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Introduction

The main development objective of the Ethiopian Government is poverty eradication. Hence,
the country's development policies and strategies are geared towards this end. This document
describes the Plan for Accelerated and Sustained Development to End Poverty (PASDEP),
Ethiopia’s guiding strategic framework for the five-year period 2005/06-2009/10.  The
PASDEP represents the second phase of the Poverty Reduction Strategy Program (PRSP)
process, which has begun under the Sustainable Development and Poverty Reduction
Program (SDPRP), which covered the past three years, 2002/03-2004/05.

The PASDEP carries forward important strategic directions pursued under the Sustainable
Development and Poverty Reduction Program (SDPRP) -related to infrastructure human
development, rural development, food security, and capacity-building- but also embodies
some bold new directions. Foremost among them is a major focus on growth in the coming
five-year period with a particular emphasis on greater commercialization of agriculture and
enhancing private sector development, industry, urban development and a scaling-up of
efforts to achieve the Millennium Development Goals (MDGs). These directions and their
components are described in Chapter 1.

The objective of the PASDEP is to define the nation’s overall strategy for development for
the coming five years; to lay out the directions Ethiopia wants to take, with the ultimate
objective of eradicating poverty; and to outline the major programs and policies in each of the
major sectors.  Although the PRSP process started in 2000 as a process largely between
Government and donors, in Ethiopia, it has now evolved beyond that, and the PASDEP is
now considered a national plan for guiding all development activities during the coming five
years. Equally importantly, it is a nationally agreed development plan belonging to all
Ethiopians, developed through a process of consultation among all elements of society.

At the time the first SDPRP was issued in 2002, the Government already had in place a
broad strategy, and the SDPRP largely reflected on-going commitments. The PASDEP
represents an evolution towards new policy directions, and is increasingly the over-arching
framework for programming and policies. It is important to recognize from the outset that
this is a document signaling broad directions. The details of individual sectoral policies and
annual programs are still, quite rightly, developed mostly in the context of individual sector
planning exercises, and reflected here. Also, since the PASDEP strategy now covers a five-
year period, inevitably there is more specificity for the first two years of the program, and
directions for the later years are only signaled in broad terms.

The PASDEP process benefited from two rounds of consultations with civil society, non-
government actors, and partners. An initial round prior to drafting of the document sought
views on priorities prior to drafting of the document, and a second round in December 2005-
January 2006 sought feedback on the initial draft. The main results of these consultations are
reflected in Chapter 1. The final version of the document was then revised to take account of
many of the suggestions made during consultation with stakeholders.

The Plan has passed through an extensive process of debate and review within Government.
After the initial drafting, it was reviewed again by all federal government ministries. This
was followed by review of the whole Cabinet, then discussed in a two-day session with
political leaders and officials of the regional states to ensure agreement and ownership of the
strategies and targets. The PASDEP has been adopted by the Council of Ministers, and



finally, the Amharic version was debated extensively by Parliament over a period of two full
weeks, and was finally adopted as a legal document, defining the national development plan
for the 5-year period, 2005/06-2009/10.

The PASDEP benefited from a recent Household Income, Consumption, Expenditure Survey
(HICES), and from the data generated by an excellent series of Welfare Monitoring Surveys
(WMSs), that help describe the current situation of Ethiopian households, and how they have
evolved over the past 10 years. The outcomes of the 2004/05 Participatory Poverty
Assessment (PPA) study also complemented the findings from the HICES and WMS. The
Plan was also informed by a number of background papers and studies prepared by
government ministries and independent Ethiopian experts, as well as drawing on several
major recent studies, including the Millennium Development Goals Needs Assessment Study
for Ethiopia.

To keep the document to a manageable length, the program initiatives have been described in
summary form in this main volume, and additional detail is referred to in a series of more
detailed background documents that are separately documented by the various federal
executive bodies.

The PASDEDP is structured as follows:

Chapter I presents progress and achievements under the SDPRP;

Chapter II very briefly outlines growth and poverty reduction trends and prospects based

on the 2004/05 HICES and WMS;

Chapter III provides an overview of SDPRP implementation challenges and the way

forward;

Chapter IV presents the objectives of the five-year development plan;

Chapter V describes the broad pillar strategic direction the Government is adopting;

Chapters VI describes the macroeconomic framework and alternative growth scenarios

for the PASDEP period;

Chapters VII describes the main sectoral policies, strategies, and programs; and those

related to cross cutting issues (such as population, gender, the environment, governance

and capacity-building);

» Chapter VIII discusses the costs and financing of the PASDEP;

» Chapter IX lays out the challenges, opportunities and risks associated with the PASDEP;
and,

» Chapter X covers monitoring and evaluation (M&E) of the PASDEP.

YV VVYVY V VY

And finally the PASDEP policy matrix (Volume II) summarizes the targets set under the
Plan, as well as the main policy steps during the period of the PASDEP.



CHAPTER |

Progresses and Achievements Under the Sustainable Development and
Poverty Reduction Program (SDPRP)

The Government prior to implementing the SDPRP, it has put in place implementation as
well as monitoring and evaluation strategies along with the design of the Program. Hence, the
results of the past three years are the outcomes of the adopted monitoring and evaluation
framework. This chapter briefly summarizes the performance and notable achievements
under SDPRP.

1.1 Macroeconomic Performance

As indicated by the successive Annual Progress Reports (APRs) in the past three years, the
Ethiopian economy had registered encouraging but mixed results, with negative real Gross
Domestic Product (GDP) growth rate of 3.3% in 2002/03 as a result of drought, followed by
strong positive performance of 11.9% and 10.6% during the subsequent two years, 2003/04
and 2004/05 respectively. Consequently, during 2002/03-2004/05, annual real GDP growth
averaged 6.4%. All economic and social sectors have contributed to the growth achieved in
overall GDP. The registered GDP growth rate, in comparison with the population growth
rate of an average of 2.75%, implies that the average annual per capita income growth rate
was 3.65%.

Although the growth of agriculture value added declined by 11.4% following the drought in
2002/03, due to the prevalence of favorable conditions including adequate rain and
provision of adequate supply of agricultural inputs, agricultural production increased by
17.3% and 13.4% in the following years (2003/04 and 2004/05), respectively. During the
same period, the industrial sector has also registered 10.0% and 8.1% growth rate, and
distribution and service sectors registered 7.3 % and 8.4%, respectively. Inflation, which
stood at 15.1 in 2002/03, declined to 6.8% by the end of 2004/05. Indicators of
macroeconomic performance for the SDPRP period are provided in the Table 1.1 below.

Table 1.1: Trends in Macroeconomic Performance
Growth Rates (%0)

SN Description 2001/02 2002/03 2003/04 2004/05
1 GDP in 1999/00 prices 1.0 -3.3 11.9 10.6
1.1 | Agriculture -2.1 -11.4 17.3 13.4

1.2 | Industry 8.3 3.0 10.0 8.1

1.3 | Distributive services 3.3 29 8.2 7.6
1.4 | Other services 0.3 6.1 6.4 9.1

2 Private consumption expenditure -0.2 8.6 12.5 23.1
3 Gross domestic investment 10.9 4.5 17.3 15.5
4 Food production (1994/95 = 100) 33 35 39 67
5 Inflation -8.5 15.1 8.6 6.8
6 Domestic revenue 1.2 6.4 24.8 12.0
7 Tax revenue 14.8 4.0 32.3 13.7
8 Total government expenditure -1.4 24.1 0.0 20.9
9 Recurrent expenditure -4.1 28.3 -11.6 10.5
10 Capital expenditure 6.4 3.0 31.0 37.1
11 Pro-poor sectors expenditure 37.1 13.8 18.4 37.6
12 Export (goods and services) 0.6 21.8 18.8 34.2
13 Import (goods and services) 9.4 13.7 25.7 333




Fiscal development in the past three years supported the overall macroeconomic stability.
Appropriate policy measures were introduced to encourage taxpayers through facilitating the
tax collection system and its revenue generation. Measures taken include: income tax
streamlining and closing of loopholes, improving the incentive system, strengthening tax
administration, overhauling the income tax law and regulations, introducing a broad-based
Value Added Tax (VAT) and tax identification numbers, and rationalizing tariff rates. As a
result, tax revenue is estimated to have increased to 13.7% of GDP in 2004/05 from nearly
12% of GDP in fiscal year 2002/03. Following from the registered trend, in subsequent
years, revenue from income taxes is expected to increase.

Domestic revenue mobilization efforts have been supplemented by increased external
resource flows, which has increased from US$693.6 million in 2002/03 to US$937.5 million
and US$1055.9 million in the fiscal years 2003/04 and 2004/05, respectively. The
Government has signed project program agreements worth US$841.5 million in 2002/03 with
development partners and US$826.7 million was allocated for new development projects
during fiscal year 2003/04. Out of the total flow of external resources, direct budget support
in the past three years had shown a significant increase from 309 million Birr in 2002/03 to
2.9 billion Birr in 2004/05. Viewed against the reform undertaken by the Government,
external loans and grants were more focused to direct budget support instead of program and
project support. The utilization of resources mainly on infrastructure and human resource
development has greatly contributed to the achievement of growth and macroeconomic
stability.

