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Abstract

Asst, activity and income diversification lie a the heart of livelihood drategiesin rurd Africa. This
paper introduces a gpecid issue on the topic “Income Diversfication and Liveihoodsin Rurd Africa
Cause and Consequence of Change.” We concentrate on core conceptual issues that bedevil the
literature on rura income diversification and the policy implications of the empirica evidence presented
in this specid isue,
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Introduction

Divergfication isthenorm. Very few people collect al their income from any one source, hold
al their wedth in the form of any single asst, or use their assetsin just one activity. Multiple motives
prompt households and individuals to diversfy assets, incomes, and activities. Thefirst set of motives
comprise what are traditionally termed “ push factors’: risk reduction, responseto diminishing factor
returnsin any given use, such as family labor supply in the presence of land congtraints driven by

population pressure and landhol dings fragmentation,
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resction to crisis or liquidity congtraints, high transactions costs that induce households to sdlf-provison
in severa goods and services, etc. The second set of motives comprise “pull factors’: redlization of
drategic complementarities between activities, such as crop-livestock integration or milling and hog
production, specidization according to comparative advantage accorded by superior technologies, skills
or endowments, etc.

These micro level determinants of diversification are mirrored & more aggregate levels. From
the “ push factor perspective,” diversfication is driven by limited risk-bearing capacity in the presence of
incomplete or wesk financia systems that create strong incentives to select a portfolio of activitiesin
order to stabilize income flows and consumption, by constraints in labor and land markets, and by
climatic uncertainty. From the “pull factor perspective,” locd enginesof growth such as commercia
agriculture or proximity to an urban area create opportunities for income diversfication in production-
and expenditure-linkage activities

The consegquence of the ubiquitous presence of the above factorsin rurd Africaiswidespread
diversfication Despite the persstent image of Africa as acontinent of “subsistence farmers” nonfarm
sources may aready account for as much as 40-45% of average household income and seem to be
growing in importance (Bryceson and Jamd, 1997; Reardon, 1997; Littleet d., 2001).

Perhaps more importantly, nonfarm ectivity is typicaly postively corrdated with income and
wedlth (in the form of land and livestock) in rurd Africa, and thus seems to offer a pathway out of
poverty if nonfarm opportunities can be seized by the rura poor. But this key finding is a double-edged
sword. The positive wedth-nonfarm correlation may aso suggest that those who begin poor in land and

capital face an uphill bettle to overcome entry barriers and steep investment requirements to



participation in nonfarm activities capable of lifting them from poverty.

Hence the rapid emergence of widespread attention paid these issues by scholars, policymakers
and donors.* Poverty policy generaly aims to improve the asset holdings of the poor, either by
endowing them with additiond financid, fixed, human, naturd, or socid assets, by increasing the
productivity of assets they aready hold, or both. Divergfication patterns reflect individuas' voluntary
exchange of assats and their dlocation of assets across various activities so as to achieve an optimal
bal ance between expected returns and risk exposure conditional on the congraints they face. By
providing awindow into households' reveded preference among livelihood strategies and the feasible
st of srategies among which different households can choose, the study of divergfication behavior
offersimportant ingghts as to what sorts of interventions might be effective in reducing poverty and
vulnerability. This can happen through identification of ether effective means of targeting transfers to the
poor or the food insecure, or impediments to the smooth functioning of factor markets in labor, land and
capitd that condition households on- and off-farm investment.

This paper introduces a specia issue of Food Policy on “Income Diversfication and
Livelihoodsin Rura Africac Cause and Consequence of Change” The seven papers that follow offer
an unprecedented collection of case studies based on detailed primary data from across Africa The
griking consstency of the papers findings across space, time and anaytical methods suggests empirica
regularities with repect to the determinants and effects of diversfication behaviors that can and ought to
inform policymaking in Africa. Thisintroductory paper amsto cal attention to severd core conceptud
issues that continue to bedevil the existing literature on rura income diversfication, so asto place the

seven subsequent papers in a broader context, and then to draw out the policy implications of the



accumulated empirica evidence.

Conceptual Issues

Severd conceptud issues lurk just benesth the surface of the rapidly growing literature on
nonfarm rural economies and livelihood diversfication. The most mundane, yet essentid, concern foci
and definitions. is one inherently interested in assets, incomes, or shares of land or time in dternative
activities? What distinguishes“farnT’, “non-farm’ and “ off-farni” categories? The next subsection
briefly addresses these questions in the interest of helping foster greater standardization of terms and
accounting conventions, and thereby resolving some methodologica questions that plague the exidting
literature and improving comparability across sudies.

