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ABSTRACT
In this study an attempt is made to examine urlmrséholds’ vulnerability to

poverty and its determinant, from a single visiuséehold survey of Adama
town. Moreover, the study tries to find out whictogps of households are
more likely to be poor and to remain poor in thamture .Hence, primary
data was collected from 204 households drawn froor fselected kebeles

using stratified random sampling

Employing the Cost of Basic Need (CBN) approactaltpoverty line of the
study area is estimated to be Birr 325 per montragelt equivalent and 30.88
percent of the population is observed to be pobe 3 step FGLS estimation
result shows that the incidence of vulnerabilityptoverty in the area is 38.72
percent and an additional of 6.3 percent of theufan is found to be
relatively vulnerable using the observed povertg s a threshold. From the
descriptive statics a household headed by feneds, dducated, pensioner and
unemployed is relatively more vulnerable to povefjne OLS estimation
result shows vulnerability to poverty is positiveipfluenced by high
dependency ratio, low educational attainment ofdhesge and shock like
higher price of goods and services. Conversely amalility is negatively
associated with: asset ownership, and governmeplogee, NGO employee,
transfer receive availability of credit, higher edtion attainment, ownership
of asset and membership of community associatidre fesults suggest a
number of policies and programs that can reachntibst vulnerable and
reduce their probability of becoming poor in thetufe. These include:
appropriate implementation of family planning prags, increasing
investments in employment creation and productiviiyhancement, and
investment in human capital. For those househohis kack economic assets,
it will be helpful if development policies priorze the building up of assets
through financial services. The study also suggistsmportance of policies
that protect households from negative impact otkb@nd crises.
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CHAPTER ONE

INTRODUCTION
1.1  Background of The Study

Poverty is one of the most serious symptoms of ludegprivation. As it exists today
poverty is an issue of global concern afflictingople all over the world and it is
considered one of the symptoms or manifestatioruraferdevelopment. With its
multi-dimensional nature poverty is a world’s gesttchallenge in the twenty first
century. This could be why poverty is a priorityrgat of the Millennium

Development Goals (MDGs).According to The Unitedidlas Food and Agriculture

Organization estimates that nearly 870 million peay the 7.1 billion people in the
world, or one in eight, were suffering from chrowmiedernourishment in 2010-2012.
Almost all the hungry people, 852 million, live developing countries, representing
15 percent of the population of developing countiBisere are 16 million people

undernourished in developed countries (FAO, 2012).

The number of hungry grew in Africa over the peridddbm 175 million to 239
million, with nearly 20 million added in the laséw years. Nearly one in four
are hungry. And in sub-Saharan Africa, the modesgess achieved in recent years
up to 2007 was reversed, with hunger rising 2 perper year since then (FAO,
2012).

Children are the most visible victims of under iign. Children who are poorly
nourished suffer up to 160 days of illness each.y®aor nutrition plays a role in at
least half of the 10.9 million child deaths eaclarydJnder nutrition magnifies the
effect of every disease, including measles and maal&he estimated proportions of
deaths in which under nutrition is an underlyingsmaare roughly similar for diarrhea
(61%), malaria (57%), pneumonia (52%), and mea@l&8o) (Black 2003, Bryce
2005). Malnutrition can also be caused by diseamad) as the diseases that cause

diarrhea, by reducing the body's ability to conyead into usable nutrients



Ethiopia is among the bottom of the least-developmehtries (LDCs). Its per capita
income, which is currently estimated to be US$430among the lowest of LDCs,
and its reliance on agriculture is among the higireghe group. Poverty in Ethiopia
is widespread and multifaceted. Life expectanclidh is 50 years, infant mortality

and child mortality rates are 118 and 173 per 10@0births, respectively, illiteracy

rate is about 75% for females and 55% for maled gaioss enrolment ratio at primary
level of education is 23%(EEA, 2013).

Although poverty is multi-dimensional, it has alwapeen studied in a world of
certainty. Little regard has been given to the iogtlons of exposure to risk, with
some exceptions. More often its measurement isrtaide by analysing a monetary
welfare indicator such as income or consumptiortfinge a poverty line and
aggregating the poverty data (Jose R. Allgeral., 2007). However, if the aim of
studying poverty is not only improving the well-bgi of households who are
currently poor, but also preventing people fromdmeinig poor in the future, a new
forward looking perspective must be adopted. Fraicy perspective, helping out
those households who are at risk and householdadyirpoor who are likely to stay
poor, should also be the primary objective of tldicy maker. These households
need to be provided social safety nets and otheniantions that may minimize the
likelihood that they will be poor in the future. &leritical need then is to go beyond a
grouping of who is currently poor and who is nat,an assessment of households’
vulnerability to poverty.

The notion of vulnerability in the development egomcs literature is introduced in
The World Development Report (WDR, 2001). Sincentheany researchers engaged
in assessing vulnerability to poverty, mostly inveleping countries, following the
definition of that report. According to WDR (2003uInerability is defined as “the
risk that a household or individual will experienae episode of income or health
poverty over time”. However, vulnerability can allse understood as the probability
of being exposed to a number of other risks suchriakence, crime natural disasters,
and being pulled out of school" (World Bank, 20&Ecently conceptual papers in
economics dealing with the concept of vulnerabitigve emerged tremendously (e.g.
Dercon, 2001; Chaudhueti al., 2002; Ligon and Schechter, 2003; Prowse, 2003;
Bernd and Hermann, 2009; Dercon and Calvo, 2012)



Measured by any standard Ethiopia is one of thddamworest countries. According
to a recent World Development Report, the counttg bne of the lowest GNI per
capita in the world, and its purchasing power paaidjusted GNI per capita ( US
$1,017 ) is ranked 173rd out of 187countries (Wdkhk, 2013). Moreover, the
Human development indicators of the United NatiDeselopment Program (UNDP)
also indicate to the seriousness and extent ofrpoirethe country. For instance, the
Human Development Index (HDI) of Ethiopia is 0.3692012, and this is below the
average of 0.466 for countries in the low humanettgwyment group and below the
average of 0.475 for countries in Sub-Saharan Affiloid).

The incident of poverty in Ethiopia can be expldin@ a range of well-being
measures of the population. For example, the kfeeetancy at birth in the country is
approximately 59.7 years. According to most recantvey data, in Ethiopia 87.3
percent of the population live in multidimensionadverty (the MPI ‘head count’)

while an additional 6.8 percent are vulnerable tdtiple deprivations (UNDP, 2013).

Survey of literature on poverty and vulnerabilityggests that most of the related
studies conducted so far not only focus on povatty point in time but also do they
hardly give a comprehensive explanation of the rdateants of vulnerability to

poverty. Even if there are few studies on the ateay largely focus on rural part of
the country and mainly their center of attentiorors measuring vulnerability (e.g.
Abrham and Siegfried, 2012: Yesuf, 2007: Dercor12@ercon and Krishnan 2000).
Therefore, little is known on the covariates of nerability to poverty in urban

Ethiopia. The motivation and objectives of the gtudemanates from the indicated

gap in knowledge.



1.2  Statement of the problem

As in many developing countries, poverty reduci®a primary development goal in
Ethiopia. The country is committed to the MillenmiDevelopment Goals (MDGS),
which seek, among other things, to eradicate exrpoverty and hunger. Though
there is significant achievement in reducing povernt the country, many of the
indictors remained by far the highest in the woAdcording to the 2010/11 HICES,
the proportion of poor people (poverty head coadek) in the country is estimated
to be 29.6% in 2010/11, while the proportion of gugulation below the poverty line

stood at 30.4% in rural areas, it was estimatdmbtd5.7% in urban areas.

Much of the previous analyses on poverty in Ethadpave generally focused on rural
rather than urban areas (Abrham and Siegfried, 28&8uf, 2007: Dercon, 2001:
Dercon and Krishnan, 2000 as cited in Abduljeld]13). This is due to the fact that
nearly 85 per cent of the population lives in riaedas. Though the urban population
is assumed to have greater wellbeing, still a Smant portion (25.7%) of the
population lives below the nationally defined pdyetine (HICES, 2010/11).
Moreover, vulnerability to shocks is more serionsurban areas than in rural areas.
The Government Poverty Reduction Strategy PapelSEBRn 1995 and 1999/00
noted without doubt that urban households were mauterable than rural
households. This was partly due to the fact theamhouseholds lack assets such as
land and livestock, which are available in ruraeas. Rural people have more social
and economic networks and traditional values tagai¢ vulnerability compared to
urban people.

The notion of risk and its contribution to povedynamics is also gaining growing
importance in poverty literature. The dynamic cqgiaealization of poverty is
important from both theoretical and policy perspess. Theoretically, the existence
of risks can potentially influence household dewismaking process. An adequate
understating of risk-poverty linkage is also 'bémaf in identifying the most
vulnerable ones and the characteristics that @gelith movements in and out of

poverty, can yield critical insights for policy mais' (Ajay and Rana, 2005).



Consequently, to address poverty reduction as k gollic policies should not only
highlight poverty alleviation interventions to suppthose who are identified as the
poor ex post, but also the poverty ‘preventionementions to help those who are
poor ex ante, that is, prevent those who are vabierto shocks not to fall into
poverty. Little is studied in urban Ethiopia regaglthis. Adama is one of the urban
centres in Ethiopia that share the common charatits’ of urban part of Ethiopia.
According to the researcher point of view theraasmore study regarding household
vulnerability to poverty status in the town. Reciagng this problem, government and
policy makers must have updated, sequential arat cieormation which is important
to know major factors that the determinants of ortbeusehold vulnerability to
poverty in Adama town.

The study specifically tries to answer the folloiuestion.

1. What is the extent of vulnerability to poverfytioe households in the study area?
2. What are the determinants of urban householdevability to poverty in Adama?
3. Which part of the society more vulnerable to oy in the study area?
4. What are the solutions or the way forward teear minimize this problem?

1.3. Objective of the Study
The general objective of the study is to examimedéterminants of urban household

vulnerability to poverty in Adama town.

1.3.1 Specific objective
More specifically the study focuses on:

v' Measuring the extent of vulnerability to povertytoé households in the study
area
v Identifying the determinants of household vulndigbio poverty in the area

v Identifying the most vulnerable portion of the sdgiin the study area

1.4. Significance of the study
The purpose of this study is investigating the majactors that determine

vulnerability to poverty in Adama. The result ofsttstudy will help the government
and policy maker to aware about the existence efptioblem and try to recommend
remedial solution or information for concerned b@dythe whole. Though there are
researchers who attempted to study the dynamicenatiipoverty in Ethiopia by

including topics like vulnerability, they largelpdus on rural part of the country and

centre of their attention is on measuring vulnditgbiLittle is known on the

5



correlates of vulnerability to poverty in urban tia. Therefore, this study makes a
humble attempt to fill the gap by investigating theterminants of vulnerability to

poverty on the study area

Moreover, the study a step forward in developingicpes, which help not only the
peoples who are identified as poor but also thosleeaedge of joining the poor. Last
but not least, the study will be a stepping stooe those who have interest in

conducting further studies on the area.

1.6. Scope of the study
The study focus on the determinant of urban houdshaulnerability to poverty

using a single visit household survey on Adam towy. Because of various
problems such as lack of available information atadand other problem it not be
possible to include all potential variable that expected to have significant effect on
vulnerability to poverty. Accordingly, the study svantended to look at only
demographic variables that include in the modelsulssing other factor remains

constant.

1.7. Limitation of the Study
The main limitation of this study is that it contertes on only using cross sectional

and disaggregates data. This means that therethee potential data as well as
method of data analysis that explain the determiinah urban households’
vulnerability to poverty This is expected to beopit of further research and it is not
addressed in this study. Studies thahlyse more aggregate data and uses secondary

data may come up with different result

Another limitation of the study emerges from th&rmation collected through the
guestionnaire, i.e. the questionnaire was desigoegrovide information on the
income and consumption pattern of the householdbe study area. Hence, the
study does not give information on other dimensiaispoverty like: health,
infrastructural facilities and standard of livingloreover, during collecting data the
researcher has made only single visit to the haaldehAccordingly, the credibility
of the information collected from the householdpeatals on their recall. And.
Because of limited time, finance, lack of reseatobument and resources, the study
concentrate on the urban kebeles moreover surveneiade rural resident.



1.8.0rganization of the study
The study is organized to contain five chapterse .first of which is the

introduction part, which shows the general featofethe study (background,
statement of the problem, objective, significaniomjtation and organization of
the study). Some relevant literature is presentethe second chapter. Chapter three
discusses the data and methodology employed irstisty. The fourth chapter is
devoted for the analysis and discussion of theirfiggl followed by conclusion and

policy implication in chapter five.



CHAPTER TWO

LITERATURE REVIEW

2.1. Theoretical Literature

2.1.1. Defining Vulnerability to Poverty

An attractive definition of vulnerability to povertis “the propensity to suffer a
significant welfare shock, bringing the househoddolv a socially defined minimum
level” (Haughton and KhandkeR0O05, citing Alwang, Siegel, and Jorgensen 2001).
According to Quisumbing (2002) vulnerability is thikelihood that at a given time in
future, an individual or household will have a legéwelfare below a predetermined
line within a fixed time interval. Chaudharial., (2002), on the other hand defined
vulnerability within the framework of poverty eradtion, as the ex-ante risk that a
household will, if currently non-poor, fall belovoyerty line, or if currently poor will
remain in poverty. Vulnerability has also beenimed as the uncertainty of future
income streams an associated loss of welfare camgehis uncertainty (Ligon and
Schechter, 2003). They noted that a household veatl low expected consumption
expenditures but with no chance of starving may ixelpoor but still might not wish

to trade places with a household having a highgreeted consumption risk.

Although much attention has been paid to defining assessing vulnerability to
poverty there is no unique generally accepted defimof vulnerability (Chaudhuri,

2000). Christiansen and Subbarao (2004) defineevability as the ex-ante potential
of a decline in future well-being, or the ex-ant@hability of falling below the

poverty line at some point in the future. Along teame line, McCulloch and
Calandrino (2003) see vulnerability as the proligbaf being below the poverty line
in any one year. According to Dutthal., (2010) vulnerability at the individual level
can be thought in terms of the uncertainty in thicomes of different indicators such

as income and consumption that the individual facéise future.

Alwang and Siegel (2000) provide a much broaderceptualization of vulnerability

that incorporates the concepts of sensitivity asilience. According to their analysis
vulnerability has four major components. These i@k, exposure, response and
outcome. Risk is the probability of an event happgnExposure may be conceived

as the value of the assets at risk or what willldst from the realization of an

8



uncertain event. Exposure is a function of decsiand actions taken by households,
for example, the choice of employment and the gssefolio. Response on the other
hand is defined as the efforts to mitigate and awmjile risk and exposure. This will

depend on the assets available to the househdhiedndividual. The type of assets
that the household has at its disposal is criticathe nature of the response to the

event (Alwang and Siegel, 2000)

2.2. Why measure vulnerability?

The study of poverty focuses on those who are otiyrgpoor (or were poor in the
past). This is because poverty can be measuredeantpst. Such an approach has its
merits: for instance, by using actual data one magsure the effects of past public
interventions on the extent of poverty; and it wlous to identify whose poverty
needs to be alleviated. ( Haughton and Khandke®)200

But governments and policy makers are typically enioterested in the effects that
their measures will have in the future. For thisviuld be valuable to be able to
identify those who are expected to be poor ex &titat is, in the future). Such
households are considered to be vulnerable to povAs Chaudhuri, Jalan, and
Suryahadi (2002) put it, “for thinking about appriape forward-looking anti-poverty
interventions (. . . that aim to prevent or redtutere poverty . . .), the crucial need

thenis ... an assessment of households’ vuliligyab poverty.”

