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ABSTRACT 

Nowadavs Ihe ruml 11011 jarm economic seclOr in riepeloping cOlliliries is growing 

SubSlal1liallv and il became an imporlanl source of employ menl and income for rural 

households. Bul nol all rural households are enjoy ing Ihe lucmlive bene/ilS of Ihis seClor. 

This paper investigales inlensity and determinanlS of households' parlicipation in non 

Fmn income genera ling activities in wolmera woreda,Oromiva region. The dala was 

collected ji'om random I)} selected sample hOllseholds and Ih e informalion was analvzed 

and processed using simple descriptive statistical lools and log il regressive economic 

model. The resull show Ihal majority of rural households in Ihe slud)J area do indeed 

adopt multiple income sources driven by various demographic alld socio economic 

.(clclors. Th e economic model shows thai Jaclors like lileracy, ji:!mil)J size, and land size 

are happen 10 be Ih e main delerminant jiJctors in households' decision 10 engage in 

dirferenlnon/Cirm income diversifying aClivilies. 

Maill Wards: Non/emn, Diverslfical ion, Income 
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CHAPTER ONE 
1.1. Introduction and Background 

Africa being pa rt of so ca lled " third world" faces different multi dimensional 

challenges . More than 44 % of the population live und er absolute poverty, high 

rate of unemploymen t and under employ ment, high popu lati on grow th rate, 2/3 

of the peop le dwe ll in environmentally unsafe places, high external debt, 

politica l crisis, high capita l flight and corruption, (ECA,2007) . Both in terms of 

incidence an d intensity, poverty remains a critica l issue in Africa, where almost 

half of the people is severely affected by lack of food and exposed to d rought and 

famine. Those cha llenges are serious particularly in rural Africa where the 

majority of the popula tion resides and agriculture is a sole means of li velihood. 

African agricu lture is characterized by traditional farmin g, low productivity, low 

modern input and equipment usage rate, subsistence farming on fragmented 

land and the like. 

The contribution of Agriculture to GDP ranges from 33 percent in East Afri ca to 

less than 8 percent for southern Africa. It employs some 70 percent of the work 

force and genera tes on average 30 percent of Africa's G DP (ibid.). Even though 

agriculture is the main and dominant economic sector in most part of Africa, still 

it is characterized by low productivity and the sector is no t in a position to 

ensure food security. Africa is considered as a net importer of food except for 

some countries like South Africa. 

The World Bank report (2005) recognizes the many dimensions of poverty 

beyond the low level of income. The first dimension of poverty is material 

depriva tion (lack of opportunity measure in terms of income or consumption 

threshold ) w hile the second dimension is related to human capital which is 

expressed in terms of low achievements in education and health and the third 



dimension of poverty is vulnerability-the probability to be poor someday, which 

is highly assoc ia ted with well being, since it affects indi vidu al behav ior in terms 

of in vestment, producti on patterns and co ping s trategies and perception of their 

ow n. The las t but no t the leas t component of poverty is being voicelessness and 

powerlessness. 

The poverty dimensions do not stand by themselves; there is high level of 

interac tion and reinforcement among each other. A low level of edu ca tion and 

hea lth can lea d to low level of income w hich results in materia l depri va tion. 

For many years, Afri can countries tried to develop the agricultural sec tor with 

d ifferent policy in terventions and incentives. Reducing rural poverty has been a 

long standing concern motivating an array of initia ti ves by governments, non 

governmental organiza tions and development agencies. But the outcome and 

lesson learned are not as such promising, although the continent is showing 

some economic growth in recent yea rs (5 .2 % in 2004), 5.3 % in 2005, 5.7 % in 

2006, 5.8 % in 2007), rea l economic growth ra tes have remained low rela tive to 

their development goa ls and few Afr ica n countries are positioned to achieve the 

millennium development goals (MDG) by 2015(ECA 2007) . 

Compared to other region, Africa continues to lag behind in indica tors of socia l 

development. Measure of poverty remains virtua lly unchan ged over the past 

decades. Sub Saharan Africa (SSA) also la g behind in progress towards universal 

primary edu ca tion and improvement in the hea lth sec tor is al so modest with the 

sprea d of H1 V / AIDS already beca me a major health threat and it is projec ted 

that there will be 19 million additional dea ths due to AIDS between 2010 and 

2015 and malaria continu es to be the number one killer in the continent (ECA, 

2007). 
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Crowded by those multi faced development challenges and the inefficiency and 

inabi li ty of the main economic sector (i. e Agriculture) to fulfill prom ises, Africa is 

in need of a lterna ti ve policies that cou ld bring susta inable development ,food 

security and poverty a lleviation. The traditional approach to redu ce poverty had 

been through programs of land dist ri buti on and redistribution combined wi th 

integra ted rura l development programs aimed to increase producti vity of the 

agriculture sec to r (Janvry and Sadou let,2001), and this programs had met with 

limited success and had not been sustainable. 

The traditi ona l approach underestimated the multiplicity of ac tivi ti es in w hich 

rura l people engaged to generate income, especia lly in those non farm ac ti vities 

and rega rd ed the rural economy as homogenous and purely agricu ltural. For 

long time, the presence and role of non farm sector in rural economy had been 

neglec ted both as an alternative as policy intervention and academic d iscourse. 

But fa ilure of the integra ted rural development approach and deep changes in 

the contex t of rural developmen t is pursued have led to experimenting different 

approaches tha t can entertain the new contex t and the need for sus tainable 

development. 

Tn due process, a comprehensive view of the multiplici ty of household income 

sources has revea led the tremendous importance of non -farm ac ti vities (Rea rdon 

e t a I., 2001). Then, as viable alternative, promoting the generation of non-farm 

income genera ting opportunities and seeking to enhance access of these 

opportu nities fo r ru ra l people as means of dive rsifying income to a llevia te 

poverty became one of rural development approaches and got po licy and 

academ ic attention. 
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Indeed, the rural economy is heterogeneous; farmers do no t entire ly depend on 

farm income as a mea ns of livelihood, rather they employ multi ple sources of 

income to cope up w ith the seasonal nature of farm income and to fulfi ll all their 

food and non food requirements as we ll as to finance the purchase of modern 

agricultural inputs and equipments. 

African fmmers a ll ocate their asse ts ac ross on farm , off-fa rm and non fa rm 

ac ti vities so as to des ign live lihood s trategies that achieve something at least 

cl ose to an op timal balance between expected re turns and ri sk exposure 

conditional on the nature of the agriculture system(Ba rrett e t a I., 2000). 

The role of the non fa rm sector as a mea ns of income generating ac ti vity has been 

immense and it constitutes 42 percent, 40 percent and 32 percent of hou sehold 

income of Africa, Latin America and Asian farmers respectively (Hu ng, 2006) 

and its im portance and role is growing tremendou sly. Besides, Ad ugna, (2006) 

and Caswell (2002) were able to report the special significance of the non fa rm 

sector in poverty reduction end eavors, and those farmers who ea rned off farm 

income saw thei r pover ty rate decline overtime. 
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1.2. Statement of the Problem 

Be ing the number one developmental cha llenge and survival issue in most 

developing countries, poverty is the main headache of most s ta tes of the third 

wor ld. Governments try to tackle poverty by implementing different policies and 

strategies that are dri ven by specific context of each nation and ideological 

orienta tion of leaders. Although there ha ve been concerted effort from diffe rent 

national and multi na ti onal ins titutions to fight poverty around the world, the 

overall outcome has not been to the expectati on 

Irrespect ive of socia l, economic and cultural background and ideo logy, every 

Ethiopian unders tand s the need to allevia te poverty once and for all. Different 

policy interventions were used and being used as a means to tackle poverty and 

backwardness in the country . But unfortunately and to the dismay of the mass 

the outco me is not as such promising and as expected. Still many Ethiopians 

co ns tantly face drought and fa mine and many more live under absolute poverty 

and surpri singly ra ther than showing a promise to decl ine, poverty is ge tting 

momentum both in scope and sca le. 

The incumbent Ethiopian government adopted a policy of rural development 

(ADLI) as a means to fight poverty and enhance overa ll development in the 

country. According to th is s trategy, agriculture is expec ted to lead the national 

economy and agricultmal transformation is sought as a mea ns of fu elling growth 

of other sec tors no tably industry. By increasing agricultural produ ctivity through 

the applica tion of d ifferent intervention and thu s by increasing rural fa rm 

income, the strategy intend s to bring demand driven indu stria li zation in the 

country. 
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Although there is ongoing debate on the success and fa ilure stories of the 

st ra tegy in fight ing poverty, still there is a high ga p between wha t is desi red and 

w hat has been ach ieved and many Ethiopians il re still li v ing in absolute poverty. 

Eventhough, the strategy recogni zes the he te rogeneity of the rura l economy, it 

intends to bring the much needed rural development and transformation by 

entirely depending on agriculture, against a much documented ev idences that 

support the claim tha t rural families do not entirely depend on agriculture as a 

means of li ve lihood . Different empirical ev idences (Gashaw, 2007, Tesfaye, 2003, 

Adu gna, 2006,Tassew,2001) repo rted the grow ing im portance o f the non farm 

sec tor in Ethiopia w hich boldly accoun ts fo r more than 35% of rura l income and 

significant proportion of rural employment. 

Though the non farm sector contribution in rural setting is vehemently 

s ignifica nt, still it is cry ing for policy attention and there is a lack of information 

on different issues of the subjec t. Now it is iI universa l fact that rura l hou seholds 

do indeed adopt multip le source of income and w hat is missing is the "why and 

how" fac to rs like households mo ti ves to engage in income dive rs ify ing activities 

and what fa ctors push/ pull households to adopt multipl e source of income. 

Now days the role of the non farm economic activities in enhancing susta inable 

rura l development is being highly emphasized and it is ge tting se rious attention 

academic and policy w ise. H owever, w hat is less clea r is how these forces for 

divers ifica ti on can be bes t ha rnessed to act as a ca ta lys t for broader and inclu sive 

pattern of development. 

The exis ting litera ture in Ethiopian context highly focuses on the basic question 

of intensity of non fa rm ac ti v ities in rural areas and more of the ex isting 

em p irica l ev idences a re genera ted from studies of the broader concept of 
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livelihood d iversifica tion. What matters most in the sense of sustai nable rura l 

development is not merely crea ting non farm opportunities, ra ther optimum u se 

of the add itional income and w ho are rea lly participati ng. Unless the very poor 

got the access and con tro l of non far m opportuni ties, it would be hard to imagine 

susta inable rura l deve lopment, 

Th is study was pr imarily initia ted to show the ex tent and con tribution of non 

fa rm sector in a specific loca lity tha t wou ld he lp to lea rn some lessons about the 

subjec t and meanw hile it was intended to look fo r some of the determining 

fac tors in rura l household's decision to diversify income by participa ting 111 

different non fa rm ac tivities, w hich ultimate ly help in des igning a 

com prehensive policy in tervention to best uti lize the non fa rm sector in poverty 

a llevia tion endeavo rs and in bringing overall rura l develop ment. 
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1.3. Objectives of the Study and Research Questions 

[n general terms the overall objectives of this s tudy was to exam ine the intensity 

and contribution of the rural non farm sector, and assessing the determining 

facto rs that force hou seholds to diversify income by consid ering the case of 

Wolmera woreda in Wes t Shew a zone of Oromiya region. 

Specific Objectives 

• To assess income sources of rural households 

• To exa mine participation of rura l household s in income generating off 

far m activi ti es 

• To in ves tiga te factors that de termine households decis ion to di versify 

income activ ities 

• To draw policy implication 

Research Questions 

• Do rural hou seholds adop t multiple income sources? 

• What is the effect of initial househol d end ow ments on households' 

(land size, lives tock size. educa tion) decision to di versify income? 

• What is the effect of demographic factors (age, sex, gender, fami ly) 

on hou sehold s' decision to di versify income? 

• What is the effect of public faciliti es (market centers and road) on 

household s' decision to divers ify income? 

8 



1.4. Significance of the Study 

Two d ecades have passed since the importance of rura l non fa rm sec tor has got 

policy and academic attention especially in Latin America and some part o f 

Africa. But surprising ly little is known about the subject in Ethiopian contex t, in 

spite of some concrete evidences that indica te its growing importance and 

s ignifica nce as an a lternative means of live lihood . Th is parti cular study 

anticipa ted to emphas ize the role of the non farm sector by pointing out the 

ex tent and de te rm ining factors of income diversifica tion so as to help both policy 

makers and academicians to further look a t the subjec t and expl ore its fu ll 

potentia l. 

1.5. Scope and Limitation of the Study 

1.5.1 . Scope of the Study 

It is a conventional w isdom tha t, this study has to be bounded by time and space 

and indeed the s tudy re flects a finding of some particular time in which the data 

was co llec ted and in addition it represents the views and conditions of those 

household s that were inclu ded in the s tudy in unique geographical se tting. Care 

should be taken in case of generalization, since unlike other findings, 

diversification s tudies tend to be location and hou sehold specific and household 

asse t conditions are vo la tile in nature and changes overtime. The scope of this 

s tud y covers 5( fi ve kebe les) in Wolmera woreda and with a limi ted sample s ize 

of 140(one hundred fo rty) households. 

9 



1.5.2. Limitation of the Study 

It is obv ious that rura l households do not keep record of the ir yea r round 

revenues and expenditures which makes it difficult for this kind of study tha t 

largely depend s on qu antita tive data. In ad di ti on d ue to some w rong 

assumptions and cultural fac tors households do not usua lly describe their tota l 

income. The fact tha t the da ta was genera ted from sma ll number of sa mple 

households wo uld limit level of genera li za tion. This s tu dy tried to minimize the 

effect of the above li mi tat ions by employ ing development agents (DAs) as da ta 

co llec tors and it was assumed tha t the DA's know the socio economic sta tus of 

the respec ti ve households plus fa rmers tru st the DAs than strangers. But still 

there mi ght be some incorrec t information prov ided by households particularly 

about thei r income and assets 

1.6. Organization of the Thesis 

This pa per is orga nized in 5(five) chapters. The first dea ls w ith bac kground and 

introduction issLles, s tntement of the problem, objec ti ves, signi fica nce, scope and 

limitations of the s tudy. The second chapte r dea ls w ith the exist ing empirical and 

theoret ical litera tures on the subjec t. The third chap ter dea ls w ith the 

methodology part. The fourth chapter reports on the background information of 

the study a rea, find ings and discussion while the las t chap ter presents conclusion 

and the way forward. 
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CHAPTER TWO 

2. LITERATURE REVIEW 

This chapter dea ls with delinition and concept of the subject under study. It also reviews 

the ex isting theoretical and empirica l literature on the subject written by different 

scholars from di fferent parts of the wo rl d. Finally this chapter would look at the hi storical 

background and policy environment of Ethiopian in relat ion to non farm economic 

acti vities. 

2.1 Definition and Concept 

Many conceptual and theoretica l issues a ppear on the s urface of ra pidly gro w ing 

litera ture o n rura l economies and income divers ifica tion. But in mos t cases, the 

ex is ting body of know ledge on the s ubjec t lacks common a nd standard 

definitions a nd well es tabli shed method of data co llec tio n, class ifica tion, a nalysis 

and indica tors to re port observed diversification behaviors . The lack of standard 

a pproaches and convec tions impedes e ffective ana lys is and so often leads to 

mistaken inferences (Ba rrett et aI., 2001). 

For proper understand ing of diversifica tion behav iors and patterns, distinction 

sho uld be mad e among assets, activities and income. Asset offers a store of 

weal th and it a lso serves as a source of income w hile acti vities are ex a nte flows 

of services that Illa p the stock concept o f assets in to the ex pos t flows of income. 

