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MACRO POLICY REFORM, LABOUR 
MARKET, POVERTY AND INEQUALITY IN 

URBAN ETHIOPIA:  A MICRO-SIMULATION 
APPROACH1 

 
 

Alemayehu Geda2 and Alem Abereha 
 
 

Abstract 
 

Despite the liberalization program that Ethiopia embarked upon since 1992 
aggregate indicators of poverty and inequality largely remained unchanged. This 
paper addresses why incomes and inequality largely remained stable at a time of 
fundamental changes in macroeconomic policy environment. We have used both 
data exploratory analysis as well as earning and occupational choice modelling, 
together with counterfactual simulation, to investigate this issue. The study showed 
that the absence of change in aggregate measure of poverty and inequality hides an 
enormous change that occurred across different income categories. This shows the 
importance of understanding the labour market to understand the policy propagation 
mechanism through which macro policy is expected to affect poverty.  The study has 
show that although there seem to be limited change in poverty and inequality at 
aggregate level, there is significant change within and across categories of 
households. Thus different household are affected differently by the reform. The 
level and distribution of household incomes is found to depend on the structure of 
returns to labour and on the occupational choice the households made. Thus, policy 
effectiveness of poverty reduction policies could be achieved if we understand the 
workings of the labour market and how it affects both level and distribution of 
income across different categories of income & sector. 

 
 
 
 
 

 
1 The final version of this article was submitted in September, 2006. 
2 Associate Professor, Dept of Economics, Addis Ababa University (corresponding author ag@ethionet.et). 
We thank the African Economic Research Consortium for financing this study. Any errors are ours  
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1. Introduction 
 

Governments in Africa and their development partners such as the World Bank and 
IMF are concerned with the issue of reducing poverty. Thus, since the 1980 they 
have deployed macro policy packages that are believed to help in addressing the 
challenge of reducing poverty. This took the form of Structural Adjustment Packages 
(SAP) in the 1980s and 1990s and now taking a ‘new’ form called Poverty Reductions 
Strategy Programs/Papers (PRSPs) or its new (or competitive version) ‘the 
Millennium Development Goals’ (MDGs). At the heart of these policy packages lie a 
set of macro polices, which can loosely be termed as ‘liberalization and conservative 
monetary and fiscal policies’ – or reform in short, that are believed to help the fight 
against poverty. One important analytical shortcoming of these efforts is lack of a link 
between macro policies employed and indicators of issues of poverty and inequality. 
In other words, we do not precisely know through which channels the deployed macro 
policies are supposed to affect poverty (perhaps the only exception being the 
presumption that stable macro environment is good for growth and hence for 
reducing poverty). One obvious channels through which macro polices may affect 
poverty is through its effect on the labour market and hence earnings form that 
market. Thus, characterization of the labour market in general and modelling how 
incomes are generated in this market in particular are key to understand the  
propagation mechanisms  through which macro polices may affect poverty and 
inequality. This paper is aimed at exploring this issue using the Ethiopian household 
data and a micro simulation technique.  

 
The rest of the study is organized as follows. In the next section, we present a brief 
review of the macroeconomic performance in post-reform Ethiopia. In section three, 
we will analyze the structure of employment and household income in urban Ethiopia. 
This section provides a description of the state of affairs and evolution of key labour 
market indicators using two rounds of a household survey undertaken in 1994 and 
2004. In section four we will specify the models employed in the study and estimate 
their parameters. Using these models we have made a micro-simulation analysis of 
the impact of the reform on poverty and inequality in the same section. Section five 
will conclude the paper. 

 

2. The 1992 macro policy reform and poverty 
 
In 1991 the then-rebel forces (The Ethiopian People Revolutionary Democratic Front, 
EPRDF) overturned the ‘socialist’ military regime that ruled the country for a brutal 17 



Ethiopian Journal of Economics, Volume XIII, No 2, October 2004 

 
3 

years. With the support of the Breton Woods Institutions, the new regime began to 
carry out a liberalization policy in a typical Structural Adjustment Programme (SAPs) 
fashion. In terms of economic policy, this period witnessed a marked departure from 
the ‘Socialist’ control regime of the military era – the ‘Derg’ regime.  The policy reform 
carried out includes: 
a) Financial sector  and labour market liberalization 
b) Domestic and external trade liberalization  
c) Liberalization of the product market, in particular the agricultural sector 
d) Pursuing conservative fiscal and monetary policy: expenditure reduction and 

switching, tax reform, tight monetary policy, exchange rate and public sector 
reform. 

 
Partly because of these policies and good weather outturn that is combined with a 
rising level of foreign aid, the growth performance in the post-reform period was much 
better than the previous regimes (see Table 1). Table 1 shows the evolution of major 
macro variables over the last four decades. The growth record is mixed but typically 
erratic and generally shows dismal performance of the economy although the post-
Derg period fairs better. The only good thing that can be read from Table 1 is the low 
level of inflation that shows remarkable stability. This is largely attributed to price 
regulation in the pre-reform (pre-1991) period and to the good macro performance 
and excellent weather outturn in much of the post-reform period (see Alemayehu 
2005). 
 
Table  1:  Evolution of major macro aggregates (1962-2000) 

Gregorian Calendar 1962/66-
1966/67 

1967/68-
1971/72 

1972/3-
1976/7

1977/78-
1981/82

1982/83-
1986/87

1987/88-
1992/93

1992/93-
1999/00 

Ethiopian Calendar 1955-59 1960-64 1965-69 1970-74 1975-79 1980-84 1985-1992 

Real GDP Growth 4.7 4.0 1.3 2.3 3.7 -0.01 5.7 

Investment % of GDP 13.5 12.6 9.7 11.0 14.3 13.4 15.9 

Saving as % of GDP 11.4 11.0 9.0 4.7 6.5 7.1 5.3 

Export & Import, % of GDP 24.1 22.1 26.5 29.1 26.0 20.2 37.8 

Inflation*   1.7 11.4 10.7 3.4 11.8 3.8 

Export as % of Imports 83.6 86.6 95.8 53.6 53.7 52.3 56.4 
Source: Owen Computation based on Ministry of Finance and Economic Development 
(MOFED) and Central Statistical Authority (CSA) data, various years. 
* Based on mean of annual CPI rate. 
 
In the wake of the 1992 reform, as shown above, the economy registered a real per 
capita income growth to the tune of about 3% per annum. For an economy recovering 
from prolonged civil war, drought and economic stagnation, this growth rate is 
miniscule. The latter is in particular true in the face of the colossal poverty the country 
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harbours and the expectations by its people. As a result, it is difficult to see much 
change in welfare of people in Ethiopia after ten years of intense economic reform.  
Unfortunately even some of the gains witnessed at the early stage of the economic 
reform were lost with the onset of the ‘border’ war with Eritrea that lasted for about 
two years (1997/98-1999/2000). Thus, one of the worries that should be kept in mind, 
as illustrated in the Table 2 below, is that of the fragility of the Ethiopian 
macroeconomic condition and the possibility of policy reversals that could be 
triggered by a host of unforeseen emergency situations such as war/conflict, cut in 
aid, famine or other calamities and their implication for poverty reduction.  
 
Table 2:  Macroeconomic policy stance of Ethiopia (1991-2000) 

Policy Variable 

19
91

/9
2 

19
92

/9
3 

19
93

/9
4 

19
94

/9
5 

19
95

/9
6 

19
96

/9
7 

19
97

/9
8 

19
98

/9
9 

19
99

/0
0 

Per capita GDP growth 
rate 

-8.3 9.8 -0.6 4 8.4 3 -2.7 4.5 2.2 

Fiscal Policy 
   Deficit/GDP (%) 
   Revenue/GDP (%) 

 
-9.7 
10.8 

 
-7.5 
12.0 

 
-11.3 
14.0 

 
-7.3 
17.2 

 
-7.9 
18.0 

 
-5.1 
18.8 

 
-7.2 
18.0 

 
-12.2 
17.9 

 
-15.1 
18.4 

Monetary Policy 
   Seignior age* 
   Inflation 

 
16.9 
21.0 

 
4.77 
10.0 

 
8.53 

1.2 

 
18.9 
13.4 

 
-1.97 

0.9 

 
0.28 
-6.4 

 
13.9 

3.6 

 
-0.48 

3.9 

 
9.66 

4.2 
Exchange Rate Policy 
REER**(%) 
PMP (%)# 

 
na 

201.9 

 
77.1 
65.0 

 
-14.8 
22.0 

 
1.7 

16.8 

 
-8.2 
20.5 

 
1.2 

10.0 

 
-0.9 
0.0 

 
-1.0 
1.0 

 
-6.4 
1.0 

Note: REER = Real Effective Exchange Rate; PMP = Parallel Market Premium *Estimated 
as the difference between broad money and real GDP growth rates. **1979/80=100,  
# PMP=Parallel market premium 
Sources:  Authors computation based on MoFED and National Bank of Ethiopia data. 
 
The above table gives some indication on the link between macroeconomic policy 
stance and economic growth. The latter in turn believed to be linked to poverty.  In 
the period when the policy stance showed significant improvement (1994/95-
1996/97), the per capita GDP growth rate was positive, more or less robust and 
stable. When the policy stance was weak, on the other hand, so was the growth rate 
in per capita GDP. In fact, the available evidence also indicates that poverty behaved 
in like manner during this period (See Bigsten et al, 2001, Alemayehu, Abebe and 
Weeks, 2002). Thus, there is some evidence suggesting that good macroeconomic 
policy stance is associated with good growth performance and hence reduction of 
poverty. However, we do not know the path or propagating channel through which 
macro policies does affect level of poverty. One possible channel is the labour 
market, which is the subject of this study and pursued at length in the rest of the 
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study.  The concept of labour market is however problematic in the African setup and 
generally refers to the urban labour market. Our focus is thus on the urban labour 
market.  
 
Most existing studies on the evolution of poverty and inequality focus on analysis of 
consumption. Hence, they tell us little about the mechanisms through which changes 
in the market and macro policy environment affect income. Alternative approaches 
such as static decomposition methodologies and dominance tests have important 
shortcomings too. First, decompositions on one dimension do not control for any 
other dimension/characteristics of households. Second, the decompositions are of 
scalar measures, and therefore “waste” information on how the entire distributions 
differ (along their support). Finally, even to the extent that one is prepared to treat 
inequality between subgroups defined, say, by age or education, as being driven by 
those attributes – rather than by correlates – the share of total inequality attributed to 
that partition tells us nothing of whether it is the distribution of the characteristics (or 
asset), or the structure of its returns that matters. 
 
In this study, we adopt a micro-simulation methodology that does not suffer any of the 
aforementioned shortcomings. Using this methodology, we will analyze the evolution of 
poverty and inequality in urban Ethiopia using two sets of urban household surveys that 
covered 1500 households in each year and conducted by the Department of 
Economics of Addis Ababa University in seven urban centres in Ethiopia for the years 
1994 and 20003. Hence, we will be able to compare the effects of major policy changes 
that occurred in the 1990s by comparing the structure of household incomes in 1994 
with the structure that prevailed 5-6 years later to detect and explain the major shifts in 
structure of incomes, which we have hypothesized to be linked with SAPs. 
 

3. The urban labour market, poverty and inequality in 
Ethiopia 

 
We begin from the working hypothesis that changes in poverty and inequality is likely 
to be closely associated with changes in the labour market condition. Thus, 
understanding the labour market helps to identify the channels through which macro 
policies may affect earnings from the labour market which in turn affect conditions of 
poverty and inequality. The basic idea of the micro-simulation is to isolate the effect of 
each of the main determinants of the changes in poverty and inequality and associate 
these changes to the process of macroeconomic adjustment and stabilization, and to 

 
3 See Bigsten and Shimeles (2005) about the methodology of the data collection and other related details. 
 



Alemayehu and Alem:  Macro policy reform, labour market, poverty and…  

 
6 

 1994 2000 

the set of liberalization policies which we loosely termed as ‘macro policy reform’. The 
methodology consists of creating a counterfactual in the form of labour market 
parameters representing, among other, the employment and remuneration structure, 
which would prevail if the labour market structure would be different than observed in 
the year that we take as a point of departure for the analysis (cf. Paes de Barros and 
Leite 1998; Paes d`e Barros 1999 cited in Vos and Taylor, 2002; Frenkel and 
González 1999, Vos and Taylor 2002). This counterfactual may be obtained by either 
model simulations to generate a case of ‘with-and-without’ or by taking the structure 
prevailing in another year and imposing it on another. Following the latter approach, 
we take the Ethiopian micro data of one year, 2000, and simulate what poverty and 
inequality would have been, had the labour market structure remained what it was in 
1994. The two years are selected based on availability of household data in years 
close to the beginning of the reform period which is the year 1992 and as recently as 
possible so as to see the effect of these reforms on poverty and inequality. 

 
3.2 The structure of employment and household income 
 
Table 3 summarizes the major structural features of the labour market in urban areas 
in 1994 and 2000. The most notable point is the absence of any change in the 
unemployment rate, which had been about 33 percent in both years. The other 
important changes are the increase in the share of wage employment by about 4.5 
percentage points, and the decline in the share of public sector employment by about 
9.0 percentage points. The latter seems consistent with expenditure reduction aspect 
of the policy reform. The composition of the labour force and the employed population 
in terms of sex, age and educational composition had also been stable (see Table 4). 
The only exception is the decline in the share of persons with no education, by 3 
percentage points in the labour force and 6 percentage points among the employed. 
 
Table 3:  Characteristics of the labour market: 1994 and 2000 (households) 

Percen 61. 65.88 t able-bodied 81 
Part 57 53.72 
Une  rate 33.03 32.93 
Self-em 19.34 14.87 
of whic 37. 37.27 
Wage-em 47.63 52.2 
of w lic sector 52.57 43.52 

icipation rate 
mployment

ployment rate 
h Female HH. 

ployment rate 
hich: Pub

97 
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Table 4:  Characteristics of the labour force: 1994 and 2000 
onom ctive mployed  Ec ically A E

 1994 2000 1994 2000 
Education     

Non 32.3 29.01 .3 36.09 e  32
P 9.95 10.89 9.95 10.99 rimary 
Junior secondary. 15.33 16.7 15.33 14.31 
Senior secondary 29.94 32.39 29.94 25.3 
Post-secondary 12.48 11.02 12.48 13.31 

Age-group     
15 - 24 32.91 31.44 32.91 19.25 
25 - 34 27.93 30.49 27.93 28.93 
35 - 44 19.54 19.27 19.54 25.81 
45 - 54 12.24 11.7 12.24 15.83 
55 - 64 4.74 4.6 4.74 6.45 

Sex     
Female 46.83 45.03 46.83 44.15 
Male 53.17 54.97 53.17 55.85 

 
Table s the distribution of househ by sou incom  share of 
hous had income from wage employment increased from about 63 percent 
to abou rcent, while th e that h f-employment income4 lined from 
36 pe 5 percent. The  of hou lds that received ‘other’ on-labour) 
income eased from about 45 percent to 52 percent. The share of households 
that on income age-employment on s abou nt in 
1994 and a ercent in 2000, while the share of those that depended on 
income ent only declined from about 15 pe ent to abou 9 percent. 
The sh ouseholds tha ed o er’ inco as abo percent in 
1994 a rcent in 2000
 
Share eholds with members wor  the w ctor s lmost no 
change are of house ith no w income htly low 000 – 34 
percen rcent. The share of household h one w mployed 
membe 9 percent in 4 and 42 t in 20 nd that of seholds 
with tw  more wage-employed members is about 24 ercent in b th years, 
respec onsidering a le hou seho ome from 
wage employment was Birr 144 (per annum) in 1994 and 189 in 2000 and mean 
income 322 and 379, respec (the av exchange rate during the period was 

5 show
eholds that 

olds rce of e. The

t 68 pe
rcent to 2

e shar
share

ad sel
seho

 dec
 (n

s incr
depended from ‘w ly’ wa t 32 perce

bout 34 p
 from self-employm rc t 
are of h t depend n ‘oth mes w ut 13 
nd 17 pe . 

of hous king in age se hows a
. The sh holds w age  is slig er in 2
t vis-à-vis 38 pe
r is about 3

s wit
00, a

age-e
hou199  percen

o or  p o
tively. C ll samp seholds, median hou ld inc

tively erage 

                                                 
4 Self-employment income is defined as income that accrues to (i) employers/owners of private businesses; 
(ii) own-account workers; and (iii) those operating female household businesses. All other labour income is 
considered wage income. 
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about $1.00=Birr 8.60). Considering households with positive wage incomes only, 
median income from wage employment was 350.00 in 1994 and 393 in 2000. The inter-
quartile range, an indicator of equality, changed from 471 in 1994 to 526 in 2000. 
 
Table 5: Sources of household income in 1994 and 2000 (percent of 

households) 
   1994   2000 
Wage-employment income 63.81 67.85 
   Wage-employment only 32.24 33.86 
Self-employment income 35.52 25.43 
   Self-employment only 14.78 8.96 
Other income 45.26 51.65 
   Other income only 13.27 16.47 

 
Median household income from self-employment among households with self-
employed members declined by about 39 percent – from Birr 200.00 in 1994 to Birr 
123.00 in 2000. The decline was even larger in terms of mean household income 
from self-employment, which fell by half from Birr 2,476.00 in 1,994 to Birr 1,260.00 in 
2,000. The distribution of self-employment income is more skewed to the right than 
that of wage income, and this concentration of incomes in the lower end increased in

000. It seems reasonable to infer that the reform period has been st
 

rongly 
 examined 

c
 
(i) Wage Income  
 
Med  income was unchanged between the rounds at about 250.00 Birr, while 
mean in m about Birr  to Birr 386. The stagnation in median 
incom however, hides the change occurred  lower and higher ends of 
the wa A more disaggregated comparison of changes in income 
acro ounds indicates that th est perc  change in wage income 
occurre st) and fifth (richest) quintiles, and the smallest change in 
the t ern of chan  important ications for the evolution of 
indicators of poverty and inequality. Given the observed level of head-count ratios, 
larger c indicators ave occurred if changes in incomes were 
concen iddle of th ibution in of the extremes. In simple 

e growth occurred doesn’t seem to be pro-poor or distributional neutral as 
an be read from Table 6  and Figure 1 below (see Alemayehu, Abebe and Weeks, 

2002). 

2
associated with negative outcome for self-employed households. We have
the three ategories of income in detail below. 

ian wage
comes changed fro

es, 
331.00

s that  at the
ge distribution. 

ss the r e larg entage
d in the first (lowe

hird quintile. This patt ge has  impl

hanges in poverty would h
trated around the m e distr stead 

words th
c
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ong the lower-earning 40 percent of 
age-workers declined (Gini coefficient falling from 34 to 27) while it increased in the 

ini coefficient rising from 32 to 36). The changes were such 
at inequality among the lower-earning 40 percent has become lower not only 

Inequality in individual-level wage incomes over the whole sample has changed only 
slightly. The change in inequality indicated by alternative indicators differed at this 
level of aggregation. A careful `comparison of the indicators showed that those that 
give greater weight to the left-hand side of the distribution indicated a decline, while 
others indicated no change or an increase in inequality. Further investigation of 
changes in inequality by levels of income shows that the aggregate results hide 
interesting patterns of change at different levels of income. Inequality has declined 
substantially at the lower end of the distribution, remained unchanged in the middle, 
and increased at the upper end. Inequality am
w
remaining 60 percent (G
th
relative to its level in 1994, but also relative to the higher-earning 60 percent. 
Consistency between different indicators is also achieved once the analysis is done 
with income disaggregated by levels (see Appendix Tables). 
 
Table 6:  Level and inequality of wage incomes: changes between 1994 and 2000 
 Gini Mean (Birr) Median (birr) 

 1994 2000 Change   % 1994 2000 Change  % 1994 2000 Change  % 

Q1 30.96 23.71 -7.25 -23.41 42.45 64.11 21.66 51.02 38.44 65.99 27.55 71.66 

Q2 10.69 10.15 -0.54 -5.04 136.99 146.20 9.21 6.72 134.56 142.99 8.43 6.27

Q3 8.95 9.38 0.43 4.81 249.42 254.84 5.41 2.17 250.00 246.50 -3.50 -1.40

Q4 8.31 8.75 0.44 5.28 405.55 448.94 43.39 10.70 400.00 441.70 41.70 10.43

Q5 23.56 27.10 3.54 15.02 857.08 1025.08 168.00 19.60 689.70 759.49 69.79 10.12 

 

 

 

 
Figure 1 (a) and (b): Changes in the distribution of wage income per month 

(1994-2000, by quintile) 
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ge income (1994 and 2000) 

 
 
(ii) Self-employment income 
 
Median self-employment income declined by about 33 percent from Birr 218.33 in 
1994 to 145.66 in 2000, while mean incomes declined by about 20 percent from Birr 
1029.40 to 823.70. The share of individuals in self-employment who report losses has 
also declined from 15 percent in 1994 to 9 percent in 2000. This suggests that there 
was a compression of self-employment incomes –the possibility of getting large 

 
Figure 2(a) and (b): Kernel density estimate
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d by 
uartile 

ality. The largest decline i  incomes 
occurred at the  distributio – the third hich average 
incomes in 2000 are less than a third of their level in 1994. The pattern of change 
differs greatly from that of wage income, in which income changed more in the 
extremes of the distribution and the change is upwards. 
 
Table 7: Level and inequality of self-employment incomes: changes between 

1994 and 2000 
 Gini Mean (Birr) Median (Birr) 

profits as well as that of incurring large losses has fallen in 2000. This is confirme
the fall in the standard deviation of self-employment income and its inter-q
range, both indicators of inequ

 centre of the
n mean/median

 quintile – in wn 

 1994 2000 Change   % 1994 2000 Change   % 1994 2000 Change   % 
Q1 32.99 33.98 0.99 3.00 27.55 23.58 -3.98 -14.43 29.89 20.73 -9.16 -30.64 
Q2 15.23 9.21 -6.02 -39.51 102.49 73.97 -28.53 -27.83 100.00 79.66 -20.34 -20.34 
Q3 14.91 13  248.89 54.0 -94.80 3 -79.01 -34.75 
Q4 15.38 24.62 642.66 524.57 -118.09 -1 -145.97 -23.76 
Q5 50.10 37.95 -24.24 4158.66 3406.88 -751.77 -18.0 4.46 2294.10 319.64 16.19 

.30 -1.61 -10.81 
9.24 60.04 

 1 9 - 8.09 227.37 148.36
8.38 614.48 468.51

-12.15 8 197

Inequality in individual-level self-employment incomes over the whole sample as 
 have declined in the middle and top; and 

creased in the bottom. Generally, however, it is stable. Combined with the decline in 

Figure 3(c) a rn

 h
changed only slightly. Inequality seems to
in
average income, this implies that the poor is getting poorer (see Figures 2 and 3). 
 
Figure 3(a) and (b):  Changes in the distribution of self-employment income per 

month (1994-2000, by quintile) 
 

 
 
 
 

nd (d): Ke el density estimates: SE income (1994 and 2000) 
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Other income 
 
Oth come is defined as a residual cate or d includes income from assets (such as 
house ren ), tra ers, labour mes activities othe han the main activity, and 
inco households reporting income in this category 

creased from 44.1 percent to 49.9 percent. The level of ‘other’ income seems not to 
ave changed much, with median ‘other’ income being 82.5 Birr in 1994 and 87.8 Birr in 

ering 
 Birr in 

994 to 102.3 Birr in 2000. As mean ‘other’ income among households that have positive 
‘other’ income is unchanged, the rise in mean income is largely explained by the 
‘participation effect’. Inequality in ‘other’ income has remained constant at Birr 60.58 and 
59.01 in 1994 and 2000, respectively (see Table 8 and Figure 4). 
 
Table 8: Level and inequality of ‘other’ incomes: changes between 1994 and 20005 

 Gini coefficient Mean (Birr) Median (Birr) 

 
(iii) 

er in g
 from 

y an
tal nsf inco r t

me from child labour. The share of 
in
h
2000 and mean ‘other’ income being 202.0 Birr in 1994 and 204.9 in 2000. Consid
ll sample households, mean ‘other’ income per household increased from 89.1a

1

 1994 2000 Change   % 1994 2000 Change   % 1994 2000 Change   % 

Q1 31.32 34.35 3.02 9.65 10.16 10.62 0.47 4.58 9.88 9.63 -0.24 -2.44 

Q2 16.43 15.34 -1.09 -6.61 38.62 38.80 0.19 0.48 39.93 38.52 -1.42 -3.55 

Q3 9.10 10.43 1.33 14.61 81.94 86.43 4.49 5.48 82.50 87.99 5.49 6.66 

Q4 11.44 12.73 1.29 11.25 156.84 171.94 15.10 9.63 157.56 166.01 8.45 5.36 

Q5 32.85 27.76 -5.10 -15.52 491.51 482.74 -8.77 -1.78 383.17 394.38 11.21 2.93 

 

                                                 
5 The results are calculated after the top and bottom 1 percent of observations are trimmed. 
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Figure 4(a) and (b): Changes in the distribution of 'other' income per month 
(1994-2000, by quintile) 

 
y estimates: 'other' income (household-level) 
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erved slight 

Figure 4(c):  Kernel densit
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red 
lower income group re 5). However, since the observed 

ned stable at a time ges in 
macroeconomic po ent. 
 
The absence of significant micro responses to macroeconomic policy change may 

e  the absence of significant real changes in the opportunities and risks faced by 
holds or inability to respond to changes in the macroeconomic environment. On 

 other hand, aggregate indicators might fail to reflect great upheavals in household 
u es if (i) changes in components of household income move in different directions 

and cancel out each other, or (ii) changes in incomes of different categories of 
households move in opposing directions and cancel out each other. Microeconomic 
simulation models, by virtue of their ability distributions beyond 
the fi st en an  more light on these issues. In the next section, we employ 
mi se changes in household incomes so as 
to explain changes in poverty (or lack thereof) in urban Ethiopia. 

