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ratio, credit access, agro-ecological zone, having saving account and access to electricit. thus, 

important to identify the major factors influencing non-farm or off-farm income diversification 

strategies and its assess their current status on the livelihood diversification of rural farming 

households. 

1.2. Problem  Statement 

In developing countries, limited livelihood options and reliance on agriculture worsen food 

insecurity. Climate change impacts, like unpredictable rainfall, further harm agriculture in 

Ethiopia, leading to hunger. Promoting livelihood diversification can enhance income and food 

security (Titay, 2017).   

According to studies by Admasu et al. (2022) and Muluneh (2022), the choice of livelihood 

diversification options is influenced by a variety of factors, including the distribution of income 

and wealth status. Alobo and Bignebat (2017) conducted additional empirical study and 

categorized the push and pull dynamics that affect livelihood diversification options. Seasonality 

in income, a faltering credit market, and liquidity constraints are examples of push causes; 

improvements in infrastructure, labor markets, technology, education, and market access are 

examples of pull factors. Initiatives to diversify rural livelihoods are impacted by inadequate 

infrastructure, a lack of financing availability, a lack of market and marketing services, and a 

lack of job opportunities (Asfaw, 2018). 

The past researchers on livelihood diversification  such as (Bereket, 2022) concluded that 

livelihood diversification among rural household is significantly influence by socio economic, 

demographic and institutional factors. education level, access to credit, farm size, extention 

service positively affect the likehood of livelihood diversification. (Adugna, 2021) emphasized 

that poorer households often diversify out of necessity to cope with risk, while relatively better 

off households diversify to enhance income and resilience. (Belayneh, 2022) concluded that 

institutional, infrastructural, and asset related factors are key determinants of livelihood 

diversification among rural households and (Dessalegn & Moges, 2016) emphasize on the 

determinants of livelihood diversification of the rural households. 
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research design, research approaches, sampling techniques and sample size, data sources and 

types, methods of data collection, and methods of data analysis are described. The findings of the 

study are presented and discussed in chapter four. Conclusion and recommendations are 

presented in chapter five. Lastly, reference and appendix are presented after conclusion and 

recommendation. 
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contributes net benefits to other livelihoods at the local and global levels and in the short and 

long term (Beriso, 2022). 

The livelihoods approach also focuses in the ability of people to maintain a viable livelihood 

over time (Bohannon, 2018). Livelihood comprises the assets (natural, human, financial, physical 

and social capital), the activities, and the access to these (mediated by institutions and social 

relations) that together determine the living gained by an individual or household (Maurtua 

Konstantinidi, 2018). Livelihood Approaches focuses understanding of the situation within 

which people live, the assets available for them, livelihood strategies they follow in the face of 

existing policies and institutions, and livelihood outcomes they propose to achieve (Bohannon, 

2018) . 

In order to replace their sources of income and lessen their susceptibility to shocks and crises, 

working households' activities, such as agricultural and off-farm activities, are altered by the 

sustainable livelihood strategies approach, which also increases the structure of many excellent 

housing sectors. Households develop a variety of socially competent activities to lessen stress in 

their fight for survival and to enhance their own quality of life (Kabonga, 2023). Tambe (2022) 

defined livelihood strategies as a variety of coordinated actions and choices that people make to 

fulfill their livelihood objectives, such as labor-intensive work, financial planning techniques, 

reproductive choices, and others. 

According to portfolio theory, which is based on economics and finance, people can spread risk 

and increase returns by holding a diversified portfolio of assets and income markets. Members of 

the household develop a range of talents in an attempt to live better and survive and social care 

systems through coping mechanisms that enhance well-being, lower vulnerability, boost income, 

and promote sustainability (Helmy, 2020).  

According to the social/asset-based approach, which is derived from economics and finance, 

households, like investors, should maintain a varied portfolio of assets and sources of income in 

order to disperse risk and optimize returns. Household members develop a diverse portfolio of 

skills and social support networks in an effort to improve their standard of living and survive. 