A household is vulnerable to poverty if it is ligelo be poor in the future. Dercon
(2001) defines vulnerability as “ex ante povertgihce vulnerability is a forward-

looking concept, it measures “exposure to poveathar than the poverty outcome
itself” (Dercon, 2001).

2.3. Approaches of measuring vulnerability
Over the past two decades scholars have tried asune vulnerability in different

ways. As an area of economic research, it has beaely explored by scholars
using panel and cross-sectional data in a way sbptarates the chronically and
transitorily poor. However, in many developing cties, serious limitations with
respect to availability of reliable panel data haempelled vulnerability analysis
from single panel data in a way that utilizes theiance of consumption to estimate



the expected poverty of households. Also, someiedutlave analysed poverty
vulnerability by looking at the poverty incidencgap and severity among
households that are considered to be vulnerabileeredue to their geographical
location, occupation and socio-economic/demograpti@aracteristics (elderly,
orphans, internally displaced populations, landlémisorers, rural people, etc.
(Hoogeveestal., 2005, as cited in Abduljelil,2013).

Ideally the implementation of vulnerability assessitnrequires panel data, and
information on (i) the shocks that affect the hdwdds, and (ii) the household ability
to with stand those shocks (Holzmann, 2003). Howegwanel data are rarely found,
especially in developing countries. Neverthelesgsssectional data have been
advised to estimate vulnerability, namely vulneligbas expected poverty (VEP), as
a second-best solution (Chaudhuri, 2003; Chaudhaii, 2002). Concepts and
measurements for vulnerability to poverty that haween developed include
Vulnerability as Exposure to Risk (VER), Vulneratyilas Expected Poverty (VEP)
e.g. Chaudhuet al., (2002), Pritchettt al.(2000), Vulnerability as Low Expected
Utility (VEU) e.g. Ligon and Schechter (2003) and Axiomatic Approach that

combines expected poverty with expected povertyhd€alvo and Dercon (2005).

Here, some methodologies are discussed in detalil

2.3.1. Vulnerability as expected poverty
In the expected poverty framework, an individualignerability is the prospect of

that person becoming poor in the future if curnenmtbt poor, or the prospect of
him/her continuing to be poor if currently poor (Btiaensen and Subbarao 2004).
Thus, vulnerability is seen as expected povertyilemonsumption (income) is used
as a proxy for well-being. This method is basedestimating the probability that a
given shock or set of shocks will move householdisconption below a given
minimum level (such as a consumption poverty lmeforce the consumption level to
stay below the minimum if it is already below thesel (Chaudhugt al. 2002). This
measure is particularly useful when only crossisactdata are available.
Vulnerability as expected poverty (VEP) of househ(@r individual)i at timet is
defined by:
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VEPi=Pr(Ci,, < Z")
=foz f(Cit+1) d Cit+1

WhereC'i1;is the per capita consumption (or income) of hoakkhat timet +1, f is

consumption distribution of the household ands the per capita expenditure (or
income) requirement defined as the poverty lindhoisehold (or individual) is then
considered as vulnerable to poverty if its VEPaiggér than a probability threshold

level p:

Vi {1 if VEP > P}
0if VEP <p

Where,V is a binary variable indicating whether househatlvulnerable or not. So,
while VEP is a probability (between zero and orfeging vulnerable is a state
indicating the probability that the household’s samption is below the poverty line.
In practice, the most common threshold for VEP iS @hich indicates that a
household whose VEP exceeds 50% is more likelytbup being poor and can thus
be considered to be vulnerable to poverty. Thieghold has the advantage that if a
household is just at the poverty line and expectean zero shock it has vulnerability
to poverty of 0.5 (Chaudhwatial., 2002).

One of the disadvantages of this method, howeséhat the use of estimations made
across a single cross-section requires the stresgngption that the cross-sectional
variability captures temporal variability (Hoddimaind Quisumbing 2003).

2.3.2. Vulnerability as low expected utility
The approach takes into account the fact that iddals are risk-averse so that

expected utility falls as the uncertainty of incomereases. Thus, vulnerability is
defined by Ligon and Schechter (2003) as the ytidist due to risk, as the difference
between the expected household consumption and diainty-equivalent

consumption. With this approach, the utility fuoctican be decomposed into two
distinct components measuring vulnerability: poyednd risk (aggregate and
idiosyncratic risk). Thus, analysis of vulneralyilihelps to investigate sources and
forms of risks households face. This helps to desigpropriate safety net programs

to reduce or mitigate risk, hence vulnerabilitygam and Schechter (2003) applied
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this method to a panel dataset obtained from Biggar1994, and found that poverty

and risk played roughly equal roles in reducingfarel

However, for this measurement the data requiremardgstoo high to be of much
practical use here. Not only are utility functionobservable, but there are just a
handful of longitudinal data sets from low-incomauntries with an adequate time
dimension to yield precise measures of househadip consumption variability
(Kamanou and Morduch, 2005). According to Kanbl®8(7) it is difficult to account
for an individual’'s risk preference, given thatiwiduals are ill-informed about their
preferences, especially those related to unceaaamts, which makes the approach

less practical.

2.3.3. Vulnerability as uninsured exposure risk
This method is based on an ex post assessmerg ektént to which a negative shock

causes welfare loss (Hoddinott and Quisumbing 20Bi&ye, the shock impact is
assessed by using panel data to quantify shoclcgttichanges in consumption.
Skoufias (2003) employed this approach to analysempact of shocks on Russia. In
the absence of risk-management tools, shocks impaeselfare loss that materializes
through reductions in consumption. The amount s$ limcurred due to shocks equals
the amount paid as insurance to keep a householela®ff as it had been prior to

any shock.

This approach, which is mainly based on regressidmesmnel datasets containing the
consumption levels of specific households befor@ after a specific shock, analyse
show households mange to smooth their consumptioes time, and categorizes

households as vulnerable or less vulnerable.

Ligon and Shechter (2002) correctly point out timathis approach; vulnerability to

shocks does not depend directly on the househl@déd of consumption. Put another
way, unlike the ‘vulnerability as expected poveapyproach’, no welfare weights are
attached to changes in consumption amongst diffemenseholds. A ten percent
reduction in income of a millionaire and a desétare treated equally, which is
restrictive. In addition, VER employs panel datésde assess the impact of shocks
and in the absence of this data estimates , {pEdlly impossible to measure the
impact of shocks such as droughts, floods and tbaifs, as ex ante and ex post
consumption and income data are generally not declun cross-sectional household-
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level datasets. Another shortcoming of the appraathe assumption that positive
and negative income shocks have symmetric effédie factors that determine
whether one can deal with positive shocks comptratkaling with negative shocks

may be quite different in general and between hooiss.

2.4. The poverty line
Once a household’s consumption computed, the negtis to determine whether that

amount places the household “in poverty”, or defitiee household as “poor”. The
threshold that we use for this is the poverty lifilee poverty line defines the level of
consumption (or income) needed for a householdstame poverty. There are a
number of ways that such a poverty line may be tified. The most common
approach is to estimate the cost of a consumptimalle for which basic consumption
needs will be met. This is known as the cost ofdoaseds approach. It proceeds by
first estimating the food expenditure necessanattain some recommended food
energy intake. This expenditure level can be camneidl as the food poverty line. Next,
an allowance is made for non-food goods (suchathioly and shelter) to arrive at the
total poverty line (Ravallion 1994; Lipton and RHien, 1995, cited in Abduljalil,
2013).

Deriving the poverty line using the cost of baseaeds approach, however, presents
some difficulties. For example, setting the foodergy requirement may be
problematic as there are significant variations agnpeople in physical features and
work habits. This renders the task of setting aimmiim energy requirement, even for
a specific group in a specific region, dauntingei\after a minimum requirement is
set, there still remains the problem of choositfigaal bundle that meets it (Sen, 1999).
A bundle that meets the requirement at minimum (gisen prevailing prices) could
be chosen, but such a bundle is of little relevahdeis not in tune with the eating
habit of the poor. As Sen (1999) points out, “tlcéual incomes at which specified
nutritional requirements are met will depend greati the consumption habits of the
people in question”. The second difficulty assamlatvith deriving the basic needs
poverty line is in making an allowance for non-fogabds. This stems from the fact
that there is nothing that can serve the same asléood energy requirements in
anchoring the non-food component of the poverte I({Ravallion, 1994 cited in
Abduljelil, 2013).
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Other methods that have been commonly used to aldtie poverty line in
contemporary poverty analysis are; the ‘food enéntpke’ and ‘food share’ methods
(Ravallion 1994). Both approaches are based onaffsmption that there is a
minimum energy requirement for a typical persokédeps up normal activities, such
as the 2,200 Kcal per day threshold stipulated Hey World Health Organization
(1985). Thus, the ‘food energy intake’ method afitsnto identify the total
consumption expenditure at which a person is ergetd attain the minimum food
energy requirement. This is accomplished by regrgsscalorie intake on
consumption expenditure or income. The poverty, lihen, becomes that level of
total expenditure at which the minimum energy regment is met (Greer and
Thorbecke 1986; Ravallion 1994). The advantage lo§ tmethod is that it
automatically includes an allowance for non-fooddgm circumventing one of the
difficulties mentioned above. However, it may letwl an ‘inconsistent poverty
comparison across sub-groups or over time sincplpadth the same command over
basic consumption needs will not in general betéckahe same way’ (Lipton and
Ravallion, 1995).

2.5. Empirical literature

2.5.1. Evidence from other countries

Chaudhuret al. (2002) applied his methodology to cross-sectialadh for Indonesia.
The results show that the vulnerable populatiageiserally larger than the fraction of
population observed as poor at a given point irefirmplying that the true poverty
cost of risk is higher than the observed outcoméil&V/22% of the Indonesian
population was observed to be poor in December ,19@8vever their finding
indicated that 45% of the population was vulnerabl&e author also found
differences between the distribution of vulnerapiland poverty across different
population characteristics (i.e. regions, educatidevels, etc.). More importantly
they found a striking difference in the sourcevaherability for different segments
of the population. For rural households and fosdeducated households, the main
source of vulnerability appears to be low mean ocon#ion prospects; for urban
households and for more highly educated househoidtje other hand, vulnerability
to poverty stems primarily from consumption vol&til This too has important
implications for the types of poverty preventiogmams that are needed to address

the vulnerability of different groups within the mdation.
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Dercon (2001) was conduct research on vulneraliitindonesia and he came up
with the result that 22 percent of those survelygdhe Mini-SUSENAS survey in
Indonesia in 1998-99 were poor, fully 45 percentensonsidered to be vulnerable, of
which 8 percent were highly vulnerable to povertyg ¢ghe other 37 percent somewhat
vulnerable. In other words, vulnerability (as definhere) is more widespread than
poverty. This finding accords with the results @irtiipatory poverty assessments,
which typically show that a substantial part of thepulation is seriously and
legitimately concerned about falling into poveryen if they are not currently poor.
It also makes the targeting of (future) poverty endifficult, since more people have
significant potential for falling into poverty artle poor constitute 22 percent of the
population, but more than 60 percent of those wigohgghly vulnerable. Or, to put
the same point slightly differently, a poor perssralmost six times as likely to be
vulnerable to poverty as someone who is not cugrgmbor. At first sight, this

suggests that poverty predicts vulnerability quiadl.

Alayande and Alayande (2004) applied the Chaudf2@®0) methodology to assess
the level of vulnerability to poverty in Nigeria ing national data of 1996. The
findings of the study show that 87 percent of Nigges are vulnerable to poverty. The
study further found that while 41.2 percent of plopulations fall into chronic poverty,
only 18.1 percent of the populations are vulnerablehronic poverty. Their study
also shows that 68.5 percent of the populationgkl¥ vulnerable, whereas only 31.5
percent of the population has low mean vulnerabilit was recommended that to
reduce vulnerability, pro-poor growth driven by m@economic policy environment

is required. A study in the same country by Oluwaté?004) analysed the impact of
income risk on the level of well-being of rural Iseholds in Ekiti state, Nigeria.

Income risk was defined as the risks associatell vatiability in income well-being.

It was found that household heads’ age, years mhdbeducation, household size,
size of land cultivated and total expenditure (oadf and non-food items) are major
determinants of income risks among rural householdsle income risk impacts

negatively on the well-being of households.

S. Imai et al. (2009) studied the impact of taxation on povertyd eex ante
vulnerability of households in rural China basednational household survey data in
1988, 1995 and 2002. Their study showed that ppwert vulnerability have reduced
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significantly in China during the period from 19882002 and geographical disparity
of poverty and vulnerability is substantial acrdse period and is increasing. The
study by S. Imaiet al. (2009) concluded that both poverty and vulnerigbire
associated with household characteristics, suchhasehold head’s educational
attainment, in which region a household lives, @mel infrastructure, such as the
access to electricity power supply. However theynfb few factors associated with
not poverty, but vulnerability, such as, farm laide and the share of the farm land
irrigated, that is, landholding or access to ittigais a key to reducing vulnerability.
Moreover, they found that highly regressive taxatsystem not only created a large
rural and urban gap but also increased the ruraenpp and vulnerability levels

indicating the abolishment of agricultural tax e tcountry.

Jamal, (2009) investigated the extent of housetaliderability to poverty in Pakistan.
His study estimated the extent of vulnerability “agpected poverty” using cross-
sectional household surveys. The estimates shavaliwat 52 percent population was
vulnerable to poverty during 2004-05. The ruraldesaunt ratio in terms of household
vulnerability is relatively high as compared to th@nerability incidence in urban

areas. The study found that despite the declinedetaoy poverty during the period
2001-05, the relative incidence of vulnerabilityshiacreased from 50 in 2001 to 52
percent in 2005

2.5.2 Evidence from Ethiopia
Earlier studies analysing the dynamics of povertyrban Ethiopia are relatively few,

reflecting the lack of an appropriate and reliabteisehold survey data that would
allow the comparison of welfare across time. Sitice early 1990’s, however,
periodic household surveys have been conductedchthet facilitated the analysis of

both urban and rural poverty.