Change 

decline in headcount ratios seems to be the results of redistribution that favou
s (see Table 8 and Figu

changes in mean and median incomes are statistically insignificant, we focus on 
explaining why incomes remai

licy/environm
 of fundamental chan

refl
hou
the
fort

ct
se

n

to model moments of 
r mom ts, c shed

croeconomic simulation models to decompo

Table 9:  Poverty and inequality in 1994 and 2000 
Income levels (Birr) 1994 2000 Change Inequality 1994 2000 

Mean 136.91 137.63 0.52 Gini coefficient 0.6069 0.5720 -5.75 

P10 12.76 13.96 9.40 Gen entropy (ε=-1) 2.0472 1.6418 

P25 28.13 33.59 19.40 Gen entropy (ε= 0) 0.7572 0.6625 

P50 66.13 74.97 13.36 Theil index 0.6953 0.6039 

P75 152.51 157.87 3.52 Gen entropy (ε= 2) 1.2049 0.9779 

P9

-19.80 

-12.50 

-13.15 

-18.84 

320.30 319.52 -0.24 Std dev of loges 1.2776 1.2066 -5.55 

Poverty levels    Coef of variation 1.5498 1.3946 -10.01 

Headcount ratio 51.46 47.23 -8.20   

Povert p ratio 28  

FGT, α=2 19.23 16.44 4.52   

Watts index 54.38 46.36 -14.75   

Sen index 36.17 32.10 -11.26   

0 

y-ga .23 24.63 -12.75  

-1

 
 
Figure 5:  Kernel density estimates of percapita household income (1994 & 

2000 
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4. ket and micro-
simulation results 

4. The mode
 
The analysis so far  hou e mi p  
and inequality at s hang a  
categ seholds. The distribution of hou ncom epe on the 
stru s and on the characteristic ou  
ca t of  w  o ni  models. The distribution of househol
in en their part n nd occupational choices as well as o
de concernin  size an po ition of the family – labour market 
ch . These ls d. Modelling the latter will have the 
ad enefit of in a ges in some personal characteristics
uch as education, affect household incomes through more than one channel. We 
ursued this at two levels of modelling. 

ross 
sectors. We will first model and estimate participation and occupational choice 
parameters, parameters of earning determination in the labour market, and obtain 
estimates of unobserved earning determinants and their standard errors. That is, the first-
level modelling comprises generating household income using the following equation: 

 
 
 

 Modelling the urban labour mar

1 l 

 shows that alt gh th re seem to be li ted change in overty
aggregate level, there i  significant c e within and cross

ories of hou
cture of return

sehold i
s of employed h

es d
sehold m

nds 
embers. To

pture the effec these, e draw n ear ng d 
comes also dep ds on icipatio a n 
cisions g the d com s
rematistics  will a o need to be modelle
ditional b captur g the f ct that chan , 

s
p
 
We began the modelling by aggregating income of all household members ac
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e I is an index function, j is activities, i is individuals, and h is households.  
quation simply adds up labour incomes for all household members, acro

ctors into

(1) 

 
wher
This e ss the 
se hich we assume the labour market is segmented. These may comprise 
of a w  sector, a smallholder farm sector, -employment sector and 
non-particip ployment. The final term, yo, in equation (1) comprises all 
reported non r incomes accruing to the household. Having this, we will model 
income distribution using the following Mincerian earning equation: 
 

     (2) 

 
These are a set of standard semi-logarithmic Mincerian earnings equations The 

ependent variable is the logarithm of the monthly income y (before taxes and 
ansfers), and the arguments (x) are human capital proxies, other personal 

act
pation 

 

 w
age non-farm self

ation/unem
-labou

ijhij
j

hiy εβα ++= xlog

. 
d
tr
char eristics, and some characteristics of the job. This is followed by modelling of 
partici and occupation choice using the following equation: 

{ } ( )
∑+

==

≠

ZZ

Z

hi
s

jhishi

shi

ee
eZPs λλ

λ

λ,    (3) =jPr

sj

Where Z and λ are personal and household characteristics, respectively. 
 
Equations (3) models the choice of occupation (into wage employment, smallholder 
farming, non-farm self-employment, or inactivity) by means of a discrete choice model –
specifically, a multinomial logit – which estimates the probability of choice of each 
occupation as a function of a set of regional, family and personal variables characteristics  
 
4.2 Estimation results 
 
Determination of earnings 
 
The first set of equations in our model includes two standard semi-logarithmic 
Mincerian earnings equations, one for the self-employed and another for the wage 
employed – two categories found to have distinct pattern of change. The form of the 
earnings equations given as equation (2) above is used: 
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here log y is the logarithm of the monthly wage (before taxes and transfers) for 

aining 

ctivity that is 
aid to be a coping strategy for the extremely poor – is also included. The estimated 

result of these are shown in Table 100. The 
have the expected signs. The first notable r 
urpose is the direction of change in the mean minimum income (as represented by the 

 well the premiums 
ssociated with experience and the level of education. This may relate to the lack of 

incentive-compatible pay system in public sector. In the self-employment sector, the 
disadvantages arising from operating being female hou sin s have 
become bigger, while the premiums associated with larger business have increased 

d become 
poor in the 

-employment Self-employment 

w
wage workers and gross earnings for the self-employed, and x is a vector cont
age, sex, level of education and whether person lives in Addis Ababa or not. In the 
wage equation, we have included a dummy indicating whether the person is 
employed in the public sector to capture the premium, if any, to public sector 
employment. In the equation for the self-employed, we included the number of paid 
workers as a proxy for the size of person’s business. A dummy indicating whether the 
type of business is a female-household business – an informal sector a
s

coefficients in both equations and years 
point that has important implications for ou

p
constants): mean minimum income in the wage sector rose while it declined in the self-
employment sector, this is consistent with the descriptive analysis in section two above. 
 
In the wage sector, there has been a decline between the years in the premiums 
associated with being male, being a public-sector employee as
a

sehold bu esse

substantially. The effect of being male, which was insignificant in 1994, ha
positive in 2000. If female-headed business is a good proxy for the 
informal sector, the reform is associated with relative negative outcome for this group. 
The effect of residence in Addis Ababa turned insignificant in 2000 from having a 
negative effect in 1994. 
 
Table 10:  Returns to labour in self employment and wage employment 
 Wage

 1994 2000 1994 2000 

Constant  4.6634‡  5.2062‡  6.6882‡  5.3066‡ 

Age  0.0954‡  0.0830‡  0.0748*  0.0824* 

46‡ -1.0382* 

Age-squared -0.0009‡ -0.0008‡ -0.0007* -0.0008* 

Male  0.5017‡  0.4572‡  0.1378  0.7531* 

Public sector  0.2537‡  0.2228‡ — — 

Fem. HH Bus. — — -1.52
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Addis Ababa  0.0320  0.0067 -0.4954** -0.0442 

Education     

Primary  0.3878‡  0.3111‡  0.5058**  1.4776‡ 

Junior secondary  0.5776‡  0.4116‡  0.7485**  0.7698 

Senior secondary  0.9101‡  0.8775‡  1.1004‡  0.9232* 

Post-secondary.  1.4559‡  1.3192‡  1.1310‡  1.4351** 

Number of paid workers     

One — —  0.7387**  1.2175** 

Two or more — —  0.9467**  1.5482** 

Sample 1187 772 406 199 

Pseudo R2 0.5709 0.4607 0.3815 0.4576 

Note * p<0.05; ** p<0.01; ‡ p<0.001 
 
Participation and occupational choice 
 
The choice of occupation (into wage employment, smallholder farming, non-farm self-
employment, or inactivity)  is modelled by means of a discrete choice model – a 

ultinomial logit – which is given as equation 3 above and reproduced here, m

{ } ( )
∑
≠

(ii) own-account workers; and (iii) those operating female 
nt. 

abour supply/occupational s is mod n of his/her 
ersonal characteristics and e hous charac s. Spe y, the sub-

ve  containing pers ract clud ge, al level, a 
dummy indicating whethe erso d of household or not, a dummy 
in ther the per e sp the h ouse not, and a 
dummy indicating whether the pers  stud  no sehold 
ch  sub-vector s a  indicatin whether head of the 
ho mployed or not and the sh  of employed ho members 
(exclu rson). The resulting estimated equation is shown in Table 11. The 

+
===
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s

jhishi
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ee
eZPsj λλ

λ

λ,Pr  

 
Our occupational choice of able-bodied individuals is categorized into four: inactivity, 
unemployment, self-employment and wage employment. Since inactivity is 
considered as one choice, this approach models labour supply of household 
members as well. The comparison group for our occupational choice model is the 
able-bodied population that is not economically active. In terms of type of 
employment, we define non-wage employment as consisting of (i) employers/owners 
of private businesses; 
household businesses. All others employment is considered wage employme
 
L choice by member elled as a functio
p  som ehold teristic cificall

ctor of Z onal cha eristics in es sex, a education
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on is a ent or t. The hou
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si vel and the sign of the c nts o rou  generally 
si there is a difference in the mag  of the coefficients. The result 
ge shows that the of w ploy larg mined by 
ed cteristic. o be m T at, on usehold is 
in  engage in w loym nem – showing 
th ited rela etw oling and self-em   
 
 
 
 
 
 

Unemployment Self-employment Wage employment 

gnificance le oefficie in the tw nds are
milar, but nitude  
nerally  choice age em ment is ely deter
ucational chara It can als  read fro able 11 th ce a ho

 school he/she is d either age emp ent or is u ployed 
e absence of lim tionship b een scho ployment.

 
 
 
 
 
 
Table 11: Occupational choice model – estimated coefficients 

 

1994 2000 1994 2000 1994 2000 

Age -0.0139 -0.0253 0.0464 0.0298  0.1027‡  0.1125‡ 

Age-Squared -0.0004 -0.0004 -0.0006* -0.0004 -0.0015‡ -0.0016‡ 

Sex  1.2136‡  2.0584‡  1.2080‡  1.8169‡  1.5555‡  2.1659‡ 

Is head -1.0926‡ -1.1208‡  1.0249‡ 0.5735 0.2004 0.0438 

Is spouse -3.5972‡ -2.9607‡ -0.8523‡ -0.9737** -1.8907‡ -1.6492‡ 

Is student -44.367 -41.524 -42.267 -39.756 -43.781 -40.553 

Head is employed -0.2791 -0.3006 -0.6985‡ -0.3579 -0.4665** -0.1374 

Education       

Primary  0.8880‡ 0.5165 0.114 -0.1959 0.271 0.2317 

Junior secondary  1.4798‡  1.1437‡ -0.2158 -0.0706 0.3358  0.5138* 

Senior secondary  2.5881‡  1.8174‡ -0.154 0.297  1.0499‡  1.0989‡ 

Post-secondary.  3.3219‡  2.7007‡ 1.2773** 1.5077**  3.2795‡  3.0549‡ 
Share employed 
members 

-1.5685‡ -2.2822‡ -3.2163‡ -3.6714‡ -2.1735‡ -2.9214‡ 

Constant 0.4541 0.8517 -1.1918* -1.3249 -0.9975* -1.6558** 

Statistics 1994 2000     

Sample 4372 2753     

Chi-square 4987.78 2888.9     
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 Pseudo R2 0.4476 0.4296    

Note * p<0.05; ** p<0.01; ‡ p<0.001 
 
4.3 Simulation results 
 
The simulation involves computation of mean incomes and measures of inequality for 

e distribution obtained by replacing the estimated parameters of the Fourth Round 
urvey (2000) with those estimated from the First Round Survey (1994). Then we 
ould compare the simulated values with the actual for the year 2000. The first set of 
imulations involves imposing the coefficients of the earning equations and the 
ariance of error terms of the First Round on that of the Fourth Round. The results 
om this exercise done separately for wage and self-employment sectors and jointly 
r both sectors are reported below.  

imulation I: Effect of change in structure of returns 

et us first look at the impact of imposing the structure of returns from 1994 on the 
ata of 2000. Imposing the 1994 structure (parameters) of returns in the wage sector 

 about 13 percent 
and median incomes by a t. While this lation leads to a d in 
earnings for all earnings categori cline i wer income
as can be seen from the d line of 20  percent in the  and 25th rcentiles
of individual earnings (se able 12 his simu so s to an rease in
inequality in wage earnings, with the magnitude of change in the alternative indices of 
inequality ranging fro 4 p Thus struc  ret rv
1994 were to prevail in 2000, the levels of income in the wage sector would have 
been This impl gro  accomp ed the reform wa ng this 
categ general and the relatively poor within this category in 
– here orm was pro-poor. 
 
Imposi tructure (or parameters)  earnings i the s loym tor 
1994 o effe are in the
wage sector (see Table 12 ure of returns observed in 1994 were to 
prevail the le inco e s oym tor ve 
higher an in ing ighe edi e a
46 percent higher. Since relatively higher percentage increments of the self-
empl ctor o low  of in  ine dec ltern
indicators of a decline ran tween 2 and 15 pe  
indicat re more sensitive to changes at t e extreme  declining by larger 
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While atistics presen d above help gauge the general directions of the 
diffe n ter nd a strib they fall short o
goal of  the distributions thro ut the range of values they take. To this 
end, ment e w l de timat e Figures in 6 b
show kernel density estimates of counterfactual and actual distributions of earnings in 
the two  t th ary statistics have sho n: in 
wage ctual earni gs is at every point to the left o
the ac stribution. That is, the counterfactual involves moving a sl h of the 
actu tion fro ht -inc d) t
left half (the l w-income end). This corresponds to the observation that imposing the 
1994 s f earni the w ctor in the year ads to declines in all 
quintiles of income. While the general pic similar in self-e en
conclu s-clear  the c  cross each other mo an once, with the 
density of the counterfa eing  at first, then lower, then higher, then again 
lower than th stri ). 
 
Table ulating  of obs ble factor idual earnings6 

% change % change importing: 

the st
rences betwee

te
the coun factual a ctual di utions, f our 

 comparing
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ugho
ith kernethe abov nsity es es. Th elow 
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sion is les  cut as urves re th
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bution (see Fi
higher

gure 6e actual di

12: Sim effects
importing:

erva
 

s on indiv

Earnings (Birr) 
βS 

Inequality 
βw βS βw 

Mean earnings -12.6 23.51 Gini coefficient 3.15 -3.23 

10th percentile -20.36 46.21 Gen entropy (ε=-1) 14.45 -15.11 

25th percentile -17.61 49.95 Gen entropy (ε= 0) 8.3 -8.68 

50th percentile -14.79 46.11 Theil index 7.08 -9.82 

75th percentile -13.05 36.39 Gen entropy (ε= 2) 8.64 -18.44 

90th percentile -11.58 26.21 Std dev of loges 4.62 -2.72 

 
 
Figure 6(a) and (b): Kernel density estimates of earnings by sector of 

employment 

                                                 
6 The columns “βW” and “βS” present  results of simulation obtained by imposing estimated (year 1994) 
coefficients of earnings equations for the wage and self-employment sectors, respectively. The column 
labelled “βWS” present results of simulation imposing estimated coefficients of earnings equations for both 
sectors. 
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Figure 6(c):  Kernel density estimates of percapita household income 
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Table imulating ob rvable de nants of earnings7 

  changes imp  % changes imp g 

 

 13:   S se
%

termi
orting  ortin

Earnings (Birr)  βS βWS ty levels βW βS  βW Pover βWS

Mean earnings -7.8 8.45 1.21 Headcount ratio 7.81 -3.11 4.55 
10th percentile -6.73 6.09 -1.15 Poverty-gap ratio 9.05 -4.71 4.59 
25th percentile -8.6 5.3 -4.38 FGT, α=2 9.43 -5.78 4.01 
50th percentile -9.86 4.2 -5.87 Watts index 9.17 -6.06 3.45 
75th percentile -3.8 Sen 8.6 -4.42 4.27 -8.84 5.33 
90th percentile -9.09 7.88 -0.46     
Inequality        
Gini coefficient 1.24 1.96 3.83     
Gen entropy (ε=-1) -1.5 0.62 1.43     
Gen entropy (ε= 0) 1.6 3.17 6.42     
Theil index 4.17 5.88 11.46     

Gen entropy (ε= 2) 9.98 
12.3

2 
22.98 

    

Std dev of loges -0.46 0.15 0.43     
Coef of variation 4.79 5.87 10.8     

                                                 
7 The columns “βW” and “βS” present  results of simulation obtained by imposing estimated coefficients of 
earnings equations for the wage and self-employment sectors, respectively. The column labelled “βWS” 
present results of simulation imposing estimated coefficients of earnings equations for both sectors. 
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 provide poverty and inequality indicators consistent with the underlying 
(coun factual) distribution of labour incomes. When the structure of returns from the 
wage sector is imposed alone, mean household incomes fall by about 8 percent and 
median incomes fall by about 10 percent. Correspondingly, the head count ratio rises 
by about 8 percent and the other indicators of poverty rise by similar magnitudes. The 
indicators of inequality did also show incre g inequality, though the magnitudes 
are aller. When the 1994 structure of returns for observed factors in self-
employment is imposed alone, the level of household incomes rise, indicators of 
poverty fall, and that of inequality rise. 
 
As these two simulations led to changes in opposite directions, then their effects 
would cancel each other out if we execute th  simultaneously. That is what is 
observed in the last c able 13. When the 1994 structu s for both 
wage and self-e ent mposed on the  
simultaneously, the level of incomes declines, but by magnitudes less than when the 
tructure of returns for the wage sector was imposed alone, since part of the negative 
ffect is counteracted by the rise in (counterfactual) self-employment incomes. 
overty is higher, again by magnitudes less than when returns in the wage sector are 
posed alone. The effect of changes in the wage sector dominates because wage 

mployment accounts for a much larger share of employment and incomes (is about 
0%, see Table 3). The implication for the impact of the liberalization policy is that it 

ct overall 
ector. 

 
Simulation II:  Effects of Unobservable Determinants of Earnings 
 
The residuals in Mincerian earnings equations represent returns to labour 
accountable for unobserved factors that affect wages, and variance of the error terms 
represent inequality in wages due to these unobserved factors. Running simulations 
by importing residual variances from 1994 causes almost no change in the level of 
earnings. Relatively higher effects are observed on the indicators of inequality; with 
inequality being marginally lower in the counterfactual distribution, however. When the 
simulation is run using the returns to both observed and unobserved characteristics from 
1994, it turns out that the effect of changes in observed characteristics is the dominant 
cause for any changes between 1994 and 2000. (see Table 16)  
 
Changes in poverty and inequality associated with the above simulations are shown 
in Table 15. The marginal changes in individual incomes in the two sectors tend to 
cancel out each other such that the net effect on poverty is negligible. Though the 

The poverty and inequality profiles corresponding to the above two sets of 
simulations are shown in Table 13. The counterfactual distribution of household 
incomes

ter

asin
 sm

em
olumn of T re of return

mploym  sectors is i data of the year 2000

s
e
P
im
e
6
favoured the wage earners but not the self-employed, the aggregate effe
being largely in line with the positive change observed in the wage-earning s
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g 

effect on inequality is relatively higher, it is much smaller than what was observe
when we imposed the structure of returns for observed characteristics. 
 
Table 15:  Effects of non-observables: Simulating the effects of non-

observable determinants of earning8 
% changes imposing % changes imposinEarnings (Birr) σ94,w σ94,S σ94,WS Poverty levels σ94,w σ94,S σ94,WS 

Mean earnings 1.37 -1.76 -0.73 Headcount ratio -0.25 -0.0910 -0.17 

10th per tile -0.67 0.24 -0.34 Poverty-gap ratio 0.06 -0.0268 -0.30 cen

25th percentile -0.08 0.58 0.5 0.20 -0.0394 -0.26 5 FGT, α=2 

50th percentile 0.45 0.34 0.23 Watts index 0.10 -0.1425 -0.43 

75th percentile 0.52 -0.77 0.04 Sen -0.05 -0.0812 -0.22 

90th percentile 2.57 -1.35 -0.19     

Inequality σ94,w σ94,S σ94,WS     

Gini coefficient 0.48 -1.0156 -0.70     

Gen entropy (ε=-1) 1.24 -3.35 -2.49     

Gen entropy (ε= 0) 1.12 -2.0 .40     8 -1

Theil index 0.57 -3.00 -2.33     

Gen entropy (ε= 2) -1.20 -6.25 -5.38     

Std dev of loges 0.56 -0.67 -0.41     

Coef of variation -0   .55 -3.02 -2.60   

 
C o sim ns e, t t e dra a g
p inate th ct n  c s 
T d, the latio ead rg tage cha  i  w
a elf-em ent income nc
a ot as  a chan in  categories of m ec
o me, su  th la s. In terms of nequality, imposing 
th rameters of th ge ctor led to ht increases in nequality. Imposing 
th eters o se loyment sector, on the other and, le  rise in 
in  la m de. ality change ng the 
c mpl nt r househol s (see Table 16).
  
A t tu s ju  i  fact that inc mes of the poorest 
deciles seems to have been affected the least by the changes in the structure of 
e  this s s w n  self-employed useholds). T s 

                                                

ombining the tw ulatio  abov he firs conclusion w w is th t chan es in 
overty are dom d by e effe of cha ges in observed chara teristic (see 
able 8). Secon  simu ns l  to la er percen nges n both age 
nd individual s ploym s. Yet, their effect on household-level i ome 
nd poverty is n  strong s the ges  both inco e, esp ially 
f the wage inco that re lt from e simu tion  i
e 1994 pa e wa se slig  i
e 1994 param f the lf-emp h d to a
equality, which is rger agnitu  As a result, inequ d alo
hange in the self-e oyme  secto d  

 notable point tha rns up at thi ncture s the o

arnings (though  differ acros age a d ho his i

 
8 The columns “σW” and “σ ” present  results of simulation obtained by imposing (year 1994) standard S
deviation of the error term of earnings equations for the wage and self-employment sectors, respectively. 
The column labelled “σWS” present results of simulation by imposing (year 1994) standard deviation of error 
terms of earnings equations for both sectors. 
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consistent with the literature that finds the poorest to be least able to adjust to 
changes in the economic environment. All other income groups seem to have been 
affected more or less uniformly, with their incomes declining roughly uniformly by 
about 8 percent when the structure of returns that prevailed in 1994 is imposed. 
 
Table 16፡ Effects of changes in returns to labour: Simulating total changes in 

structure of returns9 
% change importing % change importing Earnings (Birr) 
β,σW β,σS β,,σWS 

Inequality 
β,σW β,σS Β,σWS 

Mean earnings -8.4 9.34 1.43 Gini coefficient 0.95 2.43 4.08 

10th percentile -6.17 5.8 -0.94 Gen entropy (ε=-1) -2.73 2.18 1.76 

25th percentile -8.3 5.23 -4.28 Gen entropy (ε= 0) 0.85 4.22 6.83 

50th percentile -9.98 4.25 -6.08 Theil index 3.65 7.39 12.66 

75th percentile -9.46 5.52 -4.23 Gen entropy (ε= 2) 9.62 15.55 26.43 

90th percentile -10.05 8.43 -1 Std dev of loges -0.87 0.49 0.38 

    Coef of variation 4.61 7.35 12.31 

Poverty levels        
Headcount ratio 7.92 -3.15 4.68     
Poverty-gap ratio 8.9 -4.64 4.5     
FGT, α=2 9.1 -5.64 3.84     
Watts index 8.84 -5.89 3.31     
Sen 8.49 -4.37 4.25     

 
The second notable point is the fact that the magnitude of change has been very 
mall. Though some fundamental changes in macroeconomic policies and 

 on the structure of 
turns, and hence household welfare, have been, on the average, quite marginal.  

een to the positive gain 

s
performance are known to have occurred in the 1990’s, their effect
re
 
Simulation III: The Effect of Participation and Occupational Choice 
 
Changes in the pattern of occupational choice (βoc) account for a decline of about 6 
percent (or 2.79 percentage points) in headcount ratios. That is, if the pattern of 
occupational choice observed in 1994 was to prevail in 2000, headcount ratio of poverty 
would have been 44.44 percent instead of the observed level of 47.23 percent. Thus, the 
reform was strongly associated with a change in occupation choice that led to worsening 
poverty condition. This effect would have been strong had it not b

                                                 
9 The columns labelled “β,σW” and “β,σS” present  results of simulation obtained by imposing parameters 
(coefficients and standard deviation of error terms) from earnings equations for the wage and self-
employment sectors, respectively. The column labelled “with β,σWS” present results of simulation obtained 
by imposing parameters of earnings equations for both sectors. 
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able 17:   Effects of changes in occupational choice: Simulating poverty and 

% change of  importing 1994: 

in earning by households in the wage earning category, showing only a less than half 
percent increase in poverty owing to the reform.(see Table 17). 
T

inequality in household per capita income 
% change of  imposing 1994:10 

Earnings 
oc 

W S 
ith 

S βoc ,σW  
ith 

S 
(Birr) β With With W

β,σ β,σ β,σW

Inequality 
 β

With With W
β,σS β,σW

Mean earnings 16.54 .83 9 4 4. 0.5 5 -2 9.8 11.6  
Gini 
coefficient 

51 9 -1.59 4.6

10th percentile -1.29 .82 1 16.97 39 7.13 7.07 -11 17.69 3.0  
(ε=-1) 
Gen entropy 

18.

25th percentile 7.71 -4.67 1 8
 

10.54 4.7 4 11.3 -0.4  
Gen entropy
(ε= 0) 

4 -1.92 8.2

50th percentile 9.18 .06 3 il index 13. -1.9 6 3 -6 13.42 1.8  The 23 5 -6.5 11.0

75th percentile 13.57 2.01 13. 7
Gen entropy 
(ε= 2) 

24.45 -12.01 -15 2 13.87 3.5  .8 16 

90th percentile 7.93 .1 9
Std dev of 
loges 

4.24 5.2 1.18 1.8 -2 7 17.39 15.1  

Poverty levels          

Headcount ratio -5.91 .15 4      4 -6.92 -0.4  

Poverty-gap 
ratio 

-5.52 6.74 1      -7.7 -3.45 

FGT, α=2 -4.62 .98 2      9 -9.1 -4.87 

Watts index -4.29 .52 2      11 -8.54 -4.9  

Sen -5.2 7.07 -8.01 -2.59      

 
When parameters of occupational choice model (βoc) are imposed along with 
parameters of the earnings equation for the wage sector, then the direction of change 
is reversed and we observe a fall of about 6 percent in median incomes and a rise of 
4 percent in head count ratios. When combined with the parameters of earnings 
equations for the self-employment sector, on the other hand, the direction of change 
is reinforced and we observe a larger increase in incomes and a larger decline in 
indicators of poverty. 
 
