shift was made towards poverty-focused development 

strategies such as tlle "redistribution-witll-growth" and "basic needs" approaches. 

Essentially, attention shifted to tlle direct provision of such human needs as health, nutrition 

and educational services, and this was seen as a matter of public policy since it will eradicate 

the social evils witll fewer resources (or sooner) tharl would the "roundabout" method of 

raising income (World Bank, 1990). lnlprovement in the healtll, education and nutrition of 

tlle poor, it was argued, were important not only in their own right, but also to promote 

grOwtll in incomes, including the incomes oftlle poor (streeten, 1981). 

In the 1980s, tllere was yet another shift in emphasis. Countries, especially in Latin 

America and Sub-Saharan Africa, struggled to adjust after tlle global recession. The 

constraints on public spending tightened. Many developing countries had to cope witll 

macroeconomic crisis. Many, tlms, began to question the effectiveness of public policy and 

especially policy towards the poor. Thus these countries needed to draw attention to a new 
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concern -- the need to frame "adjustment policies" that give due weight to the needs of the 

poor (Lipton & Ravallion, 1993). 

The World Bank Report, in fact, drew a depressing pictw'e for millions of the world's 

poor during this particular period. Many developing countries have not merely failed to keep 

pace with the industrial countries they have seen their incomes fall in absolute terms. Worse 

still, for most Sub-Saharan Africa, living standards have fallen to levels last seen in the 

1960s. Such facts, extraordinary as they are, exacerbated the plight of the very poorest, 

whose lives have remained, blighted even as incomes elsewhere in the developing world 

have risen. For many of the world's poor, the 1980s was a "lost decade" -- a disaster indeed 

(World Bank, 1990). 

Since early 1990s (and indeed since late 1980s), thus, there has been resurgence of 

interest in poverty reduction by the major multilateral and bilateral aid agencies. Particularly, 

following the World Development Report 1990, most agencies listed poverty reduction 

among their overarching objectives (Coulombe and Mckay, 1996, Getahun, 1999) and have 

opted variants of the Bank's two-pronged anti-poverty strategy; namely: broad-based 

economic growth which generates efficient income earning opportunities for the poor and 

improved access to education, health care and other social services. As a matter of fact, the 

strategy also included a social safety net for the vulnerable. 

Consequently, a good deal of research has been undertaken on the meaning and 

measurement of poverty and on the efficiency of different policy interventions at the national 

and international level. Many programs got underway in the name of poverty alleviation. 

Yet, Ille absolute number of those in poverty continue to rise. In fact, the World Bank's 

Poverty Reduction Hand Book (1993) estimated Illat, given current trends, the number of 

people living on income less than USD 1 a day (the subsistence rate) will rise from 1.1 

billion in 1990 to 1.3 billion in the year 2000. 
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Eradication of poverty has thus eluded economists for decades, and has in fact led to 

some more in-depth thinking which has cu1minated in the World Summit for Social 

Development, at Copenhagen, Denmark, March 1995. Following the Swnmit, each country 

was urged to fOlmulate policies and strategies geared to substantially reduce, in the shortest 

time possible, inequality and eradicate absolute poverty by a target date. 

1.2 TIle Ethiopian Condition 

l11e prevalence of poverty in Ethiopia is very well documented. The poverty 

condition manifests itself in many ways, including: very low school enrollment ratio, very 

high rates of infant, child and maternal mortalities, in deteriorating conditions of child 

nutrition, in limited access to safe drinking water, in crowded housing conditions, etc. 

Focusing on welfare indicators of income/consumption expenditwe only (welfarist 

approach as opposed to the one proposed by the composit Human Development Index, see 

discussion bellow) there are currently various figures indicating the number of people under 

poverty in Etlliopia (Annex 1). The most recent estinlate at the national level (urban+ruraJ) 

by Mekonen, Bereket and Abebe,1998) based on calorie consumption indicate that as high as 

48% of the total popUlation cannot alford for the "mininlum food bundle" constructed for a 

daily caloric intake of 2200 k.cal per day per adult. 

However, even this figure seem to be conservative estimate. For exanlple, Dercon & 

Krislman (1998) advise that caloric-intake is only a limited part of a healthy diet; other 

nutrients need to be added, which would result in much more expensive diet. In fact the total 

consumption poverty line for Ethiopia, calculated in this way (i.e.; based only on calorie 

intake) is only close to $10 per month per adult, (unusually) much lower than the $30 

proposed for Africa and other developing countries by the World Bank. According to 
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Dercon & Krislman(1996), using this World-Bank-recommended poverty line, the total 

proportion of (rural) people under poverty (for 1994) would be as high as 85%. 

Interestingly, Mekonen, Breket and Abebe (1998) pointed out that unlike the case in 

most poor countries, the condition of urban and rural poverty in Ethiopia is that of 

comparability instead of dichotomy. TIus is only because, according to them, the famous 

"settlement" history in Ethiopia (hence urbanization) has been largely associated with the 

growth of the administrative services and stale apparatus, instead of the expansion of the 

modern sector tlla! (normally) could cause tlle dichotomy. Consequently, urban areas are not 

any better tllan rural areas when it comes to poverty. In 1994, for example, poverty in rural 

and urban areas was 41.3% and 42.9%, respectively (compare, for example, 47% and 25% 

for Equador, Lanjouw(1996) and 61.6% and 5.25% for Cote d'voire, Kakwani (1993» . 

What is even more depressing is tllC fact that since the beginning of building modem 

Ethiopia following tlle end of Second World War, development in the country seems alien 

and any progress made since then could at best be leveled "marginal". TIlat is in almost all 

aspects of development, Etltiopia's present state hardly changed from what prevailed four 

decades ago. Consequently, tlle country's problem, development constraints and 

development priorities remained tlle same as were four decades ago. 

Comparing situations in 1965 and 1992, Jamal Mohammed (1997) clearly indicated 

tlle grave realities of tlle country. Thus, the level of per capita GDP, wluch was USD 50 in 

1965 still stands at USD 110 in 1992, obviously one of the lowest in the world. Other major 

social indicator also shows similar pictures. Gross enrollment changed betwcen the periods 

from 11 % to just 15%, lifc expectancy (at birtll) changed from 43 years to just 49 years and 

infant mortality declined from 162 only to 122. 
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Tlris reflects the presence of widespread poverty, with an economy not only failing to 

ensure basic needs to the people, but also progressively becoming vulnerable to externalities, 

making economic management complex and difficult. The existing economic policy thus 

essentially centered around poverty alleviation. By way of implementing its stated policy, 

tlle present government has already undertaken fundamental measures (UNDPIECA, 1997) 

including: 

(i) devaluation of domestic currency, 

(ii) maintenance of a prudent or tight fiscal and monetary policy, 

(iii) upward adjustment of interest rate, 

(iv) trade liberalization and price deregulation, 

(v) transport deregulation, 

(vi) labour market liberalization, 

(vii) import liberalization, and 

(viii) inflation control. 

Such measures seem to pay-off. As Jamal (1997) pointed out Macroeconomic 

development since 1992193 depicts two important positive outcomes: economic stability and 

recovery. During the four years (1992193 - 1995/96) growth in real GDP re-bound to an 

average record level of about 7% 

11ris, however, doesn't seem to smoothly translate into poverty reduction. As 

Mekonen, Abebe and Bereket (1998) pointed out, between 1994 and 1995 alone, poverty in 

Etlliopia showed an increase. That is while about 41. 5% of the population in 1994 was living 

in absolute poverty (defmed by local standards) the figure increased to 48% in 1995, 

registering an increment of 8.8% in just one year. 
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By any standard, Ule issue of poverty alleviation is one serious issue for all concerned 

WiUI EUtiopian development. Indeed, if poverty is ilie focus of Ule international community, 

Ule challenge can nowhere be more appropriately taken up ilian in EUliopia (picket, 1991). 

1.3. Statement of thePr9blem 

TIlUS, needless to say, poverty in Etltiopia is so serious. But, to design strategies for 

Ule alleviation of growing poverty, its root causes need to be investigated closely. Factors 

associated wiili Ule incidence of poverty were identified and analyzed in many countries in a 

large number of studies. Yet, willie iliere is such a large body of literature on ilie subject in 

developing cOUfltries in general and particularly in iliose of Souili and souili-east ,1\sia, very 

few attempts have been made in ilieir African counterparts. 

But given ilie recent emphasis on relieving food crisis and reducing Ule sever 

consequences of famine and maInutrition, as well as deteriorating social conditions of ilie 

poor, Ulere is an urgent need for researching poverty problems in Africa. TI!is is particularly 

so in countries that are often seriously stricken by drought and famine, such as Sudan and 

Ethiopia (Hassan, 1991; Picket, 1991). 

CurrenUy, such professional efforts are increasingly being made towards iliat end. 

Yet, they are simply a drop in ilie ocean, given ilie nature of poverty in iliese countries. An 

enhanced effort still need to be made to understand ilie "diverse", "local" and "complex" 

realities of Ule EUtiopian poor. Whatever lintited studies iliat were undertaken so far, 

moreover, focused only at national level and little is known about ilie detail causes of 

poverty at regionaVzonal levels. 

In fact, WiUI growing concern of the Ethiopian government to ensure the rapid 

development of regions, iliere has now evolved a highly decentralized institutional 

framework for rural development. And tile central issue of development today is how iliese 
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regions can bccollle cflcclive actors in designing and shaping Uleir own futw-e (UNDP/ECA, 

1997)_ Given such facls, mUllysis only at national level, as has been Lhe case so far, can not 

reveal relevaut problems of poverty at lower levcls_ 

Essentially, mlalysis at such ml aggregate Icvel hides mmly important differences in 

Uw natw'e of poverty Ulat exist in different regions, Dercon & Krislman (1996) strongly 

advise Ulat oue should be very careful about the implications derived from measw'ement and 

faclors of poverty at nalional level, because they m'e likely to be reliable ouly for particulm' 

weredas and villages , WiUlOut doubt, what is ueeded is a closer look at Ule correlates of 

poverty at a lower level. 

1.4 Objective lind SignificlIllce of the study 

Thc recent Household Income and Expcndihu'c Swvey conducted by Ule Economics 

Dcparlmcnt of tJIC Addis Ababa Universily in collaboration wiUI oUlers provides good basis 

fhr poverty :U1alysis m1d subsequent policy fOJ1nulations, Some analytical works have 

alrcady becn dono using UIC data, What Ulis paper aims al is, Ulen, to add to Ule works on 

poverty analysis on aroas not worked on bej{n'e, 

The specific objectives could bc sWlllllm'ized as: (i) to measure levels of poverty, (ii) 

to single out major determinants of poverty in tile study areas, (iii) (0 see similarities and 

differences in factors timt gave rise to poverty in each area, and (iv) to point out some 

possiblc measures tJHlt need to be takcn in order to alleviate poverty in tile m'cas, 

GivclI Ule absence of a systcmatic analysis on correlates of poverty at such a 

disaggrcgaled level, the imporlance of this and similm' works cmulOt be exaggerated, A 101 of 

rcsow'ce is being devoted both by tlle govcrlllllcnt and non-govel1ullcntal org:U1i7 .. .1Iions in 

.. Imosl all .. reas or the counlry in OI'dcr to " .. lIcviate" poverty, Such efforts have onen been 
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wlSuccessful to achieve their objectives (mainly) because they didn't have a good 

information about the key factors causing the poverty problem. 

11ris study is hoped to furnish such vital infonnation on the study areas. In fact, the areas 

selected being from varying agro-climatic conditions and resource endowments, the outcome of 

the study may also be infonnative for other locations with similar nature. 

But, before going directly into investigating the measurement and determinants of 

poverty ill the selected areas, some exposition of vital concepts in tllis controversial area of 

poverty seems in order, and it is to this that the next section turns . 
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2. CONCEPTUAL & MEASUREMENT ISSUES 

2.1 Welfarists Vs Non-Welfarists 

So far, there appears to be no general agreement on any defmition of poverty. It can 

vary fTom place to place, depending on the socia~ economic, and cultural environment as 

well as on the stage of development of the society. But, broadly poverty can be defmed as 

not having enough to eat, a high rate of infant mortality, a low life expectancy, low 

educational opportunities, poor drinking water, inadequate health care, unfit housing and 

lack of active participation in a decision making process, etc. (Schubert R., 1994). 

Thus, approaches to the measurement of well-being at the individual level differ in 

telTns of !lIe inlportance !lIe analyst attaches to !lIe individual's own judgment about his or 

her well-being. They also differ in terms of the importance attached to the essentially 

materialist idea of "standard of living" versus less tangible but possibly no less important 

concepts such as "rights". 

Basing ourselves on !lIe materialist idea of standard of living an important 

distinction is between "welfarist" and "non-welfarist" approaches (Sen, 1979). While tl!e 

former aims to base comparison of well-being solely on individual utility levels as measured 

by !lIe individuals themselves, !lIe later approach pay little or no regard to infolTll3tion on 

utility. 