Asse t can be productive such as human capita l, la nd and li ves tock that can 

generate earned income, asset a lso can be non producti ve in a sense that it 

gene rates unearned income. Productive asse ts generate income indirectl y 

throu gh the a ll oca tion of acti vities s uch as farmin g; commerce etc. Different 

ac ti vities show indi vidual s exp licit diversification cho ices in the presence of 

shocks to producti vity and thus income (ibid. ) 

II 



Inconsis tent terminologies are another source of confu sion in diversifica tion 

lite rature. The te rms "off farm", "non farm", "non agr icultura l" often used in 

synonymous ways. Rea rdon et al.(2001) tried to standardize the conceptual and 

theo re tica l definiti on of these terms by classifying them using three approaches, 

na mely Sectoral, functiona l and spa tial. Sector w ise: 

Non Farm: represents an activity outside agriculture (own fanning and wage 

employ ment in agriculture) that can be in manufacturing or service sector. 

Farm income: represents income derived from the production, ga thering of 

unprocessed crop, li ves tock, fores t o r fi sh produ cts while 

Non farm income: represents a ll other income sou rces including income from 

processing, transport, packaging and trading of unprocessed agricul tural, fo rest 

and fi sh products. 

The fun ctional approach classify ac ti vities in to e ither wage or self employment, 

mea nwhile a certain ac tivity can be classified in spatial terms in accordance with 

a re la ti ve loca tion where a specific activi ty is und ertaken. An ac ti vity can be 

undertaken a t home or away fro m home besides an activity can be ca rried out far 

away from home either in a kind of rural or urban mi gra tion. 

El li s(2000) define Diversity as the ex istence, at a point in time, of many different 

sources, typica lly requiring diverse social relations w hile diversifica tion refers 

the creation of diversity as ongoing social and economic process, refl ec ting both 

pressure and opportunity that ca uses famil ies to adop t increasingly intrica te and 

di verse livelihood strategies. 
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2.2 Theoretical and Empirical Literature 

Diversification Motives 

For so many yea rs grow th in agricultural output and incomes are thought to be a 

ca ta lys t for rural development and this basic assumption ha s dominated rura l 

development discourses fo r so long. But in the las t few decades, the thinking of 

ru ral produ cers as exclu sively dependant on agriculture for their li velihood has 

been seriously ques tioned and met with continuous critics. Plenty of evidences 

ac ross the boa rd proved tha t the rural economy is not just farming. Rural 

households have activ ities outs id e fa rming and they adopt multiple source of 

inco me for th eir li ve lihood. In the past it has often been assumed that by 

concentra ting on farm output grow th it wou ld be possible to crea te a non farm 

income generating ac tivities through linkage effect, but this assumption is no 

longer feas ible and for many poor fami lies farming on its own is unable to 

provide a sufficient mea ns of surviva l. 

Though the contribu tion of Agr iculture is still dominant, the Significant role of 

the non fa rm sec tor in rura l se tting has been we ll pronounced and doc u mented 

(La njouw and La njouw 2001, Zvyaginstev et aI., 2006) . Farm hou sehold s across 

the developing world earn an increasing share of their income from non farm 

sources. Nowa days the question is not whether rura l households diversify or 

no t, but rathe r wha t motivates them to adopt multip le sources of income and it is 

one of the hot iss ue and debatab le iss ue on the subjec t. 

Ba rrett et a l. (2001) argued that multiple motives prompt household s and 

indi viduals to di versify asse t, income and activities. The first se t of motives 

constitute what he called "push facto rs", expressed in terms of the need for risk 

red uction, response to diminishing factor return in any given use; such as family 

labor supply in the presence of land constraints and fragmenta tion, reac tion to 
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cri sis, shocks and liquidity constraints. Due to the na ture of agricu lture and lack 

of necessary rura l ins titutions rural households are freq uently exposed to 

different shocks and crisis that are inherently multidimensional and needs 

multiple s trategies. 

The second se ts of motives are ca ll ed "Pull factors" that a ri se from opportunities 

and und ers tanding of the existence of complementari ties between ac ti vi ties and 

special iza ti on accord ing to compara ti ve adva ntage acco rded by technol ogies, 

skills and endow ments. 

From pu sh fa ctors perspectives diversification is driven by limited risk bearing 

ca pacity in the presence of widespread shocks, risks and climatic uncertainty, 

mean w hile pull factors ava il themselves as opportunities that can eaSily be 

utilized by rural households. Mos tl y a diversificati on ac tivity driven by push 

fac tors result in an lIlcrease incomes and assets for households, though 

divers ifica tion resulted from pul l factors has a potent ia l to ex tract households 

from pove rty it ca n be merely a risky pattern as the hou seholds adds the 

eq uiva len t of subsistence level non farm activ ity to a poor agricu ltural income 

base (Rea rdon e t a I., 2001) 

On another hand, Adugna (2006) sta ted that diversification a t household level is a 

result of either a necess ity o r choice. by necessity it mea ns tha t household s 

engage in different non farm ac tivities for survival, out of need to secure basic 

need s during times of shocks, whereas choice represents households decision to 

participate in divers ifica tion activities is determined by return to labor in the 

labor m arket. Tn genera l due to the presence of constant change in farm income 

determinants, farmers usually switch between necessi ty and choice as the basic 

de terminants of participation in inco me divers ifica tion ac ti v ities. 
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For Ellis(2000) diversification is a result of four concurrent variables. Na mely: 

Seasonali ty, Risk s trategies, Cop ing strategies as we ll as labor and credit market 

conditions. Seasona lity refers to the nature of agricu lture w here the re is high 

dependence on wea ther conditions (ra in fed) and freq uent flu ctu ations of 

agriCLl ltural out p ri ces due to supply and demand conditions. The seasonal 

nature of agriculture and income wou ld resu lt in so me s lack time during which 

farmers may choose to engage in different income generating activi ties. As a ri sk 

s tra tegy househo ld s dive rsify activities to ameliora te the threa t to its overa ll 

welfa re from fai lure inherent in concentrating on a si ng le activ ity. Besides rural 

households tend to dive rs ify inco me as di rec t response to some natura l o r man 

made cri sis and shocks as a mea ns of copping strategy. 

In almost a ll parts of developing countries rural labor and financial market are 

inex isten t or insufficient and are no t working properly. Due to th is there is a 

pervasive p resence of market fa ilures especia lly cred it and labor and insurance 

market. In order to com pensate these failures and to fill the missi ng link, rura l 

hou sehold s tend to pa rti cipa te on different non farm activ ities. 
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2.3. Linkage between the non farm sector and farm output 

In the las t three decades, the rura l growth linkage model governed a large 

proportion of policy discussion concerning the relationship between fa rm and 

non farm ac ti v ities in rura l areas. The model originated in the mid 1970s in the 

work of prominent rura l deve lopment writers (Johonston and Kilby, 1975; Mellor 

1976 mentioned in Barrett,1997). Since then it has been used by many scholars 

from different parts of the world in the study of rural growth, employ ment and 

lIlcom e. 

The theme of growth linkage model lies in its firm belief in agricul ture as a 

sec tor full of promises that can drive rura l development and it also recognizes 

the specia l significa nce of the non farm secto r in providing employ ment and 

income opportunities for rural famil ies who find it difficult to participate in farm 

ac tivities (Ellis, 2000). 

The model anticipates a significant grow th in agriculture provides a stimulus for 

the growth of the non farm sub sec tor throu gh expenditure, backward and 

forward lin kages. Grow th in farm income is sought to crea te demand fo r loca lly 

produced com mod ities and services tha t wou ld result in expenditure linkage 

between the fa rm and non farm economic sec tor. At the sa me time, the non fa rm 

sec tor is expected to provide modern farm inpu ts and technologies to the farm 

sec tor backward linkage, mean while a we ll es tablished and furnished non farm 

sector can process and market different services and goods related to farm 

ou tpu t thil t wou ld fa cil i ta te the forma tion of forwa rd I in kages between the farm 

and non economic sector. 

The presence of strong linkage multipliers and their concentration on labor 

intensive goods and services production paves the way fo r growth in agriculture 
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to fuel s ignifica nt and parallel growth in the non farm sector tha t ca n benefit the 

poor throu gh different opportunities. 

But the question remains intact whether the rising demand resulted from farm 

output and income g rowth directly goes towards rura lly prod uced goods and 

services. Empirica l ev idences reported dual findin gs. In mos t cases farm led 

growth tend to deci mate the relati vely trad iti onal non farm sector aga ins t 

relatively cheap and modern goods and services imported from urban areas. 

Besides farm income growth can lead to increasing demand for modern input 

and output processing technologies, which are mos tly loca ted in urban areas. 

Contra ry to the above facts, some empirica l studies reported the existence of high 

multi p lier effect in the rural economy resulting from growth in agr icultura l 

output. When there a re constraints on access to credit, the non farm sec tor ca n 

serve as an impor tant source of income that can easily be inves ted in purchasing 

of modern agricultural inputs and equipments, in the sa me token saving 

genera ted from farm activities can be used as startup capita l in non farm 

activ ities . 

As ian experience revea led that fo r every $1 ex tra va lue added in agriculture 

results $0.8 para llel grow th in th e non farm sector. Thou gh the comparing figure 

from Africa seems low, $0.5 growth in non farm income for each $1 extra 

agricul ture inco me, it is possible to conclude that the two economic sec tors ca n 

crea te a tangible linkages that ultimately drive fo r overa ll rura l development 

(Elli s, 2000). 
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2.4. Income Diversification and farm output 

Several factors including relative position of househo ld assets, allocation of 

fam ily labor and socio econom ic characte ri sti cs of the country determ ine the 

level and magn itude of impac t of income d iversifica tion ac tiv iti es on farm output 

and productivity, The impact of non farm activ ities on agriculture depends on a 

host of factors operating w ith in hou sehold, rura l and nation w id e economic 

factors, 

Ellis (2000, PP: 109) mentioned some of the nega tive impac ts a non farm activity 

ca n impose on agricu lture production as follows: 

1, ol/flnillie 1/011 fnrm Inbor IIInrkel, whellier /'IIml or IIrbnn 10m led, muse 

willlilrmuni of Inbor resources from II,e fnl'll l seclor; IIlerefore depending on how 

IIlnny nlld 1II11ich lI1elllber of Ihe household lI1elllbers leave for dis lnnl Inbor 

IIwrkel Jim II 011 Ipll I II In!) slngnn le or even declinc 

2, The f"lldn"lclllni in secllrily of IIrbnl1 ns well 175 /'IIml houscholds llleans Ihnl 

fllllli/ies nre reluclnnl 10 dispose of lI,e nccess rigilis 10 Innd, even when Ihere 

hnve become so sl'llnll ns to be unnvnilnble due 10 successive subdivision 171 in 

herilnnce; Iherefore Ihe lnnd mnrket is unnble to consolidnle or enlnrge holdings 

nnd lI,is //Iny nlso contribute to ngricultural stngnnlion 175 17 concoll1itnnt of 

diversificatioll 

3, Whell /'IImllivelihoods nre penllnncntllj precarious, fn/ll ily IIlelllbers will devole 

t7 collsidemble proporlion of II,eir lillie nlld euergy 10 IIwilllnillillS nnd 

cOllsolidnlillg socinl nelworks in order to ellSllre furil ier fn ll bnck posilions in 

II,e evell l of crisis nnd this 100 IIlny delmct fro II I ngriculluml invesllllenl, 

On another hand, dive rsifica tion involves labor as an asset by realloca ting it from 

fa rm to non fa rm act ivities during s lack season or through the partic ipation of 

those indi v iduals w ho may no t partic ipate in fa rm activities fo r one reason or 

another, that makes di versi fi ca tion a viable a lterna ti ve as a means of 
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supplementary income generating activity without impacting agricultural 

produ cti vity and out put. 

Empirica l s tudi es ca rried out in So uth Africa and Kenya reported two opposing 

findings on this issue. Low (1986) mentioned in Ellis,2000, found that a booming 

market for unskilled male labor in mining and fa ctori es in 1970s and 1980s, 

coupled with low prices fo r cerea ls had resu lted in agricultura l s tagnation 111 

South Africa . On the contrary Tiffen and Mortimore(1991 ) mentioned 111 

Ellis,2000, repo rted an overall growth a rural distri ct adjacent to Na irobi beca use 

of mig ril to ry income. More importa ntly Tassaw (2001) fou nd out tha t on il ve rage 

w hen non farm income increases by 1 percent agricultura l producti vity increased 

by 0.34 percent in Ad igudom and Enderta districts, in Northern Ethiopia and he 

a th'ibuted the finding to households' capac ity to learn better managerial skills 

through experience ga ined from participa ting in different non farm activities. 

Though the empiricil l ev idences a re spa tially and temporar il y specific and 

suppo rt both cla ims, the importance of di versifica tion ac ti vities in rura l se ttings 

is we ll documented and pronounced. 
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2.5. Poverty and Non Farm Economy 

The ex ist ing litera ture on poverty di stinguish the poor li'om the non poor by taking leve l 

of per capita consumption that just perm its an indi vidual to sati sfy basic nutri tional 

requirements expressed in ca lories, A povert y line is consumption level be low which is 

regarded as inadequate to ach ieve minimally acceptable material standard of li ving. 

The World Bank (1990) stated that between 65 and 95 percent of the total nu mbers li ving 

in poverty in selected Ali'ican and Asian count ri es were loca ted in ru ral areas. Poor 

people are characteri zed by a severe lack of assets such as land, li vestock, skill s, 

education and hea lth. Lack of these productive assets is the most determini ng f~lctors in 

poverty. Any poverty alleviation program must seek to identi fy those assets that can be 

made more access ible to the poor through di fferent interventions. 

Begi nning from 1990s the World Bank empl oyed a new approach that assumed to help in 

sign iJicant reduction o j' poverty world wide. This approach has came to be known as "the 

new poverty agenda" consti tuting three different strategies namely; promoti on of labor 

intensive economic growth, access by the poor to social services and promotion of safety 

net programs that target the most vulnerable group of people. 

In this rega rd , the lirst objective was to create enabling environ ment for the rapid growth 

of smal l scale, labor intensive product ion and service ac ti vities in both rural and urban 

areas, so that different opportunities cou ld avail themselves for the poo r. the second 

component of the 1990s poverty agenda was to improve provision of health and 

education opportunities, in the expectation that the poor would get the chance to enhance 

their human capital , th us giving them greater prospect of parti cipating in different 

economic opportunities as well as crea ting own opportunities. Safety net programs were 

designed to ensure minimum surviva l standards of li ving for the most vulnerab le group of 

peop le who were unable to secure a viable li velihood (E ll is, 2000). 

Unli ke its forerun ners, this approach emphasized on people' s surviva l strategies in loca l 

and specific contex ts invo lving a holi sti c understanding of relationship between assets, 

mediating processes and strateg ies adopted by households for their li velihoods. In 
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addition the approach recogn ized a significance of the non farm economy and 

divers ification options are thought to play an important role in the sense that a diverse 

livelihood is more res ilient than the undiversi fi ed one. 

The relationship between the incidence of poverty and income diversification ac ti vities is 

often subt le. A long term impact of the non farm economic sector on poverty is highl y 

dependant on it s potential in crea ting employment opportunities to the poor with high 

rem unerative levels that can lift them out of poverty ( Ferrera and Lanjouw, 200 1). 

Empirical ev idences fi'om different part of the world repotted that due to lack of essential 

assets, the very poor often engage in those low labor productivity activities which serve 

only as a last resort source of income. Even if, the level of income generated [i'om these 

kinds of activities tend to be low and offer no rea li sti c prospec t of lifting indi viduals out 

of poverty, it still pl ays a crucial role in reducing the severi ty of dep ri va tion for many 

families. 

Ferrera and Lanjouw(200 I) found out two basic and distinct ways where the non farm 

sec tor can play an important role in poverty reduction efforts. First higher return activities 

seem to provide sufficient income to allow rural people with limited access to land to 

escape poverty altogether. Similarly the sector can al so contribute in creating 

opportunities for poor households to supplement their income that can at least prevent 

furth er deprivation and destitution. 

