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Preface 
 
An earlier study on Ethiopia1 found that although the economy of the country 
achieved modest growth during the 1990s, the results of that growth were not 
translated into poverty reduction. And a primary reason for that was that the rate of 
employment growth compared to output growth was rather low. The present study 
follows up on the earlier one and undertakes a more detailed investigation into the 
labour market and the key sectors of the economy with a view to understanding how 
Ethiopia’s economic growth could be made more employment-intensive and pro-poor. 
The study focuses on sectors where the poor are concentrated and analyses how their 
growth could be steered in a pro-poor direction. 
 
Following an assessment of the structure, performance, problems and constraints of 
the macro economy from 1960-2002 in section two, the authors explore the micro 
economic characteristics of the labour market and investigate poverty incidence in 
section three.  The bulk of the paper is devoted to the assessment of the sources of 
output growth, employment and poverty mobility. By using descriptive and 
econometric analysis of cross-section and time series data and an employment and 
growth decomposition approach, the following are quantified: the incidence of 
poverty by occupation; the determinants of sectoral growth, productivity and 
investment; and the determinants of non-farm activities, productivity and returns in 
rural areas.  The data sources used include National Income Statistics, Household 
Income and Expenditure Surveys (1995/96 and 1999/00), Welfare Monitoring Survey 
(1999/00), National Labour Force Survey (1999), Industrial Establishment Surveys, 
Urban Informal Surveys, Agricultural Census (2003), and Population Censuses.    
 
An identification of economic characteristics of poverty groups reveals that there is a 
relatively high concentration of the poor in agriculture, the informal sector and unpaid 
family activities - low productivity and low-return sectors.  The results of the labour 
market analysis point to the existence of multiple labour-related risks faced by 
specific groups. A key finding is the vulnerability of low-educated people and the 
farming population in rural and urban areas, who are at high risk of being 
unemployed, remain longer in unemployment, and if employed, are in low-paid and 
precarious work. The returns to growth and productivity in agriculture are explored in 
section four with the study calling for increased labour productivity through greater 
technological change, improvement in human capital and incentives to producers.   
 
Sections 5 through 7 cover the diversification of rural livelihoods, small and micro 
enterprise and the growth of labour intensive manufacturing activities.  The paper also 
discusses the potential of creating employment through labour-based approaches in 
infrastructure in the search for sustainable growth and hence, poverty reduction. 
Particular emphasis is given to public works programmes.  A number of policy 
recommendations are offered on a regional, sectoral and employment status basis.  
 
To conclude the authors argue that growth alone does not have much impact on 
poverty reduction in Ethiopia; the pattern and employment content of growth is 

                                                           
1 Mulat Demeke, et.. al.: Growth, employment, poverty and policies in Ethiopia. Issues in Employment 
and Poverty Discussion Paper 12.  Geneva, ILO. 
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crucial for poverty reduction.  The multiple aspects of vulnerability in the labour 
market, in particular the large overlap between work and poverty, have important 
implications for the design of a comprehensive national poverty reduction strategy.  
The study calls for more pro-poor growth policies aimed at creating productive 
employment and at the same time addressing the main constraints of the different 
sectors where the poor are concentrated. This includes appropriate targeting of public 
expenditure, increased provision of primary education and health so the poor can 
move from low-productivity and low-return activities to higher yielding sectors.   
 
 
 
 
 
      Rizwanul Islam 
      Director 
Geneva, March 2006     Employment Strategy Department 
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Executive Summary 
 
Poverty alleviation would remain a crucial part of the overall development agenda in 
Ethiopia in the years to come. The economy is among the most vulnerable in sub-
Saharan Africa and with per capita of only US$100. Ethiopia is one of the poorest 
countries in the world. Nearly 50 per cent of the country’s GDP originates from 
agriculture, which has suffered from recurrent droughts and extreme fluctuations of 
output. The agricultural sector is dominated by smallholder households who produce 
and cultivate more than 94% of the agricultural output. Small farm households depend 
for their survival on agricultural production.  
 
The main objective of the study was, therefore, to examine the relationship between 
labor market conditions, sectoral growth, and poverty in the Ethiopian context. The 
study used various types of analysis, including a descriptive and econometric analysis 
of cross-section and time series data, and employment decomposition approach.  
 
The tempo of economic growth over the last three decades was unsatisfactory: real 
GDP has been growing at a rate of 2.6 per cent during the period 1960-2002, while 
population has been growing, on average, by 2.7 per cent, implying a 0.1 per cent 
decline in the growth rate of per capita income per annum. The pattern of sectoral 
growth reveals that the industrial and services sectors accounted for a large share of 
the growth of real GDP: agricultural, industrial, and service sectors grew, on average, 
by about 1.4 per cent, 3.4 per cent, and 4.7 per cent per annum, respectively, during 
the period 1960-2002. Agriculture contributed only 1.0 per cent of the growth of the 
national economy while industry and services contributed 0.5 per cent and 1.8 per 
cent, respectively, during the period 1960-2002. The growth of the economy was 
largely attributed to the growth of the service sector. 
 
The periods 1960-1973 and 1992-2002 witnessed a liberal type of economic policy 
while the period 1973-1991 was marked by a planned economic system characterized 
by extensive government intervention in all spheres of economic activities (socialist 
system). The performance of the economy was worst during the central planning 
system when real GDP registered an average growth rate of only 1.8 per cent per 
annum.  The economy recovered in the 1990s as real GDP grew on average by about 
4.2 per cent per annum.  However, the performance of agriculture remained poor, 
registering an average growth rate of only 1.5 per cent per annum.   
 
Between 1984 and 1999, the total labor force increased by 3.8 per cent per annum. 
Over the same period, the urban labor force increased by 5.6 per cent per year, while 
the rural labor force rose by 3.6 per cent per year and hence, the share of urban labor 
force increased from 9.8 per cent in 1984 to 12.4 per cent in 1999 with significant 
difference between males and females.  For instance, the female labor force increased 
by about 4.3 per cent, compared to 3.4 per cent of males over the same period. The 
size of the labor force is estimated to increase from 44.2 million in 2004 to 81.9 
million in 2030. About two million persons will be added to the labor force annually. 
 
The number of employed population increased from 14.6 million in 1984 to 25.3 
million in 1999, growing at slightly higher rate than the population growth rate. Urban 
employment increased from 1.3 million in 1984 to 2.8 million in 1999, while rural 
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employment increased from 13.2 to 22.4 million between 1984 and 1999.  The 
corresponding figures for males were 4.3 per cent and 3.3 per cent. However, the 
structure of employment by working status reveals that the majority were unpaid 
family workers, followed by low-paid, self-employed workers during the period 1994-
1999.  
 
The proportion of unemployed people has remained high in urban than rural areas.  
Unemployment in rural areas increases less rapidly than in urban areas due to the fact 
that agriculture absorbs labor via progressive subdivision of family holdings (‘sponge 
effects’).  Illiterate people accounted for a larger share of the unemployed population. 
However, the relative share of the unemployed, who completed higher grades 
(especially Grade 12), increased, while the share of illiterate unemployed declined 
during the two census periods, indicating that unemployment has been creeping up the 
education ladder. Unemployment is also a youth phenomenon in the country. For 
instance, unemployment rate is highest in the age group 15-19 years, when secondary 
school leavers join the workforce, followed by the age group 20-24 years, when 
tertiary education graduates enter the labor market. 
 
Despite the heterogeneous nature of jobs and characteristics of households, the 
incidence of poverty is relatively high in both rural and urban areas. The largest 
concentration of vulnerable or poor people in rural areas is in farming activities and 
most are unpaid family workers. The rural areas tend to have higher rates of 
vulnerable people in relation to the total population. In the absence of formal job 
creation, agriculture provides a safety net for the labor force as well as a buffer 
against the dramatic fall in living standards. However, the low level of productivity 
(resulting from a massive influx of labor on very small plots) and extremely high 
poverty rates in agriculture point to the limitations of this coping mechanism for long-
term poverty reduction. On the other hand, a large proportion of the urban poor are 
concentrated in the informal private sector and most are unpaid family workers. The 
available evidence clearly shows that the majority of the poor are engaged in low 
productivity and low-return activities such as agriculture and urban informal sector.  
For the poor, agriculture and the informal sector serve as a fundamental survival 
strategy. The basic characteristics of the poor include low educational level and 
relatively large family size.  
 
Because of poor education, health and nutrition status, human capital formation is 
extremely low in Ethiopia.  The education system did not help students to improve 
their cognitive skills and motivate them for success, especially in the 1980s. This is 
due to absence of vocational and technical trainings, inadequate resources allocated to 
books and other materials, and curricula that were not relevant to the realities of the 
country (i.e. were not work oriented, did not encourage productive self-employment, 
etc.). Although improvements have been observed in the 1990s, education facilities 
are inadequate compared to the increasing number of students. Shortage of qualified 
teachers has been a major constraint throughout the Technical and Vocational 
Education and Training (TVET) schools. The quality of teachers in terms of training 
and motivation is also low, contributing to the deterioration in the quality of education 
at all levels. 
 
Poor quality and low level of education system are the main causes of low labor 
productivity in nearly all sectors of the economy. In addition, HIV/AIDS crisis is 



 
 

 
 

xv
 

currently killing the prime labor force of the country. With the world’s third largest 
population of HIV/AIDS patients, the impact of the disease is likely to be more 
catastrophic than even the worst drought the country has ever faced. High level of 
poverty, widespread hopelessness among the youth (due to lack of employment) and 
demobilisation of soldiers (which took place twice between 1991 and 2001) has 
undermined the effort to control the spread of the disease. The country needs to 
mobilize all available resources to control and minimize the impact of the disease. 
Families and orphans affected by HIV/AIDS should be supported through 
community-based programs with long-term commitments to ensure that orphans are 
getting education and their food requirements are met.  The government should place 
HIV/AIDS at the center of its activities, along with food security and poverty 
alleviation programs. 
 
Growth decomposition reveals that area expansion has been the main source of 
agricultural output growth. About 83 per cent of the growth in cereal production was 
due to area expansion during the period 1980-2001. Econometric analysis shows that 
agricultural infrastructural capital, application of chemical fertilizer and rainfall are 
the main determinants of agricultural production. Rural labor force is not positively 
associated with agricultural production.  This is consistent with the observation that 
agricultural value added per worker, and wage rate have declined over time due to 
declining farm size, yield stagnation and decline for some crops and unfavorable 
terms of trade.  
 
The small and marginal farmers have not benefited from agriculture as relative prices 
have gone against food crops.  A close examination of the cropping pattern reveals 
that the majority of small farmers produce crops, which are destined for home 
consumption. Relative prices of subsistence crops have become unfavorable to 
farmers in recent years as reflected in the ratio of fertilizer to grain prices. Most small 
and marginal farmers do no produce cash crops. There has been no significant 
variation in terms of the composition or mix of crops grown by small and marginal 
farmers over the years. In terms of labor-intensity, livestock activity is found to be 
more labor-intensive than crop production but the sector has the lowest return owing 
to a number of structural problems such as lack of animal feed, disease, low genetic 
potential, etc.   
 
Shrinking farm size and declining soil fertility in agriculture underscores the 
importance of non-farm employment. It has been argued that transformation and 
consolidation in the agricultural sector cannot be successful without a non-farm sector 
that provides gainful fulltime and part-time employment opportunity for the growing 
rural population. Diversifying income sources into off-farm activities is thus 
necessary not only to create employment for new entrants into the labor force and 
supplement the income of landless and near landless families, but also to provide 
downstream and upstream services to agriculture. Nonetheless, these opportunities are 
limited in the country. With little or no presence of input dealers (fertilizer, improved 
seeds, chemicals), equipment suppliers and renters, service providers (e.g. veterinary, 
extension), processors, packers and cold transporters in rural areas, it has become 
impossible to create a productive non-farm employment with strong backward and 
forward linkages between agriculture and the non-agricultural sector. The constraints 
facing off-farm employment include inadequate institutional support, weak demand 
(due to and lack of urbanization and widespread poverty), inadequate policy 
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environment, inadequate human assets, lack of associations or unions, absence of 
business development service, poor financial services, inadequate physical and social 
infrastructure and lack of effective participation. 
 
A concerted effort aimed at rectifying both demand and supply side constraints 
simultaneously is required to create a viable off-farm employment opportunity and 
may include, among others: 
 
• Establishing central and regional agencies that specifically cater to the needs of 

non-farm activities and ensuring that actors within the sector are properly 
represented in the governing bodies of these institutions, i.e. involve 
representatives of the different groups, including women groups, in policy 
formulation and implementation. 

• Assisting cooperatives, trade associations, labor unions and interest/solidarity 
groups to protect members’ interest, improve access to raw materials and markets.  

• Strengthening and streamlining training activities, i.e. coordinating the various 
training activities given by different organizations (public, NGOs, etc.).  
Resources are also required to design appropriate material and demand-driven 
training programs for the sector; 

• Building the capacity for technology development and dissemination of proven 
technologies; 

• Establishing labor market information system such as wage rates, demand for 
workers in a specific area, etc. This would also encourage employers such as 
commercial farmers and surplus producers in high potential areas to expand their 
operation and create more job opportunities; and 

• Supporting financial institutions such as micro finance institutions and rural banks 
to ease the credit constraints of the sector. 

 
The manufacturing sector is generally characterized by weak production, consumption 
and income linkages with the domestic economy. The sector is highly dependent on 
imported sources for its raw material requirements. Weak inter-sectoral (with other 
sectors such as agriculture) and intra-sectoral (within the manufacturing sector) 
implies that the sector has not been the source of dynamism for the economy at large. 
Within the manufacturing sector, agro-processing industries such as food and 
beverages, textiles, leather and leather products have relatively strong linkages with 
agriculture, even though the sub-sector is not expanding. Stiff competition from 
imports has adversely affected the textile sub-sector. Imported cooking oil and wheat 
flour (these are also donated in the form of food aid) have also created difficulties for 
local enterprises.  
 
The focus of the revival strategy in the manufacturing industry should be to ensure 
that growth is sufficiently employment friendly and pro-poor. Support should be 
provided to those manufacturing activities that are relatively employment-intensive 
and have strong linkages with the rest of the economy (e.g. textiles, food and 
beverages, tanning and dressing of leather, other non-metallic mineral products, paper 
products and printing, and wearing apparel) that serve as a source of job creation. 
Currently, these activities operate below capacity (only half of their capacity) owing 
to a number of supply and demand side problems.  Special intervention such as 
improved access to credit, technological development, protection from unfair 
competition (from import), market information, other infrastructure, etc. is required in 
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expanding these sectors. Supportive policies and programmes to improve 
competitiveness and absorptive capacity are required for those manufacturing sectors 
in which labor-intensity has remained unchanged (e.g. basic iron and steel, machinery 
and equipment, trailers, furniture manufacturing n.e.c). Government support should 
also include the establishment of industrial zones and other common facility centers 
and business development services. It should be reiterated that the specific nature of 
the government support should emerge from consultations with the representatives of 
the stakeholders in the sector. Any policy that lacks the full support of the different 
actors is bound to have minimal impact. 
 
Although small-and medium-scale industries account for a sizable proportion of the 
industrial GDP and employment for the growing labor force, labor productivity has 
been low and stagnant. The poor are concentrated in grain mills, food and beverages, 
and manufacture of metal products where the majority of workers earn incomes that 
are less than the national poverty line. A significant proportion of the poor also work 
in the urban informal sector, which is characterized by low productivity and very low 
return. Within the urban informal sector, urban agriculture and allied activities, 
manufacturing and trade, hotels and restaurants absorb many of the urban poor.   
 
Micro and small-scale enterprises as well as informal sector activities have been 
performing poorly owing to a number of factors. The major determinant of 
performance is working capital but access to financial services is limited. Partnership 
and networking are unknown and skill in business training and technical knowledge 
are lacking for the most part. Owners of small businesses lack the necessary capacity 
to benefit from innovative management and expand their businesses. As the small 
market is shared among too many operators, income earned is barely enough to meet 
subsistence requirement.  The majority of operators have joined the enterprises for 
lack of better opportunity. The weak purchasing power of the rural community for the 
products has been identified as one of the major bottlenecks for the growth of the 
enterprises. In addition, the business environment is hardly conducive for their 
sustainable development. 
 
A comprehensive package of support necessary to address both the supply and 
demand side problems of the sector may include, among others:  
 
• Strengthening Micro and Small Enterprise Development Agencies by involving 

representatives of the different operators within the sub-sector in the governing 
board of the agencies in order to provide intuitional and policy support, 
information and consultancy advices, technical and marketing services, etc. based 
on felt needs, 

• Supporting associations and networks, especially those catering to women 
entrepreneurs, and promoting the use of ICT wherever possible; 

• Encouraging entrepreneurship to exploit niche market and product diversification: 
One of the ways to overcome the problem of producing the same kind of items 
and competing for local market is to develop and promote entrepreneurship; 

• Enhancing domestic/local demand through improving marketing facilities (e.g. 
display centers) and agricultural productivity in the hinterland and increase 
income of town dwellers in order to overcome the weak market demand currently 
constraining small enterprises.  Any improvement in the production, consumption 
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and distribution linkages between small businesses in urban areas and agriculture 
would help increase income and productivity of both;   

• Improving the business environment: and access to infrastructure such as working 
premises, telephone, water, and electricity, which are commonly cited as the 
immediate obstacles for small and micro-enterprise businesses. Effective ways 
must be sought to ensure that small enterprises benefit from the services of formal 
commercial banks, specialized banks and micro-finance institutions. 

 
Public work programs involving infrastructure development have an enormous anti-
poverty impact, not only as an ‘employment-based safety net’ but also as contributors 
to sustainable growth and, hence, poverty reduction. In Ethiopia, public works are 
implemented in the form of food-for-work (FFW), cash-for-work (CFW) programs or 
employment generation schemes (EGS) in which case resources, either in the form of 
food grain or cash, are given to the vulnerable groups of the population.  
 
Two types of infrastructure programs can be distinguished in Ethiopia, namely, those 
that provide safety nets and those based on labor-based approaches, as opposed to 
capital-intensive infrastructure development. EGS have been designed and 
implemented not to alleviate poverty per se but as a short-term policy response to 
emergency situations. With no adequate planning and community participation in the 
programs, terraces, feeder roads, tree planting, etc. built through EGS have not helped 
change the lives of drought- prone areas. This type of infrastructure is also of poor 
quality. This is clearly demonstrated by lack of improvement in the living conditions 
of people who have been participating in EGS for last two or three decades.  
 
If properly designed and implemented and with full participation of the beneficiaries, 
the recently introduced Productive Safety Net Program (PSNP) of the Government 
has the potential to effectively link relief with development activities and ultimately 
enable participants to exit the cycle of dependency on food aid. Five million 
impoverished farmers are to be targeted under government-led PSNP.  The main 
objectives are to provide transfers to food insecure population in away that prevents 
asset depletion at the household level and creates assets at the community level.  
 
Finally, what clearly stands out from this study is that growth as such does not have 
much impact on poverty reduction in the Ethiopian context. The pattern and 
employment content of growth, which substantially differs across sectors, has 
significant implication for poverty reduction since all income classes do not share the 
fruits of growth equally. The absence of the so-called the “trickle down” effect of 
growth calls for an identification growth patterns that are more efficient in terms of 
reducing poverty. Ethiopia requires a more pro-poor growth policies aimed at creating 
productive employment and at the same addressing the main constraints of the 
different sectors where the poor are concentrated. Equally important are the 
appropriate targeting of public expenditure, increased provision of primary education 
and health so the poor can ascend easily from low-productivity and low-return 
activities to higher yielding sectors. But the most important starting point for 
sustainable pro-poor growth in Ethiopia is to put in place an institutional system or 
good governance that allows full participation of the public in policy formulation, 
implementation and monitoring. Greater devolution of power and transparency in 
governance are important from the point of view of mobilizing all available resources 
and unlocking the potential of Ethiopian farmers and entrepreneurs. 
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1. Introduction 
 
1.1. Background 
 
Ethiopia is a poor developing country in “transition” from a centrally-planned to a 
mixed-market economy. It has an agriculture-based economy, dominated by 
smallholder households who produce more than 90 per cent of the agricultural output 
and cultivate more than 90% of the total cropped land. The industrial sector in the 
country is underdeveloped and largely owned by the state.  
 
Although the country has registered a commendable overall macro economic 
performance since the 1990s, the severity of poverty in the country remains 
unchanged. The proportion of people living under the absolute poverty line in 1999/00 
was close to the level five years earlier (1995/96), estimate at 45 per cent (MOFED 
2002). Poverty (on the aggregate) has, at best, not decreased in spite of improved 
economic performances in the 1990s. Moreover, poverty is concentrated in the rural 
areas where basic services are in critical shortage to meet the bare minimum demands. 
All poverty indices (i.e. head count, poverty gap and squared poverty gap) showed no 
significant improvement in rural areas in 1999/00 compared to 1995/96.2  In urban 
areas, both head count and poverty gap indices rather increased while squared poverty 
gap index declined during the period considered.3  
 
Economic growth did not lead to any significant improvement in poverty indices 
because growth was not employment-intensive and growth of employment fell far 
short of the growth of labor force. According to Mulat et al. (2003), employment and 
labor market variables have a significant impact on poverty. The critical question that 
arises from the experience of the 1990s is: since growth was not sufficiently 
employment-intensive and pro-poor, what can be done to achieve that? In order to 
answer this question, it is necessary to analyse the growth patterns and constraints of 
the various sectors that are critical from the point of view of achieving pro-poor 
growth in Ethiopia. Also important is to see how the poor can benefit from growth in 
those sectors. Indeed, from a labor market point of view, it is important to examine 
the labor market characteristics of the poor and identify possible factors that influence 
the ability to move to employment/sectors yielding higher productivity and returns. 
 
1.2. Objectives of the study 
 
Since employment has been identified as one of the critical avenues for poverty 
reduction, it is important to examine the structure of the labor market in order to 
identify the sectors where the poor or vulnerable groups are concentrated or specify 
potential sectors for reducing poverty for leverage intervention. The main objective of 
the study is, therefore, to examine the relationship between the labour market 

                                                           
2 This decline in poverty is not consistent with the performance of the agricultural sector, however. It is 
important to recall that real agricultural output increased by only 1.9% per annum between 1995/96 and 
1999/00, compared to the increase of the rural population by about 3% per annum. This apparent 
decline in per capita output growth is also reflected in the decline of per capita rural income (Mulat et 
al., 2003).    
3 It should be noted, however, that the changes in all poverty indices are not statistically significant 
(even at 10 per cent). 
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conditions, growth, and poverty in the Ethiopian context. Subsumed in the main 
objective are the following specific objectives, which need to: 
 

• Assess the structure, performance, problems and constraints of the  macro 
economy; 

• Characterize the labor market situation; 
• Investigate poverty mobility and quantify the incidence of poverty by 

occupation; 
• Quantify the determinants of sectoral growth, productivity and investment; 
• Analyze the determinants of non-farm activities, productivity and returns in 

rural areas; 
• Look into the role of incentives for growth and poverty reduction; 
• Examine the potential for employment creation through the adoption of labor 

approaches in infrastructure; and 
• Suggest some policy recommendations based on the findings of the study. 

 
1.3. Methodology and data sources 
 
Both descriptive and econometric techniques have been used to address the 
aforementioned objectives. Moreover, employment and growth decomposition 
techniques have also been employed. The specific method used in the study is 
indicated in each section. 
 
The data for this study have come from various sources including National Income 
Account Statistics, Rural and Urban Household Surveys conducted by the Department 
of Economics of Addis Ababa University, Household Income, Consumption, and 
Expenditure Surveys (1995/96 and 1999/00), Welfare Monitoring Survey (1999/00), 
National Labor Force Survey (1999), Industrial Establishment Surveys (for various 
years including 2003), Urban Informal Surveys, Agricultural Census (2003), and 
Population Censuses.   
  
1.4. Organization of the study 
 
The study is organized in nine sections. Section 2 provides an overview of the macro-
economy and major structural problems in Ethiopia. Section 3 presents the labor 
market and poverty. Section 4 is on growth, productivity and returns in Agriculture.  
Section 5 deals with diversification of rural livelihoods. Small and Micro Enterprise 
and growth of labor-intensive manufacturing activities are presented in Sections 6 and 
7, respectively. Section 8 discusses employment through labor-based approaches in 
infrastructure.  Finally, conclusions and recommendations are discussed in Section 9. 
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2. An Overview of the Macro-Economy and Major Structural Problems 
 

2.1. An overview of the economy 
 
The tempo of economic growth over the last three decades was unsatisfactory. Real 
GDP has been growing at a rate of 2.60 per cent during 1960-2002. On the other hand, 
population had been growing, on average, by 2.71 per cent during the same period, 
implying a 0.11 per cent annual decline in the growth rate of per capita income. 
Looking at the sectoral growth rates, one can observe a larger share of the growth of 
real GDP has come from the industrial and services sectors than from agriculture. 
Indeed, agricultural GDP, industrial GDP, and service GDP grew on average by 1.35 
per cent, 3.35 per cent, and 4.70 per cent per annum, respectively, during the period 
1960-2002. 
 
It can be argued that prevailing government economic policies mattered for the 
growth process. The period 1960-1974, representing the Imperial era, witnessed 
liberal type of economic policy under the traditional system of public administration, 
while the period 1975-1991 was marked by a planned economic system in which there 
was extensive government intervention in all spheres of economic activities. The third 
regime, 1992-2002, is a period of more liberal economic system similar to that of the 
first regime. The performance of the economy was the worst during the reign of the 
second regime when real GDP registered an average growth rate of 1.84% per annum.  
All sectors, especially agriculture, performed very badly during this period (Table 
2.1).  On other hand, the performance of the economy has shown improvement in the 
1990s: real GDP grew on average by about 4.18 per cent.  However, the performance 
of agriculture was very poor in this regime too: it recorded an average growth rate of 
1.53 per cent. Indeed, the performance of agriculture in the first regime was better 
than the latter two regimes (Table 2.1). Agricultural growth was less constrained by 
degradation and drought under the Imperial regime. 
 
The agricultural sector, which accounted for a lion’s share of the national economy 
made little contribution to the growth of the economy. Decomposing the growth of the 
economy into different sectors showed that agriculture contributed only 0.78 per cent 
of the growth of the national economy while industry and services contributed 0.35 
per cent and 1.50 per cent, respectively, during the period 1960-2002. The growth of 
the overall economy was largely attributed to the growth of the services sector.4 
Nonetheless, the growth in the services sector was attributed to expansion in 
                                                           
4 The contribution of each sector to the national economy can be determined using the simple total 
factor productivity accounting technique. Let Y denotes real GDP; YA YI and YS refer, respectively, to 
agricultural GDP, Industrial GDP and Service GDP. From the national income accounts, 

SIA YYYY ++=  
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The above specification can be reduced to 

SSIIAA SrSrSrg ++= , where g is the growth rate of real GDP; rA, rI and rS refer, respectively,  to 
the growth rates of agriculture, industry and services. Similarly, SA, SI and SS are the shares of 
agriculture, industry and services, respectively.  
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administration and defense expenditures.  It had little to do with expansion of 
education and health services, which are crucial to improve the stock of human 
capital, and improvement in trade, transport and communications services (believed to 
widen markets) (Zerihun 2003). 
 