When all estimated parameters of 1994 (occupational choice, returns to labour in the 

ge sector, and returns to labour in the self-employment sector) are impose on the data wa
of the year 2000, the results are dominated by the (positive) changes in reducing poverty 

                                                 
10 The column labelled βoc presents results of simulation by imposing (year 1994) estimated coefficients 

ional choice model. The columns labelled “with β,σ ” and “with β,σ ” present  results of 

oice model. 

from the occupat W S
simulation obtained by imposing parameters from earnings equations for the wage and self-employment 
sectors, respectively, in addition to parameters of the occupational choice model. The column labelled “with 
β,σWS” present results of simulation obtained by imposing parameters of earnings equations for both 
sectors and parameters of the occupational ch
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variables in  income-determination and
e  va s are exogeno in th at they  no el
o uatio  an uc s rst variab this gor
s e employment bl s f the major con  du
p d ct d s the t of r pu
se oyment (re-tre erm at is not m tche ri
employme private se . It n argued that retrenchm
publi r cou with lack of al ctive employmen  during 
s ral n a  to high emp ent
also to increasing ‘inf alization’ of e  a large  of the info
s  participation in low-pro tivities, incr asing 
‘ ’ is th r  poverty. 
 
I mpt to at t p y c e this effect, we obtained cou ctu  year 
2  income im g t are of public-sector employment observed in 
1  on the year 2  d . T simulations were undertaken. In the first 
et, we changed the share of public-sector employment to reflect the pattern 

he outcomes of the first set of simulations (Table 18) show that the first deciles of 
in public-sector 

mployment is associated with declining incomes. The outcomes also indicate a 

the ear of liberalization more than offset the impact of falling share of public sector 
employment. This can be the result of higher pay rises for higher income groups in the 

in the wage sector.(see Table 17). The latter basically implies that the reform was largely 
associated with a decline in mean income and inequality, and an increase in poverty. 
 
 

imulation IV:  Effect of Exogenous Variables S
 
In this section, we will attempt to capture the effect of change in the distribution of

 the right-hand side of the  occupational-choice 
quations. The riable us e sense th  were t mod led in 
ur set of eq ns in y str tural ense. The fi le in  cate y is 
ector of wag  – pu ic ver us private. One o cerns ring 
eriods of stabilization an  stru ural a justment involve effec lowe blic 
ctor empl

nt in the formal 
nch en of wo

ctor
rkers) th

 has bee
a d by 

ent in the 
sing 

c secto pled ternative produ t
tabilization and structu  adjustme t h s led not only er un loym  but 

orm th  economy. As  part rmal 
ector involves ductivity/low-remuneration ac e

informalization associated wi ising

n an atte leas artiall aptur nterfa al
000 wage s by posin he sh
994 000’s ataset wo sets of 

s
observed in 1994 while keeping the structure of returns from 2000. In the second, we 
imported the share of public-sector employment as well as the structure of returns 
from 1994. The results are shown in Table 18. 
 
T
the distribution reaffirms the conventional wisdom that a decline 
e
decline in incomes in the second- (higher) half of the distribution – the 75th and 90th 
percentiles that show a decline of about 5 and 4 percent, respectively. The 25th and 
50th percentile would have seen a decline in their income had it not been for the 
change in the share of the public sector share associated with the liberalization. 
When this is combined with changes in earning conditions during the period, the 
situation is virtually reversed. This suggests that the rise in returns to labour during 

public sector, better opportunities in private sector employment for them, or both. The 
opposite directions of change above and below the median under the first set of 
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icators of poverty show a 
s 

associated ing to changes in sectoral 
sha loy our (see Table
 
Table 18:  Effects of the tur w yment 

o a  pu ec

simulations led to a rise in inequality, with Gini coefficient rising by about 3 percent and 
other indicators by more. Headcount ratios as well as other ind
corresponding rise of about 2 percent in the simulation – indicating that liberalization i

with a decline in both inequality and poverty ow
re of emp ment as well as the return to lab  18). 

struc e of age emplo
Imp sing 1994  sh re of blic-s tor: 

O W , & 11 nly ith  βW  σW

 
Actual 

00
Level  Level % change 

(20 ) 
% change

Earnings (Birr)   

Mean earnings 63 14 3. 5
e 96 1  3 4

25th percentile 33.59 32.55 -3.10 31.27 -6.91 
e 97 -3.80 6.2 2 
e 157.87 166.28 6.68 -13.42 

 52 33 9.57 -6.24 
vels   

nt ratio 48.17 1.99 51.29 8.60 
gap ratio 25.12 1.99 26.48 7.51 

 16.44 16.72 1.70 17.66 7.42 
tts index 47.01 1.40 49.71 7.23 

Sen 32.10 32.70 1.87 34.69 8.07 

1.2066 1.2247 1.50 1.2079 0.11 

137.  2.88 3.81 13 02 -3.3  
10th percentil 13.  4.01 0.36 1 .20 -5.4  

50th percentil 74.  72.12 6 6 -11.6
75th percentil  5.33 13
90th percentile 319. 3.44 4.36 29
Poverty le    
Headcou
Poverty-

47.23 
24.63 

FGT, α=2
Wa 46.36 

Inequality      
Gini coefficient 0.5720 0.5891 2.99 0.5990 4.72 
Gen entropy (ε=-1) 1.6418 1.7074 4.00 1.6665 1.50 
Gen entropy (ε= 0) 0.6625 0.6998 5.63 0.7120 7.47 
Theil index 0.6039 0.6488 7.44 0.6932 14.79 
Gen entropy (ε= 2) 0.9779 1.1043 12.93 1.2645 29.31 
Std dev of loges 
Coef of variation 1.3946 1.4871 6.63 1.5914 14.11 

Note: βW, & σW 
 
The outcomes of the second set of simulations show that imposing the structure of 
returns from 1994 reinforces only the effect observed in the 25th and 50th percentile. 
Offsetting the effect on the other households. This shows the possibility of a decline 
in level of inequality and poverty in the year 2000 since the share of public-sector 
                                                 
11 βW and σW stands for estimated coefficients and standard deviation of the error term in the wage 
determination equation. Hence, the results in these columns represent simulation results obtained by 
imposing parameters of the earnings equation for the wage sector. 
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the 
agnitudes of change are significantly higher. This shows that changes in the 

tructure of returns in the wage sector in general are more important in explaining the 
ublic sector wage employment. 

employment has changed from 1994 following liberalization. The decline in incomes 
in the second set of simulations applies to every part of the distribution and 
m
s
changes in poverty than changes in the structure of p
 
The other ‘exogenous’ variables we considered are those that describe the characteristics 
of the activities of the self-employed. These are the (i) share of female household 
businesses (FHB), which accounts for a substantial portion of self-employment; (ii) the 
share of self-employed people who reported zero or negative income (NSEI); and, (iii) the 
share of businesses with one or more paid workers (NPW), which is a proxy for the size 
distribution of self-employment activities (see Table 19). 
 
Table 19:  Effect of exogenous variables affecting self-employment income 
 Percent change of  imposing the 1994:12 
 FHB NSEI NPW β,σS All 
Earnings (Birr)  

Mean earnings -1.03 5.96 -4.21 8.45 12.20 
10th percentile -10.82 -4.15 -2.58 6.09 12.75 

th

3.28 -5.78 -2.92 
Watts index 7.40 2.52 4.62 -6.06 -3.30 

25  percentile -7.62 -5.72 0.33 5.30 2.26 
50th percentile -3.56 -3.56 -3.64 4.20 1.96 
75th percentile -2.63 -0.58 -1.22 5.33 3.31 
90th percentile -0.05 2.12 -2.94 7.88 17.92 
Poverty levels      
Headcount ratio 3.13 1.40 3.71 -3.11 -0.76 

Poverty-gap ratio 5.48 1.87 3.25 -4.71 -2.07 
FGT, α=2 8.15 2.55 

Sen 5.58 1.99 3.55 -4.42 -1.81 
Inequality      

Gini coefficient 1.78 5.17 -1.05 1.96 4.88 
Gen entropy (ε=-1) 5.35 13.39 8.31 0.62 8.16 
Gen entropy (ε= 0) 4.75 10.22 -1.01 3.17 9.25 
Theil index 4.01 16.21 -4.07 5.88 12.04 
Gen entropy (ε= 2) 6.69 33.07 -9.18 12.32 17.36 
Std dev of loges 2.41 2.59 1.30 0.15 2.39 
Coef of variation 3.65 15.76 -4.37 5.87 8.71 

                                                 
12 The column labeled FHB, NSEI and NPW present simulation results obtained by imposing the share of 
female household businesses, negative self-employment incomes, and businesses with one-or more paid 
workers observed in 1994. The column labeled β,σS presents results of imposing the parameters of the 
earning equation for self-employment sector from 1994. The last column labelled “All” presents results 
obtained when all four sets of parameters from 1994 are imposed. 
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 and 0.5 in 2000. 
he results from the simulations of imposing the 1994 parameters corresponding to 

poverty rates (Table 19). 
Thus, the net effect of the cha s in thes f the 
change in the structure of r
 

5 sions 
 
This  that desp deplo of mac icies t ess pr s 
o nequality in African coun  gene particu  
k ut the cha throug ch the oyed  polic  
su fect pover nequ hiopia rked mpre  
lib licy (the re SAP 2.  In udy thesiz t 
th d an effect on p verty and inequality. We further cons ered that the 
effect of these policies could be inferre  the ch  in the ure of labour 
m  of the most importan nels th  which  police y 
affect poverty and inequality. This under  the ne exami letter c . 
W  Ethiopian ur useho ey data for the ye  and 2  
address this issue.  
 
A  was the th of d that on  launc f 
s t prog  the  one w expe r chan  
in rty a uality then, e ally in urban areas. This 
expectatio ata and aggregate indicat  
poverty and i 1994 o eclined
s 52 percent to abo rcent. Since the no ch  
m ousehol e (wh  about 37.00  period  
o cline in unt r ems to e re dist  

ower income groups. We also noted that since the observed changes 

 
As we noted before, the share of female household businesses was about 38 percent 
in 1994 and 37 percent in 2000. The share of self-employed people using paid labour 
was about 13 in 1994 and 12 in 2000, and the share of self-employed people 
reporting zero or negative income was about 1.0 percent in 1994
T
these variables result in lower levels of income and higher 

nge
e  

e variables is to counteract the effect o
turns.

. Conclu

study noted ite the yment ro pol o addr oblem
f poverty and i tries in ral and Ethiopia in lar, we
now little abo nnels h whi  depl macro ies are
pposed to af ty and i ality. Et emba  in a co hensive
eralization po form or s) in 199 this st we hypo ed tha
ese policies ha o id

d from ange  struct
arket as it is  one t chan rough  macro s ma

scores ed to ne the losely
e have used ban ho ld surv ar 1994 000 to

s the year 1994 afterma the perio corresp ds to the hing o
tructural adjustmen ram of country, ould ct large ges in
come levels, pove nd ineq  since speci

n, however, is not borne out by our d ors of
nequality. Between 

lightly from about 
and 2000, p

ut 47 pe
verty headcounts d

re was 
 only 

ange in
ean per capita h d incom ich was Birr 1  in both s), the
bserved slight de  headco atios se  be th sults of re ribution

that favoured l
in mean and median incomes are statistically insignificant, there is a need to focus on 
explaining why incomes remained stable at a time of fundamental changes in 
macroeconomic policy environment.  
 
We have used both data exploratory analysis as well as earning and occupational 
choice modelling, together with counterfactual simulation, to investigate this issue. 
The study showed that the absence of change in aggregate measure of poverty and 
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hange in poverty and inequality at aggregate level, there is significant change within 

the wage sector rose while it 
eclined in the self-employment sector; this is consistent with the exploratory analysis 

 has 
een a decline between the years male, being 
 public-sector employee as well the premiums a ted with experie nd the 

tion. This may relate to the lack of incentive-compatible pay system in 
pub  the self-employme ector r the orm , the 
disa ising from ating  fem ouse busin  have 
bec hile the pr s as ed wi er bu av eased 
sub ale-head s good  for or in formal 
sec  inferred f e ex ry a  in t dy, th orm is 
ass latively ne outco r this . 
 

 ana which ondu by i ng th mated 
 the 1994 s  on th ta  of ear revea at the 

cha gate poverty and inequality indicato smal ile it v s 
the – wa d sel loym ctor  effect of changes 

e sector dominates be se wage ment accoun r 
nt and inc . The ation e imp f the l ization 

poli d the w rn t not elf-em d, the regate 
effe argely in line with the po patte uci overty 
obs e wage-earning sector. Within the  sector, those in the lower 
ech e bracket benefited more –  sen  gro s pro-
poo
 
Third, when the simulation is run using the returns to both observed and unobserved 

inequality hides an enormous change when the analysis is carried across different 
income categories and sectors. Using micro simulation analysis, we noted that 
changes in incomes of different categories of urban households move in opposing 
directions and cancel out each other when an aggregate poverty and inequality 
indicator is computed. The study has show that although there seem to be limited
c
and across categories of households. The distribution of household incomes is found 
to depend on the structure of returns to labour and on the occupational choice the 
households made. 
 
The estimated result of the models used and the micro-simulation analysis conducted 
shows that.  First, the mean minimum income in 
d
conducted that preceded the modeling work. However, in the wage sector, there
b  in the premiums associated with being 
a ssocia nce a
level of educa

lic sector. In nt s , ove  ref period
dvantages ar  oper  being ale h hold esses
ome bigger, w emium sociat th larg siness h e incr
stantially. If fem ed busine s is a  proxy the po the in
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ociated with re gative me fo  group
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characteristics of the labour market from 1994, it turns out that the effect of changes 
in observed characteristics is the dominant cause for any changes between 1994 and 
2000. The simulations led to larger percentage changes in both wage and individual 
self-employment incomes. Yet, their effect on household-level income and poverty is 
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ot as strong as the changes in both categories of income, especially of the wage 

cupational choice observed in 1994 was to prevail 
 2000, headcount ratio of poverty would have been 44.44 percent instead of the 

rcent. Thus, the reform was strongly associated with a 
h nge in occupation choice that led to worsening of the poverty condition. This effect 

 of distribution of income across income and occupational 

n
income, that result from the simulations. In terms of inequality, imposing the 1994 
parameters of the wage sector led to slight increases in inequality. Imposing the 1994 
parameters of the self-employment sector, on the other hand, led to a rise in 
inequality, which is larger in magnitude. As a result, inequality changed along the 
change in the self-employment sector households. 
 
Fourth, in terms of the effect of occupational choice, the micro-simulation exercise 
has shown that if the pattern of oc
in
observed level of 47.23 pe

ac
would have been strong had it not been to the positive gain in earning by households 
in the wage earning category, showing only a less than half percent increase in 
aggregate poverty level as measure by head count ratio. 
 
Finally, the study highlighted the possible impact of the reform on the public sector 
(and other exogenous variables) and poverty. The related simulation shows that 
changes in the structure of returns in the wage sector in general are more important 
in explaining the changes in poverty than changes in the structure of public sector 
wage employment or other exogenous variables. 
 
Perhaps the most important policy lesson from this study is the importance of 

nderstanding issueu
category in the context of drawing poverty reducing macro policies. Policy 
effectiveness with regard to poverty reduction could be achieved if we understand the 
workings of the labour market and how it affects both level and distribution of income. 
This is especially true since inequality is generally found to be positively associated 
with rising poverty. This study has offered such information. 
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MAND FOR KEROSENE AND PER 

 

The   Per capita income 

hou
loga
func total kerosene consumption is income elastic and the 

kero se in per capita income will result in 

in d
con ulation is growing rapidly. It is estimated that 

 

hou growing at the rate of 5.9% per annum. 

urba 900 m3 in 2010, 457,190 m3 

m3 i 0. This 

gen are and contrast 

thou urce among 

bec e look at the 
demand elasticity of price and income and analyse the effect of change in price and 
income on consumption of different househ d fuels.  

 
Key words: Kerosene demand; per capita income; income elastic; population growth;  
kerosene demand projection;  
 

                                                

THE DE
CAPITA INCOME IN ETHIOPIA1 

 

Elias Mulugeta2 
 

Abstract 
 

 demand for kerosene is growing at the rate 5.6% per annum.
and population growth are determining factor that can directly affect the demand for 

sehold kerosene fuel in Ethiopia. Kerosene consumption is a log log (double 
rithm) non linear function of per capita income through time. It is an ideal demand 
tion. The demand for 

elasticity coefficient is 8.9 in Ethiopia. This indicates that as income increase 
sene consumption increases, a 1% increa

8.9% increase in total kerosene consumption, i.e. more than a proportionate increase 
emand for kerosene. Urban population is a limiting factor for kerosene 

sumption in Ethiopia. Urban pop
urban population growth at the rate of 4.1% per annum during the last 15 years. 

The study tries to forecast demand for kerosene in 2005–2020. Between 1991– 2004, 
sehold kerosene demand has been 

Forecasting of the demand for kerosene was based on econometric model. The total 
n kerosene demand will be 275,470 m3 in 2006, 346,

in 2015 and 594,166 m3 in 2020. The Addis Ababa kerosene demand will be 111,420 
n 2006, 134,930 m3 in 2010, 168,400 m3 in 2015 and 204,030 m3 in 202

study attempts to overview the demand and supply of household fuels in Ethiopia, in 
eral, and commercial fuels, in particular. We will also comp

nominal prices and the amount of energy per unit cost for important fuels. Even 
gh fuel wood has the lowest quality, it is the cheapest energy so

household fuels and that is why poor households preferred to consume it. Kerosene 
omes the most expensive fuel than wood as well as charcoal. W

ol

 
1 The final version of this article was submitted in November 2006. 
2 International Livestock Research Institute, P.O. Box 5689, Addis Ababa, Ethiopia 
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1. Background 
 
The study provides a brief overview of kerosene demand in Ethiopia. The country has 
experienced many changes in its energy consumption patterns both in quantity and 
qualitative terms since the introduction of kerosene as household fuel. This can be 
explained using two factors. The first factor is based on population growth and 
demographic changes in household size and age groups. The second factor is the 
change per capita income and in economic development. Household kerosene 
energy consumption is expected to increase as economy develops, rise in per capita 
income and change in life style. The pattern of household energy consumption 
represents the stage of economic development.  In Ethiopia, energy consumption per 
capita is much lower than many developing countries. As economy develops, more 
and clean energy is consumed. It is natural for people to pursue a better life, which 
often means improve their proper cooking, heating and lighting source of energy to 
modern commercial fuels.  
 
In addition to population growth and economic development, household also change 
their choice of energy source due to different reasons, such as rise in energy price, 
availability and convenience. Energy consumption of individuals also increases with 
increase in disposable income. Households with better income consume greater 
quantity and more convenient forms of energy. 
 
The recent rise in kerosene price is the largest shift in price which have occurred 
during the last 20 years, before kerosene was not that much popular as household 
energy fuel in Ethiopia. Recently kerosene price has increased by 37 percent over the 
past few years to 4.12 (Ethiopian Birr) ETB per litre from its recent price of 3.00 ETB 
per litre. The increase was made in two consecutive periods. Initially it has increased 
by 5 percent and in the second round adjustment was made by increasing 32% to 
4.12 ETB per litre on August 27, 2006.  
 
The first impact on the households is it reduces real income. Further higher inflation 
rate will lower the purchasing power of the poor who have fewer instruments to hedge 
against the kerosene price increase. The biggest impact will be on poor households, 
which used kerosene for cooking and lighting. It is not well known whether the 
pressure of higher price will lead to significant switch in energy consumption from 
kerosene to biomass (fuel wood, crop residue and dung). High energy prices should 
be viewed as a signal to reduce the heavy reliance on kerosene and make use of 
alternate clean energy resources. And more substitutions are likely if it continues its 
upward shift. 
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Th e 
lev in 
kerosene co n and 
population g

.1 Objective of the study 
 

he main aim of this study is to forecast the demand for urban kerosene consumption 
based on per capita income. Most o ed in subsequent analysis is based 

n population census and population forecasted by Central Statistics Authority (CSA). 
as will 

gro
 
The er, 
loca  a 
sub
 
1.2
 
Ker nometric 
models are based on observed relationships between actual kerosene consumption 
and ed 
from
 
Ker ita 
inco ion 
pow ns 
are
 

e primary factors which influence modern energy consumption in Ethiopia ar
els of per capita income and population growth. However, a significant change 

nsumption has occurred as a result of change in urbanizatio
rowth. 

 
1

T
f the data us

o
B ed on population growth, it is estimated that kerosene demand in Ethiopia 

w at the rate of 5.6 % annually from 2006–2020. 

 study does not take into account the use of commercial energy mix. Howev
l production of alternative fuels like ethanol has been recommended as
stitute fuel for kerosene. 

 Methodology 

osene demand has been projected using econometric models. Eco

 explanatory variables. Time series of kerosene consumption has been sourc
 Ethiopian Petroleum Corporation (EPC). 

osene consumption is a log log (double logarithm) non-linear function of per cap
me through time as indicated above. Such fitting represents higher explanat
er of the demand on population. The kerosene demand extrapolation equatio

 presented below for urban and Addis Ababa, respectively. 

)()( ncomepercapitaibLnaKeroUrbanLn t +=  

)()( ncomepercapitaidLncKeroAALn t +=  
 

 
ral 

, Kerourban and KeroAA is the urban and Addis Ababa 
erosene household consumption, and per capita income in urban and Addis Ababa 

population, respectively. The above extrapolation equations explain that as per capita 
income increases the demand for kerosene increases. 

where, a, b, c and d are parameters to be estimated by the model. Ln is the natu
logarithm function, t is time
k
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l, macro-economic indictors like Gross Domestic 
roduct (GDP) per population has been taken to be the primary explanatory variable. 

he most striking feature of the Ethiopian energy sector is over consumption of low 

uel energy is heavily dependent on 
aditional biomass. Biomass provides more than 94% of the total energy 

nsumption is essentially linked to urban 
opulation growth rather than rural population. Almost 95% of kerosene consumption 

h is low grade household energy (wood, dung and crop residue) will be 
placed by commercial energy sources. Kerosene and electricity are grouped under 

modern energy. The share of kerosene was the least among other energy sources in 

In forming econometric mode
P
An increase in per capita income will lead to an increase in the demand for kerosene. 
Urban population structure reflects the degree of urbanization. Similarly an increasing 
rate of urbanization will lead to an increase in demand for kerosene. These variables 
are technically referred as robust variables. They indicate the pace and composition 
of economic progress. They also capture the underlying structural changes in the 
various economic sectors of the economy. The demand for kerosene projection has 
been developed based on assumption regarding the future path of the Ethiopia 
economy. In the extrapolation, GDP is assumed to grow at the rate of 6% per annum. 
 

2. Overview of household energy consumption in 
Ethiopia 

 
T
grade traditional energy sources and under consumption of high quality modern fuels 
(electricity, liquid petroleum gas (LPG) and kerosene). Despite the poor 
documentation on production and consumption of wood fuel, (EFAP 1994) estimated 
that wood provided 78% while dung and crop residue provided 16% of household 
energy requirement in 1992. The country’s f
tr
consumption in the country and only 6% of household energy is dependent on 
commercial fuels in 1992.  
 
Household fuel consumption is significantly dependent on location. There is a 
difference in energy consumption between rural and urban households. In urban 
areas energy expenditure constitutes a significant portion of the total household 
expenditure. Growth in kerosene co
p
is in urban areas. EFAP (1994) estimated that kerosene replaced woody biomass 
mainly for cooking in urban areas, which used to be only 8% in 1992 (see Table 1). 
Urban households still rely on non-commercial energy, biomass fuels. Wood provided 
62% while dung and crop residues provided 27% of the energy requirement in 1992. 
Electricity constituted 3% of the household energy requirement in 1992 and it is 
mainly used for household light energy.  
 
The forecast of urban household energy use in 2014 is very surprising; almost 35% of 
biomass, whic
re
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ievement in terms of substituting low grade traditional energy 
ources to more modern and commercial energy sources. This indicates that as 

ption is growing faster than biomass.  

nd crop residues provided 20% of 

wer investment for a new installation of electricity in 
ption of modern energy in rural areas is still very low 

ear 2014 the consumption of electricity and kerosene is 

Rural (%) 

1992, however, its demand has expected to rise tremendously and replace lower 
grade energy sources in the future. Kerosene consumption will reach 20% of the total 
energy consumption and the use of electricity will grow to 15% in 2014. There is a 
very significant ach
s
urbanization increases kerosene consum
 
Rural households rely largely on non-commercial energy, bio-fuels. EFAP (1994) 
estimated that in rural areas fuel wood provided 66% while dung and crop residues 
provided 34% of energy requirement in 1992 (see Table 1). The importance of 
biomass energy in rural sector will continue at least in the near future and it is unlikely 
to provide significant amount of modern energy to rural areas of Ethiopia. It is 
rojected that wood fuel provided 68% while dung ap

the energy required in rural areas in the year 2014. The percentage consumption of 
fuel wood forecast as well as commercial fuels in 2014 does not show much change 
in rural areas, however, there will be a significant increase in the consumption of 

odern fuels and increase in pom
rural areas. Projected consum
compared to biomass; in the y
5% and 2%, respectively. The forecast of kerosene and electricity in rural areas is 
mainly used for light energy. 
 
Table 1:  Household fuel energy consumption in Ethiopia 

Urban (%) 
Source of energy 

1992 2014 1992 2014 
Wood /charcoal  62 42 66 68 
Dung 16 8 20 13 
Crop residue 11 5 14 7 
Electricity  3 15  0 5 
Kerosene  8 20 0 2 
Other 0 10 0 5 
Total 100 100 100 100 

Source: EFAP (1994). 
 

he household sector accounts for 90% of overall energy consumption in Ethiopia. 