Lanj ouw and Lilnjouw (200 I) argued thilt there is a very pronounced positive relati onship 

between the non farm sec tor and rural poverty. He attributed the argument to the nature 

of rural agri cul tural labor market which is not nexibl e and segmented (due to the 

presence of inherent imperfections and distortions) with some subgroups of population, 

parti cularly women. The non farm sector is able to fill thi s gap by employing rural labor 

beyond the point where the marginal product of labor is equal to the preva iling 

agricultural wage. 

A longitudina l study carried out by Adugna(2006) in Ethiopia. reported that poverty in 

terms of head count rati o reduced by 18 percent over a course of three yea rs for those 

people who had been participating on different income di vers ification activ ities, thus he 

21 



concluded that participation in non farm activ ities directly and positive ly impact poverty 

reducti on efforts by high proportion . 

Most empirical studies al so reported a positi ve relationship between non farm income and 

tota l household welfare. Block and Webb (200 1) reported that income di versification 

acti viti es are highl y associated with higher welfare level measured in terms of income 

and nutriti ona l term s in Ethiopia. Mean while Barrett et al(2000) reported a strong 

relationship between income diversification and higher wea lth in Kenya and Ivory Coast. 

Rural non fa rm employment has been traditi onally seen as low productivity sector, 

producing low qua lity goods. The sector is ex pected to wither away as a coun try develops 

and incomes ri se. But in recent years, opinion has been sw ingi ng away from th is view 

due to many empi ri cal evidences that suggest a sign ifi cant and growing role of the non 

farm sector across the developing countries. It has been argued that th is sector has a 

positi ve ro le in absorbing a growing rural labor force, in slowing rural urban migration, in 

reducing incident and magnitude of poverty and contributing to national income growth 

(Caswell , 2002) 

2.7. Gender and the Non Farm Economy 

Gender is basical ly defin ed as the social construct ion of roles and relationship between 

women and men . These roles are usua lly unequal in terms of power, decision making, 

ownership of resources and the like (Escobar, 200 I). 

Unequal di stribut ion of assets and power between women and men particularl y in rural 

areas de line their li ve lihood relationsh ip and th is would make rural women poorer on 

average than their men counterparts. Two bas ic regu lari ties are observed on the 

relationship between gender and diversi li cation acti vities. On one hand female headed 

households tend to be poorer than male headed households and thei r chance to participate 

on di versifi cat ion activities is very limited and even when has got the chance they tend to 

part icipate on low remunerati ve and low return acti vities. 
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The second observed regularity state that irrespective of the headshi p of households' 

ineq ual ity in the distribution of consumption with in the household makcs women poorer 

than men and it is argued that women are more likely than men to spend additional cash 

resources under their jurisdiction on basic household needs (Lanjouw, 1998). 

2.8. The Role of Non farm Activities in Rural Employment and 

Income 

There is growing evidence that the rural non fa rm emp loyment and income is an 

important source 01" li ve lihood in different parts of the world. Atier many decades of 

concentra tion of pol icies in agricu lture, it is now clear that many rural areas and 

households are finding few opportuniti es in agriculture for sustainabl e increase In 

incomes, in sufficien t degree to substant iall y allevia te poverty (Berdegue,et.al, 200 I). 

RNF ac tivit ies can contri bute to agri cultural development by prov iding rura l fam il ies 

supplementary incomes that can be inves ted in purchase of modern agri cultural inputs 

and equ ipments, besides the non farm sector can increase the protitabili ty of agriculture 

by creating ex penditure. back ward and forwa rd linkage. 
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Table 2. 1: Share of non-farm income and employment in tota l rura l income and 
I emplOyment 

Regions and sub Non farm income Non farm Average 
reg IOns share employment share per caput 

GN P ~ , 
1995 

Mean} Coeftic ient Mean} Coeflic ien t ($) 

(%) 
of 

(%) 
of 

variati on variation 

Afri ca 42 0.45 - - 726 
East and southern 

45 0.47 932 Ati'ica - -

West Ati'ica 36 0.36 - - 3 13 
Asia 32 0.33 44 0.32 I 847 
East Asia 35 0.19 44 0.29 2889 
South As ia 29 0.52 43 0.40 388 
Lat in Ameri ca 40 0.20 25 0.33 2499 

Source; FAO, 1998 

I. The data given are regional averages of country cases. T he income shares represent the sha re of non­
farm income in the lOla 1 income of households that arc mainly t~mll households (including the rural 
land less) . The employmen t shares represent the share of households in the rural population (in both ru ral 
areas and sma ll rural lowns) fo r whi ch nOI1-t~lrl11 activity is the primary occupation. 
2. Average per caput GN P is calculated as the simple average over the cOlillt ries covered by the case 
stud ies. It is based 011 esti mates from World Bank. 1997. World Deve lopmen t Report [997. Washington. 

DC 
3. The mean refers to the mean over the case stud ies considered for each region and sub region 

The above table summarizes data on the shares of non-farm income and 

employm ent in total rural income and employ ment dra w n from studies from the 

1970s to the 1990s in the three region s. Average non- fa rm income shares are 

higher in Afri ca (42 percent) and Latin America (40 percent) than in Asia (32 

percent). Even considering cavea ts about data qua lity and coverage, these 

findings are impo rta nt a nd s urp ris ing for several reasons . 

Fi rs t, they show the s ig nificant impo rtance of non-fa rm income re la ti ve to total 

income in rural h ouseho ld s, and hence its valuable impor tance for purchasing 

power and food security. Second, one would expec t the relati ve importan ce of 

non-farm income to be greater in rel a ti ve ly deve loped regions w ith high er levels 
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of GNP per capu t. Indeed, richer regions tend to have better infras tructure and 

stronger agricultural sec tors, both of w hich induce RNF development. Hence, the 

expected ranking would be La tin America, Asia, and Africa respec tively. 

Howeve r, the fac t tha t Afri ca is placed first in the ranking sugges ts that 

di vers ifica ti on incenti ves have an important role to play. In other words, 

although Afri ca n households are poorer than those in the o ther regions, the 

incenti ve to di versify their incomes is strong (ow ing to inherent shocks, ri sks, 

low farm incomes, low level of assets and human capital, e tc. ). This runs counter 

to conventional wisdom that sees African peasants as being li ttle inclined 

towards rural income diversification (FAO, 1998). 

Nevertheless, wi thin individu al regions, the ri cher countries and sub regions do 

tend to show hi gher shares and levels of RNF income. The two poores t sub 

regions, West Africa and South Asia, nevertheless have fa irly different non-farm 

income shares (36 and 29 percent, respectively). 

In genera l the special significance of the non farm sec tor in overa ll rural 

development is we ll es tablished and the sec tor is getting hi gh recognition among 

policy des igners and scholars. 
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2.9. Determinants of Income Diversification 

The di versity of economic ac ti vity w ith in a local area is an important e lement of 

rural development mirroring the diversity of rura l live lihood according to 

sus tainable ag ricultura l principle. A healthy loca l economy wi ll produce and 

trade many of the things people consume in the area and it would develop a 

ca pac ity to substitute for imports and w ill process produ cts coming of the fa rms. 

Beca use of diffe rences in ini ti a l asse t endowments, rich and poor households 

d iversify differently. 111 mos t cases the rich engage themselves in more capital 

(including human ca pital) intensive and more remunerative activ ities, while the 

poor concentra te on labor intensive, highly congestive niches w ith low barriers to 

entry and low re turns 

The standard model of household employment in the non farm secto r a ri ses from 

labor supp ly litera ture: participation and level of labor supply is function of the 

incentives households face and re la ti ve returns and ri sks of farm and non farm 

ac ti v ities. The rura l non farm labor market is fo rmed by the aggregate of 

household and farm labor supply and demand decisions. Individual labor 

su pply over sec tor is depicted in economic theory as a function of two va riables; 

A) The incenti ves an individual or household faces, typica lly the relative 

return an d ri sk of farm and non farm ac tiv ities and less easily on 

observable fac tors such as cultural performances. 

B) The ind iv idu al or household capacity to undertake different ac tivities 

determined by access to public assets such as roads and priva te asse ts such 

as education and landholding 

Empir ical ev id ences in many countries support the notion th a t agricu ltural 

wages are not perfec tl y fl ex ible, and the rura l ag ric ultura l labo r market are 

segmented w ith certain subgroups of the popula tion such as women and 

children unable to obta in empl oyment a t the marke t wage ra te. Lanjouw and 
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Lanjouw(1995) fo und some empirica l evidences that small fa rms in Ecuador 

obtained highe r y ields than large farm s and a poss ibl e explanation for this 

observa tion cou ld be that small farmers apply more labor per unit of land than 

large farmers. Tn these kinds of si tuations fam ily labor is appl ied beyond the 

level where the marg inal product of labor is equa l to the market wage, because 

for at lea st some family members the marke t wage rate is not the opportunity 

cos t o f labo r. 

If indeed agr icultural wage employment is no t a viab le option for certain fami ly 

members, then rural non farm activities can fill the gap, even if they may not 

highly remunerative, still the non farm sector can play a significant role 

,especially for those households who lack the necessary assets. 

In general becau se of market imperfections and dis torti ons, non farm activi ties 

a re like ly to empl oy labo r beyond the point w here the ma rgi na l product o f labor 

is equal to the prevail ing average agricultural or urban wage. The w ide range of 

non farm activities in terms of labor productivity suggests tha t for some 

households and individua l these activities provide a last resort sa fety-net 

function w hile for othe rs they offer a genuine opportunity for sustained upward 

mobility (Lanjouw , 2001). 

While the specia l signi fican ce and importance of non farm sector is widely 

recogn ized, not a ll households enjoy equal access to attracti ve non farm 

opportunities. Empirica l evidences (Reardon, 1997) reported a strong and 

positive relationship between non farm income share and total hou sehold 

income and landholdings. Those rural families with least agr icul tura l asse ts and 

income are ty pica lly a lso leas t able to make u p the deficiency through non farm 

ea rnings because of entry barriers . Tn rural Africa , the presence o f entry barriers 

in the more rem unerative and high return non farm activities for those 
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marginalized sub populations caused to have distributional regressive effec ts of 

Income. 

Given the apparent empirical regularity of positive association between non farm 

income and tota l household income, the question remains w hether the poor can 

successfull y exploit such opportunities and used it as a ladder out of poverty. 

Much depends on households' capacity to divers ify, and capacity is a function of 

capital assets such as human, social, finan cial, organizational and physical assets. 

There are two stra nd s in the literature that ca n help to conceptua li ze the ro le of 

capital as a major determinant of RNF activity. On one hand, RNF income is 

based on activities each of which has a produ cti ve function of capital assets and 

there is a strong correla ti on between income from a certain activity and its capita l 

req uirements (Barrett,Reardon and Webb,2001). Different s tudies on the 

dynamicity of RNF capital investment reported a reinforcing fac tor, in which the 

initial in ves tment in non farm activities can set a tra in of successive rural non 

farm diffe rentia tion over time and household . 

Tn add ition the presence of hi gh stock of human, financia l and physical capital 

ena ble rich households to obtain skilled employ ment and capture other high 

re turn opportunities in trade, processing and service(Rea rdon et al.,2006),by 

contras t due to their relative asse t position poor households rem ain confined to 

low return segment of the rural non farm economy. 

Access to basic infrastructure like road, electricity and proximity to tow ns and 

urban areas are found to be crucial determinants of non farm diversification 

ac tivities (Reardon, Berdegue and Escobar,2001: Barnett, Reardon and 

Webb,2001). In some instances such access can compensa te for lack of priva te 

assets such as education. In Thailand for example villagers li ving near to a si lk 

ga rment center of Paktan cha il distri ct were able to work as household contract 
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weavers, ea rning wage rates eight times those of more remote rural households. 

Similarly, ed ucated landless workers in the densely populated rura l zones of the 

pac ific regions of N icaragua, well se rved by roads and po rt and adjacen t urban 

areas were found to be top ea rners of non fa rm income compared to the res t of 

the country. In a s imilar token a set of orga niza tional and socia l capi ta l assets 

like socia l networks and linkage can be critica l in reducing transac tion cos ts and 

ri sks for RN F activ ity and increase a chance of pa rti cipa tion in non farm 

acti vi ties. 

Pri va te goods, particul arly human capital playa significa nt and an irre pl aceable 

role in househo ld's decision to di versify ac ti v ities and income. Bei ng the most 

de termini ng fac tor, Education offers a potentially important route to higher 

re turn non fa rm opportunities. More ed ucated rura l fam ilies, parti cularly those 

living nea r roads and towns earn higher non farm incomes than the less 

educa ted w ho rely on low paying or low productiv ity non farm ac tivities 

(Lanjouw and Sheriff,2002). The effec t of education is more pronounced even in 

gender wise; a study in Ghana reported that participa tion on non farm ac ti vities 

is found to be higher for th ose educa ted women than their male counterpa rts . 

The second se t of pri vate good is household land ho ld ings and lives tock size. 

The impac t of landholding on RNF ac tivity and income is mul tidimensional. On 

one hand land can be used as collateral where credit markets fu nction and thus 

increases access to credit w hich in turn may be used to in ves t in acquiring 

phys ica l capita l needed for more remunerati ve non fa rm work. In the sa me token 

land ho ldi ng ca n be key to enter to organi za tions and groups thu s have social 

capita l w hi ch a ides in RNF ac ti v ity. In add iti on land by its own right ca n be a 

significant de termining facto r of farm in vestment, access to wo rking cap ita l and 

income and most non farm ac tiv ity investment s based on own liquidity. 
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In genera l a series of African divers ifica tion stud ies outlined a regula r pa ttern of 

diversifica tion behav iors in w hich, wea lthier households o ften engage IJ1 n on 

farm ac tiv ities to max imi ze their income level, w here as lower inco me 

households em phasize on risk management and income sta bili za tion (Rea rdon et 

a l.,2006). 

Escoba r (200-1) reported tha t household initia l asse t endowments in terms of 

quality and quantity, access to bas ic p ublic services are major determinan ts of 

partic ipa ti on in rura l Peru . 

De ]anvry and Sa doulet(2001) fro m their study in rura l Mexico, reported three 

fac tors namely: indi vid ual charac teri sti cs, endow ments and position of the 

household and com munity and regional characteri s ti cs a re mentioned as 

de termining fac to rs in households decision to diverSify income sou rces. 

Individual Characteristics : the spouse of a household head has a much lower 

like lihood of participa ting in wage employ ment and seasona l migra tion than the 

household head, only in self employment that they are likely to be engaged . 

Younger males (usua ll y less than 35 yea rs) are m ore engaged in agricultural 

wage work and seasonal migra tion than household heads 

Household Assets: g rea ter access to land and lives tock asse ts and access to 

remittance inco me red uces the likelihood of participating in easy entry low 

pay ing ac ti v ity and educa tion increases the likelihood of pa rticipa ting on high 

produ cti ve and hi gh re turn ac tiv ities 

Location : the density and num ber of urban centers w ith in 1 hour of travel by 

pu bl ic tra nsporta tion ma kes no d ifference ac ross a ll i ndi vid uals bu t increases the 

cha nce of fe males to partic ipa te in the high pay ing non fa rm activ ities (ibid). 

Berdegue e t a l. (2001) identi fied tha t hu man ca pi ta l ex pressed in te rms of gender 

of household head, ave rage age of the household head and average ed uca tion of 
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the household members are found to be staticall y significant in determining 

participa tion in non farm activities. In addition access to credit has a positive 

effect on household 's und ertaking non farm self employ ment and most 

importantly loca tion is found to be the most important fac tor tha t determines 

non fa rm ea rni ngs in rura l Chile. 

Rea rdon,e t. al, (2001) were able to show tha t lite racy and educa tion a re the most 

important determining variables to participate in relati ve ly high productive and 

high re turn non farm ac tivities in Nicaragua. Besides land scarcity and access to 

improved roads a re a lso mentioned as de terminant fac tors in households' ques t 

to diversify income. 

Hung (2006) reported tha t women are less likely to participate in non far m 

activities than men . Ed uca tion also plays a considerable role in dive rsifica tion 

decisions. The better educated indi vidual are, the more like ly to be employed in 

the RNFs. In addition household landholding is found as the most important 

de terminant of non farm employm ent in rural Vietnam. 