One of the earliest attempts to examine urban pypverEthiopia was by Tadesse
(1996) using the 1994 Ethiopian Urban Householdv8ur(EUHS). The survey
provided, among other things, information on thendgraphic and consumption
behavior of 1,500 households randomly selected fegwen urban centres of the
country. His study was limited to food poverty iecognition of the fact that
satisfaction of basic food requirements remainsagonproblem for poor households

in Ethiopia. The findings proved the hypothesis tinere is abject poverty in urban
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Ethiopia, with 39 percent of the urban populatimmb below the food poverty line.
The analysis indicates that the highest incideriqgeogerty was recorded for the city
of Hawassa, followed by Addis Ababa, Dessie, M&kelimma, Bahir Dar, and Dire
Dawa(cited in Abduljelil,2013).

Abduljelil(2013)examine urban households’ vulnelipi to poverty and its
determinant, from a single visit household surveiawassa city by Employing the
Cost of Basic Need (CBN) approach, total poverig lof the study area is estimated
to be Birr 318.7 per month per adult equivalent 8@db percent of the population is
observed to be poor. The 3 step FGLS estimatiamtresows that the incidence of
vulnerability to poverty in the area is 37.9 petcand an additional of 11.33 percent
of the population is found to be relatively vulngieusing the observed poverty rate
as a threshold. From the descriptive statics a d¢tmld headed by female, less
educated, pensioner and unemployed is relativelgerealnerable to poverty. The
OLS estimation result shows vulnerability to poyest positively influenced by high
dependency ratio, low educational attainment ofdhesnd pensioner headiness.
Conversely vulnerability is negatively associatathwage of head, asset ownership,
and government employee headiness. Observing éyyihe of negative shocks
experienced by households; theft of asset, heaglsil and head loss of job increases

the probability of falling below the poverty line near future.

Endale (2011), which explored the extent of vulbéitg to poverty from urban
residents of Arbaminch town, using a single visibss sectional data from 224
households. To construct the poverty lines he ukedcost of basic needs (CBN)
approach, the procedure used by Ravallion and B{d®&94). Besides he employed
Chaudhurgt al. (2002) and Chaudhury, (2003) methodology to estmthe
vulnerability level of households. He also used Obh#del for analysis of
determinants of household vulnerability to poveatyainst a series of independent

variables.

In his study, 44.6 % of the population in the anees highly vulnerable to poverty.
He made a distinction between LM-vulnerability (vettability caused by a low level
of resources), and HV-vulnerability (vulnerabilitpused by the inability to smooth

consumption in the presence of negative shocksgomiingly he found that about
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one fourth of the population is vulnerable dueaw level of resources, while for 20
percent of the population vulnerability to povedtems from high volatility of
consumption. The study also indicated that houskshaith small family size, more
employed adults, privately owned house, good adwessrvices, high social capital
is less likely to fall in to poverty in the neartdive. On the other hand, households
headed by older people, less educated, femaleraalll sumber of close relatives in

the area are relatively more vulnerable to poverty
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CHEPTER THREE
Data and Methodology

3.1. Description of the study area
The study is conducted in Adama town which is ledah the Oromia regnial state
and a city in central Ethiopia and the previousiteajpf the Oromia Region. Adama
forms a Special Zone of Oromia and is surroundedviiyragShewa Zone. It is
located at8°32N 39°18E8.54°N 39.27°Eat an elevation of 1712 meters, 99 km
southeast of Addis Ababa. The city sits betweerbd®e of an escarpment to the west,
and the Great Rift Valley to the east.

The city name Adama may have been derived fronOtleeno word adaamii, which
means a cactus or a cactus-like tree. More spaltificadaamii means Euphorbia
candelabrum, a tree of the spurge family, whiledaadii would mean Indian flag.
Following World War Il, Emperor Haile Selassie reveal the town after Biblical
Nazareth, and this name was used for the remaofdbe twentieth century. In 2000,
the city officially reverted to its original Oromlanguage name, Adama, though

"Nazareth" is still widely used.

Based on the 2007 Census conducted by the Cen#tgtieal Agency of Ethiopia
(CSA), this city has 14 kebeles and a total poputadf 220,212, an increase of 72.25%
over the population recorded in the 1994 censusylodm 108,872 are men and
111,340 women. With an area of 29.86 square kilomsgetAdama has a population
density of 7,374.82; all are urban inhabitants.ofalt of 60,174 households were
counted in this city, which results in an avera§@.66 persons to a household, and
59,431 housing units. The four largest ethnic gsougported in Adama are the
Oromo (39.02%), the Amhara(34.53%), the Guraged@eh) and the Silte (5.02%);
all other ethnic groups made up 9.45% of the pamriaAmbharic is spoken as a first
language by 59.25%, 26.25% spoke Oromiffa and 6.28uke Guragiegna; the
remaining 8.22% spoke all other primary languaggsorted. The majority of the
inhabitants said they practiced Ethiopian Ortho@xistianity, with 63.62% of the
population reporting they observed this belief, let#4.7% of the population were

Muslim, and 10.57% were Protestant
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3.2.Data type and source

To analyse the incidence and determinants of vabiltly to poverty, the study use
primary data using a structured questionnaire. fbestionnaire was design to
provide statistical information on households’ dgmaphic composition, income and
consumption expenditure, human capital variablesighcratic and covariate shocks
that the household is exposed to in the past fiwarsy and other important socio-
economic variables. For this, the unit of obseoratis the household (defined as a
group of persons eating and living together for erthian six months of the year). The
survey in this study was conducted between MarchAgril of 2015 using a sample

of 204 households from 4 urban kebeles of Adamatow

Secondary data was collected from Adam city Adntiateon Finance & Economic
office, the central statistics authority and sedddtebeles administrations.

3.3. Sampling techniques and sample size

After determining the total sample size the studyplyed Stratified sampling
technique and appropriately allocated the samplbdcstrata of interest. At the first
stage kebeles were categorized in to two categtrdsed on their heterogeneous
characteristics. There are 14 Kebelles in Adamantoansisting of 62259 estimated
households and a total population of 220212 (CRA,/2.

Under this technique, the population or 14 kebetese divided into two classes or
sub-population depends on the kebeles that have emnmercial center and that
have more resedential areas.This makes individoadise homogeneous than the total
population. The different sub-populations are chB&ata. 4 kebeles two from each
group were selected from the classes by simpledormnsampling technique. Since
each stratum is more homogeneous than the totailgtom, relatively representative

sample elements are obtained from the target pbpala

The total number of households in the four sele&wdikles is used to determine the
sample size. Using published table by Glenn D.92)9%t 7% acceptable error

(precision), the sample size is determined to ke(Za@ble 3.1).
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Table 3.1 Sample Size by Kebeles
S.no Kebele Population| Proportion | Sample Proportior
1 Kebeles with More| 07 3037 20.2% 31
commercial center| 12 3147 20.93% 43
2 Kebeles with more| 02 3750 24.9% 51
resedential areas | 11 5100 33.9% 69
Total 15034 204

As it was mentioned above, the sample sizes weterrdmed based on published
tables, which provide the sample size for a givenos$ criteria. As presented in table
3.2.

Table3.2. Sample Size for +3%, +5%, +7%, and £10% fRcision Levels where

Confidence Level is 95% and P=.5.

Size of Sample Size (n) for Precision (e) of
Population

+3% +5% +7% +10%
10,000 1,000 385 200 99
15,000 1,034 390 201 99
20,000 1,053 392 204 100
25,000 1,064 394 204 100
50,000 1,087 397 204 100
100,000 1,099 398 204 100
>100,000 1,111 400 204 100

Source: (Glenn D. Israel, 1992). This documentd®P6, one of a series of the Agricultural
Education and Communication Department, UF/IFASeEgion. Original publication date
November 1992 Revised April 2009. Reviewedin JudtE32

The desired a confidence level of 95%. Furthermarplus or minus 7 % precision
level is desired. The study area consisting of 822&§imated households. The sample
sizes determined to be 204 household. Finally 20&6éholds were randomly selected

from each representative kebeles.
3.4. Method of data analysis

The method of analysis used in this study is dsedsn two parts. The first part deals
with the measurement of vulnerability to povertyuirban part of the town. To this
end the study used three steps Feasible Generdleaesd Squares (FGLS) method as
suggested by Amemiya, (1977).The second part disdhe determinants of
vulnerability to poverty. The OLS model is employied assessing the determining
factors of vulnerability to poverty. A brief degation is provided below on the

respective models employed in this study.
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3.4.1. Model specification and estimation technique
Ideally, the assessment of vulnerability to poveetyuires panel data, i.e., records of

the same households over several years. Howevemamy developing countries,
reliable panel data’s are scarce and only croseseat survey data are available (e.g.
Azam and Imai, 2009). Due to the inexistence ofgitudinal data in developing
country, assessing vulnerability to poverty becadikicult. However, different
scholars have tried to adopt different methodokg measuring vulnerability.
Among others, (Chaudhurgt al., 2002: Ligon and Schechter, 2003: Bernd and
Hermann, 2009: Dercon and Calvo, 2012) are sontbeopioneering individuals in
the field. Particularly, the works of (Chaudtetidl., 2002) came up with a method of
measuring vulnerability from a cross-sectional daizcordingly, the study employed
the methodology proposed by Chaudbual., (2002) by assuming vulnerability as
Expected Poverty (VEP), ax-ante measure. The method has advantage in terms of
its ability to identify households exposed to rigkg who are not poor (e.g. Adepoju
and Yusuf, 2012). In this approach vulnerabilitylefined as the probability of being
poor in the future and basically can take on twonfa It is either the ex- ante risk that
a household that is currently not poor will falldo@ the poverty line or the risk that a
household that is currently poor will remain poor.

3.4.1.1. Vulnerability as expected poverty

The model can be formally expressed as follows: Vhierability level of a
householdh at timet is defined as the probability that the householldll fimd itself

poor at timet +1:

Vht = Pr (Cht+1S Z¥) e e 30

Where Cht+1 is the household’s per-capita conswnpével at time t + 1 and Z* is

the absolute consumption poverty line.

In this framework, the level of vulnerability aine t is defined in terms of the

household’s consumption prospects at tim&. This implies that the probability that

a household will find itself poor depends on itspested (i.e. mean) future

consumption, and on the volatility of its consuraptstream (i.e. variance). Hence, to
determine the ways in which certain household chtarstics are associated with
vulnerability, we need to estimate not only how éx@ected consumption level of a
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household varies with these characteristics, sg Abw these characteristics affect

the variance (and possibly higher moments) of conudion.

Following the works of (Chaudhuset al., 2002), the stochastic process generating the
Consumption of a household h is given by:

[ T . 1974

Where Ch is per capita consumption expenditure, r&presents a bundle of
observable household characteristics; such as holassize, location, educational
attainment of the household head, €ids a vector of parameters, and eh is a mean-
zero disturbance term that captures idiosyncraetofrs (shocks) that contribute to
different per capita consumption levels for housgbothat are otherwise
observationally equivalent. The variance of theulisance term eh is given by the
following function:

328, = X0 et 3.3

To estimatel and6 in equation (3.2) and (3.3) Amemiya (1977) sugegst three-
step feasible generalized least squares (FGLSeduwe (Chaudhuret al., 2002).

First, the parameterf8 in equation (3.2) were estimated using ordinaastiesquare
(OLS) procedure. Then, the estimated residual femmation (3.2) were used to

estimate:

8%, h= X+ R (314)

Equation 3.4 is estimated using OLS and the predistfrom this equation are used
to transform the equation as follows:

=2
o X
oS — b +—th R .1

Xh§0Ls Xh§0Ls XhéoLs

This transformed equation is estimated using OLSolbain an asymptotically
efficient FGLS estimaf#ygs. Note thaX;,0p¢LsiS @ consistent estimate &fe, hand

the variance of the idiosyncratic component of letwadd consumption.

The estimates:

Oeh = VX10pcLs, then used to transform equation (3.2) as follow:

B o (B B e 3.6

Oeh Oeh Oeh
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OLS estimation of equation (3.6) yields a consistemd asymptotically efficient
estimate ofp.Once we get the estimates pfand®we will be able to estimate
expected Log consumption equation (3.7) and vaeiaid.og consumption (3.8) for

each household h:

E [Inch|Xh] = XBuueeeii e 3.7

And the variance of log consumption:
V[InCh | Xn] = Sze,hthe .......................................................................... 3.8

Assuming that consumption is log-normally distrimlit(i.e., that InCh is normally
distributed), we are able to use these estimatésrio an estimate of the probability
that a household with the characteristicg, Xill be poor, i.e, of the household’s
vulnerability level. LettingDd (.)Denote the cumulative density of the standanunal;
this estimated probability will be given by:

— InZ-Xh
Vh= Pr(In C<In Z | %) q)(m) 3.9

WhereVh denotes vulnerability to poverty, that is the mroitity that the per capita
consumption level (Ch) will be lower than the pdyeline (Z) conditional on

household characteristics Xh. Meanwhite(.) denotes the cumulative density of the

standard normal distribution an%is the standard error of the equation (3.2).
Whereas IZ is the log of the minimum consumption income leleyyond which a

household would be called vulnerable.

3.4.2. Poverty line Determination
Once information is gathered on consumption experaliof households a poverty

line (define as the level of consumption or incomeeded for a household to escape
poverty) should be determined for further aggrewatnd analysis of poverty and
vulnerability to poverty. To this end, the studyedgshe cost of basic needs (CBN)
approach and the procedure used by Ravallion & r8idéa994). Hence, CBN
approach can better explain urban poverty becaudsmnu poverty mostly
characterized by monetized economy and lack otlsesvices and the problem is not
Only related with food poverty but also cost of ffond items like housing rent,
education fees, transport and others are subdtdatibe considered. In the CBN

approach, first households are ordered ascendegtprding to their consumption
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expenditure and the poorest 40% of the sample ptpalidentified as a reference
group. Consideration is also given for househat@ & constructing poverty line by
dividing household consumption expenditure to adgliivalence.

The steps followed in construction of CBN methotlofwing Revallion and Bidani
(1994) are:
+ The food consumption behaviour of the referenceugres accessed to

determine average quantities per adult equivalértasic food items that

make up the required food basket.

+ The value of food consumed per adult equivaledeisved by dividing the

total value of food by household adult equivalent
T 7 = 3.10

Where Y: total value of food consumed per adult equivalamts, X: total value of
food, H: adult equivalent foryjhousehold

+ The different types and quantities of foods conglitme different households
should be converted to calories Cj using the calequivalent scale.

+ The average quantity per adult of each food itescaded up and down by a
constant value (ration of recommended calorie ofdag per adult to the total
calorie obtained by individual adult from consumthg average quantities) so
as to provide the recommended calorie per aduldagr In this case the study
will use 2200 calories as recommended calorie pgr d

+ Finally, each food item is multiplied by the retaifice and summed up to get a
food poverty line.

3.4.2.1. Allowance for non-food items

The study adopts the procedure suggested by Rawvalfid Bidani (1994) to calculate
the non-food poverty line. It is the Cost of Bableed Method, which answers the
guestion of what fraction of their budget those deholds which could in principle
have meet their food needs if they had devotea #rire expenditure to food items
(i.e. whose total expenditure are just equal tdfdloel poverty line), actually devote to
non-food items? The study estimated the demandtibmdor food by running a

regression of food shares against a linear foo@gpVine.