Economists have often shunned non-welfarist ideas aiming to base assessment of 

well-being solely on utility information. However, while it is clear !llat every individual 

utility gives value to, say, "food" consumption, one need not believe that individuals are 

!llemselves good judges of the importance of nutrition to well-being (Ravalli on, 1992).After 

all, commodities are necessary not as an end by themselves, but as means towards enabling 

!lIe individual to perform well by making him heal!lIY and productive (Mekonen , Bereket , 
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Abebe (1998». In reality, therefore, there are situation where personal judgments of well-

being may be considered suspect, either because of misinformation or incapacity for rational 

choice even with perfect information. Thus, a non-welfarist poverty comparison may deem 

tJlat tJle poor are better-off even if tJle poor do not agree! 

The welfarist (economists' favourite) approach , on the other hand, takes account of 

expenditure on goods and services consumed by the individua~ valued at appropriate prices, 

including consumption from own production and, rarely, leisure time, measured at 

appropriate wage rate. A basic premise here, once agam, is "respect" for the actual 

consumption behavior of households who are assumed to "rationally" allocate resources in 

such a way as to maximize basic need fulfillment (Shaffer, 1996). 

111us , economists would prefer to see tJle concept of pove11y in terms of economic 

deprivation. Poverty can tJlen be said to exist in a society when one or more people fall short 

of a level of economic welfare deemed to constitute a reasonable minimum , either in 

"absolute" sense or by a "standard" of that society (lipton &Ravallion, 1995 ). 

Based on such welfarist perspective , one can interpret tJle "poverty line" (to be 

discussed soon) as tJle minimum cost of achieving a certain level of (money metric) utility, a 

concept which is essentially derived from the nco-classical theory of consumer behavior. Thus, 

letting u to be tJle utility function defined over commodities Xl, .... x" and respective market 

prices Pl .... p,. and a fixed income of a consumer, y , the consumer's maximization problem 

can be stated as: 

Max u(xt, . .... xn) 

Subject to 

i . 1 
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l11e solution to this problem lead to the indirect utility function V(p,y) , where P is a vector 

of prices and y is the level of income of the consumer. TIle inverse of the indirect utility 

[unction provides the expenditure function given by y = E(P,u) . lf we define u,. to 

represent a reference utility level deftning poverty, then, the poverty line z is given by 

z=E(P,u,.) which is defmed as the money cost of achieving a certain level of utility. 

Apart from standard of living (discussed so far) one may think also of other indicators of 

well-being including household's "opportunity" for consumption (where one need adequate data 

on, [or example, wealth) and even "rights" (a right to participate in a society). Such concepts, 

however, carry more weight in the case of developed countries while in poor ones where greater 

importance is attached to consumption deprivation (especially food security) greater importance 

is attached to standard of living (World Bank, 1990). Moreover, preference is given for 

consumption (on which utility ultimately depends) as welfare indicator, than income. 

2.2 Income Vs. Consumption Expenditure Approach 

The choice of "income" or "consumption expenditure" has been a source of debate. 

Most analysts using household data [or developing countries in making welfare 

comparisons, however, have preferred current consumption to income as the indicator of 

living standards. Variability in income is probably the main reason. Income of the poor 

(which, of course, need to be net of costs, Lanjouw, 1996) often vary over time in fairly 

predictable ways (and sometimes in quite Impredictable ways); this is partiCUlarly true in 

under developed lural economies depending on rain-fed agriculture. Typically, there are 

"consumption smoothing" and insurance opportunities available to the poor, such as through 

saving and commlUuty based risk sharing (R.avallion, 1992). 
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Fl1edman's "pennanent income hypotheses" (PIH)(1957) also suggests that 

pelmanent income which may be represented more accurately by total expenditure, may 

reflect tJle purchasing power of households better tJlan measured current income because 

recorded income during a sw-vey may be distorted by transitory (short-run) components, 

such as windfall incomc, Icading to an incorrect measurement of true income (Kyerem & 

-
TIlorbeck, 1991). According to tJle Penn anent Income Hypothesis, tJle Marginal Propensity 

to Consume out of pennanent income is high willie transitory income is almost co~~ly 

saved (Hassan and Chandra Babu, 1991) ~\; -~:~~ 1?:~, ... \\ 
''.. t ~ \ 

TillS observation tJlerefore, has two distinct implication for welfare meas\i}li'i;~nt: (d 
current consumption will almost certainly be a better indicator (than current income) of 

current standard of living, and (ii) current consumption may then also be a good indicator of 

long-tern well-being, as it would reveal infonnation about incomes at other dates, in tJle past 

and future. 

Apart from tJle conceptual problems tJ13t arise in using income as an indicator of 

household welfare, measuremcnt error is bound to be serious particularly in countries like 

ours (Mekonen, Abebe and Berke~ 1998). Underestimated income would lead to a biased 

(over)estimation of poverty. Current consumption expenditure will tJlerefore be the chosen 

measurc of well-being in tJlis papcr. 

2.3 Cost of Basic Needs Vs. Food Energy Intake Approaches 

To compute poverty lincs, two mam metJlOds have becn used in developing 

countries: food energy intake (FEI) and tJle cost of basic needs (CBN) methods. Both 

metJlOds are anchored in a daily nutritional requirement but they differ in the procedure used 

to estintate tJle resources needed to meet tltis requirement. 
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Under the FE! method (Greer and Thorbecke, 1986), poverty lines are set by 

computing the level of consumption or income at which households are expected to satisfy 

the (predetennined) nonnative nutritional requirement ( e.g 2200 k.cal). Under the CBN 

metIlOd, (Ravalli on & Bidani, 1994; Ravallion & Sen, 1996) poverty lines are set by 

computing the cost of the food basket (at regional prices) "enabling" (poor)households to 

meet tIle nutrition requirement, and adding to this cost an allowance for non-food 

conswnption (again anchored on tIle conswnption pattern of the poor). 

As to which method to use has been debated upon, focusing on "consistency" and 

"specificity". A poverty profile will be deemed consistent when tIle standard of living 

embodied in tIle poverty lines used to construct the profile are tIle "same" for the various 

sub-groups tIle profile attempts to compare (Wodon, 1997 a). By contrast, a poverty profJ.le 

would be deemed specific if it's underlying poverty lines represent local (for the rural to 

urban comparison) or temporal (for a comparison between years) perceptions as to what 

constitutes poverty. For example, if there are differences in tastes or consumption patterns 

between urban and rural areas, tIus should be taken into account in constructing specific 

urban and rural poverty lines. 

However, any metIlod for computing poverty lines is likely to make "room" for both 

consistency and specificity. For example, because no reliable data are available for tracking 

tIle price of non-food items "by area" in most developing countries and because there is no 

consensus on tIle identification of non-nutritional basic needs, the CBN method has to make 

room for specificity in the estimation of non-food allowances. 

As [or tIle FE! metIlOd, it makes room for consistency (in poverty comparisons) in 

being anchored in an "absolute" nutritional requirement. TItis is because tIle stipulated 

relationship between food energy intake and conswnption expenditure will not be the same 

across sub groups or over time, and will tend to shift due to differences in tastes, relative 
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prices, activity levels, etc. (Mekonen, 1997). If for example, urban areas have comparatively 

more expensive tastes than rural areas, (for example, preference for white Teff as against 

black Tcff, assuming equal nutrient content) then one would assign a much higher poverty 

line to urban areas, and therefore overestimate poverty there. 

Thus the consistency and specificity of the two methods is a matter of degree. Each 

method has advantages as well as drawbacks. But the potential drawbacks of the FE! method 

has been shown to be particularly sever. In particular, Ravallion and Bidani (1994) showed 

that the FE! yields differentials in poverty lines (such as between urban and rural areas) in 

excess of Ule cost-of-living differential facing the poor. Thus, the meUIOd, they argue can 

mislead policy choices aimed at reducing absolute poverty. In contrast, the CBN method is 

more likely to generate a consistent poverty profJ.le because two persons with the same 

measured standard of living - measured by purchasing power - will be treated Ule same 

way (Ravallion & Sen, 1996). 

TIle CBN meUlOd is followed in this paper. Detailed procedures are given in the 

methodological section. 

2.4 Poverty Lines 

Given Ule above conceptual exposition on poverty, the basic question to be answered 

is how to determine whether the individual is poor or not. We need to quantify the various 

indicators of well-being into a single index - called poverty lines. It is undeniable Umt there 

exist level consumption of various goods (food, clothing, shelter, ... ) below which surviva~ 

beyond short period, is threatened. But it is less clear what Ulese levels exactly are for any 

given individual (Chen, Datt and Ravallion 1994; Mekonen., Breakout and Abebe,1998). 

And, in most societies (including some of the poorest) the notion of what constitutes poverty 
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goes beyond the allainment of tile absolute minimwn needed for swvival. 11ms, views 

always differ on the location of poverty lines. 

COllSequently, various approaches have developed m tile past. But tile main 

altematives foood in practice could be listed as follows. 

2.4.1 Absolute Poverty Line 

Much policy discussions in developing cooolries in relation to poverty has in the past 

focused on absolute poverty. Simply stated, absolute poverty refers to lack of command over 

basic conswnption needs. 

Ravallion (1992) defmes tile absolute poverty line as one which is fIXed intenns of 

tile living standard indicator being used, and fixed over the entire domain of poverty 

comparison. The absolute poverty comparison would thus deem two persons at the same real 

cOllSwnption level to botil be either "poor" or "not poor" irrespective of the time or place 

(e.g urban/rural) of being considered or with or without policy changes within the relevant 

domain. 

The common procedure available for setting absolute poverty line is the Cost of 

Basic Needs(CBN) metilOd (described above) which proceeds by stipulating a conswnption 

boodle cOllSidered adequate for basic cOllSumption needs and then to estimate its cost for 

each of tile sub-groups being compared in tile poverty proflle. CBN, therefore, is deemed to 

be a socially determined normative wage rate . COllSequently, those whose income is below 

this tiueshold are simply considered to be in tile (absolute) poor category. 
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2.4.2 Relative Poverty Line 

Simply stated, relative poverty means having less than others. It is based on the 

concept of poverty as a state of relative deprivation taking into account the general level of 

welfare in society. One way of determining relative poverty line is, for example, to choose 

the poverty line as a fraction of median or average income in society or as a specific 

percentile of the income distribution. 

Thus, wh.i1e absolute poverty may be reduced through economic growth, relative 

poverty will only decrease when income inequality in the society decreases. That is, even a 

well developed society may have some people in relative poverty, because poverty line 

simply vary with overall living standard. But, for developing countries where most people 

live below the subsistence leve~ the emphasis on relative position of the poor is not very 

appealing. The main concern -- at least in "measuring" poverty -- should be with absolute, 

rather tllan relative, deprivation (Kakwani, 1993). 

2.4.3 Subjective Poverty Line 

Quite different from the above two, this approach explicitly recognizes that poverty 

lines are inherently subjective judgments people make about what constitutes a socially 

acceptable minimum standard of living in a particular society. It is based on responses 

obtained directly from the individual for such questions as: what income level do you 

''personally'' consider to be absolutely minimal? Obviously, the higher the income level of 

the individual for whom such questions are posed, the higher will be tlle "minimal" income 

necessary for swvival. Such metllOds have been in use in developed cowltries (mainly in 

Europe) and not in developing countries. 
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2.5 Poverty Indices 

AIlcr a measure of individual well-being and the poverty line is known, the next step 

will bc aggrcgation into a poverty index. CWTcntly, thcrc is a large literaturc on poverty 

measure (See Abebe & Bcrekct, 1995; Hagelmars, 1987; Kakwani, 1980; Kakwani, 1993). 

Indecd depending on thc purpose 'or objective of measurement and availability of 

data we can havc a number of poverty indices. A brief review of thc major povcrty measures 

is given bclow (Kakwani, 1993). 

Let income x of an individual (or a family) is a random variable with the distribution 

fWlction F(x), and let z denote the poverty line . TIlen F(z) is tllC proportion of individuals 

(or families) below tllC povcrty line, obtaincd by dividing tllC numbcr of poor by tlle total 

number of people ill the population. TillS mcasure is called the Head Count Ratio(HCR) 

which indicates the "prcvalence"of poverty. 

The HCR is however a crude poverty index since it docs not take accoUJIt of the 

income gap among tlle tllC poor . If fhe degree of misery suJIered by an individual is 

proportional to how fa.r short of tllC poverty line tllat individual's income falls, tllen tlle sum 

total of tllese incomc shortfalls may be considered an adcquate measure of poverty. Such a 

mcasurc is called tllC Poverty Gap Ratio (PGR) and can be writtcn a.q : 

, 
G = f g(x)f(x)dx 

o 

where g(x)=(z-x)/z, f{x) is tlle density function, and fl. is the mean income of the poor. 
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Asswning that all the poor have exactly the same income, G will indicate the intensity of 

poverty. In that case, it can be used as an indicator of potential for eliminating poverty by 

targeting transfer to the poor, where the swn of the poverty gap yields the mini.lllWll possible 

cost. 

In reality, however, income is unequalIy distributed among tile poor, and G cannot 

be an adequate measure of tile intensity of poverty. The fact tllat tllere is more inequality of 

income among the poor with the mean remaining unchanged would mean more suffering for 

the extremely poor in a society. Under such conditions, the degree of poverty should be 

higher than tllat indicated by tile measure G. 

To make G gen.~itive to tile income inequality among the poor, Sen(1976) proposed 

tile following povel1y measure: 

where fl.' is tile mean income of tile poor, and G' is tile Gini index of income distribution 

among the poor. 