 

T
This indicates that Ethiopia is at low level of industrial development and country’s 
industrial kerosene consumption is still lower than the household energy consumption 
for kerosene. Strong correlation exists between energy consumption and per capita 
income as well as population growth, the development of infrastructure and the 
availability of biomass energy in the area.  
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994). Fuel wood is mainly consumed for cooking and heat. In addition to these uses, 
a

wood nuously during the night to avoid darkness. Per capita 
sum d differs from place to place both in rural and urban. The 

but the projected supply will reach 21.8 million with 

hes. The average volume per hectare for 
3 3

2.1 Biomass fuel 
 
Almost more than 95 % of the fuel wood is consumed in rural areas. It is estimated 
that total per capita energy consumption is 2.1 kg of wood fuel equivalent per person 
per day (CEPPE 1987). In 1990, Amibara Irrigation Project II estimated similar result 
and consumption of fuel wood was 15 kg/household per day or 2.5 kg/person per 
day. 
 
About 24 million m3 of wood is produced annually of which 90% is used for household 
fuel consumption and only 10% is used for industrial and building purposes (EFAP 
1
there re also villages where fuel wood is also used as light. Such villages let fuel 

burning conti
ption of fuel woocon

average estimated consumption of fuel wood per household was 440 kg per annum 
Consumption of firewood energy in the household mainly depends on household size. 
There is a high positive correlation between household size and total domestic fuel 
use.  Fuel wood consumption for cooking and making ‘injera’ is very common in 
Ethiopian cities and peri-urban areas. In big towns where electricity is available, 
significant households use kerosene for cooking and electricity for making ‘injera’ 
substituting fuel wood. 
 
The projection of sustainable fuel wood supply from all forest types is 8.8 million m3 
without any intervention 
intervention scenario by 2014 (EFAP 1994). The woody supply from trees outside 
forests is mainly fuel wood for the rural population, wood for fencing and construction. 
The supply of fuel wood from farm homesteads was estimated at 80 thousand tonnes 
per year (FAO 2001). 
 
The available supply of forest does not exceed more than 14 million hectares in 
Ethiopia. From this about 5 million hectares is shrub land and other 5 million hectares 
is bush land. Wood land and plantation cover only 2000 and 255 hectares, 
respectively (EFAP 1994). 
 
The wood supply from woodlot land mainly derived from two major sources, i.e. farm 
forestry and the woody vegetation patc
closed high forest is estimated to range from 30–120 m  per hectare and up to 50 m  
per hectare for open forest. The annual incremental yield from all available forest was 
estimated at 14.4 million m3 while the demand was 47.7 million m3 for the year 1992 
(EFAP 1992). 
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 cover 16% of the land area in the early 1950s were reduced to 3.6% in the early 

he wood scarcity is a manifestation of much deeper and rooted problem of poverty. 
n from which household 

canno  (Loughram tt 1996). If fuel wo tituted by 
dung , there is de off b  using c sidue an g as 
in re and burning  a fuel. Thi ternative en y sources m have 
s tial financial costs as well pportunity c ts. Dung is used for cookin  rural 
p a but it is also an ortant source of fertilizer,  using it for n 
h e effects on soil fertilit t is why h energy sources will vanish  their 
e ough time. If wood is tituted by dern and co ercial ener  poor 
h olds may not afford such fuels. 
 

al household fuels in Ethiopia  

and now it dominates commercial cooking 

Fuel wood shortage is becoming a serous problem in Ethiopia. The main cause of 
this shortage is population pressure. In 1984 the population of Ethiopia was 42.2 
million and growing at 2.95 per annum. In 1990 it was estimated at 50.6 million out of 
which 89% lived in rural areas. It grew to 61.7 million in 1999 out of which 85% lived 
in rural areas (CSA 1998). Fuel wood collection took an hour or two a generation ago 
while today it takes the whole day (Eckholm 1975). The forest resource that was used
to
1980s and further declined to 2.7% in the early 1990s (FAO 2001).  FAO (2001) 
compiled forest assessment report and indicated the forest resource available for fuel 
wood supply remains only 14 million hectares. The total area of natural forest is 
expected to decline at the rate of 62 thousand hectares per year (FAO 1990). 
 
This condition can be easily described using the trend observed between fuel wood 
supply and demand. The fuel wood demand and supply projections documented by 
EFAP (1994) indicated that the demand for fuel wood was 58 million m3 whereas the 
supply was 11 million m3 indicating the deficit was more than four times the supply. 
The same document had shown a deficit projection of 55 million m3 in 2004, 65 
million m3 in 2008 and 80 million m3 in 2014. The projection made for the year 2020 
indicated that the demand will reach to 100 million m3 against a supply projection of 
7.7 million m3 envisaging a deficit of 92.3 million m3 (EFAP 1994). 
 
T
Actually, firewood is an important input to household consumptio

t easily substitute
 and crop residue

and Pritche od is subs
 a tra etween rop re d dun

puts for agricultu  as s al erg ay 
ubstan as o os g in
arts of Ethiopi  imp and fuel ca
ave advers y. Tha suc  in
nergy use thr  subs  mo mm gy,
ouseh

2.2 Commerci
 
Modern household fuel consumption in Ethiopia is dominated by kerosene. This 
change in energy consumption pattern can be more easily understood if one looks 
closely at fuel switch by end use. The cooking energy source has gradually changed 
since kerosene is introduced in Ethiopia. With rapid urbanization, kerosene as 
household fuel has been expanded rapidly 

el.  fu
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ommercial energy is consumed in urban areas. The per 
apita modern fuels consumption in Ethiopia is about 0.02 tonnes of oil equivalent 

asing power of the poor is the main problem.  

ot only triggers changes in the type and form of energy used but also implies a much 

portant determinants of demand. Prices may be depressed by subsidies. Due to 

In Ethiopia, the major part of c
c
(TOE) or 20 kg/year (UNDP 1995), among the lowest modern energy consumption in 
the world. The low level of modern energy consumption is caused by both supply and 
demand side problems. On the supply side, low electricity generation, shortages in 
foreign exchange, inefficiency of service providers, imperfections in energy markets 
and lack of infrastructure are some of the problems. On the demand side, low 

urchp
 
A more profound examination of the potential for increasing the consumption of 
modern fuels requires an understanding of the overall energy demand of urban 
households. As the population moves from rural communities to increasingly crowded 
urban cities, their energy use patterns change towards modern fuels (Barnes 1995). 
Most of the potential additional demand for modern energy in urban households will 
come from substituting for biomass fuels. 
 
The consumption of commercial energy and the standard of living are positively and 
non-linearly correlated (Goldenberg and Johannson 1995). This implies that with 
economic growth, especially at the lower level of development, we expect rapid 
growth in the demand for commercial energy. Accessibility and affordability of modern 
fuels will be still in question and affected by costs, especially for poor households.  
 
Many researches indicate that the pattern of urban energy demand generally reflects 
the prediction from the ‘energy ladder’ hypothesis that states share of traditional fuels 
use decreases with economic development while those of modern fuels increase. 
This implies electricity and kerosene replaces wood as the primary cooking fuels. The 
three stone fire is abandoned and charcoal and kerosene stoves and LPG cook 
stoves become the cooking devices of choice. The population growth in urban areas 
n
higher demand for energy. Per capita use of energy increases significantly as the 
population moves from rural communities to urban (Karekezi 1999). 
 
Energy prices in general and the relative prices of different fuels in particular are 
im
the subsidized prices of electricity and kerosene in Ethiopia, consumption was 
increased tremendously. Poor households generally expend proportionally more on 
energy than richer households and hence higher energy costs will have a larger 
budgetary implication for the poor (Bereket et al. 2002). Compared to the poor, the 
non-poor households expend relatively more on modern forms of energy and less on 
traditional forms. 
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 Addis 

gnificant growth in 

2.3 Kerosene 
 
Kerosene is used as a main source of cooking fuel in urban areas and used as a 
source of light in rural areas. Ethiopians cook tea, vegetable soup or ‘wat’ to eat with 
‘injera’, as well as boil water, make coffee and other purpose several times a day. 
Many urban dwellers cook ‘wat’ with kerosene or charcoal stove and bake injera on 
an open fire or electric stove. Kerosene is becoming a primary source of fuel energy 
for cooking in urban areas although wood and charcoal continue to be widely used. 
Daily household energy consumption in Addis Ababa estimated at 63.8 mega joule 
(MJ) and the daily per capita energy consumption amounts to 11.5 MJ or 0.81 kg air-
dried wood equivalent (CEPPE 1985). The frequent use of different fuels in
Ababa is presented in Table 3. In 1985, kerosene was used as a backup fuel by 37% 
of the household in case fuel wood is not available while wood was used frequently. 
However, in 1994, the situation became different; kerosene has become a primary 
source of cooking fuel. Kerosene was used as cooking fuel in 80.2% of households in 
Addis Ababa.  
 
The frequent use of charcoal and wood has declined in the same time period. In 10 
years period kerosene has displaced 43% of biomass users and obliged to switch 
their energy consumption to commercial fuel. This shows a si
supply of kerosene between 1985–1994. Like wise, 10% of households switched their 
energy source to electricity. This also leads to a steady growth in demand for electric 
stove in Addis Ababa. 
 
Table 3: Change in Addis Ababa household energy demand and frequency of 

use for cooking during 1985 and 1994 
Fuel % use in 1985 % use in 1994 Difference 

Kerosene 37.1 80.2 43.1 
Charcoal 91.4 79.0 -12.4 
Wood 93.5 64.7 -28.8 
Electricity 21.0 31.1 10.1 

-3.5 
Others 0 2.4 2.4 
LPG 13.1 9.6 

Source: EELPA (1987); EPC (1995).  
 
There is close correlation between income level and energy consumption. A study 
reveals that poor households are the least consumers of modern energy and shows 
that total energy increases with income (Sonkona 2005). Households with higher 
socio-economic status and level of education consume more energy and are better in 
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nsumption in Addis Ababa. The 
verage per capita household energy consumption in 1986 dropped to 12.1 MJ after 

ok the place of charcoal as primary source 
f cooking fuel in 1988. 

a position to acquire modern energy such as electricity. Energy source serves as an 
indicator of the level of poverty of the household. 
 
The evolution of kerosene consumption in Addis Ababa is quite interesting. The 
average per capita household energy consumption was 21.4 MJ in 1978. Wood was 
a primary source of fuel in Addis Ababa and it was providing 65% of fuel consumption 
in 1978. Modern fuels were only providing 16.2%. Kerosene was providing quite very 
low proportion and it was only 6.6% of energy co
a
wood fuel has become increasingly unavailable and expensive in Addis Ababa. In 
1986, the dominance of biomass fuel is slightly reduced and the introduction of 
commercial fuels has been increased from the level of 16.2% to 20.6% in Addis 
Ababa (see Table 4). At this time charcoal was a primary source of cooking fuel in 
Addis Ababa.  In 1986, charcoal consumption is slightly higher as compared to 
kerosene (17.3% and 14.3%). Kerosene to
o
 
Table 4:  Average per capita household energy consumption in Addis Ababa 

Fuel type 
Consumption 

1978* 
MJ 

Share in %  
1978 

Consumption 
1986** 

MJ 

Share in % 
1986 

Biomass     
     Wood 13.9 64.9 4.2 34.7 
     Charcoal 3.4 15.9 2.1 17.3 
     Wastes 0.6 3.0 3.2 26.4 
Modern fuels     
     Kerosene  1.4 6.6 1.8 14.3 
     Electricity 0.6 2.8 0.8 6.3 
     Others 1.4 6.7 0 0 
Total 21.4 100.0 12.1 100.0 

Source: * CSA (1985); ** CEPPE (1987).  
 
In 1991, kerosene constitutes 46.6% of household energy demand for cooking in 
Addis Ababa. The total share of commercial fuels is close to 58% of energy demand 
for cooking. Charcoal is the second source of cooking fuel particularly used for coffee 
making and occupies 22% of the total energy demand for cooking in Addis Ababa in 
1991 (Table 4). Kerosene consumption grew to 48.5% while electricity for injera 
making grew to 14.6% in 1994. This shows that total substitution effect of commercial 
fuels for cooking household energy has reached to 63% in 1994. The effect of 
substitution is very fast and the diffusion is much higher in the latter years. 
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 455 thousand tonnes of woody biomass in 1992 (EPC 
995). Kerosene’s substitution effect grew to over 640 thousand tonnes of woody 

Kerosene displaced over
1
biomass in 1994, an increase of 50%. Fuel switching is equivalent to yield of 288 
thousand m3 of wood, representing the sustainable yield of 19 thousand hectares of 
prime eucalyptus plantation. This represents a major source of fuel substitution in 
urban areas which undoubtedly has reduced pressures on woody biomass in the 
country side. 
 
Table 5: Change in Addis Ababa household energy demand and use for 

cooking during 1991 and 1994  
Fuel use 1991 1994 % share in 1991 

Bio-injera 147,432 183,441 15.1 
Electric-mitad 111,137 194,024 11.3 
Charcoal 215,458 248,141 22.1 
Kerosene 455,400 642,192 46.6 
Others 47,130 56,342 4.8 
Total 976,557 1,324,139 100.0 

Source: EPC (1995). 
 
This positive environmental effect has been one of the major reasons for importing 
kerosene and substituting it for domestic use since 1980s. The major rationale 
underpinning kerosene imports was to offset woody biomass demand and reduce 
deforestation. Petroleum imports that were close to 142 million ETB in 1991 grew to 
1.4 billion ETB in 1996, and climbed to 2.174 billion ETB in 2000. Petroleum import 

1986. Ker e to rise dramatically and imports 
represen  thousand st ove n in 199
 
In Ethiopia, the proportion of households which co e kerosene is n the 
middle income class. As inc creases to h level, the con tion of 
k eclines. Electricity accounts for a larger share of energy req ent as 
in  increases. In Ethiopia, Kebede (2001) classified urban househol to five 
in roups and found that 47.7% of the househol ere very poor an or, and 

n household income. On the other hand, 41.2% of 
e rich and very rich households controlled up to 77.7% of the urban household 

 

was close to 2.674 billion ETB in 2003. In the beginning of 1990s, Ethiopia spends 
over USD 20 million per annum on household kerosene compared to USD 3 million in 

osene imports for household use continu
t 125 tonnes which co r USD 35 millio 4.  

nsum higher i
ome in igher sump

erosene d uirem
come ds in
come g ds w d po

control only 15% of the overall urba
th
income. Typical activities of the average urban resident is usually more modern and 
energy intensive than the activities of a rural resident. Consequently, the ongoing 
rural–urban demographic shift is expected to result in a large increase in modern 
energy consumption (Karekezi 2002). 
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st source of energy in rural areas. 
erosene is not yet being introduced in countryside as a source of fuel for cooking. 

.4 Electricity 

Electrification f de hro ntr  
used tion with  urban are r resident and manu ing. 
Only 57.4% and 2.7% of u  households used electricity for lighting and cook ng in 
1996, respectively. While only 0.7% of rural seholds us ctricity for lighting, 
n  with it. Apa m this inefficiencies, the reliability and ava ty of 
e lled electric ystem is ve w. Howeve ational figu how 
c nal varia nsumption demand patte s of 
e s could due to the varying demand in gions an ts of 
s ernative en  sources wh also have large influence  
c n pattern and  of ene consumption i the regions. A ther 
r  could be the leve estment p  undertaken e regions. 

lectricity is the primary source of light in urban areas. Electricity accounts for a 

In rural household, kerosene consumption is very low as compared to urban. This is 
because fuel wood is more available and cheape
K
However, 73% of the household use kerosene for lighting, only 0.7% from electricity 
and 26.3% use other traditional lighting mechanism mainly ‘Chakma’ seed3 in the 
northern part of Ethiopia in 1996. 
 
More options exist in urban areas even for the poor as compared to their rural 
counterparts. For instance, while the budget share of electricity is the highest for the 
non-poor; firewood occupies that position for poor households. As a more efficient 
source of heat compared to firewood, policy may have to take charcoal as an 
important energy source for urban poor in the short run. Moreover, poor households 
expand the same amount of their energy budget on kerosene as on charcoal 
underscores the possibility that kerosene is realistic substitute for biomass fuels even 
for the poor in urban areas in the long run. 
 
2
 

 is at an
 in associa

 infant stage o
 larger

velopment t
as fo

ughout the cou
ial use 

y and largely
factur

rban i
hou ed ele

one cooked rt fro ilabili
xisting insta ity s

tion in both supply and co
ry lo r, n res s

onsiderable regio rn
lectric power. Thi  be  the re d cos
upplying alt ergy ich  on the
onsumptio  the level rgy n no
eason l of inv rojects  in th

 
E
larger share of energy requirement as income increases. Mostly the upper income 
class consumes electricity for cooking.  
 
More than 98% of electric power is generated through hydropower energy while 2% 
from thermal energy. The main hydropower energy sources are Finchaa power 
station which accounts for 48.9% of the total electric power generation and the two 
Tis Abay stations generate 25.6%, the three Awash stations 10% and the Melka 

                                                 
3. Chakima is a seed of ‘Gloziet’ tree and used for light purpose in rural areas. The seed contains oil like 
substance after extraction and has similar characteristics like that of kerosene.    
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Wakena station 15.5% (NBE 2002). The supply of hydroelectricity is somewhat 
constrained by capacity limitations for many years in 1980s and 1990s and supply 
has now started to increase after 2000.  
 
Table 6:  Electric power generation in Ethiopia in 2000–2003 

Year 
Electric 
power  

(× 106 kwh) 

Urban 
population 

(× 103) 

Total 
population 

(× 103) 

Kwh per 
person  
(× 103) 

Total per 
capita 
(× 103 

kwh/person 
2000/1 54,022 200 36.8 1,992 9,473 
2001/ 2,130 9,886 5 21

2,142 10,307 207 37.6 
2,311 10,747 215 39.6 

2 5,458 5 38.4 
2002/3 56,913 
2003/4 58,382 

S tional Bank of Ethio . 
 
The total electric power supp 1,992 million 000/01 and gr o 2,311 
million kwh in 2003/04, indicating 16% increa ly between 2000–03. This 

ration has met only 1.791 million urban households’ energy 
quirement. Per capita modern energy consumption has been increasing over the 

eas without 
dequate access to electricity. Introduction of electricity tends to change the energy 

ource: Na pia (NBE)

ly was kwh in 2 ew t
se in supp

electric power gene
re
last few years in Ethiopia and it is expected to increase further as investment in 
hydropower generation increases in the future. However, the current per capita power 
generation is very low in Ethiopia compared to other least developing countries. The 
average per capita power generation is close to 38 thousand kwh/annum per person 
between 2000–04. If the per capital power generation is calculated only for urban 
population, it amounts to 209 thousand kwh/annum per person. This is very low 
compared to other developing countries. 
 
The use of kerosene, wood and charcoal seems to predominate in ar
a
consumption pattern as demonstrated after connection to electricity, the use of 
kerosene, wood and charcoal decreased, with the largest drop being in the use of 
wood because it is also used for cooking injera and lighting. 
 
2.5 Liquidized petroleum gas (LPG) 
 
LPG is used mainly for cooking in the urban household. The demand for LPG has 
declined over the last ten years (1994–2004). This is because LPG is becoming the 
most expensive cooking fuel in Ethiopia. The supply of LPG also dropped significantly 
due to decline in demand. The highest total LPG supply was 8,227 m3 in 1994 and 
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ince the major LPG consumers are higher income 
roup, they switched to electricity. 

 m  in 1991 and has increased to 244 
ousand m  in 2004. While the international price of kerosene doubled within the last 

sene which was USD 269/m3 in 2002/03 it is USD 418/m3 

sumption 

now dropped to the level of 700 m3 in 2000. Over the same period, LPG demand 
declined at the rate of 23% per annum.  
 
Unlike kerosene, the demand for LPG is price elastic for higher income groups. This 
implies an increase in price would persuade customers to alter their behaviour 
towards other source of energy. S
g
 

3. Household kerosene demand projection  
3.1 Trend analysis 
 
Kerosene supply in Ethiopia has more than tripled over the period between 1991–
2004. During the same period kerosene supply4 grew at the rate of 6.8% per annum. 
The total supply of kerosene was 71,634 3

3th
five years, the price of kero

5.  in 2004/0
 
The household sector remains the dominant kerosene consumer in Ethiopia and most 
of the future demand growth comes from the household sector. Household kerosene 
demand in Ethiopia has also tripled over the period 1991–2004. Between 1991–2004, 
household kerosene demand5 has been growing at the rate of 5.9% per annum. The 
total household demand for kerosene was 100,668 m3 in 1992 and has reached 
219,605 m3 in 2004. Non-household consumption of kerosene was insignificant 
during the period 1991–99 and below 5% of the total consumption. Major non-
household kerosene consumers are construction, agriculture, EELPA and defence 
sector. We have noticed that non-household kerosene consumption has increased to 
10% during the period 2000–04. This is due to an increased investment in the 
construction sector. EELPA has also significantly increased kerosene con
during the last five years. Industry has reduced its kerosene consumption by 80% and 
probably it may have been switched its energy consumption to other alternative 
sources. 
 
The demand for kerosene has significant variation in regions and location appears to 
be as an important determinant. Only three regions consume 75% of the total 
household supply in Ethiopia. Addis Ababa, Central and Eastern part of Ethiopia have 

                                                 
4 (-. Kerosene supply follows an exponential trend and can be represented by a regression equation:  Y = e
123.1+ 0.068t), where, Y and t  are kerosene supply and time, respectively. 
5. Kerosene demand follows an exponential trend and can be represented by a regression equation: 
 X= e(-106.6+0.059t), where, X and t are kerosene demand and time, respectively. 



Elias Mulugeta:  The demand for kerosene and per capita income in Ethiopia 

 
50 

oreover, the regional distribution of kerosene consumption in the country has shown 
17.5 and 9.8% of 

kerosene was co  in Addis Ababa, Oromi Na  
Nati es Peop P) in ctiv , th  Add a 
decli 9% the a, A and rn 
Peoples' Regions increased to 25.7, 11.6 and 11.5%; respectively, in 1996
 
T ply of hous kerosene gro the rate .9% per m 
in the last 15 years in Addis A erosene  has al  doubled e 
p 991–2004. The availabl 3 91. It g to 

 trend analysis shows the supply of kerosene 
as been close to 60% of the total household supply in early 1990s and has slowly 

iopia has also shown significant increase in 
991–2004. The supply of household kerosene has been growing at the rate of 9.5% 

jections 
 

the lowest was in 1998 and amounts to 90%. 

consumed 40, 21 and 14% of the total household consumption in the period 1996–
1999, respectively. 
 
M
significant shift. Kerosene retail sales across regions show 61.8, 

nsumed
le (SNN

 .On the o

a and Sout
ely. In 1996

hern 
e share of

 

tions and
is Ababonaliti

ned to 4
 1992, respe
r hand, the share of Oromi mhara Southe

. 

he sup ehold  has been wing at  of 4  annu
baba. K  supply most  in th

eriod 1 e supply was only 41,572 m in 19 rows 
close to 98 thousand m3 in 2004. The
h
dropped to 40% in late 1990s. Indicating the share of other regions has increased 
significantly. 

 
Available kerosene supply in central Ethiopia has shown significant growth in the last 
15 years. Kerosene supply was close to 15% of the total household supply in 1991 
and has slowly grown to 22% in 1998. On the average, kerosene supply in central 
Ethiopia accounts for 21% of the total household supply in the period 1996–99. The 
supply of household kerosene has been growing at the rate of 8.6% per annum in the 
last 15 years. Kerosene supply is estimated to be 51,200 m3 in 2004. 
 
Available kerosene supply in Eastern Eth
1
per annum in the last 15 years. The supply was close to 5.8% of the total household 
supply in 1991 and has slowly grown to 15% of the total supply in the late 1990s. On 
average, kerosene supply in Eastern Ethiopia accounted for 14% of the total 
household supply between 1996–99. Kerosene supply has reached the level of 34 
thousand m3 in 2004. 
 
3.2 Household kerosene demand pro
 
The total urban kerosene consumption is divided into household and non-household 
consumption. The total household kerosene consumption accounts for almost 90–
99% during 1991–2004 depending on a particular year. The highest proportion of 
kerosene consumption was in 1997 which was 99.2% of the total consumption and 
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higher than the national population growth. 
his rapid growth in the urban population has major implications on the consumption 

l consumption. Therefore we only extrapolate the 
rojection of household consumption particularly used for cooking in urban areas. 

wing fast at the rate of 3.0% per annum and reached 
ban population alone is expected to reach over 21 

illion in 2020 from the current 11.6 million. There has been a change in the annual 

ead and electricity consumption affected kerosene consumption and 
ese factors were positively correlated with kerosene consumption, both at the 

The demand for kerosene is highly correlated with urban population. The rate of 
urban population growth in Ethiopia is 
T
of energy, particularly modern energy. The total kerosene demand projection is highly 
dependent on urban population rather than rural. This is because rural population 
consumes kerosene only for light and the amount of kerosene consumption for light 
purpose is less than 5% of the tota
p
 
The population of Ethiopia is gro
over 72 million in 2003. The ur
m
population growth rate from 2.18% between 1955 and 1960 to 2.43% between 1975 
and 1980. Even if it is not included in our model, income, prices, and household size, 
other socio-economic characteristics of households may also affect the demand for 
kerosene. Habtamu (2001) analysed determinants of kerosene consumption in 
Ethiopia and shows that family size of the household, education level of the 
household h
th
national and urban level scenarios. 
 
The result of kerosene demand regression is presented in Table 7. A regression was 
fitted based on kerosene supply data collected from Ethiopian Petroleum Corporation 
(EPC) and per capita income . The specification of the demand equations is non-
linear and log log function as many literatures indicated. Both Addis Ababa and urban 
demand regressions are well behaved and the proportion of explained variation or 
coefficient of determination (R2) is high: 0.88 and 0.75 for Addis Ababa and urban 
demand regressions respectively. The t-value for per capita income demand elasticity 
coefficients is highly significant at 99% confidence probability. The standard errors of 
the coefficients are very small and indicating reliable. 
 