Adu gna(2006) revea led findin gs from Ethiopia that pa rticipa ti on in non farm 

ac ti vities is mainly influ enced by demographic fac tors and no t by asse t holdings 

or seasona li ty of incomes. Households with in more dependants and fe male 

hea ded tend to participate less in non farm activities, and age has positive but 

decl ining effec t on participa tion (inverted U) in d iversifica tion activ ities. 

Households with poor land quality engage less in the non farm acti vities. 
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2. 10. Historical Background of Non Farm Sector in Ethiopia 

Historica lly, the 1974 socialis t revol ution ended the feuda listic nature of 

governance and agricultural system in Ethiopia. The revolution was followed by 

a series of policy intervention aimed to achieve agricultural growth and then by 

ove ra ll econom ic development through the expansion collec tive and state ow ned 

farm and non far m enterprises. Rural fa rmers were res tricted onl y to engage in 

ag riculture il nd they were prohibited not to hire agricu ltural labo r. Besides, 

fm mers were fo rced to be members of producer and service coopera tives. Due to 

its central is t approach, the regime had been distributing indu str ia l products 

through service cooperatives and rural traders were not officia lly recognized. 

Sta te ow ned public ins titutions were g iven the mandate for p romoting and 

ex panding the rural non farm sector. The Rural Technology Promoti on 

Depa rtment (RTPD) was instituted to carry out promotion and deve lopment of 

modern farm and non farm technologies for rural household s. The Handicraft 

and Small Indu s trial Development (HASIDA) was entru sted w ith the task of 

issuing licenses, organizing coopera ti ves and assis ting marketing of products . 

Additiona lly Min is try of Education Ad ult training center a ttempted to teach 

various hilnd icrafts, cons truction and farmin g ski ll s in urban and rural areas 

(Tassew,] 998) . A decade and half effort did not pay a measurable success due to 

institutiona l and policies failures coupled with freq uent climatic and man made 

shocks comm enced from the very beginning. 

The incumbent EPRDF government came to power by ous ting the derg regime in 

199]. From the very begi nning a market based economy was advoca ted, farmers 

were g ranted freedom of diversi fying thei r li ve lihood and producer and service 

cooperatives were aba ndoned. 



Immediately after taking state power and control, the EPRD F led government 

dec ided to libera lize the market and endured to promote in ves tment in both 

agricul ture and indus tria l sec tor. ADLI (Agricultura l Development Led 

Industrializa tion) has bee instituted as main policy fram e work for over all 

econom ic development in the country. ADLI strategy aimed to achieve 

sus taina ble economic development by promoting sustained grow th 1ll 

agricultura l producti vity and output. Grow th in the agriculture sec tor is sought 

to be achieved through continuous supply of modern agricultural inputs and 

equipments, ex pansion of small scale industries and prom otion and 

diversification of export products. 

Even though ADLI recognized the heterogeneity of the rural economy, it tends to 

achieve over a ll economic development by entirely depending on agriculture. 

The non farm economic sec tor is sought to be emerge as a na tura l consequence of 

increased demand a t a later stage of agricultural growth and conco mitant income 

grow th, in the form of expenditure, back ward and forward linkages. 

Despite the neglect of non from sector from policy perspec tives and discourses, 

various empirical studies conducted in different p arts of the Ethiopi a (Tassew 

and Oskam,2001;Caswell,2002; Holden,Bekele and Pender,2004;Block and 

Webb,2001,De rcon and Krishan,1996; Gasha w,2007;Adu gna,2006) were abl e to 

show the g rov,' ing importance and significance of this sec tor to over all economic 

development. Ethiopian Rural households like the ir counterparts in the 

developing world do no t entirely depend on agriculture as a means of livelihood 

and they tend to engage on variou s non farm activities. 
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2.11. Policy Environment in Ethiopia 

Similar to the res t o f Africa, Ethiopia also ex periences a heavy load of 

deve lopment chal lenges that ranges from poverty a lleviation to ensuring 

sustainable development. The economic his tory of Ethiopia is more or less a 

history o f how di fficult it has been to fu lfil l minimum requi rement of most of the 

people. Poverty, unemployment, high population g rowth ra te and land 

degradation characteri ze the present day Ethiopia. Agricu lture is the main life 

line for the majority of the people and harbors around 85 percent of the 

po pulation and con tributes more than 50 percent of the GOP. The sec tor is 

character ized by trad itiona l subsistence fa rming on fragmented lands, low 

productiv ity, low modern input and equi pmen t usage, acute land shortage for 

new entrants . The recent yea r' s incidence and magnitu de of famine has become 

challeng i ng (Getnet, 2005) 

Accord ing to CSA(200] ) household expend iture and consumption survey report 

the proportion of Ethi opian people w ho were rega rd ed as absolute poor( lcss 

than 2200Kca l per adu lt per day o r $1.96 per ad ult per day) were 44 percent. 

Tab le 2.2: Trends in Food Poverty Head Count Indices 

Location 199511996 1999/2000 Changes over 

199511999 

Rural 0.47 0.45 -0.03 

Urban 0.32 0.47 + 0.04 

Tota l 0.45 0.42 -0.02 

Source; CSA,200 I 

As the above tables clea rly depict poverty incidences and magnitud e in Ethiopia 

is so se rious and a lmost 45 percent of the to tal population li ve under absol ute 

poverty. Even th ough there is some progress after that, stil l significa nt 

proportion of Ethiopian po pulation live under absolute poverty. In add ition, in 

34 



most part of rural Ethiopia, d ue to their socia l sta tus poor people are usually 

neglected from cultu ra l, economical , politica l, and socia l oppor tunities and they 

do not possess the access and control over public resources. 

The other chronic issue of developmen t in Ethiopia is unem pl oyment, li ke most 

deve loping cou ntries Ethiopia is charac teri zed by high ra te of unemploy ment 

and und eremployment. The national labor survey condu cted by CSA(1999) 

revealed 26 percent and 5 percent urban and rural unemployment ra te 

respec ti ve ly . Although the rural unemployment fi gure seems lower, the 

underemploy ment ra te goes as high as 41 % of the economically ac tive people. 

This is a ttri buted to the nature of agricultural sys tem w hich is seasonal and 

marginal prod ucti vity of la bor in the agriculture sec tor. 

With the presence of high rate of unemployment and underemploy ment 

coupled with rapid population grow th, fra gmentation of land holding size and 

the industria l grow th being at the infant stage, it is diffi cult to atta in pronounced 

econom ic deve lopment both in urban and rural areas . In order to red uce poverty 

su bs tanti a ll y, pa r ticu larly in rural areas, there has to be a means of em p loying 

labor producti ve technologies and prov id ing a lternative means of income 

genera ti ng opportu nities for the ru ra l peop le. 
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2.12. ADLI and the rural Economy 

ADU (Agricultura l Develop ment Led Ind ustri aliza tion) has a been a policy of 

EPDRF govern ment beginning from the early 1990's as an engine fo r overa ll 

development of Ethiopian and m ore specifica lly rura l development. 

The ba s ic logic behind the s tr il tegy is the economic argument of sta tic 

compa ra ti ve advantage tha t ad voca tes a po licy of p rioriti za tion based on 

ilbu ndilnce o f reso urces. Li ke mos t of develop ing coun tri es, Ethiopia is 

charilc teri zed by the p resence of abund an t labor fo rce and sca rce cap ita l. 

Accord ing ly, the economic sector thilt uses more labor and less capi ta l is 

Agricultu re; in addition this sec tor employs about 85 % of tota l population. 

Appil1"ently it seems na tural to direc t resources to th is sector fo r the overall 

development of the country. 

The s triltegy advociltes and endorsed the usage of techno logica l inputs and 

equi pments as basic instru men ts of achiev ing overa ll agricu ltura l development 

(Bi rhanu, 2003). In order to increase agricultura l prod uctivity and ou tput, 

modern agricul tural inpu ts and technologies, such as: fertil izers, improved seeds, 

research and ex tension serv ice, introd uc tion of new products, expansion of 

irrigation, for ma tion of farmer coopera ti ves, p romotion and production o f 

modern ag ricultura l inputs and equi pments, fos te ring rela tionshi p be tween 

fa rmers and traders, construction o f roads and the like were menti oned as bas ic 

instrumentil l fac tors to meet the overa ll objec tives of the stra tegy(SDPRP,2002). 

The strategy an ti cipate tha t ADU would help farmers to increase their fa rm 

income and thu s helping pover ty a llev ia tion efforts and meanwhi le it contributes 

to a signi fica n t increase in the demand fo r manu fac tu red products lead ing to 

demand d ri ven indu stri a li za tion. Accord ing to the s tra tegy w hen the fa rmers 

income increases it con tributes significa ntly to an increase in the dema nd fo r 
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manu factu red products which in turn at late r stages of the strategy will result in 

shifting rural surplus labor to those industries tha t w ill be created by increased 

demand from the agriculture sec tor. Based on this ra tiona le the government has 

been in ves ting a lot of human, fin ancia l and politica l ca pital in implementing this 

s tra tegy for the las t deca de and half (Birhanu, 2003) . 

Although there is no much disagreement in main theme of address ing the critical 

issue of poverty al lev iation in rura l areas, there is ongoi ng deba te and criti cs 

among schola rs and practione rs about the efficiency of ADLl in achieving its 

s tated objec tives and whether the s trategy is able to generate the much needed 

rural transformation and overall economic development. 

It has been difficult to assess the success and failure stori es of ADLI beca use of 

the absences of a clea r monitoring and eva luation fram ework and comprehensive 

da ta on household asset and strategies. Criti cs present their argu ment depending 

on va rious grounds that range from ques tioning the empirica l soundness of the 

cla imed success of the strategy to doubting the va lidity of the theore ti ca l 

assump tion used to construct the s tra tegy. 

The ADLI s tra tegy foc uses on increasing land productivity. Taking low land 

productiv ity as the major bottleneck of agricu lture, the stra tegy intends to 

increase output per unit area by us ing y ield increas ing techno logies and inputs 

and by avo iding ins titutional constrai nts inherent in the sec tor and critics 

ques tion this assumption by stating tha t it is hard and impossible to raise land 

productivity without considering labor productivity and the main bottleneck of 

agriculture in Ethiopia is low labor p roductiv ity than land producti v ity. 

Berhanu(2003) argues wi th the above cla im of ADLI by s tating that Ethiopia has 

one of the lowes t val ue added per agricultural worker whil e its va lu ed added 

per hecta re of land is better than many cou ntries in the Afri can con tinen t. 
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Senait (2003) mentioned in Birhanu,(2003) questioned the success of ADLI, on the 

ground of fragmenta tion of lan d and landlessness. be tween 1991/92 and 

1999/2000, the nu mber of households w ith holdings of less than O.l ha increased 

by a spec tacu lar 137% from close to 400,000 to over a million. During the same 

period, the number of households w ith less than O.5ha of land increased s lightly 

from over 2 million to almost 4.4 million. This trend is ex pected to continu e in 

the future du e to uncontrolled popula tion growth and paralle l expansion of 

urba n centers. 

La nd s ize fragmenta ti on is becoming a serious and fata l issue in rura l areas and 

it is expected tha t households with less than 0.5ha production is like ly be below 

subsistence level. With the presence of rapid popul a tion g rowth coup led w ith 

fragmenta tion of land hold ing size, it is hard ly possible to think that ADLI w ill 

meet its sta ted objec tives . 

By sta ting a positive link between farm and non farm income, Tassaw (2001) 

a rgues tha t Illcreaslllg agricultural output and increas in g agricultura l 

productivity canno t be done in isola tion He argued that unless considerab le 

attenti on is given to th e importance of non farm income in the rura l economy, 

sec tora l approaches that are solely aimed a t ra is ing agricultura l output and 

producti vity a re less likely to achieve the intended goa ls. 

The rura l economy is heterogeneous. It incorpora tes a num ber of economIC 

ac ti vities apa rt fro m the major sec to r-agricu lture. Bu t un fo rtuna tely un til recently 

the commo n view among the di ffe rent s takeholders about the ru ra l economy is 

tha t of a sec tor drawn entirely by agriculture. In most cases rural income is 

eq ua ted wi th farm incom e, even more with agricultura l income. Due to th is 

na rrow view policy maker direc t sta te efforts to combat rura l poverty through 

policies in tended to enhance farm prod uctiv ity . Despite thi s, there is growing 
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evidence II1 deve lopi ng regions tha t the rura l sec tor IS mu ch more than just 

farm ing. 

Rea rdon e t a l. (2001) was able to report the g row ing impor ta nce of rura l non 

fa rm ac ti v ities by s ta ting that, the non farm sec tor acco unts fo r roug hly 25% of 

e mploym ent and as much as 40% of the incom es genera ted in rural Latin 

Am erica . Bes ides, d a ta from other region of the w orld also indica tes tha t the non 

fa rm sec tor contributes 32% and 42 % of rural inco me in As ia and Africa 

respec ti vely. 

Even thoug h A DLI recognized the he terogeneity of rura l econo my, the s tra tegy 

entire ly focuses on the agri culture sec to r: 

"Rurnl rieve/opll/en t is 1'I0t solely confined to ngriCl/ /lurnl rievelop lilen t; it el1'lhrnces n 

nU ll/ her of nctivi ties outside ngriC/./ lturnl developll/en t proper. However in Ethiopinn 

con text ngricultuml rievelopluent is cen tmlto ru ml rieve/op lllen t." (SDPRP, 2002.PP:50) 
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CHAPTER THREE 

3. Research Design and Data Collection 

This stud y empl oyed a hou sehold sa mpl e survey meth od of data collection to 

ga ther a wide rage of information regarding households' demographic and 

physica l cha rac teristics, gene ral economic conditions and economic activities, 

agricultura l production, credi t and the like. 

3.1. Sampling Procedure 

Wolmera woreda was se lected purposefully beca use of two concurrent factors. 

O n one hand, due to its proximity to Addis Ababa (35KM), the woreda was 

ex pected to genera te a w id e range of non farm opportunities to rura l fami lies. 

Secondly the expans ion of agro processing indu stries in the a rea, particularly 

floriculture fa rms were conside red as a potentia l opportu nities for rural 

households to engage in non farm income genera ting activities. 

The Woreda cons ists of 24 rural kebeles among these 5 kebeles were 

purposefull y selec ted in anticipation of heterogeneity of households in terms of 

the kebeles loca tion to the main road. Among the five kebeles 2(two) were nearer 

to the mili n road in south and north direction, l(one) keble lies in a mid distance 

from the main road, w hile the rest 2(two) kebeles lies fa r from the ma in road. The 

tota l number of hou sehold in the selected 5(five )kebeles were 376. Due to time, 

space and budget constraints, only 140(37.6%) sam ple househo lds were 

randomly selec ted and included in the study. 
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Table 2. I: localities included in the study 

No. Na me of the Kebele Total sample Percen tage 

selected 

I Garsu Seda 40 28.57 

2 Wolmera Choke 29 20.71 

3 Elala Gajo 21 15 

4 Bekeka 26 18.57 

5 Gelgel Kuyu 24 17.14 

Total 140 100 

After identifying sample Kabele's, and size of sample households for each Kebele 

random sampling method of data collection was employed and the require data 

was collec ted by hiring data collectors, w ho were deve lopment agents (DA's) 

who happen to know the specific loca lities in detail. 

3.2. Method of Data Collection 

For detai led and full coverage of the subject under study, both primary and 

secondary data sources were used. As a primary data tools, structured 

questionnaire was adm inistered to sa mple households, besides unstructured 

interview was employed to generate socio economic data from the woreda 

governmenta l organs. Different journals, books, policy documents, newspapers 

were used as a secondary data sources. 