Yet, Sen's index is not free from sh0l1comings. Supposing that tile population is divided 

into mutually exclusive groups (socio-economic or demgraphic-based), and supposing 

further that, for some reasons, tile poverty measure of a certain group increases while tllat of 

tile remaining groups is unchanged), one would normally expect poverty measure for the 

entire popUlation to increase. But Sen's poverty measure violates tllis sinlple requirement 

in certain cases, because it is not additively separable/decomposable(Kakawani, 1993). 
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An additivel y decomposable poverty index is one which can be written as a weighted 

average of the poverty indices for a set of mutually exclusive and collectively exhaustive 

sub-population (Abebe, 1998) . TIlese measures are useful because they allow the 

assessment of the effects of changes in subgroup poverty on total poverty, which is of great 

interest for policy makers. 

A class of additively separable povelty measures is given by: 

z 
P = J B(z,x)f(x)dx 

o 

where 8(z,x) is a function of poverty line z and income x . 

But to make this poverty measure operationa~ we need to specifY 8(z,x). 

For example the Clark, Hemming, and Ulph(CHU)(1981) poverty measure can be obtained 

by letting 

TIms, we get, 

where ~ is a parameter to be specified. TIlese measures clearly satisfy Sen's monotonicity 

axiom ( see below) if and only if ~>O. Both tlle transfer and transfer sensitivity axiom will 

be satisfied for all ~<l. Thus for tlle axioms to be satisfied ~ must lie in the range O<P<1. 

Similarly, Watt's (1968) poverty measure can be obtained by substituting 
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8( z,x) = log z - log x 

we get 

z 
W = f(log z - logx)r(x),u 

o 

TIlls measure satisfies Sen's monotonicity and transfer lIXloms and Kakwani's 

transfer sensitivity axioms. 

Finally, the Foster, Greer and TIlOrbeck (1984) class of poverty measure can be obtained 

by substituting 

[ J
a 

z-x 
8(z,x) = - x-

which give us 

Pa = [[ z:x r f(x),u 

where u is a parameter to be specified. These measures are so popular in poverty literature 

because they satisfy all the key desirable axioms of a poverty measure (Hagennars,1987, 

Ravallion1992, Wodon,1997). That is: 

-- when 0.>0, Po: satisfies Sen's monotonicity axiom which simply states that given other 

things ,a reduction in the (mean) income of tile poor individual (others' income unchanged) 

must increase tile poverty measure; 

-- when 0.> 1 , Pu satisfies Sen's weak (strong) transfer axiom which states tilat given other 

tilings , a pure transfer of income from a poor individual, otilers' income unchanged, but 
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with income below z (above z), to any other richer individual must increase the poverty 

measure (Sen, 1976); 

--when a>2 , Pa satisfies Kakwani's transfer sensitivity axiom which states that if a transfer 

of income takes place from a poor person with income x to a poor person with income 

(x+h), then for a given h>O , the magnitude of increase in the poverty measure decreases as 

x increases (Kakwani, 1993). 

In fact there are other additional axioms which a poverty index is supposed to satisfY (for 

details, see Abebe, 1998). However, no single poverty index can meet all the desirable properties 

simultaneously . In this paper, we apply the FGT class of poverty measurement because while 

capturing the most desirable properties , they are also decomposable and subgroup consistent 

(Hagerulars, 1987; Ravallion, 1992; Wodon,1997). 

Having exposed some discussions 011 the concepts of poverty measurements, we shall 
.~'i~ 

•• ' III 
now turn to the discussion which in various studies have been identified to be "clillses" of 

poverty. 
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3. LITERATURE REVIEW (Empirical) 

As explained elsewhere in tills paper, factors associated witll lhe incidence of poverty in 

many cOlUltries were identified and analyzed in a large nlUllber of studies. Yet, while tltere is a 

large body of literature on tile determinants of poverty (for programs and projects) even in many 

developing countries including SOUtil and soutlt"east Asian counlIies, very few attempts have 

been made in their African counterparts. 

MetilOdologically, however, all studies follow eitlter of tile two models of analyzing 

detenninants of poverty levels regression or binary response model. There are 

advantages and disadvantages of using eitlter metltod, and tl1is shall be discussed in detail in 

tile Model Specification section. 

In tile following exposition of relevant studies on the conelates of poverty , focus is 

made on studies in developing cOlUltries, particularly on Africa. Many are at national level 

while some studies are at regional or even dislI'ict level witltin a country. 

For example, Kakawani (1993) used per capita adjusted consumption for Cote 

d'Ivoire (constructed by Glewwe (1988) as a measure of household's economic welfare. 

His major objective was to test whetlter tile observed difference in poverty level between the 

regions or between socio-economic groups wi tllin tile same region are statistically 

significant. 

The empirical result show that poverty varies widely among tile (five) regions that he 

developed for analytical purpose, and particularly between urban and rural For example, 

only 5.25% of tile population in Abidjan (urban) is poor whereas in the Savallllah (rural) 

regions as much as 61.62% of tlte population is poor. Such difference in poverty between 

regions, however, are statistically significant even within rural and urban sub-regions, 

showing that geographical location of a household has a sizeable effect on its poverty level. 
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I-Ie also fowld tJI~t largc houscholds have significantly higher povcrty Hlan small and 

mcdiwll-si ze households, and incidence of poverty is highest amongst households in which 

the head is over age 65; and tJle age group 46 - 65 also has fairly high incidence of poverty -­

leading to tJle conclusion tJlat tJle age of household head, when it exceeds 45 years becomes 

an important detcnninant of poverty. 

l'W'tJler comparing poverty among houscholds classi1ied according to 91c cmployer 

of tJlC head, he found tJlat povelty is zero among households whose head is employed by 

govemment corporation while households whosc head is self-employ cd are mos t susceptible 

to poverty. Interestingly, hc obscrved tJlat houscholds whose heads arc "not" working have 

lower poverty level tJlan tJlOse whose heads arc self-employed. He, thus, pointed out tJlat an 

employment dcfUlcd as not working and actively looking for work, is morc common among 

tJle non-poor households and some of such houscholds according to Glewwe (1988) may be 

composed cntirely of retired pcrsons living on pensions or otJlcr soW'ccs of transfer income. 

As expccted, witJI tJle highest education level reached by tilc household head, poverty 

decreascs monotonically, inlplying tJlat cducation evcn upto elementary school can 

substaJltially reduce poverty. 

The study by Grootaert, Kanbur and Tail< Ch (1997), on tJlC OIlICf hand, aimed to see 

factors which pl~y imp011ant role to welfare "changes" in Cote d 'ivoire using tJle living 

standard swvey (CLlSS) which was conducted from 198 5 - 1988. Fur tJlem, particularly in 

rW'al areas, physical e~pital, especially tJle amount of land and farm equipmcnt are most 

important endowments to explain welfare changes. Small holders were more prone to suffer 

welfare losses. Households witJI divcrsified soW'ces of income managed better, cspecially if 

tJlCy had an important soW'ce of non-fallll income. Again, tJle sizc and composi tion of 

households were key factors in aITecting welfm'e changes -- larger households suffered 

larger wcJf~re losses. 



TIleir regression results also confirmed earlier observation (Grootaert & Kanbur, 

1995) that region of residence and socio-economic status of the household were important 

determinants of welfare changes. For example, for equal levels of endowments (and for 

equal changes), households whose heads worked in the public sector maintained better their 

welfare levels than households working in other sectors; and residents of interior cities 

suffered greater welfare declines than those in Abidjan. 

Interestingly, migrant non-Ivorian households tended to be better at preventing 

welfare losses tllan Ivorian households, while households headed by women did better than 

tllOse headed by men. And, particularly in rural areas, households Witll heads YOlUlger than 

45 years are more likely to experience welfare increases. Like in the Kakwani study (1993), 

education was fOlUld to be not only associated with higher welfare Icvels, but it also helped 

people cope better with economic declines of the 1987-88. 

Anotller study on an African nation, by Coulombe & Mckay (1996) focused on the 

socio-economic determinants of living standards, in Mauritania; where not withstanding its 

per capita GNP of arolUld USD 510 (1993) (higher tllan many African cOlUltries), a 

significant proportion of the people fmd itself below the lower of the two poverty lines 

proposed by tlle World Bank (1990) in its World Development Report. 

TIle identification of tlle key contributory causes of poverty has been considered at 

two levels: first looking at tlle factors which influence the socio-economic group to which a 

household belongs as well as its standard of living within a particular socio-economic group. 

Witltin this framework, poverty can arise if eitller (a) a household does not have the 

characteristic to enable it to be in one of the more favoured socio-economic groups; or (b) 

whichever socio-economic group tlle household belongs to it does not posses the 

characteristics which make it more likely for it to achieve a high standard of living within 

that group. 
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They, therefore, found that lack of education (especially at the primary level) and 

high level of dependency ratio were the major constraints for many households, and 

reducing tlle extent of impact of these problems was a clear priority in tlle longer term. They 

also pointed out that attention need to be paid to tlle reduction of urban-rural inequalities, 

given tllat poverty in Mauritania was disproportionately a rural phenomenon, with 

households engaged in small scale agricultul'al cultivation being tlle highest priority group. 

Infact, earlier World Bank Study (1990 a) clearly indicated how important it was to 

examine social characteristics (in addition to economic characteristics) of the poor. For 

example, income based poverty measures showed significant progress in poverty reduction 

in Pakistan in tlle late 1980s. With a per capita GNP ofUSD 350 in 1987, Pakistan's income 

per capita was well above tlle USD 290 average for low income countries at tllat time. 

However, Pakistan's demographic and social indicators (healtll, education, etc.,) were 

comparable only to those of the "lowest" income countries (World Bank, 1990). 

As mentioned in their report, the Coulombe & Mckay study followed broadly 

similar approach of earlier work of Kyerem & Thorbeck (1991) in modelling the 

determinants of food poverty in Ghana. Tile latter used a multiple regression analysis by 

fimctionally relating calorie gap to a set of explanatory variables which influence them (such 

as: set of purchasing power variables, demographic variables, geographical location variable, 

etc .... ). 

Tiley, tllerefore, found tllat fertility and mortality indices, age, education and sex 

significantly explain household calorie gap. For them, variables negatively related to tlte 

calorie gap include: tlle maturity index, age and level of education of household head. 

However, tlle fertility index is positively related to tlte calorie gap while lower gaps are 

associated witll male-headed households. 'They pointed out that tlle positive effect of tlte 

fertility index and tlle negative impact of tlte mortality index imply more children per adult is 
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significantly associated with high calorie gaps, willie lower children relative to adults is 

associated with lower calorie gaps. 

Rashid M Hassan & Suresh Chandra Babu (1991) also focused 01\ food poverty in 

Sudan but 1Iot at national level. TIley ratlter concentrated their study of food poveI1y in the 

"Rallad Scheme", the second largest uTigation scheme in Sudan. Regression procedures were 

used to estimate the Engle curve parameters; and wealtIl, fanUJy size, dependency ratio and 

source-of-incomc ratio were used to explain composition of household consumption. But as 

land wa"s publicly owned and its use was equally allocated among tenant farmers, the wealth 

variable did not include land. 

From tIleu' logit analysis, they fowld tIlat 34% of tenant households in the Rahad 

could not afford a nUbitionally adequate diet. The larger tIle size of tIle household and the 

lower tIle share of non-fann eanlings, tIle higher tIle probability of absolute poverty for the 

fanUJy. Better access to productive assets and larger fanning experience, on tIle other hand, 

reduce tIle chance of falling below tIle po VCl'ty line, and the larger tIle number of active 

adults, tIle higller tIle cost of minimwn nul.!ition and tIlUS the higller the probability of 

poverty. 

Their analysis seems to suggest tIlat since Raltad tenants have better access to 

institutional services such as schools, extensiofl, roads and market tIlall other rural 

population ill Sudafl, poverty alnong fal"mcrs where tIlese services al'e Jackillg (e.g., rain-fed 

small holders) must be even more sever. Also, given tIle nature of tIle sample households 

allalyzed, tIle study results remarkably indicate tItat asswing equal disl.!ibution of land and 

water thrOUgll "land reform" and irrigation schemes does not guarantee improved standard 

of living if not supported by proper poverty-based socio-economic policies and all 

appropriate ulstitutional environment. 
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Landlessness also does not explain poverty in Palanpw- (Rw-a1 India). Infact, Peter 

Lanjouw and Nicholas Stern (1991) studied poverty in Palanpw- in three ways: by measuring 

current income (from large scale survey of 1983/84); by measuring "permanent income" from an 

average of current incomes over fow- inlelv iews spanning 25 years; and by measuring "apparent 

income" based on the obselvation of resident investigator (who also discussed with Wlagers) 

over one year. TIleir chosen explanatory variables included the 4 castes in Palanpur as well as 

landlessness, possession of outside job and tlle presence of fit adult male. 

From their probit analysis, tlley [owld tllat without the cast dwrunies and when 

poverty is measw'ed using tlle conventional "current income" criteria and the permanent 

income criterion the landlessness variable becomes insignificant. 

