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ANALYSIS OF CHRONIC AND TRANSIENT POVERTY IN RURAL OROMIYA - ETHIOPIA

DEREJE FEKADU DERESSA
LECTURER
DEPARTMENT OF ECONOMICS
WOLLEGA UNIVERSITY
ETHIOPIA

ABSTRACT

This study is based on secondary data from Household Income, Consumption and expenditure Survey and Welfare Monitoring Survey 2004/5 collected by Central
Statistical Authority. The study has tried to examine the extent and severity of poverty of households in rural Oromiya. It further looks through the determinants
of poverty. Using the Foster, Greer and Thorbecke (FGT) poverty indices, the descriptive analysis of poverty indices revealed that 38.84% of the sampled
households in the region are poor. A measured household poverty is decomposed in to transient and chronic poverty and majority of the poor are chronically
poor. The Logit model is used to investigate the determinants of poverty. From the estimation result educational attainment of the head, household size, location
of residence in the region, are found to be the key determinants of poverty in the region. The results show that chronically poor is not the same as transient
poverty. For the chronically poor who lack economic assets, priority should be given to reduction of consumption fluctuations and building up assets through a
combination of protective and promotional programmes. On the other hand, the transient poor are most likely to benefit from combination of prevention,
protection, and promotion which would give them a more secure base to diversify their activity into higher-return, higher risk activities. Therefore ex post
measures to alleviate those already in poverty should identify chronic and transient poor in undertaking poverty reduction strategies.

KEYWORDS

Chronic Poor, Oromiya, poverty, rural, transient poor.

INTRODUCTION

he most important goal for development efforts is to reduce poverty. Over time economists are also vexed with the high incidence of poverty in

developing countries. Particularly today poverty in Africa is the primary development challenge facing the continent. Poverty in this continent is

pervasive, intensive, chronic, gender-biased and largely a rural phenomenon (Simon Maxwell, 2001 P143-149). Poverty in Africa has been described as
mostly a rural phenomenon not only because the majority of the population live in rural areas but also because of the distribution of economic activity between
rural and urban areas. In Africa rural-urban differentials in incidence of poverty are large and persistent regardless of the overall level of incidence rates.
The problem of poverty and how to reduce it remains the most pressing dilemma in the international development debate. Although poverty reduction has
become a central global agenda, there is still an ongoing debate on the policies that would help to attain the objective (Cashin et al, 2001). As a result Poverty
reduction became a subject that has attracted serious international discussions for more than 20 years. This is evidenced by the attention poverty is receiving in
the international development debate. For example in the year 2000, leaders from 189 countries endorsed a set of Millennium Development Goals (MDGs) to be
achieved by 2015, one of which was to ‘halve’ the number of people living in absolute income poverty relative to the 1990 levels (Simon Maxwell, 2001 P143—
149).
Over the past decade Ethiopia has made significant strides in improving the living standards of its citizens. Household survey evidence suggests that between
1999/00 and 2004/05, real total consumption per capita grew by 19 percent (15 percent with respect to 1995/96). This has resulted in significant reductions in
poverty: the headcount fell by 12.4 percentage points between 1999/00 and 2004/05, and by 18.5 percentage points since the mid-1990s (MOFED, 2009 P18-
19). Despite this progress population has grown with the result that the number of poor people in Ethiopia increased from 25.6 million in 1995/96 to 27.5 million
in 2004/05 (MOFED, 2009 P18-19). As a result poverty remains a significant challenge facing the nation.
Poverty alleviation will remain a crucial part of the overall development agenda in Ethiopia in the years to come. The Ethiopian government has been constantly
pursuing development efforts addressing mainly rural poverty. Moreover, the government introduced Agricultural Development Led Industrialization (ADLI) as
its major policy program to achieve higher growth and reduce both rural and urban poverty. This strategy is upheld with an emphasis on agriculture as the
generator of primary surplus, taking advantage of backward and forward linkages, to fuel the transition of a more modern economy. The approach remains
basically sound; it places an appropriate emphasis on raising the incomes of the rural population, who constitute 83% of the population, and over 90% of the
poor, and who are almost exclusively engaged in agriculture. However, the full potential of agricultural growth has not yet been realized, and intensification of
the strategy seems to be required. More broadly, the overall growth performance has not yielded the hoped-for poverty-reduction results as yet.