25



Denoting Sij as the share of total expenditure tevdo food by household i, Yi as
the total expenditure (food plus non-food), Bod poverty line, the regression

equation is given by:

Si=a+[3|og(%)+8 ............................................. 3.11

Where, Si denotes the share of food items frontdta¢ household’s expenditure;Y
Refers household’s total consumption expenditurds Zhe food poverty line§ =is
Regression coefficienty =typifies intercept of the food share. i run thgbuthe

sample households in the reference population.
Let @ be the estimate of the interceptSince Ioﬁ%) = 0 when Yi=2Z, it follows that

& provides an estimate of the food share among holdelwhose total expenditures
match the food poverty line. Converselygstimates the essential non-food share.
Hence, as suggested by Ravallion and Bidani (1984é)total poverty line is derived

as

Once the poverty line is determined, a person wemds less than food poverty line
is considered as food poor and less than genevalrfydine is considered as general
poor. Moreover, the study calculate poverty indiasgg the most widely used class
of decomposable poverty measures by Foster, Greér Tdnorbecke (FGT).The
formula for FGT class of poverty measure is given a

Pa=%Zj=1 (%)“ ................................................................................ 3.13

Wherezis the poverty lineY;is the value of poverty indicator; household’s papita
Consumption expenditure;is the number of poor people in the populationiné B,
and o is the poverty aversion parameter that takes gabfezero, one or two. By
setting the value af to zero, one, two respectively, the FGT povertyasuee formula
delivers a set of poverty indices. Settmgqual to zero will give us by far the most
widely-used measure of the incidence of poverty the headcount index, which
simply measures the proportion of the populatioat tis counted as poor, often

denoted by FPand given the formula:
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R=1

N
Settinga equal to one, R is the poverty gameasuring the depth of poverty, i.e., on

average how far the poor is from the poverty lfr@rmally the equation for the index

is given by:
R 12" (=)
N j=1 \ Z

Setting a equal to two, P4ds the squared poverty gap measuring the sevefity o
povertyamong households, i.e. the depth of poverty anquiady among the poor.
The equation it is given by

B2y (5

3.5. Selecting the vulnerability threshold
Following Chaudhurit al. (2002), two threshold measures were used instiidy.

The first is the relative vulnerability (i.e., tro$iouseholds who have an estimated
vulnerability level greater than the observed ieaice of poverty in the population
but less than 0.5), and second is the high vulii@yabf households or population
(households that have an estimated vulnerabiligffaent greater than 0.5). The
choice of 0.5 is justified in that it makes intuéi sense to say that a household is
vulnerable if it faces a 0.5 (50%) or higher prabigbof falling into poverty in the

next period.

3.6. Determinants of vulnerability
Following the works of Azamé& Imai (2009), Lineargression model and Ordinary

least square (OLS) estimation procedure were usezkamine the determinants of
vulnerability to poverty in urban Ethiopia usingtlialue of VEP estimated for each
household (from equation 3.9) as the dependentaiblati Due to the fact that the
dependent variable is continuous the study used &itighation procedure (Gujarati,
2004). The Model is expressed as:

Vi=BiXit Ul 0. 314
Where;

Vi: Estimated vulnerability level as expected povartices

Xi: Vector of explanatory variables,

pi: Vector of respective parameters,

ui: the error term
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3.7. Definition of variables
Based on theoretical expositions and previous eoapirstudies, the following

explanatory variables are hypothesized to influgheevulnerability of households as
follows. Monthly real consumption expenditure pdulh equivalent is the dependent
variable in the suggested three steps feasible rgierer least squares (FGLS)
procedure of estimating vulnerability to povertydéx while the estimated
vulnerability index is a dependent variable in lihear regression model.

Age of the household head (age-headhge (a proxy for experience) is expected to
negatively associate with vulnerability of houselsolAs the age of the household
head increases the individual acquire more skil axperience and accumulates
assets which will be used in times of adverse shtlcht the household might face in
the future and thereby minimize the household'si@tdbility incidence.

Age squared of the household (age2-headdge squared (a proxy for old age) is
expected positively associate with vulnerability hafuseholds. Age squared of the
household assumed to affect vulnerability becaaseage increases the head face a
decline in labour supply and decision making cagglfdiminishing return).

Sex of household head (sex_ headJhe gender of household heads is vital in the
context of poverty and vulnerability analysis, €naccess to vital resources and
decision making capabilities are highly biased msgfaifemale household heads.
Accordingly this variable assumes a value of “1thé head of the household is male
and “0” otherwise. Hence, this variable is expediede negatively correlated with

vulnerability of households.

Family size (family_ size): Family size refers to the total number of househol
members who are living and eating together foreatst six months in a year.
Empirical literatures indicate that the impact @mily size on the welfare of
households is mixed. It is expected to affect tlepethdent variable either ways
depending on the demographic composition of theséloold. Large sized households
are assumed to be more vulnerable to poverty as mdividuals to share the limited
resource of the family. Nonetheless, the scale @ooes and labor force advantage of
large family size tend to change the causal redatipp between vulnerability to

poverty and family size. Therefore, the net efdgpends on the magnitude of the two
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effects. For this study however, the variable ipemted to have a positive effect on

vulnerability of the househald

Dependency ratio (dependency_ ratio)The dependency ratio is calculated as the
ratio of the number of family members not in thedaforce (<15years and 65+) to
those in the labor force in the household. The nmiependent members in the
household the more the household will be vulnerdblgpoverty and vice-versa.
Therefore, this variable is expected to have atpeseffect on the vulnerability of the

household.

Education (edu-head): The variable indicates the maximum level of edocat
achieved by the head of the household. Educatiassamed to a positive impact on
welfare of the household therefore reduce poveny waulnerability to poverty as
more educated people are more likely to get job,naore productive and earn more.
Accordingly, the higher the level of education a&steid by the head of the household

the less vulnerable to poverty.

Occupation of household Head (occup-head)The variables indicate in which
sector of the economy is the household head clyrewotking. The household head is
considered to be engaged in one of the followingupation: civil servant, daily

labourer, informal business activity, formal busimeactivity, NGOs, pensioner,
student and no source of livelihood (e.g. beggiid).this variables are dummy

variables. Households headed by civil servantnédrbusiness activity and NGO
worker are less likely to be vulnerable as theinstomption expenditure were
expected (hypothesized) to be less volatile artti&ar mean consumption expenditure
is relatively high.

Shocks experienced in the past five years (shockgxA number of idiosyncratic

and covariate shocks can affect the welfare of @séloold. This may include: death
and serious illness of the head, loss of employroktite head, large rise in food price,
and others. These variables assume the value@éperone: 1- if the household were
affected by the shock and 0- otherwise. A housebkel@rely affected by one or more

of these shocks is expected to be more vulneralpeverty as it can reduce the mean
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consumption expenditure of the household and isereeonsumption volatility.

Therefore this variable is hypothesized to havetpessign.

Membership of community associations (member_ comnmity)

It is also a dummy variable taking 1 for memberscommunity based institutions
such as, ‘Idir, ‘Iquib’, ‘Mahber’ and other, and for non-members. (Moser, 1998)
suggested that social institutions are an impor@dns of perpetuating reciprocity of
households in their microeconomic life and increasgotiation power and political
lobbying of members. Moreover, saving helps houklshim accumulate more money
for further investment and as provident in timesnetds hence is hypothesized to

have negative correlation with vulnerability to poty.

Availability of credit (credit-avail)

It is a dummy variable taking a value of 1 for thdbat take credit in the last 12
months and O otherwise. Availability of credit helpouseholds as a possible coping
mechanism in times of shocks. Accordingly, it ipested to be negatively associated

with vulnerability to poverty.

Transfers received (transfer-rec):It takes 1 if the household received transfers in
the last 12 months and 0 otherwise. It capturels povate transfers (remittances) and
government direct transfers in both forms (cash @n#ind). Empirical evidences
show mixed impacts of transfers on the welfare ofugeholds Transfers are
advantageous in helping households get out of d&jpwn in the short run. On the
other hand some evidences show the negative impladtansfers by creating
dependency syndrome and hence making householdadectabor supply. However,
in this study the variable is expected to have ganee effect on vulnerability to

poverty as it helps a household to mitigate tenmyoshocks

Household assets:More household asset is expected to positivelyuerite the
welfare of households to poverty as it serves amgomechanism in the time of risk.
Accordingly, in this study the variable is expected have a negative effect on
vulnerability to poverty as it helps a householdntgigate temporary shock3he

30



study used estimated value of valuable assets ptureaits effect on household’s

vulnerability level.

Ownership (home_ own): This variable indicates whether the household oans

house or not. It represents the value 1-if the ébakl owns a house and 0-otherwise.
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CHAPTER FOUR

RESULT AND DISCUSSIONS

4.1 Descriptive statistics
The general description of the survey as presentagpendix table 1.7 indicates that

about 28.92% (59) of the sample households areléenemded while 71.8% (145) are
male headed households. The vulnerability statuthefsex indicates that 49.15%
female and 34.48% of male head household highlyerable to poverty The
average age of the household head is 44.98 andgdram 23 to 90. The average age
of poor people is higher than non-poor. Averageskbold size is 5.22 and average
adult equivalence of sample respondents is 4.4.ebdgncy ratio (the ratio of
economically inactive household members with the aigbelow 15 years and above
64 years to the number of economically active hbokemembers) is found to be 0.8.
Accordingly, each active member of the householopstts 0.8 people on average
from household. Both family size and dependencyo rare higher for poor
household.

Result on marital status of the household indicttas71.08% of the household heads
are married where as 7.35%, 3.92% and 17.65% agtesidivorced and widowed
respectively. Female headed household are morly likebe divorced or widowed.
This is supported by the findings of the surveyt th3% and 38% of divorced and
widowed household heads are females.

According to the survey 16.67% of heads of the bbakl are illiterate (unable to
even read and write) while the remaining 83.33%hefheads are literate i.e. able to
read and write at minimum. The study also found 2a59%, 25.49 and 5.39% of
the household heads can read and write, attainapyimnd secondary education
respectively. Whereas 31.86% have diploma and abdereover, sex wise
comparison indicates that female heads of housshwste low level of educational

attainment as compared to their male counter paéhs.result shows that only 15.25%

! See table 4.11 for detail
? See table 4.7 for detail
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of female household heads have educational attaihaimve primary education. The

more the education attainment of the householdeseethe probability of being podr.

Owning a valuable asset is one of the most impbmays to cope up with shocks.
Accordingly, the survey tried to assess statusssktownership. The result shows
that mean value of asset by the household is [8i789.7with large standard
deviation of 420641.3 and wide range (Table 4.1he Tinding indicates high

inequality in asset ownership among households. afeerheaded households are
found to own birr 102774.6 worth of asset on averafhereas, 152037.2 is to their

male counterparts.

Average monthly income of heads of the householdins3716.721 and standard
deviation of 4047.874 (Table 4.1). Female headedsdloolds earn less income as
compared to male headed households. The respéigiive is birr 2342.22 for female

and birr 4276 for male heads. Status of saving lammdowing of the household is

assessed in the survey. Accordingly the result shthvat on average households
saved birr 5026.186 and borrowed birr 2038.235

Table 4.1 Summary of income and asset ownership

Sex head Income | Assetvalue | Monthly saving | Total saving | Total borrowing
Female Mean | 2342.22 | 102774.6 236.1017 673.9322 50.84746
Sd. 1817.599 | 270524.9 556.4203 3423.387 390.5667
Min. 600 1200 0 0 0

Max. 8000 1500000 3500 25000 3000
Male Mean 4276 152037.2 319.0444 6797.103 2846.897
Sd. 4547.42 | 468242.9 773.5647 13036.1 10527.01
Min. 400 400 0 0 0

Max. 40000 4000000 5000 60000 110000
Total Mean 3716.721 | 137789.7 294.9379 5026.186 2038.235
Sd. 4047.874 | 420641.3 716.8981 11473.55 8959.262
Min. 400 400 0 0 0

Max. 40000 4000000 5000 60000 110000

Source: computed based on own survey data, 2015

A household with other source of income can easlye-up with welfare shocks and
less vulnerable to poverty. High risk can also éofwuseholds to diversify their

income sources, perhaps at the cost of lower retdrnis is explained by the finding

? See the detail in table 4.8
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that 39.41% of the respondents have access to bmaore sources of income.
Considerable portions (55.13%) of households geémeheir income from renting a
house while about 21.79%, 15.38% and 7.69% eam fnavate business, remittance

and other sources respectivély.

Home ownership status of household’s show that238.4f the households live in
their own house. Nearly 61.58% of the household livrented houses either from
Kebele or private. The average number of room peséhold is 2.98 with a standard
deviation of 2.14.

In terms of employment status of household heaBl®986, 3.92% and 10.78% of
heads are employed, unemployed and pensionersctieghe The employment type
of the household head shows that 58.05% of the sheae self-employed while
23.56%, 13.79% and 4.6% are government employeeateremployee and NGO
employee respectively. Among self-employed head836 of them involved in
petty-trade (Gulit), metal and wood work and harafic And only 32.67% are

engaged in high income generating business likketaamd hotel services.

A strong community association is the one thatdganut in times of shocks and
disasters. In practice there are well known comigyusssociations in Ethiopia which
helps people in times of disaster. These commuasispciations include ‘Idir’, ‘Iquib’,
and ‘Mahber’. In line with this, the survey tried faissess membership status of
households in community association and found &7a64% of the respondents are
members of more than one community association. réh&ining portions are not

member of any community association

Exposure to shocks is one of the many ways in whigshseholds will end up in

poverty. It is a major reason for assessing vulngtaof households to poverty. The
study made effort to assess major shocks expeddngdousehold over the past five
years. According to the findings, households afecédéd severely by different shocks
(Table4.2). Results show that 58.87% of sample omdpnts in the study have
reported negatively affected by large rise in fpoide. A considerable portion of the
respondents also reported that they were negataécted by household illness,

*See appendix table 1.7 for detail
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death, loss of job, and theft accounting for 53.42%.48%, 30.38% and 41.51%

respectively.