By conl1'as~ and in accordance with one's expectation Wodon's (1997a) study 

proved tlJat within tlle rw'al and urban sectors, not only were large variations in poverty rates 

observed by geo!,JTaphical area but also land ownership as well as education and occupation 

appear to be the main determinants of poverty. Particularly in the rw-al sector, lack of land 

ownership llppear to be the chief determinant of poverty. 

Andrew Mason (1996) also takes up tlle case of "districts" in Java (Rural Indonesia). 

He exanrined tlle extent to which it is possible to target tlle consumption of poor in rw-al Java 

by analyzing tlle regional and socio··economic characteristics of poor households. His 

analysis of official household sanlple swvey data shows tllat tllere are inIportant 

geographical and spatial features to rural poverty in Java. The proportion of households with 

expenditw-es below tlle official poverty line is, for example, substantially higher in upland 

and dryland regions and rises as distance from economic and administrative centers 

mcreases. 

However, geographical and spatial descriptions of poverty tell only part of the story: 

43% of tlle Javanese rural poor live in relatively prosperous wet land and mixed farming 
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regIOns. Consmnption poverty in these regions is characterized by, as expected, lack of 

access to land, credit and fOlmal educatioll. 

Interestingly, however, this anatomy of nU'al poverty indicates that regional targeting 

"alone" will be insufficient to eradicate rural poverty in Java. An effective anti-poverty 

strategy for rural Java should then combine continued, broad-based growth with judicious 

uses of geographic targeting and special efforts to enhance the "poor's'" access to productive 

assets regardless of where they live I 

Lipton & Ravallion (1993) similarly argue that regional targeting may not always be 

a good policy instrument. Indeed, since substantial regional disparities in living standards are 

common in developing countries, backward areas can often be readily identified, and 

regional targeting of transfers has attraction. lnfact, it has already been exploited in many 

developing counties. For example, the allocation of central government disbursement across 

states of India has been determined in part by regional disparities in puverty. But, they 

advice that while regional targeting of tr'U1sfers c.m help to reduce poverty in developing 

countries, it may be a relatively blunt policy instnunent on its own. 

Whether such regional targeting can ever be effective in reducing poverty in a 

country requires regional (or even lower) level analysis as did Mason(1996) for rural Java 

(above). 

Such efforts are lacking in Ethiopia . For example, Dercon & Krislman (1998) , 

attempting to see the contribution of huusehold endowments and characteristics to the 

decline in rural poverty in Ethiopia between 1989- 1994/5, did their "decomposition" 

analysis only at national level. The impact of the chosen "few" factors (education, sex, 

ownership of land /oxen , distance to main road/town) has been reported to be as expected, 

taken at national level. In fact ,the authors themselves warned that such indicators are 
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reliable ollly for lower administrative levels such as "weredas" or "villages" (Dercon & 

Krishnan ,1996). 

Finally, a study focussing 011 detennillants of poverty in Ethiopia is tbat of 

Mekonen(1997). He focussed on the detenninants of poverty dynamics in urban Etltiopia. 

According to him, between 1994 ami 1997, 14.8% of his sample households slipped into 

poverty willie 15.2% moved out of poverty giving rise to a 0.4% decline in the incidence of 

poverty. Given such a decline, urban poverty incidence in Etltiopia still lingers at a 

considerably ltigh level of 46% with Addis Ababa -- tlle capital -- taking the lion's share of 

urban poverty concentration. He pointed out that the key determinants that accounted for 

going out of poverty are education, the existence of few number of cillidren and elderly in 

the household. 

This concludes the major works undertaken on poverty determinants in developing 

countries, particularly in Africa. TIle next section is 011 the metllOdology of analysis. 
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4. EMPIRICAL ANALYSIS 

4.1 The Data 

TIle data soW"ce for 11ris study is 11le recent Rural Household Income and Expenditure 

Swvey conducted by 11le department of Economics, Addis Ababa University. 

This smvey was lUldertaken in a total of 15 rural sites (villages) dislributed throughout 

1lle country. The sample was designed to capture 1lle major socio-economic groups, agro­

ecological zones and farming systems by spreading 1lle sites in the most inlportant regions of 

1lle country. However, while 1lle sites arc so selected to represent the diversity of 1lle rural 

economy, households in each site are selected randomly, 1lle sample size in each site being 

proportional to 1lle population in each area (see Mekonen, Bereket and Abebe, 1998). 

In order to see how factors of poverty differ between sites wiiliin 11le same region, three 

sites from Region 3 (Ambara) are selected. TIle sites are: 

shwnsha (North W ullo ) 

Dinki (North Shewa) 

Yetmen (East Gojjam) 

TIle tluee sites represent highly differing agro-clinlatic condition and varying resource 

endowments. Thus, one can expect varying levels of poverty per site as well as different causes 

to it. Before trying to provide the measw'ement and correlates of poverty, a general background 

information about each site is given. The information in 1llis section is largely drawn from 

reports of TIle Etlriopian Village Studies, by 1lle Department of Sociology (AAU) and Centre to 

1lle Study of African Economies Oxford University, JlUle 19%. 
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4.1.1. Dinkl 

Dinki is a peasant association situated in Norlll Shewa, near Ankobel'. It is 43 kms. 

from Dehre Beman and about 8 killS. from Aliyu Aruba, a very small town. TIle total 

population of Dinki PAis about 1000. TIle Amharic speaking population are dominant wiili 

only few Argoba people. Almost tlrree quartel'S of ilie population are Muslims and ilie 

remainder are Orthodox Cluistians. 

The site is connected to A/iyu Aruba by a feeder road, and ilie area is 7 km. from die 

Dulecha Junction. The nearest prinwy school (1-6) is at Chibete which is about two hoUl'S 

walk away. There is also a primary and jwtior secondaiy school (1-8) at Aliyu Aruba. TIle 

only high school is at Debre Berehan. There is no heallll facility in the village. The nearest 

government clinic is at Aliyu Aruba, and die nearest hospital is again at Debre Berehan. The 

area is one of die malaria-prone sites. 

The altitude near Dinki dver is 1400m and tills increases as one goes up in ilie P A TIle 

zone is generally Kolla (lowland) and tile site is hilly. TIle economy is almost entirely 

agdcultw'al. Cultivation, mainly dudllg Meher, is dominated by cereals and pulses, ilie major 

crops being Sorghum and Teff. Dinki area is known for growing various fruits, ilie main ones 

being banana, papya, tirnigo and sugarcane. TIle main livestock kept in Dinki are oxen, cows, 

sheep, goats and mules. However, given the hilly topography, iliere is a lack of grazing land. 

Modem agdcultural inputs such as fertilizer are rarely used. Weaving is the second most 

important occupation, carried ont mostly by Muslims (from Argoba). 

The area is generally food deficit. There were serious crop failures in 1977 and 1984, 

and in fact the area is one of the worst affected sites of ilie 1984/85 famine (lFPRl, 1992). 

During this time, people were said to be reduced to eating wild food items, locally known as 

"enkoy" sholla, kulkua1, as well as plants such as wof-zerer, fenchek'o, alma, and ant'aria 
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which in fact were conswned dwing the war between Italy and Ethiopia in the late 30's and 

40's. 

4.1.2. Yetmen 

Yetmen Peasant Association is situated at the southern end of Enemy wereda, in East 

Goljam zone, Region 3. It is located about 248 luns. north-west of Addis Ababa between the 

town ofDejen and Bichena 

The total population of Yet men PAis estimated to be about 2500 (1995), of which 52% 

are women The Amhara's are the most prominent etImic group in the area complising 87.4% 

of the total population. Orthodox Clrristianity, likewise, is tIle dominant religion. 

Agriculture is the main occupatioll The area is generally suitable for agriculture with 

87% of it being under cultivation, and 9.2% communal grazing. None of the land is 

uncultiveab Ie, and there is an insignificant amount of erosion, since Yetmen is located on a flat 

plain. ' 

The principal subsistence crops grown in the area include maize, whea~ teft; guaya and 

chickpeas, witIl telf and wheat acCOWlting for 55% of cultivated area. Most crops are grown 

dwing the Meher season. The common livestock found in the village are oxen, cows, sheep, 

donkeys and horses, and play an important role in tIle economic activity of the society alongside 

crop cultivation. Most farmers are used to practising modem agIlcultural teclmiques. 

Yetmen PAis located in an all weatIler road to major towns of Region 3. There is an 

elementary and jtmior school, while tIle nearest secondary school is in Dejen, some 8-\ 0 ktus 

away. The nearest clinic is in tIle neighbouring PA of Zebch, some three ktus from the middle 

of the village, while the nearest hospital is in Debremarkos, at a distance of 72 ktus. It is 

reported that tIlere has been no drought in the P A for the last 30 years except for the 1985 
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drought which affected only a few households who were forced to eat chickpeas instead ofteff. 

4.1.3. Shumsha 

Shwnsha is located in Bugna woreda, North Wollo administrative zone, 630 kms north 

of Addis Ababa, about no kms. from Woldia (the zonal town), 335 kms. from Bahir Dar, and 

12 kms. south of the woreda town, Lalibela. 

The population of Shurnsha is estimated to be about 6000 (1995). Socially, all the 

residents of the P A belong to the same etlmic group, the Amllara, though an insignificant 

nwnber of Fellashas, "black-Jews" also live in the area. More tl\llli 95% of the people are 

Christians, with some Muslims and Jews. 

The 80 kIus. dry-weather road linking Lalibela witll tlle Woldia-Woreta all weatller road 

cuts across 6 of tlle 9 sub-village of Shwnsllll. Moreover, a dry weather road connects Shnmsha 

to Ayna, tlle former capital. There is one elementary school in Shnmsha, established in 1988, 

though parents are generally not willing to send tlleir children. TIle nearest health centre is in 

Lalibela (12 kIns away), and the nearest hospital is in Woldia. But for most illness people 

prefer traditional treatment. 

T he PA is situated 011 a plain (at an altitude of between 1500m and 2000m with mainly 

Kolla weather tllat is surroWided by a chain of mOWitains that are bare and devoid of plant life. 

In fact, there is no place in the whole woreda that is covered with trees except some 

churchyards. Moreover, the general quantity oftlle land is teuf (infertile). About 40% of the 

total area of the woreda is not arable and only 10% of the total area is cultivated. 

Obviously, agriculture is the main economic sector. Crop production, mainly in Meher, 

include tefl:; sorghwn and chickpeas, witll an insignificant amount sold in the market. 

Livestock is very rare because of the severe shortage of grazing land TIle site being situated in 
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one of the drought-prone areas in the country, wiUI frequent rain failure, it is generally a foOO­

deficit area. 

F31mers use traditional fatming system, and almost no modem agricultural input. Also 

off-farm activities supplementing Ule income of the peasmts are very few, md are not viewed 

favourably by peasmts. Trade, blacksmiUung, pottery, tamlery, etc., are occupations despised 

by the society 3Ild are exclusively the work mainly of the Fellasha who had no right to own Imd 

until the 1974 revolution. 

4.2. Measurement of Poverty 

As outlined earlier, here absolute poverty is measured which is appropriate in this kind 

of 3Il3lysis. Accordingly, households whose per capita income is below a certain cut-off point, 

Z, called "poverty line" are considered to be absolute poor. 

Setting the poverty line is 31l important issue in poverty measurement 31ld comparisons. 

Local poverty lines 31'e typically 31lchored to a similar nutritional cut-off point of 31'Ound 2100-

2300 calories per person per day in developing countries (Chen, Datt md Rava11ion, 1994). 

In tutn, to construct Ule povelty line generating such calorie requirements, the cost of 

Basic Needs (CBN) approach, discussed previously has been adopted The choice of tIti.s 

approach over 3Ild above what is known as the Food Energy intake (FE!) approach is also 

discussed in detail by Rava11ion 311d Bidmu (1994), Wodon (1997) 3Ild Rava11ion 31ld Sen 

(1996). 

Two steps are followed in COnstIUCting the poverty line: 

First: a "representative" diet nonnally consumed by the poor need to be developed Such a 

diet has already been developed for Ethiopia (Dercon 3Ild Krishnan, 1998). (The list of food 

items is given on Annex 2). TIle 3Illount of these food items is then adjusted to a level tI13t C3ll 
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provide the nutritional requirement of 2,300 k. calorie per adult per day which is recommended 

by the Ethiopian Nutrition Institute as a minimum to allow an adult to lead a normal life. 

The same list of items is used fol' all villages as the food culture between them is not 

basically different However, the food items have been valued by !lIe prevailing local price in 

each village which was simultaneously collected during !lIe survey. Such a valuation, using 

prices in each locality, provides a suitalJle yardstick for "comparison" of poverty across village 

(Del'con and Krislman, 1998). 

Second: The food poverty line !lIUS obtained has again been rescaled to establish !lIe Total 

poverty line which would serve as a cut-olf point to differentiate !lIe poor from !lIe non-poor in 

each locality. A simpler and widely used procedure known as Orshansky method has been 

followed. Thus, the total poverty line has been set by dividing the food poverty line obtained 

above by the average sh,are of food ill total consumption of dIOse households whose total 

expenditure is just equal to the food poverty line. Tills is based on dIe assumption that such 

households, though dleir income level would only permit them to buy just enough food (as 

stipulated ill the food poverty line), they would nevertheless spend part of dleir income on items 

which are non-food. The poverty lines l are given on Table 4.1. 