Figure 2.1 shows the variability of annual growth rates of sectoral outputs. The 
growth rates of industry and services have been volatile, although the extent of 
fluctuations is lower than agriculture. The volatility of the different sectors is 
explained by the complex interactions of different factors such as war, drought, 
mismanagement and policy failures. 
 
A look at the pattern of growth rates by regime reveals that the growth rate of 
agriculture was relatively stable during the imperial era (1961-1973), while other 
sectors were volatile.  On the other hand, the growth rates of all sectors were highly 
unstable during the period covering 1973-1991 and 1992-2002 when (Table 2.1). 
 

Table 2.1: Growth Patterns, 1960-2002 (in per cent) 
Average 

Sector/Year  
1960-1973 

 
1974-1991 1992-2002 1960-2002 

Real GDP at constant 
factor cost 3.71 1.84 4.18 2.60 
Agriculture 2.10 0.70 1.53 1.35 
Industry 7.04 2.81 7.74 3.35 
Services 7.33 3.44 6.97 4.70 

Source: Own computation from EEA/EEPRI database. 
 

Figure 2.1: Trends in Sectoral GDP Growth Rates 
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2.2. Recent policy changes and directions 
 
In 1974, the Imperial government was violently overthrown by a group of military 
officers known as the Derg. The Derg replaced the liberal economic policies of the 
Imperial era with a centralized socialist economic system that discouraged market 
economy and private property.  The land reform proclamation of 1975 nationalized all 
land, abolished landlordism, and tenancy and redistributed land to peasants in 
proportion to household size.  This proclamation gave provision for the establishment 
of peasant associations and service cooperatives, and subsequent formation of state 
farms, and marketing parastatals.5   Moreover, all medium and large private 
enterprises were also nationalized. Farmers in some high potential areas were forced 
to join collective farms, similar to those of the former Soviet Union and other 
communist countries. 
 
With regard to trade, prohibitive tariffs, extensive quotas, and complicated licensing 
procedures heavily limited foreign trade as well as domestic trade.  Small farmers 
were forced to join cooperatives and deliver grain to a government-marketing agency 
known as the Agricultural Marketing Corporation (AMC). These policies generated 
disastrous economic outcomes that, combined with brutal political repression, led to 
civil conflicts. The conflicts brought the downfall of the Derg and the Ethiopian 
People's Revolutionary Democratic Front (EPRDF) assumed power in 1991. 
 
The EPRDF government has focused on reorienting the economy through market 
reforms and privatization since 1992. The reform measures taken so far by the 
government include reduction of tariffs, removal of import quota, simplifying 
licensing procedures, and devaluation of the local currency. Compulsory grain 
delivery quota and cooperative membership were discontinued and small farmers 
were allowed to cultivate for themselves.6 With the objective of revitalizing the 
economy, the government adopted an Agricultural Development-led Industrialization 
(ADLI) strategy as a central plank of its development program, with a focus on the 
productivity growth of small farm households and labor-intensive industrialization. It 
has been argued that the strategy could address the serious challenges that the country 
is facing, such as poverty and food insecurity, by efficiently utilizing relatively 
abundant resources (i.e. labor and land). This strategy aims at improving the 
production and productivity of smallholder agriculture through generation, adoption 
and diffusion of new farm technologies in the form of improved inputs and farming 
methods. With the objective of mobilizing small farmers and disseminating better 

                                                           
5 Villagization (planned relocation of people) and forceful resettlement programs were also initiated to 
support the establishment of large-scale commercial farms. 
6  With regard to land, however, the Federal Government has chosen to uphold the land policy of the 
former socialist government on the ground that private freehold system would lead to sales of land and 
result in massive displacement of peasants in times of drought or shocks. Government’s position in this 
regard is clearly articulated in the 1995 constitution which says  ‘…  the right to ownership of rural and 
urban land, as well as of all natural resources is exclusively vested in the state and the peoples of 
Ethiopia (EPRDF, 1995:98).  Land is common property of the nations, nationalities and Peoples of 
Ethiopia and shall not be subject to sale or to other means of transfer’.  With the intention of securing 
tenure security, attempts have been made to introduce land certification.  For instance, some regions 
(e.g. Tigray) have recently introduced land titles to prove more security and encourage investment. 
However, a study in Tigray reported that land certification, although a positive initiative, cannot 
address issues of insecurity, ownership and transfer of land (Atakilte 2003).   
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farming practices, a new extension system known as the Participatory Demonstration 
and Extension Training System (PADETS) has been put in place.  
 
Following a series of consultation processes with the farming community, the private 
sector, NGOs, donors, and civil societies, the government has prepared a Sustainable 
Development and Poverty Reduction Strategy Program (SDPRP). The strategy calls 
for empowering local community and demand-driven approach to technology 
generation and dissemination. The Government has also committed itself to the 
devolution of power to woredas (districts) and kebeles (villages) facilitating the direct 
participation of the people in growth and poverty reduction endeavors.  
 
A consultative process has also been undertaken to establish a partnership between the 
Government and its development partners. A high-level workshop was organized by 
the Government (on 11-12 June, 2003) in a bid to form the new “Coalition for Food 
Security”. The Coalition aims at attaining food security for five million chronically 
food insecure people, while, at the same time, improving and sustaining the overall 
food security of an additional ten million people within a period of five years.  
 
Although the consultation processes and Coalition signals a major departure from past 
traditions and practices, the same top-down approach intervention has continued with 
little effective participation of the actual stakeholders—the farming community. In the 
absence of grassroots organizations representing the interest of farmers and weak civil 
society, the task of designing and implementing agricultural policies is left to the sole 
monopoly of the government. The Federal Food Security Steering Committee (FSSC), 
chaired by the Deputy Prime Minister, formulates policies and strategies while the 
Regional Food Security Coordination Offices serve as focal points for the overall 
coordination activities in the regions.  
 
All food security activities at woreda (district) level are discussed by the Woreda 
Development Committee, consisting of representatives of all sector offices of the 
Government. A Woreda Food Security Desk oversees the practical implications of the 
various elements of the program, provides guidance to each sector involved in the 
woreda, and coordinates priorities and capacity building efforts, in close liaison with 
regional actors. This is hardly a reflection of inclusive institutions and effective 
ownership of the program by the real stakeholders (the farming community, local 
traders, etc.) does not exist. The absence of independent grassroots organizations (e.g. 
association of producers, farmers’ unions, etc.) is perhaps the biggest challenge to the 
realization of the decentralization objective.  
 
Both the SDPRP and the New Coalition for Food Security attach great importance to 
the role of resettlement projects. Intra-regional voluntary settlement in sparsely 
populated and under-utilized areas is considered as the main instrument of attaining 
food security. The program is envisaged to involve 440,000 heads of households 
(totaling 2.2 million people including their families) in four regions (Amhara, 
Oromiya, Southern Nations, Nationalities and Peoples (SNNP) and Tigray).  
Preliminary study puts serious doubt on Government claim of the presence of 
abundant and unoccupied land suitable for cultivation even in regions with more 
favorable weather condition and fertile land such as Oromiya and SNNP (Alemneh 
2003).  Governments in Ethiopia resort to resettlement following their failure to 
develop the non-agricultural sector (to absorb the surplus rural labor) and promote 
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intensification on the farm (to increase the absorptive capacity and productivity of the 
land). 
 
3. The Labor Market and Poverty 
 
The basic purpose of this section is to provide a picture of the labor market 
characteristics in the Ethiopian economy.  In doing so, an attempt will be made to 
discuss the current and projected population and labor force growth with the objective 
of showing the employment challenge in terms of the number of new entrants to the 
labor force each year. The starting point of this will be a description of the labor force 
structure by categories of employment (e.g., employers, self-employment, casual 
wage employment, regular wage employment, unpaid workers, etc.). The incidence of 
poverty in each of these categories will be quantified. Differences in earnings (and 
wages, where relevant) between the poor and the non-poor in each category of 
employment will be examined. In order to identify the constraints faced by the poor in 
moving to higher productivity employment, the characteristics of the poor as well as 
the non-poor (in terms of education, skills, ownership of assets, etc.) will be 
examined. In addition, the impact of location as well as HIV/AIDS will be analyzed. 
 
3.1. Population growth, labor force and employment  
 
The population of Ethiopia more than doubled since 1970, increasing from 27.5 
million in 1980 to 71.1 million 2004.  The growth rate has accelerated from 2.2% in 
the 1960s and 2.4% in the 1970s and to a peak of 3.0% in the 1980s. In the 1990s, the 
growth rate declined slightly, to 2.8%. It is projected that the rate will only decline to 
2.6% by 2010 and 1.9% in 2030. The total population of the country is projected to 
reach 129.1 million by the year 2030. Sustained high rates of population growth have 
produced a very steep population pyramid, in which people between the ages of 0-14 
years constitute a very large share of the total population.  Table 3.1 indicates that the 
share of population aged 0-14 years was 48.2% in 1984 and 34.7% in 2004.  
 

Table 3.1: Population of Ethiopia 

Year 
Population 
(in ‘000) 

Growth 
Rate (in %) 

Population  
aged <15 Years

Old Age 
Population 

Child Dependency 
Ratio 

1984 40066 3.00 19311.96 2081.96 1.02 
1994 53087 2.81 24101.50 2162.18 0.90 
2004 71066 2.65 24641.42 2245.48 0.56 
2010 83483 2.62 35555.00 2332.00 0.78 
2030 129059 1.85 42863.00 4836.00 0.53 
Source: CSA, 1984 and 1994 and NOP, 2000. 
 
One of the effects of rapid population growth is to increase the size of the labor force. 
The labor force of the country is projected to increase from 44.2 million in 2004 to 
81.9 million in 2030, entailing an average annual growth rate of 2.4%.  In terms of 
absolute numbers, this suggests an addition of about two million people to the labor 
force annually. The big challenge is how the economy, given its dismal performance 
in providing employment opportunities for the current workforce, can generate a 
minimum of two million jobs every year to maintain a stable labor market structure. 
On average, the total labor force increased by 3.8% per annum between 1984 and1999 
with significant variations between urban and rural areas (Table 3.2). 
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Table 3.2: Urban and Rural Labor Force 
Labor Force (‘000’) 

Urban Rural Total 
 
 

Year Male Female Male Female Male Female 
1984 881 569 7,701 5,592 8,582 6,161 
1994 1,625 1,133 13,402 10,344 15,026 11,477 
1999 1,708 1,573 12,545 9,967 14,253 11,540 
Source: CSA, 1984, 1994 and 1999. 

 
With regard to the number of employed population, the number increased from 14.6 
million in 1984 to 25.3 million in 1999, growing at an average rate of 3.7% per year. 
The growth of employment in urban areas, estimated at 5.2% per year, exceeded that 
of rural areas by 3.6% per year. 
 
Like many developing economies, the informal sector has been the most important 
source of employment for the growing population in Ethiopia. According to the 1999 
Labor Force Survey, employment in the urban informal sector has been estimated at 
1.2 million against 1.1 million in the urban formal sector, indicating that half of the 
urban workers are employed in the informal sector.7  The proportion of the informal 
employment would have been much higher had persons working in subsistence 
agriculture and those who work in private households as housemaids and guards been 
included in this classification. The number of people working in the informal sector 
has been increasing over time, confirming the growing importance of the sector in 
terms of absorbing employment and serving as a source of income generation for the 
vast majority of workers in the country. 
 
Table: 3.3:  Employment Contribution of the Urban Informal Sector (%), 1999 
Sex Formal Informal Not-identified Not-stated 
Male 68.1 42.3 64.7 63.1 
Female 31.9 57.7 35.3 36.9 
Total 100 100 100 100 
Source: CSA, 1999. 
 
3.2. Unemployment and underemployment 
 
In Ethiopia, the number of unemployed people increased from 169,621 in 1984 to 
770,844 in 1994, representing an average annual growth rate of 2.91% per year (equal 
to the population growth rate). Widespread unemployment was observed during the 
early 1990s. The 1999 National Labor Force Survey shows that the number of the 

                                                           
7 The 1999 National Labor Force Survey by CSA considers people working in the government 
institutions, non-governmental organization employees, and members of producers’ cooperatives as 
being working in the formal sector and considered as formal employees. On the other hand, other 
employed workers whose employment status were employer, private organization employee, self-
employed, and apprentice were categorized as formal, informal or not-identified based on whether the 
enterprise they are employed keep book of accounts, has ten or more workers, and has business license 
(CSA, 1999:147). Accordingly, if an enterprise doesn’t keep records, has less than ten workers and has 
no license, then that enterprise is considered as “informal”.  
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unemployed population increased to 2.2 million in 1999, with unemployment rate of 
8.0%, substantially higher than the rate registered in the 1980s and early 1990s. In 
terms of age composition, unemployment is essentially a youth phenomenon where it 
accounted for about 42.9% of the total unemployed.   
 
A look at the distribution of unemployed population by educational status shows that 
illiterate people accounted for a larger share of the unemployed population, about 
29.1% in 1984 and 22.6% in 1994. The striking result is that the relative share of 
unemployed who have attained/completed higher grades (especially grade 12) 
increased, from 20% in 1984 to 28.3% in 1994, while the share of illiterate declined 
during the two census periods, indicating that unemployment has started to creep up 
the education ladder.  The 1999 Labor Force Survey also confirmed this fact, i.e. the 
highest unemployment rate was recorded in groups that have completed Grade 12 and 
attended Grades 9-11 (Table 3.4).  
 

Table 3.4: Distribution of Current Unemployment Rate by Education, 
1999 (%) 

Educational level Total Male Female  
Illiterate 73.5 63.5 86.5  
Non Formal 4.5 7.0 1.2  
Grades 1-6 15.1 20.6 7.9  
Grades 7-8 2.9 3.7 1.8  
Grades 9-11 1.4 1.9 0.8  
Grade 12 
completed 1.6 1.9 1.1  
Beyond Grade 12 1.1 1.4 0.7  
Total 100 100 100   

Source: CSA, 1999. 

 
As for the rural-urban distribution, the proportion of unemployed people has remained 
high in urban than in rural areas.  Urban unemployment rate increased from 7.9 in 
1984 to 22 in 1994, while the corresponding figures for the rural areas were 0.42 and 
0.69 respectively.  Rural areas absorb the labor supply through progressive 
subdivision of family holdings, also known as the “sponge effect”.  
 

Table 3.5:  Unemployment in Urban and Rural Ethiopia 
1984 1994 1999 

Description Total Male Female Total Male Female Total Male Female 
Unemployed 
population 169,621 83,088 86,533 770,844 415,717 355,127 2,171,735 638,112 1,533,623
Unemployed popn 
(% share)  49.0 51.0  53.9 46.1  29.4 70.6 
Unemployment 
Rate (%) 1.15 0.97 1.40 2.91 2.77 3.09 8.0 4.3 12.5 
Source: CSA, 1984, 1994 and 1999. 
 
The available evidence indicates that hidden unemployment or underemployment has 
become a serious problem in the country. One indicator of underemployment is the 
percentage of workers, among those classified as workers or employed, who had 
sought or were available or searching for additional work on some days of the year. 
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Nearly half of the employed workers were available for working additional hours and 
underemployment is more rampant in urban (55.0) than rural (43.6) areas. This is a 
clear evidence of self-perceived underemployment and if this group of people is 
included in the unemployed category, then the number of unemployed people will 
increase substantially.  
 
The Labor Force Survey reports that the mean number of hours worked was about 
23.3 per week in the country, and the figures for urban and rural areas were 35.6 and 
21.8 hours, respectively, in 1999 (Table 3.6).8 Other sources have also confirmed that 
the majority of workers in urban areas work relatively longer hours (40-48 hours per 
week) than workers in rural areas (about 13-21 hours per week) (e.g. CSA 1999).9  
Overall, the mean number of hours worked by the employed population is low, 
reflecting under-utilization of the employed labor force. 
 

Table 3.6: Mean Hours Worked and Percent of Employed Population 
Available or Seeking to Work Extra Hours, 1999 

 Total Urban Rural 
    
Male 27.1 38.0 25.8 
Female 18.4 32.7 16.5 
Total 23.3 35.6 21.8 

 Available or Seeking to Work Additional Hours 
Male 49.0 55.3 48.3 
Female 38.8 49.2 37.4 
Total 44.6 55.0 43.6  

Source: CSA, 1999. 

3.3. Incidence of poverty by major occupation 
 
The Central Statistical Authority (CSA) has conducted household income, 
consumption and expenditure survey and Welfare Monitoring survey in 1999 with the 
objective of assessing household living standards. Such initiative is of a recent 
phenomenon, as only two household budget and welfare surveys have been conducted 
so far in the country: 1995 and 1999.  The sample size and coverage has greatly 
improved in the 1999 survey. Although the data is rich in terms of containing essential 
aspects household characteristics, consumption pattern, employment status, sector of 
employment, health, access to basic infrastructure, etc., it is a two point cross-
sectional data and hence difficult to assess the dynamics of poverty and employment 
mobility. For this reason, the 1999 household budget and welfare monitoring surveys 
have been used to examine the key attributes of the poor in the Ethiopian context.   
 

3.3.1. Employment and incidence of poverty  
 
Of the 14,286 rural households, 10,623 households were living on adult equivalent 
real consumption per capita of Birr 300 and above and the subsequent analysis on 
                                                           
8 Mean hours of worked has been computed based on the number of hours worked in the last seven 
days. 
9 It should be noted that there is substantial seasonal variation in the number of hours worked in the 
rural areas. The reported figure may be understated since the survey was conducted during slack 
periods (i.e. during the month of March) in which peasants remain relatively idle.    
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incidence of rural poverty for the year 1999 is based on these households.  Similarly, 
out of the 8,431 urban households, where consumption information is available, 7,722 
households were living on adult equivalent real consumption per capita of Birr 300 
over the same period.  As expected, the proportion of the poor is higher in rural areas 
than urban centers in 1999: about 86.4% and 59.4% of households were poor in rural 
and urban areas of the country, respectively.   
 
Figure 3.1 reveals that about 82.3% of the sample population was engaged in the 
private formal sector [mainly farming activity] followed by informal employment 
(about 6.3%) in rural areas in 1999. There is very limited diversification of income 
sources in rural areas. The picture in urban areas is quite different as a large 
proportion (about 37.3%) of the population were engaged in the private informal 
sector followed by employment in the public sector, private formal and self-employed 
informal in that order (Figure 3.2). The dominance of informal employment in the 
urban areas confirms the fact that this sector is increasingly serving as a refugee 
sector, absorbing a larger part of the growing population but at the cost of low labor 
productivity.  
 
One of the household characteristics that determine the level of poverty is occupation 
of household heads. As shown in Table 3.7, about 88.2% and 90.7% of rural 
households, whose major occupation was private formal sector and unpaid family, 
i.e., farm activities, were living on adult equivalent real consumption per capita below 
the poverty line10. Only 11.9% and 9.3% were living on real consumption per capita 
above the poverty line (non-poor). In urban areas, a large proportion of the poor are 
concentrated in the informal private sector and unpaid family activities (Table 3.7). 
The majority of the poor in the country are engaged in low productivity and low-
return activities such as agriculture and urban informal sector.   
 

Table 3.7: Distribution of Poverty by Major Occupation/Activity of Household 
Head for Rural and Urban Areas in 1999 (%) 

Poverty Status 
Rural  Urban 

Employment status Poor Non-poor Poor Non-poor 
Employer 88.10 11.90 33.8 66.2 
Employed in private or formal sector 88.20 11.80 62.9 37.1 
Employed private informal sector 83.30 16.70 70.9 29.1 
Self-employed formal 84.60 15.40 59.6 40.4 
Self-employed informal 83.30 16.70 69.1 30.9 
Employed in public sector 50.30 49.70 44.1 55.9 
Employed in NGOs 74.30 25.70 53.4 46.6 
Employed by households 71.40 28.60 56.6 43.4 
Unpaid family worker 90.70 9.30 71.4 28.6 
Others 80.00 20.00 67.6 32.4 
Total 86.40 13.60 59.4 40.6 
Source: CSA, Household Income, consumption and expenditure and Welfare Monitoring Surveys, 
1999 
 

 
 

                                                           
10 The national poverty line is Birr 1075 per adult per annum. 
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Figure 3.1: Employment in rural areas (1999) 
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Figure 3.2: Employment in urban areas (1999) 
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Source: Same as Table 3.7 
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About 76.1% of the households were male-headed and 23.9% female-headed in rural 
areas 1999/00. The proportion of female-headed households is relatively larger in 
urban than in rural areas over the same period, however. In urban centers, for 
example, about 60.3% were male-headed while 39.7% were female-headed. The 
distribution of poverty status by gender of household head shows that about 87.9% of 
the male-headed families are poor compared to 81.9% among female-headed 
households. It appears that the incidence of poverty is relatively lower among female 
than male-headed households in rural areas. This result is also consistent with other 
empirical evidences in the country (Mulat et al, 2003; MOFED, 2002). However, in 
urban areas, the incidence of poverty is higher for households headed by females than 
males. One possible but plausible explanation is that female households in rural areas 
often have access to resources such land to survive while those with no land often 
migrate to urban areas to work in the informal sector. For example, of the total rural 
female households, about 95.4% have their own land in 1999.  Over the same period, 
about 62% of female households owned cattle. 
 

Table 3.8: Distribution of Poverty by Sex of Household Heads for Rural and 
Urban Areas in 1999 

Poverty Status 
Rural Urban 

Gender Poor Non-poor Poor Non-poor 
Male 87.9 12.1 57.40 42.60 
Female 81.9 18.1 62.40 37.60 
Total 86.4 14.6 59.40 40.60 
Source: Same as Table 3.7 
 
With regard to distribution of poverty status by age of household head, the level of 
poverty generally increased with age in both rural and urban areas (Table 3.9). In the 
absence of social security (except those employed in the public sector and a few 
private enterprises), poverty is likely to increase with age.  
 
Table 3.9: Distribution of Poverty Status by Age of Household Heads for Rural 

and Urban Areas in 1999 (%) 
Poverty Status 

Rural  Urban 
Age Poor Non-poor Poor Non-poor 
Below 18 years 79.40 23.90 58.50 39.80 
18-29 years 79.50 20.40 42.80 57.80 
30-44 years 88.10 11.20 56.00 41.40 
45-64 years 90.20 10.30 69.60 29.90 
65 years and above 82.90 17.10 69.10 30.90 
Total 86.40 13.60 59.40 40.60 
Source: Same as Table 3.7 
 
It has been argued that education is one of the major determinants of poverty status of 
households. About 87.4% of the poor households in rural areas were headed by 
household heads that could not read and write, compared to 83.4% among literates. 
The corresponding proportions of poor were 74.8 (illiterate) and 50.5% (literate) in 
urban areas (Table 3.10). The impact of education in rural areas is more visible when 
the households are grouped into various educational levels. Figure 3.3 shows that the 
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proportion of poor in rural areas declines rapidly with an increase in educational 
attainment of household heads.11  
 

Table 3.10: Can the household head read and write? 
Poverty Status 

Rural  Urban 
Response Poor Non-poor Poor Non-poor 

Yes 83.40 16.60 50.50 49.50 
No 87.40 12.60 74.80 25.20 
Total 86.40 14.60 59.40 40.60 
Source: Same as Table 3.7 
 

Figure 3.3: Educational level and poverty in rural areas 
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Source: Same as Table 3.7 
 
An attempt has also been made to examine asset ownership of poor households in 
rural and urban areas. For instance, a large proportion of the rural poor keep farm 
animals. Table 3.11 indicates that about 78% of poor households owned cattle in rural 
areas, compared to 15% in urban areas. Ownership of animals by itself does not help 
unless the animals are used to generate income. It is also important to note that more 
than three-fourth of the poor in rural areas don’t have radio, while a significant 
proportion of the poor households have radios in urban areas. 
 

Table 3.11: Asset Possession of the poor 
Response (%) 

Rural    Urban  Asset Possession 
Yes No Yes No 

Cattle 78.2 21.8 15.10 84.90 
Sheep/Goat 45.7 54.3 11.10 88.90 
Chicken/Poultry 51.8 48.2 22.20 77.80 
Radio 11.7 88.3 60.40 39.60 

Source: Same as Table 3.7 
 
                                                           
11 Lack of information on educational level of household heads in 1994/95 confined the analysis to the 
case of the 1999/00 only. 
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Only about 14.7% of the rural poor live within one kilometer from the nearest food 
market, compared to 69% in urban areas (Table 3.12).  The majority of the rural poor 
(56%) have to travel some over six kilometers to reach the nearest food market. Lack 
of access to road is bound to reinforce subsistence production in rural areas.   
 

Table 3.12: Distance to the nearest food market (in km) for poor 
Distance in km Rural Urban 

Less than or equal to one km (<=1) 14.7 69 
Between 2-5kms 29.2 28.2 
Between 6-9kms 27.8 2.5 

Between 10-15kms 17.6 0 
>=16kms 10.6 0.2 

Total 100 100 
Source: Same as Table 3.7 
 
Table 3.13 depicts the proportion of poor households and basic social infrastructure. 
About 43% of the rural poor live more than two kilometers away from primary 
schools and the situation is worse with regard to secondary schools where more than 
half of the rural poor live more than 16 kilometers away from it. In other words, close 
to 60% of the rural poor had to travel a minimum of 16 kilometers to access 
secondary school in 1999. With regard to health facilities, close to 30% of the rural 
poor are 6-9kilometers away from the nearest health services. The situation is much 
better in urban areas: about 81% and 48% of the urban poor have to travel less one-
kilometer to reach the nearest primary school and secondary school, respectively.    
 
A similar trend has been observed with respect to access to roads. About 29% of the 
rural poor live more than 16 kilometers away from all weather roads and 19% from 
dry weather roads (Table 3.14).  The rural poor don’t have access to basic economic 
and social infrastructure and this tends to exacerbate their poverty situation.  
 