Government expenditure, during the last three years, has also registered substantial increase.
The main reason being the increased expenditure allocated for most development as well as
pro-poor sectors, especially on capital expenditure. Defense budget has been maintained
constant not to exceed 3 billion Birr per year. For example in the fiscal year 2004/05, actual
defense expenditure was reported to be 2.4 billion Birr, 6% less than the figure in 2001/02.
Total government recurrent expenditure declined from 19.7% GDP in 2002/03 to 13.5% of
GDP in 2004/05 while capital expenditure increased from 9.2% of GDP to 11.5% of GDP in
the same period.

In general, encouraging achievements were registered during the last three years with regard
to fiscal management. The share of fiscal deficit amounted to 5% of GDP on average
including grants. Out of the total deficit, 2.6% on average was covered through domestic
borrowing.

During the SDPRP period, government resource allocation and implementation was geared
towards investments on development and pro-poor sectors (agriculture and food security,
education, health, Human Immune Virus/Acquired Immune Deficiency Syndrome
(HIV/AIDS) and provision of clean water supply) as well as on infrastructure development,
particularly in road construction. In general, from the total government expenditure, spending
on poverty-oriented sectors has increased to 56.5% in 2004/05 from 43% in 2001/02. (Table
1.2)



Table 1.2: Trends in Pro-Poor Sectors Allocated Budget out of
Total Government Expenditure (%)

Sector 2001/02 2002/03 2003/04 2004/05
Education 14.2 16.1 204 19.7
Health 5.9 4.9 43 4.8
Agriculture and food security 9.2 8.1 13.4 16.3
Road 10.7 9.9 9.6 11.2
Water and sanitation 2.8 2.9 2.0 4.5
Total 43 42 50 57

With regard to the external sector, exports registered substantial growth in recent years,
owing to both increase in volume and revival in the prices of major exports in the
international market. In 2003/04 and 2004/05, the total value of exports grew by 25% and
41.6%, respectively. Imports also surged in 2004/05, reflecting a general rise in private
sector investment and consumption demand, and government spending on capacity building
and poverty-reduction projects, in addition to escalating prices of basic imports such as fuel
and construction materials. The unparalleled increase in imports of goods was reflected in a
widening trade and current account deficit of the balance of payments. The external current
account deficit (excluding official transfers) widened to 15.3% of GDP in 2004/05 from
11.3% of GDP in 2003/04. However, the increase in inflows of long-term official loans
served as a cushion, protecting the country's reserves from declining. At the end of 2004/05,
foreign exchange reserves stood at 4.5 months of import coverage.

With regard to the financial sector, there have been encouraging achievements during the last
three years particularly with the deepening of financial sector reform. The market share of
private banks has been steadily increasing in terms of all banking operations. For example, by
the end of 2004/05, their share in total banking system deposits had reached 25.3%, and they
accounted for 49% of new loan disbursements. Domestic credit increased by 31.5% by the
end of 2004/05 as claims on the non-government sector increased by 58.5%. The latter was
largely attributable to the increase in claims of commercial banks on public and private
enterprises. As a result, the 19.6% growth in broad money supply is solely attributed to
substantial growth in domestic credit, as NFA are estimated to have decreased by 0.7% in
2004/05. The growth in domestic liquidity was 10.9 by the close of 2003/04.

All banks including the Development Bank of Ethiopia (DBE) disbursed 52% more fresh
loans reaching 9.4 billion Birr in 2004/05 compared to 6.2 billion Birr a year earlier -
reflecting the continued strong economic growth. Nearly 86% of the fresh loans went to the
private sector. Despite these developments, however, commercial banks have been still faced
with excess liquidity.

Commendable progress has also been made in the restructuring of the Commercial Bank of
Ethiopia, improving its service delivery and further reducing its non-performing loans
(NPLs), which had declined from about 37.7 % in June 2004 to 27.2% by the end of June
2005.



1.2 Performance of Economic and Social Sectors

During SDPRP, implementation of programs under the major economic and social sectors
was encouraging. During the SDPRP period, increased efforts have been made to provide the
public with improved services in poverty-oriented sectors (education, health, provision of
clean water supply, and HIV/AIDS), infrastructure (roads, telecommunication, and power),
and in agricultural development and food security. The most notable successes during this
period in the implementation of economic and social sector programs and strategies are
outlined below:

1.2.1 Agriculture and Rural Development

The Agricultural Development Led Industrialization (ADLI) Strategy is among the pillars of
SDPRP. In order to accelerate and expand industrial development and increase overall
economic growth, it is essential to develop the agricultural sector which is crucial to ensure
the provision of inputs for industries as well as to fulfill food requirements. Furthermore, the
sector is the subdivision of the economy where the major human power required for
development is engaged in addition to being the foundation for major growth in value added
registered/achieved in the last three years and the source of foreign exchange earned during
this period. Moreover, program achievements under SDPRP include:

» At the end of 2004/05, a total of 23,378 Development Agents (DAs) were trained
through the agricultural Technical Vocational Education and Training (TVET)
initiative which is designed to train DAs and farmers in leadership skills. 5,493
Farmers Training Centers (FTCs) have been completed and are ready to begin service
as well. Assisted by DAs, several farmers were trained and encouraged to shift to
small-scale modern farming practices;

» Improved extension package services were implemented in accordance with the
existing environmental and market conditions and were geared towards addressing
problems of production and productivity as well as to respond better to farmers'
needs;

» The launch of the National Food Security Program that seeks to attain food security
for five million chronically food insecure people; and another 10 million who are
badly affected by food shortages in drought years. This is referred to as Productive
Safety Net (PSN). The major components involve:

(a) Grants to the regions to be used for:

v Enhanced agricultural production packages (seeds and extension) in
food insecure areas,

v’ Small-scale irrigation and water harvesting; and,

v Voluntary resettlement out of food insecure areas.

(b) A productive safety net program that includes:

v" A public works program to employ the poor in building roads and
other infrastructure during difficult times; and,

v’ Free distributions to orphans, the elderly, the disabled, and others who
cannot work.



» The size of irrigated land and the number of farmers using irrigation have increased
significantly. In this regard, currently over 200,000 farmers practice water harvesting;

» A new land proclamation system and program of issuing over 4 million certificates in
the four regions (Amhara, Oromia, Southern Nations Nationalities and People's
Region (SNNPR), and Tigray) of the country put in place to increase security of
tenure among farmers;

» Special programs designed to support the pastoral areas in Afar, Somali, Oromia and
SNNPR. The program include provision of clean water supply, livestock
development, and provision of marketing through improvements in infrastructure and
social services;

» Improving grain marketing and introducing the warehouse receipt and inventory
control system to address problems of high seasonal price variability, poor storage
and infrastructure. This is believed to contribute to stabilization of current grain
prices fluctuation;

» Restructuring and strengthening cooperatives in urban and rural areas. In this regard,

it is planned to increase the beneficiaries from such services from 30% in 2004/05 to

70% by the end of the PASDEP period;

Support to Micro Finance Institutions (MFIs) as well as to intensify and improve

financial services in rural areas;

Development of livestock through improved breeds, forage development, and

veterinary service;

Facilitating in terms of producing export-oriented agricultural products that takes into

consideration improved quality and recent market information; and,

» Implementation of the national environmental program that initiated the establishment
of regional environmental agencies and institutions by developing the necessary
guidelines and laws that promote proper land use and soil conservation, water
resource management, forest resource management as well as wild life and
biodiversity utilization and conservation.
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1.2.2 Education

With regard to education, during SDPRP, efforts were made to increase primary school
coverage in line with the Second Education Sector Development Program (ESDP II). During
this period, the number of children in primary school increased from 8.1 million in 2001/02
to 11.4 million in 2004/05 taking the gross enrolment ratio (GER) from 61.6% to 79.8% (70.9
female and 87.3 male). GER for females has increased from 52.2 % to 71.4 %. As for
primary school GER for those children aged 7-14, the rate has increased from 51.2% to
67.8% (female 62.9% and male 72.5%). Both the gross and the age based enrolment ratios
do not include those attending informal education.

Among the factors that contributed to the accelerated progress achieved in this period is the
significant increase in the number of primary schools from 11,780 in 2000/01 to 16,513 in
2004/05. The progress is supplemented by the fact that 80% of the constructed schools are
located in rural areas and by the increased awareness of the community towards girls'
education. Whereas enrollment ratios show overall increasing trend, it is necessary to note
that there is disparity among regions. In particular, the enrolment ratio of Afar and Somalia
regions are found to be low. Hence, special programs were initiated to respond to the needs
of rural and pastoral areas where it is more difficult for children to go to school in the above-
mentioned regions and in South-Omo, Oromia and Benshnguil-Gumuz regional states. For



example, the Government has started the implementation of mobile education system in line
with the formal one in Afar region.

Secondary School Education

Significant progress has also been achieved in secondary school education (9-10).
Accordingly, the number of students in secondary school increased from 512,327 in 2001/02
to 860,645 in 2004/05, the GER in 2004/05 being 29.2 (female 21.6 and male 36.6). The
number of secondary schools has increased from 455 to 707 as well.

With these successes have come challenges in both primary and secondary education, most
notably overcrowding of classrooms and rising student-teacher ratios, with consequent strains
on the quality of education. The focus in the coming period will be on consolidating these
gains, making adjustments to improve quality, and continuing expansion to capture those who
are still outside of the system, and reduce dropout rates.

Preparatory Secondary School Education (11 —12)

This education level is for students who have completed grade 10 and passed the National
School Leaving Examination to attend the preparatory education to join higher education
institutions. Since the beginning of this program in 2001/02, the number of students has
increased from 79,155 to 94,660, and the number of preparatory secondary schools to 371.