1 Inflati o n r-ates has been very 10\11 in ret:ent years (between 2-31, UNDP, 1998) to necessitate 
further adjustmento . 
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Table 4.1. Food Poverty Lines and Total Poverty Lines (in Brl AdltlMnth) 

Food Poverty Total Poverty 

Lines Lines 

Dinki 32.21 39.28 

Yetmen 38.00 53.52 

Shumsha 41.85 51.66 

Source: Own calculation. 

The poverty line obtained above will enable us to categorise households into poor and 

non poor depending on household's standard of living. Once again "consumption expenditure" 

is the chosen indicator of standard of living in the household. Thus, all conswnption 

expenditures including purchased food COllSwnptiOn, conswnption from own harvest (valued at 

local prices) and non-food expenditures by households have been included (Hetschel and 

Lanjouw, 1996, Dercon and Krislman, 1998). 

The to411 conswnptionlcvel thus obtained at the household level should be converted into 

an individual level in order to account for differences in household size. TIIus, adjustments are 

made for diIferences in household size, and conswnption is expressed af a per capita leveL 

dividing total household conswnption by household size. 

Comparing this montllly per capita consumption of households against tlte chosen total 

povertY line enabling the acquirement of the 2300 k. calorie per day per adult reveal which 

households are poor. Once again to distinguish which households are poor, the FGT (1984) 
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poverty measure are used, given by: 

where 0. 2: 0 

z = Total Poverty Line 

Yi = Per capita consumption of household i. 

TIle computation provides 1he head connt index, P Q,(when a. = 0), the poverty Gap Index, 

PI(when a. = 1), and 1he Foster, Greer and ThOibeck measure, P2 (when a. = 2) in each locality. 

The results are given on Table 4.2. 

Table 4.2. Poverty Measures 

1997 1994 

Po PI Pz Po PI Pz 

Dinki .39 .099 .043 .39 .13 .06 

Yetmen .05 ,0149 .0089 .12 .01 .00 

Shumsha .16 .055 .031 .14 .03 .01 

Source: 1997, own calculation. The 1994 result is adopted 
from Dercon and Mekonen (1997). 

As expected, the head COWlt index is highest in Dinki, 1he resource poor and isolated 

village, and lowest in Yetmert TIle PI and P2 measures, interestingly provide roughly sinillar 

pictures. Moreover, 1he poverty picture is consistent with previous works as shown in 1he 

above table, thougil that of Yetmen has shown relatively marked decline in Po measure. TItis 

may have to do with increased productivity level in the area througil the use of modern 

agricultural technology. 
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4.2.1. Poverty Comparisons: Stochastic Dominance Test 

In order to pIioIitise interventions in each area, actual cardinal nwnbers of the level of 

poverty, as given in tlle above table, are not enough. It is inlportant to establish how robust 

tllese comparisons are. One is interested to know whether, for example, Dinki can be regarded 

as poorer tllan Shumsha regardless of the precise location of the poverty line. 

One has to show this by valying tlle poverty line, because there are always Wlcertainties 

about a number of aspects: iliere aI'e likely to be errors in tlle living standard data, unknown 

differences in needs between households at similar consumption levels, uncertainty and 

arbitraIiness about ilie poverty line and ilie poverty measure(Chen, Dati, Ravallion, 1994). 

Advances in ilie measurement of poverty have in recent years yielded very sinlple techniques 

for robust poverty comparison, drawing on the tlleory of Stochastic Dominance. 

This is a sinlple graphical test. On tlle horizontal axis, different poverty lines, Z, 

(ranging from 0 upto a "reasonable" maximum, ZmfD< say mininlum wage rate) are plotted, and 

on ilie vertical axis ilie proportion of population conswning less ilian tlle poverty line(also ilie 

poverty gap) are plotted. For each site, curves known as ilie "poverty Incidence curve" (PIC) 

and tlle Poverty Deficit Curve (PDC) are traced. From the tlleory underlying these techniques, 

if tlle two curves (representing PIC and PDC for two sites) do not intersect at any point in the 

graph, poverty in the population represented by tlle curve lying everywhere above tlle oilier is 

greater. 

From Table 4.3 and Figures 4.1 tllerefore, one Call see iliat tlle PIC for Yetmen is 

everywhere below that of eiilier Dinki or Shwnsha confuming tlle measurements tllat poverty in 

Yetmen is "Wlatnbiguously" lower than in either of ilie other two villages. On the oilier hand, 

although at some higher level of poverty lines Shwnsha looks better off tllan Dinki, at very low 

level of Z, (about Br. 15) one can see tllat their PIC intersect and PIC for Dinki lie below iliat of 
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Shwnsha indicating re-ranking occurs ill favour of Dinki. In lllis case one can not then say that 

Shumsha is unambiguously better off ll\al\ Dinki. The PDCs on figure 4.2 give quite similar 

information. Such comparison 1l1US provides good information for prioritising efforts 

(resources) for the sites. 

Table 4.3: Poverty Comparisons: % poor and the poverty gap ratio at different poverty lines. 

Poverty Lines Dinki Yetlllen Shulllsha 

(Br/AduIUlllollth) %poor pg %poor pg %poor pg 

0 0 0 0 0 0 0 

10 0 0 0 0 1.36 .002 
, 

20 7.22 .015 1.64 .004 4.79 .013 

30 19.28 .052 1.64 .008 5.48 .026 

40 39.375 .105 1.64 .010 8.22 .037 

50 6.63 .177 3.27 .013 15.0 .052 

60 75.908 .249 4.92 .018 23.2 .076 

70 6.75 .330 9.83 .025 26.7 .101 

80 91.57 .400 16.4 .038 34.2 .126 

90 97.59 .462 22.9 .055 39.7 .153 

100 100.0 .515 24.5 .072 47.2 .182 

110 100.0 .559 24.5 .088 58.2 .212 

120 100.0 .596 26.2 .102 67.1 .247 

Source: Own calculatIOn 
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4.3 Determinants of Poverty 

4.3.1. Explanatory Variables and the Problem ofElldogellity 

Having thus measured tlle level of poverty, and having the infonnation as to which 

locality is more poor, the next step would be to investigate what "causes" poverty in each area. 

But before going directly into this issue, it would be advisable to raise one other related issue 

which can be tightly asked: whether using this cross section data, and focusing on a relatively 

short-period, one can have enough infonnation about tile causes of poverty over a longer time 

perspective. 

This is important as the alleviation of chronic Oong-tenn) poverty is clearly 3n 

imp011ant objective of redistributive policy. To tills effec~ Chaudhuri and Rava1lion (1991) 

investigated how well the most commonly used cross-sectional indicators do in identifYing 

chronically poor households in tllfee villages in dryland poor areas of rurallndia, based on an 

observed eight year mean income and six year mean of consumption. The finding was tIlat 

cross-sectional observations of cOllswuplioll or income can correctly identifY roughly tllfee­

quarters of tlle chronically poor in terms of eitller long-term income or consumption. Thus, 

from factors identified here one can be sure to get sufficient information about fue long-term 

poor. 

Yet, while using cross-sectional data, one stilll13s to identifY only fuose factors which 

are tlle real "causes" of (and not caused by) poverty. lndeed, tlle problem of specifYing 

exogenous variables is both important and difficult (Lanjouw and Stern, 1991). Exogenous 

variables are those factors whose presence is llllfelated to household's current economic 

position. In other words, such vatiables must represent c01lllnunity and household 

characteristics determined "prior" to tlle present level of household welfare (Glewwe, 1991). 
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TIlercfore, maxunum care is taken in order not to include variables which are 

endogenous. For example, thc demographic variables include sex and age of the household 

head and household size. Sex and age are obviously exogenous. Household size, in the long 

run, can be endogenous to the extent that the number of children is a "choice variable,": due for 

example, to the u~e of contraceptives by women. For such periods, demographic variables may 

be influenced by household's living standards, but in the short run, the direction of influence is 

more reasonably considered as operating from demographic variables to living standards 

(Glewwe, 1991; Coloumbe and Mckey, 1996). 

The human capital variable contains the education level of the household head - whether 

the head (the main bread-winner) has completed primary education. Educational attainment is 

exogenous in the sense that past education is "irreversible" (Glewwe, 1991) or cannot be 

influenced by the current economic position of the household. 

In the physical capital category, such key variables as land, oxen, value of livestock and 

tools are included. Ownership ofland is clearly exogenous to the household as it is allocated by 

I1le government Other physical assets could be endogenous, in the long run because I1ley 

reflect successive choices of "savings" and "accumulation" by the household. For a one year 

analysis, the amount of such assets is largely given (Grootaert, 1997). 

To capture the occupational characteristics of I1le household, a continuos variable (ratio 

off arm income to total income) is included which reflect how diversified household income is. 

Such occupational characteristics are the conditions that qualifY a person's labour market 

participation (Rodriguez and Smith, 1994). Also included here is I1le number of tree crops 

which supplement income. Another apparently exogenous variables included for analysis is · 

birt11 place of the head (to see whether migrants are disadvantaged or marginalized). 
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These "explanatory" variables affect the poor and the non-poor quite differently, and 

tlleir presence ill each locality catmot be tile Satne. In fact for some variables, we observe a 

sizeable divergence between the villages. Below tllerefore, an attempt is made to highlight how 

they feature in each locality and between tile poor and the non-poor. 

In terms of the demographic vatiables, household size is perhaps the most important 

one, as it determines the per capita cOllsumptiOlL But in tills case, as Table 4.4 shows, one 

observes a similar picture of about 5 people (on average) per household with only a slight 

difference between localities. Regarding tile sex of the household head, in all tile 3 areas, 

households are dominantly headed by male. However, willie tile proportion of male-headed 

households stand at 86% and ~3% for Dinki and Yetmen respectively, that of Shumsha, where 

marriage is reportedly ''all extremely flexible institution" (EtlUOPWI Village Studies, 19%) the 

figlU"e goes as low as 71 %'. 

Interestingly,tlle average age of household heads in the three areas raIlges only between 

46-48 years. Details of these variables at'e given on Table 4.5. Further details are also given on 

Table 4.6 aIld 4.7 for key household asset such as !atld and oxen, where one CaIl easily observe 

the proportion of each village population at different level of these assets. 
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Table 4.4: Major Household Characteristics 

No. Description Dinkl Shumsha Yetmen 

I Average household per capita COIISumption (Brl Adullimonth) 48 99 184 

2 Average household size 4.8 5.0 5.2 

3 Average land holding (lui.) 1.13 1.51 1.35 

4 Proportion of households with at least 0.5 ha. C'1o) 60 62 72 

5 Proportion of households wiU, alleast 0.5 ha. (fertile) % 39 51 70 

6 Average number of oxen per household (Livestock tmits) 0.87 0.92 1.19 

7 Proportion of households with at least I ox C'1o) 58 54 70 

8 Average value of livestock (Br.) 502 477 713 

9 Proportion of households using modem Agr. Technology C'1o) 24 33 77 

10 Proportion of HH, whose head completed pr.scll.(%) 2.4 5.7 6.6 

II Average HH expenditure on Agr. Tech.(Br.) 4.3 9.7 294.5 

12 Proportion of HH, male headed (%) 86 71 83 

13 Average age ofHH head 46 46 48 

14 Average share offiwn income ill Total Income (%) 33 89 85 

15 Average value of HH tools (Br.) 122 75 331 
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Table 4.5: Major Household Olaracleristics(poor + Nonpoor) 

Dinki Shumsha Yetmen 
No Description Poor non poor Non poor non 

poor poor poor 
I Average household per capita consumption 

(Brl Adult/month) 29 , 61 34 112 37 191 

2 Average household size 6.18 4 5.1 5,1 7 5.1 

3 Average land holding (ha,) 1.08 1.17 1.3 1.57 1.17 1.35 

4 Proportion of households with at least O.5 IUl, ("10) 58 63 62 74 33 63 

5 Proportion of households with at least 0,5 ha. 

(fertile) % 32 51 45 52 33 72 

6 Average number of oxen per household 

(Livestock tmits) 1.15 0.69 0,8 0.95 0.66 1.22 

7 Proportion of households with at leasll ox ("10) 72 48 37 57 33 70 

8 Average value oftivestock (Bf.) 628 417 259 521 316 734 

9 Proportion of households using modem Agr, 

Teclmology (%) 33 18 17 36 33 79 

10 Proportion of HH, whose head completed 

pr,sch,(%) 3,0 2 9.5 5.1 0 7 

11 Average HH e>cpenditure 01\ Agr, Tech,(llr.) 5.92 3,3 5.3 10.5 128 303 

12 Proportion ofHH, male headed (%) 90 84 58 73 100 82 

13 Average age ofHH head 49 44 50 48 59 45 

14 Average slUlfe of fiIIm income in Total Income 

(%) 30 35 - - 66 86 

15 Average value ofHH tools (Br.) 121 122 63 78 377 329 
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Table 4.6: Total land ownership by households (including Lern, Teut; Lem-teuf) 

Total land ownership Dlnkl Yetmen Shumsha 

HHs owning land S 0 ha. 20(24. 1%) 14(22.9%) 35(24.1%) 

HHs owning 0 < land < 0.5 ha. 6(7.2"10) 12(19.7%) 7(4.8%) 

HHs owning 0.5 S land < 1 ha. 7(8.4%) 7(11.5%) 28(19.3%) 

HHs owning 1 S land M 1.5 ha. 18(21.7%) 4(6.5%) 23(15.9) 

HHs owning 1.5 S land < 2 ha. 16(19.3%) 5(8.2%) 19(13.1%) 

HHs owning 2 S land < 2.5 ha. 4(4.8%) 11(18.0%) 8(5.5%) 

HHs owning 2.5 Siand < 3 ha. 7(8.4%) 5(8.2%) 6(4.1%) 

HHs owning 3 Sland < 3.5 ha. 2(2.4%) 2(3.3%) 7(4.8%) 

HHs with land ~ 3.5 ha. 3(3.6%) 1(1.6%) 12(8.1%) 

Total Households 83 61 145 

Table 4.7: Oxen Ownership 

Total land ownership Dinkl Yetmen Shumsha 

HHs owning 0 oxen 35(42%) 19(31%) 68(47%) 

HHs owning 1 oxen 26(31%) 14(23%) 33(22.6%) 

HHs owning 2 oxen 20(24%) 26(43%) 39(26.7%) 

HHs owning 3 oxen 2(2%) 1(1.6%) 2(1.4%) 

HHs owning 4 oxen 0(0%) 1(1.6%) 2(1.4%) 

HHs owning 5 oxen 0(0%) 0(0%) 0(0%) 

HHs owning 6 oxen 0(0%) 0(0%) 0(0%) 

Total Households 83 61 145 
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In tcnns of human capital, one call obselve that education levels are generally low in 

both areas. Yet the difference between the areas is not so small. For example, considering the 

proportion of households whose head has completed primary education, one can see that it is 

about 2.4% in Dinki, 5.7% in Shumsha and 6.6% in Yetmen. 