This coping strategy increases sustainable livelihoods, lowers vulnerability, boosts income, and 

enhances well-being (Helmy, 2020). 
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 According to Jezeer et al. (2019), a livelihood is anything that is directly related to the abilities, 

resources (material and social), and activities required for subsistence. To achieve their own 

goals, people require a mix of resources; nevertheless, no single capital endowment was 

sufficient to generate the required outcomes on its own. Financial, social, natural, and physical 

capital are some of these resources/assets needed to make a life. 

2.2 Empirical Review 

2.2.1 Patterns of livelihood diversification strategies 

Livelihood diversification is believed to be a solution, and an effective strategy for the reduction 

of poverty and food insecurity in rural Ethiopia (Yenesew & Eric, 2015).  In Ethiopia farmers are 

engaged in a variety of off/non-farm activities to diversify their income and enable them cope 

with the risk of crop failures. However, the available empirical evidences indicate that there is a 

wide difference between results concerning the share of non/off-farm income in total household 

income in Ethiopia (Bezabih and Sarr, M,2012). 

 According to the finding of (Bezabih and Sarr, M., 2012), the non/off-farm contribution in 

1989/90 for rural income in Ethiopia was on averaged about 36%. However, the focus of their 

work was on the strategies of improving sustainable livelihoods and reducing vulnerability to 

disasters of the pastoral communities in Ethiopia the study by (Baharu, 2016), revealed that, 

there is also a significant difference in the farm income generation of farmers in different farm 

size categories with a lower farm income level in small farms.  

The implication of this result is that the share of income is lower (45.53%) in small farms as 

compared to large farms (52.76%). One way small farmers improve income generation is 

through livelihood diversification. As the study by (Dessalegn & Moges, 2016) revealed, the 

alternative livelihood strategies that are used by the households are agriculture only, agriculture 

plus off farm, agriculture plus non- farm, and agriculture plus off- farm plus non- farm activities. 

The higher the diversifications the better off the farmers become.  

The constraints of the rural households in choosing livelihood diversification that was leading 

them to achieve food security goal should not be put aside. Since food security problem cannot 

be overcome by simply concentrating on the farm sector alone; rather farm and non-farm 
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linkages need to be addressed as well. Moreover, the contribution made by non-agricultural 

sector to rural households is a significant; although for the poor and food insecure these activities 

are survival oriented (Adugna, 2008). Researchers have recently explored the ways in which 

households diversify their livelihood diversification and aimed at facilitating and evaluating 

policies in African Countries including Ethiopia.  

According to (Gautam, 2016), finding suggested that, a uniform pattern of diversification in 

terms of the number of activities undertaken for livelihoods but a highly varying degree of 

resultant well-being across households. Involvement in the remunerative sectors is determined by 

various financial, social and human capitals; poor households are unable to combat the entry 

barrier and are prevented from getting access to them  Another study by (Sule & Kayode, 2019), 

showed that, farmers adopted five livelihood strategies of which Cropping, Poultry and 

Livestock Keeping was predominant, accounting for 37.39% of respondents.  

2.2.2 Drivers of livelihood diversification strategies 

The survey result of (Yishak, Gezahegn, & Tesfaye, 2014), indicates that rural households   

practice diversified livelihood strategies. Accordingly, the large part of the respondents (57.7%) 

combines agriculture with other activities (non/off-farm). Surprisingly, some farmers are 

pursuing non-farm and off-farm activities as the primary livelihood strategies rather than 

agriculture. According to (Gebru, 2018), households choice and adoption of livelihood 

diversification strategies are positively affected by households level of education, access to 

credit, income, membership to cooperatives, land size, and farm input use, age, dependency ratio, 

family size, access to extension services, distance to market, livestock ownership and agro-

ecology negatively affected. 

 Diversification into non-farm activities plays a significant role in the context of inadequate and 

rain fed-dependent agricultural income households. Households who diversified their livelihood 

activities are the ones who able to build better asset and less vulnerable than the undiversified 

ones (Gebru, 2018). Similarly, (Bealu, 2019) reported education level of house hold head, land 

size of household, annual income of household head, membership of households in the 

organization, credit utilization, and access of extension services are significant in determining the 

livelihood diversification of households while age and family size of households are found to be 
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2. Where labor is in short supply during peak planting, weeding and harvesting seasons simple 

labor saving devices can be used and free labor for other farm activities. 