Technical Vocational Education and Training (TVET)

This program was initiated in 2000/01 to cater for those students who have completed grade
10 education but did not score the required grades to attend preparatory secondary education
but have the necessary aptitude for TVET in various fields. The TVET initiative structured as
10+1, 10+2 and 10+3 levels offers trainings in 25 fields in government run institutions and in
16 fields in private institutions.

It is believed that this line of education will fulfil the country’s requirement for mid-level
trained human resources. The number of training institutions has increased from 141 in
2001/02 to 200 in 2004/05, while the number of trainees has increased from 38,176 to
105,850 during the same period. Out of the total figure, 51% of the trainees were women.

Challenges in the next phase include ensuring the supply of teachers and reducing turnover,
finding ways of reducing the unit cost, and ensuring the relevance and effectiveness of TVET
courses. The TVET expansion is complemented by, and forms part of, the Engineering
Capacity-Building Program, which integrates training, demand, and employment concerns in
an outcome-based and demand-driven system with strong stakeholder participation. The
private sector has shown substantial interest, with an estimated 250 local and foreign
investors now involved in TVET programs. In addition, a National TVET Council has been
established to ensure participation of private sector, Non Governmental Organizations
(NGOs), and other relevant stakeholders in advising the Government on TVET strategy.

Higher Education

Similar to primary and secondary education, emphasis was given to higher education as a
major source for meeting the country's needs for highly trained human resources.  In this



regard, the number of universities that were only 2 has increased to 8, increasing the intake
capacity from 18,946 in 2001/02 to 36,405 in 2004/05. During the same period, the number
of students increased from 87,413 to 172,111. Participation of women has reached 24% as
well. Even though the figure has increased, participation in higher education has not
exceeded 1.5%. The ratio being 125 to150 higher education students per 100,000 people.
The participation of private universities has continued to increase at a higher rate. In 2003/04,
university level education was offered in 71 private universities/colleges at a diploma level,
and in 34 universities/colleges at a degree level. The total number of students in these
institutions being 39,125 constituting 23% of the total number of students in higher education
institutions.

The focus to move forward will be on continuing to strengthen the management and
financing of universities and expanding them, but at a slower pace than during the preceding
years. Measures include accreditation of 10 new private institutions, conversion of two public
colleges to full-fledged universities, and strengthening the cost-sharing arrangement under
which students repay some of the costs of their education once they are employed.

1.2.3 Health and HIV/AIDS

1.2.3.1 Health

Recognizing the low level of health development in Ethiopia and to improve the services in
this sector, the Government's health strategy has targeted the most common poverty-related
diseases including malaria, Tuberculosis (TB), childhood illnesses, and HIV/AIDS . It has
also been shifting services to improve the health needs of rural people, who make up 85% of
the population. In line with this, the Government launched the Health Extension Worker
Program (HEWP), to move services out from facilities to the household and village level. So
far, 3,000 women workers have been trained to deliver basic sanitation, immunization, and
other health services. Besides, over 7,000 additional health workers are being trained to be
deployed to expand the service of the program nationwide. New health centers and
institutions have been established as well.

The steps taken and results achieved during SDPRP period include the following:

» Training of over 10,500 new nurses, technicians, and front-line health workers;

» Increased health budget from 12 Birr per person in 2001/02 to about 19 Birr per person
today (by the end of 2004/05);

» Built over 1,900 new health posts and centers, increasing the share of the population
living within a radius of 10 km from 51% to 64%;

» Developed and put into effect a Multi-sectoral HIV/AIDS Plan, along with a Social
Mobilization Strategy against HIV/AIDS which is a policy for supplying Anti-Retroviral
Treatment (ART) to advanced AIDS cases in addition to expanded service delivery
facilities and better tracking, measurement, and prevention programs;

» Immunized over 3 million additional children;

» Introduced a new system of health care financing, where the private sector and donors are
encouraged to participate in generating additional income in the form of drug donation;
and,

» Meet all targets set for malaria control, child immunization, and family planning
programs as well as establishment of health centers.



1.2.3.2 HIV/AIDS

The Government developed and put into effect a Multisectoral HIV/AIDS Plan, expanded
service delivery facilities and introduced prevention programs along with a Social
Mobilization Strategy against HIV/AIDS, a policy for supplying ART to advanced AIDS
case.

Trend analysis of HIV/AIDS prevalence indicates that the urban epidemic appears to have
levelled off at high prevalence in the past years while the rural epidemic gradually increases,
with a reduced rate of progression, resulting in a slowly growing overall prevalence. Against
the SDPRP target of sustaining the prevalence rate at 7.3% (2001/02), the rate has decreased
to 4.4% by the end of the program period. The prevalence rate between the ages of 15-24 has
declined to 8.6% in 2004/05 while the SDPRP target was to reach at 10% from its initial level
of 12% at the beginning of the program period. In general, the number of people living with
HIV/AIDS is on the highest side in Amhara, Oromia, Addis Ababa, SNNPR, and Tigray

Owing to expansion in the number of health centres, the rate of HIV positive pregnant
women from Antenatal Care (ANC) receiving complete course of ART has reached 42%
from its targeted rate of 15% by the end of the SDPRP period. About 35,000 orphans and
vulnerable children have received support by the end of 2004/05 from the target level of
69,000. By the end 2004/05, with respect to the provision of ART, 26,241 patents (12,836
men, 12,462 women and 943 children below the age of 15) have received the treatment from
the target of providing the medicine to 24,000 patents. The progresses achieved have been
attributed to provision of the treatment at no cost to 94% of the patients.

At the federal level, 15 government institutions established HIV/AIDS fund. At the regional
level, Amhara, Tigray, SNNPR, Addis Ababa, Afar, and Benshangul-Gumuz have started the
process.

The Government launched the National HIV/AIDS Forum to deal with coordination issues.
Similar structures were formed in all the regional states and down to the kebele level.
Voluntary Counselling and Testing (VCT) before marriage, preventing early marriage,
avoiding harmful traditional practices, and provision of support to HIV/AIDS orphans and
vulnerable children also add to the encouraging results.

1.2.4 Water Resources Development

In order to make a good use of water resources in the country, the Government has launched
a long-term plan focused on provision of clean water supply, development of irrigation
systems and electric power generation. Notable results include:

» Provision of access to clean water supply has increased from 23% to 35% in rural
areas and from 74% to 80% in urban areas during the period 2001/02 to 2004/05;

» With regard to expansion of rural drinking water supply schemes, construction of 553
deep wells, 1,581 shallow wells, and 150,904 hand-dug wells, 3,977 spring
development were undertaken;

» In respect to urban drinking water supply, pre-design studies for 266 projects,
construction of 44 projects and rehabilitation of 46 projects have been undertaken;

» Small, medium, and large-scale irrigation projects have been completed according to
the plan. Available data indicates that by the end of 2004/05, the total size of land
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developed through irrigation has reached 62,057 hectares. Pre-design studies have
been initiated to irrigate 8,293 hectares through small-scale and 9,220 hectares
through medium and large-scale irrigation; and,

» Water supply systems were built or rehabilitated in 83 towns, benefiting some
estimated 1.6 million people, studies or design work are underway for another 47
towns.

The challenges in the water sector include keeping rural systems operational and maintained,
and financing the large up-front investment costs of city and town schemes. To address this,
the Government is moving towards a system of organizing communities to take responsibility
for village water supplies, and for commercialization of urban water supply systems.

1.2.5 Roads

During the SDPRP period, priority has been given to new road construction and major
rehabilitation/upgrading/maintenance work. Accordingly, out of the targeted 5,637 km road
development, 5,561 km were completed; of which 1,276 km were new rural roads. Road
density has increased from 32.3 km/1,000 km® in 2001/02 to 33.6 km/ 1000 km® by the end of
the program period (2004/05).

The main challenges are rising adequate financing for the major investments required,
ensuring continued maintenance, and the limited domestic construction capacity. A major
effort is now being undertaken to develop the domestic construction industry.

1.2.6 Telecommunications

Telecommunication services were poorly developed and excluded the needs of the rural
community until the situation has started to reverse in the recent years due to opportunities
created by the information and communication technology, and the steps taken by the
Government to focus on network expansion as well as service improvement and expansion
packages.

Major tasks undertaken during the SDPRP period with regard to telecommunication and
information technology include the following:

Provision of broadband, multimedia and internet services;

Laying underground fiber-optics cables covering large areas;

Conversion of hand operated semi-automatic telecommunication centers into digital
systems;

Undertaking preliminary preparations to implement rural telecommunication
expansion projects, extending telephone services at the kebele level,

Major expansion of telephone coverage, from about 400,000 lines at the beginning of
SDPRP to over 1 million by the end of 2004/05; and,

Reductions in the cost of international calls and of Internet connections, and corporate
reforms of Ethiopian Telecommunication Corporation (ETC) to increase efficiency.