Table 7: Regression results of kerosene demand in urban and Addis Ababa  

 Variables/ Coefficients Std error t-value Significance R2 

Urban      
Constant -48.3 15.3 -3.2***   
LN (Per capita income) 8.9 2.3 3.9*** 0.002 0.75 
Addis Ababa      
Constant -38.2 7.7 -5.0***   
LN (Per capita income) 7.3 1.1 6.4*** 0.000 0.88 

* Significant at 1% probability level. 
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n from 2005–2020. There is a difference in growth rate of urban 
opulation from town to town depending on the rate of urbanization. The rate of 

The projection and extrapolation of kerosene was done based on the CSA urban 
population projectio
p
growth of total urban population growth is less than the Addis Ababa population. In 
general, the urban population has grown on the average at the rate of 2.7% while 
Addis Ababa population has grown at the rate of 4.1% per annum during 1991–2005. 
The projection of household demand for kerosene for Addis Ababa has computed 
separately from the total urban towns because of their difference in population 
growth. 
 
Kerosene consumption is a log log (double logarithm) non linear function of per capita 
income through time as indicated below. Such fitting represents higher explanation 
power of the demand on population. The kerosene demand extrapolation equations 
are presented below for urban and Addis Ababa, respectively. 
 

)(9.83.48)( ncomepercapitaiLnKeroUrbanLn t +−=  

 
)(3.72.38)( ncomepercapitaiLnKeroAALn t +−=  

 
Where, Ln is the natural logarithm function, t is time, kerourban and KeroAA is the 
urban and Addis Ababa kerosene household consumption, and per capita income. 
The above extrapolation equations explain that the demand for kerosene is log log 
function of population and as population increases the demand for kerosene 

creases, correspondingly. The demand for total kerosene in Ethiopia is income 

baba. Such result can be confirmed by calculating the 
xponential growth rate of kerosene consumption in Addis Ababa and urban areas as 

ne in urban areas is 
e in Addis Ababa is 4.9% 

and 594,166 m3 in 2020. 

in
elastic and the elasticity coefficient is 8.9. This indicates that 1% increase in per 
capita income will result in 8.9% increase in total kerosene consumption in Ethiopia, 
i.e. more than a proportionate increase in demand for kerosene. The demand for 
kerosene in Addis Ababa is also income elastic. The elasticity of demand for 
kerosene is 7.3 and 1% increase in Addis Ababa population will result in 7.3% 
increase in kerosene consumption. This shows that the major consumption of 
kerosene is Addis A
e
a whole. The exponential growth rate of the demand for kerose
5.9% whereas the growth rate of the demand for Kerosen
per annum. 
 
Total urban and Addis Ababa kerosene demand projection has conducted based on 
EPC kerosene supply data and CSA population projection. The result of projection 
estimate is presented in Table 8. The total urban kerosene demand will be 275,472 
m3 in 2006, 346,902 m3 in 2010, 457,190 m3 in 2015 
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The predicted kerosene demand is quite impressive in terms of its accuracy and 
reliability. The total Addis Ababa kerosene demand will be 111,416 m3 in 2006, 
134,929 m3 in 2010, 168,393 m3 in 2015 and 204,028 m3 in 2020. 
 
Table 8: Ethiopian urban and Addis Ababa household kerosene demand 

projections for 2005–2020 (m3) 
Year Urban Addis Ababa 

2005 259,854.4 106,000.8 

2006 275,472.0 111,416.2 

2007 291,991.0 116,942.0 

2008 309,403.6 122,709.6 

2009 327,733.4 128,725.8 

2010 346,902.3 134,928.6 

2011 367,066.5 141,180.7 

2012 388,041.5 147,834.5 

2013 410,055.3 154,540.8 

2014 433,097.2 161,442.9 

2015 457,190.4 168,393.2 

2016 482,284.1 175,310.0 

2017 508511.4 178,540.9 

2018 535,782.4 189,643.1 

2019 564,466.9 196,821.6 

2020 594,166.1 204,027.8 

Source: Based on extrapolation and regression results. 
 
We have also able to project regions kerosene demand for 2005–2020 based on 
regions’ kerosene supply information obtained from EPC in the period 1991–2000. 

his result has presented in Table 9. Such projection could have been improved 
ast 

data w le. Despite lack of cu rm n sum n, 
kerosene projection for ons ar uite re
c y with total urban a dis Ab de figures. I is also quite 
im for b decis aking in the future. Genera
c rn regi should be en the st priority next to Addis 
A sene distributions nd investment. 
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Table 9:  Regions household kerosene demand projections for 2005–2020   
Kerosene demand projections in regions inm3 Year 

Central Eastern Southern Northern Western 

2005 54,569.4 36,379.6 25,985.4 20,788.3 18,189.8 

2006 57,849.1 38,566.1 27,547.2 22,037.8 19,283.0 

2007 61,318.1 40,878.7 29,199.1 23,359.3 20,439.4 

2008 64,974.8 43,316.5 30,940.4 24,752.3 21,658.3 
2009 68,824.0 45,882.7 32,773.3 26,218.7 22,941.3 
2010 72,849.5 48,566.3 34,690.2 27,752.2 24,283.2 
2011 77,084.0 51,389.3 36,706.7 29,365.3 25,694.7 

575.2 32,003.3 
2016 101,279.7 67,519.8 48,228.4 38,582.7 33,759.9 
2017 106,787.4 71,191.6 50,851.1 40,680.9 35,595.8 
2018 112,514.3 75,009.5 53,578.2 42,862.6 37,504.8 
2019 118,538.1 79,025.4 56,446.7 45,157.4 39,512.7 
2020 124,774.9 83,183.3 59,416.6 47,533.3 41,591.6 

2012 81,488.7 54,325.8 38,804.1 31,043.3 27,162.9 
2013 86,111.6 57,407.7 41,005.5 32,804.4 28,703.9 
2014 90,950.4 60,633.6 43,309.7 34,647.8 30,316.8 
2015 96,010.0 64,006.7 45,719.0 36,

Source: Base

 
d on extrapolation and regression results. 

and for them will significantly decline with a rise in their prices. But the 
lectricity is price inelastic. This implies electricity price increase will not 

3.3 kerosene price and price elasticity 
 
All fuels own-price elasticities are negative except that for LPG. The demands for 
firewood, charcoal and kerosene are price elastic, the one for charcoal being with the 
highest value. The demand for crop residue, dung cakes and electricity is inelastic. 
The higher price elasticity for traditional fuels like firewood and charcoal imply that 
their demand will significantly decline if their prices rise. Rise in the price of kerosene 
can lead to significant declines in consumption because of the high price elasticity. An 
increase in the price of traditional fuels is usually considered as one important reason 
pushing households towards the use of modern fuels. Cross-price elasticities indicate 
that an increase in the prices of firewood implies increase in the demand for electricity 
while that of charcoal does not affect it. 
 
Bereket et al. (2002) own-price elasticities of firewood and charcoal are high implying 
that the dem

emand for ed
change consumers’ behaviour. The recent increase in electricity tariff was not 
drastically decrease the demand for electricity. The computed cross-price elasticities 
indicate that firewood and electricity are substitutes for each other while kerosene 



Ethiopian Journal of Economics, Volume XIII, No 2, October 2004 

 
55 

e must have a fair understanding of the substitutability and complementarities of 

former. T nd for fuel are income, own price and 
cros asticit reket e  1% increase in the price of kerosene 
decr  the c n of c nd electricity by 0.05% and 0.84%, 
respe and in  of firewood  1.14%. This indicates that kerosene is 
a sub fuel for fire d imp useholds move mainly towards 
firew a percen ase in f kerosene increases mean household 
firew endit B 2.00 t al. (2002). A removal or decrease of 
kerosene subsidy crease mainly for firewood. The argument for 
keep e subsi sene t forestation by suppressing demand for 
firew sen contex se in the price of kerosene will increase 
that arcoal a s the r electricity; a percentage increase in 
price of kerosene de penditure on electricity by ETB 1.02.  
A 1% in ase in th ctri ses the demand for firewood by 0.36% 
whil easing t coal a e by 0.23% and 2.14%, respectively. In 
terms of the abso s o ts, kerosene will be affected most; with 
a pe age inc e pric icity, mean household expenditure on 
kero ecreas  1.93 nt increase in electricity tariff probably 
decr  the con f kero  increasing that of firewood. 
 
Habtam 01) indicated nsum  charcoal is negatively correlated with 
kerosene and el onsum plying that these fuels are used as 

e for fuel wood was found to 
e positive suggesting that charcoal and fuel wood are not substitutes; they rather 

et share as well as the 
lasticity of charcoal is relatively high, the results suggested that as the price of 
rewood increases households mainly shift towards charcoal; and while the mean 
udget share of other fuels is changed by less than one ETB, that of charcoal 

and electricity are complementary. The substitution between electricity and firewood 
is mainly explained by fuel used for injera preparation.  
 
W
modern and biomass fuels, in order to gauge the potential for the expansion of the 

he main factors influencing dema
s-price el ies. Be t al. (2002) a
eases onsumptio harcoal a
ctively creases that by
stitute 

ood; 
wood an

tage incre
lies that ho

 the price o
ood exp ure by ET  Bereket e

 implies in d demand 
ing th dy on kero o arrest de
ood gives se in this t. But the ri

 of ch nd depres demand fo
creases mean h
e price of ele

ousehold ex
city increacre

e decr hat of char nd kerosen
lute magnitude f the effec

rcent rease in th e of electr
sene d es by ETB . The rece
eases sumption o sene while

u (20  that co
ectricity c

ption of
ptions, im

substitutes for charcoal. However, the correlation estimat
b
seem to be complements. A percentage increase in the price of charcoal decreases 
the consumption of firewood and dung cakes by 0.61% and 6.95%, respectively, 
while increasing that of kerosene by 2.53%; the consumption of electricity is not 
affected. When charcoal becomes more expensive, households mainly shift towards 
kerosene; a percentage rise in the price of charcoal increases mean household 
expenditure on kerosene by ETB 2.28. 
 
Bereket et al. (2002) showed a percentage increase in the price of firewood increases 
the demand for charcoal and electricity by 3.10% and 0.59%, respectively, while 
decreasing that of kerosene by 0.63%. Since both the budg
e
fi
b
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dget 
share rcoal is much h cate that the 
effects on the m els,  and , is eren n 
incre n the firew urag onsu f ele ut 
disco s the use of kerosen
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are m eape  to u ed o uragi e of r. 
Energy prices are ed e ve a he p  othe s 
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but t sidy b yond city o ernm ecen e 
has sed to rnat  price ricity w 
long margi n Et owev ntly  has d 
signi y. 
 
Bere  al. ( wed e co ing e are tly 

tures for urban poor households. 
ean energy expenditure of poor and non-poor households is only 14% and 35% of 

his result is an indication that 
city is n poor household. LPG is a 

es in excess of general inflation rate.  

increases by ETB 2.68 for a percentage increase in the price of firewood. The bu
of cha igher than kerosene. The elasticities also indi

odern fu kerosene  electricity  quite diff t result; a
ase i price of ood enco es the c mption o ctricity b
urage e. 

ricing p  has an rtant bear ffect on p rns of ene demand b
ging  energy s. Particu  electricit d kerose re the tw

 with acti overnmen rventions thiopia. S idized fue
ade ch r relative nsubsidiz nes enco ng the us the forme

 subsidiz ither to gi ccess to t oor or for r purpose
slowin  the rate eforestati erosene also exp  subsidized 
he sub ecome be  the capa f the gov ent and r tly the pric
increa wards inte ional market price. The  of elect  was belo
 run nal cost i hiopia, h er, rece the tariff  increase
ficantl

ket et 2002) sho alternativ sts of us lectricity significan
higher than other fuels of mean energy expendi
M
the cost of using electricity compared to other sources. T

by far too expensive for the average urbaelectri
more expensive fuel as compared to kerosene. Kerosene not seems to be affordable 
by all urban households including the poor.  
 
3.4 Energy per unit of cost 
 
The choice of kerosene depends, among other things, on its relative cost, their 
availability and convenience. The availability of evidence indicates that kerosene 
prices have been rapidly increased as a result of international oil price crisis. In the 
past, fuel wood prices were almost comparable to those of modern fuels. Ethiopia 
was experiencing kerosene fuel price ris
 
The demand for fuels depends on their nominal price. However, 1 kg of fuel wood 
produces a lot less energy compared to the equivalent quantity of kerosene and such 
condition will entail comparison of prices based on their energy content rather than 
nominal prices. Low-quality fuels (e.g. firewood) that burn less efficiently when used, 
and so more is required to perform the same task. The purpose of evaluating the 
energy content per unit cost is to standardize the true value of household fuels.  
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 Conversion factors used to 
alculate energy content per unit of weight for each source of fuel is given below. 

In order to standardize the price to common unit we need to convert nominal price to 
energy content in MJ per unit of cost (MJ per ETB).
c
 
Basic density of wood = 500 kg/m3 
Energy content of fuel wood (air-dried) ≡ 14.5 MJ/kg 
Energy content of fuel wood ≡ 7250 MJ/m3 
Energy content of charcoal ≡ 29 MJ/kg 
Energy content of kerosene ≡ 36.7 MJ/litre 
 
Table 10 indicates that kerosene is becoming more expensive fuel than charcoal and 
fuel wood. Despite its inconvenience, fuel wood has highest energy content per unit 
of cost. The low energy costs that the poorer households spend on charcoal and fuel 
wood indicate its less cost relative to commercial fuel such as kerosene, which have 
low energy content per unit of cost. The amount of energy the household received per 
unit of ETB is declining over time in Ethiopia. In 2006 the household received 8.91 
Mega Joule per unit cost of one ETB (see Table 10). 
 
Table 10:  Nominal and energy content price of fuels in Addis Ababa  

Nominal price (in ETB) Mega Joule(MJ) per ETB 
Year Firewood 

per m3 
Charcoal 

per kg 
Kerosene 
per litre 

Firewood Charcoal Kerosene 

2001 79.88 1.00 2.00 90.8 29.0 18.4 
2002 92.76 1.06 2.00 78.2 27.4 18.4 
2003 102.65 1.45 2.00 70.6 20.0 18.4 
2004 112.85 2.15 2.00 64.2 13.5 18.4 
2005 130.21 2.10 3.00 55.7 13.8 12.2 
2006 - - 4.12 - - 8.91 

Source: CSA (2001–2005), except for EBF price.  
* User changed nominal price to energy content per unit cost using conversion factors. 
 
Quality of fuels increases from firewood, charcoal, kerosene, LPG, to electricity. But, 
the nominal price of kerosene has been increasing since last year. The local 
kerosene price has increased by 37% in 2006 due to current oil price crisis in 

ternational market. Within 2001–2005 the nominal price of wood and charcoal has in
increased by 63% and 110%, respectively. Energy content per unit cost of fuels 
declined as we go from firewood, charcoal, to kerosene. Fuel wood has the highest 
energy content per unit cost, charcoal the second and kerosene the lowest.  
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 energy received per unit cost is becoming smaller 
ver time for charcoal and kerosene. The closest gap observed was at 2005. After 

ributions and investment. 

a matter of key concern to policymakers 
use kerose easing in the international market. The 
tu  imports needs to be carefully examined in 

ght of alternatives energy sources (e.g. renewable energy). Kerosene fuel began in 

rate of 
eforestation. In this regard, renewable energy resources should be given the highest 

d for 
kerosene should be modified by practical and economic measures taken to reduce 

In general, energy content per unit cost has declined over the last five years for all 
fuels. It has declined for the last five years for fuel wood, charcoal and kerosene by 
39, 52 and 52%, respectively. The highest decline observed is for kerosene and 
charcoal. Kerosene now becomes more expensive than fuel wood as well as 
charcoal. However, the amount of
o
2006 Kerosene become the most expensive fuels among wood, charcoal and 
kerosene. Even if fuel wood has the lowest quality, it is the cheapest energy source 
among these fuels and that is why poor households preferred to consume it.  
 

4. Recommendation 
 
The demand projection has quite important information for business decision-making 
in the future. Generally the central part and Eastern regions occupy the highest 
market share next to Addis Ababa and should be given the highest priority for 
erosene distk

 
The demand for kerosene is growing proportionally with per capita income. Kerosene 
is highly income elastic commodity. Kerosene is becoming the most expensive 
commercial fuel. Kerosene is also price elastic, implying price increase will lead to a 
significant reduction in demand for kerosene. 
 
Ethiopia is heavily dependent on petroleum import. The country imports all of its 
petroleum fuels requirements. Oil security is 
beca ne price is strictly incr
oppor nity cost of increasing kerosene
li
the early 1980s as a long term means to address urban energy demand and to relief 
pressures on biomass supplies shortage has now become one of the Ethiopian major 
foreign exchange expenditure. The pattern of future demand for kerosene should be 
modified by economic measures taken to reduce the severe cost burden on the 
balance of payment without affecting the advantage of kerosene to arrest the 
d
priority for investment. One of such investment area is ethanol production from sugar 
factories. 
 
The opportunity cost of continued high kerosene imports needs to be carefully 
examined in light of alternatives (e.g. renewable energy). Renewable energy 
resources should be given the highest priority. The pattern of future deman
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he development of commercial fuels is highly capital intensive. And energy enters 
economy as a universal input. Efficient use of 

 important issues of economic 
nergy sector has to be environmentally 

sity of the economy should be 
substitution of primary non-commercial 

iomass energy by efficient commercial sources. There should be a room for 

opment. The country, however, 
ces difficulties with commercial energy supplies, particularly electricity supply. 

The government’s as gradually cutive 
in  in he en o consider the use of other fiscal 
mechanisms r to i  acc de  s pe e 
po d to satisfy future y use g  Howev is will ne with  to 
avoid introdu tructu ns into the m  Meas should be 
taken to ens  mode ergy sou are rea vailable ral area
 
Th ry o le play to the t shoul encou . Distri  of 
kerosene shall be fully open to the p  sector. Investment shall be b on 

open access to the network, balanced 

the severe cost burden of imported oil in the balance of payment and to arrest the 
rate of deforestation of forests.  
 
T
into all productive sectors of the 
resources and long term sustainability are the two
panning. Besides, future growth in the e
sustainable. At the same time, over all energy inten
designed on the account of progressive 
b
substitution of biomass by other products such as electricity, natural gas and other 
renewable source of energy. 
 
Ethiopia is reasonably well endowed with energy resources, particularly hydro-
electricity and other renewable energy sources. There are extensive rivers and 
tributaries that could provide a large hydro-electric power. These resources can play 
a catalytic role in sustaining Ethiopia’s energy devel
fa
 

 subsidy on kerosene h eroded through its conse
crease  price. T  governm t may als

ess to mo in orde ncrease rn energy ervices es cially to th
or an energ oals. er, th be do  care

cing s ral distortio arket. ures also 
ure that rn en rces dily a  in ru s. 

e ent f multip ers in marke d be raged bution
rivate ased 

economic and financial criteria considering 
domestic supply and environmental impacts. 
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ING GROWTH OF MICROFINANCE 

SU

2

stract 

icrofinance 
ing capable and 

Ethiopi
and 20  volume of loan portfolio and savings increased by 263%, 

sustain ncreased their 

of the 
the 13 treach, 9 showed a remarkable 

mainta eir portfolio quality.  

 on 

Ethiopia. The ase the growth and sustainability of MFIs 
include: (a) Improving the institutional capacity of the MFIs by the implementing an efficient 
organizational structure, (changes in organization culture, structure and systems, for 
instance, decentralized lending decisions) with appropriate staff incentive and reward 
system, improvement of the skill of human resource, good governance, introduction of 
innovative financial products, and the increase of geographic expansion; (b) creating an 
enabling legal, regulatory and policy environment; (c) improve access to capital; (d) 
selective government and donor support; and (e) improving the demand side of the 
equation. 

                                              

MANAG
INSTITUTIONS (MFIS): BALANCING 
STAINABILITY AND REACHING LARGE 
NUMBER OF CLIENTS IN ETHIOPIA1 

 
 

By Wolday Amha  
 

Ab
 

The overriding objective of MFIs in Ethiopia is to provide a broad range of m
 by developservices to large numbers of poor households. This is realized

sustainable MFIs. A large number of MFIs have achieved significant progress in terms of 
both outreach and sustainability. As of June 2005, the twenty six deposit taking MFIs had 

ve loan portfolio of about 1.5 billion Birr an acti (173 million USD) delivered to 1,211,305 
active clients. They mobilized about 501million Birr (58 million US dollars) in savings. The 

an MFIs attained such a significant outreach in a brief period of time. Between 2001 
05, the number of clients,

479%, and 206%, respectively. In 2004, 12 out of the 15 MFIs were operationally 
able, while 5 were financially sustainable. The majority of the MFIs i

efficiency and productivity indicators as a result of expansion or increase in outreach. Out 
15 MFIs, eleven had less than 5% portfolio at risk, which was encouraging. Out of 
 MFIs which registered significant growth in ou

decline in their portfolio at risk. As a result of the increased outreach, many of the MFIs 
ined and some improved th

 
A careful balancing of increasing outreach and sustainability; with a parallel focus
institutional capacity; reducing costs and risks; and improving efficiency, profitability and 
portfolio quality, is needed to address the financial demand millions of unbanked people in 

specific interventions to incre

   
cle was submitted in November 2006 

Director of the Association of Ethiopian Microfinance Institutions (AEMFI) 
 I would like to thank Mr. Tsegaye Anebo (Financial Analyst of the Association of Ethiopian Microfinance 
stitutions) and Dr. Tekie Alemu (Economics Department, AAU) for their professional input  

1 The final version of this arti
2 
**
In
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. Introduction 
1.1 Background 
 
Poverty in Ethiopia is a manifestation of complex factors such as high population 
growth, environmental degradation, high unemployment, drought, low level of literacy, 
limited access to resources, health and education services, etc.  Since poverty in 
Ethiopia is a national crisis caused by multi-dimensional problems involving 
multiplicity of actors, there is no single guaranteed approach to its eradication. The 
solutions to poverty are as multifaceted as its causes.  

 
Addressing poverty has been the subject of many development programs in Ethiopia. 
Delivering financial services to poor households, by increasing employment, income, 
consumption and empowerment of disadvantaged groups, has been viewed as one of 
the antipoverty tools of development programs. Improving financial access to the poor 
also facilitates economic growth by easing liquidity constraints, and providing capital 
to startup new production related activities or adopt new technologies.  
 
Yet, microfinance is not a panacea for poverty and related development challenges. 
Microfinance alone cannot improve roads, housing, water supply, education, and 
health services. However, it can play an important role in making the above 
interventions be more fruitful. It is a means to empower and build the confidence and 
self-esteem of the poor and the disadvantaged groups.  
 
In order to provide microfinance services to poor households through sustainable 
microfinance institutions (MFIs), the government of Ethiopia issued its first 
microfinance legislation in 1996. The main objective of the microfinance institutions is 
the delivery of micro-loans, micro-savings, micro-insurance, money transfer, etc to 
large number of productive but resource-poor people in rural and urban areas, 
including micro and small entrepreneurs in a cost-effective and sustainable way. At 
the end of the day, the interventions of MFIs should contribute to positive and 
measurable impacts on the wellbeing of millions of households in Ethiopia. Thus, 
increasing the outreach in the delivery of financial services is very critical for 
Ethiopian MFIs in their effort of reducing poverty, ensuring food security and 
contributing to economic growth.  
 
Delivering microfinance services to large number of households would not be 
sustainable unless the microfinance institutions adhere to sustainability, efficiency 
and productivity objectives. Although the Ethiopian MFIs have increased their 
outreach, efficiency, sustainability and improved portfolio quality in a short span of 
time, the relationship between the growth in outreach and performance indicators of 

1
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MFIs dly 
such  to 
fill the gap  
outr
 
1.2 O
 
The objectives of the study are to: 
1) Assess the performance o of the growth of outreach; 
2) Study the relationship between growth of outreach of MFIs and the performance 

indicators (financial, efficiency, and prod
3) Examine the factors that affect s; and 
) Identify the interventions required to manage growth of outreach. 

 
1.3
 
This pia 
are nd 
imp pid 
exp nd 
cos ine 
gro ity, 
sus h? 
 
1.4
 
The he 
Ass ary 
info
 
1.5
 
The ual 
fram  in 
Eth nd 
fina ility, efficiency and portfolio quality indicators. Section five presents 

wth of outreach of MFIs. Section six concludes by 
olicy implications and 

 need to be properly studied. To the knowledge of the author, there are har
 studies which examined the above relationships. The objective of this study is

 in research and study the relationship and factors that affect growth of
each and performance variables in the Ethiopian MFIs. 

bjectives 

f the MFIs in Ethiopia in terms 

uctivity) indicators 
growth of MFI

4

 Research questions 

 study attempts to respond to the following key questions which MFIs in Ethio
 confronted with in their effort of increasing outreach, efficiency, productivity, a
rove portfolio quality. These include: (i) What are the challenges of ra
ansion of MFIs in Ethiopia? (ii) Is rapid growth an illusion, unsustainable a
tly to MFIs? (iii) Do MFIs need expansion? (iv) What are the factors that determ
wth of MFIs? (v) What is the relationship between growth, productiv
tainability, efficiency and portfolio quality? And (vi) How do MFIs manage growt

 Data 

 data set for this study is collected from the Performance Monitoring Unit of t
ociation of Ethiopian Microfinance Institutions (AEMFI); and second
rmation collected from various research reports and surveys. 

 Organization of the paper 

 paper is organized in six sections. Section two describes the concept
ework. Section three reviews the development of the microfinance industry

iopia. Section four analyses the relationship between growth of outreach a
ncial viab

factors affecting the gro
mmarizing the main findings of the studsu y, p

recommendations. 
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ework 

inance is one of the key elements in addressing development issues. It is even considered 

ding them and the 
stitutions involved in this process (Krahnen and Schmidt, 1994). If the objective is to 

ers (Krahnen 
nd Schmidt, 1994). 

inable and capable financial 
stitutions that can mobilize savings and at the same time provide loans to urban and 

st recognize that theory has shaped policies to a 
uch larger extent in this field than in many other fields of development. According to 

2. Conceptual fram
 
F
to play a leading role in guiding development interventions. Whatever development 
strategies or programs (poverty reduction strategy, rural development strategy, industrial 
development strategy, food security strategy, etc.,), we may propose for Ethiopia, there will 
always be a need for finance and financial systems to implement them.  
 
