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Background: ESAP

= High public sector spending
- |mbalance b/n government expenditures and revenues

= Economic Structural Adjustment Program
(ESAP) in 1991

_1beralize domestic economy through privatization
De-regulate prices and wages
Removal of subsidies

Reduce public spending
o Cogt-recovery measures in health and education




Background: Droughts

= ESAP coincided with one of the worst droughtsin
Zimbabwe history

= The impact was felt throughout the country:
‘Maizeyield fell by 1/3 of itsnormal level =
*Real GDP fell by more than 12%0=

Increase in urban and rural poverty levels=

= Policy reversals as the government had to
Increase public spending for drought relief =)




Maize Yields (KG /ha) by Sub-sectors)
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Evolution of Central Government Budget
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Changes in Real GDP Per Capita
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Changes in Poverty Level, 1990-96
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ESAP and Droughts. |mplications to
Urban Livelihoods

= Nearly 80% of workersin urban areas are elther
permanent or temporary employees

High dependence on cash income & market-
ourchased consumption goods

 Policies affecting food prices, employment and

government services bear immediate impact on the urban
pOOor

= |mpact of droughtsfelt in urban areas
- Strong urban-rural linkages
 Urban agriculture




Household Responses

= Natural and policy-induced risks are common
facts of life for many In the developing world

= Households make adjustments in response:

« Most households have smoother consumption tham
Income




Response M echanisms

Informal community risk sharing
Insurance and credit markets
Urban-rural linkages

|ncome diversification

« Morethan 1 income source

 Venturing into informal sources
« More Income generating members



|ncome Diversification

Self-insurance against risk in the context of missing
Insurance markets

Way of diversifying consumption in areaswith
Incompl ete output markets

An ex-post coping strategy

Exploit strategic complementarities between activities

 Positively associated with household wealth in rural
areas




Income Diversification (cont...)

= Not widely studied in the urban context
 Urban-rural comparison
- Motives




Data and Measuring Diversification

= Data

- National Income, Consumption, and Expenditure
Surveys (ICES) in 1990/1 and 1995/6
o Over 14,000 householdsin 1990/1, 33% urban

o Over 17,500 households in 1995/6, 42% urban
« Time-seriesranfall data, 1952-1996




Measuring Diversification

= Non-farm income share (NF):
» Same weight for 1 versus more non-farm sources

 Requires complete account of different income
sources

 Not relevant for urban households
= Number of iIncome sources (S):

- Easy to measure
 Allows urban-rural comparison




Measuring Diversification (cont...)

Where Y istota household income
Y, Isincome from source K.




Empirical Model

(3) th = INCDVJ.tpt + thqt Vv,
Where INCDV=S, NF, or D

(4 INCDV, =X,a,+Zb, +u,

Where Z; is the instrument set



Distribution of Urban Income Sources
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Number of |ncome Sources and Urban
Household Participation
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Distribution of Rural |ncome Sources
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Number of |ncome Sources and Rural
Household Participation
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INCDV

Empirical Results:
Comparison of Diversification Measures

Rurd

Urban

Y1990/1 Y1995/6 Y1990/1 Y1995/6

0.98 1.42
(13.4)**  (14.9)**
1.23 1.71
(12.9)%**  (15.3)***
0.96 0.91
(22.5)***  (29,7)***

-0.79 0.53
(23*  (20)**
-0.63 0.76
12 (35)*x




Returns to Diversification and Other Assets

Explanatory Variables

Rral

Uran

Y1990/1 Y1995/6  Y1990/1 Y1995/6

S 0.98 1.42 -0.79 0.53
(13.4)*** (14.9)*** (23)** (2.0)**

Head Education 0.31 0.11 0.56 0.27
(9.2)*** (8. 7)***  (9.5)*** (4.7)***

Head Sex -0.02 0.01 0.2 0.15
-0.9 -0.6 (4.8)*** (4.3)***

Asxt Holding 0.41 0.32 0.29 0.33
(30.5)*** (26.8)*** (32.6)*** (41.6)**

Accessto Credit 0.1 0.35 -0.01 0.38
(2.2)** (7.8)*** 0.1 (7.6)***

#Mde Adults, SH Ed 0.12 0.13 0.05 0.1
(8.7)*** (9.2)*** (25)** (5.9)***

# Femde Adults, SH Ed 0.18 0.15 0.17 0.18
(11.8)*** (9.7)*** (8.0)*** (10.8)**




Urban-Rural Differencesin Income
Diversification

= While the poor tend to have more diversified

Income In urban areas, the opposite holds in rura
areas

« But the urban rich are not immune to shocks
= Motives:
 Urban: Risk management

 Rural: Risk management and wealth accumulation




Decomposition of Changes in Welfare

Urban
L evel Return
-0.06 214

Rural
Level Return Total
-1.08 1.71 0.63

Explanatory Variables
Total
2.08

|ncome Divergfication

Head Sex

Head Education
Household Sze

# Mde Adults, SH Ed
# Femde Adults, SH Ed
As=t Holding

Accessto Credit

0
0.01
0.05

0

0
-0.03
0.04

0.02
-0.03
-0.18
0
-0.01
-0.06
0.05

0.02
-0
-0.1
0
0
-0.1
0.09

0
0.02
0.03

0
0.01
-0.01

-0.04
-0.14
-0.14
-0.04
0.01
-0.08

-0.04
-0.12
-0.11
-0.03
0.02
-0.09

-004 018 014




Wealth Impact of Income Diversification

= Diversification helped weather some of the
negative effects of economic shocks

= While returns to most other assets declined;
those to diversification actually increased
following the shocks




Conclusion and Implications

= |[ncome diversification is significantly associated
with welfare outcomes

= Households with more diversified income have
greater resilience in dealing with economic
hardships

= |ncreased agricultural and informal activities
following the shocks underscores the Importance
of these activities, notably in urban areas




Conclusion and Implications (cont...)

= Urban and rural motives for diversification:
 Risk management, wealth accumulation

= The observed difference in livelihood cheices
between rural and urban areas, and among
different urban areas, Implies that policy
prescriptions need to reflect them