YV V
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Ethiopia has made huge investment (8 billion Birr) in basic multi media infrastructure
backbone to extend network expansion for woreda-net, cable-net and agri-net projects. By
the end of 2004/05, the number of users has increased to 620,000 for regular fixed telephone
lines, 410,630 for mobile phones and 17,375 for Internet lines.
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1.2.7 Energy

In the past three years, with regard to electric power generation, the total power generated
from the inter-connected and self-contained systems (ICS and SCS) has increased from 473
Mega Watts (MW) in 2001/02 to 768.5 MW and 791 MW in 2003/04 and 2004/05,
respectively. During the same period, the power generated from self-contained systems
increased from 19.99 MW to 22.78 MW. Total length of high voltage transmission lines (230
kilo volt, 132 kilo volt, 66 kilo volt and 45 kilo volt) has increased from 6,304.22 km in
2000/01 to 6,534.04 km and 7,927 km in 2003/04 and 2004/05, respectively. The length of
distribution lines has increased from 9,512.9 km in 2001/02 to 13,798 km in 2003/04 and
25,000 km in 2004/05 as well.

1.2.8 Capacity Building and Good Governance

The Government has formulated the National Capacity Building Strategy/Program, which is
considered to be critical for broad based and sustainable growth. Implementation of the
Program is being undertaken step by step to strengthen the democratisation process in the
country. Developments in the various aspects of the Program: Civil Service Reform, Justice
system Reform, Improved Democratic Governance, and Decentralization are outlined below:

1.2.8.1 Civil Service Reform

The main objective of the Civil Service Reform program is to help effectively implement and
efficiently enforce government policies, programs and strategies in a transparent and
accountable manner. Activities undertaken through the Reform during SDPRP period include
the following:

» With the framework of the five sub-programs of the Reform program, new and
amended legal frameworks and business processing system were put in place;
» Civil service laws and regulations have been passed and put into effect in areas
including recruitment, selection, promotion as well as transfer;
» The new budgeting and accounting systems base line studies were conducted and
are being implemented;
» Approved by the Council of Ministers, the service delivery policy and customer
complaint handling manual prepared and implemented;
» Code of ethics prepared for civil servants, government officials, judges and
prosecutors and for people's representatives;
» Necessary measures taken to capacitate prosecutors, police officers, courts as well
as the media;
» Results of ethics education studies were passed to the respective executive
authorities for implementation;
» Implementation of the findings of the strategic planning and management study by
the federal and regional executive bodies; and,
» As a result of the introduction of Business Processing Re-engineering (BPR), some
institutions undertook a reform on their service delivery system and hence certain
procedures were cut from weeks to a matter of days or hours.
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1.2.8.2 Justice System Reform Program

The Justice System Reform Program is designed with the objective of improving the legal
system that should serve as a basis to speed up the on-going democratization process.
Necessary efforts were exerted for implementation through reform programs designed for
various legal bodies. Accordingly, during SDPRP, a final consolidated Baseline Study Report
covering all pertinent institutions of the justice system including federal and regional law
making bodies, courts and police prosecution services, higher education institutions providing
legal training, and civil society organizations, etc has been produced. In addition, the
National Court Administration Reform Program has been already implemented at the Federal
Supreme Court Level. Study on justice system and working manual of law enforcement
organs conducted and justice sector capacity building program prepared as well. Moreover,
the judicial training center has been established, equipments and facilities procured and the
center has started training federal and regional judges and prosecutors.

1.2.8.3 Improved Democratic Governance
Progresses achieved in this area include:

» Study for enhancing the public consultation mechanism through TV and radio in order
to reach out the wider public has been completed and report produced. The training
for improved administration and operation of law enforcement organs is underway;

» A human rights Commission and Ombudsmen’s office have been established,
Commissioner and Ombudsmen appointed as well. Efforts will continue to strengthen
the institutions with the establishment of working systems and procedures;

» National and regional elections have been held in 2005. Over 25 million citizens
participated in the election;

» Names and qualifications of approved judges have been publicly announced for
reasons of transparency and judicial independence;

» The Government consulted with different groups in society and held public debates
over policies to an extent which had not taken place in Ethiopia before; and,

» The National Action Plan (NAP) on gender has been formulated. The Government has
also taken steps to improve the condition of women, including passing laws to protect
women's rights.

1.2.8.4 Decentralization
Progress has been made on a number of important areas, most notable ones being:

» The commencement of a study on human resource plan and training needs assessment
and preparation of human resource development guidelines at the woreda level,

» Efforts have been wedged to expand the participation of the rural population in
development, in building democratic system as well as to function within an
organized administration, a manual has been prepared and put into effect to encourage
and secure adequate participation of the public in all activities;

» Efforts have been wedged to enhance the capacity of officials at woreda level and to
strengthen the organizational structure of the woreda administration, an assessment
study was conducted in selected woredas and kebeles; and,

» With support from development partners, studies were conducted on good
governance, structure of formulaec governing region-woreda financial transfers,
woreda revenue collection, and patent right as well as on special subsidies to
woredas.
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1.2.9 Industrial Development and Small-Scale Employment Generation

Industrial development is the driving force for the overall development of the economy. The
sector has shown encouraging progress as a result of the investment policy and strategy
designed by the Government. Among the steps taken to create a conducive environment to
encourage private and foreign investment, streamlining bureaucratic procedures such as
customs clearance within hours, and removing institutional bottlenecks, increasing the supply
of affordable and, strengthening finance and banking services, quality management and
improving the market for businesses are notable ones.

The results have been significant growth in services, trade, industry, and construction during
the SDPRP period, and some real success stories in new businesses. For instance, there has
been investment of 2.6 billion Birr (over US$300 million) in new horticulture businesses that
supply the European market, which has created many new jobs for the rural poor, especially
for women as well as generating new export earnings valued at over US$8 million during
2004/05.

The annual growth of value added for private medium and large-scale manufacturing
industries averaged about 21% while that of the public sector averaged 7%. The share of the
private sector in the value added of medium and large-scale manufacturing has increased
from 27.4% in 2002/03 to 29.9% in 2003/04. Although a higher growth rate is registered in
public manufacturing industries, the averaged growth rate of privately owned ones outweigh
those under the public in the time frame considered.

The Government’s program under the PASDEP will focus on strengthening the small-scale
manufacturing enterprises, as they are the foundation for the establishment and intensification
of medium and large-scale industries in addition to opening the opportunity for employment
generation for those not engaged in the agricultural sector. It will also serve as
alternative/additional income source for those involved in agriculture.

Achievements in the areas of textile and garment, metal and woodwork, food processing,
construction work, municipality services can be sighted as best practices. This has also
greatly contributed towards reducing unemployment rate in Addis Ababa.

Accordingly, in 2004/05, credit service of 109,436 million Birr has been given to loan-
scheme beneficiaries; of which, 39.6% is accounted by the construction sub-sector. In
addition, marketing, trade development, and training services have been given to 29,857,
5,094, and 40,435 people, respectively. 16,556 people have received manufacturing tools in
construction, and textile and garment sub-sectors as well. During the same period, the number
of people that became part of cooperatives in the various sub-sectors has reached 58,659.
Moreover, the number of people involved and benefited from waste collection and disposal
activities, formation of natural fertilizer/compost, miniature stores and mini markets has
reached 8,384, 958, 5,089, and 13,292, respectively. In general, the sub-sector has created
fixed and temporary jobs for 107,283 people.

Furthermore, the sub-sector will give more emphasis to animal breeding, poultry farming,
silk production, honey production, small-scale sewing and metal works, construction work,
waste collection and disposal activities, car parking services, maintenance services as well as
establishment of miniature stores. Hence, efforts will be made to strengthen the sub-sector
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through provision of land, credit services, organizational support, creating market link,
training services as well as improvements in tools/machinery.

1.2.10 Urban Development

Prominent successes during the SDPRP period with regard to urban development include the
following:

» With regard to nation wide urban development planning and regulations, the
Government has formulated and put in place urban development policy in 2004/05.
Regarding urban land lease administration, Proclamation No. 272/2000/01 was
revised and reproduced. In the area of compensation for land allocated for public use,
a new Proclamation No. 455/2004/05 was promulgated to ensure the provision of
adequate compensation to the property owners;

» With regard to capacity building for the 9 regional states and the 2 city
administrations -Addis Ababa and Dire Dawa- relevant training has been provided to
3,771 members of municipalities and kebele councils as well as to 1,440 professional
staff between 2001/02 to 2004/05;

» The design and administration of capacity building and support programs in urban
management that has been supported by development partners;

» Studies, reports and assessments were undertaken regarding urban land and property
markets settlement and development plans, financial status of municipalities, housing
, and expansion of urban infrastructure;

» Establishment of legal and institutional framework in support of reform measures and
good governance in Amhara, Oromia, SNNPR, and Tigray. Likewise, Addis Ababa
and Dire Dawa city administrations become administrative cities governed by the
charter; and,

» The Addis Ababa Provisional Administration has executed its functions in an
effective and coordinated manner by adopting a decentralized and structured reform
in undertaking housing developments (upgrading, maintenance and renovation),
employment generation, financial management, land administration, environmental
conservation as well as in supporting micro-enterprises.

1.2.11 Gender and Development

Since the SDPRP pursued by the Government has placed a strong emphasis on the
participation of women in the development process, polices and strategies have been
formulated to integrate and mainstream the gender dimensions in economic, social, and
political decisions. Hence, the Government has taken strong measures in placing gender
responsive goals and targets to reduce the workload of women so as to enable them to
participate in political and socio-economic decision-making. Furthermore, progress has been
made in the adoption of a new Penal Code, which contains strong measures in support of
women's rights. Protective legislations have been passed in terms of women's access to land,
credit facilities, and productive resources as well.