REVIEW OF LITERATURE

There are different approaches to the measurement of welfare. An important distinction is between the ‘welfarist’ and ‘non-welfarist’ approach. One of the
differences between these approaches is based on the importance attached to the individual’s own judgment about his or her well-being (Ravallion: 2001 p 12).
The welfarist approach bases an assessment of well-being solely on individual utility levels (assessed by the individuals themselves). Therefore, as to the
welfarist approach the value attached to commodities by the consumer himself and the subsequent preference ordering is sufficient for assessing a person’s
well being. However, the non-welfarist approach pays little regard to the information on utilities. This approach attempts to assess the well being of an
individual based on certain elementary achievements such as being adequately nourished, clothed and sheltered.

Is poverty simply about the level of income obtained by households or individuals? Is it about lack of access to social services? Or is it more correctly understood
as the inability to participate in society, economically, socially, culturally or politically? The answer is that the term has been used in all these ways. There is no
single, universally accepted standard definition of poverty. Modern definitions of poverty have moved away from conceptions based on a lack of physical
necessities towards a more social and relative understanding. The European Union’s working definition of poverty is:

‘Persons, families and groups of persons whose resources (material, cultural and social) are so limited as to exclude them from the minimum acceptable way of
life in the Member State to which they belong’ .

This is now the most commonly used definition of poverty. It recognizes that poverty is not just about income but about the effective exclusion of people living
in poverty from ordinary living patterns, customs and activities. Most commonly used terms to describe poverty are: Income or consumption poverty; Human
(under)development; Social exclusion; Ill-being (Lack of) capability and functioning Vulnerability; Livelihood unsustainability and Lack of basic needs

In poverty analysis, the most important issue that has to be addressed first is to determine whether the individual is poor or not. For this purpose, poverty line
plays an important role in categorizing the population into poor and non-poor. The argument is that there is a minimum level of consumption of goods i.e. food,
cloth, shelter, etc. below which it is difficult to sustain life. So in order to define the poverty line, the level and types of goods must be precisely identified.
However, the debate is how to exactly arrive at these levels and types of goods for any given individual/household.

Once the poverty line is determined, it means that one is able to define poverty. It is a measure that separates the poor from the non poor. For any household, a
poverty line is the command over resources that this household needs to have a certain welfare level that is chosen to be the poverty threshold (Hagenaars:
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1986 P6). The following are some of the welfare concepts used in all poverty line definitions. Following the different definitions, three alternative approaches
(Ravallion, 1992 P 10) spotted in building poverty line: absolute, relative, and subjective poverty lines.

Researches on factors that affect incidence of rural poverty in Ethiopia have indicated that entitlement failures are key in explaining low consumption levels .
Bogale et al. (2005 P8) found that cultivated land per adult equivalent, geographical location, education and oxen ownership to be important determinants of
rural poverty. Others emphasize the important role of non-economic forms of capital, such as social and human capital as well as entitlement rules, such as
access rights to productive resources, political voice, inheritance rules and access to community support in determining household poverty.

Devereux and Sharp (2006 P4) question the validity of some of the above findings on the basis of the methodological foundations of the data up on which
poverty trends and determinants are derived and the conceptual understanding of poverty itself. Moreover, they argue that the use of uniform national poverty
line used to define the poor and the non-poor may camouflage the significant regional variations one can observe within the nation

While, on an aggregate scale, poverty seems to persist at debilitating levels, this does not say much about the location specific extent and determinants of
poverty. based on a household survey conducted in three districts in eastern Ethiopia in the period of 2003/2004 Bogale and Korf (2009 P 13) found that poverty
is location-specific: Access to irrigated land (not land per se) and non-farm income are strongly correlated with lower probabilities of being poor; and
involvement in networks is a strong predictor of the probability of being poor.