 3. The use of better seeds, fertilizers and simple irrigation to increase the yields of staple crops 

and cash crop cultivation, that on the other hand can rise families consumption standard and help 

to invest in farm improvements 

4. Can minimize the impact of staple crop failure and provide a security of income previously 

unavailable. Similarly the realization of strategic complementarities between diversification and 

specialization according to the comparative advantages is the pull-factor for livelihoods 

diversification. 

 2.2.3.2 Capital as Determinant Factor of Diversification  

There are various kinds of capitals identified by different scholars and organizations. According 

to Ellis (1998) capitals are divided in to Physical, Social, Natural, Human and Financial 

categories.  

With regard to natural capital, as stated by Ellis and Freeman (2005): small landholdings in many 

countries limit the availability of agriculture as a livelihood strategy, forcing many smallholders 

to diversify in to other livelihood options. Therefore, while dependence on agriculture is 

negatively correlated with income in some countries, this effect is limited by the small size of 

landholding in many other countries. 

The same report states that full-time farming is only a possibility for people who have enough 

land or cattle to support every adult worker in the home. Only those with education, a specific 

expertise, or the funds to launch a firm are eligible for skilled non-farm jobs. The factors that 

determine the diversity of livelihoods in households are their assets. The variety of activities that 

the household can engage in, according to these authors, will depend on its asset base, which 

includes human capital (education, health, skill, etc.), social capital (networks, relationships, 

etc.), financial capital (credits, loans, etc.), physical capital (infrastructure, modern agricultural 

inputs, market, etc.), and personal capital (motivation, willingness to act, etc.). 
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connected to the livelihood diversification.The current study was guided by this conceptual 

framework to address the stated specific objectives.  

 

 

 

 

 

 

 

 

 

 

 

 

Source: Adapted from  Ellis (2000) 

Figure 1: Conceptual framework for analyzing determinants of livelihood diversification 

strategieschoice 
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3.3 Sampling Procedure and Sample Size Determination 

Household Survey was conducted with selected sample households in the study area. The 

sampling procedure follows multi-stage sampling techniques, in the first stage two sample 

kebeles namely, Dengors and Sahirina were selected based on the potential availability of 

livelihood diversifications by using simple random sampling sampling. In the second sample 

stage, the the sample respondents were selected  from each stratum of two kebele sample 

respondents considering sampling size proportions. Finally, from each stratum, a respondent was 

selected randomly using systematic random sampling technique by using proportional to sample 

size.  

Farta Woreda is divided into 32 kebeles. In the selected sampled Kebeles, there are 2025 

households from which 803 of them were from Dengors kebele and 1222 of them were from 

sahirina Kebele. The sample size was established by using the Yemane formula (Yemane, 1967) 

as illustrated below in orders to obtain a trustworthy and representative sample from the target 

population. The sample frame of the study was less than 10,000, which may be used as an excuse 

for favoring this scientific formula. The key assumptions underlying Yamane's 1967 sample-size 

formula include: Finite and Known Population Size (N): The formula assumes the population 

size is finite and known, which allows the adjustment of sample size relative to total population. 

 

n=___N___   ----------------------------------------------------------------------------------------------(1) 

      1+ N(e)2 

 

Where; 

n = is sample size,  

N= the number of total households in the sample kebele (the population size) 

e =level of precision (error of margin) which is equal to 0.05 
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decision of rural households to participate in livelihood diversification strategies, including 

migration. 

Livestock holding (LIVHOING) is the amount of livestock owned by HHs. It is measured by 

Tropical Livestock Unit (TLU). Livestock is considered as the principal store of an asset for the 

farm households in Ethiopia (Kassie, et a, 2017); (Yenesew & Eric, 2015).In contrast livestock 

ownership negatively affected livelihood diversification (Gebru, 2018). Thus, this variable is 

expected to affect livelihood diversification negatively. 