Encouraging results have been achieved in conducting awareness creation workshops to
introduce gender dimensions in budgetary processes and resource allocation as well as in
building the capacity to implement strategies. Table 1.3 below describes SDPRP pro-poor
sectors and corresponding indicative targets and outcomes against the set targets.
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Table 1.3: Outcomes Against Selected Thematic/Sector Targets for the Period of

SDPRP
S.N Indicators Targets for Status Outcomes by Source
SDPRP Period Beginning of the end of
(2002/03- SDPRP Period' | SDPRP 2004/05
2004/05)
1 Agriculture
Growth of agricultural value 13.4
added (%)
Cumulative number of households 6.9
who benefit from the extension
package (in million) Ministry of
Cumulative number of cooperatives 4092 Agriculture and
engaged in the distribution of Rural
improved seeds and fertilizer Development
Cumulative number of farming 4.1 (MoRAD)
households who receive joint
certificates (in million)
DAs that receive extensive 23378
technical and vocational training in
agriculture
Cumulative number of FTCs 5493
2. Education
Number of students in primary 8.1 11.44
school (in million)
Gross Primary Enrollment (%) 66 61.6 79.8 Ministry of
Education
(MoE)
Male 88
Female 71.5
Gross primary enrolment between 522 67.8
the age of 7 to 14 (%)
Male 72.5
Female 62.9
Number of primary schools 11780 16513
Literacy rate (%) 29.2 (1999/00) 37.9 (2004/05) Central
Statistical
Agency (CSA)
3. Health
Contraceptive prevalence rate 24 8 15 Demographic
(CPR) (%) Health Survey
(DHS)
Pre-natal care coverage (%0) 45 30 42 Ministry of
Health (MoH)
Infant mortality rate 85/1,000 97/1,000 77/1,000
Under five mortality rate 140/1,000 123/1,000 CSA
Dephteria Pertusis and Tetanus 70 50 50
(DPT3) coverage (%)
Measles vaccination (%) 41 61
Number of health stations 2,667 1,311 4,211 MoH
Number of health centers 585 412 600
Number of hospitals 117 115 131
Usage of health services (%) 50 27 30
Heath coverage (%) 65 52 72
4 Roads

' The beginning of the SDPRP period is in most cases 2001/02 unless otherwise specified.
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Road density (km/1,000 km?2) 32.3 33.6 Ethiopian
Road density (km/1,000 people) 0.49 0.51 Roads
Total road network (km) 35,693 33,297 37,018 Authority
New road construction (km) 5,637 5,561 (ERA)
HIV/AIDS

HIV prevalence among pregnant 10 8.6

mothers age 15-24 (%) HIV/AIDS
Overall HIV/AIDS Prevalence 73 4.4 Prevention and
Rate (%) Control
Percentage of HIV positive 15 42 Secretariat
pregnant women receiving a

complete course of ART

prophylaxis

Number of patents taking ART 24,000 21,120

Orphans who receive support 200,000 69,000

Preparation of directive/guideline | 1 1

for orphans

Water

Rural (within distance of 1.5 km) 23 (1999/00) 35 Ministry of
Utrban (within distance of 0.5 km) 74 (1999/00) 80 Water
Cumulative farm land developed 62,057 Resources

with irrigation (ha)
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CHAPTER I

Trends in Growth, Well Being and Poverty
2.1 Background

Poverty reduction and its ultimate eradication in all its dimensions have been and still are the
overriding development agenda of the Government of Ethiopia. In broader terms, two
dimensions of poverty have been identified: income and non-income dimensions of poverty.
Addressing both dimensions of poverty has been important components of the MDGs as
declared by the heads of states at the Millennium Summit in September 2000 that set out
goals and targets that needs to be met by the year 2015.

The measurement and analysis of poverty and inequality is crucial for understanding peoples’
situations of well-being and factors determining their poverty situations. The outcomes of the
analysis are to be used to inform policy making as well as in designing appropriate
interventions and for assessing effectiveness of on-going policies and strategies. Therefore,
the Government of Ethiopia has made poverty analysis to be an integral part of the overall
M&E System since 1996 as part of its endeavor to addressing the poverty agenda.

There have been three major sources of information on poverty in Ethiopia: a series of
WMSs, undertaken every three years since 1996, which track household characteristics and
the non-income dimensions of poverty; the 5-yearly HICESs, which measures income
poverty; and the recent PPA, which assessed people’s views on poverty issues and programs.
CSA has been conducting the HICES every five years since 1996 in order to gather income
and consumption expenditure data. So far, the HICES was conducted three times in 1995/96,
1999/2000 and 2004/05.

This chapter draws on these three sources, which are the main official instruments for
tracking poverty and welfare. The outcomes from these sources are also supplemented by
trends in relevant macroeconomic indicators so as to get a feel on the linkages between
growth and poverty reduction efforts. In addition, there are a range of administrative data and
surveys (such as school census data, the Demographic and Health Surveys, and numerous
specialized poverty studies, and findings, which are used to inform the sectoral chapters
(Chapter VII).

2.2 The Income Dimension of Poverty

Income or consumption traditionally measures material deprivation. Especially consumption
rather than income is viewed as the preferred welfare indicator because consumption better
captures the long-run welfare level than current income. Consumption may better reflect
households’ ability to meet basic needs. Income is only one of the elements that allow
consumption. Consumption reflects the ability of household’s access to credit and saving at
times when their income is very low. Hence, consumption reflects the actual standard of
living (welfare). Consumption is better measured than income. In most developing countries,
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income report of households is likely to be understated compared to consumption expenditure
report. Income is so erratic and seasonal that it may be very difficult for respondents to recall.

Moreover, for consumption to be an indicator of household’s welfare, it has to be adjusted for
difference in the calorie requirement of different household members (for age and gender of
adult members). This adjustment could be made by dividing real household consumption
expenditure by an adult equivalent scale that depends on the nutritional requirement of each
family member. The adult equivalent scale must therefore be different for different age
groups and the gender of adult members. Besides, household consumption may have to be
adjusted for differences in prices across regions and for different point of time to take care of
the difference in the cost of basic needs across space and over time.

Hence, many of the income poverty measures (such as the head count ratio, poverty gap ratio,
and the squared poverty gap ratio) use consumption rather than income in the conduct of
poverty analysis.

2.2.1 Household Consumption

This portion of the chapter provides analysis of the income/consumption dimensions of
poverty and inequality situations based on the 2004/05 HICES and assess its dynamics since
1995/96 using HICES data sets for the respective periods. It is not aimed at providing
outcomes of a full-fledged poverty analysis rather to highlight the basic outcomes of the
analysis with focus on national, rural, and urban dimensions of income/consumption poverty.
The full-fledged poverty analysis work including details on regional dimensions of poverty
will be subsequently issued in a separate self-contained poverty analysis report.

As noted above, one of the dimensions of well-being is the monetary dimension of poverty
called lack of opportunity or material deprivation. The income dimension of poverty is being
measured by real consumption expenditure valued at 1995/96 national average prices in
Ethiopian Birr. Both real per capita household consumption expenditure and real per adult
household consumption expenditure are reported along with family size and the level of
calories consumed in Table 2.1. The changes in real per-capita consumption expenditure and
real per adult consumption expenditure are provided in Table 2.2 below.

Per capita real household consumption expenditure is obtained by dividing real household
consumption expenditure by family size. Per adult real household consumption expenditure is
per capita real household consumption expenditure adjusted for age and gender of household
members obtained by dividing real household expenditure by adult equivalent family size.
The World Health Organization (WHO, 1985) adult equivalent scale has been used to
determine adult equivalent family size. The average family size is 4.8 in 2004/05, which is
slightly lower than that of 1995/96 and 1999/00, while adult equivalent family size is 3.9,
which is almost the same as that of 1995/96 and 1999/00. In general, average family size is
higher in rural areas than in urban areas.

The level of real total per capita household consumption expenditure stood at 1,256 Birr
(US$146) in 2004/05 with food accounting for 577 Birr and the rest 678 Birr for non-food.
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Compared to that of 1999/00, real total per capita household consumption expenditure
increased by 19% in 2004/05, which is mainly due to an increase in real non-food
expenditure by 50%. In 2004/05, real per capita food expenditure declined by 6% compared
to 1999/00 and by 5% against that of 1995/96. The decline in real food expenditure was
witnessed mainly in rural areas. This is in part due to higher food-inflation, which is
computed to be 34% from 1999/00 to 2004/05. Similarly the share of food in total
expenditure declined from 65% in 1995/96 to 56 % in 2004/05.

However, the national average level of calorie consumed per adult is higher in 2004/05
(2,746.4 kilocalorie per day per adult) than the level indicated during the previous two
surveys: 1995/96 & 1999/00. The corresponding level in 1995/96 and in 1999/00 was
estimated at 1,954.0 and 2,606.2 kilocalorie per adult equivalent, respectively. This perhaps
could be that, in 2004/05, households have shifted to cheaper calorie sources when food
became relatively expensive.

The level of real total per adult household consumption expenditure, which is used to
calculate poverty, was 1,542 Birr. This magnitude is higher than the level in 1999/00 and
1995/96 by about 16% and 17% in real terms, respectively. This is tantamount at least to
overall increase in material welfare over the years. Developments in the non-income
dimension of poverty/well being is addressed in section 2.3 below.