NEED/IMPORTANCE OF THE STUDY

Identifying who is poor, who is not, and the characteristics of those who are, is essential for designing poverty alleviation policies. In this regard, the study
looked into poverty and examined the household’s characteristics, which are likely to be associated with poverty. The main distinguishing feature of this paper is
its geographical area of focus. So it has a vital role for poverty reduction strategies if one is to combat poverty. Through identifying some of the key micro level
binding constraints to poverty reduction, the study provides a critical insight for policy makers to trace out the relative contribution of different influences on
poverty and to trace out major causes of transient and chronic poverty among the referred populations and their inter-linkages. The study also forwards the
probable solution to overcome these problems in designing effective poverty reduction strategies

STATEMENT OF THE PROBLEM

Before the development community can become more successful in designing and implementing poverty-alleviation strategies, within the context of growth, it
is important to understand better the conditions under which some households remain permanently (chronically) poor and how others move in and out of
poverty. An emerging consensus is that poor households are likely to suffer not only from low income and consumption on average but also from fluctuations of
their welfare. Poverty as a vulnerability concept is now seen as a dynamic process which allows for putting in place proper proactive policy interventions to
address poverty.

The Ethiopian government has been constantly pursuing development efforts addressing mainly rural poverty. In Ethiopia although the poverty alleviation funds
have risen year after year there are evidences that poverty has not been reduced as targeted, like 20 years ago the country is in need of food aid; still a majority
of the population hover around the poverty line; there are large entries into poverty compared to those who exit. Many rural Ethiopians cycle around the
poverty line, moving in and out of poverty and food insecurity during the course of a year. With so many households cycling around the cusp of severe poverty, a
shock is often all it takes to push them into poverty. Thus households, while not currently poor are continually at risk of becoming so. This requires not only a
deep look at the factors responsible for poverty but also the defenselessness of the poor and vulnerability to poverty. So the current study is initiated to fill this

gap.

OBJECTIVES

The general objective of the study is to analyze poverty and its determinants in rural Oromiya. The specific objectives of the study include:
1. To measure the level of poverty, its depth and severity on rural households

2. To quantify chronic and transient poverty

3. Toidentify the major determinants of poverty

HYPOTHESIS

0 Characteristics of households in chronic and transient poverty are the same

0 Determinant of chronic and transient poverty are different

0 Level of Poverty in Rural Oromiya is above the national average for rural Ethiopia .

RESEARCH METHODOLOGY

This study is based on the 2004/05 Household Income, Consumption and expenditure Survey (HICES) and Welfare Monitoring Survey (WMS) that were
conducted by Central Statistical Authority (CSA).

Poverty status is one of the most important measures of household welfare. According to the consumption-based measure of poverty, a household is considered
poor if its current per capita consumption falls below a certain threshold, which is referred to as the poverty line. With the increased awareness and availability
of data, various measures of poverty have been developed overtime, among which the Foster, Greer and Thorbecke (1984), FGT, class of poverty indices is the
most commonly applied. Given a vector of suitable measures of well-being, ¢ The FGT poverty index (P,) can be expressed as:

_1&[z=c]"
&__ng; z

0 otherwise
Where z is the poverty line, g is the number of the poor in the sample below the poverty line), c is consumption, n number of people in the sample, a is the
poverty aversion parameter (a >=0). The parameter a represents the weight attached to a gain by the poorest. The commonly used values of a are 0, 1, and 2.
When we set a equal to 0, then (1) is reduced to the headcount ratio, which measures the incidence of poverty, when we set a equal to 1, we obtain P1 or the
poverty deficit. P1 takes in to account how far the poor, on average, are below the poverty line. Setting a equal to 2 gives the severity of poverty or FGT (2)
index. This poverty index will be used in this study since it gives greater emphasis to the poorest of the poor, as it is more sensitive to redistribution and
variability among the poor. The three indices reflect different characteristics of poverty, and can explain poverty from different profiles
At the family/household level, poverty is measured according to the following expression:

a

z-c,
P(Ch) - z if C S z (2)
0 otherwise

Here z is the poverty line. In this study the national poverty line of the country will be used for analysis. Consumption to measure poverty will be used, for
consumption is generally regarded as the best indicator of welfare in rural Ethiopia, because most people in the rural areas consume from their produce and do

it CS 2 &
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not earn regular off-farm income (Fredu 2008 P10). Going by the permanent income hypothesis, welfare indicators based on consumption are preferred over
those based on income.