Table 2: Summary of Definition, Measurement and Hypothesis of independent and dependent  

variable 

Variables name  

Dependent variable 

Choice of livelihood diversification 

strategies 

Descriptions of Livelihood diversification 

Strategies like on farm; offarm; non farn 

Y=1, On-Farm only Agriculture alone 

Y=2,On-Farm+Off-Farm Combination of agriculture and off farm 

Y=3,On-Farm+Non-Farm  Combination of agriculture and non farm  

Y=4,On-Farm+Off-Farm+Non-Farm Combination of agriculture, off farm and non-farm 

Independent variables(Explanatory) Variable types Measurement Expected sign 

Sex (SEX) Dummy 0 and 1 -ve 

Age (AGE) Continuous Year -ve 

Family size (FMSZ) Continuous Adult equivalent +ve 

Agricultural input (AGRIPUT) Dummy 0 and 1 +ve 

Frequency of extension contact (FREXCN) Dummy Day -ve 

Membership to cooperatives (MEMCOP) Dummy 0 and 1 +ve 

 Credit use (CREDUSE)   Dummy 0 and 1 +ve 

Distance to market center (DISMRKTCEN) Continuous Km -ve 

Land size (LASIZE) Continuous Hectare -+ve 

Livestock holding (LIVHOING) Continuous TLU -ve 

Education (EDU) Dummy Year +ve 
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for continuous variables were found to be small (i.e. VIF values less than 10) indicating that 

there was no serious problem of multicoliniarity among the independent variables. The result of 

the contegency coffcient  also reveals the absence of multicoliniarity problem. According to the 

test result, multicollinearity was not a serious problem  among discreet variables.  (i.e. 

contigenecy coefficient (CC) values was less than 0.75) among independent variables (Appendix 

5). Therefore, all as independent variables were entered into the multinomial logistic regression 

analysis. 

The variance of the error terms in a regression model in an independent variable is referred to as 

heteroscedasticity. The variance varies across the values of the explanatory variables when 

heteroscedasticity is present in the data, making the ordinary list square estimator biased and 

incorrect. Therefore, it is crucial to check for heteroscedasticity and take corrective action if it is 

found. Heteroscedasticities can be found using a variety of tests, including the White and 

Breusch Pagan tests. The Breusch-Pagan test, which was employed in this investigation, aids in 

comparing the alternative and null hypotheses. The alternative hypothesis asserts that the error 

variances are a multiplicative function of one or more variables, while the null hypothesis argues 

that the error variances are all equal (homoscedasticity). If the probability value of the chi-square 

statistic is less than 0.05. Therefore the null hypothesis of constant variance can be rejected at 

5% level of significance. It implies the presence of heteroscedasticity in the residuals. The chi-

square statistic of the Breusch-Pagan test for multinomial Logit model was 0.5265 which is 

insignificant leads to the acceptance of the null hypothesis (Constant variance) mean that no 

heteroscedasticity problem (Appendix  6). 

4.3.2 Determinates of livelihood diversification activities 

To determine whether the model fits the data well or not, the model's goodness of fit with the 

dataset was examined. The overall goodness of fit of the model is substantial at the 1% 

probability level, as indicated by the log likelihood ratio value of -311.54755 for the 

determinates of livelihood diversification activities of households. The Pseudo R2 is used to test 

the goodness of fit. According to the outcome, Pseudo R2 is 0.2617.  

The effect of the significant variables on the determinants of livelihood diversification activities   

is discussed in detail below 
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Estimates of multinomial logit regression model 

Table 6: Household livelihood diversification strategies adopted by the household On-farm + off-
farm 