Inequality: As indicated by the Gini Coefficient (Table 2.1) income/ consumption inequality
has increased consistently over time in urban areas from 0.34 in 1995/96 to 0.38 in 1999/00
and further to 0.44 in 2004/05 while inequality has not changed in rural areas over the period.
The Lorenz curve for urban consumption also tells the same story (Figure 2.1). The Lorenz
curve for rural consumption is almost identical with that of the Lorenz curve for national
level consumption.

Table 2.1: Real Annual Per Capita Consumption Expenditure at 1995/96 Constant Prices

Birr
Item 1995/96 1999/2000 2004/05

Rural | Urban | Total | Rural | Urban | Total | Rural | Urban | Total
Real total expenditure per capita 1,035 | 1,411 1,088 | 995 1,453 1,057 | 1,147 | 1,909 1,256
Real total expenditure per adult 1,250 | 1,693 1,312 | 1,261 | 1,751 1,327 | 1,422 | 2,260 1,541
Kcal consumed per day per adult 1,938 | 2,050 1,954 | 2,723 | 1,861 2,606 | 2,806 | 2,387 2,746
Share of food in total expenditure | 0.6 0.56 0.60 | 0.67 0.53 0.65 0.57 0.50 0.56
Household size 5.1 4.7 5 4.9 4.6 4.9 4.9 4.3 4.8
Adult equivalent household size 4.2 3.9 4.2 3.9 3.8 3.9 4.0 3.6 3.9
Gini coefficient (consumption) 27 34 29 26 38 28 26 44 30
(%)
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Table 2.2: Changes in Per Capita Consumption Expenditure at 1995/96 Constant

Prices
(%)
Item (1999/00 / 1995/96) (2004/05/1999/00) (2004/05/1995/96)
Rural | Urban | Total | Rural | Urban | Total | Rural | Urban | Total
Real total expenditure per -3.86 | 2.98 -2.85
capita 15.32 | 31.38 18.78 | 10.87 | 35.29 15.40
Real total expenditure per 0.88 343 1.14
adult 12.74 | 29.05 16.10 | 13.74 | 33.47 17.42
Kcal consumed per day per 40.51 | -9.22 33.37
adult 3.04 28.24 5.39 44.78 | 16.42 40.55
Share of food in total 11.67 | -5.36 8.33
expenditure -144 | -59 -13.6 | -437 | -10.9 -6.37
Household size -3.9 -2.1 -2 0.5 -6.7 -1.6 -3.4 -8.7 -3.5
Adult equivalent household -7.14 | -2.56 -7.14
size 2.11 -4.99 0.59 -5.19 | -7.43 -6.60
Gini coefficient
(consumption) -3.7 11.7 -3.45 | 0.06 14.80 8.41 -3.6 28.3 4.7
Figure 2.1: Lorenz Curve (of Urban Consumption Expenditure) Overtime (1995/96-
2004/05)
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2.2.2 Trends in Income/ Consumption Poverty Indices
2.2.2.1 Total Poverty Indices

Total poverty here refers to an aggregate measure of poverty that takes in to account both the
food and non-food requirements. Here it is worth noting how poverty lines are established.
The most widely used method of estimating poverty line is the cost of basic needs method
because the indicators will be more representative and the threshold will be consistent with
real expenditure across time, space and groups. First, the food poverty line is defined by
choosing a bundle of food typically consumed by the poor. The quantity of the bundle of food
is determined in such a way that the bundle supplies the predetermined level of minimum
caloric requirement (2,200 kilocalorie). This bundle is valued at local prices or at national
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average prices if the objective is to get a consistent poverty line across regions and groups.
Then a specific allowance for the non-food goods consistent with the spending of the poor is
added to the food poverty line. To account for the non-food expenditure; the food poverty
line is divided by the food share of the poorest quartile or quintile. A separate sub-section
below is devoted for the analysis of food poverty.

The most widely used poverty indices are incidence of poverty (poverty head count index),
the aggregate poverty gap (poverty gap index), and the measure of the distribution of income
among the poor (poverty severity index). The incidence of poverty (headcount index)
represents the proportion of the population whose consumption falls below the poverty line,
that is, the share of the population that cannot afford to buy a basic basket of goods and
essential non-food items.

The depth of poverty (poverty gap index) provides information on how far household’s
average per adult income/consumption is from the poverty line. This measure captures the
mean aggregate consumption shortfall relative to the poverty line across the whole
population. In other words, this measure helps to estimate the total resources needed to bring
all the poor to the level of the poverty line.

The poverty severity (squared poverty gap index) takes into account not only the distance
separating the poor from the poverty line (the poverty gap), but also the inequality among the
poor. That is, a higher weight is placed on those households further away from the poverty
line.

The level of poverty line used to calculate poverty indices is 1,075 Birr at 1995/1996 national
average constant prices (Table 2.3). This poverty line was determined during the 1995/96
poverty analyses. It was based on the cost of 2,200 kilocalorie per day per adult and essential
non-food items. The food poverty line is 647.81 Birr at 1995/906 national average constant
prices (see Table 2.3). To calculate the 1999/00 and 2004/05 poverty indices, first the
nominal values of all food and non-food consumption items were deflated by the spatial price
indices (disaggregated at regional level relative to national average prices) and temporal price
indices (relative to 1995/96 constant prices). Second the 1,075 Birr poverty line is applied to
per adult household consumption expenditure in order to calculate head count, poverty gap
and squared poverty gap indices.

Table 2.3: Poverty Lines Used in Poverty Analysis Between 1995/96 and 2004/05
All Measured at 1995/96 National Average Prices

Item Food Poverty Line in Kcal Per Total Poverty Line in Birr
Birr Per Adult Per Year Adult Per Adult Per Year
Poverty line 647.81 2,200 1,075.03
Moderate poverty line 809.76 2,750 1,343.78
Extreme poverty line 485.86 1,650 806.27

National, Rural and Urban Poverty Indices in 2004/2005: Using real per adult consumption
expenditure, the levels of total, rural and urban poverty indices for 1995/1996, 1999/00, and
2004/2005 are provided in Table 2.4 below.
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According to the 2004/05 HICES, the proportion of poor people (poverty head count index)
in the country is estimated to be 38.7% in 2004/05 (Table 2.4). In 2004/05, while the
proportion of the population below the poverty line stood at 39.3% in rural areas, it is
estimated to be 35.1% in urban areas. The poverty gap index is estimated to be 8.3% while it
is 8.5% for rural areas and 7.7% for urban areas. Similarly, the national level poverty severity
index stood at 0.027 with rural poverty severity index (0.027) being slightly higher than that
of urban areas (0.026). Both the statistical test and the stochastic dominance analysis
confirmed that for all indices (head count, poverty gap and poverty severity indices) urban
areas have lower poverty than that of rural areas indicating that poverty is still more of a rural
phenomenon. However, over time the gap in poverty between rural and urban areas is
narrowing.

Trends in National Poverty: Compared to 1999/2000, poverty head count, poverty gap, and
poverty severity indices have declined substantially. The 2004/05 poverty head count index
is lower than the index for 1999/2000 by 12% while the poverty gap and severity indices are
lower by 30% and 39%, respectively indicating a substantial decline in poverty during the
five-year period ending in 2004/05 (Table 2.4). The decline in all poverty indices is
statistically different from zero. The stochastic dominance analysis also confirmed the decline
in poverty is consistent at various levels of poverty line indicating the robustness of the
results (Figure 2). The decline in poverty is also much higher during the SDPRP period than
the period preceding it.

Table 2.4: Trends in Total Poverty Indices at National Level and by Rural and Urban Areas

Level Indices Changes in the Indices (%)
1995/96 1999/00 2004/05 1999/00 2004/05 2004/05
over over over
1995/96 1995/96 1999/00

National

Head count index (P) 0.455 0.442 0.387 -2.7 -14.8 -12.4

Poverty gap index (P;) 0.129 0.119 0.083 -1.7 -35.4 -30.0

Poverty severity index (P,) | 0.051 0.045 0.027 -12.2 -47.1 -39.8

Rural

Head count index (P) 0.475 0.454 0.393 -4.4 -17.1 -13.4

Poverty gap index (P)) 0.134 0.122 0.085 -8.9 -37.0 -30.8

Poverty severity index (P,) | 0.053 0.046 0.027 -12.9 -48.3 -40.6

Urban

Head count index (P) 0.332 0.369 0.351 11.1 5.9 -4.7

Poverty gap index (P;) 0.099 0.101 0.077 2.0 -22.1 -23.6

Poverty severity index (P,) | 0.041 0.039 0.026 -7.1 -38.2 -33.5
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Figure 2.2: Comparison of National Poverty Over Time (1995/96-2004/05)

National poverty head countindices

0.9

0.8 4

0.7

0.6

0.5

0.4

0.3 4

0.2

0.1

[0]

T T
0.5 0.75 1 1.25 15

poverty lines

‘ —e— 1995/96 —=— 1999/00 2004/05

Panel (a): Poverty head count indices

National poverty gap indices

0.35

0.3

0.25 4

0.2

0.15 4

0.05 4

0.5 0.75 1 1.25 1.5

Poverty lines

‘ —e— 1995/96 —=— 1999/00 2004/05

Panel (b): Poverty gap indices

0.16

0.14

0.12

0.1

0.08

0.06

0.04

National poverty severity indices

0.02

0.75 1 1.25

Powerry lines

‘ —e— 1995/96 —=— 1999/00 2004/05

1.5

Panel (c): Poverty severity indices

24



Trends in Rural and Urban Poverty: Much of the decline in national poverty is attributed to
a decline in poverty in rural areas. The decline in rural poverty is substantial; and the decline
i1s much higher during the SDPRP period. The head count, poverty gap, and poverty severity
indices in 2004/05 for rural areas is lower by 13%, 31%, and 41%, respectively than the
levels in 1999/00. The difference in the indices between 2004/05 and 1999/00 is statistically
significant. Similarly the robustness of the decline in poverty is confirmed by the first, second
and third order stochastic dominance analysis. The analysis indicates that there was a decline
in the proportion of rural people who are below the poverty line and the average gap of the
poor from the poverty line and improvement in the distribution of income among the rural
poor.