Chronic poverty for the FGT class of measures can be written as:
Z- E(Ch) ’

z . E(0=sz
i EO>2

Where E (Cy) is each household’s expected consumption or the estimated/predicted value of a regression model of the relationship between a household’s
consumption level and its characteristics. Ty is Transient poverty

To investigate the determinants of poverty, the measure of poverty are regressed on the same set of household characteristics. The model of poverty is:

P, = X0+ 4y,

CH, =

(3)

(4)

=0 otherwise
Where ph the observed poverty is measured in terms of household consumption, o is a Kx1 vector of unknown parameters, h is 1xK vector of
explanatory variables, and /Jh are models residuals.

RESULT AND DISCUSSION
In search of the conditions of poverty, the related determinant factors in rural Oromiya the data is analyzed by both descriptive statistics and econometric
analysis techniques. The descriptive methods are employed to explain the level and extent of poverty among the different demographic and socio economic

variables in the study area. The econometric analyses enlighten the determining factors for poverty and vulnerability hence give empirical evidences for the
basic research questions of this thesis.

TABLE 1: POVERTY INDICES FOR RURAL OROMIYA

Poverty index Proportion | SE

Head count ratio (P0) | 0.3884 0.0101
Poverty gap (P1) 0.0936 0.0031
Poverty severity (P2) | 0.0322 0.0014

Source: Author’s computation based on CSA data
As one can see from table 1 the head count ratio of 38.84 percent of the households are poor. This is an evidence for high incidence of poverty in Oromiya
where more than 90% of populations live in rural area. As a result, 38.84% of the rural population in the region live below meeting basic consumption
requirement or cannot afford to buy a basic basket of goods and essential non-food items. Poverty levels in Oromiya is a little bit below the national rural
average head count ratio (39.3). Oromiya is the largest region and this figure is high as it contributes to the lion’s share of national poverty incidence. The
poverty gap which is the percentage of the poverty line needed to bring the entire population who are below the poverty line at least to the poverty line is found
to be 9.3 percent and it is slightly greater than the national average of (8.5 percent) in rural area of the country. Similarly the poverty severity index 0.032 is also
a lit bit more than that of the national average for rural area (0.027). Poverty gap and poverty severity for rural Oromiya are relatively larger than the national
average for rural area while poverty measured in terms of headcount is found to be low. So spatial comparison of poverty only based on headcount ratio might
be misleading.
No study of poverty is complete without some discussion of the robustness of the findings.
When comparing poverty measures over time or group, using stochastic dominance technique can help in establishing the robustness of poverty comparison
using summary measures. To that end, Figure 1, 2 and 3 present the stochastic dominance analysis for the poverty comparisons between FHHs and MHHs.

FIGURE 1: COMPARISON OF POVERTY INCIDENCE BETWEEN MHHS AND FHHS

FGT Curves (alpha=0)

T T

T
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8000 10000
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FIGURE 2: COMPARISON OF POVERTY GAP BETWEEN MHHS AND FHHS

FGT Curves (alpha=1)
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FIGURE 3: COMPARISON OF POVERTY SEVERITY BETWEEN MHHS AND FHHs
o FGT Curves (alpha=2)
Q |
[\

T T T T 1
o 2000 4000 i 6000 8000 10000
Poverty line (z)

FHHs ————- MHHs

Source: Author’s computation based on CSA data
As it is shown in figures 1, 2 and 3 the incidence, depth and severity of poverty are drawn across multiples of poverty lines for both MHHs and FHHs in one
graph to conduct stochastic dominance analysis. And at all levels of these poverty lines, the incidence, depth and severity of poverty indices of FHHs are below
than that of MHHs verifying that consumption poverty is consistently higher for MHHs than FHHs. It is to be noted that the stochastic dominance analysis reveals
the same result as the statistical test. Therefore, given these results one can conclude that MHHs experience more poverty than their male counterparts in rural
Oromiya.