Likewise, considering any use of modern agricultural inputs (during the previous year) 

such as fertilizer, pesticides, improved seeds, and others, one can see that the proportion of 

households who did so amowlts to 24% in Dinki, 33% in Shwnsha and as high as 77% in 

Yetmen. Variations are observable between the poor and the non poor. 

Considerable differences are observable between location and between the poor and the 

non-poor on the ownership of physical capital. For example, total land ownership stands at an 

average figw'e of 1.51 ha per household ill Shumsha, 1.13 ha. in Dinki and about 1.35 ha in 

Yetmen. However, considering the "lern" (fertile) land ouly and using a cut-offpoint of 0.5 ha. 

per household one can see that the proportion of households with at least 0.5 ha. lern land is 

ouly 39% in Dinki, compared to 51% in Shumsha and 70% in Yetmen (detail, Table 4.4). 

Variations are also considerable between the poor and non-poOl' (Table 4.5). 

Interestingly similar pictures are obselved in tenns of oxen ownership. TIlUS, the mean 

"livestock writ" is ouly 0.87 per household in Dillki, 0.92 in Shwnsha and 1.9 in Yetmen. 

Analogously, the proportion of those who have one or more oxen amount only to 54% ill 

Shwnsha, 58% in Dinki and nearly 70% in Yetrnell. In both areas, however we hardly observe 

households with more than 3 oxen (Table 4.7). 

Livestock however serves not only as means of production but also as an "insurance" 

mecharrisrn for rW'al households in case of crisis. Thus, considering the estimated value of 

livestock other than oxen (cows, bulls, sheep, goat; chicken ... ) we can see that the average 

estimated value of livestock per household is Br. 502 in Dinki, Br. 477 in Shumsha and about 
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713 in Yetmen, with again sizeable differences between the poor and the non-poor. Roughly 

similar pictures are obtained on the value of tools (ploughs, axe, weaving equipment ... ) 

possessed by households. 

The impact of each explanatory variable on the probability of the household to fall into 

or get out of poverty will have to be confumed with some econometric models, to which the 

next section turns. 

4.3.2. Model Specification 

4.3.2.1. Background 

In order to identify the key detenninallts of poverty in general, there are principally two 

models: (1) To use real household (consumption) expenditure. per capita as dependent variable 

in a regression with exogenous household endowments and characteristics as explanatory 

variable ("levels" regression); and (2) To use a "binary" response model (poor/ non-poor as the 

dependent variable) which can be estimated by a probii or logit. 

The "levels regression" is a reduced fonn equation of the various structural equations 

which express consumption (and income earning) behaviour of the household (see Glewwe, 

1991; Appleton, 1995; Alwang, Siegel and Jorgenson, 1996). The obvious advantage of the 

levels regression is that it utilises the infonnation on the distribution of (consumption) 

expenditure in its entirety, willie tlte binary model collapses this infonnation to just two values 

(Gt'ootaer~ 1997). There is thus a loss of efficiency in using probitllogit because one does not 

use all the information in the sample. They are also more sensitive to specification errors than 

levels regression. 'flley can yield biased estimates if the enor tenns are not nonnally distributed 

(W odoll, 1997 a). 
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At the same time. however, there is a gam in using probitsllogits ratller than 

consumption (levels) regression. Fiwt, while levels regression yield Wlbiased estimates of 

(usually) "log" mean "consumption", Ihey do not necessarily yield Wlbiased estimates of 

"poverty" because of Ille non-linearity involved in using the cumulative nonnal (<I» distribution 

for estimating poverty. 

Second, probitsllogits relax Ule asswnption of first order dominanee embedded in levels 

regression. The linearity in levels regression constrains Ule inlpact of household characteristics 

to remain Ihe "same" at various levels of per capita conswnption (of poor or non-poor) (Wodon, 

1997a). That is it inlposes "constant pruameters" over the entire distribution and thus assumes 

Ulat the inlpaet of; say" education, physical capital ownership and oUler household 

characteristics on welfare is constant over Ule whole sample -- it assumes that the poor are not 

fundamentally tiifferent . from the Ilch other thM just being "people with less money" 

(Grootaert, 1997). 

But, in reality, the average relullls to assets differ for Ule poor and non-poor because the 

poor face different constraints to the households maximisation process -- to bon'ow, to ensure 

against risks, etc. For example, education, occupation, or lmd ownership may have less inlpact 

at low levels of consumption if poor households are not able to take advantage of them 

(Rodriguez and Smith, 1994). WiUI probits/logits, Ule estimation of ~ parameters by maximum 

likelihood does not inlpose such first order dominMce (Sinlilru' pru·runeter). Thus, if one is 

interested in Ule inlpact of vaIiables on "poverty" raUler thm "consumption" in general, 

probits/logits make sense (WOdOll, 1997). 

The ProbitILogit models are UIUS increasingly used in Ule Malysis of poverty 

determinants (see Grootaret, 1997). Similar steps are followed here. In fact, the probit and 

logit specifications are used aitematively. TIle logistic distribution is similar to the nonnai 

except in the tails, which are consitierably heavier. 'nlere are practical reasons for choosing one 
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or the other; but it is difficult to justifY the choice of one distribution or the other on dleoretical 

grounds. In most applications, however, the choice of the distribution does not make much of a 

difference. (GreC1~ 1993, Gaiha, 1996). Assuming a normal (radler than logistic) distribution 

of the error term, the PROBn' model is used. 

4.3.2.2 The Model 

To specify the relationship between household (consumption) expenditure and 

household characteIistics, one can consider a household with per capita consumption "y" and 

characteIistics X, where x is an rnxl vector. Denote the poverty line by "z", define y"'=z-y, and 

assume that consumption is detennined by the model. 

y+ = ~x+& 

where ~ is a Ixm vector of returns to characteristics and & is an error term with zero mean. 

With a representative sample of the population, x can be nsed to predict poverty. 

When one 11l1lS a w'obit (or logit) ofy* 01\ X, one pretCllds 110t to observe the y""s. One 

acts as if olle only observed a dummy vatiable h which takes the value 1 if y"'>O and 0 if 

y+<O(Wodon, 1977b). The probability that a household is poor is: 

Prob [h = I) = Prob [y'" > 0) 

= Prob [~x + & > 0) 

= Prob [ &> - ~x ) 

= I - F (-px) 

But if the distribution is symmetric, as are the n0l111al and the logistic (Green, 1993), one can 

wIite 

Probe[& > -~x] = Prob [& < px) 

= F (~x) 
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where F is the cumulative distribution. The parameter vector p can be estimated !rr. 

maximum likelihood. For PROBn: 

Prob [h = 1 ] = L"P- ¢(t)dt 

where <I> is the cumulative norn131 density. 

In estimating such a binary choice model by a maximum likelihood, each observation 

is treated as a single draw from a Bernoulli distribution (Green 1993 ). 

TItUS, the model with success probability [F(px)] and independent observation leads 

to the joint probability or likeliltood fwtction : 

(Green,1993, Maddala, 1983, Kementa, 1972). The parameters CCP coefficients) of the 

model (like those of any non-linear model) are not necessarily the marginal effects. 

Denoting 

E(y"'i) = F (PXj) 

The marginal effects of a one unit change (Wodon, 19997b) in the explanatory variables 

(x's) on the probability of being poor are given by: 

CE(y; ) = {dF({1xi)}fJ = f(fix)fJ 
& d({1x,) , 

where f( .) is the density fimction that conespond to the cumulative distribution, F(.) (Gaiha, 

1996, Green 1993, ). For the nonnal distribution, this is 

where ¢ t is standard nomtal density. 
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4.3.3. The Hypothesis 

The list of variables described in previous section will have different impact on 

households likelihood of falling into or out of poverty. TIleir level of impact vary from 

locality to locality, and, most importantly tileir direction of influence may also differ. TI1US 

fi·om the model specified above the discussion below presents what impact each variable is 

expected to have on tile likelihood of households well-being: 

DUMSEX: dummy for sex of the household head; 1 if tile head is male, 0 otilerwise. 

Male-headed households are expected to have a better chance to escape 

poverty tll3ll female-headed ones. 

AGEHHH: age of tlle household head. Age is supposed to represent accwnulated work 

experience, eitiler in farming or otiler occupations. More experience is 

tllerefore expected to help tile household get out of poverty. 

DUMAGE: dummy for tile age of household head; 1 if beyond year 60, arld 0 otilerwise. 

HHSISE: 

EDHHH: 

DTECH: 

Given rwal circumstances in EtlUopia, . elderly household heads may not be 

able to work longer hours arld thus tile likelihood of poverty in tile household 

would increase. 

Household size representing tile total number of individuals in tile household. 

The expectation is that Witll large households, tile number of dependents 

would be high arld, where tilere is limited chance for full employment, tile 

likelihood of poverty would increase. 

dununy for tlle education level of Ule household head, 1 if head has completed 

primary school or more. Education increases tile ability to Wlderslafld and 

better utilize modem agricultural technologies, arld help to escape poverty. 

dummy for use of agricultural teclmology, 1 if tile household uses such inputs 

liS fertilizer, pesticides, inlproved seeds etc., which enhances productivity arld 
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help escape poverty. Likc education, decision on teclUlOlogy is made "prior" 

to current economic status (Glewwe, 1991). 

DLAND: Dummy for land ownership, 1 if the household has at least 0.5 ha., and 0 

otherwise. Land being one of the main asset and means of production, more 

land is expected to reduce tile likelihood of poverty. 

LNDRATlO: Ratio oflem (fertile) land to total land. As tile ratio increases, (representing 

more fertile land) tile chance offalling into poverty is expected to decline 

DOXEN: dummy for oxen ownership; 1 if the household has at least 1 oxen, and 0 

otherwise. More oxen would mean that the household can work his land more 

effectively and doesn't have to depend on otIler people's oxen which represent 

a cost. TlIUS, households witIl more oxen are expected to have a better chance 

of averting poverty. 

VL VSTK: value of livestock other tIlan oxen and including cows, bulls, sheep, goat, 

chicken, etc., which in rural areas are meaIDless of savings, sale of which 

would be sources of incollle during economic hardship. It serves a flmction of 

income smootIling over time and avoid poverty. 

VTOOLS: total value of tools (plough, axe, weaving equipment, etc.). Their value 

represent the chance of tile household to fully employ its members, earn 

belter, and reduce tile chalice of being poor. 

ill.ATlO: The ratio of farm income to total household income, it represents the level of 

income diversification. Lower ill.ATlO would mean more diversified income 

source, less dependence 011 "risky" fann income and better chance to escape 

poverty. 

TNOTREE: Totalnurnber of tree crops, as one inlportant source of income, more of them is 

expected to reduce probability of poverty. 
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DPBIR TH: dwruny for birth place of the household head, 1 if birthplace is witllin tlle 

village, and 0 otllerwise. It is used to see if migrants are disadvantaged in 

terms of say, employment, etc. The expectation is tllat tlle natives have better 

chance to escape poverty. 

However, tlle above variable list may not be exhaustive; and misleading parameter 

estimates are still possible due to the "missing variable" problem. Thus in a preliminary 

regression (not reported here) some additional variables were tried to control for missing 

variables. These include religion etlmicity, parental education, distance to road ihospitaJI 

market, wage rate, agro ecology, etc. Whereas fuese variables are truly exogenous to the 

households current decision, tiley could not be used here eifuer because fuey have little 

explanatory power or because fuey apply "invariably" to all households. Also not all 

variables apply to every P A. 