Table 3.13: Distance to the nearest school and health center, km    
  Primary School   Secondary School       Health Center 
Distance in km Rural Urban Rural Urban Rural Urban 
Less than or equal to one 

km (<=1km) 29.00 80.50 2.00 46.70 10.30 64.30 
Between 2-5kms 42.50 18.60 7.70 45.70 26.90 32.60 
Between 6-9kms 19.90 0.60 14.10 5.40 29.50 2.40 

Between 10-15kms 5.80 0.10 18.10 0.40 18.90 0.30 
>=16kms 2.80 0.20 58.20 1.80 14.40 0.40 

Total 10 100 100 100 100 100 
Source: Same as Table 3.7 
 

Table 3.14: Distance to the nearest weather road, km   
  All weather road   Dry weather road 

Distance in km Rural Urban Rural Urban 
Less than or equal to one km (<=1) 22.00 94.70 30.60 90.10 

Between 2-5kms 19.20 4.60 22.80 4.60 
Between 6-9kms 17.00 0.50 15.40 0.50 

Between 10-15kms 13.00 0.10 12.30 0.30 
>=16kms 28.80 0.10 18.90 4.50 

Total 100 100 100 100 
Source: Same as Table 3.7 



 
 

 16

3.4. Outstanding issues and implications for an employment strategy 

3.4.1. Quality of education 
 
Human capital is extremely low in Ethiopia due to adverse synergies between poor 
education, health and nutrition status.  One of the major problems of the education 
system in the 1980s was that it did not help students improve their cognitive skills and 
motivate them for success. This is due to the fact that education was theory-oriented 
without due emphasis to vocational and technical trainings. The amount of resources 
allocated to books and other materials was very small. The number of students per 
teacher and class increased significantly. The teaching profession was not attractive 
salary wise. Only those people who could not find employment in other fields joined 
the teaching profession.  As a result the quality of teachers suffered a lot. In addition, 
the curricula at various levels were not relevant to the objective realities of Ethiopia 
(MOE 2002). 
 
Since 1994, a new Education and Training Policy has been adopted taking into 
consideration the limitations of the previous educational system. The education policy 
emphasized development of the physical and mental potential and problem-solving 
capacity of individuals by expanding and providing basic education to all.  
 
The 1994 education policy document stipulates that one of the strategies of the 
education policy is the promotion of vocational and technical education and training. 
The aim has been to establish a vocational/technical training system with appropriate 
linkage to the academic system. The realization of universal primary education for all 
by the year 2015 was indicated in the First Five-Year Education Sector Development 
Program (1997/98 to 2001/02), ESDP I. The government has also developed the 
Second-Five-Year Education Program (2000/2001 to 2004/2005), ESDP II. Technical 
and Vocational Education and Training (TVET) has been given special emphasis and 
an extensive program aimed at restructuring the technical and vocational education 
and training was launched in 2000. Training curricula have been developed for many 
trades in modular form for 10+1, 10+2 and 10+3 level. 
 
The number of schools, colleges, and universities expanded during the late 1990s. 
Enrolment ratio has also increased substantially. However, such rapid expansion was 
achieved at the cost of quality. For instance, the number of secondary schools has 
shown an average growth rate of 3.8 percent per annum, but growth in the number of 
secondary school teachers failed to match the growth in the number of schools and 
students during the period 1995/96-1999/2000. At primary level (i.e. Grade 1-8), pupil 
to teacher ratio (PTR) increased from 37 in 1995/96 to 64 in 2001/02. At secondary 
school level (i.e. Grade 9-12), the ratio increased from 33 in 1995/96 to 54 in 2001/02.  
Pupil to section ratio increased from 63 in 1995/96 to 75 1999/2000. The evidence 
indicates that existing services or facilities are inadequate for the increasing number 
of students, implying deterioration in the quality of education at all levels. The quality 
of teachers in terms of training and motivation is also low and in-service programs are 
inadequate. For instance, shortage of qualified teachers has been a major constraint 
throughout the TVET schools: of the 2,214 teachers in government and non-
government TVET teachers in 2001/02, 1,720 (77.7 percent) have only Diplomas 
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(Grade 12+2 years college education) or less level of qualification (Mulat and 
Tsegabrehan 2003).12 
 
There are also several other limitations related to development of standards for TVET 
educational facilities, a system for certification and accreditation of institutions, 
assessment of additional trades to be included in the curriculum, evaluation of existing 
training programs, training of sufficient number of qualified TVET teachers to meet 
the demand, and development of a legal framework to manage the operations of 
government and non-government TVET institutions. The Ministry of Education has 
adopted standards and general guidelines for primary teacher education.  However, 
actual practices are not in conformity with set guidelines and standards and fail to 
address relevant indicators of quality (Adane and Dawit 2001:321). An extensive 
review of primary education in the country reveals that there is dearth of well-trained 
and committed teachers, low level teacher participation in educational planning 
processes, lack of career development for teachers, inadequate participation of 
stakeholders in curriculum development, inadequate teaching facilities, inefficient 
utilization of time and other resources, etc. (Yalokwu 2001). The poor quality of 
education at the primary level has severely constrained education at the secondary and 
tertiary levels and the country has kept on producing poor quality graduates at all 
levels. 

3.4.2. The return to education 
 
Emerging evidences indicate that labor productivity in Ethiopia is twice as low as the 
average for SSA. This state of affairs is due to a number of factors, one of which is 
education (Gaici 2003; Mulat and Tsegabrehan 2003). The Ethiopian labor force is 
highly dominated by illiterate people especially in the agricultural sector.   
 
Mulat et al. (2003) indicated that the male adult literacy has a positive association 
with consumption per capita in rural areas. In urban areas, households with literate 
adult males and females are less prone to fall in poverty than those with illiterate adult 
males and females. It has also been documented that the probability of falling into 
poverty declines if household head or the wife has completed primary education.  
However, the coefficients of both the head and the wife were statistically insignificant 
(at 5%) in rural areas but highly significant (at 1%) in the urban areas. It appeared that 
education, at least the type of education offered now in Ethiopia, has a more important 
positive impact on the welfare of urban rather than rural households (Bigesten et al, 
1999).  Similarly, the probability of an individual entering a non-farming occupation 
as full-time economic activity increases with level of education.  The returns on 
education in these activities can be as high as 18% per year. Hence, education 
determines entry into these jobs and that the return on education is substantial 
(Verwimp, 1996).  
 
The use of modern inputs such as fertilizer was found to be positively influenced by 
education in a number of studies on Ethiopia. For instance, Croppenstedt et al. (1999) 
concluded that farmers who are literate use fertilizer 29 percent more intensively than 
their illiterate counterparts. The intensity of adoption of new innovations also 

                                                           
12 See statistical data of the Educational Management Information Systems (Ministry of Education). 
2002. Educational Statistical Annual Abstract, 2001/02, Addis Ababa, September 2002. 
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increased to 115 for farmers with 4 or more years of formal education, as compared to 
those with less than 4 years of schooling. Tesfaye and Shiferaw (2001) also observed 
that the probability of adopting chemical fertilizer increased by a factor of 1.15 for 
farmers who had above average level of education. 
 
Tassew (2003), based on household survey, found that human capital have both direct 
and indirect effects on household welfare.  Schooling indirectly affects welfare 
through both its effects on increasing the adoption of innovations and through 
enabling farmers to enter into profitable non-farm activities.  In aggregate, an extra 
year of schooling raised household welfare by 8.5%. By investing more in human 
capital, farmers become more willing and more able to adopt technology and 
consequently earn higher income and escape out of poverty.  These pieces of evidence 
do suggest that education is one of the processes by which a society can preserve, 
enrich and transmit the accumulated knowledge, skills and values of its cultural 
heritage and environment in order to foster the well being of the population. 
 

3.4.3. HIV/AIDS and the labor force 
 
Ethiopia, like many other Sub-Sahara African countries, is faced with the critical 
development challenges HIV/AIDS epidemic. HIV/AIDS epidemic has deepened the 
extent of poverty by selectively removing the economically active labor force.  For 
instance, the Ministry of Health estimates that at present more than 3 million people 
are infected with HIV/AIDS and more than 90% of these are in the age group of 15-
49 years. Estimates (UN 1998) indicate that in East Africa, including Ethiopia, more 
than 30% of the population in some urban areas is living with HIV/AIDS.  
 
The available evidence shows that the epidemic is increasingly extending to poverty 
stricken rural areas of Ethiopia (NOP 1999).  The direct costs of the disease often 
exceed a poor household’s annual income in rural Ethiopia. For instance, the average 
treatment costs and funeral expenses have been estimated to be birr 2,494, compared 
to the net farm income which varied between birr 270 and 620 (Bollinger et al., 1994). 
A death of an adult male usually leads to an increase in female-headed households 
and consequently, a decline in farm income.13 HIV/AIDS has increased illness and 
mortality rates, lowering productivity and raising health care costs and continue to be 
a major constraint on sustained growth. 
 
By way of summary, agriculture appears to be providing a safety net for a significant 
proportion of the labor force as well as a buffer against the dramatic fall in living 
standards in the absence of formal job creation. However, the low level of 
productivity (resulting from a very small plots and limited use of modern technology) 
points to the limitations of this coping mechanism for long-term poverty reduction. 
 

                                                           
13 Farm households use remittance and off-farm income to purchase assets such as oxen, ploughs, and 
fertilizer, which are used to capitalize farm production (Reardon, Crawford, and Kelly, 1995; Marenya 
et al., 2003). These sources of income are often jeopardized among AIDS-afflicted households, 
particularly those that are asset-poor and vulnerable to begin with (e.g., Mushati et al., 2003; FASAZ 
2003; Yamano and Jayne 2004; Donovan et al., 2003). As a result, afflicted households face a 
multifaceted loss of labor, capital, and knowledge. 
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The results of the labor market point to the existence of multiple labor-related risks 
faced by specific groups. A key finding of this analysis is the extreme vulnerability of 
low-educated people, who face a high risk of being unemployed, and if employed, of 
being low-paid or working in precarious jobs. Other groups facing a high risk of 
exclusion are people with disabilities, individuals living in depressed rural areas and 
the youth. The multiple aspects of vulnerability in the Ethiopian labor market, in 
particular the large overlap between work and poverty, have important implications 
for the design of a comprehensive national poverty reduction strategy. A clear 
understanding of the groups at risks is essential as to better meet the needs of specific 
groups and improve the effectiveness of public policies in terms of reducing poverty. 
It should be noted, however, that a mere shift in sectoral emphasis in terms of 
resource allocation to rural development will not be sufficient if the benefits of 
policies aimed at a specific sector such as agriculture are slanted in favor of upper 
class groups.  Policies will have to be designed that specifically favor the target 
groups in question, i.e. the poor. 
 
 
4. Growth, Productivity and Returns in Agriculture 
 
The purpose of this section is to analyze the prospects and problems of higher growth 
in agriculture that could be of benefit to the poor farming households. After a brief 
account of the description of the sector in terms of its resource base, farm 
management systems, distribution of landholding and major constraints, an attempt is 
made to characterize poor households. This is followed by examination of the 
performance of the sector, pattern of growth, productivity of the sector and the role of 
incentive structures.  Particular emphasis has been given to the small and marginal 
farmers and the wage laborers in terms of their cropping pattern, access to technology, 
credit, and benefit accrued from any positive movements in terms of trade and export 
opportunities for the crops they produce. The trend of wage employment in 
agriculture along with trends in real wage rates of agricultural laborers has also been 
examined. An attempt will also be made to assess the livestock sub-sector, with a 
particular focus on the pastoral regions, as they are extremely vulnerable to drought. 
 
4.1. Resource base 
 

4.1.1. Agricultural resource potentials 
 
(a) Land and climate 
 
Based on altitude, the Ethiopian highlands (above 1,500 meters above sea level) 
represent about 36 of the total land area and hosts more than 85 of the population and 
70 of the livestock population.  The lowlands (below 1,500 meters above sea level) 
account for about 64% of the land area and are characterized by substantial variability 
and unreliability of rainfall both between different years and between different places 
within the same year. 
 
Ethiopian soils are reported to be fertile, but are undergoing severe loss of nutrients 
due to continuous cultivation and erosion.  Red soils, the most productive soils in the 
country, are found distributed throughout the highlands. Nutrients in these soils 
accumulate in the upper horizons where they are readily available for plant growth 
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and, as a result, they have high inherent fertility.  The only drawback of such soils is 
that they lack of phosphorous, particularly the older ones. The erosion-prone central 
and northern highlands have low nitrogen and relatively high phosphorous content. 
Soils in the south and southwestern part of the country have also high nitrogen and 
low phosphorous.  High level of agricultural productivity can be achieved in less 
degraded areas provided measures are taken to compensate for deficient nutrients and 
management practices are improved to protect against erosion (Alemneh 2003). 
 
The climate in Ethiopia varies mainly according to elevation. The lowland areas have 
an average annual temperature of over 27° C and receive less than 450 mm of rain 
annually.  Most of the highland plateaus lie between 1,500 and 2,300 masl (mid-
highland) and have an average temperature of ∼25° C with an annual rainfall ranging 
from 500 to 1,500 mm. Above 2,300 masl is a temperate zone with an average 
temperature of ∼16° C and an annual rainfall between 900 and 1,500 mm. The main 
rainy season occurs between mid-June and September, followed by a dry season that 
may be interrupted in February or March by a short rainy season. But an increasing 
part of the country has been subjected to drought to irregular rains and drought in 
recent years. 
 
The diversity of soil, climate, and elevation allows production of a wide range of 
agricultural commodities. The agricultural sector spans diverse agro ecological zones 
with corresponding diversity in crop production. There are, for instance, 18 major 
agro ecological zones with different physical and biological potentials. Nearly all 
types of tropical and temperate crops can be grown in the highland areas (with altitude 
of ~1500 masl). The climate is ideal to grow various kinds of horticultural crops. 
Coffee and tea are grown in the moist mid-highland areas. With irrigation, lowland 
areas can be used to grow important industrial crops such as cotton and sugar cane. 
The potential to grow citrus fruits is also very high.  Lowland pastures could be 
improved and used for commercial livestock production. But enormous diversity also 
implies developing research and technological capacity to deal with each specific 
situation, which is obviously very expensive.  
 
(b) Water resources 
 
Ethiopia has a substantial amount of water resources, though its distribution and 
occurrences through time and space is erratic. The surface water potential amounts to 
over 110 billion cubic meters per annum. There are 12 major river basins, with the 
Abay (Blue Nile) Basin alone accounting for about 53% of the total annual runoff. 
Ethiopia, known as the ‘water tower’ of north-eastern Africa, has all its major rivers 
(except Awash) leave the country and flow into neighboring countries, thus requiring 
the consent of neighboring states for large-scale water projects. About 90% of the 
annual runoff goes to rivers that flow into the Sudan, Egypt, Somalia and Kenya 
(Admasu 2003). 
 
It has been estimated that less than 1% of the annual surface water is used for 
irrigation. Of the 3.6 million hectares of irrigable land, less than 5% has been utilized 
so far. Irrigation received minimal attention in the country’s development policy 
despite the chronic problem of drought. Water harvesting in the form of micro ponds 
has been made the focus of the recent food security program, but the amount of water 
collected is believed to be too small to have a significant impact on grain production. 
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The country’s potential in small, medium and large-scale irrigation projects has yet to 
be utilized. 
 
(c) Genetic resources 
 
Ethiopia is famous for its rich and diversified flora and fauna. Its flora is estimated at 
over 6,000 species. It is the primary gene center for several of the world’s important 
crops including Arabica coffee, teff, ensete, noug, and the Ethiopian rape. Ethiopia is 
also the main center for sorghum, finger millet, field pea, chickpea, perennial cotton 
and sesame. The unique landscape and climate regimes have made the country a 
veritable island in the eastern Sahel.  Most major plant communities, found north of 
the Equator in Africa, grow in Ethiopia. The natural vegetation is widely used for 
food, fuel, construction, fodder, fiber, medicine, etc.  However, the disappearance of 
the genetic pool and the diversity of known plants and species have been accelerating 
in the past decades due to drought and degradation, hence a concerted effort is 
required to protect this erosion of diversity at farm and community level (Alemneh 
2003).  It is possible to identify crop or any other plant species of economic value that 
would perform very well under marginal and moisture-stress conditions provided 
appropriate research is conducted. 
 
(d) Livestock resources 
 
Ethiopia has one of the largest livestock populations in Africa. Animals are primarily 
part of the mixed subsistence farming system, providing inputs (draught, transport and 
manure) to the cropping system and generating consumables and saleable products 
(meat, milk, manure, eggs, hides and skins).  A high degree of crop-livestock 
integration and production is made possible by the availability of grazing land free of 
trypansomiasis and other major animal diseases in the highlands. The lowlands are 
generally low-rainfall zones where crop production has considerable risk and pastoral-
based livestock production dominates. Pastoralists raise mainly sheep and goats with 
some cattle and/or camel. Sheep farming is practiced in the highland areas with 
altitude of over 3000 masl. Cattle grazing thrive at 1,500 to 3000 m range of altitude. 
However, farmers and pastoralists in Ethiopia rely on unimproved pasture for forage 
and more frequently on crop by-products. Overgrazing is also one of the major factors 
behind the alarming rate of soil degradation in the country. The country, especially 
food insecure districts, could greatly benefit from a comprehensive package aimed at 
limiting the number of animal to the carrying capacity of the land, improved breeds as 
well as improving feed, veterinary and marketing services for the livestock sector. 
 
(e) Human resources 
 
If given the opportunity, the country’s large labor force is believed to be hardworking 
and productive as evidenced in the past architectural wonders of the Axum obelisks, 
the Rock Hewn churches of Lalibella and the Castle of Emperor Fasiladas at Gondar.  
Indeed, many observers over the last half century have identified Ethiopia as one of 
the world’s oldest civilizations and a land of great potential. The first country report 
of the World Bank on Ethiopia in 1950 indicated that Ethiopia has “industrious and 
intelligent” people and believed that “the possibilities for the country’s further 
economic growth are significant” (Easterly 2002). But traditional beliefs and attitudes 
have discouraged savings, encouraged wasteful consumption and tolerated corrupt 
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public administration. The number of holidays observed by refraining from farm work 
is extremely high among followers of the Coptic Church in rural areas. Education and 
an enabling environment are required to transform old cultures and attitudes and make 
the country labor force more productive.  
 

4.1.2. Farm management practices and farming systems 
 
Ethiopia has varied agro-ecological zones and topography, with diversified natural 
vegetations. Ethiopian farmers have developed different types of complex farming 
methods and cropping patterns in response to climatic diversity, highland mixed 
agriculture, lowland mixed agriculture, pastoral complex, and shifting cultivation. But 
agricultural productivity is one of the lowest in the world owing to limited use of 
modern agricultural techniques and traditional farm management practices, besides 
declining soil fertility and recurrent drought. 
 
About 44% of the farming households used ox- or horse-driven plowing methods, 
while 37% used both hoe and ox/horse in 2001/02 (CSA 2003). The use of tractors is 
very limited, only 0.1% (Table 4.1). Although the use of draft animals is more 
widespread in Ethiopia than in any other parts of Africa, agricultural productivity is 
not any better.  
 
Agricultural inputs such as fertilizers, improved seeds and pesticides are not applied 
by majority of farmers. About 39% of the total cropped land area has been fertilized, 
compared to 8.2% for pesticides and 2.8% for improved seeds in 2001/02, indicating 
that the fertilizer has become relatively more important for many of the small farm 
households in the country. 14  A significant proportion, about 81%, of the fertilized 
land was allotted to cereal crops compared to pulses (5.5%), oilseeds (1.3%) and 
permanent crops (6.8%). A similar pattern has been observed in other agricultural 
inputs in which cereals accounted for a larger proportion of the cropped land under 
improved farming practices (Table 4.2).  Agricultural production is guided by the 
need to meet subsistence food requirements. Diversification into high value cash 
crops is limited in Ethiopia.  One of the major problems is limited capacity of farmers 
to break subsistence mentality. A large proportion of smallholders, about 64.6%, were 
illiterate, while 13.6% have some informal education, 16.9% and 4.7% have 
completed grade 1-6 and 7-12, respectively, in 2001/02. Only 0.2% have completed 
grade 12 or above (Table 4.3). 
 

Table 4.1: Method of Ploughing 
Method Number of holders Share (in %) 
Hand Dug 1,864,987 18.2 
Ox/Horse driven 4,540,817 44.3 
Tractor 9,775 0.10 
Hand Dug and 
Ox/Horse 3,818,850 37.2 
Tractor and 
Ox/Horse 18,769 0.20 

Source: CSA, 2003. 

                                                           
14 Fertilizer has also been the dominant agricultural input in all regions. With regard to the application 
of fertilizer by specific crop type, teff has been the most fertilized crop followed by maize, wheat and 
barely in 2001/02. 
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Table 4.2: Area Under Improved Farm Management Practices by Crop 

Type, Private Holdings, 2001/02 (%) 
Crop type Irrigation Improved seeds Fertilizers Pesticides 
Cereals 53.3 90.9 80.6 95.4 
Pulses 5.6 2.1 5.5 1.7 
Oilseeds 0.4 0.6 1.3 0.4 
Other grains 1.3 0.3 0.2 0.1 
Vegetables 3.9 0.3 1.3 0.4 
Root crops 16.5 0.6 4.3 1.1 
Permanent crops 19.0 5.2 6.8 0.9  

Source: CSA, 2003. 

 
Table 4.3: Holders By Educational Level, Private 

Holdings, 2001/02 (in %) 
Holders Rural Urban Total 
Illiterate 65.1 41.2 64.6 
Informal 
education 13.7 11.4 13.6 
Grade 1-6 16.7 23.8 16.9 
Grade 7-12 4.5 21.5 4.8 
Above grade 12 0.12 2.1 0.15 

Source: CSA, 2003. 
 
4.2. Performance of the agricultural sector 
 

4.2.1. Crop production and area cultivated 
 
Agriculture is composed of crop production, livestock, forestry and fishery sub-
sectors. Crops accounted for more than 90% of the total cropped land, while 
vegetables, root crops and permanent crops played a less important role in terms of 
area coverage and output during the period 2001/02. Crop production is mainly 
exercised in the highland areas together with livestock production and contributes 
almost 65% of the agricultural GDP and animal husbandry contributes 25%. The 
remaining 10% is generated from forestry, fishing and other activities. The dominant 
activity in the lowlands is animal husbandry. 
 
The sector is dominated by small-farm households, which account for 95% of the total 
area under crop and for more than 90% of the total agricultural output. Moreover, 
small-scale farmers produce 94% of food crops and 98% of coffee and the balance is 
produced by state and private commercial farms. 
 
About 37% of the farming households in the country cultivate less than 0.5 hectares 
and about 87% cultivate less than 2 hectares. Only 12.8% of the farmers own more 
than 2 hectares of land and 0.9% own more than 5 hectares (Table 4.4).  About 86% 
cultivate their own land, while some 10% rent in land, mainly in the form of 
sharecropping. With regard to land use, about three-fourths of the total land was under 
temporary crops, compared to 6% of the permanent crops in 2001 (Table 4.5). Wood 
or forestland accounted for a negligible proportion of the total land area, about 0.8% 
in 2001/02. 
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Table 4.4: Number and Area of Holdings by Size, 2001/02 
Size of holding (in ha) Number of households Percent 
<0.1 819,394 7.6 
0.1-0.5 3,175,027 29.5 
0.5-1.0 2,767,746 25.7 
1.0-2.0 2,612,288 24.3 
2.0-5.0 1,276,773 11.9 
5.0-10.0 97,037 0.9 
>10.0 333 0.0 
Total 10,748,598.00 100 

Source: CSA, 2003. 
 

Table 4.5: Tenure System and Land Use, 2001/02 

Tenure type Number of households Area (ha) 
Owned 10,547,597.00 86.3 
Rented 2,134,137.00 10.1 
Other 1,000,815.00 3.6 
Total 13,682,549.00 100 
Land use   
Temporary crops 10,155,839 74.2 
Permanent crops 5,805,161 6.0 
Fallow land 3,278,341 7.6 
Permanent mead/ pasture 3,727,319 8.7 
Wood or forest land 1,486,960 0.8 
All other land 10,226,668 2.7 
Total 10,758, 597 100 

Source: CSA, 2003. 
 

4.2.2. Livestock sub-sector (with emphasis on the pastoral areas) 
 
Livestock is considered as a security during crop failure and additional income for 
farmers in Ethiopia. There are about 41 million cattle, 14.7 million sheep, 13.7 million 
goats, 0.5 million camels, 1.5 million horses, 4 million Asses, 42.9 million poultry 
and 4.6 million bee colonies (CSA 2003).  A large proportion of cattle and sheep is 
found in the highlands, while a large number of goats and camels are found in the 
lowlands (MEDaC 1999). Substantial regional variations have been observed in terms 
of the distribution of the livestock population. For instance, about 43.3% of the total 
cattle population was found in the Oromia region, followed by Amhara (25.5%) and 
SNNP (21.3%) in 2001/02. In pastoral regions such as Afar and Somali, the cattle 
population accounts for 2.1% of the total, compared to 49.3% of camels.  A 
significant number of cattle is found in Borena, a pastoral area of Oromia. 
 

The role of livestock as a source of food is critical for both highland and lowland 
inhabitants. The main food contributions include, among other things, meat and meat 
products, milk and milk products, eggs, and honey. In mixed farming systems in the 
highlands, 26% of the livestock output is used as food, while in the pastoral areas it is 
61%.  Livestock products are main source of food in pastoral areas. For example, 
about 83.3% and 66.7% of milk is used for household consumption in Afar and 
Somali regions, respectively, and the remaining is used for sale and wage payments 
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(wage in kind) and other purposes (CSA 2003). Although the country has large 
livestock population, productivity of the sector is extremely low due to, inter alia, 
diseases, shortage of feed, low genetic potential and weak market environment. 
Emerging evidences indicate that the country loses an estimated of 8.1% of its cattle, 
14.2% of sheep, and 11.1% of goats per year (Ayele 2003). Traditional methods of 
animal husbandry render current output per unit of domestic breed of livestock too 
low. Therefore, it appears that investment opportunities are potentially attractive for 
modern commercial livestock breeding, production and processing of meat, milk and 
eggs. 

4.2.3. Labor intensity of crops and livestock activities15   
 
Land has become a limiting factor for agricultural activities in Ethiopia due to, among 
others, population pressure and land degradation. In such economic setting, evidently, 
if labor is used productively, it can help create capital and regenerate natural 
resources. The total amount of productive time varies noticeably among activities 
such as farm work, livestock husbandry and other employment-generating activities, 
between villages and gender in Ethiopia. Labor time devoted to livestock accounted 
for the largest proportion of the total labor time. Table 4.6 reveals that animal 
husbandry has been identified as the most labor-intensive in all villages except in 
Eteya where it accounts for about 98% as much time as farming activities. In the three 
villages, farmers spend about 33-95% more time on animal husbandry than on farm 
work. Farmers devote less time to farm work in all villages. For example, farming 
activities account for only 24% in Debre Berhan, 41% in Yetemen, 43% in Eteys, and 
32% in Azedebo. This can be compared with labor time spent on livestock activities 
in each village: livestock activities accounts for about 70, 55, 42 and 62% of the total 
time in the four villages, respectively (Table 4.7). 
 