The subsequent subsection addresses conceptual questions about the causal origins of observed
diversfication patterns. Many published studies of the nonfarm economy focus on a single reason to
diversfy (most commonly, risk management) and thereby fail to congder al plausible pathways of

diversfication. We therefore review the range of credible explanations to be found in the literature.

Definitional questions.

The extant literature on diversfication lacks common definitions or well-established conventions
on the collection or classification of data or on the use of indicators to capture observed diversification
behaviors. This lack of standard approaches impedes effective comparative andysis and too often
leads to mistaken inference. We therefore offer some basic rules of thumb drawn from our own work

and the papers in this specid issue



The firgt issue relates to the variablg(s) of interest in the study of diversification behavior.
Individuals® own assets, some of which (non-productive assets, such as household valuables) generate
“unearned” income directly and others of which (productive assets, such as human capitd, land,
livestock) generate “ earned” income only indirectly through their alocation to activities such as farming,
weaving or commerce. Assets, activities, and income are thus complementary measures in the study of
divergfication behaviors.  Income offers ameasure of direct interest because of its clear interpretation
asawdfare outcome. But it can be difficult to distinguish (constrained) choice from chance in income
draws. Assets offer astore of wealth as well as sources of income, and portfolio theory focuses on
as dlocation.  But assets can be very difficult to value accurately in rura Africa, where secondary
assat markets are often poorly developed, especialy since asset fixity ( assets specific to certain
activities (eg., plowsfor crop cultivation)) generates highly variable returnsto assets. Activities are ex
ante flows of servicesthat map the stock concept of assets into the ex post flows of income, and
thereby help identify individuals' expliat diversification choices, detached from the effects of shocksto
productivity and income. Y et activities are of no direct theoretical relevance themsalves, can be
likewise difficult to vaue, and necessarily miss the generation of income from nonproductive assets, so
they too offer imperfect measures of diversfication behaviors.

None of the three variablesis unambiguoudy better than the others, so we advocate the use of
multiple indicators as cross checks on inference based on any sngle one. The papersin this specid
issue demondtrate this gpproach, commonly tying observations of one sort of indicator to data on
another. The difficulty hereliesin capturing the dynamics of change and directions of causdlity.

The prevailing practiceis to emphasize income diversification measures, but in dmost every case



these are directly linked to household asset stocks and the feasible activity choices faced by different
households. For example, in two papers on Ethiopia, Woldehanna and Oskam study off-farm |abor
supply decisions (an activity dlocation) as afunction of household asset holdings, while Block and
Webb explore the effect of aternative asset mixes on income diversification. Barrett et d. smilarly
study Ivoirian households= choice of activities as a function of their asset endowments.

Incong stent terminology is another common source of confusion in thisliterature. The terms
“off-farm,” “non-farm,”, “nonagriculturd,” “nontraditiond,” etc. routingly appear in ssemingly
synonymous ways. The basic distinctions among activities and incomes are to be made aong sectora
and spatid lines.* One must follow standard national accounting sectoral dlassificationsin order to
maintain alogica correspondence between micro and macro level andyses. Table 1 depictsthe
components of rural household income using a three-way classification of earned income (i.e., income

from productive assets) by sector (e.g., farm vs nonfarm), function (wage vs self employment), and

gpace (local vs migratory).

The mogt badic classfication of activities follows the sectord distinctions of nationa accounting
sysems primary (agriculture, mining, and other extractive), secondary (manufacturing), and tertiary
(services). Thisleadsdirectly to the distinction between “agriculturd” or “farm’ income (derived from
the production or gathering of unprocessed crops or livestock or forest or fish products from natura
resources) and “nonagricultura” or “nonfarm’ income (dl other sources of income, including from
processing, trangport of trading of unprocessed agricultura, forest and fish products). So sectoral

farm/nonfarm assignment concerns only the nature of the product and the types of factors used in the



production process. It does not matter where the activity takes place (in the domicile, on the farm
premises, in town, abroad), a what scae (in a huge factory or by a single person), with what
technology, or whether the participant earns profit or labor income (wages or sdary) from the activity.
Perhaps the most common error is classifying agriculturd wage employment income as nonfarm rather
than as agricultura (sector) and off-farm (location) income.