The decline in rural poverty over the last ten years is also documented by other independent
studies namely the panel study of rural households conducted by the Economics Department
of Addis Ababa University, in collaboration with Oxford University and International Food
Policy Research Institute (IFPRI). According to this study, consumption poverty head count
index stood at 55% in 1995. In 2004, the poverty head count index declined to 36%
indicating a substantial improvement in at least the material well being of people. The PPA
conducted in 2004 indicated that the Ethiopian rural population is satisfied by the extension
services provided by the Ministry of Agriculture & Rural Development (MoARD) and
Bureau of Agriculture and Rural Development of regional governments indicating that
provision of rural extension services is one of the factors for reducing poverty in rural areas.
Dercon, Gilligan, Hoddinott and Woldehanna (2006)°, using the Ethiopian Rural Household
Survey found that there is a strong correlation between road infrastructure expansion and a
decline in consumption poverty.

In general, the significant decline in rural poverty is clearly attributed to the wide-ranging and
multi-faceted pro-poor programs that have been implemented in rural areas such as menu
based extension programs to support marketization of smallholder agriculture; the food
security programs; and the recent productive safety net programs among others. The decline
in urban poverty between 2004/05 and 1999/00 was only limited to the depth and severity of
poverty. The decline in the proportion of people below the poverty line (poverty incidence) is
not found to be statistically significant and it did not also pass the first order stochastic
dominance test. The decline in urban poverty gap and severity could be attributed to
government policies indicated in sector development programs as articulated in the SDPRP as
well as the on-going efforts waged by the Government to creating favourable environment for
private sector investment and job creations in urban areas.

Through triangulating all available information on poverty and welfare (quantitative versus
qualitative, small scale versus surveys of national scope, etc), a full-fledged poverty analysis
will be conducted subsequently. The determinants of poverty analysis work (as planned in the
full-fledged poverty analysis phase) would help flesh out the factors behind the observed
trends in poverty from 1999/00 to 2004/05.

2 Dercon, S., D.Gilligan, J.Hoddinott and T. Woldehanna. 2006, The impact of roads and agricultural extension
on crop income, consumption and poverty in fifteen Ethiopian villages, mimeo.
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Trends in Absolute Number of Poor Population: The decline in relative aggregate measures
such as poverty head count indices may not give a complete picture of poverty situation
overtime unless it is complemented by the trends in the absolute number of poor people.
Overall, at national level, the absolute number of poor people declined from 28,063,909 in
1999/00 to 27,523,414 in 2004/05. In other words, the number of poor people has declined by
about 2% from 1999/00 to 2004/05.

2.2.2.2 Food Poverty

The achievement of food self-sufficiency is one of the key objectives of the Government as
articulated in its rural development policies and strategies, which is also consistent with one
of the MDGs of eradicating extreme poverty or hunger. As for total poverty, the various
aggregate poverty measures could also be computed for food poverty. The food poverty index
measures the proportion of food-poor people that fall below the food poverty line.

Accordingly, the national food poverty index declined from 42% in 1999/00 to 38% in
2004/05.This showed that the food poverty index declined by 9% from 1999/00 to 2004/05.
As shown in Table 2.5 below, the decline in food poverty index from 1999/00 to 2004/05 is
significant at 5% level of confidence (t-statistics=2.6).

Poverty reduction and its ultimate eradication being the overriding development agenda of
the Government, on-going programs/interventions (particularly since the on set of the
SDPRP) in pro-poor sectors such as rural development, food security, water, health and
education, seems to have contributed to the decline in food poverty.

When food poverty is decomposed in to rural and urban areas, it is found that both rural and
urban food poverty head count index has declined by 7% and 25%, respectively although the
decline in the food poverty head count index for rural areas is not statistically significant.

Despite the 7% decline in rural food poverty head count index and the 25% decline in urban
food poverty index from 1999/00 to 2004/05, no decline has been observed in the depth and
severity of food poverty during the period. Given the substantial increase in food prices
during the survey period, it is not surprising to witness stagnation in the depth and severity of
food poverty. As many rural poor households are net buyers of food, it is likely that rising
food prices may have negatively affected the food poverty situation of people in rural areas.
In terms of physical calorie in-take, national food poverty index showed an 8% decline over
the period (53% decline in urban calorie-based food poverty head count index versus 7.6%
rural calorie-based head count index).
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Table 2.5: Trends in Food Poverty Indices at National Level and by Rural and Urban

Areas
Level Indices Changes in the Indices (%)
1995/96 | 1999/00 | 2004/05 | 1999/00 2004/05 2004/05 over
over over 1999/00
1995/96 1995/96
National
Head count index (P) 0.495 0.419 0.380 -15.5 -23.3 -9.2
Poverty gap index (P;) 0.146 0.107 0.120 -26.8 -17.5 12.8
Poverty severity index (P,) 0.060 0.039 0.049 -34.494 -18.4 24.5
Rural
Head count index (P) 0.516 0.411 0.385 -20.4 -25.5 -6.5
Poverty gap index (P;) 0.152 0.103 0.121 -31.9 -20.5 16.8
Poverty severity index (P,) 0.062 0.038 0.049 -39.2 -21.5 29.0
Urban
Head count index (Py) 0.365 0.467 0.353 28.0 -3.3 -24.5
Poverty gap index (P;) 0.107 0.127 0.117 18.4 9.0 -8.0
Poverty severity index (P,) 0.044 0.047 0.048 6.8 8.4 1.5

2.3 Trends in the Non-Income Dimension of Poverty

By any measure, most Ethiopians live under harsh conditions. However, the encouraging,
and striking findings of the WMS -which now go back 8 years- is that almost all indicators
have been getting better over time; particularly indicators of access to education and health
service nutrition, and access to water and sanitation, although the absolute levels of these
indicators remains extraordinarily low compared to at least the Sub-Saharan Africa (SSA)
level. This sub-section is a summary of the WMS findings, which are reported on in more
depth in the document "'WMS Analytical Report: CSA, 2004'.

2.3.1 Basic Household Characteristics

According to the 2004/05 WMS, the average household size for the country is 4.8, (4.9 in
rural areas and 4.3 in urban). Of the estimated 13.4 million households, about 75% are male-
headed and 25% female-headed. It is estimated that about 16% of households are urban
dwellers and 84% rural.

A much higher proportion of female-headed households reside in urban areas compared to
rural areas. About one-out-of five rural households (22%) and nearly two out of five urban
households (39%) are female-headed households.

2.3.2 Literacy & Education

At all levels, irrespective of gender, the proportion of literate population is increasing over
the survey years. In rural areas, the literacy rate increased from 18% in 1995/96 to 31% in
2004/05. Though narrowing over time, gaps in literacy rate between rural and urban areas and
males and females is still significant. Literacy rate at national level has increased from 26%
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in 1996 to 38% in 2004. Male literacy rate increased from 35% in 1996 to 50% in 2004
while female literacy rate increased from 17% in 1996 to 27% in 2004.

School Enrolment: The four surveys undertaken so far confirm the considerable increase in
enrollment rates over time both at primary and secondary levels. At national level, primary
gross enrolment ratio has doubled as it increased from 37% in 1996 to 74% in 2004 (Table
2.4 below). Secondary level enrollment rates albeit low but nonetheless has still risen from
13% in 1996 to 23% in 2004. It is worth noting at this juncture that the results in this section
inevitably differ from the administrative data on education participation presented in Chapter
VII as the WMS is based on self-reporting by households, whereas the administrative data is
based on school attendance and enrolment records®. Though outcomes from the two sources
differ in order of magnitude (marginally), the direction of change is the same and consistent.

Dropout Rates: Although still relatively high, dropout rates as recorded under the WMS
have declined significantly, especially in rural areas. Reported primary dropout rate in rural
areas declined from 19% in 1996 to 14% in 2004; and at secondary level from 29% to 17%.
The declining trend in urban areas has also similar pattern with slower rate. The two major
reasons for dropout cited in both primary and secondary schools were 'sickness' and 'need to
work'. Among the primary school dropouts, about 27% reported leaving school because they
were sick and about 26% because they needed to work, with similar findings at the secondary
level.

Proximity to Schools: For almost all households in the country (95%), there is a primary
school available within a distance of less than 10 km. Still 35% of the rural population is
more than 5 km away from the nearest school; and 50% are at least 1 km away. There is also
substantial regional variation. In Benishangul- Gumuz and Somali, 11% and 19% of the
population is more than 10 km away from the nearest primary school, respectively.

Access to secondary schools is very poor compared to primary schools. Secondary schools
are available within 5 km radius for only 27% of total households in the country, and more
than 50% of the rural households live 15 km or more away from a secondary school.