Tn order to ensure va lidity and soundness of data, 4(four) enumerators were 

hired who happen to know each loca lities in detail as they were serving as 

development agents (DAs) in the respective kebeles, and ed ucational w ise all of 

them possess collage Dip loma. For effective administration of the questionnaire 
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them possess co llage Diploma. For effec ti ve administra tion of the ques tionnaire 

two days of tra ining was g iven to da ta enumerators to familia ri ze them with the 

contex t and techniques of the ques tionnaire. Although the ques tionnaire was 

prepared in Engl ish, Da ta enumera tors were g iven w ith copies of "Oromiffa" 

version in case they need it. Before the actual survey was officia lly conducted, 

pre-testing was administered to ensure the releva nce, effec ti veness and clarity of 

the questionnaire. Accordingly some amendments were made to the 

q ues tionna ire. 

3.3. Data Analysis 

This study used both descriptive s tati s tics and regression analys is. Various 

a ttributes of household demographic and socio economic characteristics were 

described sta ti stically. Besides the qualitative data were processed using simple 

descripti ve s ta ti stical analys is methods. The logit econometric Mo del is used to 

exa mine a rela tionship be tween various determinant va riables and participa tion 

in non f" rlll ac ti v ities, fo r th is effect, St<lti sti ca l Package fo r soci,,1 Science (SPSS) 

ve rsion 15 was used to process and analyze the d a ta. 
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3.4. Hypothesis and Definition of Variables 

Genera ll y this s tudy hypothes ized that those literate fa rmers wou ld show higher 

tendency to participa te in no n farm income genera ting ac ti v ities than the 

ill ite ra te o ne, bes ides those fa rmers w ho owe re la ti ve ly big size o f land wo uld 

not be m o ti va ted to pa rticipate in non farm economic ac ti viti es . 

According ly, those ho useho ld s w ho participa te in va rious non fa rm ac ti vities a re 

termed as diversifiers and represented by 1, w hile those rural households w ho 

entirely d epend on fa rming as a source of li vel ihood are class ified as non 

d ivers ifie rs a nd represented by O. The ex plana tory va ri a bles and their probable 

re lati on w ith d epend a nt var iable a re d esc ri bed below. 

SEXHH : Dummy for sex of the household head. 1 if a hou seho ld is headed by 

fem a le and o ther w ise O. This research anticipated that fe male headed 

househo lds show higher tendency to participa te in non fa rm incom e generating 

acti v i ti es. 

AGEHH : Represents age of the househo ld head. It is ex pec ted tha t, as the age of 

the ho usehold head increases the tendency to participa te in non fa rm activiti es 

w ill decrease. 

LITHH: Dummy fo r lite racy for household head , 1 if the ho usehold is headed 

by lite ra te (read and w rite) and 0 illitera te. It is anticipated tha t household s 

hea ded by lite rate pe rson tend to divers ify their econo mic activities than those 

househ o ld s head ed by illiterate pe rson. 

FAMMR 15-60: Refer to the number of fam il y members in the age range or 15-60 

yea rs. It is anti cipated that as the number of famil y members in the age range of 15-60 

increases, households tendency to participate in non fa rm acti vities increase. 
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LANDSIZ: Represents land size possessed by an indi vid ua l fa rmer in hec tare. 

It is hypothes ized tha t as the size of ow n land increases; households tend ency to 

pa rticipate in non farm economic ac ti vities will decrease. 

L1VSIZ: Refers the total number of li ves tock (TLU) ow ned by household. It is 

ant icipa ted tha t as li ves tock size increase, households' tendency to d iversify 

inco me so urces will dec rease. 

MARKDIS: Refers di stance from marke t places. It is hypothes ized tha t 

households w ho res ide near to market a reas tend to di vers ify economic ac tivities 

than those who live fa r from market a reas. 

ROADDIS: Refers to distance from main roads. It is anticipa ted that those 

households w ho res id e near to a main road show highe r tendency to pa rti cipate 

in non fa rm economic acti viti es than those who res id e fa r from ma in roa ds. 

CREDACCE : Refers to the amo unt of cash taken from financial in situ a tions. It 

is anticipa ted that ho usehold s who took larger amoun t of credit show higher 

tendency to engage in non farm economic acti vities . 

Model Specification 

Ove r the yea rs diffe rent models has been deve lo ped to stu dy a correla ti ve and 

d irectio1lil 1 rela tionship between two Variables . Among these models Logit 

regress ion econom ic model is one frequently used among resea rchers to study a 

ma thema tica l relationship between a dependant and a predicato r va riab le. 

Guja ra ti (2006) states that logit and probit regression econom IC models can 

es timate a li kelihood occurrence of an event, for its s implicity this study 

prefe rred to use logit economic model in such away th at, for a s ingle 

independent Va riab le: 
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Proba bility (even t-y) = e ~o+llix; or ___ -"-l _ _ 

1 + e - (1Io+ll ixil ---------------- -----------1 

For multiple independent variables the logis tic regress ion model can a lso 

be put as : 

Probability (event-y) = el'o.P;x; . ll2x2 . -- --- ----- -- ------ -- --.I';x; 

1 + e no+ Pixi + J\2x2 + .~ ~ - .... . -. .. .. +J'ixi -------- ----- -- --- -- --- ---2 

Probabili ty (event-y) = _---"1~ ____ _ 

1 + e flo+f3ixi+132X2+--- -... --- --_--- +Jl ixi ) ---- - -------- ------- --- ---3 

Where Z = Natural logarithm 

X " X 2, X i = independent variables 

~ I, ~2 = coeffici en ts 

Then equation # 3 can be rewritten as follows 

Probability (event-y) = _,,-1_ 

1 + e-Z --- -------------- -- ------------------------4 
On the other ha nd th e proba bili ty of an event not occurring can be 

found as follows : 

Proba bility (no event-y) = 1 - probability (event-y) 

1-L-L-} 
II + e -z 

l+e -z- (l) 

1 + e -z 
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_1_ 

1 - e" -------- ---------------------------- 5 

The odds ratio value can be found by putting equation (#4) and 

equation (#5) 

Probability of and event occurring (event-y) 

Probability of an event not occurring (event-y) 

t } 
1 + e-2 

e Z 

1 + e -2 

e z 

Since Z = po+ P2X2+--- ---- -- -- + PiXi 

Then Probabilitv (event-v) 

Probability (no event-y) 

= e PO+PIXI +P2X2+-------- --- --- + PiXi -------------------------- 6 

Finally, this model can be rewritten in terms of the natural 

logarithm as follows: 

Log 
{

Prob (event-v) J 
Prob (no event-

When the disturbance term Ui is added, the Logit model becomes 

K = po + PIX] + P2X2+ ---- +PiXi + Ui ----------------------------7 

46 



CHAPTER FOUR 
4. Results and Discussion 
4.1 Brief Description of the Study Area 
The O romi a region was instituted in 1992, as pe r the, Proclamation No.7 / 1992 

(G.C), w hich was issued to es tablish na tional regional se lf governments in the 

country . 

The adminis trative structure of the Oromia Regional State consists of the 

Regiona l Government, zones, woredas and kebeles. Present ly, the region is 

di vided into 20 zones (among which 3 a re specia l zone) and w hich are furth er 

subdi vided into 267 woredas. Organs of the Regional Sta te comprise the 'Caffee' 

or par liament, which is ves ted with the legis lati ve power and is the supreme 

organ; the Ad ministrative Council, in which the executive power is vested and is 

accountable to the 'Caffee' and the Court, in which the judicial power is ves ted. 

4.1.2. Physical Features 

Oromia is one of the nine regional states that constitute the Federal Democratic 

l~epublic of Ethiopia . It ex tends from 30 40'N to 10035' and from 34005'E 

t043011 'E. Thus it is loca ted in tropical zone, though subjec t to mod ifica tion by 

va ria tion in a ltitude. 

O n the ba sis of the current border de linea tion, the land area of the region is 

es timated to be 359,619.8 square k il ometers. The region occupies over 30 percent 

of the co untry's to tal area and is contiguous w ith a ll but one regiona l sta te -

Tigray . The region can be categorized into three distinct geographica l areas: the 

western hi ghl ands and associated lowlands, the eas tern highlands and associa ted 

10w lilIlds and the Rift Val ley. Genera lly, the e leva tion var ies from less than 500 

meters to 4,000 mete rs above sea level. 
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The climate of Orom ia is affec ted significantly by variation III altitude, its 

la titu d inal position, preva ilin g w inds and a ir pressure and circul ation and its 

proximity to the sea. In general, about 30 percent of the low lands of eastern sub­

region has a rid climate. Over 35 percent of the intermediate highlands of cen tra l 

and western Orom ia have hot tropica l ra iny climate, w hile the highlands have 

warm tem perate ra iny, tropica l rainy and a rid climate. The mean annual 

temperature of Oromia is abou t 19.30c w ith a range of mea n maximum over 300c 

in low land a reas. The rainfa ll pattern of the region is bimodal, receiv ing the 

grea tes t share of rainfall in "Meher" and the smallest portion in "belg". The 

di str ibution of mean an nual ra infall var ies from place to place and from year to 

yea r, decreasing in a ll directions from the western highlands (1600-2400mm) 

towards the eas tern and south eas tern arid low lands (less than 400mm) (Oromiya 

Region In formation Bureau,2008). 

4.1.3. Population 

Oromia is the Illost popu lous regiona l state 111 the co un try . Based on the 2007 

Population and Housing Census, the popula ti on of the region is 

27,158,471(twenty seven million one hundred fifty eight thou sa nd one hundred 

fo rty seven) accounting fo r over 36.7 percent of the population of the country. 

Out of the population of the region about 12.2 percen t live in urban areas, 

whereas the rema ining 87.8% resides in rural areas. Genera lly the level of 

urbaniza tion is very low and is found at infant stage. 

The population of the region is characterized by hi gh pop ula tion growth, 

increasi ng a t a rate of 2.9 percent annually (CSA,2008). The s ize of the region's 

popula tion is expected to reach 33,649,000 by the yea r 2015 . The age stru cture of 

the region shows that over 47.6 percent of the population is less than 15 yea rs of 

age, w hile the economica lly ac tive age g roup is about 49.3 percen t. 
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4.1.4. Economy 

Agriculture is the foundati on of the economy of Orom ia. It provides employment 

for an estimated 89 percent of the popul ation and acco unts for about 65 percent 

of the region 's gross domestic product. Exports of agricultura l products 

origi nating in Oromi a, such as coffee, h ides and skins, pu lses, horticultu re and 

floriculture products and oi l seeds, make u p the lion 's share of the country's 

exchange ea rnings. 

West Shewa Zone, one of the 20(Twenty) zones of Orom iya region, is located 120 

kms north of Add is Ababa. The zone is divided into 20 weredas hos ting 2,072,485 

people (CSA, 2008) . 

Agriculture is the most dominant economic sector and means of li ve lihood for 

majority of the population, where farmers prac tice mixed farmin g (i.e. growing 

crops and rearing animals). It is one of the 6(six) belg producing zones of the 

region. About 20 - 25 % of the annual crop production comes from the betg w hile 

the remai ning balance is from meher production . Farmers g row teff, whea t, 

bare ly, mai ze, sorghum and etc. in the a rea. li ves toc k' s a lso plays a significant 

roles as a means of food, income, transportation and plowing in the a rea, some of 

the major types of li ves tock a re oxen, cow, sheep, horse and chickens(Source: 

Wes t She wa Zone Agriculture and Rura l Development Burea u, 2008). 

Wolmera is one of the 20 (Twenty) woredas found in this zone, wi th a total 

population of 83784 of which 80434 live in rural a reas. Regarding sex the 

woreda's popul a tion accounts 50.23% and 49.77% male and female respec ti vely. 

There are about 19272 hou seholds in the woreda, am ong these 83.5 percent 

hou sehold s are headed by men and the res t 18.5 percent by women. The woreda 

is a lso sub divid ed in to 24(twenty four) kebeles. The woreda is ca tegorized 

under two diffe rent climatic zones, namely : dega (61 %) and woina d ega(39%) , 
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w ith an a ltitude tha t ran ges from 2060-3380m a.s.l. the mean allllu a l temperature 

and rainfa ll ran ges from 28°c-5°c and 834mm-1300mm respectively (source: ibid). 

Si milar to the res t of the regio n and coun try in genera l productivity a nd out p ut 

o f agricu ltu re in the a rea is hindered by d ifferent h u ma n, techno logica l and 

na tura l fac tors, like trad itiona l farm ing method s, na tura l resou rces degrada ti on 

a nd lim ited use of mod ern techno logies. Furthermo re, ra p id growth of 

popula tion has resul ted in fragmentation a nd reductio n of farm sizes, nega ti ve ly 

impac ting on the prod uction a nd producti v ity of food crops. 
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4.2. Descriptive Analysis 

4.2.1. General Demographic and Socio Economic Features of 

Sample Households 

Age: mean age of househo ld head across the study was found to be 44.36 .w ith 

minimum age of 23 and maximu m 80. 

Family S ize: average fami ly size of the studied househo ld s was 7.01. Out of 

this 3.61 fam ily members were fo und to be ca tegorized under economica lly 

active age (i. e 15-60 yea rs). The demographic feature of households is 

summarized below: 

Table 4.1: Demographic Characteri stics of Households (n= 140) 

Variable Mean Minimum Maximum 

Age of household 44.36 23 80 

heads 

Family size 70 1 2 14 

Active Labour( I 5-60 3.6 1 I 9 

years) 

Source: own survey; 2008 . 

As it can be seen from the table, the mean age of sample households was 44.36, 

and on averil ge each household consists of more than seven fam ily members. 

Ownership of Farm Assets (Land, Livestock, Oxen) 

It is tr ue that lil nd and li v e stock a re the two fundam enta l asse ts any farmer ca n 

be proud of and use as a means of live lihood in any part of the wor ld . [n 

Ethio pian case these asse ts a re not on ly m eans of surv iv al but a lso regarded as a 

mea ns of fi xed asse t accumu lation and a sy mbo l of one's socia l s ta tus in a given 

society. Due to the economic and social implication of these asse ts, Ethiopian 
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farmers have every reason to seek to increase and maintain the s tock ba lance of 

the ir primary land and lives tock assets. Bu t now days because of ever increasing 

population size and depletion of resources and other reinforcing factors, there is 

a trend of d w indl ing in land and li ves tock s ize in rural Ethiopia. [n the study 

a rea, average land holding and livestock size was found to be 2.87 hec tares and 

5.07 TLU. The followin g table summarizes land holding and li vestock size of the 

s tudya rea . 

Table 4.2: Land holding and Livestock size 

Variable Mean Standard Maximum 

deviation 

Land size(ha) 2.87 1.73 13 

Livestock , 5.07 2.09 12 .8 

TLU* 

Oxen , number 2.82 1.66 7 

Source: own survey, 2008 

*Catlle= I TLU,GoatandSheep=O.1 TLU,Horse= I TLU ,Mule= I. I 5TLU,Donkey=0.65TLU 

, Camel= 1.45TLU, and Poultry=O.005TLU(Ramakish and Assefa ,2002) 

The study reveals that, 77.14 percent of hOllseholds believe that the amolln t of 

land they currently owe is not enough to support their fa mily in add ition 57.85 

percent o f respondents claim that due to population grow th, shortage of arab le 

land and other fa ctors land holding size is decreasing year by yea r. In re lation to 

this 23.57 percent of respondents reported tha t the pattern of land producti vity is 

decreasing du e to va rious factors such as; soil erosion, land degradation, 

inadequate agr icultural ex tension service, crop diseases and pests. 

Due to continu ous fragmenta tion of land, uncontrolled popu lation growth and 

o ther related factors , the area is becoming prone to some natural and man made 
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disas ters and majority of the fanners could not ensure li velihood from 

agriculture. 

Food Availability 

By takin g the s imple s tandard of food avai lability and the number of times food 

is ava ilable per day for household members, th is s tudy tried to learn condition of 

food security in the study area . The s tudy revea led that ]4.2, 17.14, 65.71 percent 

of households ea t food once, twice and three times per day respec ti vely. Besides 

47.14 percent of household respondents indicated their annual production is not 

enou gh to cover food requirements of their respec ti ve fa mily for duration of one 

year. 