Variable Coefficient Std. Error Z P>z Marginal Effect 

Age* -.030157 .0174981 -1.72 0.085 -.0035304 

Education .3117327 .3558054 0.88 0.381 -.0933269 

Family size .0247375 .0916976 0.27 0.787 -.0051631 

Farm size*** -1.576192 .3134746 -5.03 0.000 -.0831592 

TLU .1248022 .1217543 1.03 0.305 .0243245 

Income*** .0002657 .0000387 6.86 0.000 .0000118 

Credit use* .6269458 .366237 1.71 0.087 .0041592 

Extension aces -.3691918 .3506179 -1.05 0.292 -.0264017 

Distance from market 

center*** 

-.0320134 .0122318 -2.62 0.009 -.0061127 

Agricultural input ** -.8350988 .4037102 -2.07 0.039 -.0524648 

Sex .2250588 .5059332 0.44 0.656 -.6324808 

Membership of coo -.1792945 .4166296 -0.43 0.667 

0.143 

-.0348118 

Constant 2.575019 1.756815 1.47  

Logistic regression  

Number of observations =334 

LR chi2(36)=220.83 

Prob > chi2=0.0000 

Log likelihood =-311.54755  

Pseudo R2= 0.2617 

Notes: ***,**, and *  refers to significant  at 1%, 5%, and 10%, respectively 
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Table 7: Household livelihood diversification strategies adopted by the household On-farm + 

non-farm 

Variable Coefficient Std. Error Z P>z Marginal Effect 

Age -.0255844  0218701 -1.17 0.242 -.0005686   

Education*** 1.330322 .4775403 2.79 0.005 .1195466 

Family size .104853 .1105295 0.95 0.343 .0105675 

Farm size*** -1.724194 .3687985 -4.68 0.000 -.0418853 

TLU .0880237 .1466983 0.60 0.548 .0044954 

Income*** .0002657 .0000387 6.86 0.000 8.74e-06 

Credit use** 1.000567   .4437981 2.25   0.024 .0552822 

Extension aces -.560807 .4223599 -1.33 0.184 -.0405246 

Distance from market center .0003065 .0147363 0.02 0.983 .0028517 

Agricultural input * -.8942147 .4877752 -1.83 0.067 -.0233833 

Sex .0198344 .6295203 0.03 0.975 -.3787927 

Membership of coo -.2186878 .4938488 -0.44 0.658 -.0222519 

Constant -3.289346 2.247364 -1.46 0.143  

Logistic regression  

Number of observations =334 

LR chi2(36)=220.83 

Prob > chi2=0.0000 

Log likelihood =-311.54755  

Pseudo R2=0.2617 

Notes: ***,**,and *  refers to significant  at 1%,5%, and 10%, respectively 
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Farm land negatively influenceslivelihood diversification by encouraging agricultural 

specialization; therefore, policies should integrate non farm livelihood support with agricultural 

development initiatives.  

Annual earnings of the households should be enhanced through the creation of jobs that will 

provide exceptional desire to diversify their livelihoods strategies. 

Improving credit availability and improving credit institutional arrangements are strongly 

advised in order to promote the participation of households in non farm and agricultural 

livelihood strategies. 
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5. What are the income generating activities in your District other than agriculture 

Part II: Check list for focus group discussion  

1. What are constraints of the choice of livelihood diversification strategies of women? 

2. What are constraints of the choice of livelihood diversification strategies of men?  

3. What are reasons (pull/push factors) that encourage rural households to choice diverse 

livelihood strategies? 

4. Which livelihood strategy is the most important for rural households? 

Part III: Check list for Key informant interviews  

       1. What are constraints of rural households to choice diverse livelihood strategies?  

       2. What are opportunities of rural households to choice diverse livelihood strategies?  

       3. Which livelihood strategies is the most important income source of rural households 

Appendix Table 2: Conversion Factor for Tropical Livestock Unit (TLU) 

Animal Category  

 

TLU  

 

Animal Category  

 

TLU  

 

Ox 1.100 Sheep 0.01 

Cow 1.00 Goat 0.09 

Heifer 0.50 Donkey 0.50 

Bull 0.60 Horse 0.80 

Calves 0.20 Mule 0.70 

Poultry 0.01   

Source:Storck, et al.(1991) 

 

 

 

Appendix Table 3: Conversion Factor used to calculate Adult Equivalent (AE) 
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Age Category(years) Male Female 

<10 Years  0.60 0.60 

10-13 0.90 0.80 

14----16 1.00 0.75 

17-50 1.00 0.75 

>50 1.00 0.75 

   

Source:Storck et al. (1991) 

Appendix Table 4: VIF(Variance of Inflators) and Inverse of Variance for contnious variables 

Variable VIF 1/VIF  

House hold head age 1.11 0.902701  

Household familysize 1.07 0.937620 

Household annul income 1.19 0.839757