The next distinction, depicted as separate rowsin Table 1, concerns functional classfications.
Here there exigts a continuum from "clearly wage-employment” (i.e,, involving awage or sdary
contract), through a grey areawhere an activity could be classified as either wage- or self-employmert,
to "dearly sdf-employment” (e.g., entrepreneurid activity). A distinction between these two istypicaly
drawn for both data collection and analytical reasons. Firdt, data collection on income from sdif-
employment typicaly involves different questions, and is far more complicated, than collecting dataon
wage or sdary income. Second, as the papersin this specia issue consstently emphasize, labor market
opportunities vary enormoudy between poorly compensated unskilled wage labor in any sector, well
compensated, generally more dependable skilled wage or sdary labor (admost dways in the nonfarm
sectors) and sdf-employment in skilled or unskilled trades or commerce in the nonfarm sectors or in
farming.

Findly, given the sectord and functiona categorization of an activity, there is spatia
classfication into two broad categories with some important subcategories. First, an activity can be
“local” , with two sub-categories: (a) at-home (or the more ambiguous term “on farmi’);> and (b) local
away-from-home, with subcategories of (i) countryside or gtrictly rurd, (i) nearby rurd town, and (iii)

intermediate city. Second, an activity can be “ distant away-from-home” (or the Smpler but sometimes



ambiguous term, “migratory”), with subcategories. (a) domestic rurd (e.g., inter-zone migration), (b)
domestic urban (such as to adistant metropolitan area), and (c) foreign. The locd versus in-country
versus foreign digtinction permits one to judge how dependent the household is on the local economy
and its vicissitudes, to study locd intersectora linkages between the farm and nonfarm sectors, to study
rurd-urban linkages within the country, and to marry micro-level observations with macro-leve
observations of workers' remittances and other unrequited transfersin the balance of payments. A
household can be “rurd” (located in the countryside) but its activities may be amix of urban and rurd.
Thereis unfortunate ambiguity in the way researchers use terms such as “rurd nonfarm income”
because at times they mean the nonfarm income (earned anywhere) by rural households, and other times
they mean the nonfarm income earned only in rura areas by rurad households. One needs to be clear
about the definitions used in the sudy of diversfication behaviors.

The Causal Origins of Diver sification.

The literature dready shows that nonfarm earnings account for a considerable share of farm
household income in rurd Africa, typicaly moreso than in other world regions (Reardon, 1997,
Reardon et d., 1998). Mogt of the papersin this specid issue confirm widespread reliance on nonfarm
income sources by African farm households. Thefirst logicd question is: why do households diversfy?

Farm household diversfication into nonfarm activities emerges naturaly from diminishing or
time-varying returns to labor or land, from market failures (eg., for credit) or frictions (e.g., for mobility
or entry into high-return niches), from ex ante risk management, and from ex post coping with adverse
shocks. Where returns to productive assets vary across time (e.g., land, labor or livestock across dry

and wet seasons) or among individuas within a household or households within a community, data



aggregated across time, individuals, or households will exhibit diverse assts, activities and incomes even
if there is complete Ricardian specidization according to comparative advantage. Such aggregation
likely accounts for a substantia proportion of the diversfication reported in empirica studies.

Additiond explanations turn on incomplete markets (e.g., for land, labor, credit, or insurance).
Missing land markets, for example, can hep explain why a skilled blacksmith who inherits land spends
scarce time farming athough his comparative advantage lies in smithwork. Were land markets operative,
he might rent out or 4l hisland and devote dl histime to blacksmithing. But in the absence of land
markets,® and in the presence of labor market imperfections that preciude his smply hiring othersto
work hisland for him,” his optimal use of labor time may well indude time spent on relaively less
productive farming, else hisland assat returns nothing to him. Observed diversification of labor activities
and income for this hypothetica individua would then be attributable primarily to the absence of
markets.

Smilarly, asmdlholder household endowed with much labor but relatively little land will, in the
absence of wdll-functioning land markets, typicaly apply some labor to their own farm, and hire some
labor out for off-farm wage employment in agriculture. Because individud factors of production face
diminishing returns in most productive activities, when individuals or households are not endowed with
the ratio that maximizes profits a prevailing shadow prices and there are not well-devel oped asset
markets through which they can exchange assets to achieve the optimal mix, diversification becomes the
natural response. Individuas rationdly alocate assets across activities to equalize margind returnsin the
face of quas-fixed complementary assets (e.g., land) or mohility barriers to expansion of existing (farm

or nonfarm) enterprises. For the poorest, this typically means highly diversfied portfolioswith low



margina returns, or desperation-led diversfication (Barrett, 1997; Reardon et d., 2000; Litlleet d.,
2001).