Almost half of the respondents indica ted that their year round production was 

not enough to cover food requirements and this might be re lated to the size of 

agricultural land and lives tock they owe, farm ing system or owning to big family 

size. 
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4.2.2. Livelihood Strategies and Sources of Household Income 

In most part o f the world , particularly in the so ca lled third wor ld rural people 

employ differen t li ve lihood s trategies to cope up w ith the vo latile nature of their 

day to day liv ing. Beca use of this fact, source of fami ly income is quite 

diversified. Due to different pull and push va riables households are consta ntly 

fac ing pos iti ve an d nega tive incentives to dive rs ify their income. This study 

found out tha t ou t o f 140 sa mple hou seholds abou t 60 percent o f them were 

participating in diffe rent non-fa rm income di versi fy ing acti vi ti es incl uding: 

se lling of bevera ges, li vestock and grain trading, daily laborer, firewood selling, 

rural crafts and etc. This finding supports the prev ious s tudies conducted by 

Tesfaye(2003), Gashaw(2007),Tassew(1998) and Adu gna(2006) in different parts 

of Ethiopia that a significant portion of farmers employ differen t kinds of non 

farm strategies to di versify income. The followin g tabl e summari zes household 's 

li ve lihood s trategies . 

Table 4.3 : Li velihood Strategies of Households 

Li velihood strategy Number of households Percentage 
Farm and non Farm 84 60 
Farm 56 40 
Total 140 100 
Source: own survey (2008) , figures IJ1 parenthesIs show percentages. 

As the above table clea rl y dep ict majority of the hou seholds in the s tudy area do 

indeed adopt mu ltiple sources of income. The non farm activ ities range from 

s imple petty trades to some lu crative businesses. It is abso lute ly clear that 

income derived from non farm activities consti tu tes a significa nt part in 

household 's income portfolio. income accrued from this sec tor va ries across the 

board showing g rea t differences by the nature of ac ti v ities, loca tion, purchasing 

power, infras tructure, proximity to market areas and the like. 
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Table 4 4' Non farm Activities and Mean Annua l Income 
Activities Mean Median Sta.dev . Minil11ul11 Maxil11ul11 

Beverage n=22, (26.4%) 85 1.47 720 1472.95 60 7000 

Rural crafts, n=5(6%) 1956 500 255 7.47 100 6000 

Dai ly labour n=23 36 13.13 2880 2781.90 5 10 13800 

(27.3%) 

Petty trade n=4, (4.76%) 3900 3000 5046.29 2400 7200 

Li vestock Trade, n=7,(8.33%,) 4528.5 7 2800 720 14400 

Rural trading. n=8 4005 1170 58 19.40 520 16000 

(9.5%) 

Sale of lire wood, n=5 964 600 2545.66 120 2400 

(6%) 

Sa le of poles, n=8 (9.5%) 2833 .75 2700 1990.90 120 5000 

House ren t, n=2 (2.3%) 3700 3700 3230 540 7000 

Land rent, n= I ,( 1.19%) 14542 14542 14542 14542 14542 

Source: own survey 2008 
I. Beverage sa le: Like most part of the rural Ethiopia, women a ro und the 

stud y mea try to di versify income by se lling traditi ona l beverages li ke 

"nrknke, lelln , lej. "Beverage selling is a least im portant source o f income 

wi th mean inco me of Birr 851.47. Beverage se lling is one of the most 

im portant non fa rm economic ac ti v ities in the a rea and thi s fa ctor is 

a ttri buted to easy entry require ment a nd the busi ness can be done in 

hom e w itho ut incurring additi ona l costs in trave l. 

2. Rural Crafts: This study tri ed to ca tegorize d ifferent activ ities like 

potte ry making, blacksmithing, carpentry, wood work a nd weaving under 

rura l crafts . The study revea led tha t rura l people engage in differe nt kinds 

of craft ma king to diversify income. Not a ll rura l househo lds participate in 
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different crafts making, as this needs specia l skills, it is only so me segment 

of rural households enjoy the benefits of crafts making. 

3. Daily Labor : Because o f loca tion fac to r (Prox imity to Hole ta town , 

Buray u tow n and Addis Aba ba) farmers in the s tudy area, particularly 

those w ho res ide near to H ole ta town enjoy a p ri vilege of working as a 

daily laborers in different enterprises , working as guards, ca rt drivers, on 

different construction si tes. In addition this stu dy was able to identify that 

fl or iculture farms in the study area playa s ignificant role in hiring fa rmers 

as a da il y labo re rs . 

4. Petty Trade: These activ ities include trading in rura l small shops, 

trad ing in chicken ,egg, and the like and re lati ve ly it is one of the better 

sources of supplementary income for farmers w ith mean annua l income 

of Birr 3900. 

5. Livestock Trade: Lives tock trading in the a rea was found to be lucrative 

bu s iness Farmers engage in li ves tock trading by bu y ing different lives tock 

from the rura l people and se ll ing it in Holeta tow n and Addis Ababa city. 

6. Rural Trading: Basica lly rural trading includes an ac ti vi ty of buying 

and sellin g ,grains, vegetables, pulses and the li ke and it was found that 

ru ral tradi ng generates a mea n annual income of Birr 4005. 

7. Sale of Fire wood: this activity includes co llec tion and selling of 

firewood and s tra w and mainly carried out by women and it was found 

that in terms of income it is low yield but it is time and labor consuming. 
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8. Pole Selling: Farmers in the area grow Eucalyptus, "Tid and other trees 

that can be used for different construction and wood work purposes and 

sa le it to var ious cus tomers. 

9. Rental income: Th is activity is mostly associa ted w ith renting out extra 

land and to some extent renting extra houses and it was found that it is 

the mos t lucrative business in the area with mean annual income of 7000. 
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4.2.3. Demographic and Educational Characteristics of 

Household Members and Income Diversification. 

Different demographic charac teristics of household family members like age of 

the household head, fami ly size, literate fam ily members, male family members 

and the like are among the fa ctors tha t fo rce a household to adopt multitude 

so urces of income. The follo wing table su mmari zes the ro le each of the above 

factor played in far mers' decision to diversify income. 

Table 4. 5: Demographic and Educationa l Characteri stics of Household 

members and income di versification. 

Variables Di versifier Non di vers i fi er Significance at 

households households Z va lue 

Mean SD mean SD 

Age of household head 42.78 I 1. I 47.58 12.14 2.37** 

Fam il y size 6.58 2.55 8.44 2.61 4.86* 

Fam il y member 3.98 2.27 3.25 1.72 2. 14** 

between the age of 15-

60 

Li terate Elmily 4 .5 2.57 4.34 2.34 0.38 

members 
.. 

Source: own survey, 2008,*and *'" and va lue at I and 5 percent slglllflcant 

leve l respectively. 

Age of a household head: Households headed by rela tive ly younger people 

have a tendency to partic ipate in off farm income generating act ivities and this 

partic ula r s tudy supported thi s view (the Z- test is s igni fica nt at 1 percent 

significa nt leve l). Younger farmers are more eager to d ive rsify the ir income 

because of diffe rent push and pull fac tors. They are not expected to possess vas t 
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land size because the land they owe shou ld come from inheritance, land 

dis tribu tion or red istribution, besides, unlike the old ones younger farmers enjoy 

better access to information and educa tion . 

Family Size: Contra ry to what the literature sa id and some other fin dings, this 

particular study reported that non di versifier farmers have more family size and 

it is s ta ti s ti cal ly significa nt . 

Literate family Members: In relative terms diversifier households tends to 

have more literate family members but the difference is no t statistically 

significa nt. This is attributed to the fact that there are a number of e lementary 

and intermediate secondary public schools in the area and farmers send their 

children's to these schools. 

Family members between the ages of 15-60: 1t is believed tha t if a majority 

of famil y members are between the economic age (i .e 15-60) fanners' tendency to 

di versify income would increase both to accommoda te the slack time and fulfill 

all the requirements of the family. In this particular s tud y diversifi er household s 

tend to have more fami ly members ca tegorized under the economic age and the 

diffe rence is sta ti ca lly s ignifica nt at one percent Significant leve l. 

Non Farm Income and Gender 

Gender is one of the very sensitive issues in modern d iversification literature. 

Both participa tion and level of income accrued from income diversification 

ac ti vities significa ntly vary across the board for men and women. Tn most case 

wo men participation in income di versification schemes is res tricted by different 

cultural, soc ia l, econom ic and pol itica l entry ba rri ers. Even those who overcome 

the entry barr iers usua lly participa te in low inco me y ie ldi ng and time and labor 
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consuming activities like beverage fire wood selling. The following table 

summarizes participation in income diversifica tion activ ities gender w ise and 

income acc ru ed according ly. 

Table 4.6: Participation by Gender and Mean Annual Income Accrued 

Source of income Mea n Income for Mean lll come for 

Male Female 

Beverage 0 85 1.47 

Rural Crafts 1956 0 

Dai ly labor 3876 .133 3 100 

Petty Trade 4800 3000 

Livestock trade 4528.57 0 

Rura l traeling 6920 1090 

Sa le of fire wood 0 964 

Sale of pole 2833.75 0 

Rent ing out lanel 14542 0 

Renting House 3700 0 

Source: own survey, 2008 

The above table clearly depict the fac t tha t women a re disadva ntageous both in 

participation in the most lucrative inco me sources and even they get less than 

w ha t the men go t in the sa me activi ties. As women have trip le roles and lack the 

requ ired human capita l and asse ts, it is ex tremely ha rd for them to engage in non 

fa rm economic ac tivities, particularly those non farm op portunities with high 

re turn. 

I ncome Diversification by Sex of Household head 

Due to socio economic and cultural variables, sex of a househo ld head is a 

prominent factor in household 's decision to participa te in off farm income 

genera ting ac ti vities. Beca use of the social sta tus of women in the socie ty and 

lack of the required asset endowments, female headed ho useholds find it 
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difficul t to pa rti ci pa te in off farm acti v ities. The fo llowing table summarizes 

income di ve rs ifica ti on endeavors by sex of household head. 

Tabl e 4.7: Inco me Di versi ficat ion and Sex of Household Head 

Sex Di versifi er Non di versitier Tota l 

househo lds households 

Male 82(62.6) 49(37 .4) 13 I ( 100) 

Female 2(22.2) 7(77.8) 9( I 00) 

Total 84(60) 56(40) 140( 100) 

Sa mpl e X-

5.72 

So urce: own survey, 2008 , figures III Parenthes Is show percentages , * va lue 

at 10 percent s ignificant leve l. 

As the above tab le clearly demonstrates, the number of fema le hea ded 

households w ho were included in the study was so small, and even though it is 

ha rd to concl ude depending on thi s data, it ca n be sa id that female headed 

households were not asuch involving in income diversification ac ti vities and this 

s itua tion is may be a ttri buted to their relative social sta tus and the correspond ing 

socio economic characteristics of the household they lead. In a s imilar line, 73.57 

percent of respondents state tha t women's participation in non fa rm ac tivities 

was much less than their men cou nterpa rts and this was attributed to women's 

high work over loa d, cultural and socia l impacts and lack of asset endowments 

like land, li vestock and educa tion . 
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4.2.4. An Analysis of Asset Endowment of Households 

The initia l asset position is a determining factor in household 's pursuit to 

diversify income sources. Hou seholds with relati ve ly small Size of land and 

li vestock, be tte r edu cation, extended famil y and the like will most likely 

partic ipate on income divers ifica tion ac ti viti es. Li ve lihood s tra tegies of rural 

peop le a re highly dependent up on specific socio economic and socio culture 

contex t of the loca tion and household. 

Some of the most no table socio economiC and cultural fa ctors that play a 

s ignificant role in shaping rural household s desire to choose li ve lihood strategies 

include; age, edu ca tion and martial s tatus of hou sehold head, famil y size, land 

and li ves tock s ize, access to road, market p laces, in for mation, location, access to 

credit, access to ex tension services and the li ke. The cumula ti ve effect of these 

fa ctors woul d force each household to choose its own li ve lih ood strategy. This 

study tried to analyze the effect of some of the above mentioned variab les on 

fa rmers' decision to purticipate on income d iversification activities. 

Education Status and Income Diversification 

The role of education in accessing non farm employment and income is quite 

clear. Both forma l and informal education helps fa rmers to be be tter equipped 

with skill s and information which ultimately help them to access every avai lable 

off farm opportunity. Table 4.8, summarizes edu cationa l s ta tus of hou sehold 

heads: 
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Tab le 4.8 : Educati onal Status of Household heads 

Educational status Di versifier Non di versifi er Tota l 

households households 

Literate 73(68 .86) 33 (31.14) I 06( I 00) 

Illi terate II (32.36) 23(67.64) 34( I 00) 

Total 84( 60) 56(40) 140(100) 

Sa mple X-

14.30 

Source: own survey, 2008 , figures ttl parenthesIs are percentages, * va lu e at 

I percent s ignificant level. 

The above data revea led tha t those households who di versify the ir li ve lihood are 

re la tive ly better educated and this finding su ppor ts the not ion tha t educa tion 

plays a sign ifica nt ro le in crea ting cond ucive situa tion for fa rmers to engage 

the mselves in o ff fa rm supplementary income generating activ ities. Fa rmers w ho 

has eq uipped w ith some technica l skills and forma l ed uca tion do have a very 

good chance of utili z ing non farm opportunities and a lso they can eas ily begin 

the ir own bus inesses. 

Access to Land and Livestock and Income diversification 

Being the mos t pronou nced a nd domina nt asse t for rural people, possession of 

land and its size hugely influence fa nner's decis ion of li ve lihood strategy . Those 

farmers w ho owe re la ti vely big s ize of land tend to confine and specialize on 

far ming w hile for others owning a small size land is an incenti ve and push fac tor 

to look for other op tions of income divers ificatio n. The fo ll ow ing tab le 

summa ri zes land ho ldi ng size and pa ttern of income divers ification. Table 4.9 

ta ble summa ri zes land and li ve s tock size of di ve rsifier a nd non diversifier 

households: 
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Table 4,9 : Land and Li vestock Size and Income Di versificati on 

Variable Di versi fi er Non diversifier Signifi cance 

households households At Z va lue 

Mean S,D Mean S,D 

Land holding size 2.49 1.5 3.42 1.96 3* 

Li vestock in TLU 5, 13 0,66 4,98 0,69 1.25 

Number of oxen 2,76 1.49 2,89 1,76 0.46 

, . 
Source: own survey, 2008, * value at I percent sIgnIfi cant level. 

The above table clea rly shows that diversifier households tend to owe 

significan tl y small s ize of land compared to the non diversifiers', This findin g 

agree with the prev ious works of different scholars (Gashaw,2007, Adugna 2006,) 

who reported tha t the divers ifier households tend to owe small s ize of land 

compared to the non di versifier, besides it can be sa id tha t divers ification 

dec ision in the area was much influ enced by push fac tors, 

Livestock Ownership: Since rural fa milies do not record revenu es and costs, it 

is difficult to measure the level of wea lth in rura l se ttings, But in most part of 

rural Ethiopia, lives tock ownership and size serves as a proxy measure of wealth 

and it is a good indica tor of farmers ' socia l sta tu s among the commun ity, The 

above data depict that, there was no as such a significant va ri ation in te rms of 

lives tock ownership in the s tudy area, between income diversifiers' and non 

diversifiers, But in relative terms those divers ifiers tend to owe big livestock size, 

and this mi ght be attr ibuted to the fa ct tha t incomes der ived from non farm 

economic activ iti es would might be inves ted in livestock pu rchases as farmers in 

the s tudy area did no t ha ve a habit of fo rmal savi ng, 
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Access to Financial Assets and Income Dive,"sification 

In mos t pa rt of developing cou ntries the unava ilabili ty of financia l institutions 

tha t support fa rmers by prov iding funds tha t woul d be used to purchase modern 

agricultura l inpu ts and technol ogical equipments has long been rega rded as one 

of the critical inhabiting fac tors of raisi ng producti vity of small sca le agriculture 

(Ell is,2001). Apart from loa n/credit, li ves tock (sheep, goa t, pack animals, cow, 

oxen etc) ca n be used as contingency source of finance w henever the need arises 

and w henever financia l ins titutions ca nnot fulfill the ga p. 