The proportion of households that are very far from schools (>10 km in the case of primary)
has fallen substantially. The proportion reported less than 5 km has also fallen, but less
rapidly than might be expected. Probably because fertility rates are higher in rural areas
(where schools tend to be further away), so although many new schools have been built, the
proportion of the population within close range has declined less rapidly than the absolute
number.

3 Families' perceptions of what is meant by school enrollment may be quite different from the formal definition
used by the school system — for example in terms of how frequently the child actually attends, as opposed to
whether or not they ever formally registered at school.
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2.3.3 Health & Nutrition

Prevalence of lllness: The prevalence of illness in this survey is based on a two-month
reference period, and refers to an episode of any health problem (self-reported) by members
of the households. Of the total population covered in the survey, about 24% reported that they
had health problems at least once over the two months period prior to the date of interview.
This incidence, as expected, is higher among rural population than urban; and significantly
higher for women than for men in all periods. According to the survey result, the most
prevalent illness is malaria, followed by diarrhea.

Access to Health Services: Access to health services in this survey refers to proximity to
health institutions, as reported by the households. Not surprisingly, there are major rural-
urban differences: in rural areas only about a third of the population has some kind of facility
within 5 km, while almost all of the urban population does have facility with in the same
distance just cited. The proportion of population living more than 20 km away from a health
facility has fallen from 20% of households in 1996 to 13% in 2000*. Over half of the rural
population is now less than 10 km away from either a health post or clinic (2004); although to
get to a hospital, 77% of rural families still need to travel more than 20 km.

Status of Utilization of the Nearest Health Service Institutions: 49% of the households
reported that they have not used any of the nearest health services at all due to one or more
reasons. Nearly two-fifth of the households (40%) reported that they were unable to use the
service because of its distance. This is followed by 29% of the households who reported that
they 'have no need of the nearest' health institutions and about 15% of the households who
reported that the service charges are 'too expensive'.

Nutritional Status and Child Health: Anthropometric measurements (weight and height) are
used to assess the degree of malnutrition among population groups and help, for instance, to
set priorities of food-targeting policies to the severely malnourished groups. Children are
chosen for the purpose of anthropometric analysis because they are more susceptible to
nutritional deficiencies, which could be an indication of lower welfare status of households.
In addition, nutritional indices in the case of children are sensitive indicators and signal
serious problems that might require an immediate policy response.

Wasting: Wasting, a condition of low weight-for-height is a reflection of recent malnutrition,
which may be caused by acute food shortage or serious infections. According to the findings
of the survey, the prevalence of wasting at country level is about 8%. Wasting is higher
among rural children (8%) than urban (7%), and the prevalence of wasting for boys is higher
by about 1% than girls in both urban and rural areas.

Stunting: Height-for-age, or stunting, is an indicator of chronic malnutrition. It indicates
long- term or accumulated nutritional deficiency resulting from lack of adequate dietary
intake over a long period of time, or recurrent illness. At country level, the share of children

* The fact that more detail was included in 2004 on types of facilities makes it difficult to compare 2004 with the
earlier survey years.
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aged 3 to 59 months that suffer from chronic malnutrition declined from 57% in 1999 to 47%
in 2004. The prevalence is much higher among rural children (40%) than urban (30%).
Distribution of stunted children by gender also suggests that at country level and in rural
areas male children are slightly more malnourished on average than female children.

Under Weight: Weight-for-age, based on the principle that a child has an expected weight for
his/her age, measures the general nutritional status of children. The prevalence of under-
weight children in the country was 37% in 2004. This considerable proportion of underweight
children; which reflects both wasting and stunting, signals the extensive distribution of
malnutrition among young children of the country. The prevalence of underweight children
across regional states varies from as low as 13% in Addis Ababa to as high as 45% in
Ambhara region.

Prevalence of Malnutrition Over Time: The good news is that all four consecutive WMS
surveys show a consistent decline in malnutrition over time; with a tremendous decrease in
stunting in both urban and rural areas (see WMS Report: 2004). The rate of stunting in urban
areas fell from 58% in 1996 to 30% in 2004; and fell from 67% to 48% in rural areas.

Child Immunization: Universal immunization of children deals with six vaccine-preventable
diseases, namely tuberculosis, diphtheria, whooping cough, tetanus, and polio. In the 2004
WMS, households were asked whether or not their children (aged 0-59 months) had ever
been immunized against Measles, Bacelle Calmette Guerin (BCG), DPT and Polio. Out of
the total children less than five years of age, about 57% were vaccinated against Measles and
55% against BCG. About 58% and 83% of children were vaccinated any type of DPT and
Polio vaccination, respectively.

Delivery Attendance: Assistance during delivery has strong health implications for mothers
and children. Trained personnel do not assist delivery outside health institutions in most
cases. In the 2004 survey, the majority of children under five years of age (58%) had been
born assisted by a traditional birth attendant (TBA). At country level; only 11% had been
attended during delivery by either a delivery nurse; trained traditional birth attendant (TTBA)
or other health personnel (7% in rural and 53% in urban). The proportion of children born
attended by trained personnel is highest in Addis Ababa (76%); while in rural areas it ranges
from 4% in Afar to 25% in Harari. One-fourth of rural women and one-out-of ten urban
women were found to have self-assisted during delivery — meaning they had no one to assist
them with delivery.

Orphan Children: According to the results of the survey, out of the total number of children
under age 18, about 12% are found to have lost at least one parent, comprising 8% that are
orphaned of their father, 3% orphaned of their mother, and 1.3 % orphaned by both parents.
The proportion of orphans is slightly higher among urban households, and the proportion of
children orphaned by both parents is higher in Addis Ababa (3.5%) than other regions.
Although the proportion of children orphaned of both parents sounds low, this amounts to an
absolute number of over 0.5 million children orphaned of both parents.
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2.3.4 Access to and Utilization of Selected Basic Services

The survey presents results on access to, utilization of, and satisfaction with selected facilities
including food markets, schools, health services, source of drinking water, telephone,
transport services, post office, all-weather road, veterinary services, agricultural inputs,
micro-finance, milling services and source of firewood. A brief discussion of the findings is
presented in the following sections on proximity of the services, status of usage and reason
for not using the services/facilities with exception of education and health services!

Telephone Services: According to the results obtained from this survey, about 45% of the
total households need to travel for 15 or more km to reach the nearest telephone service unit.
Although access has been improving over time, only 44% of households can get telephone
service within less than 10 km, and about 29% are at least 20 km away from such service.
About 94% of urban households have telephone within a distance of less than 5 km compared
to 17% of rural households.

Roads: About 42% of rural households are now less than 5 km away from the closest all-
weather road, while around 58% still need to travel five or more kilometres to reach the
nearest all-weather road. The trend over time also indicates that the situation has been
improving, with the share of the rural population within 5 km rising from 37% in 2000 to
about 42% in 2004.

Transport Services: More than 43% of rural households have to travel over 15 km to access
publicly available transport services. The gap is even wider (comparing urban and rural
areas) in accessing transport services in shorter distances. About 97% of urban households
against 28% of rural households have access to transport services within a distance of less
than 5 km.

Veterinary Services: Information on veterinary services is also introduced in the 2004 WMS.
In rural areas, slightly less than one-third (31%) has access to veterinary services within 5
km. About 43% need to travel 10 or more km to get veterinary services.

Agricultural Inputs: With regard to accessibility of agricultural inputs, the inquiry was made
of households as to how far they need to travel to reach the nearest suppliers of agricultural
inputs (fertilizer supplier, improved seeds suppliers and pesticide/insecticide suppliers). It
was found that about 70% of rural residents, still need to travel five or more kilometres to get
agricultural inputs.

Micro Finance: According to the survey, about one-third (33%) of households need to travel
20 or more kilometres to reach the nearest micro finance services. The proportion with
financial services within 5 km is 77% in urban areas and only 17% in the rural areas.

Sources of Drinking Water: According to the survey result, nearly two-thirds of (64%) use
drinking water from sources that are not safe. Of the households that have access to safe
water, about 13% of the households use water from a protected well or spring, 19% from a
public tap, and 4% have their own tap. The problem is much more severe among rural
households than urban households. Only 25% of rural households have access to clean water,
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as opposed to more than 90% of urban households. In urban areas, 64% of households use a
public tap, and 23% use their own tap -either because they are connected to a water supply
system, or have their own source.

Distance to Drinking Water Source: The results are based on source of drinking water
during the dry season. About 92% of rural households are less than 5 km away from the
closest source of drinking water, while around 6% still need to travel 5 to 9 km to fetch water
for daily uses. The corresponding accessibility in urban areas is much better. More than 82%
can access drinking water within a distance of 1 km. The availability of sources of drinking
water within five km radius has not shown much change over time.

More than 93% of the total households reported no change in the source of drinking water
available to them during the past 12 months; although 19% reported a change during the past
5 years. As depicted in Table 2.4 below the share of the population with access to clean
water increased from about 19% in 1996 to about 36% in 2004.

There is substantial regional variation; over 70% of the households in Amahara and
Beneshangul-Gumuz use unsafe water from rivers, lakes and unprotected wells or springs.
The findings, on the other hand, have showed that Harari (73%), Addis Ababa (99%) and
Dire Dawa (91%) are regional states with better-improved access to safe drinking water.

Source of Energy for Lighting: The survey results show that about 71% of households use
kerosene for lighting, followed by firewood (16%) and electricity (13 %). Electricity use is
concentrated almost entirely in urban areas — only 0.4% of the rural population reports using
a private electricity connection for lighting