Table 4.6: Relative total productive labor time-intensity by productive activities 

(in minutes) 
Village Activity type N Mean % 

Farm work 31 7218.71 100 
Livestock activities 31 20764.68 287.65 DebreBerhan 
Non-farm activities  31 1548.39 21.45 

Farm work 30 8498.5 100 
Livestock activities 30 11383.5 133.95 Yetmen 
Non-farm activities  29 1741.72 20.49 

Farm work 32 7839.69 100 
Livestock activities 32 7689.38 98.08 Eteya 
Non-farm activities  29 2976.55 37.97 

Farm work 33 6384.55 100 
Livestock activities 33 12491.97 195.66 Azedebo 
Non-farm activities  28 1558.39 12.48 

Source: Monitoring Survey 5th Round Household Survey, Economics Dept., Addis Ababa University 

                                                           
15 The data have come from the Intensive Monitoring Survey of the Fifth Round Household Survey. A 
total of 120 farmers from four villages (Debre Berhan, Yetmen, Eteya and Azedebo) were contacted 
every fortnight for a period of a little over one year. Each sample household was visited 26 times and 
each time all economically active members of the household were asked to provide information on 
their time use over the 24 hours ending at the time of the visit.  
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Table 4.7: Percentage share productive labor time of total productive labor time

Village  Activity type N Mean (minutes) % 
Debre Berhan  Agricultural/farm work 31 7218.71 24.44 
  Livestock activities 31 20764.68 70.31 
  Other employment/work 31 1548.39 5.24 
  Total 31 29531.77 100 
Yetmen Agricultural/farm work 30 8498.5 40.72 
  Livestock activities 30 11383.5 54.54 
  Other employment/work 29 1741.72 8.35 
  Total 31 20870 100 
Eteya Agricultural/farm work 32 7839.69 43.01 
  Livestock activities 32 7689.38 42.19 
  Other employment/work 29 2976.55 16.33 
  Total 32 18226.56 100 
Azedebo Agricultural/farm work 33 6384.55 31.61 
  Livestock activities 33 12491.97 61.85 
  Other employment/work 28 1558.39 7.72 
  Total 33 20198.79 100 
Source: Monitoring Survey, 5th Round Household Survey, Department of Economics, Addis Ababa 
University 
 
For male-headed households, farm activity (i.e. crop production) accounts for a 
significant proportion of their labor time in all villages except Debre Berhan. Farmers 
in Debre Berhan spend 29% more time on livestock-related operations than on 
farming. Livestock husbandry is the second most important activity in the other three 
villages, claiming 54 to 80% as much time as farming (Table 4.8).  Contrary to male-
headed households, animal husbandry took the largest time of women’s productive 
time in Debre Berhan and Azedebo villages. Female labor is mainly used for activities 
that are less productive than farming.  On the other hand, farm work in Yetmen and 
non-farm employment in Eteya accounts for the largest proportion of the productive 
labor time for women. It appears that female spouses do not spend a lot of time on 
productive or income-generating activities: they spend the equivalent of only about 
21% of the time spent by the male heads of the family. There is a large scope for 
increasing the participation of women in productive activities, provided the drudgery 
of fetching water, collecting firewood as well as processing and cooking is eased 
through appropriate technology.  
 

Table 4.8: Relative total productive labor time by productive activities and 
gender (in minutes) 

Male-headed households Women   
Village Activity type 

N Mean 
% (compared 
to farm work) N Mean %  

Farm work 27 3,271.85 100.00 20 645.00 100 
Livestock activities 27 4,214.81 128.82 26 1,036.35 160.67 Debrebrhan 
Non-Farm activities 22 831.82 25.42 10 338.00 52.40 

Farm work 29 5,419.48 100.00 18 711.94 100 
Livestock activities 29 4,341.21 80.10 8 253.13 35.55 Yetmen 
Non-Farm activities 16 1,069.69 19.74 17 392.06 55.07 

Eteya Farm work 23 3,536.52 100.00 19 747.89 100 
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Livestock activities 24 2,485.63 70.28 19 523.16 69.95  
Non-farm activities 18 1,181.39 33.41 15 927.33 123.99 

Farm work 27 3,421.30 100.00 18 450.83 100 
Livestock activities 26 1,843.27 53.88 27 1,675.00 371.53 Azedebo 
Non-Farm activities 16 495.94 14.50 10 579.00 128.43 

Source: Monitoring Survey, 5th Round Household Survey, Department of Economics, Addis Ababa 
University 
 
Extreme rural poverty observed in the country is the consequence of excessive 
underemployment. Farmers spend the equivalent of only 96 to 158 days per annum on 
farm work and this uncovers that fact that rural labor is far from being fully 
employed. Livestock activity has been identified as the most labor-intensive sector 
and yet generates the lowest return. Even after accounting for draught power, the 
contribution of livestock to income is very low as the feed condition, veterinary 
services and genetic potential are extremely poor. 
 
It appears that poverty alleviation efforts in Ethiopia cannot bring the desired results 
without creating gainful employment opportunities for the underemployed rural labor 
force. Individuals and communities must be mobilized to create productive 
employment opportunities in labor-intensive agriculture, rural infrastructure and non-
farm employment. A much greater level of output could be produced with the same 
amount of time if only existing cropping patterns are changed in favor of more 
profitable crops or the same crops are producing using more productive technologies. 
Improved animal husbandry would not only generate more income but also requires 
less labor time. Livestock management practice should also be changed to overcome 
the degradation caused by free grazing and feeding crop residues.  The introduction of 
new technologies is also important to reduce the domestic load of women and 
improve their prospect of income-earning capacity. 
 

4.2.4. Trends in agricultural investment (private sector) 
 
It has been widely recognized that investment in agriculture is the key in improving 
the productivity of the sector. After having assumed power in 1991, the present 
government took a number of reform measures in the area of investment to encourage 
and promote private investment in Ethiopia. 
 
A total of 763 projects with an investment capital of 4.4 billion Birr (526.12 million 
USD at the 2000/01 exchange rate), were licensed for domestic investors between 
1992 and 2000. Another 31 projects, with initial investment capital of 2.7 billion Birr 
(321.6 million USD), have been licensed for foreign investors. Agriculture's share in 
total domestic and foreign investments amounted to 24.1% and 11.31%, respectively, 
in terms of licensed projects and 11.4% and 19.5%, respectively, with respect to initial 
investment capital, respectively (EIA, 2002).16  Investment (by both domestic and 
foreigner investors) is concentrated in mixed food and cash crops farming, food crops 
and agricultural services. Cash crops have generated relatively more employment 

                                                           
16 Although the number of licensed investment projects seems quite high since the reform period, the 
number of projects that actually either started operation or proceed according to their project plan has 
been very low. For instance, of all projects licensed by the Ethiopian investment Commission since 
1992, 52% failed to carry out their projects according to their project plan or abandon their projects 
altogether. 



 
 

 28

opportunities, about 21% for permanent and 12% for temporary workers, compared to 
other activities (Table 4.9).  
 
Private sector investment in the agricultural sector is constrained by several factors, 
including lack of adequate infrastructure (roods, telecommunication, and power), 
unfavorable land policy, limited access to finance, and unfavorable marketing and 
price policy environment. Many of the investors that received license have never 
become operational or some have closed down because of conflict over land with 
local pastoralists or farmers (e.g. Awash Valley, Bale zone).  The government policy 
forbids private investment in areas inhabited by small farmers. Only remote areas are 
allowed for commercial farming activity. But the cost of operating a commercial 
farm, under conditions currently prevailing in the country, greatly outweighs its return 
even for Investors that leased land from formers state farms (with developed 
infrastructure).  This is reflected in the sharp decline in agricultural investment and 
employment after an initial spurt in the mid 1990s (Figure 4.1 and 4.2). Across the 
nation, very few of the original State Farms are still functioning, either privately or as 
state owned enterprises.17  The only exceptions are the modern horticultural (mainly 
flower farms) that have rapidly expanded around the capital city in recent years.  
 

Table 4.9: Percentage Distribution Of Agricultural Investment Projects,  
Initial Capital And Employment, 1992-2000 

Expected Employment 

Sectors 
Number of 

Projects 
Investment 

Capital Permanent 
 

Temporary 
Food crops farming 20.2 36.5 19.1 29.6 
Cash crops farming 4.2 4.6 20.5 11.8 
Mixed food and cash crops 
farming 28.7 12.9 22.3 54.1 
Livestock farming 11.9 4.4 13.7 0.3 
Integrated crops and livestock 
farming 4.2 2.0 10.2 2.5 
Agricultural services 19.0 32.0 8.1 1.3 
Forestry 0.9 0.9 5.6 0.3 
Fishing 0.9 6.6 0.4 0.1 
Total 100 100 100 100 

Source: Own computation from Ethiopian Investment Commission data 
 
 
 
 
 
 
 
 
 

                                                           
17 S. Lautze, et al., Risk And Vulnerability In Ethiopia: Learning From The Past, Responding To The 
Present, Preparing For The Future,A Report For The U.S. Agency For International Development, June 
2003. 
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Figure 4.1: Trends in Agricultural Investment (in billion Birr) 
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Figure 4.2: Number of jobs created by private agricultural investment (000s) 
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Despite the dominance and significance of agriculture in the overall economy, the 
level of government resources invested has been limited particularly in the 1980s.  
Government expenditure in agriculture was, on average, 1.6%of GDP during the 
period spanning 1980-2001 and the trend increased only marginally from 1.3%in 
1992 to 1.5 in 2001 (Figure 4.3). 
 
The share of agricultural expenditure in the total government expenditure was also 
very low and showed a fluctuating trend between 2 (the trough) 13 (the peak) for the 
period 1980/81-2001/02.  Although the magnitude of government expenditure in 
agriculture has shown an increasing trend, in absolute terms in recent years, the 
proportion of agricultural expenditure has remained low. 
 

Figure 4.3:  Trends in Government Expenditure in Agriculture 
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4.2.5. Agricultural growth, productivity and incentives 

 
Determinants of agricultural growth and productivity 
 
Within the context of growth in food and agriculture, emphasis is placed on 
productivity because expansion of arable land is very limited in most countries due to 
lack of suitable land and/or because of environmental priorities. In addition, the 
difference between actual and technically feasible yields for most crops implies great 
potential for increasing food and agriculture production through improvements in 
productivity, even without further advances in technology (Getahun 2004). 
 
The performance of the Ethiopian agriculture has been less than satisfactory 
throughout the 1980s and 1990s. For instance, agricultural value added per worker 
declined by about 0.72% in 1975-1991, 1.1% in 1992-2003 and 0.16% between 1960 
and 1974.  On other hand, agricultural employment has been increasing, on the 
average, at a rate of 3.1% per year during the period 1960-20003. As a result, per 
capita income and agricultural production per capita has declined continuously over 
time (Table 4.10 and Figure 4.4). The agricultural wage rate has been declining at a 
rate of 0.17 per year during the period spanning 1980-2001, a clear evidence of the 
worsening situation of rural income. But it has shown slight improvements during the 
late 1990s, increasing at rate of 0.3% per year in 1992-2001 compared to a negative 
growth rate of 1.5% per year in 1980-1991 (Table 4.11 and Figure 4.6). In slow 
growing or shrinking sectors such as agriculture, low and declining productivity 
means that employment increases and agriculture acts as ‘sinks’ for labor in rural 
areas. Workers in rural areas are increasingly absorbed in agriculture where 
productivity is not only low but also declining. One explanation for this is the 
existence of limited employment opportunity outside agriculture. But most 
importantly, lack of any real technological change in agriculture meant declining 
labor productivity. This points to what must be a major objective of policy in 
Ethiopia: increase labor productivity through greater technological change, 
improvement in human capital and better incentives to producers to alleviate poverty. 
 
Table 4.10: Agricultural productivity and employment      

Year 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 
Value 
added per 
worker 0.511 0.508 0.511 0.511 0.518 0.510 0.515 0.509 0.508 0.508 0.506 0.503 0.498 0.492 0.483 
Employ-
ment 7605.7 7784.7 7968.0 8155.6 8347.6 8544.1 8745.2 8951.1 9161.8 9377.5 9598.2 9824.2 10055.510292.2 10534.5
Year 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 
Value 
added per 
worker 0.475 0.466 0.457 0.451 0.460 0.445 0.419 0.465 0.397 0.307 0.346 0.399 0.378 0.372 0.382 
Employ-
ment 10782.5 11036.3 11296.1 11562.1 11834.3 12112.8 12398.0 12689.9 12988.6 13294.4 13663.9 14079.0 14470.314835.9 15209.5
Year 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003  
Value 
added per 
worker 0.393 0.371 0.383 0.363 0.266 0.298 0.300 0.259 0.262 0.261 0.284 0.268 0.230 0.225  
Employ-
ment 15570.7 16022.6 16481.7 16741.3 23580.7 24220.4 24874.3 25539.9 26211.0 26891.8 27581.1 27581.1 27581.127581.1 
Source: MoFED; CSA (various issues)         
Note: Employment figures are in thousands        
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Figure 4.4: Patterns of Agricultural Value Added Per Worker 
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Figure 4.5: Trends in Agricultural Employment 
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Table 4.11: Yearly Trend in agricultural wage rate (in US$) per annum 
Year 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991

Agricultural wage 
rate 161 152 168 143 110 124 143 135 133 136 139 131

Year 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001    
Agricultural wage 

rate 135 134 135 151 153 133 135 135 147 140     
Source: FAOSTAT              
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Figure 4.6: Trends in Agricultural Wages Rate 

0
20
40
60
80

100
120
140
160
180

19
80

19
82

19
84

19
86

19
88

19
90

19
92

19
94

19
96

19
98

20
00

 
 

In terms of growth accounting framework, observed agricultural production 
growth could be expressed as the sum of the contributions associated with the 
growth of area (A) and yield (Y).  Formally, the growth decomposition often 
assumes the following functional form: 

iii YAQ *=         (4.1) 
 

where Qi, Ai and Yi  refer, respectively, to agricultural output, area harvested and 
yield for the ith crop.  Denoting total agricultural production, area harvested and 
yield by Q, A and Y, the above specification can be expressed as: 

  YAQ *=        (4.2) 
 

Alternatively, the logarithmic transformation of equation (4.2) and taking the first 
difference with respect to time gives the growth rate of the respective variables.  

t
Y

t
A

t
Q

∂
∂

+
∂

∂
=

∂
∂ )(ln)(ln)(ln          (4.3) 

 
Denoting the growth rate of agricultural output by θ and, area and yield by β and τ, 
respectively. Thus, agricultural output growth is simply the sum of area expansion 
and yield growth and is given by: 

τβθ += .          (4.4)   
 

Table 4.12 gives the breakdown of the sources of agricultural production growth in 
terms of area and yield for the period 1980-2000. 18 Cereal production grew by 2.80% 
per annum between 1980 and 2001.  The growth rates of pulses and oilseeds were 
1.27% and 4.28% per annum, respectively. Yield of cereals and oilseeds increased by 
only 0.46 and 0.47% per annum, respectively, while that of pulses declined by about 
0.54% per year.  On the other hand, the cultivated area for cereals, pulses and oilseeds 
increased annually by 2.33, 1.81, and 3.82%, respectively. In other words, growth in 
output was overwhelmingly due to expansion in the area cultivated, with little gains in 
yield.  

                                                           
18  It should be noted that, by definition, total production by crop type (Qi) is given by:  Qi =Ai*Yi, 
where: Qi, Ai and Yi refer, respectively, to total production, harvested area and yield for the ith crop. 
The sum of the growth rates A and Y equals the growth rate for Q. The following equations were 
estimated to determine the growth rates for A and Y: LnA = α + β (time); and LnY = γ + τ (time). Thus, 
Q = β + τ. 
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Table 4.12: Agricultural Production Growth in Terms of Area 

and Yield, 1980-2001 
Disaggregate Rates 

Crop type Annual Growth in Production Area Yield 
Cereals 2.80 2.33 0.47 
Pulses 1.27 1.81 -0.54 
Oilseeds 4.28 3.82 0.46 

Source: Own computation. 
 
 
In order to quantify the relative importance of such factors as land, capital and labor, 
the following model of agricultural production has been specified. 
 

( )ε;, zxfQ =       (4.5) 
 
where Q is the quantity of agricultural production, x is a vector of variable factors, z is 
a vector of fixed factors and ε is an error term. The following specific functional form 
of the model, which is a typical Cobb-Douglas production function, can be proposed 
and estimated for grain production for Ethiopia. 
 

tttttttt DDLSLnRFLnKLnFLnLLnALnQLn εααααααααα +++++++++= 28176543210 )()()()()()()(  (4.6) 
 
where Q is quantity of agricultural output, A is cropped area in hectares, L is labor 
measured as the economically active population involved in agriculture, F is 
aggregate consumption of a range of fertilizers, K is the stock of agricultural 
machinery, RF rainfall (measured in terms of deviation from the mean), and LS size 
of livestock measured in animal units, D1 and D2  are dummy variables for drought 
and institutional changes that took place following the change of government in 1991, 
respectively, with observations by time, t and ε error term which is assumed to be 
identically and independently distributed with mean 0 and variance σ2. The 
coefficients, (αi, i=1…6), are the elasticities of the respective variables with respect to 
agricultural output. The estimated functions give an indication of the relative 
importance of these factors in the Ethiopian agriculture. 
 
The dependent variable, Q, is measured in terms of physical quantity (in quintal) and 
has advantages compared to value terms as it avoids price changes, which is also 
subject to measurement errors, making the error term larger.  Labor use in agriculture 
is proxied by economically active rural population and it is expected that the size of 
the labor force may affect agricultural production positively, holding other factors 
constant. Similarly, capital in the agricultural production process is measured by the 
stock of agricultural machinery or number of tractors in use and public spending on 
agricultural infrastructure (in value terms). Use of agricultural input, especially 
chemical fertilizers, is measured in terms of physical units (quintal) and livestock in 
animal units. Two types of shocks, i.e. natural shock or rainfall variability and 
institutional shocks have been measured and included in the regression. 
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Note that numbers in brackets denote t-ratios of the parameter estimates. 
 
What stands out very clearly from regression is that the size of the rural labor force 
employed in the agricultural sector is negatively correlated with grain production and 
is statistically significant at 10%.  The marginal contribution of rural workers to grain 
production is negative, confirming the earlier finding that the Ethiopian agriculture 
serves as a refugee sector, characterized by high employment expansion accompanied 
by declining labor productivity (Mulat et al., 2003). It can be argued that transferring 
labor from agriculture to other sectors of the economy and expansion of fertilizer and 
infrastructure would increase agricultural production and productivity in the country. 
There are opportunities for productive employment of the labor force in public work 
programs (see section 8) 
 
The coefficients for agricultural infrastructural capital, fertilizer and dummy for 
drought coefficients are all statistically significant at 5%. In particular, infrastructural 
capital and fertilizer have a strong impact in boosting grain production, with the 
magnitude of elasticity of 0.87 and 0.16, respectively. Since the dummy variable for 
drought has been added to account for severe climate anomalies during the period 
considered, rainfall has been omitted from the estimation. Natural shock, such as 
drought, has a statistically strong impact on agricultural production, i.e. it reduces 
agricultural output by about 14%, ceteris paribus.  However, the coefficient of 
agricultural machinery is insignificant although it has the correct sign.19 The sign of 
the coefficient of the dummy variable reflecting the effects of institutional change on 
grain production since 1992 appears to be positive.  
 
In general, the agricultural sector is characterized by low input and low output. 
Growth in agricultural output was predominantly affected by expansion of area into 
marginal and ecologically fragile areas with little gain in yield.   Apart from the high 
degree of inter- and intra-seasonal climatic variability and massive soil degradation, 
the poor performance of the agricultural sector is caused by inadequate incentives. 
Relative prices have become extremely unfavorable to farmers in recent years as 
reflected in the ratio of DAP (widely used chemical fertilizer) to grain prices. For 
instance, the cost of 100 kg of DAP was only 123 kg of maize in 1992. By 2001, 
farmers were forced to sell 820 kg of maize to buy 100 kg of DAP, representing a 670 
percent increase over 1992 (Development Studies Associates, 2001).  Fertilizer prices 
have increased sharply as a result of currency devaluation, removal of subsidy and 
increasing cost of transporting the input from a port in a neighboring country.  At the 
same time, output prices have tended to decline due to inadequacies in the grain 
markets (e.g. lack of market information and limited financial and skill capacity of 
traders) and underdeveloped infrastructure.  

                                                           
19 It is expected that draught oxen proxied by livestock units might contribute to increased agricultural 
production through an increase in labor productivity (allowing for faster and better tilling, for planting 
on time, or for manure transportation) and through the production of organic fertilizer. But contrary to 
the expectation it is turned out to be negative which requires further scrutiny. 
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The absence of a well-defined tenure security and inadequate budgetary support to the 
agriculture has also adversely affected the incentive to invest in agriculture. In view of 
the recent history of frequent land redistribution and absence of land titles, long-term 
investment on land is highly risky in Ethiopia. Limited public investment in physical 
infrastructure has also discouraged private investment. In addition, food aid has not 
helped surplus producing farmers. By depressing producers’ prices and encouraging 
dependency syndrome, food aid has a disincentive effect on domestic agricultural 
production (Mulat et al., 2004). 
 
 
5. Diversification of Rural Livelihoods 
 
From the point of view of reducing poverty in rural Ethiopia, it is extremely important 
to reduce vulnerability of the poor through diversification of the sources of their 
livelihoods. Non-farm activities can play an important role in that regard. This section 
is devoted to analysis of the non-farm opportunities available in rural areas, the 
productivity and returns offered by such activities, especially those in which the poor 
are engaged, and an identification of the factors that may affect the ability of the poor 
to raise productivity and returns in their activities or move to activities yielding higher 
returns. An attempt will also be made to identify factors influencing the allocation of 
time between farm and non-farm activities for the poor and the non-poor. 
 
5.1. Role of off-farm employment opportunities  
 
A twin-track approach in which measures to promote rural development through 
growth in agriculture, complemented by measures to broaden direct access to rural 
off-farm activities for the most needy or poor people, is often advocated to alleviate 
rural poverty.  Non-farm income activities are more likely to influence farm 
productivity in situations where rural credit market does not function.  
 
Agriculture and rural off-farm activities are a major source of income for the rural 
poor as confirmed by the experience of East Asian countries (Ahmad and Isvilanoda 
2003; Devis and Stampini 2002). Furthermore, reductions in rural poverty could slow 
down migration to the towns and thus could have a favorable impact on poverty in 
urban areas. Farm household diversification into non-farm activities emerges naturally 
from diminishing or time-varying returns to labor or land, from market failures (e.g., 
for credit) or frictions (e.g., for mobility or entry into high-return niches), from ex 
ante risk management, and from ex post coping with adverse shocks (Barrett et al., 
2001).20 
 
It should be noted that shrinking farm size, besides declining soil fertility, underscores 
the importance of non-farm employment in Ethiopia. It has been argued that 
transformation and consolidation of the agricultural sector cannot be successful 
without a non-farm sector that provides gainful fulltime and part-time employment 

                                                           
20 In Africa, non-farm activities are primary sources of employment for 10-20% of the rural labor force 
(ILO/JASPA, 1991). In Some African countries with high population pressure, those engaged in non-
farm activities are even higher. For instance, in Rwanda, which experiences high population pressure, 
about 47% of the farm households are engaged in some off-farm activities, and 16.6% of all rural 
households' income comes from off-farm sources (UNSO, 1992). 
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opportunities for the growing rural population.  In addition to diversifying income, 
rural non-farm employment is an important stepping-stone to urban skills and 
structural transformation. Studies indicate that relatively rich households have more 
diversified incomes and that those with initially more diversified incomes also have a 
greater increase in both income and calorie intake. This indicates that inequality may 
increase over time due to differential access to non-farm employment (Block and 
Webb 2001). Other studies (Woldehanna and Oskam 2001; Smith et al., 2001) also 
indicate the existence of labor market duality in which the skilled and educated enter 
high paid jobs or self-employment with good returns, while the unskilled and 
uneducated depend on low-paying casual employment opportunities. Most off-farm 
employment opportunities of the poor are also low-paying due to low farm income 
and availability of surplus labor. 

5.2. Participation and contributions of off-farm employment activities  
 
Farmers in rural Ethiopia perform different types of off-farm activities, which could 
be classified as wage employment (includes cash or food for work) and business or 
self-employment.  The 1999 Ethiopian Rural Household survey revealed that the 
major reason for participating in such activities is limited or low agricultural income 
(81.9%), an indication that the agricultural sector is unable to generate adequate 
income for the rural population. The Survey has also indicated that government 
organizations (29.9%), small-farm households (29.7%) and non-governmental 
organizations (NGOs) (23.4%) were the main employers or sources of wage 
employment during the period considered (Table 5.1).  
 
The main type of work performed was food-for work (administered by government or 
NGOs) as reported by 38.8% of the participants in wage employment.  It is evident 
that the ability of most households to get a more reliable source of employment is 
limited. Food aid is provided only as a temporary relief to an emergency situation (see 
section 8 for more discussion on public works and food aid).  
 
Another important source of wage employment for the rural people is farming activity 
(24%). However, this opportunity is largely limited to smallholders who normally pay 
low wage rates and hire labor for a short period of time. Demand for labor is reckoned 
to have declined over the years because of restrictions on land tenure and population 
growth, which have increasingly reduced farm sizes while improvements in yields 
have not been realized for the most parts. The recent collapse of international coffee 
prices and the effects of recurrent drought have further reduced the capacity of small 
farmers to hire labor. Wage employment on commercial farms is negatively affected 
by the failure to successfully privatize state farms and limited support to private 
investment in agriculture (as shown in section 4 above).  
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Table 5.1: Type of Employer and Reasons for Participating in Wage 
Employment (1999) 

Kind of employer Number Percent 
Small farmers 119 29.7 
Commercial farmers 16 4.0 
NGO 94 23.4 
Government organization 120 29.9 
Urban dwellers 15 3.7 
Church/mosque 6 1.5 
Individual trader 1 0.2 
Construction worker 15 3.7 
Private employer 2 0.5 
Contractor 1 0.2 
Other 12 3.0 
Total 401 100.0 

Reason for participating in off-farm activity 
Limited agricultural income 253 81.88 
Large family 16 5.18 
Favorable demand for goods/services 7 2.27 
Seasonal nature of agricultural labor 9 2.91 
Level of education 3 0.97 
Availability of off-farm opportunities 14 4.53 
For house construction purpose 1 0.32 
Others 6 1.94 
Total 309 100.0 

Source: Fifth Round Rural Household Survey, Dept. of Economics, Addis Ababa University.  
 