DETERMINANTS OF POVERTY

The head count ratio indicates that 903 sampled households (37%) out of the total 2325 sampled rural households are poor in the study area. These huge
numbers of the people could not get the daily minimum and recommended calories requirement (2200 kcal per capita per day) for. It means that they could not
produce enough or they don’t have other means to cope with shortage in agricultural production to satisfy their daily minimum requirement. Finding the factors
that contribute to poverty goes beyond the descriptive analysis and requires employing econometric analysis. Multivariate econometric analysis helps us to
identify factors influencing the extent of poverty. As it was discussed in the methodology part of this paper , a logit model is estimated to identify the major
determinants of poverty of households. The variables described in the descriptive analysis are used as explanatory variables in logit model. Using the household
poverty as a dependent variable whereby a value of 1 is given to households being poor and 0 otherwise, and using the identified explanatory variables the
model was estimated by following the maximum Likelihood estimation procedure. The measurement of goodness of-fit of the model shows that the model fit
the data well.

From table 2 the coefficients for age of the household head and its square have negative sign and are insignificant. This shows that the age of household head
does not affect the probability of the household to be poor. According to the estimation result, the probability of being poor is on average lower for female
headed households relative to the categorical variable (male headed households) and it is statistically significant at one percent. This result supports the result
the results obtained from the descriptive statistics and stochastic dominance tests. Therefore, given these results one can conclude that MHHs experience more
poverty than their female counterparts in rural Oromiya. Among the important demographic variables, the household size as explained by the number of people
in the various disaggregated age groups appears to have positive coefficient and is significant at one percent so as family size increases the likely of the
household increases. And the square of household size has negative coefficient and significant at one percent. This shows increment of household size after a
certain level negatively affects the household probability to be poor

Compared to the base category ‘illiterate head of household’, the rest of dummies on education are found to affect poverty negatively. The relevant coefficients
are also statistically significant except for household head with primary education. Compared to the base category household head’s with some primary
education does not affect the likelihood of the household to be poor. This basically conforms the finding from the descriptive analysis and stochastic dominance
test. Other studies also confirm that literacy and education attainment decrease poverty). Educated household heads process and use information. For example,
literate farmers may seek information on prices more than the illiterates ones and consequently sell their produce at reasonable prices.
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TABLE 2: LOGISTIC ESTIMATION FOR DETERMINANTS OF POVERTY

Probability to be poor | Coefficients | Dy/dx | Robuststd.err | z | P>z]
Household’s demographic characteristics

HAGE -.0099029 .0094424 . 0244558 -0.40 | 0.686
HAGE2 -.0001514 -.0001804 . 0002678 -0.57 | 0.572
HSEXD2+ -.5106444 -.1588526 .1458189 -3.50 | 0.000*
HHSIZE 1.123248 .2714095 . 1037795 10.82 | 0.000*
HHSIZE2 -.0594622 -0139609 . 0070626 -8.42 | 0.000*
ELDER .0145863 .000423 1559988 0.09 0.926
JUNIOR .0533406 .0087295 0364791 1.46 0.144
Household head education

HEDUCD2+ -.1300478 -.0393922 . 1205151 -1.08 | 0.281
HEDUCD3+ -1.693651 -.2724893 . 792517 -2.14 | 0.033**
HEDUCD4+ -1.774519 -.2843686 . 7212301 -2.46 | 0.014**
Dummies of locations

East Wellega+ -.1938862 -.0256389 2465245 -0.79 | 0.432
Jima+ .3165178 .3165178 | .2449795 1.29 0.196
lllubabor+ -.7796619 -.1570294 . 2368667 -3.29 | 0.001*
West Shoa+ -.1120969 -.0378335 2487109 -0.45 | 0.652
North Shewa+ -.801179 -.1591363 . 2650205 -3.02 | 0.003*
East Shewa+ -.4426765 -.1085596 . 2387456 -1.85 | 0.064
Arsai+ -.2739024 -.072009 . 2290077 -1.20 | 0.232
WestHararghe + -1.468656 -.2646211 . 2622871 -5.60 | 0.000*
East Hararghe+ -.6081749 -.129523 . 238812 -2.55 | 0.011**
Bale+ -.157131 -.0437 . 2589328 -0.61 0.544
Borena+ .5052189 1324224 . 2418823 2.09 0.037**
SouthWestShewa+ -.4602491 -.068732 .2724599 -1.69 | 0.091***
Guji+ -1.046033 -.1644369 . 2612879 -4.00 | 0.000*
Constant -3.501861 . | - . 5465865 -6.41 | 0.000*