4.3.4. Econometric Results 

Using tlle above variables, tlle econometric result obtained is presented below on 

Table 4.8, and details wifu marginal effects on Annex 3-6. The values of each explanatory 

variables used ill fue regression are given at fueir mean, on Table 4.4. A separate regression 

is run for each locality, and then, as a check, a pooled one with a dwruny for each village. 

A slight adjustment has been made for tile regression on Yetrnen, where only few 

households (about 5%) have been obtained ill tile poor category. In such a setting, tlle 

prediction rule fails every time to predict when tile dependent variable takes a value equal to 

1, i.e., for poor households (Green, 1993). Here, tilerefore, instead of "absolute poverty", 

"relative poverty" has been considered in which case households below tlle mean income in 
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that area are considered relative poor. Results are quite indicative of possible policy 

directives needed Lo raise well-being in tllc area. 

To assess goodness of fit of tllese models, one ' of the criteria was the Likelihood 

Ratio (or model chi-square) test which is analogue to the F-test in an OLS regression that all 

the slope coefficients in tllC probit model are zero (Green, 1993). From tllls test (comparing 

chi-square Witll critical table value), it has been conflfllled that tlle joint hypotllesis that the 

coefficients on all explanatory variables are all zero is rejected for all regressions 

(statistically significant at 10% for YeLmen, at 5% for Shumsha and at 1% for Dinki and 

pooled). TIle goodness of fit is also assessed by the Pseudo R square which is good for a 

cross-section data (Rodriguez and Smith, 1994). The significance of individual variables is 

detennined using Z-test. In order to see if tllerc is any serious multicollillairity among the 

explanatory variables, a correlation matrix has been developed, which helped to drop some 

variables. 

57 



Table 4.8 Probit Estimates of Poverty Detenninants 

Variable Dinki Yetmen Sumsha Pooled 

CONSTANT -2.607(1.052) .154(1.272) -803(.709) -3.686(1.047) 

DUM SEX .569(.544) -I. 004(.767) .539(.463) .221(.302) 

AGEHHH .021(.019) -.0 15('016) .001(.011) 005(.011) 

DUMAGE .188(633) - - .328(.379) 

HHSIZE .328(.095)- -- .312(.128)-- .079(.085) .196(.052)---

EDHHH 1.364(1.117) - .452(.613) .643(.471) 

DTECH - -.618(.889)' -.509(.385) -.234(.244) 

DLAND -.175(.424) -.268(.577 -.758(425)- -.556(.242)--

LNDRAT10 - .104(.497) .210(.37 1) -
DOXEN .478(.419) .843(.773) -.1 99(.410) -.045(.255) 

VLVSTCK .000(.000) .000(.000) -.000(.000)- -.000(.000) 

VTOOLS -.008( .004)-- - .002(.003) -.001(.001) 

lRATIO -.798(.448)- -.289(1725) 1.334(.638)-- .084(.289) 

TNOTREE .007(.004)- .003(.00 1)-' .060(.052) .004(.002)- ' 

DPBIRTH -.090(.362) -.14 1(.419) .945(.36 1)-·· -.325(.215) 

DDINK - - - 2.602(.804)·--

DSHUM - - - 1.839(.874)-- -

NO.ofObs. 82 59 129 269 

Model chi-squ. 34.43 17.98 22.80 63.15 

Sign. Level 0.0006 0.0821 0.04441 0.0000 

Pseudo R-sq. 0.3115 0.2199 0.2049 0.2295 

Log likelih. -38 .051 -31.897 -44.244 -106.026 

.. SIgnificant at 0.10 level. .... SIgnificant at 0.05 level. 

...... Significant at 0.01 level. Standard Errors in Parentheses. 
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Starting with demographic val'iables, household size appears to be one of the most 

imP011ant deten ninant of poverty ill Illese areas. As expected, households with larger 

family size have a higher probability of being trapped into poverty (significant at 10% in 

Yetmen, and at 1 % in Dinki and Ille pooled regression). This is consistent with previous 

findings, among others, of Dercon and Krishnan(1998) at national level for Ellliopia, and 

also Keyrem and Thorbeck (1991) for Ghana, Coloumbe and Mckay(1996) for Mauritania, 

Kakwani(1993) for Cote d'Ivoire. Clearly, therefore, Illere is no evidence in these villages 

that larger families are more able to diversifY their sources of income and protect their 

consumption level. This seems quite justifiable since in rural areas the employment 

opporturJ.ities, asset endowments, capital and olliers wIDch are needed to fully employ the 

additional manpower are extremely 1inIited. 

Age of Ule household head, another imP011ant demograpllic variable, has Ille 

expected sign only in Yelmen, and not in otllers. It seems that farming experience as such 

(wIDch age oftlle household head is supposed to represent) doesn't help much except in t1Iis 

village of Yetmen where (as we shall see below) households' adoptiOll rate of new 

agricultural teclmology is higher. The regression result also show tllat the household being 

male-headed doesn't bring in any special advantage to escape poverty except in Yetmen 

where again it is not significant. Aggregated analysis (Dercon and Krishnan, 1998) and 

sinlple descriptive analysis (Dejene, 1994) hint ll13t women tend to be disadvantaged. Ours 

suggests Illat in the two very poor villages male heads are not any better positioned than 

women heads when it comes to escaping povet1y, In fact other works (e.g; Grootaert and 

Kanbur, 1995 for Cote d 'Ivoire) indicated that women did "better" to escape poverty than 

men heads. 

TUllling to tlle Human Capital category, it is interesting to note that ''formal'' 

education doesn't seem to have importance to escape poverty in these areas. TItis is against 
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the expectation that education enables households to better apprciate, adopt and effectively 

manage the use of modem agricultural tec1mology and lead better life as hypothesized by 

Theodore Shultz. In fact similar weak relationship between education and "rural" poverty 

have been observed by some great authors such as G1ewwe(1991) [or Cote d'!voire. The 

resul~ thus, may be indicating that the curricuhun contained in the formal education is not 

geared towards addtessing agricultural problems or towards better managing the agricultural 

teclUlology at that lower level. 

On the other hand, the result show that teclmology adoption as such has an impact on 

poverty alleviation. Adoption of such teclUlologies clearly reduces the chance of being poor 

in Shumsha and Yetmen. In Yetmen in particular, the impact of technology on reducing the 

probability of being poor is statistically significant (10% level). TIUs is perhaps not 

surprising given that extension systems are very well developed in this area, even during the 

Derge period which gave priority in tec1U1ology dissemination to such fertile areas as 

Yetmen under its area specialization programme. 2 

From the descriptive statistics (discussed earlier), we can also see that the proportion 

of tec1U1010!,'y adopters in the whole village of Yetmen (77%) is considerably higher than. in 

either Dinki (24%) or Shurnsha (33%). As a result, households in tIlis village of Yetmen 

improve tIleir living standards from time to time as tIley gain experience from newly 

acquired teclllliques. It is no coincidence therc[ore tIla~ as discussed above, age of tIle 

household head matters in tIlis village and 1I0t in others where age-old agricultural 

teclutiques is still tIle dominant system. 

Of tIle phvsical capiLal variables, land is perhaps the most important asset for the 

households in tIlese areas. Tile econometric result confirms that tIle smaller the land 

holding, the greater the chance of being poor, (significant at 10% for Shurnsha, and at 5% for 

2 The area specialization pl:'ogramme has bee n used by t he previou~ r-egime in order to 
conce ntrate efforts and re~ource~(both dome~ tic and exter na l ) t owa rds raising p roductivi ty in 
priority areas \IIh 05e agt:'icultural potential is promissi ng. 
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the pooled regression). WIllie the relationship between land and poverty is as expected in all 

the PAs, its lack of significant impact may be explained particularly in the case of Dinki by 

the fact that the land available there is already of very poor quality (see descriptive statistics) 

to have any strong impact on reducing the chance of falling into poverty. The variable on 

the share of "fertile" land in total land holding (which is usually subject to measurement 

problem) doesn't appear to explain poverty. 

Related to land, oxen is another important household asset in rural Ethiopia. In tllis 

case, tlle expected sign is obtained for Shwnsha and pooled regression. In other PAs, though 

tlle relationship between oxen and poverty is not as expected, it is not significant. But one 

may note that the unexpected sign for Dinki is not surprising because given tlle fact tllat land 

is in short supply as well as infertile, tlle availability of oxen "alone" could not have much 

significance as a "productive" asset. In Yetmen where, one should note, we considered 

relative poverty, tlle significant impact of oxen may not be so clearly seen. 

The value tools, tllOugh relatively of smaller magnitude as an asset, have tlle 

expected sign in this P A of Dinki and in tlle pooled regression. That brings an additional 

information to tlle above discussion. 'illat is, ill this very poor village, tllOse households 

who manage to llave more tools can somehow reduce tlle chance of falling into poverty by 

working the land more intensively as well as tllfough diversifying source of income. 

Apart from oxen, value of otller livestock has a role in rural areas Il"\ainly as an 

income sow·ce. Livestock are "means of saving" for rural households and are often sold 

when tlle household faces econonlic problem. Fann animals serve a function of income 

smoothing. TIle expectation tllerefore is tIlat the collective value of livestock at household 

level would have the effect of reducing tlle cl\allce of tIle household to consume below the 

absolute poverty line. The result indicates that tllls is so for Shwnsha (significant at 10%) 

and the pooled regression. In tlle case [01' Diuki and Yetrnen, though the direction of 
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relationship is not as expected, it is (like in the above case) not significant. Their relatively 

small sample size, as against Shwnsha and pooled, one may argue, can also hide some 

information. 

One important strategy in rural areas to reduce vulnerability is by diversifying 

income into other useful household employment including weaving, handicraft, etc. One 

can therefore expect tliat as tlie share of farm income in total household income declines 

(implying more diversification), the likelihood of falling into poverty declines. Interestingly, 

the result show that this is significantly so for Dinki where farming is already a hopeless 

enterprise. Weaving, ilie second most important occupation in ilie area (Etluopian village 

studies, 1996), seems to be helping to escape poverty. 

Also in Yetmen, diversifying households seem to be better off (though not 

significantly) tllllll others. But we observe a sharp contrast in Shwnsha, where tlie 

opportunity for off-farm employment (such as blacksnlitlling, pottery, tannery ... ) is very 

much lin1ited, despised and left only to tllose "Fellashasfl who had 110 land right until 1974 

(Etluopian Village Study, 1996). In tlris P A, ilierefore, iliose people whose income is mainly 

composed of non-farm income are very likely to be poor. 

Not swprisingly, tllUS, altllOugh being a non-native increases tlle chance of being poor 

ill all tlle tllfee areas, it is only in tllis P A tllat it is significant indicating a serious 

marginalization of nligrallts into tlie areas. This 1\lIS a strong inlplication wllich suggest tltat 

reliance on such self-employment income sources is caused by more of a "pushfl ilian, "pullfl 

factors (Grootaer~ 1997). Peoples' inability to obtain farm work pushes tllem into self­

employment activities where tlle reMUS are not high enough (because assets, equipment, 

capital are already low) to yield a level of living above the poverty line. 

Anotller income diversifYing mechalusm is tltrough tree crops (Mainly eucalyptus). 

They are supposed to be inlPOrtaIlt in Dinki in pal·ticular where tlley are practiced by many 
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households. But the result doesn't show that they do reduce the chance of poverty. In all 

three areas, tree crops are positively associated with tIle likelihood of poverty, implying tIlat 

while tree crops may be important from tIle environmental perspective they don't have 

important roles in safeguarding tIle households from falling into poverty. It may be that tree 

crops cultivation is not yet very well conunercialized (as tIle areas are far away from major 

marketing areas) for tIlem to have an impact on poverty alleviation. 

Finally, the locational dimenwJII of poverty has been taken up, using Yetmen as a 

control variable in tIle pooled regression. The result indicates iliat households living in 

either Dinki or Shumsha have a higher chance of falling into poverty (singnificant at 1% for 

Dinki and 5% for Shumsha). This actually re-aflirms ilie descriptive statistics and ilie 

stockhastic Dominance Test disccessed on section 4.2.1 as well as capturing tIle impact of 

factors (eg. poor infrastructure ... ) which have been dropped due to multicolinianty problem. 
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5. SUMMARY AND RECOMMENDATIONS 

5.1. Summary 

The estimation of the previous section accounts for a "substantial" proportion of the 

variations ill household consumption expenditure in the three villages. As emphasized in the 

previous section, however, these estimates should be thought of as attempts to measure the 

determinants of poverty conditional on "past" decisions to accumulate human and physical 

capital (Glewwe, 1991). Thus, although they can provide tentative answers to the question 

of why some households are worse-off than others, they do not explain why households have 

in the first place, accumulated particular household assets. That obviously requires wider, 

historical study. 

Given tius cautionary notice, the following results stand out. From the measurement 

of poverty level, we can conclude thaI Dinki, one of the worst hit village in 1984 drought, 

(lFPRI, 1992), is tile poorest of all tile three areas, while Yetmen is unambiguously 

considerably better off. 

TWlIing to tile household characteristics, tile impact of household size, controlling for 

other variables, on increasing the chance of tile household to be under poverty appears to be 

quite strong, in all PAs. The idea tilat more people represent more labour force doesn't seem 

applicable in tilese areas where tile household asset (including land, oxen, tools) endowment 

linllts the employment opportwuty. 