Table 4.2 Major shocks

Welfare shocks Frequency Percent %

Female Male | Total Female | Male Total
Household head death 21 31 52 10.29 15.19 25.48
Household head illness 44 65 109 21.58 31.86 53.42
Household head loss of job 29 33 62 14.21 16.17 30.38
Theft of any valuable asset 35 49 84 17.15 24.01 41.51
Large price increase in food items 44 72 116 21.58 35.29 58.87

Source: computed based on own survey data, 2015

Consumption expenditure on different food and nmodfitems is generally used as a
main yardstick for measuring the standard of livingdeveloping nations. There is
also a long history of measuring consumption experelin Ethiopia as indicator of
welfare. In line with this the study tried to messuhousehold consumption
expenditure on food and non-food items. The susteyws that the mean monthly
consumption expenditure per adult equivalence s 804.22 (Table 4.3). Intra
household variation is found to be large (SD=98dtlimplies the existence of high
variability of consumption between households ie #iea. The mean monthly food
consumption expenditure per adult equivalence @1i#.05) is relatively higher than

the mean monthly non-food consumption expenditoire 257.1667
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Table 4.3 Consumption expenditure per adult equivalence

Sex of head Food Non-food Total Share of food Share of non-food
Female 305.4285 155.569 460.9975 .6693125 .3306875
(Mean)

Sd. 207.8932 121.2682 329.2 .1209117 1209117
Min. 95.41985 31.54574 126 4468085 .0833333
Max. 1116.071 537.037 1652.108 .9166666 .5531915
Male (Mean) 645.3704 298.5067 943.88 .6788353 .3211647
Sd. 694.0792 427.2038 1121.279 .1266018 .1266018
Min. 47.16981 0 47.169881 .25 0

Max. 3389.831 4464.286 7854.117 1 .75

Total (Mean) 547.0538 257.1669 804.2207 .6760812 .3239188
Sd. 614.7783 371.3257 986.104 1247614 1247614
Min. 47.16981 0 47.16981 .25 0

Max. 3389.831 4464.286 7854.117 1 .75

Source: computed based on own survey data, 2015

Sex wise comparison indicates that male headedeholds enjoy relatively higher

welfare than female headed households, which ipa@tgd by the finding that the

average monthly consumption expenditure per adylivalence by female headed
household is birr 460.99 while it is birr 943.88 foale headed households. Moreover,

the share of non-food consumption (33.04%) for fleneeaded household is a little

bite higher than their male counterpart, (32.12%).

Table 4.4 Consumption expenditure by poverty status

Poverty status Food cons. Non-food cons. | Total cons. per Share of Share of
per adult eq. per adult eq. adult eq. food items | nonfood items

Non poor 813.1568 320.6946 1133.851 .6933568 .3066432
(mean)
Sd. 685.3648 404.0186 1089.383 1212006 .1143542
Min. 252.5253 76.14214 328.667 .2857143 .0909091
Max. 3389.831 4464.286 7854.117 1 .75

Poor (mean) 166.9067 50.70182 217.608 .6514017 .2440635
Sd. 47.94139 17.05872 65 .1263357 .0863305
Min. 47.16981 0 47.17 .25 0

Max. 244,898 74.73842 319.636 .8333334 4
Total (mean) 547.0538 257.1669 804.2207 .6760812 .3239188
Sd. 614.7783 371.3257 986.104 1247614 1247614
Min. 47.16981 0 47.16981 .25 0

Max. 3389.831 4464.286 7854.117 1 .75

Source: computed based on own survey data, 2015
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There is also high variability in consumption exgémre by poverty status. The mean
monthly consumption expenditure per adult equivegenf poor household is birr
217.6 while non-poor household has spent birr B33JTable 4.4). Furthermore,
non-poor households spend more on non-food itef$§3%6) as compared to poor
households (24.4%).

4.1.1. Poverty in the study area
The study set food and total poverty line to idgntine poor from the non-poor. To

arrive at the food and general poverty line thelgtnade use of CBN (cost of basic
needs) approach. First, the food poverty line wafindd by choosing a bundle of

food typically consumed by the households in treaafhe quantity of the bundle of
food was determined in such a way that the bungdplges the predetermined level of
minimum caloric requirement (2200 calorie). This\bie was scaled up and valued at
retail prices which were obtained from CSA (Centshtistics Agency) to get a

consistent poverty line across different groupse Tésearch gave an allowance for
non-food items following the suggestion of Ravaillend Bidani (1994).

Accordingly, based on the CBN method the food aedegal poverty line in the city
was estimated to be birr 250 and 325 per montlagelt equivalence. After giving an
allowance the poverty line for non-food item isccadited to be birr 75 per month per
adult equivalence. Hence, households who can spendore than 250 per month
per adult equivalence are deemed to be food podrtlamse households who spend
less than 325 on both food and non-food consumppen month per adult

equivalence are considered as generally poor.

Table 4.5. Poverty line in the study area

Poverty line Value at current market price
Food 250

Non-food 75

Total 325

Source: computed based on own survey data, 2015

4.1.2 Poverty profile in the study area
After setting the poverty line, an attempt was medanalyse the various measures of

poverty. The study used the well-known family ofvpdy measures proposed by
Foster, Greer and Thorbecke (1984). The three ésdaf poverty include: the head
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count index, poverty gap and the severity gap. fibad count index @ is the
proportion of households below the poverty lineeTgoverty gap index (pPis the
total proportion of income required to enable pbousehold below the poverty lines
to acquire the minimum recommended daily calorievance or their basic needs,
thus moving the poverty line. The Paptures the sensitivity of poverty by squaring
and averaging the gap between the consumptioneoptior and poverty line. All
three measures together are presented in the Habldelow for food and total
poverty. These indexes are presented as per ajptadent.

Table 4.6 Poverty profile

Poverty index Food poverty General poverty
Head count (P0) 22.55 30.88

Poverty gap (P1) 3.8 10.08

Poverty gap square (P2) 1.99 4.19

Source: computed based on own survey data, 2015

The poverty profile on Table 4.6 indicates thatc326 and 30.88% of households in
the study area are deemed poor using the estif@ddpoverty and general poverty
line. This shows high incidence of poverty in foad well as total poverty. The
relative higher general poverty head count index@spared to the food poverty
head count index should not be surprising givendiuely area is urban in which
monetized economy predominantly characterizes gogidife. The former index
comprises both food and non-food cost of consumgtistead of having only cost of
food items. Moreover, in urban poverty, the problemmot only for food poverty
rather the non-food consumption also has consiteergiyoportion in total

consumption of households.

The poverty gap (deficit)-Preflects the total proportion of income requires(pdult
equivalent) to enable poor households below thesipvine moving to the poverty
line in addition to indicating the total deficit afl the poor households relative to the
poverty line. The result from the survey shows thatpoverty gap (deficit) in Adama
is 3.8% and 10.8% for food and general povertyeaetyely. Theoretically it means,
if the city mobilizes resources equal to 3.8% (fmyd poverty) and 10.08% (for total
poverty) of the poverty line for every adult equer#t individuals and distribute these
resources to the poor in the amount needed somms\vg each per adult equivalent

to poverty lines. Hence, other things remain caonsit least in theory; poverty could
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be mitigated. The result from the survey also shihasthe severity of poverty {An

the city is 1.99 % for food and 4.19 % for totalpdy respectively.

4.1.2.1. Demographic characteristics of the poor

Critically evaluating the characteristics of poavukehold gives better insights as
which policies to adopt to eradicate poverty. Thelihgs indicate that there is a
considerable variation across households accortbngheir characteristics. It is
observed that the mean head age of non-poor hddsekdess than the mean age of
poor household heads (Table 4.7). The mean fanzéy/ (§.03) and dependency ratio
(1.16) of poor households are found to be highan thon-poor households which is
4.7 and 0.67 respectively. The result clearly psothat, poor households on average
have high dependency ratio and large family sizerddver, the econometric result
show that family size and dependency ratio neggtigerrelated with consumption
per adult equivalency which is the proxy of welfarel result is significant at 1%and

10% respectively.

Table 4.7 Demographic Characteristics of the Poor

Poor Age head Family size Dependency ratio

Non poor (Mean) | 40.70922 4.702128 .6770922
Sd.| 11.36821 3.665953 4772204
Min. | 23 2 0
Max.| 90 4 3

Poor (Mean) | 54.55556 7.031746 1.165524
Sd.| 14.12134 2.717733 .9065971
Min. | 26 3 0
Max.| 85 14 4

Total (Mean) | 44.98529 5.22549 .8279314
Sd.| 13.82597 2.308292 .6776901
Min. | 23 2 0
Max.| 90 14 4

Source: computed based on own survey data, 2015

> The detail presented in table 4.13 in econometric part
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4.1.2.2. Decomposition of poverty by some socio-econic characteristics

Poverty decomposition by different demographic aswtioeconomic variables
enables to answer the question of “who are thedorthe study area. Accordingly,
an effort is made here to decompose poverty ovescteel segments like: sex,
educational attainment, occupation in the studw.afée result of the survey shows
that, among the total poor, female headed housslaaicbunt for 36.5% of the sample
respondents. Of all the total female headed houdemacluded in the survey 45.76%
of them found to be poor, while only 27.58% of ttmale headed households are
deemed poor (Table 4.8). Additionally, even thotigh coefficient is insignificant

sex household head positively related with vulniéitgtpoverty °

Decomposition of poverty by educational level shatat households with higher
educational attainment household heads have lowl le¥ poverty. Relatively,
households with illiterate heads are considerabiynfl to be poor. The level of
Poverty declines as one moves from households Heageilliterate heads to

household heads with diploma and above educatievel (Table 4.8).

Table 4.8: Decomposition of Poverty by Sex and Educational Level

Socio-demographic of Poor Non-poor Total
characteristics of household heads Number % Number % Number | %
Sex of household head: Male 40 19.7 105 51.48 145 71.09
Female 23 11.18 17.64 28.91
36 59
Total 63 30.88 69.12 100.00
141 204
Educational level : llliterate 27 13.23 7 3.43 34 16.69
Read and Write | 21 1029 |21 10.29 | 42 20.58
Primary | 11 4.4 41 20.098 | ¢, 25.49
Secondary | 0 11 54 1 54
Diploma and above 4 1.96 61 29.9 - 24.86
Total 63 30.88 | 141 6912 | 50, 100.00

Source: computed based on own survey datdh

® See the detail in table 4.14 in econometric part
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Another important characteristic assumed to haséndition between the poor and
the non-poor is occupation of the head. Of thel tbtauseholds headed by self-
employed persons account for 17.16% of the pooulatipn followed by pensioner
heads which constitute about 7.35% of the pooratRelly households headed by
NGO and government employees found to have lowdemae of poverty in the
sample. Moreover, households whose heads areopensand self-employed, have
relatively high incidence of being poor. Among s&npouseholds included in the
survey 65.22% and 34.22% of households headed hsigreers and self-employed

persons respectively found to be poor

4.1.3 Vulnerability in the study area
After generating estimates of the probability ofnigepoor in the future, it is then

important to choose a vulnerability threshold. &aihg Chaudhuret al., (2002), the
study considered two natural thresholds for theexdbility estimates as discussed in
the methodology part: the observed national povexty and the threshold 50%. The
rationale for choosing a threshold of 50% has towith considering a household
having at least an even chance of being poor imthé time period. Employing a
vulnerability threshold equal to the national payerate, i.e., the average
vulnerability to poverty means that a householdmesre likely than the typical
household to be poor in the next period. Two tholsimeasures were used in this
study. The first is the relative vulnerability (RW)e., those households who have an
estimated vulnerability level greater than the ob=e incidence of poverty in the
population (30.88%) but less than 0.5), and secgsrde high vulnerability (HV) of
households or population (households that havesamated vulnerability coefficient
greater than 0.5). The choice of 0.5 is justifiedhat it makes intuitive sense to say
that a household is vulnerable if it faces a O@A4p or higher probability of falling

into poverty in the next period.

The overall picture of household poverty and vudbdity in Adama town is shown

on Table 4.9. Although 30.88% of households wemr pthe incidence of household
vulnerability is found to be 38.72%. Of the totan-poor households, 33.3% were
highly vulnerable to poverty and additional 7.09 Hduseholds were found to be

relatively vulnerable. Among the poor, about 50.78households are more likely to

" See table A1.5 poverty incidence by occupatidmeads in the appendix
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end up in poverty next year. An additional of 4.76f4he poor households will enter
the vulnerable group using the relative vulnerapifireshold. As the result indicates
vulnerability to poverty is more widespread tharvgrty. One implication is that

targeting of vulnerable households is certainly endifficult, as more households

have a significant likelihood of falling into power

Table 4.9 Vulnerability status

Poverty status | Non vulnerable | Highly Vulnerable Relatively Vulnerable | Total vulnerable
Non poor 84 47 10 141

(freq.)

Between (%) 59.57 33.3 7.09 100

Overall (%) 41.2 23.04 4.9 69.46

Poor (freq.) 28 32 3 63

Between (%) 44.44 50.79 4.76 100

Overall (%) 13.73 15.68 1.47 30.88

Total (freq.) 112 79 13 204

(%) 54.91 38.72 6.37 100.00

Source: computed based on own survey data, 2015

4.1.4 The Vulnerability Profile
4.1.4.1. Demographic Characteristics of the Vulnetale

There is a considerable variation on demographaratdteristics among vulnerable
and non-vulnerable households. As shown by Tabl,4the mean age and
dependency ratio is higher among vulnerable houdehthan non-vulnerable
households. The result clearly indicates that valpiéity to poverty increases with
the increase in age and dependency ratio. Relgtifeahily size of the household is
slightly higher for non-vulnerable households, shgwvthe relative decline of

vulnerability to poverty as productive family sizereases.

In general we can conclude that vulnerability tovgrty is high among households
with high age and high dependency ratio. The ecatocs part also shows that both
age and dependency ratio positively correlate witmerability to poverty and the

coefficients are significant at 5% and 10% respetyi®

¥ See the detail at table 4.14. the OLS result of vulnerability
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Table 4.10 Demographic characteristics of the vulnerable

Vulnerability status Age head Family size Dependency ratio
Non vulnerable (Mean) 45.02679 5.678571 .7855804
Sd. 13.14744 2.501222 .5652659
Min. 23 2 0

Max. 90 14 35
Vulnerable(Mean) 45.07595 4.772152 .9207975
Sd. 14.89344 1.96083 .8227488
Min. 28 2 0

Max. 85 12 4
Total(Mean) 44.98529 5.22549 .8279314
Sd. 13.82597 2.308292 .6776901
Min. 23 2 0

Max. 90 14 4

Source: computed based on own survey data, 2015

4.1.4.1.1 Vulnerability by Sex of Head

When we look at vulnerability incidence by sexlod household head, female headed

households appear to be more vulnerable than thalie counterparts (Table 4.11).

Nearly 49.15% of female headed households are yhigiiherable to poverty while

only 34.48% of male headed households are highliyevable. As the vulnerability

threshold is lowered to the observed level of piyvan additional 10.17% of the

female headed households will end up poor as opptwsenly 4.83% male headed

households. The result is in line with the hypoihes$ the study.

Table 4.11 Vulnerability incidence by sex of head

Sex head Non Highly Relatively Total
vulnerable vulnerable vulnerable
Female (freq.) 24 29 6 59
Between (%) 40.68 49.15 10.17 100.00
Overall (%) 11.76 14.22 2.94 28.92
Male (freq.) 88 50 7 145
Between (%) 60.69 34.48 4.83 100.00
Overall (%) 43.14 24.51 3.43 71.08
Total(freq.) 112 79 13 204
(%) 54.91 38.72 6.3 100.00

Source: computed based on own survey data, 2015
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4.1.4.1.2 Vulnerability by educational level of thénead

Education is an important variable in explainingcidence of poverty and

vulnerability to poverty as people with a higherel of educational attainment have
a higher chance of getting better and higher payoigs. Education can affect
people’s standard of living through a number ofrotes: it helps skill formation

resulting from higher marginal productivity of labBurthermore, if people acquire
skills through education, then a higher level ofieational attainment is associated
with higher marginal productivity of labor. Hendé,is expected that education is
negatively correlated with poverty and vulnerapilib poverty, i.e. the higher the

education level, the lower the poverty and vulngitglvate (Table 4.12).