The provision of finance contains two basic elements: (i) capital, the funds which are 
being provided; and (ii) financial system, the process of provi
in
deliver financial services to rural and urban households, we need to have both the 
capital, and well-functioning financial systems and institutions. In order to increase 
outreach, efficiency and sustainability, MFIs3 require interventions at the level of the 
whole economy (such as the structural adjustment program), at the level of the 
financial sector (such as the financial sector reform), and interventions focused on 
individual financial institutions or, as the case may be, on their custom
a
 
In the Ethiopian context, at least in the short-run, there are banks with excess 
liquidity. Currently, even if the minimum saving interest rate declined from 6% to 3% 
in the last three years, the saving deposits of banks increased significantly. To 
convert these savings into investment, we need susta
in
rural households.  
 
2.1 Historical development of finance and development 
 
The objective of this section is to review the development of finance and 
development, with particular emphasis on the delivery of financial services to the 
unbanked. The review of the historical development of finance and development will 
provide useful information on how to increase growth of outreach using sustainable 
financial systems and institutions. Starting with theoretical concept might be irrelevant 
for practitioners. However, we mu
m
Krahnen and Schmidt (1994), there are four views on the role of finance for 
development. 

                                                 
3 Financial institutions, in the broader sense include all actual providers of financial services and the 
interactions with their customers. 
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ance is explained as part 
f growth theory and capital. Finance is the determinant of growth. Moreover, 

de e result of a vicious circle of poverty, i.e., poor people are 
oor because their income is so low that they cannot save, and thus can not invest. 

ant for growth (which could be generated through 
al g 

savin ent local savings and 
e veloping countries will bring 

at a policy of 
rgeted investment in large-scale industry and infrastructure would in the final 

sis and socially balanced process of economic 
se that summed up the essence of this 

growth theory (trickle down approach), particularly the impact of the 
fusion of capital into big development projects on increasing income of poor 

such as commercial 
rmers, smallholder farmers, small entrepreneurs, etc. The basic understanding of 

e e recipients changed (farmers and small 
usinesses instead of big business and public institutions). Finance was viewed as just 

ups. There were also attempts to identify new institutions such as 

(i) Traditional approach (50s-60s) 
 
According to the traditional approach, investment is a necessary prerequisite for 
growth that requires the availability of capital. The role of fin
o
under velopment is th
p
No doubt that investment is import
loc  or foreign saving mobilization), the issue lies on the mechanism of transformin
savings into investment (collecting and allocating savings). However, local income, 

g and investment is low, thus foreign savings have to augm
clos  the “saving gap”. The real-asset transfers to the de
positive linkage effects. Underlying this approach was the notion th
ta
analy  lead to a broad-based 

ent: ‘trickle-down” was the phradevelopm
policy, which included the provision of loans at low interest rates with long maturities 
as a core element. This has been a complete failure. Contrary to the expectations of 
the time, the injection of external capital had exacerbated the existing social and 
economic inequalities and led to widespread poverty instead of socially balanced 
growth (Schmidt and Zeitinger, 1996). 
 
(ii) Target-group-oriented approach (era of specialized development banks) 

(60s-80s) 
 
In the 70s, the 
in
households were questioned. There was a change towards worldwide social policy 
aiming at income generation, poverty alleviation, employment creation and similar 
objectives. The new approach focused on specific target groups 
fa
financ remained the same as before, only th
b
providing credit and the financial system did not matter for development. However, this 
approach provided better attention to finance in the sense of financial systems 
development. Development planners were looking for methods of distributing credit to 
poor farmers, small businesses, etc. This led to the development of institutions such as 
specialized development banks in Africa, Asia and Latin America. However, development 
banks proved to be costly (needed huge subsidy), unprofitable, inefficient and failed to 
reach the target gro
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s a w methods as group financing, but the 
xperiments were only a drop in the bucket. 

ssence of a 

nd incentives (80s-90s) 

on information and incentive problems in the development of 
cia

rmers. Such schemes were characterized by over emphasis on 
outreach and heavily subsidized lending interest rates. Saving products for the poor 
and sustainability of the institutions were entirely ignored. The results of these 

ly the 

NGO nd cooperatives which started using ne
e
 
(iii) Financial systems development (70s-80s) 
 
The approach advocates that the financial systems of developing countries is 
misused and repressed (policy of financial repression) which need to be liberalized 

nd strengthened. It focused on financial intermediation which is the ea
financial system. The three main propositions of the advocates of this approach 
included:   
 

(a) The quantity and quality of financial intermediation that is available in a 
given society is a very important determinant of development, 

(b) The quantity and quality of financial intermediation is determined nearly 
exclusively by the economic policies pursued by respective governments 
and  

(c) The best policy is a policy of drastic deregulation of financial system. 
 

v) Finance, institutions a(i
 
This approach holds that economic development depends more on the availability of 
efficient institutions than on anything else, and the most important institutional 
prerequisite is the existence of sustainable and capable financial sector. Although the 
third approach rightly stressed on the importance of the financial markets, a financial 
system which is not repressed would not, by itself, function optimally. This particular 

pproach focused a
finan l sector (Stigiltz 1989). 
 
2.2 Paradigm shift in the delivery of financial services to the 

poor 
 
In the last 20 years, there is a growing worldwide understanding on how microfinance 
institutions could deliver financial services to large number of households in a 
sustainable way. As indicated earlier, there had been an emphasis on rural credit 
schemes through government projects, development banks, cooperatives and NGOs, 
aimed at promoting agricultural production and increasing incomes among 
smallholder fa

interventions were very poor repayment rates and frequently low impact. Ironical
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s ctive to the non-poor and more powerful and 
ometimes the original target groups were excluded. 

rontier of the formal financial system. Notable 
uccess in creating sustainable microfinance institutions around the world has 

 
icrofinance institutions consist of agents and organizations that engage in relatively 

 

sub idy element was often highly attra
s
 
The ‘microfinance revolution’ which emerged in the 1990s resulted in a significant 
paradigm shift focusing on the provision of financial services (loans, savings, 
insurance, money transfer, etc) on a sustainable basis. Contrary to the earlier 
assumption, there has been a growing awareness that the poor do not need 
subsidized credit. Rather what is required is sustained access to financial services. 
The origin of this change in paradigm can be traced to both the disillusionment with 
the subsidized rural credit model and a better understanding of the informal sector 
activities through which many of the rural and urban poor across developing countries 
derive their incomes. With low transaction costs, the marginal rates of return on 
capital in the informal finance are found to be extremely high. This implied that the 
major problem of poor households has been mainly availability of flexible financial 
services on a sustainable manner. 
 
Under the new paradigm, microfinance is based on creating sustainable institutions 
using innovative methodologies and systems which can deliver financial services 
efficiently, including the recovery of loans at low cost. It is through the creation of 
such institutions that the financial frontier can be pushed forward – reaching very 
large number of the poor beyond the f
s
convincingly demonstrated the viability of expanding the frontier.  

M
small financial transactions using specialized, character-based methodologies to 
serve low-income households, micro enterprises, small farmers, and others who lack 
access to the banking system. Microfinance services may be delivered through 
informal, semi-formal (that is, legally registered but not under central bank regulation), 
or formal financial intermediaries. However, there is a need to incorporate 
microfinance activities into countries’ financial development strategies and financial 
system to expand the scope and raise the efficiency of financial intermediation, either 
directly intermediating by mobilizing deposits or on-lending or raising finance on a 
wholesale basis through financial markets. The intention is to ensure that access to 
financial services by rural households, micro entrepreneurs, women and 
disadvantaged groups improves sustainability over time. 
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 enormous. For example, if we 

mercial banks; 
ii) 
iii)

iv) 
v) G
vi) 
vii latives, 

) in the Amhara Region have branch banks. Even if 
 ar
a

 
urrently, with the exception of the indirect interventions in fertilizer and improved 

3. Review of the development of microfinance 
services in Ethiopia 

 
The potential demand for micro-credit in Ethiopia is
assume that there are 15 million households in Ethiopia, targeting one person per 
household who require micro-credit and also assuming half of the households are 
able poor, then over 7.5 million active clients will require micro-credit. However, there 
is very limited supply of financial services to the poor households. The major sources 
of loans or financial services in Ethiopia are as follows: 

i) Com
Microfinance institutions (MFIs); 

 Cooperatives (savings and credit cooperatives and multipurpose 
ooperatives); c

NGOs which are involved in the delivery of financial services; 
overnment projects and programs involved in providing loans;  

Semi-formal finance (Iqqub, Iddir, Mahiber, etc.); and 
) Informal finance (money lenders, traders, suppliers credit, friends, re

etc) 
 
The capacity of the conventional banking sector in Ethiopia has been too weak to 
serve the needs of the poor. The Commercial Bank of Ethiopia (CBE), Development 
Bank of Ethiopia (DBE) and Construction and Business Bank have only 174, 32 and 
26 branches in the whole country, respectively. As of June 2005, the private banks 
together, had 162 branches. The newly established Cooperative Bank of Oromia had 
5 branches. Most of the branches of the commercial banks are concentrated in urban 
areas. Many of the Woredas in Ethiopia do not have such services. For example, only 
25% of the Woredas (districts
there e banks in these Woredas, due to high collateral requirements (land or 
physic l assets), the poor have limited access to conventional banks.  

C
seed credit, conventional banks in Ethiopia consider the poor as credit risks and 
unbankable. According to the discussions with the commercial banks in Ethiopia, a 
loan size below 100,000 Birr is not attractive and profitable. Thus, MFIs and savings 
and credit cooperatives should be designed to respond to the failure of the 
commercial and development banks to serve the financial needs of small farmers and 
MSE operators. The delivering financial services to the poor requires financial 
systems that reach the poor and an innovative targeting methodology and a credit 
delivery mechanism that helps identify and attract only the poor who can initiate and 
sustain productive use of loans. 
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utional credit that contributes to 
n increase in investment is very limited in the country. The majority of the poor get 

he semi-formal lending institutions such as Iqqub (Rotating Savings and Credit 

he other major financial services’ outlet is the savings and credit cooperatives and 

been delivering relief and 
evelopment services such as emergency food, health, education, water, etc since 
e 1970s. In terms of the delivery of financial services to the poor, NGOs were 
irectly funding micro-credit activities as part and parcel of their poverty alleviation 
rograms. As the delivery of microfinance activities grew, the question of operational 
nd financial sustainability has been raised. Initially the NGOs in the country had 

The poor in Ethiopia have low income that leads to low investment, which in turn 
leads to low productivity and income. Access to instit
a
access to financial services through informal channels such as moneylenders, Iqqub, 
Iddir, friends, relatives, traders, etc. (Bezabih, et al 2005). The share of informal 
finance in terms of borrowers and loan size is estimated to reach 69 percent and 61 
percent. respectively. Among the borrowers from the informal sources, 35 percent 
borrowed from friends and relatives, 48 percent from private lenders, 15 percent form 
Iddir and two percent from Iqqub. Only 3 percent of them borrowed from both 
relatives and other informal sources. Moreover, 10 percent of the borrowers borrowed 
from multiple informal financial sources. The informal lenders are able to enforce loan 
contracts, have high loan recovery rates and flexible loan terms. However, the 
interest rates are very high and the government, through the support of cooperatives 
and MFIs, is making efforts to curb their roles. 
 
T
Associations), Iddir, Mahber, etc are the dominant and sustainable traditional 
institutions that meet the financial and social needs of the poor. Iqqub which is 
popular both in urban and rural areas is the dominant form of savings and credit 
associations in Ethiopia. It is not a permanent club; it could be continued or dissolved 
after its members have each a turn. A member can attend Iqqub meeting weekly, or 
bi-weekly, or monthly to collect fixed sum of payments.  
 
T
multi-purpose cooperatives. According to the information of the Federal Cooperative 
Commission, by the end of June 2004, there were 2,146 savings and credit 
cooperatives (1,854 urban and 292 rural) with 155,120 members, 8,233,002 Birr of 
equity/share capital and mobilized 496,101,082 Birr of savings. They have a total 
asset of 530,587,219 Birr and an outstanding loan of 7,352,782 Birr. Although there 
was a continuous increase in the number of savings and credit cooperatives and 
members, rural areas are relatively excluded. About 86% of the savings and credit 
cooperative members were employees with fixed monthly salary and urban-based. 
Moreover, about 29% of the registered savings and credit cooperative members in 
the country were situated in Addis Ababa.  
 
NGO and donor funded projects in Ethiopia have 
d
th
d
p
a
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an  tes n their development programs. However, the 
GO in , before the issuance of the microfinance 

 
a) 

r g sustainable 
in . 

b) u h subsidized 

annu f inflation) in these programs were negative. As a result, the loans 

ancial services 

 in 1996 were not real financial intermediaries, but 

positive impact in developing flexible methodologies that fit the needs of beneficiaries 
d ted various innovative ideas i

itiated micro-credit programsN
legislation, faced several problems of mixing social and financial objectives.  
 
The ACDI/CEE study (1995) revealed that financial schemes of NGOs and 
institutions that do not follow sound and sustainable financial principles might cause 
more harm than good because they do not encourage financially responsible 
behavior. The micro-credit initiatives before the issuance of the microfinance 
leg lowing features:  islation (pre 1996) had the fol

The entire orientations of the micro-credit initiatives or activities in Ethiopia (pre 
1996) were geared towards a project concept. The NGOs involved in micro-credit 
p ograms and government projects were not interested in establishin
f ancial institutions that deliver diversified financial services to the poor

 1996), witS bsidized NGOs’ micro-credit programs in Ethiopia (pre
lending interest rates, and created a problem in building sustainable financial 
institutions. The real interest rates (the actual interest rates deflated by the 

al rate o
were gifts instead of loans that should be strictly repaid regularly. The micro-
credit programs were not able to cover their operational costs and required 
permanent and heavy subsidy. 

c) The very high default rates faced commercial banks, NGOs and government 
projects were mainly the result of borrowers seeing the lending organizations as 
donor or government funded projects that provided financial services for a fixed 
period of time for humanitarian reasons.  

d) The lending institutions and employees were not seriously committed and did 
not enforce financial discipline, provided donor funds kept on flowing. 

e) The micro-credit programs focused entirely on the provision of loans to 
beneficiaries. Saving products were forgotten in the delivery of fin
to the poor. Policy makers, development experts, researchers from academics, 
including practitioners, believed that poor people are too poor to save and are 
unbankable. Savings were not considered as sources of loanable capital. 
Donors were considered as the only source of loan fund, which encouraged 
dependency. The low lending interest rates were also discouraging the saving 
products of the institutions. As a result, the micro-credit programs in Ethiopia 
were unsustainable and failed to promote saving culture. 

 
The Agricultural and Industrial Development Bank (AIDB), NGOs and cooperatives 
which delivered financial services to the urban and rural poor before the issuance of 
regulatory microfinance legislation
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sustainable financial service delivery 
ystem followed by mobilizing savings; charging market interest rates on loans 

 
ions in Ethiopia necessitated a 

gulatory framework. This need brought the activities of the MFIs under Ethiopia’s 

d urban households through sustainable 
nancial institutions in Ethiopia has been based on the best practices around the 

rather tools of distributing donor or government funds to a target population in order to 
increase agricultural production and productivity. The study of ACDI/CEE (1995) 
recommended that the government should develop national standards for NGO credit 
schemes or programs. Another study by Pischke et al. (1996) also recommended that 
NGOs offering credit and other financial services should be subject to national standards, 
and that the adoption of appropriate standards could improve their performance. 

Given the above problems of AIDB, NGOs and the collapse of the service 
cooperatives in Ethiopia, it was time for the policy makers and individuals involved in 
development activities to rethink and redesign new strategies for the delivery of 
financial services to poor households through sustainable financial institutions. This 
required a redefinition and reorientation of the mission, vision and objectives of the 
lending institutions that usually provided only micro-credit services. The most 
important change in direction was building a 
s
sufficient to cover operational costs; applying strict financial discipline through strict 
loan recovery procedures; developing proper lending methodologies; reducing 
transaction costs and increasing outreach. The experiences of some sustainable 
microfinance institutions in Asia, Latin America, and Africa were also useful in 
directing the changes in the delivery of financial services to the poor in Ethiopia. 

The need to promote more sustainable microfinance institut
re
monetary and financial policy framework. Proclamation No. 40/1996 indicates the 
requirements of licensing microfinance institutions by empowering the NBE to take charge 
of this and supervising them (see Wolday Amha, 2005 for the details). 
 
There are currently 26 microfinance institutions registered under the NBE. Although 
illegal as per the law of the country, some NGOs, donors and government 
departments, still deliver financial services to the poor through various projects and 
programs which distort the markets. A good example is the micro-credit program 
which promotes micro-enterprises through the regional trade and industry bureaus. 
 
Delivering financial services to the rural an
fi
world. Some of the key elements or factors which are required in establishing 
sustainable and efficient microfinance institutions include increasing outreach, 
operational and financial sustainability, development of demand driven financial 
products, institutional capacity and the capacity to mobilize resources. These are 
discussed in the following sections.   
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• mismatch between organizational and skill capacity and rapid expansion;  

4. The relationship between growth of outreach and 
financial and productivity indicators of the 
Ethiopian microfinance institutions  

 
Outreach measures the extent to which an MFI has succeeded in reaching
clients and met the demand of clients for financial services (Yaron, 1992). The scale
of outreach is the number of clients reached by MFIs, while the depth of outreac
gives the type of clients and the level of poverty of the clients reached. G
outreach of the MFIs involves: (i) a permanen
c
incl des increases in number of clients, outstanding loan portfolio and turnover, size 
of vings, etc. (ii) the changes in character of the finance providers. This would 

 the transformation of the institution (graduation of a financial provider to 
me a regulated financial organization), improving and upgrading the 

an institution and obtaining improved levels of sustainability. 

th of outreach is desirable as it would reduce poverty and attain its operational 
financial sustainability MFIs. Although growth of outreach has risks (unless 
ed and managed very well), it has also positive implications for financial 

utions. In general growth in outreach  

 enables the MFIs to reach large number of clients and it is the key to make 
sound impact on reducing poverty,  

 reduces average operating cost of MFIs by reducing/eliminating losses, and 
not by increasing lending interest rates;

 improves operational and financial sustainability.  
 helps MFIs to satisfy their client’s need through various services.  
 gives better image of MFIs to attract loanable fund from banks for their 

expansion; and 
 increases the borrower’s willingness to repay. 

th in outreach is one of the prime objectives of Ethiopian MFIs. However, unless 
ell organized and planned, rapid growth may have negative implications such as  

 increase in loan arrears due to rapid growth in new borrowers, who are more 
risky than well-established borrowers and difficulties in cre

• decline in portfolio quality  
• incompatibility between the objective of reaching the poorest and increasing 

the number of clients.  
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 loan), 
loan size, number of saving clients, volume of savings, percentage of loans to 

es to 
20,000 to 50,000 clients. These are MFIs that are growing and with the right support, they 

 Bank of Ethiopia 
ad an active loan portfolio of about 1.5 billion Birr (173 million USD) delivered to 

), 
hich reveals that MFIs in Ethiopia focus on the active poor. The MFIs have attained 

Moreover, the scattered settlement of the rural households and the problem of 
accessing them for communication have negative effect on growth.  
 
4.1 Growth of outreach of Ethiopian MFIs 
 
Outreach is measured in terms of the number of active clients (with outstanding

clientele below poverty line, percentage of female clients, range of financial and non-
financial services offered to the poor, the level of transaction costs levied on the poor 
and the extent of client satisfaction with respect to financial services. In the last ten 
years, the MFIs in Ethiopia have shown a remarkable progress in terms of outreach 
and performance. However, the twenty six MFIs meet only less than 20 percent of the 
demand for financial services of the active poor. This indicates that there is significant 
unmet potential demand for microfinance services in Ethiopia. 
] 
Currently, some of the MFIs are at the startup stage where their clients are less than five 
thousand and require sound support to build their capacity so that they can increase their 
client base. There are also emerging MFIs with clients between 5,000 and 20,000, where 
their emphasis is on consolidating their activities to improve the quality of portfolio, 
performance and increase outreach. There are also MFIs that deliver financial servic

could become mature and sustainable MFIs. Mature sustainable MFIs, in the Ethiopian 
context, would typically have more than 50,000 clients. Four of the largest MFIs in 
Ethiopia are in this category (see the details in Annex 16). 
 
As of June 2005, the twenty six MFIs registered under the National
h
1,211,305 active clients (Figure 1). This does not include the loans delivered to 
purchase fertilizer and improved seeds by the two largest MFIs. They also mobilized 
about 501million Birr (58 million US dollars) of savings (Annex 16). The clientele 
served by the MFIs in Ethiopia are mainly the rural poor. About 38 percent of the 
clients of the MFIs are female. The average loan size is about 1000 Birr (116 USD
w
significant growth in outreach in a brief period of time. Between 2001 and 2005, the 
number clients, volume of loan portfolio and savings increased by 263%, 479%, and 
206%, respectively (Figure 1 and 2) 
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igure 2: Value of loan portfolio and savings of the 21 MFIs in Ethiopia, 2001-2005. 

Figure 1: Number of clients in the 21 MFIs in Ethiopia, 2001-2005 
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Is in Ethiopia are 
latively lower than in other Sub-Saharan countries. In fact, the lending interest rates 

me  operation costs. This affects their 
ustainability negatively. The financial reports of some branches and sub-branches of 

re allowed to mobilize 

sustainability, productivity and portfolio quality 

own. This implies that the growth in outreach of 
FIs should be examined against profitability, efficiency, productivity, and portfolio 

ustainability, which shows the ability of the MFIs to cover their total expenses from 
their own financial service operations, has not been a major objective of MFIs in 

The lending interest rate of MFIs in Ethiopia varies between 9 percent per year- 
declining rate-to 24 percent-flat rate. The lending interest rates of MF
re
of so  of the MFIs are so low to cover their
s
MFIs reveal that they are operationally sustainable. These sustainable branches and 
sub-branches even question why they should subsidize unprofitable branches and 
sub-branches of an MFI, which is normal in the Ethiopian MFIs. It is clear that MFIs 
that focus on poverty reduction and targeting the rural poor do have high operational 
costs that reduce their profit margin. This issue has emerged as one of the 
challenges of the MFIs in Ethiopia. It must be noted that the financial sustainability 
objective of MFIs complements the social objectives. 

 
Ethiopia has a clear regulatory framework where the MFIs a
savings starting from day one of their registration or after receiving their license from 
the National Bank of Ethiopia. The experience of Ethiopian MFIs in mobilizing savings 
is encouraging. As of June 2005, gross savings as percentage of the loan 
outstanding was about 33 percent. Another indicator of good performance of MFIs is 
the high repayment rates which varied from 85 to 100 percent. The average 
repayment rate of MFIs is 96 percent. There is a reasonable client/loan portfolio to 
field staff ratio, however this varies from one MFI to another (see annex 1-15). 
 
4.2 Growth in outreach of MFIs vis-a-vis financial 

indicators 
 
Although increasing the growth of outreach to reach large number of clients and 
make sound impact on poverty reduction is the overriding objective of MFIs in 
Ethiopia, it does not make sense if these institutions are unstable, unsustainable, 
unprofessional and inefficient. If an MFI is not sustainable due to its entire emphasis 
on social objectives, it will break down and foster unhealthy messages to the entire 
microfinance industry and distort the financial market. Poor people will learn that it is 
foolish to repay a loan, and they will be hesitant to deposit their savings in such 
institutions (Krahnen and Schmidt, 1994). Thus, an MFI must be structured and run in 
such a way that it can survive on its 
M
quality. 
 
S
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FIs in Ethiopia 

able (Annex 1-15), while 5 out of the 15 were financially 
sustainable. It is safe to conclude that MFIs in Ethiopia are in transition from subsidized 
overty reduction lending to commercially oriented lending. On top of the financial and 

operational sustainability, we need to consider institutional sustainability which includes 
efficiency of service delivery, capacity to manage qualified, motivated and innovative 
staff, good governance, in-built efficient systems, etc. 
 
Table 1: Growth of outreach and sustainability, 2003 - 2004 

% Change in outreach % Sustainability 

Ethiopia at the initial stage. However, currently, a large number of M
h
were operationally sustain
ave achieved significant progress in terms of sustainability. In 2004, 12 out of 15 MFIs 

p

MFIs Number of 
active 

borrowers 
Gross loan 

portfolio 
Savings 
balance 

Operational 
self-

sufficiency 

Financial 
self-

sufficiency 
Meklit 10% 38% 41% 24% -9% 
AVFS 69% 32% 63% -19% -3% 
Wasasa 140% 136% 155% 4% 9% 
Buusa -7% 0% 63% -4% -7% 
Eshet 48% 91% 85% 49% 48% 
Peace 43% 48% 62% 89% 78% 
Gasha 26% 109% 52% 19% 11% 

Sidama -12% 10% 18% 45% 38% 
AdCSI 123% 369% 108% 21% -10% 
Wisdom 63% 60% 39% 30% 12% 
OMO 7% 28% 24% 20% 27% 
OCSSCO 40% 38% 46% 60% 47% 
ACSI 21% 49% 34% 30% 14% 
DECSI 49% 103% 17% 19% 31% 

SFPI 19% 34% 10% -2% -2% 

Source: AEMFI, 2005 
 
Table 1 shows that MFIs in Ethiopia have been registering significant growth in 
outreach, in terms of number of active borrowers (ranging from -7% in Bussa MFI to 
140% in Wasasa MFI), gross loan portfolio (from 0% in Bussa MFI to 369% in 
ADCSI) and mobilization of savings (17% in DECSI to 155% in Wasasa MFI). Most of 
the young MFIs grew quickly which is partly the result of the drive to get their 
operations to optimal size quickly, so that they can reap the benefits of economies of 
scale. The growth in outreach was accompanied by a significant increase in 

self-sufficiency (12 out of the 15 MFIs) and financial self-sufficiency (10 operational 
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out of 15 MFIs). Thus, there was a substantial growth in outreach and improvement of 
operational and financial sustainability within one year (2003-2004).  
 