Table 4 . 10: Access to Credit and Mean Loa n 

Asset Type Di vers ifier Non di vers ifier Significa nce 

households households level at Z va lue 

Mean S.D Mean S.D 

Loan 1730.76 879.75 1852.70 1286.75 2.25 ** 

Source : own survey, 2008, ** va lue at 5 percent s ignificant leve l 

Credit: Prov ision of credit to rural households pl ays a significa nt role both in 

terms of s treng thening the farm sec tor (credit facilities woul d equ ip farmers w ith 

add itional money tha t can be inves ted on purchas ing modern farm inputs and 

equipments) and it help farmers to diversify income by opening up small 

bus inesses and undertake rural trade. The credit da ta in particula r study depict 

the fac t tha t, there was no as such Sign ificant va riation on credit amount ta ken by 

both the non di ve rsi fi ers and di vers ifie r fa rmers. Besides major ity of the fa rmers 

68.57 percent of hou seholds who were included in this study did not have the 

interes t to borrow loa n from fin ancial institutions and w hile 15.2 percent of the 

respondents s tate tha t even though they have the interes t to borrow, it was hard 

for them to meet the co lla teral req uirements. 
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Distance from Market Places and Main Roads 

Even if farm ers do not enjoy direc t control and influ ence over those publicly 

owned fa cilities like road, elec tricity and market places, access to these public 

assets ra ises the profita bility o f both farm and no n farm activ iti es, especia ll y to 

the non farm sector by crea ting easy access to market and d ifferen t op portunities 

tha t ca n po ten tia lly benefit rural people. The follow ing table summarizes 

dis tance fm m marke t p laces and main road and income di ve rsifica tion. 

Table 4.11: Di s tance from Market Places and Main road and Income 

Divers ifica tion. 

Descripti on Di versi fi er Non di versifi er S igni ficance 

households households 

M ean S .D Mean S.D 

Mean Di stance from 7.39 4.49 11 .34 4. 79 2.8* 

market places( KM ) 

Mean Dislance ti'om 11.24 9.46 18.4 15 .53 2.6' 

main road (KM ) 

. -
Source: O w n survey, 2008, * value at I percent si g nifi cant level. 

This study reported tha t an average di ve rsifier should travel a mea n distance of 

7.39KM to reach to marke t places and trad e what hel she can offer to the market, 

bes ides 56.42 and 20.71 p ercent of respondents sta ted tha t they were w illing to 

trave l about half an ho ur and a hour respective ly, each day by wa lking on foot if 

the re is a chance of non fa rm income. 

As it can be seen from the ta ble, di ve rsifier households tend to travel less 

d is tance than the no n divers ifiers and this indica tes the irreplaceable role of 

public infrastructures in creating the access and oppor tunities of non fa rm 

economic activities for rura l people. 
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4.3. Economic Analysis of Determinants of Livelihood 
Diversification 

Logistic Regression Results 

In this study logisti c regression model was used in o rder to lea rn the 

de te rmina nts of income di versification in rura l contex ts. In due course the 

dependant vari able; income diversification was regressed aga ins t multiple 

explana tory va riables. The Result of all explanatory va riables is discussed below: 

Sex of a Household Head 

In rura l Ethiopian con tex t it is na tural to ex pect tha t women a re III 

disadva ntageous posi ti on due to multi ple and self reinforcing fac tors. Du e to 

cultura l and socio economic fa ctors women's are devo id of basic end ow ments 

like land, li ves tock and e tc. cons idering the ir poor econom ic and socia l status, 

this s tudy predicted a high moti ve of d iversifica ti on fo r women headed 

households, but contrary to the expectation, the result of logisti c regression 

revea led th a t the coefficient of the va riable sex of head of households for was 

sta ti stica lly insignifica nt. 

Two bas ic fac to rs can be mentioned as a reason; firs tl y among those hou sehold s 

who were incl uded in this study only 6(s ix) percent we re wo men headed 

households, w hich is q uite a sma ll fi gure. Even those women's who were 

spouses of male headed households ado pt divers ification stra tegies by engaging 

in low return and time and labor taking ac ti v ities. 

Age of a Household Head 

Age be ing one of the explana tory va ria bles in fa rmers' decis ion to di ve rsi fy 

income so urces, this study hyp othesized tha t as the age o f fa rmers increases the 

tendency to participa te in non fa rm acti vities decreases meaning tha t in re lati ve 
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terms you nger fa rmers ha ve more propensi ty to pa rtici pa te in non fa I'm ac ti v i ties 

than the old ones, this is usually associated w ith the fact that as the age of 

household head increases, he/she would concentrate on agriculture, s ince a t old 

age it is hard to afford labor requirements of the non farm sector. Besides the 

exis tence of idle labor among the relative ly young fanners and their readiness to 

learn and try new ideas and opportunities wou ld drive them to look for 

ad ditional income sources. But contrary to this, the logis ti c regress ion result 

confirmed tha t the coefficient for the va riable age was s tatistica lly insignifica nt. 

Thi s can be attributed to the fact that, the age dis tribution of those diversifying 

household s was so much skewed with a standard deviation of 11 .1. 

Family Members in the Age Range of 15-60 

As it was anticipated, the logistic regress ion resu lt revea led that the coefficient 

for the va riab le prod ucti ve famil y members was fo und to be sta ti sti ca lly 

s ignifica nt at 10 percent level. Having more prod uctive family members 

(be tween the ages of ·15-64) was found to be one of a moti vating factor for rura l 

households to seek for mu ltip le income sou rces both for surviva l and to lead 

better life. Those rural households who have relative ly big size of productive 

family members is likely engage in non farm income di versifying activities by a 

fac tor of 1.562, cetriu s paribu s. More family members in the productive age 

means more idle labor, as a push fac tor, this wou ld dri ve hou sehold members to 

loo k for non fa rm economic ac tiv ities that would bring add itiona l income. Table 

4.12, summarizes the economic mod el results: 
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T bl 4 12 M a e aX llllUIll L .. R OJ~l S t I C egress ion res u Is 
Exp la na tory B S.E p- Va lue Odds value 

Vari ab les Coefticient 

SEX HJ-I .264 .278 .271 O. 793 

AGE HJ-I .005 .02 1 .459 0.984 

LITI-IJ-I .342 . 186 0.37*** 2,484 

FAMMR 15-60 .265 . 108 .005* 1.562 

LANDSIZ -. 583 .347 .004* * 2.945 

L1VSIZ - .243 . 104 0.347 0.837 

MARKDIS -.0 14 .007 0.024* 1. 735 

ROADDI S -006 .003 0.043** 2.08 1 

CREDACCE .296 .371 0.285 0. 847 

CONSTA NT - 2.753 2 . .401 .273 0.334 

Source: own data and ca lculation, year 2008, *, **, *** signilicant al 10, 5. I percent 
respec ti vely , R2 = 67% 

Literacy Status (Education) 

Across different corners of the world, the positive effec t of educa tion on farmers' 

decision to participa te in non farm economic activi ties is we ll pronounced and 

documented . This s tudy also confirmed the popular view tha t far mers who were 

lite rate and had some yea rs of schooling showed a like lihood of diversify ing 

their income sources ac ross the board . The better educa ted farm ers are the more 

likely to be em ployed in ru ral high remunerative jobs an d self employed . The 

coefficient for the va riable education was s ta ti sti ca lly s ignifica nt a t 1 leve l. The 

odds ratio impli ed tha t if the head of a hou sehold is li te ra te, the chance to 

pa rticipa te in non fa rm income di vers ifying ac ti vities will increase by factor of 

2.48, ce triu s pa ribu s. 
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Land Size 

Being the most important asset, the effec t of land size on diversifica tion pa ttern is 

one of il hot issue in development literil ture. Different empirical studies 

conducted in va rious pil rts of the world presented ambiguou s ev idences on the 

e ffect o f land ho lding size on farmers' decision to engage in non fa rm activities. 

Some a rgue that big land ho lding size may raise the proba bi li ty o f diversifica tion 

through a wea lth effect as land ca n be readi ly used as collatera l for credi t. On the 

other hand ha ving more land s may also drift househo ld s away from non farm 

divers i fi ca tion as it i ncreilses thei r concentration in agricul ture. 

By tak in g the second view, this s tud y predicted tha t as the s ize of own land 

increases the tendency to participate in non farm economic activ ities would 

decreases and the coefficient for the va riable land size was found statistica lly 

significa nt at 5 p ercent level. The nega tive sign sugges ts as land size decrease, 

households' tendency to diversify income sources w ill increase. The logistic 

regression result revea led tha t a one hecta re decrea se in the land size o f a 

hou seho ld will increase the households' probability o f engaging in non farm 

ac tiv ities by a fac tor of 2.94, ce tr is pari bus. This findin g revea l the fact that push 

fac to rs playa significa nt ro le in household s' dec ision to engage in different 

income d i versifica tion acti vities. 

Livestock Size 

In rura l context, li ves tock's play an irreplaceable role as a means of food, 

ploughing, income, transporta tion, prest ige, ca pital accumula tion and co llate ra l. 

In some instances income genera ted from li vestock' s ca n serve as a visible 

subs titute where there is a cred it constra int and the re a re no other a lterna ti ve 

income d ive rsifica tion opportunities. And this in turn may reduce hou seho lds' 

moti ve to look for addi tiona l income sources, thu s th is s tudy anticipated that 
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possession of la rge li ves tock size can red uce the propensity of d iversifying 

income. But contrary to the expecta tion, the coeffi cien t for the variable livestock 

s ize was foun d to be sta tisti ca lly insigni fica nt. lt was ab le to lea rn tha t the re was 

no s ignifica nt va ri ati on in livestock size (in terms of TLU) be tween di versifi ed 

and non d ivers ifi ed fa rmers in the s tud y area. 

Access to Credit 

Avai lability of access to credit in ru ra l areas plays a significant role both in 

promoting the development of the agricu lture and non fa rm sector. Credi t can be 

used to p rocure modern agricultu ra l inputs and equi pments and it can also be 

used to open up new businesses and ex pand the ex is ti ng ones . But in most par ts 

of the thi rd worl d rura l a reas are deprived of the access to fo rmal cred its and 

even in so me instances high co lla tera l requirements prevent fa rmers fro m 

proper ly uti li zing the existing ones. It was anticipated tha t households w ho took 

large amount of credit on average could develop the mo ti ve to engage in non 

fa rm income di versify ing activities. 

Contrary to the ex pec tation, the log istic regress ion coeff icient for the va riable 

access to credit was found to be s ta ti sti ca lly ins ignificant a t 1, 5, 10 percen t levels. 

This is d ue to lack of institutions that can lend credi t in the area and even the 

existing ones d id no t adopt a mechanism of reaching the very poor beca use of 

the na ture of the business tha t req uires high collatera l. 

Distance from Nearest Market Centre 

Non fa r m ac tiv iti es tha t take p lace in the for m of se lf employ ment in small 

household bus inesses and pe tty trades, having a com mon marke t in near by 

prod uce a positi ve effect on promoting non farm income di vers ifi cation 

ac tiv ities. This stu dy hypostas ized th ose households w ho res id es near to loca l 
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market areas show more tendency to d iversify their income. The logistic 

regress ion coefficient for the vari able distance from nearest market centre was 

found sta tistica lly significant a t 5 percent significant level. The od d ra tio va lue 

suggests that a decrease of lkm distance from a local market place will increase 

the probab il ity of pa rticipa ting in non farm income di versify ing ac tivities by a 

fac tor of 1.35, ce tris pa ri bus. 

Distance from Main Road 

Infrastructure such as, roads, elec tricity, pos ta l o ffi ces and e tc a re positi vely 

correla ted with the non farm economic sector. Households with access to 

di fferent infras tructu res are more li kely to be involved in the non fa rm income 

di vers ifying ac ti vities. It was projec ted tha t those hou sehold s w ho res id e nea r to 

a main road show high propensity to part ic ipa te on non fa rm income 

diversify ing ac ti vities. The logistic regress ion coeffi cien t for the va riable distance 

from the main road fo und to be s ta tistica lly significant at 5 percent leve l. The od d 

ra tio va lue suggests tha t a decrease of a d istance by 1k111 from a residence will 

increase the probability of participating in non farm income diversifying 

ac tiv ities by a fac tor of 2.08, ce tris paribus. 

Genera lly the economic model poi nted out fi ve major fac tors, na mely land size, 

family members in the productive age group, literacy (education), roads and 

loca l market centers tha t have a strong influ ence in farmers' decision to engage in 

income di vers ify ing economic acti vi ties. The predictive power of the model is 

found to be 67%. 
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CHAPTER FIVE 

5. CONCLUSION and POLlCY IMPLICATIONS 

5.1. Conclusion 

The assumption which has d ominated developing countries over the years, 

nam ely that rural economic sector depends excessively on agriculture has been 

seriously qu es tioned la tely amongst huge empirica l ev idences tha t sugges t 

heterogeneity of the rural economy. Now days rural farmers do not entirely 

depend on ag riculture as a means of li ve lihood and food securi ty, ra ther they 

ad opt multiple sources of income so as to ensure li ve lihood and be tter life. 

This study revealed that around 60(sixty) percent of hou sehold s in the study area 

adopt a multiple source of income that includes: beverage sell ing, pe tty trade, 

rural cra fts and the like. Household s' decis ions to participa te in income 

di versifica tion schemes are dr iven by pu sh and pull fac tors, but in the s tud y area 

push fa ctors were predominant. 

Individual Characteris ti cs like Sex of the household head, age of the household 

head, fami ly size, fa mily members between the ages of 15-64, literacy sta tu s 

(edu cation) were among the fac tors tha t can influence households' decision to 

pa rticipa te/ no t participate in income di versifying acti vities 

Asse t end ow ments mainly size of own land and lives tock were among the most 

important pu sh fa ctors on diversifica tion behav ior. In the s tudy area those 

households with rela ti vely small size of land happened to diversify their income 

sources than the ones who owe re lati ve ly large size of land . 
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Public infras tructures like roads, elec tricity, market centers and others play a 

s ignifican t ro le in promoting non fa rm econom ic ac ti vities in rura l a reas. This 

s tu dy fou nd out tha t those farmers who res ide near to main roads and market 

cen ters showed high propensity to engage in an income d ive rsify ing economic 

ac ti vi ties. 

By using a logis tic regression model, this study was able to id entify the most 

important de terminants of diversifica tion behavior ac ross the sa mple 

household s; land size, fa mily members between the ages of 15-64, literacy status 

(educa ti on), access to marke t centre and access to mai n roads were fo und to be 

s trongly corre la ted with di ve rs ifica tion s tra tegies. 

Generally the ro le of the non farm sector as a viable source of additional income 

is expan d in g in importance and magnitude allover the developing countries like 

Ethiopia. 
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5.2. Strategic and Policy Implications 

Agriculture is no longer the s ing le source of income for rural famili es. In ord er to 

increase family income rura l households ha ve been sea rching fo r d ifferent ways, 

pa rticula rl y in the non farm economic sec tor. The current Ethiop ian regime has 

in troduced an Agricul tura l Development Led Ind us tria liza ti on (A DLI) to fu el 

overall deve lopment in the coun try. Even though ADLI recognizes the 

heterogeneity of the rural economy, its entire a ttention foc uses on increas ing the 

productivity of the agricultural sec tor. 

Whe ther non farm diversifica tion should be consid ered as distinct objec ti ve or an 

assoc iated outcome of overa ll development is highly influ enced by the nature of 

ag riculture in a given s ta te. In countries like Ethiopi a w here ag ri culture hold s a 

large share of the economy, absence of commercia lized fa rming, high popula tion 

pressure, subsistence farming, low usage of m odern inputs and technol ogies and 

pe rvas ive marke t fa ilures for agricultural p roducts, it is hard to imagine 

sustil in abl e rura l development w ithout the promo ti on and utili za tion of the non 

farm econom ic sec to r. 