Table 4.12 Decomposition of vulnerability by Educational attainment of the head

Education head Non Highly Relatively Total
vulnerable Vulnerable | yulnerable
llliterate (freq.) 14 18 2 34
Between (%) 41.2 52.94 5.88 100.00
Overall (%) 6.86 8.82 .98 16.67
Read and Write(freq.) 15 25 2 42
Between (%) 35.71 59.52 4.76 100.00
Overall (%) 7.35 12.25 .98 20.588
Primary edu. (freq.) 25 20 7 52
Between (%) 48.07 38.46 13.46 100.00
Overall (%) 12.25 9.8 3.43 25.49
Secondary edu. (freq.) 7 4 0 11
Between (%) 63.64 36.36 0 100.00
Overall (%) 3.43 1.96 0 5.39
Diploma and abov(freq.) | 51 12 2 65
Between (%) 78.46 18.46 3.8 100.00
Overall (%) 25 5.88 .98 31.86
Total (freq.) 112 79 13 204
(%) 54.91 38.72 6.3 100.00

Source: computed based on own swtaga, 2015

Vulnerability categories differentiated by educatib level of the heads of a
household are presented on Table 4.12 above. Tgbedti concentration of
vulnerability is observed in households headedday rand write followed by illiterate
and heads attained primary education. In geneedplp who live in households
headed by individuals having lower education areemaulnerable to poverty. For
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example, 52.94% of the total population that livefiouseholds headed by illiterate
individuals are vulnerable to poverty. The figureckkases as one move up the

education ladder.

4.1.4.1.3. Vulnerability across Occupational groupsf the head

Based on the results of FGLS estimation an efornade to show the dynamics of
vulnerability across some occupational groups tloatsehold heads belong. The self-
employed occupational group accounts for 50% of gshmple population and it
contributes for 47.06% and 8.82 % of the highlynenlble and relatively vulnerable
portion of population respectively. Pensioner hbadseholds registered the highest
incidence of vulnerability in the sample. A consal#e highest proportion (100%) of

households headed by NGO employees are expecestape poverty in near futdre

4.2 Econometrics Results and Discussion

4.2.1 The Consumption Model
The study presented socio-demographic and econcmai@cteristics of the poor and

the vulnerable portion of households in the stugdaaThe descriptive analysis in the
previous section has already identified somerdisicharacteristics of vulnerable
and non-vulnerable households. However, to invatgithis more carefully we need a
more advanced method of analysis. Accordinglyhenext section the study tries to
identify some correlates of vulnerability using megsion analysis.

The result of the estimated consumption model esgmted in Table (4.13). The
coefficient of determination (R-squared) with valu&533 implies that nearly 75.3%
of the total variation in the household expenditpee adult equivalence is accounted
for by all the explanatory variables in the regi@ssnodel. The significance of the F-
value implies that, all explanatory variables jbinbave significant influence on
household welfare (as proxy by household experalitper adult equivalence).
Moreover, a diagnostics test is made to satisfyagsmimptions held in the regression
of the model under investigatith A set of socio economic explanatory variables

such as household characteristics, human capitdl, h@usehold asset holding are

° For detail See Appendix Table A1.6 Vulnerabilitydccupation of the head

9 The result of the diagnostic tests is presentatktail in the appendix
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used in the regression model. The Variable agersduaelf-employee and illiterate
are dropped due to the possibility of severe muilircearity among independent

variables.

The regression result shows that household size nlegstively correlated with
household consumption expenditure measured by pleit sequivalent. It is
statistically significant at 1% significance levighplying that households with a large
household size have a lower welfare than the haldelwith a small family size.
Dependency ratio exhibit a negative impact on hioolse welfare, suggesting that
increases in dependency ratio would result in redocin the income resources
available to provide for the needs of each househwmber. The decline in the per
capita income availability is an indication of daeld living condition of the members
in the household. The coefficient of dependencip riat statistically significant at 10%

significant level.
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Table 4.13 OLS Estimation Result for Correlatesaj Consumption per Adult EquivalenT'e

Log con. Per. Eq. " Coef. Robust Std. Err. t P>t |
Sex head .0854858 .0826615 1.03 0.302
Age head -.0073419* .0039092 -1.88 0.062
Family size -.0984894*** .0188369 -5.23 0.000
Dep. Ratio -.0032871* .0571191 0.06 0.095
Transfer rec. .1875209** .0953663 1.97 0.051
Community Assoc. .0291378 .1159417 0.25 0.802
Credit availability .1678426* .0907032 1.85 0.066
Head read write only .0596555 .0566857 1.05 0.294
Head primary .079512** .0402724 1.97 0.050
Head secondary .0823108* .0462191 1.78 0.077
Diploma and above .1673799*** .028249 5.93 0.000
Head gov. employee -.1720864*** .0517579 -3.32 0.001
NGO_employee. .0343833 .047026 0.73 0.466
Dummy own house .0941143 .0932951 1.01 0.314
Head pensioner -.0555435 .1389284 -0.40 0.690
Unemployed -.0167435 .0440169 -0.38 0.704
hh_death -.1705043* .0941229 -1.81 0.072
hh_illness -.2953302%** .0978288 -3.02 0.003
hh_lossofjob -.0363162 .114478 -0.32 0.751
hh_largepr~e -.2584676%** .0876201 -2.95 0.004
_cons 7.015003*** .2905848 24.14 0.000

Source | SS df MS Number of obs = 204
+ F(22, 181)= 25.13
Model | 114.300814 22 5.19549154 Prob>F = 0.0000
Residual | 37.4259722 181 .206773327 R-squared = 0.7533
+ Adj R-squared = 0.7234
Total | 151.726786 203 .747422592 Root MSE = .45472

Source: computed based on own survey data, 2015; “*, ** and *** indicates that the variable is
significant at 10%, 5% and 1% significance level respectively

Compared to other categories households headedwsyr llevel of education have
lower welfare as measured by consumption per adgltivalence. The more

educational attainment of house hold head the biitewelfare will be. This shown

in the regression result of the coefficient for@®tary school heads is significant at

10% and other thing remain constant the educabibrinousehold improved to

47




secondary school the welfare the household imprde@.082 factor. It is widely
agreed that educational attainment enhances huaptalcand participation in labor
market and has been widely accepted as a genunhdatopoverty reduction and

improving peoples’ welfare.

A number of idiosyncratic and covariate shocks afi@ct the welfare of a household.
This may include: death and serious illness ofttead, large rise in food price, and
others. A household severely affected by one orenadrthese shocks is expected to
be more vulnerable to poverty as it can reducerthan consumption expenditure of
the household and increase consumption volat#iyshown in the regression result
in table 4.13 above the coefficient for death,efis and large rise in food price is
negative and significant at 10%, 1% and 1% respelgti

Availability of credit helps households as a po&sitoping mechanism in times of
shocks. Accordingly, the regression result of comstion model shows that
availability of credit positively correlate with goconsumption which is the proxy of

welfare. And its coefficient is significant at 108ignificant level**

Transfers received are one source of income fosdimid and positively influence
the welfare of the house. Empirical evidences showed impacts of transfers on the
welfare of households Transfers are advantageolrlping households get out of
deprivation in the short run. On the other hand es@widences show the negative
impact of transfers by creating dependency syndrante hence making household
decrease labor supply. However, the result of gshusly shows that transfer received
positively correlate with log consumption per adetjuivalence and its coefficient

significant at 5 % significance levéi.

4.2.2 Determinants of Vulnerability to Poverty
In any developing country poverty alleviation isdefy acknowledged as the crucial

policy objective of development. The assessmenisowérty, grouping who is poor,
who is not, and the characteristics of those whey have been the focal point of

development scholars. However, in thinking aboutable forward-looking anti-

! See table 4.13 OLS result of Log Consumptiondtail
12 See table 4.13 OLS result of Log Consumptiondéail
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poverty policy interventions, there is a need idemtify the vulnerable to poverty and
through which anti-poverty policy will be effectivaip on implementation.

Accordingly the study made an attempt to find thetedminants/correlates of
vulnerability to poverty in the study area. OLS resggion analysis is employed to
identify the factors, which affect household’s \erdability to poverty. The dependent
variable is the vulnerability level of each houdehestimated using three step FGLS

as described in the methodology part.

As it is evident from the table R-square of the mlad 0.6338 indicating that, the
explanatory variables included in the model ex@dis3.38% of the variation in the
dependent variable. The F statistics also shows$ the variables are jointly
significant. Moreover, a diagnostic test is madecteck if the result obtained
gualifies the assumption of the model under comatd®m. Accordingly, test results
are all fine where there is no hetroschedastiaioplem, very small multicollinearity
with mean vif of only 2.01 for vulnerability modahd 2.09 for consumption model
and the result of visual inspection model tell adidity of all test (p,t and f) .
However, variables such as age squared, self-emplagd head illiterate are dropped

due to high multicollinearity**

The explanatory variables used in the model inclsmigo economics characteristics
of a household head like: sex, age, family sizepeddency ratio, educational
attainment, asset holding, and household levelkshothe OLS estimation result of

regression is presented in Table (4.14) below

B see for detail in appendix table A1.8 to A1.13
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Table 4.14 OLS Estimation Result for Correlates of Vulnerability to Poverty
Vulnerability Coef. Std. Err. P>t
sex_head .0532369 .0405378 1.31 0.191
Agehh .003826** .0015939 2.40 0.017
family_size -.0581628%*** .0095621 -6.08 0.000
dep_ratio .0176519** .0278035 0.63 0.052
Transferrec -.2501562*** .0442193 -5.66 0.000
hh_death .0499609 .0465264 1.07 0.284
hh_ilnes -.0835798* .0479271 -1.74 0.083
hh_lossofjob -.3478691*** .0569814 -6.10 0.000
hh_theft -.2620511%** .047018 -5.57 0.000
hh_largepr~e .075555* .0440491 1.72 0.088
Creditavail -.2545035*** .0442205 -5.76 0.000
communitya™~o -.2473997*** .0561416 -4.41 0.000
read_and_w~e .0537447** .0272393 1.97 0.050
primary_sch -.0248858 .0193382 -1.29 0.200
secondery_~h -.0213784 .0223918 -0.95 0.341
diploma_an~e -.010211%** .0139134 -0.73 0.046
govern_emp~e -.0950833*** .0260909 -3.64 0.000
private_or~e -.1044142%** .0198957 -5.25 0.000
NGO_employee -.0612414%** .0232295 -2.64 0.009
Logasset -.0213536* .0129058 -1.65 0.100
_cons 1.297512 .1583283 8.20) 0.000
Source | SS df MS Number of obs = 204
+ F(20, 183)= 15.84
Model | 16.1717594 20 .808587968 Prob>F = 0.0000
Residual | 9.34205143 183 .051049461 R-squared = 0.6338
+ Adj R-squared = 0.5938
Total | 25.5138108 203 .125683797 Root MSE = .22594
Source: computed based on own survey data, 2015 “*, ** and *** indicates that the variable is
significant at 10%, 5% and 1% significance level respectively

Household level characteristics

As can be noted from the above Table (4.14) ther@ad significant difference
between sexes of the head. Though a considerablgomion of female headed
households found to be vulnerable in the desceppart, the result of OLS estimates

does not tell anything about the relative probabiid vulnerability between the two
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sexes. There are also large empirical findings Wwisgpport the above result. For
example, Chaudhust al., (2002), a study in Indonesia found that, houkihbeaded

by female are as likely to be poor and vulnerablenale-headed households. (Jah and
Tu Dhang, 2008) in their study “Vulnerability to yaty in Papua New Guinea”,
they can't find any significant evidence that ganoehousehold heads are associated

with future probability of vulnerability to poverty

Perhaps the only difference they found is thathigfraction of female headed
households was estimated to be highly vulnerabke.ndted by Szekely cited in
abduljelil (2013) gender should be viewed with cdrecause female-headed
households could be under represented in the sabgmiause there are cultural
reasons to believe that many of the householdsdibelared to be headed by males

are in fact headed by women.

Age of household head:A closer look at the above OLS estimation resitlis
evident that, age of the household head is positaarelated with vulnerability level.
The variable is highly significant at 5% level efjrsficance. Accordingly, the more
elder like pensioner household are more vulnerablgoverty in near future. This is
due to the fact that as age increases the headfdeeline in labour supply and hence

money making or income generating capability (disfimg return).

Family size of the householdThe impact of family size, on vulnerability levedl a
given household better understood with other comipasof a household like
dependency ratio of that household. That meansidkisehold with more dependent
family size become more vulnerable to poverty. Buge household with more
productive family size become less vulnerable teepty and in this case large family
size consider as a resource. The OLS result iretdhl4 above shows that the
coefficient of family size is negative this may thee second condition (expecting
family size as resource) holds true. And the coffit is significant at 1% significant

level.

Dependency ration: There is significant association between dependeatto and
vulnerability level of a household. The more deparidnembers in the household the
more the household will be vulnerable to povertgt gice-versa. This means that high

dependency ratio in the household is followed lyhhvulnerability incidence. The
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OLS result in table 4.14 shows that dependencyo rptisitively correlated with
vulnerability and its coefficient is significant &0% significant level. Similar result
also found by (Oyekale, 2004)

Asset ownership: There is plain evidence from Table (4.14) that awhip of
valuable asset is negatively associated with valmbty level of a household.
Controlling for all other variables, a 1% increasesset value decreases the risk of
ending up poor in near future by 0.0213 factorse Tosult provides an empirical

support for the existing literature, for exampleydér (19985

Education attained by head of the householdThe education level and literacy of
head of household is an important determinant drierability (as well as poverty).

As it is noticeable from the Table (4.14), the ¢ioefnts on different level of

educational attainment reflect the prime role thanan capital plays in determining
poverty. Controlling for all other determinants,gini educational attainment
significantly reduces the risk of household vulibdiey to poverty. It is observable
from the regression result clearly shows that hibolsls with diploma and above
education heads have lower probability of vulndigbto poverty (Table 4.14).

Similar results also found by Jamal (2009), Chaudaual., (2002), Azam and K.

Imai. (2009)

In fact, education is an important dimension of grby itself, when poverty is broadly
defined to include shortage of capabilities and Wiedge deprivation. It has
important effects on the poor children’s chancedoape from poverty in their adult
age and plays a catalytic role for those who aretrikely to be poor. Education is
expected to lead to increased earning potentiat@amtprove occupational mobility;

hence, it deserves an important place in formujeimy poverty reduction strategies.