Table 2: Growth of outreach and efficiency 2003 - 2004 

% Change in outreach % Change in efficiency 

MFIs Number of 
active 

borrowers 

Gross 
loan 

portfolio 
Savings 
balance 

Operating 
expense/ loan 

portfolio 

Personnel 
expense/ loan 

portfolio 
Meklit 10% 38% 41% 7.70% -2.30% 
AVFS 69% 32% 63% -11% -12% 
Wasasa 140% 136% 155% 6% 10% 
Buusa -7% 0% 63% -5% 1% 
Eshet 48% 91% 85% -41% -39% 
Peace 43% 48% 62% -15% -12% 

% 

Gasha 26% 109% 52% -41% -43% 
SFPI 19% 34% 10% -15% -9% 
Sidama -12% 10% 18% -16% -15% 
AdCSI 123% 369% 108% -44% -41% 
Wisdom 63% 60% 39% -4% 12% 
OMO 7% 28% 24% 17% 17% 
OCSSCO 40% 38% 46% -16% -13% 
ACSI 21% 49% 34% -18% -20
DECSI 49% 103% 17% -37% -38% 

Source: AEMFI, 2005 
 

cy measures the cost incurred by MFIs to carry out their financial services. 
io of operating e

Efficien
The rat xpense to loan portfolio indicates how much an MFI costs to 
eep 1 Birr of the portfolio out in the hands of clients (a declining ratio is an 

Dedebit Credit and Saving Institution (2004). This could be partly explained 
y the group lending methodology applied almost in all MFIs. In the same year, the 

k
improvement in efficiency). Since salary and salary related expenses represent a 
significant percentage of the operating costs of MFIs, a decrease in personnel 
expense to loan portfolio will have a positive impact on financial sustainability. As 
MFIs mature and adopt best practices in operational and financial management 
techniques, efficiency will increase. However, in the initial stages of a strong growth 
phase, efficiency can be expected to worsen as an MFI incurs new expenses, such 
as building offices, training cost and additional salary expenses. 
 
Ethiopian MFIs reach more clients at lower cost as is reflected by the ratio of 
operating expense to loan portfolio which varied from 41.8% in Bussa Gonoffa MFI to 
3.8% in 
b
personnel expense to loan portfolio varied from 21.9% in Bussa Gonoffa MFI to 2.3% 
in Dedebit it and Saving Institution (Annex 1-15). The results in Annex 1-15 indicate 
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% Change in outreach % Change in productivity 

that the larger an MFI is in terms of outreach, the lower will be its efficiency ratio. 
Table 2 reveals that, with the exception of three MFIs, there were consistent declines 
in operating expense to loan portfolio ratio as a result of significant increase in 
outreach. Similar trend was observed in the personnel expense to loan portfolio ratio, 
that is, with the exception of four MFIs, the ratio declined as a result of increased 
outreach. 
 
Table 3: Growth of outreach and productivity 2003 - 2004 

  borrowe lance 
wers 

 s
mem

Borrowers 
n 
 

Number of 
active Gross loan Savings Borro

per 
rs portfolio ba taff 

ber 
per loa
officer

Meklit 10% 38% 41% -10% -17% 
AVFS 

a  1
63% -11% 

  2
  -14% 
 1  26% 
  

   
  1

m   -18% 
  

O   3
  
  

69% 
 

32% 63% 35% 27% 
29% Wasas 140% 136% 55% 24% 

Buusa -7% 
Eshet 

0% 
91%

-17% 
25% 48% 85% 3% 

Peace 43% 48% 62% 8% 
Gasha 26% 09% 52% 21% 
SFPI 19% 34% 10% -2% -2% 
Sidama -12% 10% 18% -9% -8% 
AdCSI 123% 369% 08% 49% 41% 
Wisdo 63% 60% 39% 10% 
OMO 
OCSSC

7%
40%

28%
38%

24% 
46% 

1% 
39% 

1% 
72% 

ACSI 21% 49% 34% 8% 14% 
DECSI 49% 103% 17% 15% 36% 

Source: AEMFI, 2005 
 
A FI builds up taff and i ding exp e, the pr f its ing 
o s is likely to  rapidly. an office te ogressive ger 

re clients and larger loans, and overhead costs can be spread over 
 larger portfolio for an MFI. In 2004, the ratio of borrower per loan officer varied from 214 

s an M  its s ts len erienc oductivity o  lend
peration  grow  Each lo r can adminis r a pr ly lar

loan portfolio with mo
a
in Gasha MFI to 518 in PEACE MFI. In the same year, the ratio of borrower per staff 
member varied from 89 in Sidama MFI to 388 in DECSI (Annex 1-15).  
 
Table 3 indicates that out of the 13 MFIs which showed significant increase in the 
number of clients, 9 of them registered significant increase in the ratio of borrower per 
loan officer. The majority of the MFIs increased their productivity indicators (borrower 
per staff and borrower per loan officer) as a result of expansion or increase in 
outreach.  
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e portfolio at risk 
easures the percentage of the adjusted outstanding gross loan portfolio that is at 

ratio is the most accepted 
indicator of portfolio qua n of the po ted 
by arre d therefo risk of not being repaid. Best s the 30 days 
cut-of 004, at the a  i
Wasasa MFIs to da An . Out  MFIs, d 
less than 5% portfolio at risk, which was en ging. Ho  the four ith 
la rtfolio at ris ld tak ediate s to redu  portfolio  to 
a able perc .  
 
Table 4 reveals that out of the 13 MFIs registe gnificant g  in 
o showed remarkable ne in t ortfolio a  The results reveal 
that, even though many MFIs ased o ch, they still maintained en 
improve  their portf ality. However, given the same am f arrears, if an MFI 
in  its loan ment significantly and writes-off its non-performi ns, 
t ld be an i ement  portfo risk which not show eal 
picture of improvem in the y of its folio. Thu  results regarding 
portfolio quality in Table 4 should be interpret h care. 
 
Table 4: Growth of ach and portfolio quality 2003 - 

% Change in outreach % Change in portfolio quality 

The critical question in the performance of MFIs is whether they will be able to 
significantly expand outreach and maintain the quality of portfolio. Th
m
risk (a decreasing ratio is an improvement in quality). This 

lity. It shows the portio rtfolio that is contamina
ars an

f. In 2
re at 

the portfolio 
26.2% in Si

 practice use
ried from 0.1%

 of the 15
 risk of 
ma MFI (

15 MFIs v
nex 1-15)

n PEACE and 
 eleven ha

coura wever,  MFIs w
rge po k shou e imm action ce the at risk
n accept entage

which red si rowth
utreach, 9  decli heir p t risk.

 incre utrea  or ev
d
s

olio qu ount o
crease disburse

m
ng loa

here cou prov  in the lio at  might  the r
ent qualit  port s, the

ed wit

 outre 2004 

MFIs Number of 
active 

borrowers 
Gross loan 

portfolio 
Savings 
balance 

Portfolio at 
risk> 30 days 

Write-off 
ratio 

Meklit 10% 38% 41% 82% 18% 
AVFS 69% 32% 63% -80% -77% 
Wasasa 140% 136% 155% -98% 275% 
Buusa -7% 0% 63% -32% -62% 
Eshet 48% 91% 85% 80%  
Peace 43% 48% 62% -50%  
Gasha 26% 109% 52% -75% -25% 
SFPI 19% 34% 10% 66% 160% 
Sidama -12% 10% 18% -10%  
AdCSI 123% 369% 108% 164% -44% 
Wisdom 63% 60% 39% -34% -18% 
OMO 7% 28% 24% -51% -1% 
OCSSCO 40% 38% 46% -36%  
ACSI 21% 49% 34% -70% -31% 
DECSI 49% 103% 17% -62% -42% 

Source: AEMFI, 2005 
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elated with the sustainability of clients of MFIs and donor support. The 
wth by relating them to 

 
5.1 Institutional capac Is
 
Institution building, being the key fa or grow FIs, is a ss whic es 
fro inimum rferenc modifi to far-r g mea  to 
re e, transform  build e ly new utions. are th sic 
el  should nsidere uilding nable MF irstly, M ust 
be ntly orien wards t livery of cial services to the majority of 
th d househ  Secon FIs must be viable over the medium-to-long 
term period. This incl the abili over th sts. If the  to achie st-
coverage, they must e prices e servic y provide h the cli an 
afford to pay and w s ient t r the full costs of run  
in . Thirdly, M hould be  to keep  costs – they wi  on 
to their clients via the es they e them  low as p le (Sch nd 
Ze 96). 
 

jectiv s of in buildi  to upgrad y 
 reach large number of clients on a sustainable basis. This 

kinds of financial 

ce plays an important role in increasing outreach, improving 
transparency, accountability, sustainability, profitability, efficiency, effectiveness, 

5. Factors affecting the growth or outreach of MFIs 
 
There are a number of factors that affect the growth of MFIs in Ethiopia. These 
include institutional capacity, availability of loanable funds, policy and regulatory 
environment, macro, meso and micro level economic performance, demand side 

roblems rp
following section attempts to review the factors affecting gro
the Ethiopian context. 

ity of MF  

ctor f th of M  proce h rang
m a m of inte e or cation eachin sures
structur  and ntire instit There ree ba
ements that  be co d in b sustai Is:  F FIs m
 permane ted to he de  finan

e unbanke olds. dly, M
udes ty to c eir co y are ve co

 charg for th es the  whic ents c
hich are al o suffic o cove ning the

stitutions FIs s  able  their which ll pass
 pric  charg  - as ossib midt a

itinger, 19

One of the main ob
crease their capacity and

e stitution ng is e MFIs so that the
in
has two components, namely growth and qualitative transformation. It is important 
that MFIs grow rapidly in order to expand the scope of their operations and acquire 
expertise in lending, thus allowing them to reduce their costs to the extent that they 
become acceptable to pass them on, in full, to borrowers. Transformation partly refers 
to changes in the legal status of MFIs (say from an MFI to rural bank or from NGO to 
licensed depositing MFI), or changes in the relationship between an MFI and the 

other NGOs, or changes in the internal structure, as well as the m
services, which they offer to clients. The major factors that need to be addressed in 
building the institutional capacity of MFIs include the following: 
 
(a) Good governance 
 
Good governan
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 principle, private ownership in combination with an unrestricted profit orientation 

th the ultimate sanction of 
ismissing the board. There are two key points here: First, in a company for-profit, 

derstood by senior 
management, the boar d, the 
empo  to tak e nc tisfa ver, f 
the MFIs in Ethiop it o n  ofte r. 
Although public m ested ost of the MFIs, there a t clearly d able 
o of the assets  can tak ion whe rforman oor. Mor  
p ce criteri ese M re ofte  poorly ed and difficult to 
m . This is es lly the case where different st ders who may be 
re nted on a bo ve dive objectiv
 
Some argue agains ate ow ip of MFIs in Ethiopia stating that although 
g g credit to p orrowers may turn  be a ble bus n a 
li  financial  over edium t financia preneurs are likely 
to market  to b  profi han sm d micro rise 
le his might lead them to turn to other s of cu s and thu  up 
the delivery of financ rvices to oor households and alized are
 
T e of govern  and o hip in t hiopian seri sue 

essed diately. With the exception of one MFI, the 
holders who share the benefits of the operation of an 

responsibility and responsiveness of MFIs to changing environments. Effective 
governance depends on both forms- the structures and processes of control, and 
content-and the specific individuals involved, particularly in the leadership. For 
example, board members are expected to have skills as leaders, visionary thinkers, 
and managers. They should have independent mind, genuine commitment, technical 
expertise and experience relevant to manage MFIs (financial, legal, marketing, etc), 
and willingness to set time to participate in the activities of an MFI. Moreover, 
although the formal institutional (legal) context determines the broad framework for 
the governance structure – for example, the roles and responsibilities of directors of 
MFIs – it rarely appears to play the major role of good governance. 
 
In
appears to be the basis for securing an efficient provision of financial services as long 
as banking supervision functions properly and competition ensures that no single 
institution is in a position to charge monopolistic prices. In a company for-profit, 
shareholders own the assets and a board of directors has a fiduciary responsibility to 
those shareholders for the effective use and protection of those assets. The board’s 
competency in exercising that fiduciary role can be measured relatively easily in 
terms of the financial performance of the institution. Where performance is 
unsatisfactory, owners will be expected to take action, wi
d
there is generally a performance framework which is readily un

d and others. Secon owners of the assets are 
wered e action wh

ia which are
oney is inv
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 not-for-prof
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n 
thiopia are not interested in selling shares and attracting other shareholders. Since 

nagement and monitor the performance of MFIs. 

 comprehensive training need assessment for sub-branches, branches, head office, 

eration such as profit 
haring, collection fees, etc and efficiency wages as compatible) should be 

 of financial sustainability and increasing outreach. 
his includes fixed salary plus a bonus or incentive payments that is a function of 

MFI. The issue of accountability and fiduciary responsibility is questionable. MFIs i
E
board members are predominately NGO staff or government employees, there is a 
tendency to promote and share the vision and mission of the mother-NGO and 
government development interventions. The law prohibits foreign organizations and 
non-Ethiopians in participating as shareholders in the sector. According to the study 
by Itana et al., (2003), there are no regular board meetings and self-evaluation of 
boards in many of the MFIs. Moreover, board members have limited knowledge and 
apacity to support mac

 
(b) Human resource 
 
Microfinance institutions are highly labor intensive. Labor costs, very often, account 
for more than half of their total cost of administration. A crucial element of an MFI’s 
capacity therefore depends directly on the effectiveness of its staff. The direct 
productivity in terms of the size of portfolio and number of clients which can be 
handled effectively by a front-line loan officer is enormously important for its 
sustainability. Although productivity depends on many factors, the performance of the 
individual officer is a major determinant. The ability to train, motivate and effectively 
manage its lending officers is at the core of its capacity. The capacity building 
process should involve training and re-training of all staff including the board of 
directors. Thus, appropriate career development programs, with on-going training and 
support, are essential ingredients of the business plan of a successful MFI. 
 
A
clients and board members of the MFIs was conducted in 2003 with the support of 
the Rural Financial Intermediation Program (RUFIP). The findings revealed that there 
is huge gap in terms of staff training needs in the industry to ensure growth and 
sustainability. The training needs identified in the study are aimed at addressing the 
challenges of lending methodologies, understanding the community, product 
development, financing agriculture, saving mobilization, internal control and audit, 
MIS, financial management, gender sensitization and governance. Detailed training 
modules and training programs were prepared for various categories of staff (RUFIP 
and AEMFI, 2003). 
 
Moreover, a system of incentives (performance-based remun
s
introduced to meet the objectives
T
some observable variable or performance indicators, such as profits or loan 
installments recovered. However, in the Ethiopian context, although MFIs complain 
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trol system) and 
enerating the information necessary to mange the portfolio. The availability of 

rved to mange information (MIS), 
at is, primarily on the back end. This has helped MFIs to standardize their 

design their business models and educate their employees and customers to 

about the high turnover of senior staff, there has not been a concerted effort to 
address the issue of staff incentives. 
 
(c)  Systems 
 
Effective systems underpin both the efficient implementation of innovative 
methodologies and the management of an MFI. Significant reduction in transaction 
costs can be achieved through the use of innovative lending methodologies, ensuring 
good client service, maintaining the integrity of the operations to ensure accuracy and 
prevent fraud (through an appropriate internal and external con
g
accurate, relevant and timely information is essential for both front-line staff and the 
varying levels of management to be able to take effective actions.  
 
Information technology (IT) has a potential role in increasing outreach and improving 
sustainability of an MFI. Efficiency achieved through the use of information 
technology has an immediate bearing on transaction costs and potentially rendering 
new markets or product. Beyond its use in portfolio tracking (the ability to detect and 
follow-up rapidly on loan defaults) and accounting, IT can also be used to support 
products directly. Nevertheless, it does not appear that the full computerization of an 
MFI operation is a prerequisite for the sustainability in all contexts. There are cases in 
Bangladesh, India, Ethiopia and others, where much of the loan tracking is carried out 
manually without apparently undermining sustainability. However, it is clear that IT 
provides better management information which can significantly improve managerial 
decision making at various levels. Although there are efforts by some MFIs in 
Ethiopia to apply software such as TMS, Loan Performer, and Emerge to track 
financial and operational information, there is a need in the industry to address the 
issue holistically.   
 
In the context of Ethiopian MFIs, technology has se
th
operations, produce timely and transparent financial reports on their operations and 
otherwise needed. However, there are huge opportunities where Ethiopian MFIs can 
use new technologies in the front end. Among the technologies that available to be 
used in the front end include: magnetic stripe and chip (smart) cards, point of sales 
devices, ATMs, cell phones, satellite communications, the internet, credit scoring, 
data mining, biometric recognition and more. These technologies will require MFIs to 
re
master new ways to deliver and receive services. Such changes will not always be 
easy, but the benefits will be dramatic. 
 



Ethiopian Journal of Economics, Volume XIII, No 2, October 2004 

 
85 

hich involve 
arket research and new product development. Households are not homogeneous 

segments appear with different needs. For example, 
and rural areas have different financial needs at 

ucts;  
) huge demand for microfinance services leading to little incentive for MFIs to 

ducts and professional skills for their staff in the area of market 
search, product development and risk management, could limit their capacity to 

5.2 Developing demand driven financial products and 
methodologies 

 
MFIs need to increase their scope and operation by searching for new markets and 
deepen their penetration by broadening the range of financial services offered to 
households. We believe that the poor in both the rural and urban areas are lucrative 
customers worth wooing for MFIs. The microfinance providers should shift from the 
traditional supply-driven financial products to demand-driven products w
m
and within one group, different 

icro enterprise operators in urban m
different times. Using a product development process that is client centered allows 
meeting both the financial and social goals of an MFI. Focusing on what is of value to 
the client influences the operational efficiency as well as product design, increases 
client satisfaction and retention, and profitability of MFIs. Products tailored to client’s 
financing needs have greater impact in helping them manage the volatility inherent in 
the sector within which they work. Designing product terms tied to client cash flow 
also improves the repayment capacity and allows the MFIs to sustain their operation.  
 
The major factors which affect product development in the Ethiopian MFIs include:  
 
(a) the regulatory framework which restricts MFIs to limited financial prod
(b

develop new products or modify existing ones;  
(c) lack of competition in the industry;  
(d) donor and government intervention influencing the type of financial products; 

and  
(e) limited technical skill and financial resources to test new products (Wolday, 

2002).  
 
As indicated earlier, one of the critical issues in product development is the weak 
capacity of MFIs, MFI’s failure to establish the necessary institutional setup to 
develop financial pro
re
identify and respond to changes in the market and limit their growth. There is a 
consensus in the industry to develop innovative lending methodologies and financial 
products which match the needs of rural and urban households. Underpinning all 
methodologies for delivering microfinance services is the need to minimize 
transaction costs. A wide variety of mechanisms exist but many can be seen to 
belong to the following three broad categories 
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he solidarity group based lending approach, often associated with the Grameen 
esh, is an innovative lending methodology which minimizes 

ansaction costs (in the process of screening clients). It also addresses the problems 

er, will be 
upported by compulsory savings. This is the dominant lending approach used by 

 response to the above problems and the needs identified by market research, MFIs 

lts, information flow in the community and other 
ocio-cultural issues. Ethiopian MFIs are recently introducing individual lending 

(a) Group lending methodology 
 
T
Bank in Banglad
tr
of physical collateral requirement of conventional banks through intra-group 
guarantees and reduces the cost of administration by addressing the loan needs of 
clients collectively. In order to obtain a loan, members of a group cross guarantee 
one another’s borrowing, as they would have reliable personal knowledge of their 
fellow group members. Actually, the group lending methodology is mainly based on 
peer group pressure (social capital). When a borrower defaults on a loan, the lender 
will look first to the guarantees from the members of the group. Frequently the cross-
guarantees, which members of the group provide towards one anoth
s
almost all MFIs in Ethiopia. Although the group lending methodology has been a very 
useful tool in expanding the growth in outreach of MFIs in Ethiopia, clients have 
complaints on the methodology. 
 
(b) Individual lending 
 
There is no “one size fits all” approach in microfinance. An MFI can use a 
combination of various lending methodologies which match with the needs and 
economic activities of its clients. As indicated earlier, there are complaints on the 
group lending methodology in Ethiopia, for instance, why should clients be penalized 
for a colleague who defaulted, it excludes the poorest households, it encounters 
difficulties as the size of the loan increases and does not necessarily fit to the needs 
of MSE operators and others who need relatively larger loan size, etc.  
 
In
have been developing individual lending methodologies based on traditional and non-
traditional collateral. Non-traditional collateral includes household and business 
assets such as radio, TV, bicycle, sewing machine, etc. The conventional approach 
used by commercial banks to screen borrowing proposals, based on analysis of 
historical performance and business plans are usually inappropriate for microfinance. 
Clients of MFIs hardly keep reliable records and are unable to produce meaningful 
business plans.  
 
The efficacy of the individual lending methodology depends on various factors such as 
strength of the legal system in enforcing contracts, the ability of an MFI to enforce the 
lending agreements in the case of defau
s
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Birr). So ve also reduced the group size from five to three. 
 

) Community based or user-owned/managed lending 

to 
nsure sustainability. 

cr
rb

its ability to meet its liabilities. Securing appropriate investment capital for growth of 
utreac s not merely a question of the availability of funds, but the form of 

methodology to provide loans to MSE operators who require larger loans (above 5,000 
me MFIs such as DECSI ha

(c
 
There is a very significant potential for lowering transaction costs through financial 
organizations which are both owned and managed by communities. These include 
the Savings and Credit Cooperatives (SACCOs), Credit Unions, Village banks, 
Rotating Savings and Credit Cooperatives (ROSCAs), burial societies, etc. Such 
organizations are able to draw directly on both local knowledge about borrowers and 
social capital to reduce the transaction costs and the associated risk. Since the above 
organizations are locally owned, the potential loss of social capital in the event of 
default can represent a powerful disincentive to default. Transaction costs associated 
with the administration of financial products are reduced due to the geographic 
proximity of the organization to its clients and the lower labor costs by using local staff 
or members themselves. 
 
While member-owned institutions are prevalent in many rural and urban areas, 
including remote areas, and serve poorer segments of the population in Ethiopia, they 
have limitations in becoming the prime financial intermediaries. Since they are self-
managed, an appropriate form of governance needs to be developed for each type 
e
 
5.3 Mobilizing loanable funds 
 
Significant investment capital is needed to develop new or moving existing institutions 
to in ease outreach. The balance sheet of an MFI must have sufficient strength to 
abso  losses which can arise within long-term business cycles, without threatening 

h of MFIs io
funding. The loanable funds of MFIs in Ethiopia are primarily from six sources:  
 
(a) Mobilizing savings: Ethiopian MFIs have proved that the poor have a high 

propensity to save when provided with safe, accessible and convenient 
mechanisms. Access to saving facilities is as important as credit for the poor. 
Moreover, it increases the autonomy of an MFI and is one of the reliable funding 
sources for MFIs to finance growth and expansion. Thus, MFIs should develop 
business plans that would allow them to capture savings from clients and non-
clients. 
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Eq e in microfinance activities, MFIs in Ethiopia 
are required to have a minimum of 200,000 Birr (23,000 USD) as paid-up 

 rate. RUFIP has been very successful in providing 
loanable fund, build capacity, promoting growth of their activities, improving 

atory framework.  
) Donation: MFIs have been obtaining donations and grants as seed money 

ansion of the 
operations of MFIs would require outside sources of funding.  

try commerce, etc), the performance of the financial sector policies, 

(b) uity: To get license and operat

capital. The equity investment of MFIs is very limited. There are very limited 
initiatives to sell equity and increase their loanable fund.  

(c) Loan from formal banks: Although over liquid, the formal banks in Ethiopia were 
not interested in lending to MFIs. On the other hand, due to the sweet money 
obtained from donors, MFIs in Ethiopia were initially reluctant to access loan 
from banks at market rate. However, recently some MFIs have shown keen 
interest to take loan from banks through the support of regional governments, 
NGOs and donors by introducing credit guarantee schemes. 

(d) Rural Financial Intermediation Program (RUFIP): This particular program is 
financed by IFAD, ADB and the Ethiopian government to support MFIs and 
Saving and Credit Cooperatives (SACCOs). Out of the total fund of the program 
(87 million USD), 81% is allocated for loanable fund, for MFIs and rural 
SACCOs, and the remaining 19% for capacity building. Those MFIs, which ful-
fill the minimum performance requirements of the program, are eligible to take 
loan at 6% lending interest

efficiency, and enforcing the regul
(e

(start-up capital) or funds for expansion from their mother NGOs. However, 
many of the MFIs are realizing that funding sources from NGOs and donors are 
becoming scarce. 

(f) Income from lending activities: Although some MFIs are currently expanding 
their activities from own income, the interest income and fees from lending 
activities or operations of many MFIs in Ethiopia were not large enough to cover 
operational costs and finance expansions. Thus, a significant exp

 
5.4 Enabling policy, legal and regulatory environment 
 
An enabling policy environment is important to achieve substantial outreach and 
attain operational and financial sustainability of MFIs. The sectoral and development 
policies, the commitment of governments at various levels, the performance of the 
macro economy (the state of the real economy related to improving the efficiency in 
agriculture, indus
the efficiency of the legal and regulatory system, fiscal and monetary system, and 
political system affects the growth of outreach of MFIs.   
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s 
ynamism is expected to result in high and growing demand for financial services. 

 the growth of MFIs. 
owever, macroeconomic stability, although important, is not by itself, a sufficient 

ote the industry, should have a clear microfinance strategy 
hich will be reflected in all the development and sectoral policies. In the Ethiopian 

licies has also a direct influence on the success of microfinance 
ctivities measured in terms of outreach, productivity, efficiency and sustainability. As 

ia has implemented the Rural Financial 
termediation Program (RUFIP) by taking a loan of 87 million USD from IFAD and 

ty of 

posit
direc
acco
(Wol
in Et
of the (NBE) and senior staff to discuss the problems of the 
microfinan stry. 
 

It is argued that a dynamic economy and comparatively stable macroeconomic and 
political environment offers an enabling climate to the success of the MFIs. Thi
d
Stable macroeconomic conditions and low inflation do support
H
condition. There are poorly performing MFIs in countries with stable macro economic 
conditions. If we take the example of DECSI, although the region where this MFI is 
operating is one of the poorest regions (with stagnant economy) in Ethiopia, its 
performance in the last ten years has been remarkable by all standards. This is partly 
due to political commitment, political stability, high degree of social cohesion and 
traditional social structures that facilitated the enforcement of contracts, increase 
outreach and efficiency. 
 