The main type of business activities in the rural areas are trading, weaving, tailoring, 
basketry, blacksmithing, pottery, selling food and drinks as well as selling firewood, 
charcoal and wood for construction. The return from these activities is generally low 
due to low purchasing power of the rural community and low level of urbanization in 
the country. The small towns are also inhabited by poor people as impoverished, 
landless and asset-less people seeking to make a living from petty trading, prostitution 
or begging, especially during food crises, are the ones commonly attracted to the 
towns. 
 
In 1996, the Ethiopian Ministry of Labor and Social Affairs (MoLSA) conducted a 
survey of 5,699 representative rural households in all the major regions of the country 
(Amhara, Oromya, SNNPR, Tigray, and Afar –the sedentary population only). The 
survey focused on the prevalence of agricultural wage employment and rural non-
farm employment in Ethiopia. According to the study, about 44 percent of the sample 
households had been involved in agricultural wage employment and rural non-farm 
employment (business income).  However, off-farm income contributed only 
marginally to overall household incomes. In all five regions, the share of agricultural 
wage employment and nonfarm (business) income was only 10.2 per cent of the total 
household income.21  
                                                           
21 Federal Democratic Republic of Ethiopia, Ministry of Labour and Social Affairs (MoLSA), 
Agricultural Wage Employment and Rural Non-farm Employment in Ethiopia. Survey Results. August 
1997, Addis Ababa, 1997. 
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The limitation of the agricultural sector in creating sustainable livelihoods and the 
need to develop alternative income opportunities are increasingly being recognized by 
the government as well as by donors.  The development of the non-farm sector is 
critical to ensure food security, especially in marginal areas. The determinants of off-
farm employment are discussed below with the objective of identifying key 
constraints and policy implications.  
 
5.3. Determinants of off-farm employment in rural Ethiopia: An econometric 

analysis 
 
It has been argued that participation in the non-farm activity is believed to be 
influenced by a range of household, economic and geographic characteristics. To 
identify the main determinants of off-farm involvement in rural areas, a probit model 
of discrete choice has been used. In this analysis, the dependent variable takes a value 
of one if a household has participated in any off-farm activity and zero otherwise22.   
 
A number of factors have been identified that are potentially affecting involvement in 
the off-farm employment, which include the following: 
 
Demographic variables: include household size, age and gender of household head. 
Three age groups have been identified in the model: between zero and 9 years; the 
number of active members of the household (between 10 and 64 years); and number 
of members of the household above 64 years of age. With regard to gender, a dummy 
variable has been introduced. This variable takes one if the head of the household is 
male and zero otherwise. 
 
Education variables: four education variables, represented by a dummy variable, 
have been included in the regression: a dummy variable for those who can read and 
write and another dummy variable for those with primary, secondary and post 
secondary education. 
 
Income related and risk-bearing capability variables: included in this category are 
holding size (measured in hectare), a dummy variable for oxen ownership, and 
dummy variable for land quality (whether own farm land is fertile or not). 
 
                                                           
22 Formally, the probability model can be written as: 

εβ += jXy '         (5.1) 
where, Xj  is a vector of demographic and other determinants influencing off-farm participation, β is a 
vector of parameters to be estimated, ε is a random disturbance term assumed to be  normally, 
independently and identically distributed with zero mean and constant variance (σ2), and  y is  given by: 

⎩
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 (5.2) 

More precisely, the following probit equation will be estimated: 
 

( ) ( )jj XXyob Φ== /1Pr      (5.3) 
 
where, Φ is the cumulative normal distribution function and the rest are as defined above. 
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Access to modern technology: measured in terms of irrigation practices and 
involvement in the new extension program, both are represented by a dummy 
variable. 
 
Table 5.2 presents the marginal effects of each explanatory variable23. The fit of the 
model is good: Chi-square is significant at 1% level. For ease of interpretation, the 
analysis of the determinants of off-farm employment is based on the marginal effects, 
which indicates the effect of a percentage change in the explanatory variable on the 
probability of involvement in off-farm activities, evaluating all other variables at their 
mean values. 24 
 
The demographic variables show that the probability of joining off-farm activity is 
significantly lower for families with more number of older (above 64 years). Non-
farm activities do not seem to fit older people.  The sex of the head of the household, 
number of children and active members of the household do not have any significant 
effect on the probability of participating in off-farm activities. Household size does 
not seem to be associated with non-farm participation and households who 
concentrate on own farm activities are less likely to have a member employed in off-
farm activities. 
 
The coefficient on participation of the new extension program (dummy variable) 
suggests that the probability of participating in off-farm employment is lower for 
participants, compared to non-participants.  This may be due to the fact that 
households (involved in the extension program) have relatively higher incomes from 
their own farm and are constrained by time compared to poorer households. 
 
The coefficients for education dummies indicate that the probability of involving in 
off-farm activities is significantly lower for those with primary level of education as 
compared to those with no education. Literate household heads may have realized the 
low return and decided to work on agriculture only. Nevertheless, the coefficient of 
the variable for post-secondary level of education is positive and significant at 15% 
level of significance.  Participation in off-farm activities seems to increase at higher 
level of education.   
 
As for farm characteristics, all indicators are statistically significant in influencing the 
probability of off-farm employment. For instance, the probability of off-farm 
participation declines as holding size increases by about 7 percentage points, perhaps 
because households may concentrate in the cultivation of their own farms. Also the 
quality of land matters for off-farm employment, with lower probability of 
participation for those with good quality of land.  
 

                                                           
23 The dataset used in this study came from the Ethiopian Rural Household Survey that was collected 
by the Department of Economics of Addis Ababa University in collaboration with USAID in the 
1999/2000 crop season. This survey involved 1,681 households with average family size of 5.9 
members, implying a total of 9,918 individuals. The model of the determinants of off-farm employment 
has been based on 1531 rural households. 
24 For dummy variables, the marginal effect has been calculated as the change in the dependent variable 
associated with a move from a value of zero for the dummy to one, keeping all other variables constant 
at their mean values.  
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Table 5.2: Marginal Effects of the Determinants of rural non-farm 
Employment 

Dependent variable participation in off-farm 
employment dy/dx Robust z P>|z| 
Constant -1.134 0.171 -6.630 0.000 
Demographic variables     
Dummy for gender -0.014 0.038 -0.360 0.716 
Number of persons less than 10 years of age 0.005 0.009 0.520 0.601 
Number of active household members (10-64 years) -0.005 0.005 -0.950 0.343 
Number of household members with age above 64 
years -0.005 0.022 -4.170 0.000 
Employment, oxen ownership and infrastructure     
Dummy for agricultural employment* -0.005 0.035 -0.150 0.878 
Dummy for irrigation* -0.022 0.053 -0.420 0.686 
Dummy for participation in the new extension 
program* -0.082 0.030 -2.730 0.006 
Dummy for oxen ownership* 0.032 0.029 1.110 0.266 
Education variables     
Dummy for those with primary level* -0.038 0.026 -1.790 0.073 
Dummy for those with secondary level* -0.038 0.054 -0.700 0.485 
Dummy for those with postsecondary level* 0.365 0.245 1.490 0.137 
Farm characteristics     
Logarithm of holding size -0.070 0.013 -5.460 0.000 
Dummy for lem and teuf* 0.052 0.025 2.060 0.040 
Dummy for teuf (poor quality land)* 0.134 0.037 3.650 0.000 
(*) dy/dx is for discrete change of dummy variable 
from 0 to 1     

 
In general, non-participants appear to have more land and labor resources than 
participants. These characteristics are thought to give non-participants better farm 
resources and make them less attracted to non-farm activities. Those participating in 
non-farm activities tend to be relatively younger and poorer. Diversification at low 
level of income is only a coping system to meet survival needs. The productivity and 
return of off-farm activities appear to be even lower than the traditional farming 
sector. There may be some threshold level beyond which non-farm income can be 
attractive with positive impact on poverty. 
 
It is important to note that rural businesses in the form of input dealers and processors 
of farm products are rare in Ethiopia. Markets for fertilizer, improved seeds, 
chemicals and veterinary drugs are underdeveloped and often under control of 
parastatals that have no local presence to provide retailing services. There are no rural 
markets for farm tools and equipment. Pumps, pipes and other important implements 
can only be bought if government offices (e.g. Ministry of Agriculture) have projects 
or programs to supply these items. Small-scale processing is limited to flour and oil 
mills. Milk and meat processing and marketing is unknown to the vast majority of the 
farmers, despite the largest livestock population in the country.  
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5.4. Constraints to off-farm employment 
 
Rural policies should aim at integrating farm and non-farm activities at the household 
level and should not be confined to agricultural polices or sectoral problems and 
issues alone. A lasting solution to agricultural problems of the country comes through 
adopting a broader local development strategy that includes both farm and non-farm 
activities. In this regard there is a need to improve the productivity of non-farm 
income and the following deserve greater attention in promoting off-farm activities in 
Ethiopia.  
 
(a) Inadequate institutional support  
 
Off-farm activities cannot develop without institutional support to meet their 
regulatory, training, credit, technological and organizational requirements. 
Government institutions that can support and facilitate the establishment and 
operation of off-farm activities in Ethiopia are either weak or completely lacking.   
  
Moreover, poor people in rural areas have some limited access to training relevant to 
off-farm activities. Lack of appropriate material and demand-driven training program, 
shortage of fund, inadequately trained manpower, poorly motivated staff, lack of 
complementary services (e.g. equipment, credit), etc. have undermined the 
contribution of the training effort.  There is weak coordination between government 
training services, the private sector and NGOs to create demand-driven and dynamic 
training systems and approaches.  
 
With regard to technological development, most tools used in the handicraft sector are 
rudimentary and have rarely shown improvement over time. Public institutions 
engaged in technology development and dissemination for non-farm or rural micro-
enterprises are almost non-existent.  The private sector is weak and the role of the 
government in technology development, promotion and marketing is minimal.  There 
are no government initiatives to encourage manufacturers as development partners in 
addressing the problem of technology.  
 
(b) Lack or inadequate human assets  
 
Very little has been done in building the human capacity of the country. Illiteracy is a 
serious obstacle to the expansion of off-farm business as it makes it impossible to 
introduce basic accounting.  Illiteracy is an obstacle to development as it creates 
resistance to new ways of doing things.  Old traditions that encourage too many 
festivals and holidays (non-working days) have resulted in low or no savings and 
reinforced subsistence-oriented production.  Some specific crafts, of which blacksmith 
is a well-known example, are socially rejected and practitioners of such crafts suffer 
from various kinds of discrimination.  
 
Non-farm employment is also constrained by inadequate health care system.  Many 
seasonal migrant workers are discouraged by high incidence of malaria in receiving 
areas such as Raya and Humera in Tigray, Metema in Amhara, and Awash Valley in 
Afar.   
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(c) Limited access to financial services  
 
Lack of finance has been often identified as the greatest constraint to the growth and 
development of small business undertakings. Start-up capital is particularly a severe 
limiting factor for new enterprises. Collateral requirements and bias against informal 
sector have made formal banks inaccessible to small enterprises. For many rural 
households, money for investment in non-farm enterprises is hard to come by and any 
amount obtained from friends and relatives, moneylenders or incomes acquired from 
seasonal labor migration. is too small and/or too expensive. 
 
Although rapid expansion of micro-finance institutions (MFIs) in recent years has 
eased financial constraint in some regions, particularly in Tigray (Dedebit Credit and 
Saving Institution, DCSI) and Amhara regions (Amhara Credit and Saving 
Institutions, ACSI), the operation of these local government affiliated MFIs is 
dependent on local government assistance – woreda and kebele officials- to select 
beneficiaries and enforce repayment.  This is unlikely to be sustainable and the risk of 
massive default in case of any government change is very high. It has been reported 
that MFIs in Ethiopia are characterized by operational inefficiency, inadequate 
incentives, shortage of funds, absence of business plan, and weak governance.  
Attempts to combine credit services with business advice services, training and other 
promotional efforts are also limited. Similarly, low diversification of financial 
products, insurance, savings, credit, investment, etc., has limited the range of services 
offered by MFIs in Ethiopia. A weak culture of loan repayment is also a serious threat 
to rural credit services. A substantial amount of unpaid loan has created lax behavior 
towards loan repayment. Extreme poverty is also forcing many households to divert 
loans for household consumption purposes.  
 
(d) Poor physical and social infrastructure  
 
Both hard infrastructure (e.g. roads, telecommunications, electrification) and soft 
infrastructure (e.g. banking systems, market information system) are lacking in many 
rural areas and this has increased transaction costs and reduced the productivity of off-
farm activities. Due to low quality of roads and absence of feeder roads, most 
households are a long distance away from roads. Hence transporting goods to 
marketplaces becomes costly.   
 
Lack of market information and poor infrastructure for off-farm activities have made 
trading (in crops, livestock or handicraft products) an uncertain business and limited 
its scope to a small geographic area.  Similarly, lack of institutional support, 
particularly in rural areas, has not encouraged business and investment in Ethiopia.  
 
(e) Lack of trade associations and unions 
 
Lack of sustained development in Ethiopia is due to lack of producer organizations to 
articulate the interest of peasants and ensure their active participation in planning and 
execution of development projects. Independent farmers’ unions, interest groups, 
unions of wageworkers and associations/network of craftsmen have never been part of 
rural life.  In the absence of civic organizations to protect their interest, interactions 
with public officials have placed a huge burden on poor people. They are unable to 
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take advantage of new economic opportunities or engage in activities outside 
subsistence farming. 
 
(f) Underdeveloped urban centers 
 
The well-being of the rural community is very much dependent on the existence of 
market and a range of services as well as off-farm employment opportunities in urban 
areas. Small towns serve as production supply and support system, agro and resource 
processing centers, linkage to (inter) national markets for selling rural products, non-
agricultural employment for rural labor, centers for higher order public and private 
services, consumer convenience centers for purchasing non-durable and durable 
goods, and centers for information and knowledge25.  However, this symbiotic 
relationship was never properly understood by policy makers in Ethiopia. With less 
than 5 percent of the total population living in small impoverished towns, demand is a 
huge constraint to any off-farm activity.26 Addressing supply-side issues alone would 
have minimal impact on the development of the non-farm sector. 
 
Overall, in the absence of organized risk-averting methods such as insurance policies, 
government programs, etc., farmers attempt to minimize risk by diversifying their 
activities and sources of income. However, off-farm activities have remained 
underdeveloped due to inadequate institutional support, lack or inadequate human 
assets, limited access to financial services, poor physical and social infrastructure, 
inadequate policy environment, lack of trade associations and unions and the weak 
market demand. Government support to establish industrial zones, commercial zones 
and other common facility centers (e.g. incubators or business start up premises) so as 
to ease the problem of premise and introduce new technologies and ideas is non-
existent for the most part. 
 
 
6. Growth of Labor-Intensive Manufacturing 
 
Pro-poor growth in Ethiopia will hinge critically on the structural transformation of 
the economy and sources of livelihood of the poor. In that respect, it will be important 
to achieve not only a faster growth of manufacturing, but also a more employment-
intensive manufacturing sector. It is, therefore, important to look at the growth 
potential of labor-intensive manufacturing. A review of the policy environment faced 
by the manufacturing sector is also provided.27 
 
6.1. Brief overview of the manufacturing sector policies and strategies 
 
The level of industrialization in Ethiopia was at an incipient stage during the imperial 
period (prior to 1974).  A conscious effort towards developing a modern industrial 
sector did not start till the 1950s. It was only in the 1950s when development plans 
(the three consecutive five year plans) began to be formulated that the development of 
the sector began to be shaped by policies and strategies pertinent to the sub-sector. A 
                                                           
25 Douglas, M. ‘A Regional network strategy for reciprocal rural-urban linkages: An agenda for policy 
research with reference to Indonesia’, Third World Planning Review, Vol 20, No.1, 1998.  
26 Only 15% of the total population lives in urban areas at national level and perhaps the majority of the 
urban dwellers live the in the capital Addis Ababa. 
27 Because of lack of sufficient data, the determinants of investment in the sector could not be 
undertaken. 
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number of proclamations were promulgated to encourage foreign investment 
including tax incentives, provisions of credit on favorable terms with effective 
protection for domestic industries. 
 
During the later years of the Imperial era, the main strategy for industrial development 
was import substitution, a process assisted by a system of import duties intended to 
encourage the domestic production of manufactured goods. The government of the 
time put much faith on private foreign investment and it went to great lengths to 
attract foreign investment. As a result, a number of light and consumer goods 
manufacturing establishments were created. On the contrary, small-scale industries 
were not given due attention and failed to develop. 
 
During the socialist military regime (1974-1991), nearly all medium- and large-scale 
manufacturing industries were nationalized. The participation of the private sector 
was deliberately discouraged through imposition of capital ceilings and special 
treatment was made to public companies in the allocation of foreign exchange, market 
access, subsidies, etc.  The industrial development strategy of the military government 
was, however, similar to that of the Imperial regime, i.e. import substitution 
industrialization. This development strategy brought no major change in the structure 
of manufacturing industries. The industrial structure remained the same as 
manufacturing industries continued to be dominated by light and consumer goods 
producing industries that were concentrated in the major urban centers and were 
highly dependent on imported inputs with poor linkages with the rest of the economy.  
 
After the overthrow of the socialist government (in May 1991), a well-articulated 
industrial development strategy came in 2003. The development strategy duly 
acknowledges the role of the private sector as an engine of economic transformation 
in the development of a robust and competitive industrial sector. 
 
The basic essence of the industrial sector strategy, as envisaged in the document, is 
promotion of industries that have strong linkages with other sectors of the economy, 
especially the agricultural sector, i.e. agro-processing and labor-using industries. 
Specifically, the strategy focuses on selected manufacturing activities such as textiles 
(garment industry), meat, leather and leather products that would generate substantial 
stimulus for the economy because these are largely based on domestic resources (as 
the country has relatively comparative advantage in these manufacturing activities). 
 
A number of measures have already been taken to encourage private sector 
participation in the economy in general and in the industrial sector in particular. These 
include, among other things, the following: 
 
• The lifting of the restriction on private sector investment capital and number of 

business ventures; 
• The easing of licensing requirements and regulations; 
• The enactment of an investment code, which upon successive revisions, opened up 

a wider range of economic activities both for domestic and foreign investors. The 
investment code is also accompanied by investment incentives in the form of tax 
holidays, duty free importation of investment goods and the like and had been 
designed to favor investment in selected sectors and regions; 
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• A downward revision of taxes and tariffs was effected. The marginal tax rate on 
personal income was also slashed down from 89% to 35%. Business profit tax was 
reduced from 59% to 35% while the maximum tariff on imported goods was 
reduced to 40% down from 240%. 

 
It has been indicated that agriculture would continue to become a source of domestic 
market demand and a reliable raw material base for the expansion of the industrial 
sector in the country. 

6.2. Trends in Output and Employment28 
 
Trends in output growths, where output in this particular case is meant to be valued at 
current factor cost for various economic activities of the manufacturing sector of the 
economy, have been fluctuating during the period 1984-2001. The average growth 
rate of value added was about 8.2% below zero during the pre-reform program, i.e. 
1984/85-1991/92. The smallest fluctuation in growth rate of value added was 
observed in paper, paper products and printing activities, compared to machinery and 
equipment that registered the largest fluctuation in growth rate of value added. 
 
Post-reform (1992-2001) average growth rate of value added in the manufacturing 
sector was 11.0%. All manufacturing activities except wearing apparel, wood and 
wood products have shown improvements in the post-reform period. For instance, the 
average growth rate of value added in food and beverages (16.7%), chemical and 
chemical products (11.1%), vehicles, trailers and semi-trailers (18.5%) have increased 
significantly, compared to the pre-reform period (Table 6.1).  
 
Real output growth in the manufacturing sector has been fluctuating between 33.1% 
in 1986/87 and 39.5% below zero in 1991/92. The average growth rate of real output 
of the manufacturing sector was about 13.5% below zero during the pre-reform 
program and 9.7 % above zero between 1992/93 and 2001/02. The average growth 
rate of the sector's real output during the whole period, i.e. before and after the reform 
program, was about 2.7% below population and labor force growth rates during the 
period considered. 

 
Table 6.1: Growth Trends of Value Added in the Manufacturing Sector by 

Major Industrial Group (At Current Factor Cost in National Accounts 
Concept): 1984/5 - 2001/0229 

Growth Trends Before and After the Reform Program  
 
Industrial Group 1984/85-1991/92 1992/93-2001/02 1984/85-2001/02 
Food and Beverages -5.2 16.7 11.4 
Tobacco 5.8 6.2 7.2 
Textiles -8.5 -3.7 1.9 
Wearing Apparel, Except Fur -2.0 -4.1 -0.5 

                                                           
28 For detailed analysis of the output and employment in the manufacturing sector, see Mulat et al 
(2003). 
29 Growth rates of value added for fabricated metals, and machinery and equipments production 
activities of the manufacturing sector were not computed for the pre-reform time span for the simple 
reason that these activities registered negative value added for some of the years. 
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Apparel 
Tanning and Dressing of 
Leather 4.2 1.8 11.2 
Wood and Products of Wood -3.5 -5.2 4.8 
Paper, Paper Products and 
Printing -3.8 8.6 8.6 
Chemical and Chemical 
Products -40.0 11.1 -0.5 
Rubber and Plastic Products -12.0 14.5 10.0 
Other Non-Metallic Mineral 
Products -0.4 15.9 18.0 
Basic Iron and Steal -3.8 6.4 15.1 
Fabricated Metal Products  10.3  
Machinery and Equipment  -1.0  
Vehicles, Trailers and Semi-
Trailers -10.5 18.5 14.3 
Furniture, Manufacturing 
N.E.C 6.2 14.8 13.8 
Average Growth -8.2 11.0 8.5 
Source: Own computation. 
 
Growth trends of employment in the manufacturing sector indicate that there was 
some decline in employment growth of the sector. Employment declined by about 
1.4% during the pre-reform period, while it increased by about 1.5% during the post-
reform period. Employment in the manufacturing sector had grown by about 0.4% per 
annum almost for the past two decades, which clearly indicates that the sector's 
contribution to employment creation and reduction poverty was minimal (Table 6.2). 
 

Table 6.2: Growth Trends of Employment in the Manufacturing Sector by 
Major Industrial Group: 1984/85 - 2001/02 

Growth Trends Before and After the Reform Program  
Industrial Group 1983/84-1991/92 1992/93-2001/02 1983/84-2001/02 
Food and Beverages -1.3 2.8 0.5 
Tobacco -5.3 -2.7 -1.5 
Textiles -2.4 -3.5 -2.3 
Wearing Apparel, Except Fur 
Apparel 4.3 -0.9 0.7 
Tanning and Dressing of Leather 3.0 0.1 1.8 
Wood and Products of Wood 8.9 -12.3 -1.9 
Paper, Paper Products and 
Printing 1.2 3.1 2.0 
Chemical and Chemical Products -12.9 10.5 1.8 
Rubber and Plastic Products -9.7 9.1 0.9 
Other Non-Metallic Mineral 
Products -4.2 8.4 4.4 
Basic Iron and Steal 6.1 1.2 2.5 
Fabricated Metal Products -3.9 5.3 2.7 
Machinery and Equipment 17.4 -4.2 6.8 
Vehicles, Trailers and Semi-
Trailers -2.4 15.6 7.2 
Furniture, Manufacturing N.E.C 7.1 12.9 9.8 
Average Growth -1.4 1.5 0.4 

Source: Own computation from CSA data 
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Figure 6.1 shows that the movements in the sector's real output has been fluctuating 
very tremendously, particularly during the pre-reform period, although the fluctuation 
in real output growth was relatively small during post-reform period. Unlike 
fluctuation in real output growth, fluctuation in employment growth was very 
minimal, and it was almost consistent both before and after the reform program. 
 
Figure 6.1: Employment and Real Output Growth Trends in the Manufacturing 

Sector: 1984/85 - 2001/02 
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 Source: CSA, 2003. 

The average growth rate of the sector's employment intensity of output was about 
6.8% during the pre-reform period. Post-reform growth rate of employment intensity 
of output was 9.5% below zero, suggesting that manufacturing sector's output was less 
labor-intensive, compared to the pre-reform period. The average growth rate of 
employment intensity of output was about 8 below zero for about two decades, which 
indicates that the sector's production structure has not been pro-poor (Table 6.3). With 
the exception of wearing apparel (except fur apparel), and chemical and chemical 
products manufacturing activities, all the remaining production activities of the 
manufacturing sector exhibited a decline in employment-intensity of output almost for 
the past two decades. In a country where labor is abundant, such production strategy 
may not be helpful in alleviating the incidence of poverty that the country faces. 

 
Table 6.3: Growth Trends of Employment-Intensity of Output in the 

Manufacturing Sector by Major Industrial Group: 1984/85 - 2001/02 
Growth Trends Before and After the Reform Program  

Industrial Group 1983/84-
1991/92 1992/93-2001/02 1983/84-2001/02 

Food and Beverages 3.8 -13.9 -10.9 
Tobacco -11.2 -8.8 -8.7 
Textiles 6.1 0.2 -4.2 
Wearing Apparel, Except Fur 
Apparel 6.3 3.3 1.2 
Tanning and Dressing of Leather -1.2 -1.8 -9.4 
Wood and Products of Wood 12.3 -7.1 -6.8 
Paper, Paper Products and 5.1 -5.5 -6.6 



 
 

 48

Printing 
Chemical and Chemical Products 27.1 -0.7 2.3 
Rubber and Plastic Products 2.3 -5.4 -9.1 
Other Non-Metallic Mineral 
Products -3.8 -7.5 -13.6 
Basic Iron and Steal 9.9 -5.2 -12.6 
Fabricated Metal Products  -5.0  
Machinery and Equipment  -3.2  
Vehicles, Trailers and Semi-
Trailers 8.1 -2.9 -7.2 
Furniture, Manufacturing N.E.C 0.9 -1.9 -4.0 
Total 6.8 -9.5 -8.1 

Source: Own computation from CSA data 
 
From the point of view of pro-poor growth, it is important to identify and characterize 
labor-intensive manufacturing industries. In that regard, a standard measure of labor-
intensity has been adopted.  Labor-intensity (LI) for every manufacturing branch (i) at 
any year (t) is calculated as the ratio of labor engaged per unit of value added and is 
given by: 

it

it
it VA

L
LI =         (6.1) 

If we define LI as the total manufacturing labor-intensity and VA as the total 
manufacturing value added, then the total manufacturing labor-intensity can be 
decomposed as the summary of the intensities of every branch weighted by its share 
in the manufacturing value added, where the weights are given by the value added 
shares of each industry. Formally, it can be written as: 
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Define the value added share of each manufacturing activity by Sit, then the weighted 
labor-intensity as given by equation (6.2) is expressed as: 

∑
=
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n
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*        (6.3) 

Similarly, the weighted labor-intensity (LI)it
w of each manufacturing activity can be 

expressed as: 
( ) itit

w
it SLILI *=        (6.4) 

Table 6.4 presents the results of the weighted labor-intensity of the various 
manufacturing activities. It has been indicated that despite the decline in employment 
in the 1990s, textiles and food and beverages have been identified as the largest 
employers of labor. Regardless of the policy regime, these manufacturing activities 
accounted for, on average, about more than 60% of the total manufacturing 
employment in the country during the period 1983-2001. Tanning and dressing of 
leather, other non-metallic mineral products, and paper products together accounted 
for close to one-fifth of the total employment over the same period.    
 