Occupation of head: The occupation of the household head is anothepiitapt
determinant of the vulnerability status of a famiy family whose head involved in

an activity that is low paid and/or highly volatiflew of income is probably more

14 Asset value is calculated for durable (including$e) items of the household at their estimated
current price, this is done due to the fact thaesmust be liquid, i.e. readily changed into Gsh
minimum cost and must not lose value in the fackhefpotentially poverty reducing event in order to
mitigate risk and exposure effectively
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vulnerable to poverty than a head engaged in hat and/or less volatile activity
Chaudhuri, (2003) and Chaudhuri et al, (2002). The incidence of vulnerability is
understandably lower for salaried workers in theligusectors than it is for those in
other employment categories. As expected, the valil@y to poverty is negatively
correlated with the household headed by a goverheraployee (Table 4.14). Being
a household headed by government employee rediedselihood of vulnerability
to poverty by 0.095 factors. This is due to the that the income and consumption

flow of a government employee is relatively stable.

Membership of community association: There is a logical deduction that being a
member of local community association reduces valméty of households in times
of shocks. It is indicated by (Moser, 1998) thatiabinstitutions are an important
means of perpetuating reciprocity of householdsheir microeconomic life. The
regression result shows that member of commungg@ation negatively correlated

with vulnerability to poverty and the coefficiestsignificant at 1% significant level.

Avalilability of credit: Availability of credit helps households as a polesitoping
mechanism in times of shocks. Accordingly, the esgion result shows that
availability of credit negatively associated witluliverability to poverty and the

coefficient is significant at 1%ignificant level.

Welfare Shocks: Exposureto risks, whether idiosyncratic or covariate isnajor
reason for assessing vulnerability of householdspéwerty (Christiaensen and
Subbarao, 2004). According to Holzmann and Jorge(E@99), a high percentage of
households move into poverty due to temporary shé¢slich as death or higher price)
that are reversed just one or two years later. Atingly, the study made effort to see
the relative importance of shocks on the vulnerigidgtvel of a household. Among the
five variables included in the first vulnerabilityodel only one variable (larg price) is
found to have a positive and significant assoamtath vulnerability of a household
(Table 4.14).
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CHAPTER FIVE

Conclusion and Policy Recommendation

5.1 Conclusion
The study provided an assessment of urban housefubherability to poverty in

Ethiopia using single visit cross sectional datarfrAdama town for the year 2015.
The cost of basic needs (CBN) approach is empldgefind the poverty line as
proposed by Ravallion, M. (1994). Vulnerability defined at the household level,
within the framework of poverty eradication, as gvebability that a household will
be consumption poor in the near future. Accordingie methodology proposed by
Chaudhuriet al. (2002) was used for estimating household-levéhenability using
cross-sectional data. Following the estimation olherability for each household,
OLS regression is employed to find the correlatesuinerability to poverty in the
study. Based on the results obtained from the guitve following main conclusions

are drawn.

Regression result of the welfare (consumption) rhasteows that, household’s
welfare significantly associated with: family sizdependency ratio, educational
attainment, credit availability, transfers receivasd age of the head. But the
direction of association is different in which; dar family size, age and high
dependency ratio are negatively correlated witlfave] while educational attainment,
credit availability and transfer receive are posity correlated with welfare of

households,

Parallel to other similar studies the vulnerablpuation in the study area is found to
be considerably larger than the number of curresiblyerved poor. Although 30.88%
of households were observed to be poor, the FGlLigha&son result indicates that
38.72% of household were highly vulnerable. Suligthproportion households, who
are observed to be non-poor, also entered the nalilee category. It is logical to

conclude that vulnerability is more widespread thawerty.

From the findings of the study, education is fouade a key element in reducing
poverty. Poverty and vulnerability was the highastong households headed by

lower educational attainment persons; whereas hold® headed by person having
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more than secondary level education were obsernsédve low incidence of poverty

and vulnerability.

By the same token econometric analysis; the OLBnabn result has shown that
dependency ratio is one of the contributors to tpgbbability being vulnerable to

poverty.

Moreover, the study concludes that credit avaiigbis one of the most important
variables in determining vulnerability level of ausehold.

5.2 PolicyRecommendation
Poverty alleviation is widely acknowledged as tltenate objective of development

Policy. And poverty assessments, a cataloguinghaf i8 poor, who is not, and the
Characteristics of those who are, have been the @axaalytic tools for structuring
Discussions of poverty policy. However, povertyaistochastic phenomenon. The
Poor today may or may not be tomorrow’s poor, andes of the non-poor today may
Well end up poor tomorrow. In this study, the reskar has argued that in thinking
about appropriate forward-looking anti-poverty pwli interventions, we need
therefore, to look at, not just who is poor todayt also who is likely to be poor in
the future. In other words, we need to identify iln@ulnerable to poverty.

The descriptive statistics clearly indicated ttehéle headed households were more
poor and vulnerable to poverty. Hence the studygesig implications for gender
policies. A study by Belyaneh, (2004) showed tlgaten other characteristics of
households, female-headed households allocate d@keitable resources in such a
way as to obtain higher welfare than their courggrmale-headed households. Hence,
supporting female headed households to overcomergoand vulnerability will
most probably yield better results in terms of ioyang the welfare status of

households.

Households with large family size and high humidetependents were found to have
significant positive association with the probdbilbf being poor in near future. The
result is fair enough to indicate the need to emappropriate implementation of

family planning programs. In addition, creating asveess on the negative impact of

55



large family size through all means of Medias migidduce significant reduction on
household’s vulnerability incidence. To reduce plositive effect of dependency on
household vulnerability level, policies like: ineseng investments in employment
creation and productivity enhancement to mobilize itdle labor can be potential

remedy.

In this study, education was found to be a keyalde in explaining vulnerability of
households. Poverty and vulnerability to povertyevihie highest among households
headed by low educational attainment headinessyeabehouseholds headed by
person having more than secondary level educatere significantly better poised to
cope with risk and uncertainty. So, investment umhan capital along with other

means of social protection and promotion could lhelgpoverty reduction.

It is also found that households with limited assge more susceptible to
vulnerability. Hence, for those household who ladonomic assets, it will be help
full if development policies prioritize the buildjrup of assets through a combination
of protective and promotional programs. Accessitarfcial services, for example,
through micro credit programs, might help poor lhadds build up assets as it
smooths income and consumption. It also enables ptivehase of inputs and
productive assets, and provides protection agaists. Moreover, vulnerable non-
poor households are most likely to benefit from socombination of prevention,
protection, and promotion (for example through masge programs) which would
give them a more secure base to diversify theivictinto higher return, high risk

activities.

This study further suggests the importance of cgmup with a profile of

vulnerability in Ethiopia. It is highly recommenddtat the Ethiopian Statistical
System to adopt ways to institutionalize vulnelibimeasurement and measure
trends in vulnerability, aside from providing ext@ron the incidence of poverty.
Producing exclusive information at national levegim increases the efficiency and
effectiveness of measures used to tackle poveriy.riot expected to give the whole

picture of the problem by studying vulnerabilitycate place
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APPENDIXES

Appendix Table Al.1 Summary Statistics for Housdloharacteristics (partial)

Variable Observation Mean Std. Dev. Min Max
Sex head 204 .71078434545136 0 1
Age head 204 44.985391.3.82597 23 90
Age head2 204 2213.8971.398.235 529 8100
Head marital 204 2.3186378489031 1 4
Head religion 204 2.7401961.337652 1 5
Head ethnicity 204 2.9117¢5..625553 1 5
Family size 204 5.22549 2.308292 2 14
Dep. ratio 204 .827931j1.6776901 0 4
Ad, equivalence 204 4.4004% 2.065116 1.4p 13.88
Education head 204 3.1519%1.479397 1 5
Employment status 204 1.25 .63653|L5 1 3
Asset value 204 137789|420641.3 400 400000§
Head income 204 3716.7818047.874 400 40000
Extra income 204 .39215¢194894324 0 1
Transfer rec. 204 313724%54651477 0 1
Ownership of house 204 .38239pA871576 0 0
Food con. Per Ad eq 204 547.09B814.7783| 47.1698[13389.831
Non-food con. Per Ad. eq 204 257.1606971.3257|| O 4464.28p
Total expenditure per Ad.eff 204 804.2201 882.8327| 78.6163p 6250
Share of food items 204 6760812247614 .25 1
Share of none food items 204 .3239188247614 0 75

No. community associationgs 204 6764706 .4689736 0 1
Credit availability 204 .343137B.4759248 0 1
Amount saved 204 5026.188.1473.55 0 60000
Amount borrowed 204 2038.238959.262 0 110000
Head death 204 25490  .4368782 0 1
Head illness 204 .53431§75000483 0 1
Head loss of job 204 .30392[164610807 0 1
Theft of asset 204 41176474933637 0 1
Large rise in food price 204 5686271964863 0 1

Source: computed based on own survey data, 2015
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Appendix Table Al.2 Energy content per 100 gm.dible portion of food items

Item | Food/drink ltems Calorie per| Item Food/drink Items| Calorie per
100g 100g

1 Teff (Kg) 355 15 Butter 736

2 Wheat (KQ) 351 16 Egg 152

3 Maize (KQg) 378 17 Edible Oil (Litter) | 896

4 Barely (Kg) 354 18 Dabo 22

5 Rice 335 19 Coffee 110

6 Beans (Kg) 354 20 Salt 0

7 Lentil (Kg) 370 21 Sugar 400

8 Chickpea 341 22 Cabbage 20

9 Peas (Kg) 352 23 Tomato 31

10 Sweet potato 136 24 Onion 71

11 Potato 100 25 Banana 88

12 Chicken 140 26 Berbere 360

13 Meat 235 27 Mac/pasta 352

14 Milk 73

Source: EHNRI (1998) Food composition Table useitmopia

Appendix Table Al1.3 Calorie Based Nutrition Adutjlivalence Scales

Age Male Female
0.1 0.33 0.33
1.2 0.46 0.46
2.3 0.54 0.54
3.5 0.62 0.62
5.7 0.74 0.7
7_10 0.84 0.72
10_12 0.88 0.78
12_14 0.96 0.84
14_16 1.06 0.86
16_18 1.14 0.86
18_30 1.04 0.8
30_60 1 0.82
60+ 0.84 0.74

Source: Deranmd Krishnan, 1998
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Appendix Table Al.4 Determining the Poverty LinéB{@Q Approach

Food Mean Calorie | Total calories| Scaling up of| Median | Food povert
items consumption| value | peradulteq.| X by price | Line per
per adult per|  of per 1.24=(66000/| (E) month
month/Kg of | each month(z=x*y | 53413.73)=D (Birr)
Food items | food | *10) E=D*E
(x) v)
Teff 4513462183 355 16022.79075 5.596693107 11| 61.56362418
wheat 2.217629315 351 7783.878896 2.749860351 6| 16.4991621
maize | 0.78650430[L 378 2972.986259 0.975265333 6| 5.851592001
Barley | 0.388783376 354 1376.293152 0.482091386 5| 2.410456932
Rice 0.475924478 335 1594.347 0.590146357 14| 8.262048933
Beans| 0.165344654 354 585.320076 0.205027371 7| 1.435191599
Lentil
(Kg) | 0.68707407 370 | 2542.174059 0.851971847 13| 11:07563401
Chickp
ea | 0087141100 341 | 297.1511563 0.108054966 g | 0972494693
Pea 0.48486202[7 352 1706.714334 0.601228913 8 | 4.809831304
Sweet
potato | 0.058094068 136 | 79.00793207 0.072036644 4 | 0.288146576
Potato | 0.955200536 100 955.2005363 1.1844486685 4| 4.73779466
chicken| 0.035750196 140 50.05027371 0.044330242 60 | 2.659814546
meat 0.3507987938 235 824.3771646 0.434990504 80| 34.79924031
milk 0.453580606 73 331.113842 0.562439951 10| 5.624399508
butter | 0.137414814 736 1011.373031 0.170394369 60| 10.22366216
Egg 1.351804268 152 2054.74248Y 1.676237292 2| 3.352474584
edible
oil 0.73958217 896 6626.65624 0.91708189 20 18.34163781
bread 3.220869177 22 708.5912189 3.993877779 1| 3.993877779
coffee 0.151938331 110 167.132164 0.18840353 50| 9.420176517
salt 0.029047034 O 0| 0.036018327 4| 0.144073
sugare | 0.486872
9 400 1047.4919 0.603722489 14| 5452114848
cabbeg
e 0.17651659 20 35.30331807 0.218880574 6 1.313283432
Tomato| 0.712769523 31 220.9585521 0.883834208 7| 6.186839459
onion 0.748519718 71 531.4490001 0.928164451 8| 7.425315607
Banana
0.174282203 88 | 153.3683387 0.216109932 10| 2161099319
peper 0.29382191P 360 1057.75891 0.36433918 30| 10.9301754
spagetti
i/macar 7.513976092
oni 0.504971512 352 1777.499721 0.626164674 12
total 250
53413.73031

Source: computed based on own survey data, 2015
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Appendix Table A1.5 Poverty incidence by occupatbthe head

Occupation of the head Non poor Poor Total
Self employed 67 35 102
Between 65.68 34.32 100.00
Overall 32.84 17.16 50
Government employee 38 3 41
Between 92.68 7.32 100.00
Overall 18.63 1.47 20.09
Private employee 17 7 24
Between 70.83 29.17 100.00
Overall 8.3 3.43 11.76
NGO employee 7 1 8
Between 87.5 12.5 100.00
Overall 3.43 0.5 3.93
Un employed 4 2 6
Between 66.67 333 100.00
Overall 1.96 0.98 2.94
Pensioner 8 15 23
Between 34.78 65.22 100.00
Overall 3.92 7.35 11.27
Total 141 63 204
69.12 30.88 100.00

Source: computed based on own survey data, 2015
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Appendix Table A1.6 Vulnerability by occupationtbe head

Occupation of head Non vulnerablg Highly Vulridea Relatively vulnerable| Total
Self employed 45 48 9 102
Between 44.12 47.06 8.82 100.00
Overall 22.06 23.53 4.41 50
Government employee 23 10 3 41
Between 56.09 23.39 7.32 100.00
Overall 25.62 4.9 1.47 20.09
Private employee 18 6 0 24
Between 75 25 0 100.00
Overall 8.82 2.94 0 11.76
NGO employee 8 0 0 8
Between 100 0 0 100.00
Overall 3.92 0 0 3.92
Un employed 4 1 1 6
Between 66.67 16.67 16.67 100.00
Overall 1.96 49 49 8.37
Pensioner 9 14 0 23
Between 39.13 60.87 0 100.00
Overall 4.41 6.86 0 11.27
Total 112 79 13 204
5491 38.72 6.73 100.00

Source: computed based on own survey data, 2015

Appendix Table Al1.7 cumulative statics of househatidracteristics

Summary of sex of household head

sex_ head Freq. Percent Cum.
female 59 28.92 28.92
male 145 71.08 100.00
Total 204 100.00

Summary of marital status of household head

Head_marita Freq. Percent Cum.
single 15 7.35 7.35
marreid 145 71.08 78.43
divorced 8 3.92 82.35
wedowed 36 17.65 100.00
Total 204 100.00

Summary of household education level
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edu-head Freq. Percent Cum.

llliterate 34 16.67 16.67
read and write 42 20.59 37.25
primary school 52 25.49 62.75
secondary school 11 5.39 68.14
diploma and above 65 31.86 100.00
Total 204 100.00

Summary of household sex over marital status

sex_ head Head_marital

single married Divorced wedowed Total
female 7 21 8 23 59
male 8 12 40 13 145
Total 15 145 8 36 204

Summary of status of extra income

Extra_income Freq. Percent Cum.
No 123 60.59 60.59
Yes 80 39.41 100.00
Total 203 100.00

Summary of educational level of household over sex
Read

sex of HH literate \and Primary Secondary  Diploma and Total
Head . school school above

write
Male 22 21 35 11 56 145
Female 12 21 17 0 9 59
Total 34 42 52 11 65 204

Summary of source of extra income

Source of Extra income Percent Cum.
Freq.
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Rental income 43 55.13

Privet business 17 21.79
Remittance 12 15.38
Others 6 7.69
Total 78 100.00
Summary of house ownership

Owner of housing unit Freq. Percent
Privately owned 78 38.42
Rent from kebele 60 29.56
rent from privet 65 32.02
Total 203 100.00

Source: computed based on own survey data, 2015

55.13
76.92
92.31
100.00

Cum.
38.42
67.98
100.00

Appendix Results of the diagnostic test for consunton and vulnerability model

Appendix Table A1.8 Test result of Multicollineariior the vulnerability model

It is observed from Table (A1.8) below the vulneliagbmodel has a mean Vif of

2.01, which indicates Mulicollinearity is not a piem in the model.