Even though ADLI, recogl1lzes the he terogeneity of rural economic ac ti vities, 

tries to ad voca te the much needed rural transformation by entirely depending on 

agriculture bu t contrary to this, this study found out that majori ty of rura l 

households do indeed diversify their economic ac tiv ities and the income derived 

from the non farm sec tor contributes a Signi ficant amount of households total 

inco me portfo li o . Po licy w ise it is ad visa ble to crea te a favorabl e environment for 

dy nam ic d ivers ifica ti on o f the rura l economy, tha t ulti ma tely crea tes wi nd ows of 

opportuniti es fo r ri ch and poor a like. Even though majority o f households in the 

study a rea do d iverSify, not a ll enjoy the lucra tive non fa rm income and fo r most 

the additiona l income serves as a surviva l s tra tegy. 
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Tn order to use the rural non farm economy as engine for sustainable rural 

development, much inves tment is needed in rural educa tion an d hea lth to 

upgrade poor farmers' human and physica l ca pital, so that they wo uld get the 

access to the most remunerative and high return jobs. Simil ar ly credit faciliti es 

should be expa nded in rural areas bo th to he lp the farm and non farm sector by 

providing cash that ca n rea dily be invested on modern agricu ltura l inputs and 

technol ogies and to open up and expand non farm bu siness oppor tunities. 

Due to continuous fra gmentation of land, coupled w ith dynamic population 

growth rate, the amount of land households' is not enough for their livelihood. It 

is advisable to design poliCies aimed towards the expansion of non farm 

economic activ ities that can absorb the growing rura l idl e labor. 

In ves tments on public infrastructures like road, elec tricity, market centers and 

the like would he lp the very poor to utilize non farm opportunities. In this study 

it was reported that those farmers who res ide nea r to main roads and market 

centers participated on different income diversification endeavors than the rest. 

Proximity to tow ns and access to different infrastru ctures are crucial ca pacity 

de terminants of rural non farm employment and income levels. 

It is advisable to inves t on further research on this re latively new topic so as to 

learn the determinants, issues, bes t practices and institutional ga ps and 

requirements. 
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Part I - Household and Individual Characteristics 

Kebele . 
Gote . . 
Village .. ........... . 
Country si de .. 
Climate. 
I. Household head lllarti ,ll statu s 

I. I'vlarricd 
2. Single 
3. Di vorced 
4. Widowed 

2. Language skill s 
I . Only Orol1lit~1 
2. Amharic and orom ifa 
3. Only Amharic 
4. Other. 

3. Househo ld head 
I. Men 
2. Women 

4 HOllsehold size and other fC'ltures of household members " 
, , 

Ser. Faillil y Illember Sex Martial status Age 
No. 

[ .hu sba nd I.M I. married 
2.wife 2.F 2.si ngJe 

3.son 3.d ivorccd 
4.dauglhcr 4.widowcd 
5.grandson 5 .01hers 
6.grangdaughter 
7.ncphcw 
8.<':ollsin 
9. labourcr 
IO.others 

-), Do you own agnculturalland ? 
I. Yes 2. No 

5.1. If yes how many in hectares? --- ---- ----- --- - --

Literacy SUlILl S Pri1l1ary 
occ upation 

I.illiterate I . t~lrlll e r 

2.011ly read 2.tradcr 
and write 3. pottery 
3 .pri cst/shci kh 4.daily 
4.gradc 1-6 labourer 
S.grade7"8 5.carpcnter 
6.grade 9-12 6.wcaver 
7.ccrl ili cate 7.beverage 
8. dip loma 8.tailor 
9. degree 9. sl udent 
10. above IO.other. 

6. Do you think that the land YO ll currcl1!l y owe is enough I'or the hOLlsehold livelihood? 
1. Yes 2.1\10 

7. What is the trend o rland holding size per household during the last two or Illo re decades? 
J. Increasing 2. Decreasi ng 
J. Decreasing 4. I don't know 
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Scconc\(l ry 

occupation 

- -

I . hu'mcr 
2.trader 
3.pot tery 
4.daily 
labourer 
5.cat-penter 
6,wcaver 
7.bevcrage 
8. tailor 
9. student 
IO .other. 



8. I f dccn.:asing what do YOtlthink the reason coul d be '? 
I. Continuolls land redistribution 
2. Shortage ol'antbk' land 
3 . Population growth 
4. Other 

9. How do you a SSCS!i the trend or land producti vity during the last 10 years? 
1. Increasing 2. Decreasing 
3. Decreas ing 4. I don't know 

10. I f inc reas ing , what do you think are the reasons?. 

No. Reasons response Rate the response 

Relati vel y stable pattern of rai n 
USL' ur 1l1()(lcrn inputs and 
h.:chnolllgi.:s(fcn il i/ . .: rs. wced and pest 
control, improved seeds, . 
U sc of trad itiona l methods 
(com post. . . 

Other . ..... .. 
Adequate extension service 

I .Yes I.very signi fica nt 
2.No 2.sign ilicant 

3. not significant 

It. I r decreasing. what do you think are the reasons? . 

No Reasons respon se Rale the n:sponSl: 
Lme! deg radati on (soil eros ion. 
fertilit y loss . . .. ) 
In(ldcCluatc extension s0rv ice 
Drought 
Crop diseasr.: and pest 
Lack of labo ur and ox 

Other. .. . 
I.Yes I .very serious 
2. No 2. ser io us 

3. not serious 

12. Food sccurity 

rcqucncy of eat ing rank Source or food rank Adequacy borrowed grain Do you accept any 
"r day or load III the relief load 

( last 12 months ) ass istance(last 12' l11onlh 
5) 

.once I.purchased from I.yes I.yes I.yes 

.twiee market 2.110 2. no 2. no 

.three timcs 2.oWIl production 
lour times 3.both from market 
It dcpl:nt!s up on the <Jnt! own production 

:ason and income or 4. Rdicr assistance. 
l: family. 5.borrowing {'rom 

neighbourhood/others 
6. other 
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13. Househol d ulili lies 

No. Types Response Do you th ink that what you have is 
adeq uate in terms of Ilumber and 
standard: 

I B\:d(lll adc of wood, 
hOl11e maclc( rnllcl» 

2 Cha irs and tab les 
3 K itchen and dining 

cquipmcnt s 

4 Fl oor/cub b()(lrd 
5 Sheet (lnd Blank et 
6 Matt ress a nd pillow 
7 Ki lChl.: 11 l.'quipmcl11 

Iloorboard 
8 Radio 
9 Television 
II 
12 
13 
14 
15 

I.yes I. yes 
2.110 2. 11 0 

14 Hous i n~ 

The hou<.;c YO II T Il(! hou se is Illmlc o r f)o Y(ll! hllvt: Do YOll ha ve to il et 
l ive in is separate k itchen 
I . your own I .corrugated iron I. yes I. yes 
2.rclmivc·s house 2.hut(grass thatched) 2. 110 2. 110 

3. inherited 3. bolh Iypes 
4.rclllcd 4. Olher .. 
5. o ther 

J S.Do you thin k that, the land and livestock assets you currently own will be enough lo r your r"mil y in the 
fu ture? 

I . Yes 2. No 
15.1 II' Na, why'! 

I. l owe very smal l amount of land and livestock assets 
2. Si nce the fa rm ing pallern depends on nature(rain fed) 1 cannot guarantee that 
3. La nd productiv ity is decreasing 
4. Olher.specily __ .,.,--,---,---.,---___ -,---___ _ 

15.2 I r No, what do you think is the way out? 
I . Ex pansion of modern agriculture pract ices 
2. Expansion of irr igat ion 
3. Expansion of income diversit"icat ion activities 
4. 01 her .spec i fy __ ----, __ --,----,-,---__ -,---_,-,---

16. Do you think that you and your t~1l11ily arc vul nerable to drought and hllllinc? 
I. Yes 2. No 
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16.1. I f yes, it is due to 
I. The farming pattern depends on na ture (rain fcd) 
2. I do not have additional income source 
3. I possess small amount of lanel and livestock 
4. Other. spccif'y ____________ _ 

P II I WI k' I f' art .. HI t ' Ill( 0 crops you (l rew d linn" t lC I 0 (-1st twe \Ie 1110111 15. 

No Area of land cu lti v:ltcd Total Total sold (in Total Amou nt of 
production (in quintal /KG) cons1l1lll:d(in income obtai nd(in 
quintal /KG) qUintal /KG) Birr) 

Bclg scnso n !VI her 
season 

I Tell 
2 Maize 
3 Barel y 
4 Sorghum 

5 House beans 
(, Field peas 
7 Lentil s 
N Sondlllill 
<) Len tils 
10 
II 

2. T ype and number of li vestock 

No. Type of livestock Number Income obtained by selling 
cUITcnt ly li vestock and livestock 
owned products during the last 

t wei ve months 
Type BitT 

Cow 
Ox 
Bull 
Heill:r 
Cal f 
Horse 
Donkey 
ivlulc 
Sheep 
Goat 
Bee hi ve 

Chicken 
Olher specify 

3. Did you get a credit (from formal and infonnal sources) in the last 12 months'? 
I. Yes 2. No 

3. I I r yes, name the inst i tut iOIl and amount of money? -------------- ----.--- ---- -
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3.2 !fyes, mention in what wa s you in vest the money? 
Investment 0 11 Rank 

I Household 
consumpt ion 

2 To run petty trade 

3 To cover schoo l and 
medical costs 

4 To buy agricu ltural 
inputs 

5 To buy different 
livestock 

6 To buy eli ffercnt 
hou sehol d and personal 
uti li ties 

7 Savill)..! 
8 Loan repleni shment 
9 
10 

4. I f no, why? 
1. lack o r interest 
2. unable to fu lfill the collateral requirement 
3. sLlch institutions arc nol avai lable in the arca 
4. other, speci fy----- ----------------

5. Di d YO Ll receive any technical assistance on opt imum usc or income in the las t 12 months? 
I. Yes 2. No 

6. Did you receive any remittance from elsewhere in the last 12 months? 

I 

2 
3 

4 

5 

6 

7 
R 
9 

I. Yes 2. No 
6.1 I r Yes, how much? ------------. 
6.2 J r yes, how did you spend it? 

Investment on Rank 
Househo ld 
co nslimption 
To run pe ll y trade 

To cover schoo l .:lIlt! 
medical costs 
To buy agricultural 
inputs 

To buy di ffercnt 
li ves tock 
To buy eli ffc rcnt 
household and personal 
utiliti es 
Saving 
Loan replenishment 

10 

7. Did yo u receive any money gi n from indi viduals or in sti tuti ons in the last 12 months? 
I. Yes 2. No 

86 



~ 
,. 

7. I I r yes, how did you spend it? 

Investment 011 Rank 
I 1-lousdlOld 

consumption 
2 To run petty trade 
3 To cover schoo l and 

medical costs 
4 To buy agricultural 

inputs 
5 To buy difTerent 

li ves tock 
6 To buy different 

hou sehold and persona l 
utiliti es 

7 Saving 
8 Loan replenishment 
9 
10 

8. Part 111.1 .lnvolvement in non farm economic act ivit ies and 
Income obta ined in the last twelve months 

Type of act ivity participants For how 
stayed 

Trading in grains and pulses 
Trad i ng in J i veslOck 
Sell ing of beverages 
Tradinu of chickens 
Trading o f honey 
Weaving 
Spinninj! 
Blacksmith 
Pottery 
Carpentry 
Tailoring 
Da ily wage labourer 
Fond sc1 ling 
Share cropping out of own land 
RCn linl.! oul land 
Rcnting oul animals 
Grain mills 
Trading in vegetables 
Sale of ~re\Vood 
Sale of straw 
Sale of pole!trees 
Petty trade 
Other specify 
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2. What are the reasons that force you to part ic ipatc in off farm incomc generating acti vities? 

Reasons Rank 

I To di versifv in(.;omc 
2 There IS no credit service In the 

area 
3 Avai labilit y of much slack time 
4 The farm in(.;omc is not enough for 

COnSlll11Dtion 
5 Des ire to shin from agricu lture \0 

other oa iel iobs 
6 To 11d fill household 

1I til i t i es/a men i tics 
7 To cover cost of school ing and 

medical care 
8 To cover miscellaneolls costs 
9 To cover costs of using external 

Hl!ri..:ultura l innuts 
10 
II 

3. What do you th in k arc the mai n reasons that hinder fa nners not to participate in ofT fa rm income 
I..!.cl1cra tinn acti vities? 

Reasons Rank 
I Lack of interest 
2 Lack or canital 
3 Llllvual'c 
4 Educmioll 
5 A pl.: 

6 Lack 01' organiz(ltions that employ 
rllral labor in the area 

7 Locat ion 
R Lack of information and techni cal 

assistance 
9 Gender 
10 
I I 
12 

4. How mllch hour YO ll arc ready 10 tra vel by bmc fo ot to tind off 1~tr1n.iob,? 

I . 0.5 hour 
2. I hour 
5. 

3. 2 hOllrs 
4. 3 hours 

5. Do you think Iha! womcn are a! disadvantageous posit ion in part icipating in off 1 ~lrIn income generat ing 
activ it ies 

I. Yes 2. No 
5. 1 If yes, wh<lt do YOLlthink are the reasons? 

I . Because oflheir Iriple rol e, they f~l CC time constraint s to participate 
2. They do 110t possess the required qualitication 
3. Culturally. women arc not allowed to work outside the hOllse 4 
.. L iV!os t of the available jobs favor men 
5. Other. spec ify· ____ _ _______ _ 

88 



6. Irthe government is willing to offer you a permanent job outside fanning, wi ll you accept it? 
I. Yes 2. No 

6.1 If yes, what would be the ideal monthly sa lary? 
1.300-500 2.500-700 
3. 700-1000 4. Above 1000 

Pari IV. I. Spending pallcrn 

=- rop income ex pencliture( I) Li ves tock income orr farm i l1com~ Rank Rank 
('x pl:nditure(2) expcnciiturc( 3) (I) (2 ) 

.f'or pun.:hasing l'ood ! Jor purchasing food I. for pu rchasing food 
~.for say i ng( l'o rlll<l I and 2. 1() 1' saving( l'ol'l11al and 2.for savi ng( formal and 
nformal) informa l) informal) 
i.for house construction 3.101' house construction 3.for house construction 
Lto pay tax and loan 4.10 pay lax and loan 4. to pay tax and loan 
;. 10 cover school cost 5. to cover schoo l cost 5. to cover school cost 
,.to buy consumable items 6.to buy consumabl e items 6.to buy consumab le items 
' .to run petty trade 7.10 run petty trade 7.to run pelly trade 
:.t o bu y modern ag ri cult ural 8. to bu y modern agricu lt ural 8.to buy l11oclt:r1l agricultura l 
npuIs/tcch nnlogics i nputs/tech nologies inputs/technologi es 
·.to buy household utilities 9.to buy household ul il it ies 9.to bu y househo ld ulilities 
O.tD n.::pleni sh Inan I O.to replenish loan I O.to repleni sh loan 
1.10 \.:o vcr medical cost 1 I.to cover med ica l cost II. to covcr I11cdit:a l cost 
2.10 buy cloths 12 .to bu y cloths 12. to buy cloths 
13. social contribution 13 . social contribution 13. social contribution 
14. to cover mi scellaneous 14. 10 cover miscellaneous costs 14. to cover m iscellaneoLis 
osls 15. Other. costs 
15. Other. 15.0ther. 

2. [I' governmelltal and nOll governmen tal in stilut ions (Jrrange good credil schemes lor you, will you stop 
yo ur \':U 1Tl."1l1 oJ'r Elnn job? 

I. Yl."S 2. No 
3. Do you think that , yo u arl." getting what YOll deserve from the off hiI'm job? 

I. Yes 2. No 
4. How do you describe YOllrscl r in rural contex t? 

I. Absolutely poor 
2. Relati vely poor 
3. Poor 
4. Not rich, nOI poor 
5. Rich 

R9 

Rank 
(3) 
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