With regard to labor-intensity, significant variations have been observed across the 
manufacturing industries. For instance, textiles and food and beverages are relatively 
the most labor-intensive of all manufacturing industries, followed by tanning and 
dressing of leather, paper and printing and other non-metallic mineral products. 
Interestingly, labor-intensity has shown a declining trend in all manufacturing 
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industries in the post reform period, indicating that the Ethiopian manufacturing 
sector has become more capital-intensive than labor (Figure 6.2). The largest decline 
has been observed in the most labor-intensive manufacturing activities, i.e. textiles 
and food and beverages where each declined, respectively, by about 232% and 164% 
during the period 1983-2001.  This clearly shows that the manufacturing sector has 
not been pro-poor and confirming the fact that growth doesn’t trickle down to the 
poor. This can be one explanation for the apparent increase in urban poverty in the 
post reform period.  Although the economy has registered remarkable growth in the 
1990s, such growth has never translated into a reduction in poverty. From the point of 
view of reducing the rampant urban as well as rural poverty, the trend in the labor-
intensity of the manufacturing sector is frustrating and the future is not promising as 
well if the present trend continues.  
 
 
 

Table 6.4: Labor-intensity in the manufacturing sector, 1983-2001 
  Employment share (%) Weighted labor-intensity 
Industrial Group 1983-1991 1992-2001 19983-1991 1992-2001 1983-2001 
Food and Beverages 28.0 27.7 4.0 1.5 2.1 
Tobacco  1.1 1.0 0.2 0.1 0.1 
Textiles 36.8 29.0 5.3 1.6 2.5 
Wearing Apparel, Except Fur 
Apparel 4.3 4.3 0.6 0.2 0.3 
Tanning and Dressing of Leather 6.8 7.9 1.0 0.4 0.6 
Wood and Products of Wood 2.3 2.0 0.3 0.1 0.2 
Paper, Paper Products and 
Printing 5.0 5.8 0.7 0.3 0.4 
Chemical and Chemical Products 3.3 3.8 0.5 0.2 0.3 
Rubber and Plastic Products 2.9 3.0 0.4 0.2 0.2 
Other Non-Metallic Mineral 
Products 4.4 6.9 0.6 0.4 0.4 
Basic Iron and Steal 1.1 1.3 0.2 0.1 0.1 
Fabricated Metal Products  1.8 2.3 0.3 0.1 0.2 
Machinery and Equipment 0.2 0.4 0.0 0.0 0.0 
Vehicles, Trailers and Semi-
Trailers 0.5 0.9 0.1 0.1 0.1 
Furniture, Manufacturing N.E.C 1.5 3.8 0.2 0.2 0.2 
Total 100.0 100.0 14.4 5.5 7.7 

Source: Own computation from CSA data 
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Figure 6.2: Trends in labor-intensity of selected manufacturing industries 
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6.3. Employment decomposition and labor productivity growth in the 
manufacturing sector 

 
In decomposing employment shifts within the manufacturing sector of the economy, 
the following framework is employed. Suppose we define employment ratio at time t 
by λt = Lt/Pt, where Lt denotes total of population employed in the manufacturing 
sector and Pt stands for total population of the country at time t. Let Lit be 
employment in the ith manufacturing activity at time t, with ∑=

i
itt LL . Let Yit be 

real output in the ith manufacturing activity at time t, where real output per capita of 
the ith manufacturing activity at time t is given by yit = Yit/Pt. The labor output ratio in 
the ith manufacturing activity at time t can be written as βit  = Lit/Yit, and the 
employment ratio in the ith manufacturing activity at time t can be given by λit= Lit/Pt. 
Hence, the manufacturing sector's employment ratio at time t can be given by  

 
( )( ) ∑∑ ==

i
itittit

i
ititt yPYYL βλ     (6.5)  

 
Taking the fist time difference of the above expression gives: 
 

( )∑ −=
i

itititt y ρλλ ˆˆˆ       (6.6) 

 
Where λ̂ t  denotes the growth rate of the manufacturing sector's overall employment 
share at time t, yitˆ

 represents real output per capita growth of the ith manufacturing 
activity, and ρ̂ it  growth rate of real labor productivity of the ith manufacturing sector. 
Equation (6.6) above decomposes manufacturing sector's overall employment ratio 
into weighted average of real per capita output levels of the various production 
activities of the manufacturing sector and the corresponding weighted average labor 
productivities of the various production activities. This decomposition provides a 
framework in which sources of job creation can usefully be explored.  
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Real output of majority of production activities of the manufacturing sector was 
shrinking relative to population growth, and at the same time real labor productivity 
of majority of the production activities was either close to zero or declining, leaving 
growth rate of employment share of the various production activities to fall during the 
pre-reform program. During the indicated period, average real output of the 
manufacturing sector weighted by employment share of the sector was declining at 
1.1% per annum relative to population growth. During same period, average real labor 
productivity weighted by employment share of the manufacturing sector was 
declining at the rate of 0.5% per annum. Decline in real output per capita and real 
labor productivity for majority of production activities of the manufacturing sector 
resulted in a decline in the growth rate of employment share of the sector. With the 
exception of food and beverages, tobacco and textiles production activities, where 
employment share was shrinking, the employment share remained about the same 
during the pre-reform program. 
 
During the post reform program, real output of all the production activities, with the 
exception of fabricated metal production activity, has been expanding relative to 
population growth. Similarly, average real labor productivity, except the fabricated 
metal for which average real labor productivity has been declining, has been rising, 
leaving growth rate of employment share of majority of production activities of the 
sector negligible. For instance, for the textiles manufacturing activity, average real 
output growth relative to population growth has been trailing behind average real 
labor productivity, which implies that employment share of textiles has been 
shrinking relative to other production activities of the sector during the post-reform 
program. On the average, post-reform period production activity of the manufacturing 
sector can be characterized by a very marginal increase in employment share. During 
this period, average real output per capita has been expanding at the rate of 3.3% per 
annum while average real labor productivity has been increasing at 3.2% per annum, 
which leaves employment share expansion of the sector at 0.1% per annum. Table 6.5 
depicts growth trends of employment share of the various production activities of the 
manufacturing sector. 
 
Table 6.5: Growth Trends of Employment Share in the Manufacturing Sector by 

Major Industrial Group 
 Before and After the Reform Program 
Industrial Group 1984/85-1991/92 1992/93-2001/02 1984/85-2001/02 
Food and Beverages -0.2 0.0 -0.1 
Tobacco -0.1 0.0 0.0 
Textiles -0.3 -0.2 -0.2 
Wearing Apparel, Except Fur 
Apparel 0.0 0.0 0.0 
Tanning and Dressing of 
Leather 0.0 0.0 0.0 
Wood and Products of Wood 0.0 0.0 0.0 
Paper, Paper Products and 
Printing 0.0 0.0 0.0 
Chemical and Chemical 
Products 0.0 0.1 0.0 
Rubber and Plastic Products 0.0 0.0 0.0 
Other Non-Metallic Mineral 0.0 0.1 0.0 
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Products 
Basic Iron and Steal 0.0 0.0 0.0 
Fabricated Metal Products 0.0 0.0 0.0 
Machinery and Equipment 0.0 0.0 0.0 
Vehicles, Trailers and Semi-
Trailers 0.0 0.0 0.0 
Furniture, Manufacturing 
N.E.C 0.0 0.1 0.0 
Average Employment Share 
Growth -0.5 0.1 -0.2 
Source: CSA, 2003    

6.4. Labor and capital productivity and shifts in real earnings 
 
One way of analyzing labor productivity shifts is decomposing the source of labor 
productivity into its components. Labor productivity growth can be decomposed into 
components in the same way as the growth rate of overall employment share of the 
manufacturing sector shown above. Suppose we denote overall productivity at time t 
of the manufacturing sector, defined as the ratio of the sector's total real output to total 
employment in the sector, by ∑==

i
ititttt LYLYρ . Then by taking the first 

deference of this expression, one can approximately decompose the overall real labor 
productivity of the sector as follows. 
 

( ) ( )[ ]∑ −=
i

ittitittitt LLLYYY ˆˆρ̂     (6. 7) 

In this equation ρ̂ t  represents the overall growth rate of real labor productivity at time 
t.Y itˆ  denotes real output growth rate of the ith manufacturing production activity at 
time t, and Litˆ  is employment growth in the ith manufacturing production activity at 
time t. Equation (6.7) decomposes the overall labor productivity of the manufacturing 
sector into movements in output and employment, weighted by shares of output and 
employment, respectively. Changes in the overall labor productivity can also be 
written as a weighted average of each activities’ labor productivity shifts plus a 
correction term involving a weighted reallocations of output or employment across the 
various production activities of the sector. This decomposition can be written as 
follows: 
 

( ) ( ) ( )[ ]∑∑ −+=
i

ittittitit
i

titt YLLYYLL ˆˆˆ ρρ   (6.8) 

( ) ( ) ( )[ ]∑∑ −+=
i

ittittitit
i

titt LLLYYYY ˆˆˆ ρρ   (6.9) 

 
Equations (6.8) above show how the overall labor productivity change in the 
manufacturing sector can be written as a weighted average labor productivity shifts 
plus a correction factor that involves weighted reallocations of output across the 
various production activities. Employment shares of each production activity are used 
as weights to determine the average labor productivity shifts in the above equation, 
while the reallocation weights are given by ( ) ( )[ ]LLYY tittit − .   Similarly, equation 
(6.9) shows how the overall labor productivity change in the manufacturing sector can 
be written as a weighted average labor productivity shifts plus a correction factor that 
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involves weighted reallocations of employment across the various production 
activities, where output shares are used as weights for determining average labor 
productivity shifts in the sector. 
 
Weighted average employment growth of the manufacturing sector stood at about 
3.5% per annum during the pre-reform program, where the weights are given by 
employment shares of each of the production activity in the manufacturing sector. 
During same period, weighted average real output growth, where output in this 
particular case is value added at constant factor cost and the weights are given by 
output shares of each of the production activities in the manufacturing sector, declined 
by 4.7% per annum, leaving labor productivity to fall by 8.1% per annum. Post-
reform program weighted average employment growth has increased to 5.9% per 
annum, while real output growth has jumped to a growth rate of 26.2% per annum, 
implying a labor productivity shift of 20.2%.  A common pattern under liberalization 
involves slow output growth accompanied by positive productivity growth in traded 
goods sector of the economy.  Since majority of the outputs of production activities in 
the manufacturing sector can be regarded as traded goods, one would have expected 
slow growth in real output of the sector, which is found to be very high in the 
Ethiopian manufacturing sector case (For details of productivity shift by industrial 
group, refer to Table 6.7).   
 

Table 6.6: Decomposition of Labor Productivity Shifts in the Manufacturing 
Sector 

Growth Trends Before and After the Reform Program  
Sources of Labor Productivity 
Shifts 1984/85-1991/92 1992/93-2001/02 1984/85-2001/02 
Weighted Average 
Employment Growth 3.5 5.9 4.8 
Weighted Average Output 
Growth -4.7 26.2 12.5 
Labor Productivity Shift -8.1 20.2 7.6 
 

Table 6.7: Decomposition of Labor Productivity Shifts in the Manufacturing 
Sector by Industrial Group 

Growth Trends Before and After the Reform Program Sources of Labor Productivity Shifts by 
Industrial Group 1984/85-1991/92 1992/93-2001/02 1984/85-2001/02
Food and Beverages    
Weighted Average Employment Growth -0.1 0.8 0.4 
Weighted Average Output Growth -4.6 9.5 3.3 
Labor Productivity Shift -4.5 8.8 2.9 
Tobacco    
Weighted Average Employment Growth -0.1 0.0 0.0 
Weighted Average Output Growth 0.2 0.7 0.5 
Labor Productivity Shift 0.3 0.7 0.5 
Textiles    
Weighted Average Employment Growth -0.6 -0.7 -0.7 
Weighted Average Output Growth -1.6 1.7 0.3 
Labor Productivity Shift -1.0 2.5 0.9 
Wearing Apparel, Except Fur Apparel    
Weighted Average Employment Growth 0.2 0.0 0.1 
Weighted Average Output Growth 0.1 0.2 0.2 
Labor Productivity Shift -0.1 0.2 0.1 
Tanning and Dressing of Leather    
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Weighted Average Employment Growth 0.2 0.1 0.1 
Weighted Average Output Growth -0.3 2.8 1.4 
Labor Productivity Shift -0.5 2.7 1.3 
Wood and Products of Wood    
Weighted Average Employment Growth 0.4 -0.2 0.1 
Weighted Average Output Growth -0.2 0.4 0.2 
Labor Productivity Shift -0.6 0.6 0.1 
Paper, Paper Products and Printing    
Weighted Average Employment Growth 0.1 0.2 0.2 
Weighted Average Output Growth -0.6 1.2 0.4 
Labor Productivity Shift -0.7 1.0 0.3 
Chemical and Chemical Products    
Weighted Average Employment Growth -0.1 0.4 0.2 
Weighted Average Output Growth 2.3 2.5 2.4 
Labor Productivity Shift 2.4 2.1 2.2 
Rubber and Plastic Products    
Weighted Average Employment Growth 0.0 0.3 0.2 
Weighted Average Output Growth -0.2 1.3 0.6 
Labor Productivity Shift -0.1 1.0 0.5 
Other Non-Metallic Mineral Products    
Weighted Average Employment Growth -0.1 0.7 0.3 
Weighted Average Output Growth -0.1 2.2 1.2 
Labor Productivity Shift -0.1 1.5 0.8 
Basic Iron and Steel    
Weighted Average Employment Growth 0.1 0.0 0.1 
Weighted Average Output Growth 0.3 1.3 0.9 
Labor Productivity Shift 0.2 1.3 0.8 
Fabricated Metal Products    
Weighted Average Employment Growth 0.1 0.2 0.1 
Weighted Average Output Growth 0.0 -1.6 -0.9 
Labor Productivity Shift -0.1 -1.8 -1.0 
Machinery and Equipment    
Weighted Average Employment Growth 0.1 0.0 0.0 
Weighted Average Output Growth 0.0 0.0 0.0 
Labor Productivity Shift 0.0 -0.1 0.0 
Vehicles, Trailers and Semi-Trailers    
Weighted Average Employment Growth 0.0 0.2 0.1 
Weighted Average Output Growth 0.0 3.5 2.1 
Labor Productivity Shift 0.0 3.4 2.0 
Furniture, Manufacturing N.E.C    
Weighted Average Employment Growth 0.1 0.6 0.4 
Weighted Average Output Growth -0.1 0.4 0.2 
Labor Productivity Shift -0.2 -0.2 -0.2 

Source: CSA, 2003. 
 
Figure 6.3 depicts movements in weighted average employment and real output 
growths, and shifts in labor productivity of the manufacturing sector. The sector's 
overall labor productivity has been positive throughout the reform program with the 
exception of the years 1998 and 1999 (Ethio-Eritrea war period). However, real 
output growth was unexpectedly high and volatile throughout the reform program. 
Similar pattern as the real output growth has also been observed for the sector's 
employment growth. 
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Figure 6.3: Trends in overall labor productivity growth in the manufacturing 
sector: 1984/85-2001/02 
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Overall weighted average labor productivity shifts, where weights are given by each 
production activity's employment shares, indicate a 1.4% decline in pre-reform period 
while the post-reform labor productivity has been rising at the rate of 2.4% per 
annum, which is consistent with labor periodicity of traded goods under liberalization. 
Similar pattern was also observed in overall weighted average labor productivity 
change, where output shares are used as weights in the computation of average labor 
productivity. The following figure depicts movements in weighted average labor 
productivity change over the entire period of analysis. 
 

Figure 6.4: Overall labor productivity shifts in the manufacturing sector: 
1984/85-2001/02 
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As can be seen from Figure 6.5, overall weighted average labor productivity shift is 
more volatile when output shares of each production activity are used as weights than 
when labor shares are used as weights. 
 
Pre-reform period growth trends of real capital productivity in the manufacturing 
sector indicate that capital productivity was declining in all production activities with 
the exception of tobacco, and basic iron and steel production. During this period, the 
average real capital productivity of the sector declined by about 14% per annum. 
Improvement in real capital productivity of the manufacturing sector has been 
observed during the post-reform period, where the sector's real capital productivity 
growth stood at about 2% per annum. A similar pattern has also been observed for 
shifts in real earnings with the changes in real capital productivity.  During the pre-
reform period, real earning of the manufacturing sector's employees was falling at an 
annual rate of 4.5%. Significant improvement in real earnings has been observed 
during the post-reform program: real earrings increased by about 8 per annum (Figure 
6.4). With the exception of the year 1994/95, real earnings of the labor force 
employed in the manufacturing sector have been increasing. Unlike real earnings, real 
capital productivity has been declining throughout the reform period with the 
exception of the first three years of the reform program while real labor productivity 
during the post-reform was fluctuating. 
 
Figure 6.5: Shifts in real labor and capital productivity and real earnings growth 

in the manufacturing sector: 1984/85-2001/02 
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 Source: CSA, 2003. 
 
6.5. Inter-sectoral linkages of the manufacturing sector: A SAM-based analysis 
 
It is known that the various sectors of the economy are interdependent as users of 
inputs from other sectors and as suppliers of inputs to other sectors. According to 
Herischman’s terminology, the former is termed as backward linkage and the latter is 
called forward linkage (Sadoulet and Janvry 1995). Backward linkage measures the 
proportion of an activity’s output that represents purchases from other activities, while 
forward linkage measures the proportion of an activity’s output that is used as inputs 
by other sectors.  Such inter-sectoral linkages between the different sectors, especially 
between agriculture and industry are the basis for self-enforcing and sustaining 
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economic growth.  For instance, basic industry cannot be built without a well-
developed agriculture, which will provide raw materials, labor, food, etc. And 
transformation of the agricultural sector requires a robust industrial sector that will 
supply farm tools, equipments, and other chemical inputs necessary for the 
agricultural sector.  Such type of inter-relationships can be captured using Social 
Accounting Matrix (SAM)-based multiplier analysis, which shows the inter-
connections of the various sector of the economy. In that regard, the linkage analysis 
will be based on a recently constructed SAM for Ethiopia (for detailed description of 
the SAM, see Alemayehu and Tadele 2004). 
 

6.5.1. Analysis of linkages using SAM multipliers 
 
Following the pioneer work by Stone (1978), SAM has been widely used as a 
consistent accounting framework to analyze and model the structure of an economy.  
The SAM framework represents a matrix of double-accounts in which rows and 
columns denote receipts and expenditures, respectively. As a consistent accounting 
framework, it is an accounting necessity that receipts and expenditures must balance 
in all entries and this ensures the consistency of the system. 
 
The present SAM is a 40x40 matrix and contains fourteen production activities, five 
factors of production, eight commodities, a transaction cost account, fifteen 
institutions, combined capital account and rest of the world account.  This SAM 
captures diverse production activities, interdependencies among the various sectors 
and institutions that govern the distribution of resources among the different socio-
economic groups. Production activities have been disaggregated into four agricultural 
activities, seven industrial activities, two services and a food-for-work activity. 
 
Apart from providing an overview of the structure of the economy during the 
reference period (i.e.1999/00 in this case), SAM provides the degree of 
interdependence of the economy.  For the purpose of assessing inter-sectoral linkages, 
the SAM accounts need to be partitioned into endogenous and exogenous, and such 
distinction may depend on what is perceived as endogenous or exogenous for the 
operation of the economy. Following the usual distinction, government and rest of the 
world accounts are treated as exogenous. In this study, capital account is considered 
as endogenous due to the fact that the level of investment or resource stock is 
endogenously determined by investment decisions undertaken by different economic 
agents distinguished in the SAM. 
 
Following the conventional approach of input-output models, the relationship between 
endogenous and exogenous accounts can be expressed as: 
 

xyAy n +=       (6.10) 
 
where,  y, An and x are, respectively, a vector of incomes of endogenous accounts, a 
matrix of average propensities and a vector of incomes of exogenous accounts. This 
intuitively implies that the row totals of the endogenous accounts can be obtained by 
multiplying the average expenditure propensities for each row by the corresponding 
column sum and adding exogenous income. The income of endogenous accounts can 
be expressed as: 
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[ ] xMxAIy an =−= −1
    (6.11) 

 
where, Ma  is termed as the social accounting multiplier since it measures the income 
accruing to endogenous accounts as a result of a unit injection, i.e. it shows how a 
change in any element of the exogenous accounts will affect the endogenous accounts. 
That is, through income and consumption linkages within the SAM, changes in the 
exogenous accounts determine the level of income of endogenous accounts. 
 
The above methodology has been employed to examine inter-sectoral linkages in the 
Ethiopian economy. Accordingly, the ith column sum of the aggregate multiplier 
matrix (Ma) gives the total input requirement from all sectors and this is the economy-
wide backward linkage of this sector.  The ith row sum of the aggregate multiplier 
matrix indicates the total forward linkage of the ith sector. These linkage types can be 
used for assessing the degree of interdependence of a given sector. 
 
A look at the aggregate multiplier matrix reveals that, among the production activities, 
peasant farming-lowland mixed has got the highest backward linkage (14.92), 
followed by peasant farming-highland mixed (14.80) (see Table A6.1 in the annex). 
The inclusion of income and final consumption linkages into input-output matrix 
makes agriculture superior in terms of growth linkages. Since agriculture is the main 
source of income and expenditure, it induces industrialization under the force of 
effective demand. Note that linkages based on inter-activity flows only reveal that 
peasant agriculture has weak forward and backward linkage effects. This is due to the 
fact that it is a producer of primary and final commodities.   
 
 Manufacturing activities have relatively low backward linkages indicating their high 
dependence on imported sources and less dependence on domestic materials (i.e., 
weak integration with the rest of the domestic economy). It should be noted that of the 
manufacturing activities, large/medium agro-processing public and private 
manufacturing industries (these are mainly food processing, textiles and leather 
industries) have relatively better backward linkages with the rest of the economy. 
 
With regard to forward linkages, the agricultural sector has relatively high forward 
linkage compared to the manufacturing sector.  For instance, peasant farming-
highland mixed has got the largest forward linkage followed by peasant livestock 
production (mainly pastoralists). Within the manufacturing activities, large/medium 
agro-processing (public) has got relatively high forward linkages followed by 
large/medium other manufacturing, compared to other manufacturing activities 
distinguished in the SAM. Thus, the manufacturing sector has weak linkage effects 
with the domestic economy, especially with the agricultural sector mainly because the 
sector is highly dependent on imported raw materials and hence, fails to be the 
sources of dynamism for the economy at large. 
 
Overall, the performance of the manufacturing sector in terms of employment 
generation and poverty reduction has been limited. Employment in the manufacturing 
sector had grown by about 0.4 per annum almost for the past two decades (well below 
labor force growth rate). Similarly, the employment intensity of output of the sector 
declined in the post reform period.  Average real labor productivity weighted by 
employment share of the manufacturing sector declined in the 1980s, but marginally 
improved during the post reform period.  In particular, employment expansion has 
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been observed in food and beverages, chemical and chemical products, other non-
metallic mineral products, and furniture manufacturing not elsewhere classified 
(n.e.c.) during the post reform period.  
 
In expanding sectors such as food and beverages, productivity increase does not 
translate into employment reduction. However, in shrinking sectors (e.g. textiles), 
higher productivity leads to a reduction in employment.  In the remaining activities, 
employment share remained unchanged. These are slow growing activities and hence 
higher productivity is accompanied by employment contraction.   The majority of the 
manufacturing activities have not served as a source of job creation for the growing 
labor force. Accordingly, a fall in the real earnings of the sector was also observed 
during the pre-reform period despite some improvements in the post-reform program.  
 
From the point of view of pro-poor growth, food and beverage, textiles, chemical and 
chemical products, other non-metallic mineral products, and furniture have been 
identified as having high labor-intensity and relatively strong linkages with the rest of 
the economy. Although labor-intensity has shown a declining trend over time, these 
activities have a good potential for future growth and can serve as a source of job 
creation if their problems have been adequately addressed. The major problems facing 
these manufacturing activities can be classified as technology, market, finance, input, 
policy issues, and human resources related problems. Specifically, the main factors 
constraining their operation include, among others, shortage of raw materials, lack of 
demand, lack of working capital, frequent machinery break/failure, and shortage of 
spare parts.  A solution to these problems has become very difficult in Ethiopia 
because of the government’s reluctance to involve chambers and other associations in 
policy decisions, implementation and monitoring. The current practice is largely top-
down with no formal institutional arrangement for participation of stakeholders in key 
decisions. Businessmen and industrialists also suffer from the old perception 
(propounded under the socialist regime) that they are exploiters and do not contribute 
to the good of society.  
 
 
7. Micro and Small Enterprises (MSES) 
 
Micro and small enterprises are widely regarded as a major source of employment. It 
is, therefore, important to look at the sector as a whole with a focus on its 
composition; productivity and returns associated with different activities; the 
segments where the poor are concentrated, where there is potential for growth that can 
benefit the poor; and where the constraints are. This section will be devoted to an 
analysis of these issues as well as the policy environment that this sector faces with a 
view to identifying changes that may be needed, especially from the point of view of 
raising the incomes of the poor engaged in this sector. 
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7.1. Characteristics, performance and contribution 
 

7.1.1. Basic attributes of MSEs 
 
Most rural poor are engaged in agricultural or related activities as laborers or small-
scale farmers in the informal sector. Although the definitions30 vary according to the 
country context, it is generally agreed that the informal sector, whether rural or urban, 
comprises small scale and micro-enterprises producing and distributing goods and 
services in unregulated but competitive markets. These enterprises are generally 
independent, largely family owned, employ low levels of skills and technology, and 
are highly labor intensive. These micro-enterprises are concentrated largely in low-
income low productivity activities, especially in petty trades and services. 
 