The various policies and the commitment of the governments at various levels to 
support microfinance activities have direct impact on outreach and viability of MFIs. 
The government, to prom
w
context, the government is committed to promote the delivery of microfinance 
services to poor households. Microfinance is considered by government as its own 
tool to fight poverty. This is reflected in the poverty reduction program, food security 
strategy, rural development program, industrial policy, etc. The effectiveness of the 
monitory and fiscal po
a
indicated earlier, the government of Ethiop
In
ADB to support the microfinance activities. This shows the real commitment of the 
government to promote the industry. However, although the microfinance industry 
needs the support of the government at various levels, this does not mean that it 
should involve directly in the delivery of financial services to the poor. Actually, in the 
Ethiopian context, this is prohibited by law.  
 

egulatory environment affects growth, efficiency, productivity and sustainabiliR
MFIs.  The regulatory framework of microfinance institutions in Ethiopia has played a 

ive role in increasing outreach and mobilizing public saving. However, the 
tives and the microfinance legislation (40/96) in Ethiopia need to be revised to 
mmodate the dynamic growth and innovations in the microfinance industry 
day, 2005). On the other hand, there are positive and encouraging developments 
hiopia, where the general managers of all MFIs regularly meet with the governor 
 National Bank of Ethiopia 

ce indu
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 an nks, they are not 
llowed to pay the interest and the principal in hard currency. Since these restrictions 

gulatory 
amework. On the other hand, although donors can play a positive role in increasing 

The legal framework in Ethiopia is very weak in enforcing loan contracts. Without the 
osure legislation (which gave power to commercial banks to foreclose the 
rty of a borrower in 30 days, if he/she defaults), the banking sector in Ethiopia 

d have collapsed long ago. MFIs, through their network, A
Microfinance Institutions (AEMFI), have requested the National Bank of Ethiopia to 

it and amend the foreclosure legislation to include both banks and MFIs. The 
 legal environment has discouraged MFIs from developing financial products 
ing on individual lending methodology.  

Donor support 
 

support of donors to MFIs takes mainly four dimensions, namely, (i) provision of 
ble capital as grant, soft loan, etc, (ii) building the capacity of MFIs by providing 
ng, computers, office equipment, vehicles, MIS, communication equipment, etc, 
dvisory services, and (iv)contribute in developing and piloting innovate products 
eet the needs of poor households.  

lear that MFIs need seed money in the first year and soft loans in the second 
 however, in the third year; the MFI should access loyear ans at market interest rate. 

When financial self-sufficiency is attained, the institution should be transformed into a 
l financial institution which is characterized by a marked increase in portfolio 
e, productivity and a concomitant decline in average lending costs.  

 
Don rs in Ethiopia have been supporting almost all MFIs (with the exception of Agar 

finance Institution) in building their capacity. Unlike many African countries, 
 are restrictions on the interventions of donors in the microfinance industry which 
de: (a) MFIs should be owned by Ethiopians, (b) donors cannot be shareholders 
 MFI, and (c) if MFIs access loans from donors or foreign bain

a
have direct impact on the growth of MFIs, we need to revisit the re
fr
outreach and efficiency of MFIs, they could also distort the financial markets by 
injecting subsidized funds in the system. The MFIs in Ethiopia complain that some 
donors such as the World Bank are distorting the financial markets through its food 
security program.  
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onstraint. Government institutions at various levels, donors, 

ht and others, irregular cash flows, 
ifficult terrain, remote and illiterate clients, highly diversity, and sparse population. 

tween 2001 and 2005, the number of clients, volume of loan 
ortfolio and savings increased by 263%, 479%, and 206%, respectively. 

5.6 Demand side 
 
Growth in outreach of MFIs is affected by factors affecting the efficiency and 
productivity of active and potential clients. The education and skill of potential clients; 
availability of markets and working places; and growth and performance of the real 
sector affects the growth, portfolio quality, efficiency and productivity of MFIs. 
According to Geberhiwot and Wolday (2004), the most important constraints of micro 
and small enterprise operators were mainly related to access to markets and finance. 
Among the top three problems experienced in starting up their business were capital 
constraint, inadequate premise, demand shortage and inadequate skill. About 72 
percent of the micro and 65 percent of the small enterprise operators reported lack of 
markets as their major c
NGOs and other development partners should play a key role in addressing the 
demand side problems of clients.  
 
Governments at various levels, NGOs and other development partners should also 
play an active role in providing non-financial services such as Business Development 
Services (BDS). The results of the study by Wolday and Geberhiwot (2004) indicated 
that there were very few BDS providers offering limited services to few MSE 
operators (very low outreach). MSE operators had very limited vocational and 
technical training (before starting business), received few short-term training, 
extension and counseling, and marketing services.  
 

6. Conclusion recommendations 
 
Many of the MFIs in Ethiopia have been focusing on addressing rural poverty. As 
rural finance providers for poor households in remote areas, MFIs have been dealing 
with seasonality issues, high covariant risk, low average returns, inadequate 
information infrastructure, large risks due to droug
d
The performance of MFIs, in Ethiopia, be it in terms of outreach or sustainability, 
should be evaluated against this tough environment. 
 
As of June 2005, the twenty six microfinance institutions registered under the 
National Bank of Ethiopia had an active loan portfolio of about 1.5 billion Birr (173 
million USD) delivered to 1,211,305 active clients. They mobilized about 501million 
Birr (58 million US dollars) of savings. The clientele served by the MFIs in Ethiopia 
are mainly the rural poor. The Ethiopian MFIs have attained significant outreach in a 
brief period of time. Be
p
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he 15 MFIs, eleven had less than 5% 
ortfolio at risk, which was encouraging. Out of the 13 MFIs which registered 

ca , 9 showed a remarkable decline in their portfolio at risk. 
s a result of increased outreach, many of the MFIs maintained and improved their 

 and provide the broad range of 

of financial 

l products, and an increase of geographic expansion; (ii) creating 
n enabling legal, regulatory and policy environment; (iii) selective donor support; and 
v) improving the demand side of the equation. 

A large number of MFIs in Ethiopia have achieved significant progress in terms of 
sustainability. In 2004, 12 out of the 15 MFIs were operationally sustainable, while 5 
were financially sustainable. There was a substantial growth in outreach and 
improvement of operational and financial sustainability within one year (2003-2004). 
There was also a consistent decline in operating expense to loan portfolio ratio as a 
result of significant increase in outreach. The majority of the MFIs increased their 
productivity indicators (borrower per staff and borrower per loan officer) as a result of 
expansion or increase in outreach. Out of t
p
signifi nt growth in outreach
A
portfolio quality. 
 
The prospect for growth of MFIs in Ethiopia is bright, particularly when growth 
promoting forces are put on the ground and when microfinance institutions are 
allowed to do what finance is supposed to do. The whole objective of microfinance 
hould be on developing institutions that can creates

microfinance services that will support millions of poor people in their efforts to 
improve their own and their children's prospects. This is realized through 
development of capable and sustainable MFIs. Efforts should be made to increase 
the efficiency of MFIs financially. They should also be made organizationally stable 
and more professional in order to be able to deliver financial services to millions of 

nbanked people permanently. This should also include the provision u
services to pastoralist areas that currently have little or no access to microfinance 
services.  
 
Managing and planning growth of MFIs in Ethiopia will require deliberate actions and 
strategies designed by policy makers and industry leaders. This requires careful 
balancing of increasing outreach and sustainability; with a parallel focus on 
institutional capacity; reducing costs and risks; and improving efficiency, profitability 
and portfolio quality. The specific interventions to increase the growth of MFIs 
include: (i) improving the institutional capacity of the MFIs by introducing an efficient 
organizational structure, (changes in organization culture, structure and systems, for 
instance, decentralized lending decisions) with appropriate staff incentive and reward 
system, improved skill of human resource, good governance, introduction of 
innovative financia
a
(i
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and Mesfin Nemera (1996) Ethiopia: rural credit center 
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Annex 1: Amhara Credit & Savings Institution 

Indicators 2004 2003 

Outreach     

Number of Active Borrowers 351,163 288,681 

Gross Loan Portfolio 308,934,727 206,745,388 

Savings Balance 172,797,599 128,649,147 

Profitability     

Operational Self-Sufficiency 231.8% 178.4% 

Financial Self-Sufficiency 156.0% 137.0% 

Efficiency     

Operating Expense/ Loan Portfolio 6.2% 7.6% 

Personnel Expense/ Loan Portfolio 4.2% 5.3% 

Productivity     

Borrowers per Staff Member 210 195 

Borrowers per Loan Officer 335 293 

Portfolio Quality      

Portfolio at Risk> 30 Days 0.5% 1.7% 

Write-off Ratio 1.5% 2.2% 

 
 
Annex 2: Addis credit & savings institution 

Indicators 2004 2003 

Outreach     

Number of Active Borrowers 31,841 14,271 

Gross Loan Portfolio 41,016,579 8,734,856 

7.8% 

Write-off Ratio 3.3% 5.9% 

Savings Balance 6,215,161 2,982,394 

Profitability     

Operational Self-Sufficiency 103.0% 84.9% 

Financial Self-Sufficiency 54.0% 60.4% 

Efficiency     

Operating Expense/ Loan Portfolio 7.9% 14.3% 

Personnel Expense/ Loan Portfolio 5.2% 8.9% 

Productivity     

Borrowers per Staff Member 215 144 

Borrowers per Loan Officer 388 274 

Portfolio Quality      

Portfolio at Risk> 30 Days 20.6% 
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age financial services 

Indicators 2004 2003 

Annex 3: Africa vill

Outreach     

Number o 2,866 

Savings B

Profitabi     

Financial 

Producti     

Borrower

Portfolio a 2.3% 11.6% 

f Active Borrowers 4,867 

Gross Loan Portfolio 2,943,430 2,221,793 

alance 1,077,809 658,421 

lity 

Operational Self-Sufficiency 73.2% 91.3% 

Self-Sufficiency 63.1% 64.9% 

Efficiency     

Operating Expense/ Loan Portfolio 18.5% 21.0% 

Personnel Expense/ Loan Portfolio 12.9% 14.8% 

vity 

Borrowers per Staff Member 125 92 

s per Loan Officer 304 239 

Portfolio Quality      

t Risk> 30 Days 

Write-off Ratio 14.3% 0.6% 

 
 

: Bussa Gonofa MFI Annex 4
Indicators 2004 2003 

Outreach     

Number of Active Borrowers 5,571 5,999 

an Portfolio 2,116,415 Gross Lo 2,133,046 

    

Financial 

Efficienc     

Personne folio 21.9% 21.6% 

Productivity     

Borrowers per Staff Member 151 182 

Borrowers per Loan Officer 232 261 

Portfolio Quality      

Portfolio at Risk> 30 Days 3.9% 5.8% 

Write-off Ratio 2.1% 5.6% 

Savings Balance 749,178 458,880 

lity Profitabi

Operational Self-Sufficiency 100.4% 104.1% 

Self-Sufficiency 80.2% 86.6% 

y 

Operating Expense/ Loan Portfolio 41.8% 40.0% 

l Expense/ Loan Port
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Annex 5: Dedebit Credit & Savings Institution 
Indicators 2004 2003 

O   utreach   

N  6 

G  8 

S  0 

P   

O   

F   

E   

O   

P   

P   

B  6 

B  5 

P   

P   

W   

umber of Active Borrowers 336,733 225,99

ross Loan Portfolio 377,726,250 186,012,79

avings Balance 153,776,824 131,346,54

rofitability   

perational Self-Sufficiency 215.5% 180.4%

inancial Self-Sufficiency 125.3% 95.7%

fficiency   

perating Expense/ Loan Portfolio 3.8% 6.1%

ersonnel Expense/ Loan Portfolio 2.3% 3.7%

roductivity   

orrowers per Staff Member 388 33

orrowers per Loan Officer 1,840 1,34

ortfolio Quality   

ortfolio at Risk> 30 Days 2.3% 6.2%

rite-off Ratio 7.1% 12.4%

 
 
Annex 6: Eshet Microfinance Institution 

Indicators 2004 2003 

O   utreach   

N 0 

G 1 

S 6 

P   

O  

F 1  

E   

O 1  

P  

P   

B 2 

B 6 

P   

P  

W  

umber of Active Borrowers 9,728 6,54

ross Loan Portfolio 7,343,034 3,826,46

avings Balance 850,800 456,59

rofitability   

perational Self-Sufficiency 155.0% 103.8%

inancial Self-Sufficiency 19.7% 80.8%

fficiency   

perating Expense/ Loan Portfolio 4.7% 24.7%

ersonnel Expense/ Loan Portfolio 8.6% 14.3%

roductivity   

orrowers per Staff Member 191 15

orrowers per Loan Officer 278 22

ortfolio Quality    

ortfolio at Risk> 30 Days 0.9% 0.1%

rite-off Ratio 0.0% 0.1%
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Annex 7: Gasha Microfinance institution 

Indicators 2004 2003 
Outreach     

Number of Active Borrowers 8,121  

  

  

  

  

  

  

  

  

  

  

6,423

Gross Loan Portfolio 5,772,922 2,751,235

Savings Balance 3,212,941 2,110,068

Profitability     

Operational Self-Sufficiency 72.5% 60.8%

Financial Self-Sufficiency 45.2% 40.6%

Efficiency     

Operating Expense/ Loan Portfolio 25.0% 42.5%

Personnel Expense/ Loan Portfolio 15.7% 27.9%

Productivity     

Borrowers per Staff Member 110 90

Borrowers per Loan Officer 214 169

Portfolio Quality      

Portfolio at Risk> 30 Days 4.6% 18.6%

Write-off Ratio 18.9% 25.2%

 
 
Annex 8: Meklit Microfinance Institution 

  Indicators 2004 2003
Outreach     

Number of Active Borrowers 3,939  

  

  

  

  

    

 Staff Member 146 163 

  

 Days 17.7% 9.7% 

  

3,577

Gross Loan Portfolio 2,550,718 1,839,088

Savings Balance 1,886,385 1,332,872

Profitability     

Operational Self-Sufficiency 110.3% 88.7%

Financial Self-Sufficiency 69.3% 76.3%

Efficiency     

Operating Expense/ Loan Portfolio 15.3% 14.2% 

Personnel Expense/ Loan Portfolio 

Productivity 

8.6% 8.8% 

Borrowers per

Borrowers per Loan Officer 328 397

Portfolio Quality      

Portfolio at Risk> 30

Write-off Ratio 14.8% 12.5%
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Annex 9: OMO Microfinance Institution 

Indicators 2004 2003 
Outreach     

Number of Active Borrowers 75,439 0 

 5 

 8 

    

  

  

    

  

  

    

 9 

 2 

    

  

  

70,59

Gross Loan Portfolio 30,807,793 23,940,62

Savings Balance 25,969,672 20,882,51

Profitability 

Operational Self-Sufficiency 106.4% 88.7%

Financial Self-Sufficiency 62.5% 49.1%

Efficiency 

Operating Expense/ Loan Portfolio 16.4% 14.0%

Personnel Expense/ Loan Portfolio 9.6% 8.2%

Productivity 

Borrowers per Staff Member 211 20

Borrowers per Loan Officer 254 25

Portfolio Quality  

Portfolio at Risk> 30 Days 5.5% 11.4%

Write-off Ratio 26.0% 26.3%

 
 
Annex 10: Oromia Credit & Savings s.c 

Indicators 2004 2003 
Outreach     

Number of Active Borrowers 86,998 0 

5 2 

8 7 

    

% % 

% % 

    

% % 

% % 

    

5 3 

8 6 

    

% % 

% % 

62,15

Gross Loan Portfolio 87,981,40 63,397,46

Savings Balance 28,477,42 19,469,47

Profitability 

Operational Self-Sufficiency 152.3 94.9

Financial Self-Sufficiency 94.8 64.4

Efficiency 

Operating Expense/ Loan Portfolio 9.0 10.8

Personnel Expense/ Loan Portfolio 5.4 6.2

Productivity 

Borrowers per Staff Member 18 13

Borrowers per Loan Officer 1,20 25

Portfolio Quality  

Portfolio at Risk> 30 Days 5.0 7.8

Write-off Ratio 0.0 0.0
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ity Empowerment 
 4 

Annex 11: Poverty Eradication & Commun
Indicators 200 2003 

Outreach     
Number of Active Borrowers 7,766 5,428 

Gross Loan Portfolio 7,696,972  

6  

  

  

  

  

  

  

  

7  

8  

  

  
  

5,192,843

Savings Balance 1,921,45 1,185,314

Profitability   

Operational Self-Sufficiency 152.5% 80.4%

Financial Self-Sufficiency 120.2% 67.4%

Efficiency   

Operating Expense/ Loan Portfolio 17.5% 20.6%

Personnel Expense/ Loan Portfolio 8.4% 9.6%

Productivity   

Borrowers per Staff Member 12 118

Borrowers per Loan Officer 51 603

Portfolio Quality    

Portfolio at Risk> 30 Days 0.1% 0.2%
Write-off Ratio 0.0% 0.0%

 
Annex 12: Sidama Microfinance Institution 

 4 Indicators 200 2003 

Outreach     

Number of Active Borrowers 9,891  

4  

0  

  

%  

%  

  

%  

%  

    

89 

    

> 30 Days %  

Write-off Ratio 0.0% 0.0% 

11,346

Gross Loan Portfolio 9,216,37 8,375,810

Savings Balance 2,906,44 2,448,583

Profitability   

Operational Self-Sufficiency 83.1 57.2%

Financial Self-Sufficiency 50.8 36.6%

Efficiency   

Operating Expense/ Loan Portfolio 16.4 19.2%

Personnel Expense/ Loan Portfolio 8.6 10.2%

Productivity 

Borrowers per Staff Member 98 

291 Borrowers per Loan Officer 267 

Portfolio Quality  

Portfolio at Risk 26.2 29.2%
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otional Institution 
 

Annex 13: Specialized Financial & Prom
Indicators 2004 2003 

Outreach     

Number of Active Borrowers 11,430 

 

 

 1

 

 

 1

 

 

 

 

9,552 

Gross Loan Portfolio 9,900,830 7,384,358 

Savings Balance 4,284,237 3,868,522 

Profitability     

Operational Self-Sufficiency 103.7% 06.1% 

Financial Self-Sufficiency 80.6% 79.3% 

Efficiency     

Operating Expense/ Loan Portfolio 15.8% 18.5% 

Personnel Expense/ Loan Portfolio 9.2% 0.1% 

Productivity     

Borrowers per Staff Member 176 180 

Borrowers per Loan Officer 408 415 

Portfolio Quality      

Portfolio at Risk> 30 Days 1.5% 0.9% 

Write-off Ratio 3.9% 1.5% 

 
 
Annex 14: Wasasa Microfinance Institution 

 Indicators 2004 2003 

Outreach     

Number of Active Borrowers 8,949 

 

 

  

 13

 10

  

 1

 10

  

 1

 2

  

 5

1.2% 

3,728 

Gross Loan Portfolio 5,331,693 2,250,997 

Savings Balance 1,475,239 577,488 

Profitability   

Operational Self-Sufficiency 145.2% 9.9% 

Financial Self-Sufficiency 118.4% 7.7% 

Efficiency   

Operating Expense/ Loan Portfolio 17.9% 6.9% 

Personnel Expense/ Loan Portfolio 11.3% .3% 

Productivity   

Borrowers per Staff Member 160 29 

Borrowers per Loan Officer 344 66 

Portfolio Quality    

Portfolio at Risk> 30 Days 0.1% .9% 

Write-off Ratio 4.5% 
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Ind 2004 200
Annex 15:  Wisdom Microfinance Institution 

icators  3 
Outreach     

Number of Active Borrowers 19,91 12,1

18,71 11,6

5,63 4,0

    

115. 88

88. 78

    

19.9 20

9.9% 8.8

    

133 12

262 32

    

3.5% 5.3

5.6% 6.9% 

2 51 

Gross Loan Portfolio 0,578 26,351 

Savings Balance 3,654 43,453 

Profitability 

Operational Self-Sufficiency 5% .6% 

Financial Self-Sufficiency 0% .8% 

Efficiency 

Operating Expense/ Loan Portfolio % .8% 

Personnel Expense/ Loan Portfolio  % 

Productivity 

Borrowers per Staff Member 0 

Borrowers per Loan Officer 0 

Portfolio Quality  

Portfolio at Risk> 30 Days  % 

Write-off Ratio 
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Annex 16: MFIs Ou

  g lo ortfoli

treach Grow

N

th 

o of loan client Outstandin an p o Client savings balance 
MFIs Dec. 2001 . 2004  200Dec. 2003 Dec. 2004 June 2005 Dec. 2001 Dec. 2003 Dec June 2005 Dec. 2001 Dec. 2003 Dec. 2004 June 5 

ACSI   152,601  4,37 , 5,000 23,000 28,6 83,475,0  288,681      347,981      39 4     93,159 799  210,35  312,8        385,274,000    84,874,800  1 49,000  172,798,000  1 00 
ADCSI       6,906    000  8,000 774 2,00 12,000       994  3,9    12  39,7
Aggar             -      -  153 1,59              -         646,216      554,                    1,186   1,5
Asser          311    54  938   754,484     2,89  635,488     90     1         198,704
AVFS          606    6  867  5,306   654,304     3,60 274,012      710,  194     611      1,012,384    1,2
Benishangul       1,319        2,968        9,172  0,822          441,743      2,116,087 607,921           8,018,941    162     547,146      1,768,067      2,399,4
Bussa Gonofa       3,030        5,999          5,571  5,257          908,912      2,150,122 129,246           2,927,992           82      477,584         773,636         639,5
DECSI   158,689    225,996      336,733      417,290   111,169,239  204,345,291 90,899       657,886,106  121,997,984  131,346,540  147,429,324  162,986,2
Eshet       2,337        6,540          9,728        11,348          748,473      3,829,215 346,132           9,773,762         100,794         456,595         850,800      1,327,0
Gasha       4,381        6,423          8,556          9,773       2,446,939      3,425,646 892,131         10,935,686      1,187,993      2,108,831      3,300,993      4,583,4
Meket       2,484        1,964          2,291          2,492          224,525         580,059 355,948           1,308,495         116,273         198,079         165,480         174,9
Meklit       1,952        3,577          3,667          3,701          899  2,458,345 739,670           3,119,237         293,357         995,440      1       1,910,7
Metemamen          385        1,501          3,286  4,08    78 78,30  916,300           1,280,900     2            3
Ocssco     38,186  53  188  5,78 ,225, 4,27  94,940,712 ,672, ,539  21,6    36  50,7
Omo     58,058     36,321,356  
PEACE       3,367        5,428          7,766        10,605       2,114,868      5,192,837      7,697,556         11,047,385         436,416      1,185,308      1,921,456      2,471,2
SFPI       6,526        9,552        11,430        13,013       3,925,422      7,047,200      9,893,560         12,101,870      1,824,221      3,744,009      4,515,117      5,352,1
Shashemene       1,081        1,850          1,531          1,677          823,   1,610,212      1,361,742           1,228,920         155,155         449,668                471,7
Sidama       7,891  346        12,010  3,121 748 7,87  12,906,200  ,938,715      1,407  2,7      3    3,5 4 
Wassasa       1,457  28  949 1,007  731 5,72    5,523,196 826,  189     6      1    1,7 6 
Wisdom       9,759  ,15     24,421   ,   11,626,351    18,708,012   3    ,118  5    770,148 
Total   461,326    755,073   1,001,565   1,211,305   308,587,589  593,978,863  993,921,297    1,477,678,529  243,290,831  325,028,670  424,359,540  500,644,795 

  22,5
         
       6
    2,86

00      
     

    
    

  44,
    1,
       
    4,
  

  
   

   
  
  

    5
      

     
    1
      

  
0  
  

     7,
     

       
       

,861    2
    

6,79
       
    67
 2,23

0   
 -     
1   
2   

 61,4
   2,
     
   3,

     4,
     2,
 399,7
     7,
     6,
     1,
     2,

     

 118,
     2,

     3,

076,000 
878 

 
772 

       
   

       
       
     

,620
        -

,070
,104
,163
,986

     
   

     
     
     
    

40,0
        
27,5

,9

00 
  -   
00 
92 

,643,000
,693

   
    
 
   

03,00
97,23

55,35

0 
6 
  
0 

62 
40 
26 
58 
79 
48 
80 
0 
9 

04 
15 
94 
16 

,530 
,563 
379 
,168 

    
    
   6
  

,845
   246
,805
,944

,180
,800
,101
,098 

  
  
  

      
  12
   

1  
2  

       
   28
   38

    4
5,95

 29,487

0   
0   

      
   

  

02,6
93,7

,912

00 
65 

,337 

   
   

  

21,30
84,64

,2
  
  

  70,7
  70

    
    

  83,
  78,8

      
     

 138
  67

524 
,727 

   15
   10

,030
,455 ,590  36   87,645  ,867 ,833 ,631 ,287  20    25  29,073

341
,224 
,514 
,302

    
   1
    
  

  480
,269
,574
,629

,348
,857
,570
,932

  
  
  

  11,
    3,7
  12

  
   

    1
    1
   

  
  

     5,
       
    8

1,34
 2,27

6   
6   

      
       

    

  10
    7,
  23

,828
,195
,387

     
     

  

03,7
37,3

041

78 
80 

 

   
   

  

77,89
70,39    

    
    8,
 19,9

140 
,479 

       
     7  12  890 ,364 ,356  4,      6,

 
 
 


	Introduction
	The 1992 macro policy reform and poverty
	The urban labour market, poverty and inequality in Ethiopia
	The structure of employment and household income
	Changes in poverty and inequality

	Modelling the urban labour market and micro-simulation resul
	The model
	Estimation results

	Conclusions
	References
	Key words: Kerosene demand; per capita income; income elasti

	1. Background
	2.2 Commercial household fuels in Ethiopia
	2.5 Liquidized petroleum gas (LPG)
	3. Household kerosene demand projection
	3.1 Trend analysis
	3.3 kerosene price and price elasticity
	3.4 Energy per unit of cost
	Demand side