Source: Author’s computation based on CSA data
* Significant at the 1% level; **Significant at the 5% level; ***Significant at the 10% level
Log pseudolikelihood =-1237.7353

Number of obs = 2322

Wald chi2(23) = 404.85

Prob > chi2 = 0.0000 Pseudo
R2 = 0.2016

Moreover, education may enable households to be more aware to factors that may reduce unexpected household welfare loss. Therefore, ceteris paribus,
household head education is expected to reduce poverty. As to the location variable, compared to the categorical zone, west wollega, households living in rural
area of Borena zone have higher likely hood to be poor.

FINDINGS

This study has sought to assess the extent of poverty as well as vulnerability to poverty in the region. In addition some of the key determinants of poverty are
identified. Descriptive analyses, poverty measurement using FGT poverty indices and multivariate analysis have been employed for the study. In light of the
evidences that are obtained the following are the findings of the study. The descriptive analysis of the data set indicates that among the 2325 sampled rural
households in Oromiya region 903 (38.84%) households were found to be poor while 1422 (61.16%) of households were food to be non poor. Thus (38.84%) of
the sampled households could not get the minimum and above recommended calorie level, i.e., 2200 kcal per adult per day through income generated from
their major activity of subsistence agriculture. The profile of the rural households in Oromiya region was found to be more overwhelming. llliteracy is more
pervasive and accounts 70 percent of the sampled household heads. Even in the literate sub group majority of them attended education up to primary level.
Only insignificant number of the household heads in the region was found to have secondary and higher level of education.

RECOMMENDATION

To address the issue of illiteracy investment in human capital has paramount significance in poverty alleviation in rural Oromiya. Particular emphasis also should
be given to adult education since majority of the adults are illiterate. Larger family size and male headed households have higher probability to be poor.
Accordingly, current government policy to increasing awareness among rural women in using family planning to reduce fertility should be encouraged.
Households who rely on subsistant agriculture are more vulnerable than households with in modern agriculture, which calls attention to the need for more
protection of the agricultural community. Since agricultural income is the main source to feed rural households, mechanisms that increase productivity by
increasing labor and land productivity through the provision of modern agricultural inputs(high variety seeds and fertilizers), crop insurance and micro credit.
Development of small-scale irrigation should be given a priority because rural households follow subsistence agricultural activity that solely depends on rain.
Therefore poverty reduction strategies should place ahead the importance of social protection and promotion programmes for ensuring inclusiveness in the
development process so that growth becomes more pro-poor. A sizeable portion of households that are now non-poor are certainly vulnerable to falling into
poverty in future. This has policy implications that ex ante measures should be enhanced to prevent as many households as possible from becoming poor and
therefore such results should be taken into account, particularly when policy makers design social policy in addition to ex post measures to alleviate those
already in poverty.

CONCLUSION

Most of the findings in the descriptive analysis are consistence with the result obtained from multivariate model. The estimation of the model for determinants
of poverty shows that larger household sizes significantly increase the probability of the household to be poor. Similarly the probability of being poor is on
average higher for male headed households relative to the male headed households. On the other hand literate household head has negative effect on poverty.
In general, households with large family size and illiterate are more likely to be poor than those with smaller family size and educated household heads. The
percentage of households with illiterate heads is higher among poor households than among non poor households. Poor households achieved lower average
grade level than those who are non poor. Except the mean household age, the mean values of household size, adult equivalent household size and real
consumption were found to be higher for non poor households than poor households.
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SCOPE FOR FUTURE RESEARCH

More intensive researches on the area should be undertaken specially in the area of agricultural productivity, food security, shocks, and uncertainties that rural
households face, poverty status between MHHs and FHHs. and similar issues that contributes for the prevention rural households from poverty.
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