It has been documented that MSEs play a significant role in terms of their 
employment generation capacity, quick production response and their adaptation to 
weak infrastructure and use of local resources, and as a means of developing 
indigenous entrepreneurial and managerial skills for sustained industrialization 
(Fasika and Daniel 1999). The Ethiopian government is now faced with two key 
policy problems, namely the creation of jobs or employment opportunities to alleviate 
the widespread poverty and the creation of an internationally competitive industrial 
structure. These two problems are closely linked, as job creation is often necessary to 
replace jobs lost due to structural change and international competition.  
 

7.1.2. Contribution of MSEs 
 
Micro and small enterprises (MSEs) provide income and employment for significant 
proportions of workers in rural and urban areas by producing basic goods and services 
for rapidly growing populations.  SMEs play an important role in Ethiopian economy, 
typically contributing over 99% of all enterprises, over 60% of private sector 
employment, and about 30% or so of exports. A recent survey by the Central 
Statistical Authority (CSA) (2003) indicates that there were 31,863 Small Scale 
Manufacturing Industries (SSMIs) in the country. About 63% of the total 
establishments were located in urban areas while the remaining (37%) in rural areas, 
mainly grain mill services.  Of the total value added, close to 79% has been 
contributed by grain mill industry followed by metal and food and beverage industries 
in 2001/02 (Table 7.1). Excluding grain mills, the value added has shown a growth 
rate of about 8% per year since 1995.31  Note that the value added generated by 
SSMIs accounts for about 2.6% of the national GDP and 24% of the industrial GDP 
during the period considered. 
 
The small-scale industries absorbed about 97,781 of the labor force in 2001/02, which 
is equivalent to only three persons per establishment. The largest employers were 
                                                           
30 In the Ethiopian context, micro enterprises are business enterprises found in all sectors of the 
Ethiopian economy with a paid-up capital (fixed assets) of not more than Birr 20,000, but excluding 
high-tech consultancy firms and other high-tech establishments. Similarly, small enterprises are 
business enterprises with a paid-up capital of more than Birr 20,000 ($2,500) but not more than Birr 
500,000 ($62,500) but excluding high-tech consultancy firms and other high-tech establishments 
(Ministry of Trade and Industry, 1997). 

 
31 Note that the 1995 survey does not include grain mills.  
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grain mills (~85%), manufacture of furniture (~4.4%), manufacture of fabricated 
metal products (~4.0%) and food and beverages (~2.6%). About 46% and 42% of the 
employees were permanent paid employees and unpaid family workers, respectively, 
during the period under consideration. About 12% were identified as seasonal and 
temporary workers, paid and unpaid apprentices. 
 

Table 7.1: Employment and output contribution of Small-scale Enterprises, 
2001/02 

Industrial Group 
Number of 

Establishments 

Value 
Added (in 
birr ‘000’) 

Share (in 
%) 

Food and Beverage 693 21,399.86 4.6 
Grain mills 27,223 367,407.96 79.2 
Textiles 23 1,079.23 0.2 
Wearing Apparel 962 8,791.55 1.9 

Manufacture of luggage, handbags and footwear 15 140.39 0.0 
Manufacture of wood and wood products 167 2,203.27 0.5 
Manufacture of paper and paper product 4 1,056.87 0.2 

Publishing, printing and reproduction of recording media 228 5,975.78 1.3 
Manufacture of chemicals and chemical products 2 267.57 0.1 
Manufacture of other non-metallic mineral products 106 3,943.09 0.9 
Manufacture of fabricated metal products, except machinery and 
equipment 1,306 31,223.40 6.7 

Manufacture of machinery and equipment, n.e.c 30 461.28 0.1 

Manufacture of parts and accessories for motor vehicles 5 117.67 0.0 
Manufacture of furniture 1,099 19,748.68 4.3 
Total 31,863 463,816.59 100.0 

Note:  n.e.c means ‘not elsewhere classified’.  Source: CSA, 2003. 
 
Table 7.2 reveals the levels of labor productivity in small-scale manufacturing 
activities. The weighed labor productivity is relatively high in grain mills followed by 
manufacture of metal products, food and beverages, and manufacture of furniture.  In 
terms of the return to labor, close to 40% and 31% of the total employees earn wages 
less than birr 100 and between birr 100-149 per month, respectively, i.e. more than 
70% earn less than birr 150 monthly (birr 1,800 per year). Taking the average 
household size of about four in urban areas, then per capita income would be less than 
the minimum threshold or poverty line of the country (i.e. birr 1075 per person per 
year or about birr 89.60 per person per month). Regardless of the type of activity, 
about 99.9% earn basic wages and salaries less than the national poverty line during 
the period considered. 
 
The wage structure by activity shows substantial variation. For instance, about three-
fourth of the total employees in grain mills earn less than birr 150 per month 
compared to 55% in food and beverages. Alternatively, about 97% and 89% of the 
total workers in grain mills and food and beverages earn less than birr 300 per month.  
Similarly, about 72%, 73% and 71% of total workers in wearing and apparel, 
manufacture of metal products and furniture earn less than birr 300 per month, 
respectively (see Table A7.1). This shows that the poor workers are highly 
concentrated in grain mills, food and beverages, and manufacture of metal products 
and furniture, which are deemed to be low return sectors. 
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Table 7.2: The level of labor productivity in small-scale manufacturing ndustries 

Industrial Group 
Number of 

persons engaged
Share (in 

%) 
Weighed labor 

productivity 
Food and Beverage 2,593 2.7 218.85 
Grain mills 82,868 84.7 3,757.46 
Textiles 81 0.1 11.04 
Wearing Apparel 1,996 2.0 89.91 
Manu. of luggage, handbags and footwear 59 0.1 1.44 
Manu. of wood and wood products 663 0.7 22.53 
Manufacture of paper and paper product  31 0.0 10.81 
Publishing, printing and reproduction of recording 
media 694 0.7 61.11 
Manu. of chemicals and chemical products 11 0.0 2.74 
Manu. of other non-metallic mineral products 480 0.5 40.33 
Manu. of fabricated metal products, except 
machinery and equipment  3,898 4.0 319.32 
Manu. of machinery and equipment, n.e.c  106 0.1 4.72 

Manu. of parts for motor vehicles  26 0.0 1.20 
Manufacture of furniture 4,275 4.4 201.97 
Source: Computed from Small-Scale Manufacturing Industries Survey (CSA, 2003) 
 
Low wages in the SSMIs can be attributed to low level of education. About 75% of 
the total persons engaged in SSMIs were literate—about 63% and 27% had primary 
(grade 1-8 level) and secondary (grade 9-12 level) education, respectively. This 
indicates that workers with low level of education dominate the SSMIs.  
 

Table 7.3: Educational Level of Employees, 2002 
Level of education Number Share (in %) 
Literate 66,189 74.5 
Illiterate 22,666 25.5 
Highest Grade Completed 
1-8 41,699 63.0 
9-12 17,625 26.3 
Above 12 1,181 1.9 
Not Stated 5,802 8.8 
Total 66,189 100.0 

Source: CSA, 2003. 
 
CSA (2003) has also carried out informal sector sample survey in major urban 
centers. The result showed that there were 799,353 informal sector operators that 
absorbed about 997,380 persons in 2002. About 80% of the operators were owners 
while the rest were employees. Of the total workforce engaged in the sector, close to 
60% are female, suggesting that the informal sector is dominated by women.   
 

Table 7.4: Distribution of Number of Persons Engaged, 2002 
Sex Operators Employees Total Persons 

Engaged 
Male 328,808 (41.1) 70,276 (35.5) 399,084 (40.0) 
Female 470,545 (58.9) 127,751 (64.5) 598,296 (60.0) 
Total 799,353 (100.0) 198,027 (100.0) 997,380 (100.0) 

Note: the figures in parentheses are shares (in %).  Source: CSA, 2003. 
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The majority (43.3%) of informal sector operators are in the manufacturing sector 
followed by trade, hotels and restaurants (37.8%). About 81% of informal sector 
operators are concentrated in the two sub-sectors. About 56% of workers are also 
employed in manufacturing and about 34% in trade, hotels and restaurants.  Close to 
53% of informal sector operators are illiterate, with only 33% reporting primary level 
education (Grades 1-8). 
 

Table 7.5: Sectoral Distribution of Informal Sector Operators, 2002 
Sector Number of 

operators 
Share (in %) 

Agriculture, Hunting Forestry and 
Fishing 

12,089 15 

Mining and Quarrying 1,019 0.13 
Manufacturing 346,037 43.3 
Construction 17,595 2.2 
Trade, Hotels, and Restraints 302,009 37.8 
Transport  10,643 1.3 
Community and personal services 109,960 13.8 
Total 799,352 100.0 

Source: CSA, 2003. 
 
With regard to the labor productivity, value added per person engaged was lowest in 
urban agriculture (~birr 100) and highest in the construction activity (~birr 2,761) in 
2002. Based on value added per person, the poor are concentrated in agriculture and 
allied activities, manufacturing and trade, hotels and restaurants that are low return or 
low productivity sectors.32   
 

Table 7.6: Sectoral Distribution of Workers and Productivity, 2002 

Sector 
Number of 
Employees  

Value Added 
(in birr ‘000’)  

Value Added Per 
Person Engaged 

(in birr) 
Agriculture, hunting, forestry and 
fishing 6,211 3.1 1,826.22 0.2 99.79 
Mining and Quarrying 135 0.1 2,046.67 0.3 1773.55 
Manufacturing 110,065 55.6 259,364.75 34.6 568.66 
Construction 3,031 1.5 56,941.39 7.6 2760.66 
Trade, Hotels and Restaurants 67,868 34.3 272,351.84 36.3 736.33 
Transport 1,834 0.9 17,527.51 2.3 1404.79 
Community and personal services 8,890 4.5 140,175.52 18.7 1179.43 
Total 198,034 100.0 750,233.90 100.0 752.20 
Source: CSA, 2003. 

7.2. Policy and other constraints   

7.2.1. MSE and the policy environment  
 
Micro enterprise development is increasingly being seen as an essential ingredient in 
the promotion of broad-based growth in improving the well-being of the poor and 
                                                           
32 Unfortunately, the survey on micro and small enterprises does not have information on wages and, 
hence, difficult to capture the size and structure of wages in the sector.    
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women. There is an increasing policy focus to strengthen entrepreneurship and the 
contribution of micro-enterprises to attain economic growth with equity as well as to 
address gender and poverty reduction issues.  International aid agencies such as the 
World Bank provide targeted assistance to SME and approved more than birr 10 
billion in SME support programs over the last five years (Beck et al., 2003).  The 
government is committed to developed MSE with different support service programs 
which include skill upgrading programs for MSE operators, strengthening the use of 
appropriate modern technologies that boost their capacity to create long-term jobs, 
alleviate the financial problems of MSEs through credit availability, improve market 
access to large business purchases and export markets (Box 1). 
 

Box 1: Specific Contents of the MSE Development Strategy 
 
(1) Facilitate economic growth and bring about equitable development: 
It is argued that the expansion of MSEs stimulates economic growth using local resources and 
is the basis for equitable distribution of income and wealth. 
 
(2) Create long-term jobs: 
Although MSEs are largely labor-intensive (reduce unemployment), they are characterized by 
low productivity and return.  It is, therefore, essential to upgrade their skills and strengthen 
use of appropriate modern technologies to improve their capacity to create more jobs. 
 
(3) Strengthen cooperation between MSEs: 
Promoting inter-sectoral linkages within MSEs and between MSEs and medium and large-
scale enterprises are the key for overcoming constraints in the area of resources. 
 
(4) Provide the basis for medium and large-scale enterprises: 
It is generally argued that MSEs are the bedrock for the growth of medium and large-scale 
enterprises and stimulate indigenous entrepreneurship. 
 
(5) Promote exports: 
Because MSEs depend heavily on domestic raw materials, the strategy also pays due attention 
in helping MSEs to participate in international market in which the country has relatively 
comparative advantage (e.g. leather and leather products, textiles, horticulture, etc.). 
 
(6) Balance preferential treatment between MSEs and bigger enterprises: 
The strategy aims at correcting the preferential treatment given to bigger enterprises and it 
also aims at achieving the greatest possible cooperation and interaction between the various 
enterprises in the economy. 
 
It should be noted that while the Investment Code of Ethiopia grants incentives for the 
industrial sector, has completely ignored micro and small-scale enterprises. Although 
the MSE development strategy intends to reduce the cost of inputs and making their 
outputs competitive in price, it does not explicitly indicated the type of incentive 
structures. 
 
The government has established the Federal Micro and Small Enterprises 
Development Agency (FeMSEDA) and the regional Micro and Small Enterprises 
Development Agencies (ReMSEDAs) to support the sector. However, these 
government institutions are totally controlled and managed by civil servants with little 
input, if any, from the operators of MSE. Hence, policies and programs designed and 
implemented in the sector often fail as they lack ownership and consensus.   
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7.2.2. Other constraints 
 
It has been indicated that the number of people earning their livelihood from small-
scale manufacturing industries is six times larger than those engaged in the formal 
sector activities.33 However, micro- and small-scale enterprises have been performing 
below capacity and their growth has been severely constrained by a number of factors.  
 
Lack of purchasing power of the local people is usually cited as the major bottleneck.  
The main customers of micro-enterprises in small towns are local farmers and urban 
dwellers.  Demand for output and services is also very limited as the bulk of the 
population is dependent on agriculture that suffers from very low levels of 
productivity and high degree of uncertainty. As a result, too many operators chase for 
limited market, creating no incentive for business expansion. Any improvement in the 
agriculture sector would thus enhance local demand for goods and services.  Urban 
development programs would also have a similar impact. 
 
It is partly due to inadequate entrepreneurial capacity that most enterprises produce 
the same kind of items and competing for the same small local market.  They lack the 
entrepreneurship to identify niche markets and to bring some dynamic qualities such 
as resilience (to respond to changes in the environment), initiative taking, 
innovativeness and diversity 
 
Access to financial services is limited and partnership and networking are unknown. 
The major determinant of performance is working capital. Lack of an enabling legal 
and regulatory framework has given rise to high transaction costs and uncertainties in 
the market-place. One major outcome of this is the absence of partnership and 
networking among business operators. Skills in business training and technical 
knowledge are also lacking making the enterprises less beneficiaries from the 
innovative capacity of workers and employees.  The overall business environment is 
so weak that human capital and other physical infrastructure do not seem to have 
significant impact. 
 
Lack of effective linkage with the rural and urban sectors is one of the major features 
of the enterprises. At present, the small towns are not a source of farm inputs or new 
technologies. Sustainable development requires traders, transporters and processors 
that closely link and network with producers of crop, livestock, forest products, etc.  
 
By way of summary, micro-enterprise development should be viewed as an essential 
ingredient in the promotion of broad based growth, in improving the well being of the 
poor and women by providing significant income and employment generating 
opportunities, and by encouraging indigenous investment. These activities have 
relatively strong backward linkages with the rest of the economy as they depend on 
local resources and less so on imported inputs. The fact that they have higher linkages 
with the rest of the economy (higher than that of large-scale manufacturing activities) 
implies that they can form the bedrock for sustainable growth in the domestic 
economy via multiplier effects [see section 6 for details of the linkage analysis].  
                                                           
33 According to the available evidence, the number of people earning their livelihood 
from the informal sector activities and small-scale manufacturing industries is eight times 
larger than those engaged in the medium and large scale industrial establishments 
(Ministry of Trade and Industry 1997). 
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The contribution of MSE to the national economy has been less than satisfactory 
owing to policy, structural and institutional related bottlenecks. Although low 
productivity and return is the main feature of many micro and small-scale enterprises, 
grain mills, food and beverages, manufacture of metal products and furniture have 
relatively high average labor productivity. It has also been indicated that the wage 
structure in these activities is very low and workers cannot meet their basic 
requirements. The majority of workers (~96%) in grain mills and 89% in food and 
beverage earn less than birr 300 per month, indicating that the return to labor is 
extremely low in such activities. Low demand, lack of spare parts and shortage of raw 
materials have been reported as the major constraints facing small-scale 
manufacturing industries.  
 
The government of Ethiopia has formulated a strategy known as Micro and Small 
Enterprises Development Strategy with the objective of promoting these enterprises 
via creating an enabling legal, institutional and other supportive environment for the 
growth and development of MSEs. Although the policy has given due emphasis to 
entrepreneurship and appreciation of the sector’s contribution to the economy, 
constraints related to infrastructure, credit, working premises, extension service, 
consultancy, information provision, prototype development, preferential treatment, 
and many others, have yet to be addressed. 
 
 
8. Employment through Labor-based Approaches in Infrastructure 
 
Construction and infrastructure account for a substantial proportion of public 
investment in an economy like that of Ethiopia. It has been demonstrated that in terms 
of the choice of technology, the adoption of labor-based approaches in infrastructure 
can result in much higher employment from a given amount of investment without the 
need to compromise on quality and efficiency. Infrastructure, e.g., rural roads, 
irrigation, and other construction works such as land development, protection of 
environment, etc. can contribute positively to development and poverty reduction by 
integrating isolated regions and potential markets and economic activities. This 
section will, therefore, examine the potential for employment creation through the 
adoption of labor-based approaches in infrastructure and action that is needed (in 
terms of policies at the national level as well interventions and programs at the project 
level) to transform the potential into reality. The analysis will include taking stock of 
construction activities (e.g., roads, irrigation, soil conservation, etc.), identifying the 
potential for adopting labor-based approaches in such activities, estimating the 
employment gains likely to be obtained from the adoption of this approach, and 
actions needed at the policy and project levels to implement the labor-based approach. 
 
8.1. Public expenditure in infrastructure  
 
The attention given to the development of the infrastructure sector was minimal in the 
1980s. Government expenditure in infrastructure accounted for about 1.5% of GDP 
only. Expenditure on road construction has increased both in absolute and relative 
term in the 1990s. In recognition of this, the present Government his significantly 
increased public expenditure on roads. It has also launched the Road Sector 
Development Program (RSDP) in 1997 to tackle the shortcomings in the road sector. 
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The first phase (1997-2002) of RSDP has been completed and the second (2002-2007) 
is now under implementation with significant support from the donor community. 
Expenditure on roads has increased from 6.8% of the total government expenditure 
during the period 1980-1991 to 39.6% in 1992-2000 (Table 8.1). The sector has 
received high priority, attracting the second largest public expenditure (next to 
education) in the 1990s. 
 

Table 8.1: Comparative Government Expenditure in Roads and Other Sectors 
Average 

Expenditure 
1980-1991 1992-2001 1980-2001 

As % of GDP 
Road 0.7 2.1 1.6 

Health 0.2 0.4 0.4 
Education 0.3 0.9 0.7 

As  % of Total Expenditure 
Road 2.5 7.5 5.9 

Health 0.8 1.6 1.3 
Education 1.0 3.2 2.5 

Source: Own computation from MOFED data. 

 
Figure 8.1: Comparison of Trends in Road Expenditure (as % of total 

expenditure) 
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Although there have been improvements in the size of recurrent expenditure injected 
into the road sector in the 1990s, the proportion recurrent expenditure has been very 
small compared to education and health sectors (figure 4.2). For instance, the average 
annual recurrent expenditure for the sector was birr 0.12 billion during the period 
spanning 1992-2000, representing only 1.9% of the total recurrent budget, 
significantly lower than that of defense (birr 2.2 billion or 25% of the total and 
education (birr 1.05 billion or 14.9% of the total recurrent expenditure).34 This shown 
that employment in the sector (paid from recurrent budget) has remained relatively 
low. More importantly, road maintenance and improvement activities, together with 

                                                           
34 Note that capital expenditure has been reduced significantly in all sectors in 1998-99 due to Ethio-
Eritrea war in which a significant proportion of government expenditure was allocated to the war. 



 
 

 68

seasonal employment opportunities, are adversely affected by the low recurrent 
budget.  
 

Figure 8.2: Pattern of Recurrent Expenditure 
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With regard to capital expenditure on roads, the amount allotted to the sector (similar 
to the recurrent budget) has been very small in the 1980s, only about 10% of the total 
capital expenditure. Capital investment on roads has significantly increased both in 
absolute and relative terms during the 1990s and exceeded other sectors such as 
health, education and agriculture (figure 8.3).  It appears that the potential for labor-
based infrastructure development has improved in recent years. 
 

Figure 8.3: Trends in capital expenditure 
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Ethiopia needs to invest a substantial amount of money to improve the road network, 
thereby generating a substantial opportunity for employment. Road transport is the 
dominant mode that carries about 95% of the country’s passenger and freight traffic 
and is the only form of access to most rural communities. However, road 
infrastructure in the country is underdeveloped even by African standards.  Road 
network increased from 24,970 kms in 1997 to 33,856 kms in 2003, but road density 
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per thousand inhabitants increased marginally from 0.40 in 1997 to 0.49 in 2003, 
representing a 2.2% growth rate per annum. With a total land area of 1.1 million sq. 
km and road network of 33,856 kms, the road density is about 30.8% per 1000 sq. km 
in 2003. Although improvements have been observed in the sector, most rural areas 
are inaccessible by commercial transport. About 70% of the total land area of the 
country is not accessed by all-weather road system (Sisay 2004). The road network is 
characterized not only by low density but also by poor quality: only 28% of the total 
road network was found in good condition in 2001 (Table 8.2).  
 

Table 8.2: Conditions of Road Network (in %) 
 Good Fair Poor 
Road Type 1995 2001 1995 2001 1995 2001 
Federal Roads 14 30 50 38 50 43 
Regional Roads 25 25 15 30 60 45 
Average 18 28 29 28 53 44 
Source: MOFED 2002. 
 
8.2. Public work programs and labor-based infrastructure 
 
Experiences elsewhere in the world show that public work programs are intended to 
reduce poverty through providing work opportunities to economically active people 
who are either unemployed or underemployed. It has been argued that the most 
productive way to assist the working poor appears to be through creating 
opportunities for them to earn a living. Public work programs can contribute to 
poverty alleviation in several ways, but the two most direct routes are through 
transferring income (in cash or kind), and by creating useful economic infrastructure. 
Indirect or ‘second round’ effects include income multipliers generated by spending 
of public works wages. Well-designed public work programs construct much-needed 
infrastructure and thus minimize the trade-off between public spending on income 
transfers versus public spending on development. However, the effectiveness of 
public work programs in alleviating poverty can be compromised in various ways, 
including: poor targeting, low wages, limited coverage, temporary employment 
creation, low-quality or poorly maintained infrastructure, and unintended negative 
impacts (e.g. undermining food security by competing with labor needs in agriculture, 
nurturing dependency or condoning child labor). These issues have compromised the 
credibility of claims made by proponents of public work programs which have 
enormous anti-poverty potential, not only as an ‘employment-based safety net’ but 
also as a contributor to sustainable poverty reduction. 
 
In Ethiopia, public works are implemented in the form of food-for-work (FFW), cash-
for-work (CFW) programs or employment generation schemes (EGS). The idea 
behind FFW is to use food to pay for either public work programs or income 
generating activities, while CFW involves paying project participants in cash.  
 
There exist two distinct and important layers to the effectiveness of public works 
programs implemented either in the form FFW or EGS/EBSN. First, there is the short-
run issue of whether public work programs effectively assist people who suffer 
transitory income shocks. It is important to establish whether, as a mechanism for 
emergency relief, such programs provide an effective safety net, mitigating the 
adverse welfare effects of real income shocks. Public work programs are effective if 
they can reach those who suffer serious shocks quickly, before serious 
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undernourishment and associated health problems set in. The second issue relates to 
the longer-run effect of whether public work programs improve livelihoods, either by 
accelerating recovery from shocks or by fostering income growth and wealth 
accumulation among the chronically destitute. The point is whether or not public work 
programs facilitate investment, innovation and access to new, attractive opportunities. 
In this regard, public works programs can be classified into two types: infrastructure 
programs aimed mainly at providing safety nets (in the form of employment-based 
safety nets) and more development-oriented infrastructure where labor-based 
approaches can be used.  

8.2.1. Infrastructure programs as a safety nets  
 

The food aid policy of the country clearly indicates that no able-bodied person should 
receive aid without working for it. Food aid is given free only to those who are too old 
or sick to work. In this category included are the employment generation schemes and 
employment-based safety nets, which are of temporary in nature, i.e. conducted under 
the emergency (relief) operation. It has been documented that close to 80% of the total 
food assistance resources are devoted to FFW programs for infrastructure 
development in Ethiopia and the remaining 20% is used as gratuitous relief 
(Quisumbing 2003). EGS/EBSN is one of the main means of distributing food aid for 
the needy population and act as safety nets that mitigate agricultural risk such as 
drought, flood, crop damage, etc and smooth out food consumption over time. 
EGS/EBSN cushions people who suffer transitory income shocks. These schemes are 
commonly practiced in the drought-prone areas of northern Ethiopia. Households 
participating in the EGS/EBSN programs are the most food insecure and poverty-
stricken segments of the population in the country. Soil conservation, rural roads, 
afforestation, etc. are the major tasks performed by participants during the short 
period of scheme (i.e., during a disaster such as drought, flood, and war).  
 
Afforestation, road construction, soil and water conservation activities are among the 
most important public work projects in Ethiopia, and are supported by many donors 
such as WFP’s Project 2488, EC/MoA, Oxfam/UK, etc.  In fact, food-for-work 
program of WFP is said to be the largest in Africa. The long-term objective of these 
projects is to raise agricultural productivity via land rehabilitation and terracing, and 
micro-dams for irrigation, while providing relief assistance in the short-term. 
 
According to the Disaster Prevention and Preparedness Commission (DPPC), about 
691 kms of roads were constructed and 1,126 kms maintained via FFW programs 
until June 2000 (cumulative). Similarly, about 61,876.01 kms of soil and water 
conservation activities have been undertaken over the same period (Table 8.3). In 
1999/00, DPPC estimates that FFW program benefited some 246,283 and 218,673 
male and female participants, respectively35. In terms of regional distribution, close to 
79% of the beneficiaries/participants were from Tigray region, followed by Amhara 
region (~11%) and Southern Nations, Nationalities and Peoples (SNNP) region (~7%) 
during the same period (Table 8.4). The first two regions are the most food insecure 
and highly vulnerable regions. 