. estat vif

variable VIF 1/VIF

.238171
.362768
.364314
.391470
.437833
.467339
.515708
.516192

diploma_an~e
communitya~o0
hh_lossofjob
primary_sch
hh_iTnes
hh_theft
read_and_w~e
family_size

agehh 93 .517818
hh_largepr~e .525783
logasset .557327
creditavail 76 .567768
govern_emp~e 75 .572284
transferrec 68 .594414
hh_death 64 .608660

.611468
.676672
.708326

secondery_~h
private_or~e
dep_ratio
sex_head
NGO_employee

.740766
.769265

RRRERRERERRRRRERERERENNNNN S
N o
oo
0000000000000

Mean VIF 2.01
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Appendix Table A1.9 Test result of Multicollineagriior the consumption model

It is evident from Table (A1.9) below that the congtion model has a mean Vif of
2.09, indicating that Mulicollinearity is not a fmiem in the model.

. vif

variable VIF 1/VIF
diploma_an~e 3.98  0.251047
communitya~o 2.86  0.349096
agehh 2.75  0.364196
hh_Tossof5job 2.72  0.367004
primary_sch 2.70  0.370937
hh_theft 2,20 0.455380
read_and_w~e 2.07  0.482872
hh_iTnes 2.06  0.485355
dummyownho~e 1.99  0.502323
pensioner 1.89  0.529054
hh_largepr~e 1.85  0.539241
transferrec 1.82  0.549846
creditavail 1.79  0.557715
family_size 1.75  0.572156
secondery_~h 1.70  0.586740
dep_ratio 1.46  0.684314
sex_head 1.36  0.735126
unemploy 1.34  0.745172
govern_emp~e 1.33  0.751071

Mean VIF 2.09

Detecting normality for the vulnerability model

Appendix Figure Al.1 Visual inspection method

Another assumption of the regression model (OL8&) ithpact the validity of all tests
(p, t and F) is that residuals behave ‘normal’.iRess are the difference between the
observed values vulnerability level (V) and thediceed values of vulnerability
(Vhat): r=V —Vhat.

If residuals do not follow a ‘normal’ pattern thgu should check for omitted
variables, model specification, linearity, func@briorms. As can be seen from the
figure below the residuals looks to follow a ‘nolingattern
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Kernel density estimate

T T T T T
-5 0 .5 1 15
Fitted values

Kernel density estimate
Normal density

kernel = epanechnikov, bandwidth = 0.0494

Appendix Table A1.10 Test for heteroskedastiitythe vulnerability model

Breusch-Pagan / Cook-Weisberg test the null hysmhthat the error variances are

all equal. In this case, insignificant F value oales that, heteroskedasticity was
probably not a problem

. estat hettest

Breusch-Pagan / Cook-Weisherg test for heteroskedasticity

Ho: Constant variance
Variables: fitted values of v

chi2(1)
Prob > chi2

0.39
0.5325
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Appendix Table Al1.11 Test for model spesfecation

The result of linke test below that there is no elapecifecation problem in the
model

. linktest
Source 5 i M Nunber of obs = 204
F(2, 0)= 14454
Model | 15.0498063 2 7.52490314 Prob>F = 0.0000
Residual | 10.4640045 201 052059724 R-squared = (.5899
Adj R-squared = 0,585
Total | 25.5138108 203 .125683797 Root MSE = 2817

v Coef. Std. Err. t  P|t|  [9% Conf. Interval]

Sat | 95018 1307197 7.08 0,000 6672601  1.182776
hatsq | 0939882 1463058 0.64 0.520  -.1945009 3824794
Jcons | 0079037 .02933% 0.7 0.788  -.0499488 0657562

Appendix Table Al1.12 Test result of Multicollinegrior dummy variable
The study use Contingency coefficient test for dynwariable to test the existence of

multicollinearity among dummy variables. As a rutd thumb variable with
contingency coefficient below 0.75 shows week assion and value above it
indicate strong association problem. Accordinghe tesult of correlation test below
shows that only there is multicollineartiy problé@tween age and age square .As the

result of this, age square omitted from the model.

. correlate sex_head transferrec hh_death hh_iTnes hh_lossofjob hh_theft hh_largeprice creditavail dummyownhouse communityasso
> age2head agehh
(ohs=204)

sex_head transf~c hh_death hh_ilnes hh_los~b hh_theft hh_lar~e credit~1 dummyo~e commun~o age2head  agehh

sex_head 1.0000
transferrec 0.1750  1.0000

hh_death | -0.1479 -0.3470 1.0000
hh_ilnes | -0.2704 -0.4065 0.4784 1.0000

hh_lossofjob | -0.2602 -0.3779 0.3472 0.5314 1.0000
hh_theft | -0.2352 -0.3296 0.3106 0.5015 0.6382 1.0000

hh_largepr~e | -0.2281 -0.3923 0.3050 0.5560 0.4679 0.4069 1.0000

creditavail 0.2105 0.4237 -0.1858 -0.4223 -0.4102 -0.4788 -0.4337 1.0000

dummyownho~e 0.1904 0.5550 -0.2519 -0.4788 -0.4102 -0.3918 -0.4756 0.3874 1.0000

communitya~0 | 0.2291 0.4676 -0.3649 -0.5196 -0.7049 -0.5711 -0.4966 0.4557 0.4579 1.0000
agezhead | -0.0363 -0.0720 0.2819 0.3179 0.3807 0.2677 0.2679 -0.1746 -0.0403 -0.2735 1.0000

agehh | -0.0336 -0.0498 0.2706 0.3047 0.3639 0.2565 0.2660 -0.1527 0.0199 -0.2628 0.9858 1.0000
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Appendix Table A1.13Test for omitted variable

The result of Ramsey reset test for omitted végiblelow shows that there is no
such problen in the model

. Ovtest

Ramsey RESET test using powers of the fitted values of v
Ho: model has no omitted variables
F(3, 197) = 1.2
Prob > F = 0.2855
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Adama University
School of Graduate Studies

Development Economics Program

Objective: Hello, my name isAnwar Ibrahim | am a post graduate student at Adama
University. Currently I am conducting research adi “Determinants of urban household
vulnerability to poverty in Ethiopia: the case ofl@ma Town” in partial fulfillment of
Masters of Science degree in development econorndios.the prime objective of this

questionnaire is to gather information that catstsse to accomplish my research project.

Your answers will not be released to anyone anbdranthain anonymous. Your name will not
be written on the questionnaire or be keaptany other records. The study is entirely
academic and all responses you provide for thidystuill remain confidential. Only the
researcher will have access to view any data delleauring this research. Your
participation is voluntary and you may withdrawrfrahis research any time you wish or
skip any question you don't feel like answering.u¥ @articipation will help me to finalize
my thesis and receive award of Masters of Sciergges in development economics. | am

grateful for your kind cooperation.

General Directions

1. You are kindly requested to give genuine responses.

2. Put V" mark in the box in front of your responses choice

3. Put the numbers you agree with to those questidmnsvare not multiple choices.
4

. Feel free to respond.

General information of study area
1. Name of town ------------ .

2. Name of Keble--------
3. Household code (ID)..........cccevvevnnnn.

Page | 1



A. Demographic characteristics

1. Age of household head?
2. Sex
[ ] 1. Mmale [ ] 2. Female
3. Marital Status
[ ] 1. Single [ ] 3. Divorced
[ ] 2. Married [ ] 4. Widowed

4. Religion Denomination
[ ] 1.Orthodox [ ] 2. Catholic [ ] 3. Protest
[ ] 4. lIslam/Muslim [ ] 5. Others (specify)
5. Ethnic Group
[ ] 1.0romo [ 1 2. Amaheral__] Burage [ |4Slte

[ ] 5 other (specify)

. Household Size

6

7. Number of economically active (productive) fhnmembers
8 Number of dependents in the household

9. Number of dependents outside the household

10. Number of household dependents in the raniges o
1. 0-14 yrs old

2. 15-64 yrs old 3. 65 yrs old &\ab

11. Household head highest educational level

[ ] 1. Iliterate [ ] 4. Secondary (9-12
[ ] 2 Readand Write [ 1] Diplomaé& above

[ ] 3. Primary (1-8)
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B. Employment /Occupation
12. Status of employment

11 Employed [ 1] 2. Uneaydd [ 1 3. Pensioner
If "employed" to Q.12, inquire

13. What is your mainccupation?
[ ] 1. Self-employed/Self-account [ ]| 3. Private employee
[ ] 2. Government employee [ 1 4. NGO employee
If "Self-employed" to Q.13, inquire
14. Which type of own-account/self-employed are gongaged in?
[ ] 1. Petty-tradeBulit [ ] 4. Service (Specify)
[ 1 2. Metal /Wood Work [ 1 .dher (Specify)
[ ] 3. Handicraft (embroidery, pottery)
15. How many economically active (productivieglividuals are there in your household
unemployed?
C. ASSETS
16. Quantify the following assets in Birr, if yoave.

Type of Asset Value in Birr
House

Cycle

Motor cycle

Car

Refrigerator
Television

Tape Recorder
Radio

Video (DVD) player
Stove

Furniture

Other (specify)

RPRPROOINOOIOW AR WINIEF

| O

D. Income

17. How much is your average monthly income? __ Birr.

18. If you have extra income other than the permaaore, what is itsource?
[ ] 1.fromrentinghouse [ | 3. Remittainom others
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19.
20.
21.
22.
23.

24.

25.

[ ] 2 Private business [ ] 4. Other Spedify)

E. Consumption, Expenditure and Saving Expense
How much is your household average monthly edjpare? Birr.

How much does your family on average spendad fper month? Birr.
How much for the non-foadb you spend in a month? Birr.
How much is your household monthly expenditureeducation? Birr.
How much does your family save per month? Birr.
If your answer to Q.23 is nothing/ Zero, inquire,

What is your reason not to save?

[ ] 1. Lack of surplus income [ ] 3.Other (specify)

[ ] 2.Investment

Quantify the following items with the appropeaunits of measure. For the items specified

below expenditures will be expressed monthly.

Item Food/Drink Items Amount in Kilograms, Liters
and Birr

1 Teff (Kg)

2 Wheat (KQ)

3 Maize (Kg)

4 Barely (Kg)

5 Rice

6 Beans (KQ)

I Lentil (Kg)

8 Chickpea

9 Peas (Kg)

10 Sweet potato

11 Potato

12 Chicken

13 Meat

14 Milk

15 Butter

16 Egg

17 Edible Oil (Litter)

18 Dabo
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19 Coffee
20 Salt

21 Sugar
22 Cabbage
23 Tomato
24 Onion
25 Halako
26 Banana
27 Berbere
25 Mac/pasta

How much does the household spend for the followioig-food items?

Non-food Expenditure Expenditure
1 Clothing
2 Medication
3 School fees
4 Ceremonial Expense
Social  Obligations(Edir, for  church
,wedding, funeral, etc)
6 Contribution to Associations(women, Youth
and farmers)
7 Energy Consumption( Kerosene, match efc)
8 Transportation
9 Transfer to others
10 Soap
11 Repayment to credit
Other specify-------------
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F. Housing

26. Who is the owner of your housing unit?

[ ]1. Own occupied [ ] 3.Rented from privates

[ ]2. Rented from Kebele [ ] 4. Other (Spgcif

If 1 to Q. 26, inquire
27. How many rooms does this house have?  Rooms
If “two” to Q. 26, ask

28. How much do you pay monthly? Birr

If “three” to Q. 26, inquire
29. How much do you pay monthly? Birr

G. Household shock experiencefor last fiveyears
30. is there any death accident occurred in yowiljawithin 5 years?
[ T 1ves [ 2.No [ ] 3.ldon'tremember
If your answer for question 30 is yes,

31. for how many times?

32. Did any of your family members got sick witlsryears?

[ ]1.Yes [ ] 2. No[____ ]3.ldontremember

If your answer for question no. 32 is yes,

42. for how many times?

33. Did your family head have been UN employedairfiyed from work within 5 years?

|:|1. Yes |:| 2. No [ ] 3.ldon’t remember

If your answer for question no. 33 is yes,

34. for how many times?

35. Did you family highly affected by food pricdlamtion within 5 years?
[ Jivyes [_1 2.No [ 1 3.1dont remember

If your answer for question no. 35 is yes,
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36. for how many times?

37. is there any theft or robbery occurred in yiamily within 5 years?

I:Il. Yes |:| 2. No |:| 3. 1 don’t remember

If your answer for question no. 37 is yes,

38. for how many times?

H. Membership of Community Association

39. Is your family participating at any social n@@nd saving community or any
nongovernmental organizations?

[ 1. Yes [ ] 2.No
If your answer for question no. 39 is yes,

40. at which community or organization?

[ JiEder[ ] 2 Ekub [ ] 3. Mahaber
[ JaNGO [ ] 5.0ther e,

41. is your family a member of saving and microamigations at current time?

|:| 1. Yes |:| 2.no

42. Have you been saving your money at micro lendimd saving organization within 5 years?

[ ]1.Yes [ ] W

If your answer for question no. 42 is yes,

43. How much money?

44. Have you borrowed money from micro saving oizgtions within 5 years?
[ 11.Yes [ ] 2.no
If your answer for question 44 is yes,

45. How much money

Thank you very much for your time and patience!
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