Education of tile head, however, doesn't seem to have any direct impact on reducing 

tile chance of being poor in all P As. TIlls may be showing that "formal education" is of less 

relevance to tile living conditions in such rural areas. But wilike formal education, tlle use of 

modem agricultural technology (and hcnce agricultural extension) have a poverty reducing 
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effect on tile two (Shumsha and Ye~il) PAs and significantly so in Yetrnen. In fact, it 

seems lIlat it is only when iliere are sOllie new teclmologies to be learnt and accumulated 

over time (as in Yetmen) tllat age would have any advantage. On the otller hand, where age­

old traditional practices are the norms (and adoption rate low) particularly as in Dinki, age 

(as well as tile household head being male) is of no importance. 

Land, not sw-prisingly, has a poverty reducing effect every where, and significantly 

so in Shwnsha. Oxen ownership doesn't seem to help, except in Shwnsha, and the same is 

tme in case of value of livestock. On tile oilier hand, special importance of value of tools is 

observed in lIle poorest area of Dinki where non-farm income have greater share in 

household income. As an income diversification mechanism, however, tree crops do not 

seem to be playing important roles, may be lack of commercialization of tllese activities 

hinders households from reaping tlle benefit. 

5.2. Rcconullcndations 

The results obtained above wtderline lIle fact tllat poverty is complex and 

multifaceted and tllat several-pronged approaches are needed. With respect to policy to 

combat poverty, generally tilere are t!u'ee major policy tluusts. They are (1) direct transfer 

(2) Changed relative prices or wage rates to raise income and (3) policies to change tlle 

income earning capacities, such as education, job training, new agricultw'al teclmiques, or 

credit access. 

The first, diJ:ect transfer of income or food directly to tlle poor is beset with problems 

of screening tile beneficiary and of leakage of benefits to tlle non-poor because people have a 

strong incentive to provide false information and present iliemselves as poor. Glewwe and 

Van der gaag (1 988) provide serious problem faced by Sri Lanka's "food rationing" and 
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"food stamp" schemes in early 1980. More important, however, such programs as 'food 

aid" and "food-for-work" play an inlportant role in making the people in areas such as Dinki. 

non-creative and totally dependent only on such assistance's (Ethiopian Village Studies, 

1996). Such programs are actually non-recommendable, unless under very special 

circumstances. 

The second, "changing relative prices" to benefit the poor doesn't seem feasible 

because there are no crops particularly grown only by the poor. Also, and more 

importantly, IlJe idea of giving increased pdces for crops grown by the poor and/or provision 

of agricultw'al inputs (eg. Fertilizer) at lower prices is a source of price distortion and market 

inefficiency, which is directly against the free market policy of the country. The only 

possibility for changing relative pdces is to offer low-wage employment to the poor in these 

rural areas (e.g. road maintenance) particularly in the off-farm season. Yet this one, like the 

first, would be of immediate effect, and would only be a short term measure. 

The third has a long-tenn impact, and has many advantages. For example, policies 

that succeeded in changing 1l1e characteristics of 1l1e poor are in large part removing 1l1e 

"causes" of poverty, not just reversing its effects, and many of Illese policies are less costly 

in the long-run, since they aim to raise the productivity of the poor. Furthermore, although 

such policies benefit bolll the poor and non-poor, Glewwe and Van der gaag (1988) argue 

that raising tile productivity of Ille non-poor is not necessarily a waste of government 

revenue. Thus, efforts need to be directed toward 1l1em. 

Turning, then to one important household characteristic, education, Ille previous 

econometric analysis show Illat "foIDlal education" does not help escape poverty in Illese 

rural areas. TIris llJay raise the issue of appropriateness of fmmal education as a way to 

enilance "current well-being" . Yet low returns to rural areas do not imply low returns to 

education, since educated people in IID'al areas can reap retums by moving to tlte cities, 
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which appear conulloll (Glewwe and Van del' gaag, 1988). 

On the oUler hand, education may have an "i.lldirect" ciIect on poverty, and that is 

through its impact on household size which is an imporl-ant determinant of poverty in these 

areas. TIlat is, more educated households (particularly women) are likely to have fewer 

children (Roderiguez and smith, 1994), becausc they would be more able to use, ego 

Contraceptives aud also work outside the home boUI of which will help limit household size. 

Thus, it is imperative Illat Ille quality and access to education facility should expand ill all 

ru'cas. 

Unlike education, agricultural tcclmology adoption has a direct impact to guard 

against poverty, more so particularly in Yetmcll. TIIUS, appropriatcly designed agricultural 

tcclmology dissclllination nced to cxpand. It was also observed Illat non-farm employment 

has a strong povcrty reducing impact ill Dillki, which is quite consistent with the low 

agricultural potential of Illis area. It seems therefore Illat development eff011s that create 

non-farm employment opportwtities (including job-training progratmnes) are quite urgently 

required in the area. 

Given Ule limited supply of latld in all Ulree villages, such diversification away from 

fann incomc scems to be the feasible way out of poverty also in Ille other villages. Also 

helpful however is Ille better matlagement of existing latul, operating it with modern 

teclUlology to enhatlce productivity. Those who happen to devote pat"! of Illcir land to tree 

crops stand to get no obvious advatltagcs ill all arcas as far as poverty is concemed, 

suggesting Illc need for a lIIore dIm"! to facilitatc its commercialization .. 

In order for Illese households to diversi(y as well as to use beller teelmology bolll 

agricultw'al atld 1I0n-agrieultw'al, credit facilities would play a key role. As Lipton atld 

Ravallion (1993) pointed out, credits at'e very imporlatlt becausc in agriculture, especially 

fi eld-crop production, input requirelllcntH m'e cOJlccnlrated into few critical, clim'lte-relatcd 
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I., 

periods months before output arrive. Also poor rurai'-pc;ople with few own-resources appear 
, .: 

to need credit to smooth consumption, and to obtain cu 
,\ 

nt and capital inputs well before 

farm income become available. 

The discussion above provide the possible intervention areas in order to reduce Ille 

level of povel1y in each area. Yet we do not claim to provide Ille only best advice. It is 

worth mentioning Ille fact that the above is based entirely on econometric result - which , 
again is based 0I1'just one (though very important) feature of poverty, namely consUIllption 

expenditure. This is based on the asswnption ll\3t food conswnption is the most important 
~. 

patt of human ne~,ds. The best advatltages of such econometric at\3lysis is Iltat though based 

on a snap-shot fei ture of poverty, it facilitates "comparison" across space atld over time. 

Unfortunately, povelty is not just "short fall" of conswnption. It has ffiat\y 

dimensions which at'e too matlY to list. Most importatilly, the list depends on the very 

people who suffer from Illem - atld not on Ille so-called "atlalysts" who after all is atI 

"outsider". Those people have their loca~ diversified defmitions atld, in Ille extreme, may 

not even include "consumption" in Illeir list, giving priority to oilier items which are (often) 

qualitative atld not measurable. TIlere at'e IlIUS authors who argue t1\3t attention must tum to 

the participation of the people in poverty assessment (hence the Participatory Poverty 

Assessment (pP A) approach), which require different skill of atI outsider - Illat of 

"facilitating" people's patticipation ill poverty assessment (Chatilbers, 1997). The main 

problem here is ll\3t results from such local assessments are not suitable for comparison 

across space atld over time. 

The choice of which technique to use scem not to be atI "either or" one. Both have 

advatltages atld disadvatltages. TIle consensus presently gaining wider acceplatlce in 

development researchers is thus a "combirIation" of both methods. Such a methodology, 

unfortunately is developed neither in ow' COWlUy , nor atlywhere else. Thus, the development 
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and practical application of such appropriate methodologies should be a priority in any 

future poverty assessment effort ill Ethiopia. 
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ANNEXl 

Recent Estimates of Poverty in Ethiopia 

RRC 

Agency or 

Individual 

World Bank 

Ethiopian Nulrition 

Institute 

IFAD 

Data Used in the Study 

Rural drought aifected areas 

Total Population 

Total Population 

Year 

1987 

1988 

1990 

CSA's 1981/82 Rural Household Survey 1989 

0/0 

Poor 

21% 

46% 

64% 

50% 

IGAAD 

IFPRI 

Total Population 

Total Population 

1989/90 60% 

1991 67% 

World Bank (AEDD) Total Population 

MOPED Total Population 

Stefan Dercon and Rw'al HH Survey of Selected 15 sites 

Psnnila KrislUlan 

MekoIlIlen Tadesse 

TW'ufat Bekele 

Urban Socio-Economic 

Urban and Rural Socio-Economic Survey 

of Selected area 

1992 

1992 

1995 

1995 

1995 

50% 

51.7% 

27% 

38,9 

49% 

MekelUlen, Bereke!, Urban and Rural Socio-Economic Survey 48% 

Abebe of Selected area 1995 

Source: MekoIlIlen (1996) and Tw·ufat (1996), MekoIlIlen, Bereket and abebe (1998) 
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ANNEX 2 

Diet Used for Povelty Lines (per month/Adult) 

(Minimum food requirement for poverty line giving 2300 k. cal. per month/adult) 

teff 1.70 kg 

barley 4.85 kg 

wheat 3.15 kg 

maize 4.48 kg 

sorghum 2.67 kg 

horse beans 1.29 kg 

cowpeas 0.23 kg 

chick peas 0.69 kg 

milk 0.55 litters 

coffee 0.10 kg 

sugar 0.10 kg 

salt 0.70 kg 

oil 0.15litres 

spices (karia) 0.25 birr 

potatoes l.51'kg 

onions 0.20 kg 

cabbage 0.38 kg 

Source: Ethiopian RW'al Household Swvey (1994), diet to 

achieve 2300 k.cal per month per adult, using diet of Poorer half of 

sample; Dercon and Krishnan, (l998). 
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ANNEX 3 

Dinki: Pro bit Estimates with Marginal Effects 

Variables Coemclent Standard Error 

DUMSEX .569 .544 

AGEHHH .021 .019 

DUMAGE .188 .633 

HHSIZE .328"''''''' .095 

EDHHH 1.364 1.117 

D1ECH - -
DLAND -.175 

, 
.424 

LNDRATIO - -
DOXEN .478 .419 

VLVSTCK .000 .000 

VTOOLS -.008"'''' .004 

lRATIO .798'" .448 

TNOJREE .007'" .004 

DPBrn.TH -.090 .362 

'" Significant at 0.10. "'''' Significant at 0.05 level 

"''''''' Significant at 0.01 level. 
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dF/dX 

.198 

.008 

.073 

.125 

.479 

-
-.067 

-
.178 

.000 

-.003 

-.304 

.003 

-.034 



ANNEX 4 

Yetmen: Probit Estimate WITH Marginal Effects 

Variables Coefficient Standard Error dF/dX 

DUMSEX -1.004 .767 -.359 

AGEHHH -.015 .016 -.006 

DUMAGE - - -
HHSIZE .312 ...... .128 .124 

EDHHH - - -
DTECH -1.618'" .889 -.530 

DLAND -.268 .577 -.106 

LNDRATIO .104 .497 .042 

DOXEN .843 .773 .323 

VLVSTCK .000 .000 .000 

VTOOLS - - -
!RATIO -.289 .725 -.U5 

TNOTREE .003"'''' .001 .001 

DPBffi.TH -.141 .419 -.056 

... Significant at 0.10 level. ...... Significant at 0.05 level. 
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ANNEX 5 

Pooled: Pl'obit Estimates with Marginal Effect 

Variables Coefficient Stand-Error 

DUMSEX .221 .302 

AGEHHH .005 .011 

DUMAGE .328 .379 

HHSIZE .196++>1< .052 

EDHillI .643 .471 

DTECH -.234 .244 

DLAND -.556+>1< .242 

LNDRATIO - -
DOXEN -.045 .255 

VLVSTCK -.000 .000 

VTOOLS -.001 .00 1 

!RATIO .084 .289 

TN01REE .004+>1< .002 

DPBIRTH -.325 .21 5 

DDlNK 2.602+>1<+ .804 

DSHUM 1.839>1<+>1< .874 

>I< Significant at 0.10 level. >1<>1< Significant at 0.05 level. 

+++ Significant at 0.01 level. 
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dF/dX 

.045 

.001 

.078 

.043 

.184 

-.050 

-.131 

-
-.009 

-.000 

-.000 

.018 

.000 

-.070 

.734 

.420 



ANNEX 6 

Shwnsha: Probit Estimates with Marginal Effects 

Variables Coefficient Stand-Error 

DUMSEX .539 .463 

AGEHHH .001 .011 

DUMAGE - -
HHSIZE .079 .085 

EDHHH .452 .813 

D1ECH -.509 .385 

DLAND -.758 .425'" 

LNDRATIO .210 .371 

DOXEN -.199 410 

VLVSTCK -.000 .000>1< 

VTOOLS .002 .003 

lRATIO 1.334 .638>1<>1< 

TNOTREE .060 052 

DPBill.rn -.945 .361 +++ 

>I< Significant at 0. 10 level ....... Sigoificant at 0.05 level 

... >1<>1< Significant at 0.01 level. 
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dF/dX 

.083 

.000 

-
.014 

.101 

-.082 

-.157 

.037 

-.036 

-.000 

.000 

.409 

.010 

-.189 
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