                                                           
35  These figures are believed to be on the low side. The total number of beneficiaries in any one-year is 
believed to be much higher. 
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Table 8.3: Rural Infrastructure Development through FFW Program 
Activities 
1. Soil and Water Conservation Unit Cumulative till June, 2000 
Farm Land Terrace   
Fanyajuu construction Km 429.00 
Stone bund construction Km 26,386.00 
Stone faced soil bund construction Km 4,205.20 
Soil bund construction Km 10,936.00 
Bench terrace construction Km 164.46 
Trench construction Km 10,430.00 
Checkdam construction Km 1,644.50 
Hill side terrace construction Km 6,823.60 
Retaining wall M3 42,266.04 
Cut off drain construction Km 694.00 
Artificial water way construction Km 163.25 
2. Afforestation Activities   
Nursery activity No 231,000,000.00 
Site guard Ha 98,713.00 
Pitting and re-pitting No 16,086,676.00 
Micro-basin construction No 4,340,964.00 
Weeding and Cultivation No 8,709.00 
Seed collection Kg 14,553.00 
3. Infrastructure   
Road construction Km 691.00 
Road maintenance Km 1,126.00 
4. Water Development   
Spring development No 337.00 
Pond construction No 59.00 
Irrigation canal clearing Km 1.00 
Stream diversion Km 91.50 
5. Supplementary   
Grass seed multiplication Ha 46.00 
Compost preparation M3 1,815.00 
Stone collection M3 5,568.00 
Farmers training No 375.00 
6.  Maintenance   
Check dam maintenance Km 79.60 
Bund maintenance Km 919.00 
Pond maintenance No 49.00 
 Source:  DPPC 
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Table 8.4: Regional Distribution of Beneficiaries in the FFW Program, 1999/00 

Region Male Female Total 
 of Female 

Beneficiaries Regional Share (%)

Amhara 33,278 17,506 50,783 34 10.9 
Tigray 175,076 186,642 361,719 52 77.8 
Oromiya 9,655 4,546 14,201 32 3.1 
SNNRP 23,177 7,964 31,141 26 6.7 
Dire Dawa 5,098 2,014 7,112 28 1.5 
Total 246,283 218,673 464,956 47 100.0 
Source: DPPC. 
 
EGS/EBSN program provides insurance against transitory income shocks to those 
who are willing to work. But such public work programs are short-lived and do not 
provide with any permanent source of income for the poor. More importantly, the 
infrastructural assets created under such programs are not well designed, and are of 
poor quality. Low rate of payment and delays in payment have contributed to 
dissatisfaction and low quality of work. Until 2004, the accepted practice has been to 
set relief distributions at 1300 kcals (12.5 kg), instead of the 2100 kcals recommended 
by the international community. Activities carried out under EGS/EBSN are not well 
planned and articulated with the local development objective as they are responses to 
emergency crisis. They are rarely integrated and incorporated into line departments’ 
work plans and are not specifically budgeted.  For instance, there is no link between 
the Road Sector Development Plan and public work programs. Food-for-work 
projects have created extensive soil and water conservation structures, roads, etc. all 
over the country but maintenance after termination of the projects has proved to be 
problematic. Often a dilemma arises as to who takes the responsibility for 
maintenance, especially when there is a wide constituency of beneficiaries 
(Humphrey, 2000).  
 
There has been the possibility of people becoming trapped in the safety net as well. 
FFW activities often coincide with own farm activities due to poor planning. 
Prolonged relief activities have also undermined initiative for alternative self-reliant 
solutions. The DPPC has been making an appeal for emergency food aid every year in 
the last 27 or so years and the number of victims has been continuously rising, not 
declining. It is estimated that estimated that on average, US$265 million is ploughed 
into food aid by donors, a sum equal to 13% of the total public spending of the 
country36.  Traditional safety-net practices have been ‘a missed opportunity’ because 
they failed to build up and maintain real assets of the people.  
 
Recognizing the failure of food-for-work schemes for the past 30 years, the Ethiopian 
Government has recently initiated a new approach known as the Productive Safety 
Net Program (PSNP). Five million impoverished farmers are to be targeted under 
government-led PSNP.  The main objectives are to provide transfers to food insecure 
population in away that prevents asset depletion at the household level and creates 
assets at the community level. The selection of the public works projects will be 
driven by the local planning process. Since the major causes of food insecurity in the 
country are land degradation, recurrent drought, low agricultural productivity and 
                                                           
36 IRINnews.org, UN Office for the Coordination of Humanitarian Affairs, Ethiopia: Focus on new 
safety-nets scheme for poor farmers, 18 March 2005, http;//www.irinnew.org/report.asp 
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population pressure, the public works activities are intended to address these 
problems.37  Effective public work programs are believed to help individuals, 
households and communities in times of stress and also facilitate the desired transition 
from relief to development.   

8.2.2. Development-oriented infrastructure programs 
 
Roads are constructed and rehabilitated at high cost in Ethiopia. This is due to the use 
of equipment-based method in the road sector. Attempts to expand the use of labor-
based methods in the infrastructure and construction sectors have been minimal 
despite the various justifications, including lower unit cost, increased employment 
generation, higher contribution to GDP, higher multiplier effects, higher levels of 
household income and consumption, reduced foreign exchange requirements and 
hence reduced import dependency.  
 
Domestic road construction and maintenance capacity is identified as an important 
ingredient to ensure sustainability of the road network in the RSDP. Measures that 
facilitate local contractors’ participation have been introduced (e.g. contracting-out 
works) but it has become very difficult for the private sector to participate effectively 
due to limited capacity of the Ethiopian Road Authority, ERA, (at central level) and 
regional road authorities for the smooth implementation the program and the 
weakness of the domestic construction industry in general (FDRE, 2002). Hence, the 
road construction under RSDP is largely handled by foreign companies (mainly 
European, Chinese, Japanese and Korean) using heavy construction equipment. More 
importantly, employment generation has not been a core objective for the central and 
regional authorities even when work is contracted to local government or private 
companies.  
 
Klingele and Admassu (1995) observed that asphalt road construction activities from 
Shashemen to Arba Minch, implemented by the Ethiopian Roads Authority 
(government agency), and the Sodo-Bale-Chida road, constructed by Salini 
Construction Company (local private company) in Wolayita and North Omo in the 
SNNP region did not use labor-intensive approaches, rather their projects were highly 
capital-intensive, using heavy machinery and little but very specialized labor.  The 
short time given for implementation of the construction projects has been given as the 
main reason for their choice of capita-intensive work.  It is clear that a labor-intensive 
approach, in a country where there is massive underemployment and unemployment, 
would have created job opportunities for many thousands of people.   
 
The ERA is aware of the advantages of labor-intensive approaches at the local, 
regional and national levels.  It has started, on a trial basis, recruiting laborers to do 
road maintenance since 1998/99.  Recruitment close to place of work reduces costs 
and logistical problems. Two km segments are allocated to each “length person” and 
the approach is being launched to cover some 5,000 kms of regional and federal roads 
through the “length person” maintenance system for the coming five years (MOFED 
2003). However, significant progress is constrained by bureaucratic payment 

                                                           
37 The Federal Democratic Republic of Ethiopia, Productive Safety Net Programme: Environmental 
and Social Management Framework, December 3, 2004, Draft. 
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procedures (often delayed payments) and lack of appropriate contracting 
arrangements.  
 
A national strategy as well as extensive training facilities would be required to 
introduce labor-intensive approaches to ERA’s overall extensive road construction 
program. International funding agencies should also support the idea of labor-
intensive approaches in order to alleviate chronic poverty and food insecurity in the 
country. The use of labor-based work methods for constructing and maintaining rural 
roads can improve access while at the same time increase employment opportunities.  
 
In general, the contribution of public work programs and construction activities for 
employment creation and poverty reduction has been minimal in the Ethiopian 
context. Employment-based safety-net programs could have been particularly 
effective in poor and vulnerable areas as chronic poverty and agricultural seasonality 
make the availability of such schemes an attractive fallback option for the poor. 
Similarly, although there is room for employment creation through the adoption of 
labor-based approaches in infrastructure, the actual employment gains via such 
approaches have been limited. 
 
Public work programs can serve as a tool for reducing poverty via creation of durable 
infrastructure. The recent shift towards productive safety-net programs is believed to 
have a positive impact provided the management is decentralized and capacity is built 
at all levels to effectively link relief food assistance to development programs. 
Evidences from Asia indicate that if well designed and focused, labor-based 
infrastructure development programs can be used as effective tools for reducing 
poverty38.  Thus, infrastructural development programs of the ERA and other agencies 
should form an integral part of the overall development program of employment 
generation or poverty alleviation.  
 

9. Conclusions and Policy Implications 
 
The main objective of this study was to examine the role of labor market structure in 
reducing poverty in the Ethiopian context. In particular, the study assessed, among 
others, sources of output growth, employment and poverty mobility, attempted to 
quantify the incidence of poverty by occupation, examined the determinants of off-
farm employment and productivity, and considered the potential for employment 
creation through the adoption of labor-based approaches in infrastructure. 
 
One major source of rampant poverty in the country is extremely low labor 
productivity and low returns to labor, both in the form of formal and informal wage 
employment in rural and urban areas.  An identification of the economic 
characteristics of poverty groups reveals that relatively high concentration of the poor 
has been observed in agriculture (small and marginal farmers), informal sector and 
unpaid family activities which are deemed to be low productivity and low-return 
sectors.  
 

                                                           
38 See for instance, ILO ASIST – Asia Pacific, Jobs or machines: Comparative analysis of rural road 
work in Cambodia, Bangkok, 2003.  
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The results of the labor market analysis also point to the existence of multiple labor-
related risks faced by specific groups. A key finding of this analysis is the extreme 
vulnerability of low-educated people and the farming population in rural and urban 
areas, who cumulated a high risk of being unemployed, of remaining longer in 
unemployment, of being discouraged, and if employed, of being low-paid or working 
in precarious jobs. The multiple aspects of vulnerability in the Ethiopian labor market, 
in particular the large overlap between work and poverty, have important implications 
for the design of a comprehensive national poverty reduction strategy. Accordingly, a 
thorough understanding of who are the groups at risks in the labor market is also 
essential as to better meet the needs of specific groups and improve the effectiveness 
of public policies in terms of reducing poverty. 
 
It should be noted, however, that a mere shift in sectoral emphasis in terms of 
resource allocation to rural development will not be sufficient if the benefits of 
policies aimed at a specific sector such as agriculture are slanted in favor of upper 
class groups.  Policies will have to be designed that specifically favor the target 
groups in question, i.e. the poor. 
 
One explanation for the poor performance of the agricultural sector is lack of any real 
technological improvement as shown by the stagnation in labor productivity. This 
points to what must be a major objective of policy in Ethiopia: increased labor 
productivity through greater technological change, improvement in human capital, 
access to critical inputs and incentives to producers. Given the country’s extreme 
climatic variability, stabilizing agricultural production is as important as raising 
yields. In drought-prone areas, the policy focus should shift away from rain-fed cereal 
production towards small- and large-scale irrigation technologies and diversification 
of economic activities. Irrigation potentials must be tapped for farmers to make 
effective use of new technologies and engage in high value crops. Irrigation would 
enable farmers to engage in an all year round production system and also reduce 
under-employment in rural areas. Improved livestock production, tree crops (adapted 
to dry areas) and non-farm activities should be promoted in areas where the return to 
irrigation is not very high.  
 
Appropriate supportive interventions are required in order to improve the terms-of-
trade for agriculture. In the short-term, price support or input subsidy is an important 
instrument for boosting agricultural production and reducing food insecurity.  Input 
subsidies can be used as a method of maintaining adequate levels of return in farm 
production in the face of low output prices, which are to the advantage of the urban 
poor, and net-buyers in rural areas. Output price support is also a common policy 
instrument to ensure adequate incentive for farmers. Poor farmers would also benefit 
from employment opportunities generated if surplus producing areas are thriving.  In 
the long run, investment in institutional capacity, irrigation and land improvements, 
infrastructure, technology development and dissemination will be needed to ensure 
the profitability of agricultural production on a sustainable basis. 
 
The bargaining power of farmers in Ethiopia is extremely weak since they have no 
national unions or representative associations. Public institutions and democratization 
cannot be effective without community organizations to ensure people’s participation 
for provision of services and resources for human development and efficient resource 
allocation. Thus, support is needed to establish and facilitate access to agrarian 
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institutions such as insurance, producer organizations, and technical assistance to 
improve their bargaining capacity in the political and economic dialogue.   
 
To reverse the severe degradation and asset depletion in rural areas, the development 
of protective institutions is extremely important. For instance, failure to invest in soil 
conservation, land improvement and afforestation is attributed to institutional 
deficiencies. Lack of tenure security, together with the frequent redistribution of land 
by government authorities, has exacerbated the problem of diminishing farm size, 
continuous cultivation  and soil degradation. This underscores the importance of a 
well-defined full ownership right in order to instill sense of security among farmers 
and release local potential to take care of the land. A properly defined tenure system 
would also facilitate rural labor mobility and transformation of the rural economy.  By 
making access to land contingent upon residence of the individual in the area where 
the land is located, the current land policy has effectively hindered oscillatory 
migration and two-way free flow of people and capital.39 
 
A comprehensive framework which focuses on poverty reduction through use of 
irrigation and smallholder markets (PRISM) is required to get agriculture moving in 
Ethiopia. The PRISM framework places a high priority on identifying strategies that 
enable smallholders to access, store and control water for crop irrigation via low cost, 
household level, micro-irrigation systems which maximize water use efficiency, 
minimize labor burden and bring high economic returns to poor small farm 
households. The intervention would ensure sustainable natural resource management, 
reduce poverty and enhance gender equity if based on access and control of water for 
crop irrigation. 
 
It has become widely accepted that agriculture alone cannot reduce poverty and attain 
food security unless it is supported by other sectors, one of which is off-farm 
activities, which tend to augment agricultural income. There are rural non-farm 
activities that could potentially be used for increasing rural incomes and can help 
move households out of poverty in the country.  But the effort aimed at developing 
the sub-sector is very minimal and its contribution to employment and livelihood 
diversification is limited. With little or no presence of input dealers (fertilizer, 
improved seeds, chemicals), equipment suppliers and renters, service providers (e.g., 
veterinary, extension), processors, packers and cold transporters in rural areas, it has 
become impossible to create a productive non-farm employment with strong 
backward and forward linkages between agriculture and the non-agricultural sector.  
 
A concerted effort aimed at rectifying both demand and supply side constraints 
simultaneously is required to create a viable off-farm employment opportunity to the 
landless people and to serve as supplementary sources of income for the near landless 
and the poor. Interventions to improve the sector may include, among others: 
 
• Establishing central and regional agencies that specifically cater to the needs of 

non-farm activities and ensuring that actors within the sector are properly 
represented in the governing bodies of these institutions, i.e. involve 

                                                           
39 The Ethiopian Economic Association/ Ethiopian Economic Policy Research Institute, the Role of 
Ethiopian Agriculture: Study of Positive Roles and Externalities, Roles of Agriculture Project of FAO, 
Addis Ababa, October 2003.   
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representatives of the different groups, including women groups, in policy 
formulation and implementation. 

• Assisting cooperatives, trade associations, labor unions and interest/solidarity 
groups to protect members’ interest, improve access to raw materials and markets, 
etc.;  

• Strengthening and streamlining training activities, i.e. coordinating the various 
training activities given by different organizations (public, NGOs, etc.).  
Resources are also required to design appropriate material and demand-driven 
training programs for the sector and to provide business development services.  

• Building the capacity for technology development and dissemination of proven 
technologies; 

• Establishing labor market information system such as wage rates, demand for 
workers in a specific area, etc. This would also encourage employers such as 
commercial farmers and surplus producers in high potential areas to expand their 
operation and create more job opportunities; and 

• Supporting financial institutions such as micro finance institutions and rural banks 
to ease the credit constraints of the sector. 

 

The focus of the revival strategy in the manufacturing industry should be to ensure 
that growth is sufficiently employment friendly and pro-poor. Support should be 
provided to those manufacturing activities that are relatively employment-intensive 
and have strong linkages with the rest of the economy such as textiles, food and 
beverages, tanning and dressing of leather, other non-metallic mineral products, paper 
products and printing, and wearing apparel that serve as a source of job creation. 
Currently, these activities operate below capacity (only half of their capacity) owing 
to a number of supply and demand side problems.  Special intervention such as 
improved access to credit, technological development, protection from unfair 
competition (from import), market information, other infrastructure, etc. is required in 
expanding these sectors. Supportive policies and programs to improve 
competitiveness and absorptive capacity are required for those manufacturing sectors 
in which labor-intensity has remained unchanged (e.g. basic iron and steel, machinery 
and equipment, trailers, furniture manufacturing n.e.c). A well-coordinated industrial 
strategy and an enabling policy environment are also required to create strong 
linkages between the various sectors of the economy. Government support 
interventions should also include the establishment of industrial zones and other 
common facility centers and introduce new technologies and ideas. It should be 
reiterated that the specific nature of the government support should emerge from 
consultations with the representatives of the stakeholders in the sector. Any policy 
that lacks the full support of the different actors is bound to have minimal impact. 
 
With regard to Small and Micro Enterprises, vigorous government support is needed 
to reverse the stagnation and instill dynamic growth. A comprehensive package of 
support is necessary to address both the supply and demand side problems of the 
sector. Among critical components of the package are the provision of credit, 
extension services and information provision, business development services, training 
as well as research and prototype development. Support is also required in the area of 
Information and Communication Technologies to enable enterprises to widen their 
market opportunities. Specifically, interventions should include, among others:  
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• Strengthening Micro and Small Enterprise Development Agencies by involving 
representatives of the different operators within the sub-sector in the governing 
board of the agencies in order to provide intuitional and policy support, 
information and consultancy advices, technical and marketing services, etc. based 
on felt needs, 

• Supporting associations and networks, especially those catering for women 
entrepreneurs, and promoting the use of ICT wherever possible; 

• Encouraging entrepreneurship to exploit niche market and product diversification: 
One of the ways to overcome the problem of producing the same kind of items 
and competing for local market is to develop and promote entrepreneurship; 

• Enhancing domestic/local demand through improving marketing facilities (e.g. 
display centers) and agricultural productivity in the hinterland and increase 
income of town dwellers in order to overcome the weak market demand currently 
constraining small enterprises.  Any improvement in the production, consumption 
and distribution linkages between small businesses in urban areas and agriculture 
would help increase income and productivity of both;   

• Improving the business environment: and access to infrastructure such as working 
premises, telephone, water, and electricity, which are commonly cited as the 
immediate obstacles for small and micro-enterprise businesses. Effective ways 
must be sought to ensure that small enterprises benefit from the services of formal 
commercial banks, specialized banks and micro-finance institutions;  

 
It is important to aggressively promote vocational and technical training not only for 
the small and medium enterprises but also for large- and medium-scale manufacturing 
activities.  A well-trained labor force is necessary to attract FDI. The quality of 
education at all levels should be improved in order to raise the return to education in 
the country. 
 
It has been shown that the contribution of public work programs and labor-based 
infrastructural activities to employment and poverty alleviation is minimal.  Given the 
present state of poor infrastructure in the country and widespread food security 
problems, public work programs in the form of food-for-work or cash-for-work are 
likely to continue.  This would have a considerable impact on improving 
infrastructure as well as poverty alleviation if properly designed. If properly designed 
and implemented and with full participation of the beneficiaries, the productive 
safety-net program of the Government has the potential to effectively link relief with 
development activities and ultimately enable participants to exit the cycle of 
dependency on food aid. It is also very important to note that a significant number of 
households, who are unable to participate in food- or cash-for work (because of old 
age, sickness, disability, etc.) would require an institutionalized safety-net support 
programs.   
 
The ongoing road construction activities could generate sizeable employment 
opportunities if serious efforts are made by the ERA to change the existing trend from 
capital-intensive to labor-based construction approach. With a national strategy and 
extensive training, labor-based road work has several comparative advantages, 
including lower unit cost, increased employment generation, higher contribution to 
GDP, higher multiplier effects, higher levels of household income and consumption, 
reduced foreign exchange requirements and hence reduced import dependency. 
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Similar large-scale employment and income gains could be achieved from a planned 
execution of construction projects in irrigation and housing in Ethiopia.  
 
A strategy of employment-intensive and pro-poor growth in Ethiopia needs cannot be 
effective without serious considerations of the terrible HIV/AIDS crisis.   With the 
world’s third largest population of HIV/AIDS patients, the impact of the disease is 
likely to be more catastrophic than even the worst drought the country has ever faced. 
High level of poverty, widespread hopelessness among the youth (due to lack of 
employment) and demobilisation of soldiers (which took place twice between 1991 
and 2001) has undermined the effort to control the spread of the disease. The country 
needs to mobilize all available resources to control and minimize the impact of the 
disease. Families and orphans affected by HIV/AIDS should be supported through 
community-based programs with long-term commitments to ensure that orphans are 
getting education and their food requirements are met.  The government should place 
HIV/AIDS at the center of its activities, along with food security and poverty 
alleviation programs. 
 
Finally, what clearly stands out from this study is that growth as such does not have 
much impact on poverty reduction in the Ethiopian context. The pattern and 
employment content of growth, which substantially differs across sectors, has 
significant implication for poverty reduction since all income classes do not share the 
fruits of growth equally. The absence of the so-called the “trickle down” effect of 
growth calls for an identification growth patterns that are more efficient in terms of 
reducing poverty. Ethiopia requires a more pro-poor growth policies aimed at creating 
productive employment and at the same addressing the main constraints of the 
different sectors where the poor are concentrated. Equally important are the 
appropriate targeting of public expenditure, increased provision of primary education 
and health so the poor can ascend easily from low-productivity and low-return 
activities to higher yielding sectors. But the most important starting point for 
sustainable pro-poor growth in Ethiopia is to put in place an institutional system or 
good governance that allows full participation of the public in policy formulation, 
implementation and monitoring. Greater devolution of power and transparency in 
governance are important from the point of view of mobilizing all available resources 
and unlocking the potential of Ethiopian farmers and entrepreneurs. 
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Annex 
 
Table A4.1: Terms-of-trade Between Crop Prices (teff and maize) and Fertilizer 

Prices (1986-2001) 
Year DAP/Teff UREA/Teff DAP/Maize 

    
1986 1.16 0.91 2.54 
1987 1.00 0.71 2.49 
1988 0.66 0.52 2.20 
1989 0.92 0.77 2.12 
1990 0.70 0.59 1.96 
1991 0.56 0.47 1.42 
1992 0.55 0.49 1.23 
1993 0.99 0.87 2.30 
1994 0.77 0.70 1.44 
1995 0.89 0.84 1.69 
1996 1.33 1.26 3.28 
1997 1.61 1.51 3.01 
1998 1.29 1.00 2.54 
1999 1.17 0.75 2.03 
2000 1.37 0.92 2.64 
2001 1.94 1.31 8.23 

Source:* Grain prices for selected sites obtained from the Ethiopian Grain Trade Enterprise (EGTE). 
The grain price of 2001 are averages for the period January to July. 
** Fertilizer prices refer to prices observed at the same or nearby locations of grain price 
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Table A6.1: Inter-sectoral linkages of the manufacturing sector 
 

  

Cottage/handicraft and 
small-scale 

manufacturing/processi
ng 

Large/medium 
Agro- 

manufacturing - 
public 

Large/medium 
Agro-

manufacturing 
- private 

Large/medium 
Other 

manufacturing - 
public 

Large/me
dium 
Other 

manufactu
ring - 

private 

Other 
industry 

n.e.c-public

Other industry 
n.e.c-private

Total 
Forward 
Linkage 

Cottage/handicraft and 
small-scale 

manufacturing/processing 
1.10 0.11 0.13 0.09 0.09 0.09 0.09 4.65 

Large/medium Agro- 
manufacturing - public 0.09 1.11 0.12 0.08 0.08 0.09 0.08 4.43 

Large/medium Agro-
manufacturing - private 0.04 0.05 1.06 0.03 0.04 0.04 0.04 2.53 

Large/medium Other 
manufacturing - public 0.04 0.04 0.04 1.05 0.05 0.04 0.04 2.36 

Large/medium Other 
manufacturing - private 0.05 0.05 0.05 0.06 1.06 0.05 0.05 2.78 

Other industry n.e.c. -Public 0.05 0.05 0.05 0.07 0.07 1.06 0.06 2.90 
Other industry n.e.c. -

Private 0.29 0.30 0.29 0.37 0.38 0.32 1.31 11.59 

Total Backward Linkage 13.15 12.19 12.28 10.72 10.39 12.14 12.41  
Production factors 2.53 2.22 2.13 1.89 1.74 2.41 2.49  

Production multipliers  3.48 3.31 3.50 2.99 3.01 3.06 3.08  
Household multipliers 2.13 1.76 1.78 1.49 1.36 1.92 1.96  

Source: Own computation from the 1999/00 SAM 
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Table A7.1: Wage distribution by industrial group, 2001/02 
Wage Category    

Below 100 100-149 150-199 200-249 250-299 300-399 400-499 500-699 700-999 1000* Total  
Industrial Group Male Female Male Female Male Female Male Female Male Female Male Female Male Female Male Female Male Female Male Female Male Female 

Food and 
Beverage 201 121 238 64 169 23 119 13 53 4 49 2 23 1 31 1 7 3 4 0 894 232 
Grain mills 16,103 1,179 13,088 418 5,417 189 2,385 123 880 70 1,037 61 188 18 40 0 21 0 34 0 39,193 2,058 
Textiles 4 1 0 10 2 4 5 3 1 0 1 1 3 0 3 0 0 0 1 0 20 19 
Wearing Apparel 64 3 77 11 64 2 45 3 33 6 42 1 32 0 36 1 2 0 5 1 400 28 
Manu. of luggage, 
handbags and 
footwear 1 3 9 3 1 4 0 1 1 1 3 0 0 0 1 0 0 0 0 0 16 12 
Manu. of wood 
and wood 
products 37 5 42 6 39 5 36 0 23 0 27 4 10 0 1 2 5 0 2 0 222 22 
Manu. of paper 
and paper product 2 2 0 2 1 1 5 0 0 0 1 0 1 0 1 0 0 0 1 0 12 5 
Publishing, 
printing and 
reproduction of 
recording media 9 10 19 27 35 20 27 13 7 12 31 6 9 4 14 5 5 0 2 1 158 98 
Manu. of 
chemicals and 
chemical products 0 0 0 2 0 0 0 0 0 1 0 1 0 0 1 0 0 0 2 0 3 4 
Manu. of other 
non-metallic 
mineral products 32 1 29 6 43 4 46 8 13 1 6 0 9 0 2 1 0 0 0 0 180 21 
Manu. of 
fabricated metal 
products, except 
machinery and 
equipment  158 7 156 8 140 6 157 1 65 2 137 1 69 0 39 0 10 0 2 0 933 25 
Manu. of 
machinery and 
equipment, n.e.c  5 1 3 0 5 1 4 1 4 2 7 0 5 0 0 0 0 0 0 0 33 5 
Manu. Of parts 
for motor vehicles 0 0 2 3 2 1 1 0 1 0 3 0 3 0 1 0 0 0 0 0 13 4 
Manu. of furniture 211 15 204 15 229 12 200 8 100 1 184 1 100 0 83 0 24 0 6 0 1,341 52 
Total 16,827 1,348 13,867 575 6,147 272 3,030 174 1,181 100 1,528 78 452 23 253 10 74 3 59 2 43,418 2,585 
Source: CSA, 2003 
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