In remote areas where physical accessto marketsis costly and causes (household- specific)
factor and product markets failures, households diversify production patterns partly to satisfy own
demand for diversity in consumption (Omamo, 1998). Thisis the microeconomic andogue to the
classic trade-theoretic mode in which movement from free trade to autarky reduces specidization so as
to satisfy loca demand for multiple goods and services.

Missing markets can aso discourage diversification. For example, missing credit markets can
impede diversfication into activities or assets characterized by subgstantid barriersto entry.
Smadllholders typically cannot afford to purchase atruck and enter the long-haul trangport niche of the
food marketing channel, no matter how profitable it might be (Barrett, 1997). On the other hand, if
non-farm or off-farm options can be accessed easily, but credit markets are thin or missing, non-farm
earnings can be acrucia means for overcoming working capital constraints to purchasing necessary
variable inputs for farming (e.g., fertilizer, seeds, equipment, labor) or to making capita improvements
(e.g., bunds, ridges, irrigation) to one’sfam (Reardon et d., 1994; Savadogo et a., 1998; Reardon et
d., 1999). Or credit may be available, but land is unacceptable as collateral while evidence of steady
off-farm cash income will suffice to enable one to borrow. Relatedly, some farmers may feel adeep
attachment to agriculture asaway of life and are willing to pay, in the form of foregone profits, to
maintain the family farm. In the presence of working capital condraints, off-farm earnings may be
essential to maintaining a viable farm that requires purchased inputs or that cannot generate enough cash

income to satisfy the household’ s cash requirements (for taxes, consumption goods purchases, school
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fees, medicines, etc.).

In the absence of complete credit or insurance markets, individuas are typicaly unable to
smooth consumption in spite of astrong desire to do so. When financiad markets (for credit and
insurance, in particular) are complete, economic theory suggests that individuas consume only the
permanent portion of their income and save (dissave) any trangitory postive (negetive) earnings. Or, if
they are risk averse they purchase insurance to relieve themselves of income risk. For many
inditutiond, infrastructura, technologica, and informationa reasons, financid markets are routingly
incompletein rurd Africaso individuals must act outside of financid marketsin order to reduce
consumption variability driven by red income varigbility. Diverdfication isaprimary means by which
many individuals reduce risk.

Diversfication iswiddy understood as aform of sdf-insurance in which people exchange some
foregone expected earnings for reduced income variability achieved by sdecting a portfolio of assets
and activities that have low or negative corrdation of incomes (Alderman and Paxson, 1992; Reardon
etd., 1992; 1998; 2000). Note that the notion of saf-insuranceisan ex ante concept of risk
mitigation. Coupling weakly covariate pursuits diversfied across sectors (e.g., crop production and
seasona metalworking) or space (e.g., migration) can reduce household income variability. If, asis
widdy believed, risk aversgon is decreasing in income and wesdlth, then the poor will exhibit grester
demand for diversfication for the purpose of ex ante risk mitigation than do the wedlthy. The fact that
divergfication rises with wedth or income in both absolute and proportiond termsin rurd Africa
(Reardon 1997, Reardon et a. 1998, Barrett et a. 2000) underscores that risk mitigation cannot

satisfactorily explain observed patterns of nonfarm activity on the continent. We return to this core
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finding in the next section.

A related, but digtinct role of divergfication isto cope ex post with shocksto income. When
cropsfail or livestock die, households must reallocate |abor to other pursuits, whether formal
employment off-farm (e.g., wage labor), informa employment off-farm (e.g., hunting), or nonagricultura
activities on-farm (e.g., weaving, brewing). Reardon et d. (1992) and Webb and Reardon (1992) find
that households' capacity to cope with the drought shocks of the mid-1980s in Burkina Faso were
strongly associated with the extent of their non-farm diversification paiterns. Barrett and Arcese (1998)
gmilarly show that wildlife poaching in Tanzaniaiin part responds to agroclimeatic shocks thet affect farm
labor productivity. Much asrisk preferences and differentia access to wedth likely contribute to
greater demand for ex ante diversfication by poor people, so too are the poor more likely to diversfy
ex post as a coping response to shocks. They smply have less ahility to salf-insure through cashing in
nonproductive assets than do the relaively wesdlthy.

Oneimplication of the “diverdfication asrisk management” rationale is that the need for sdlf-
insurance is afunction of the availability of subgtitute socia insurance, provided through transfers by the
government, by non-profit agencies, by community or family members. Since socid insurance can a
least partly subgtitute for self-insurance, one would expect greater need for asset, activity, and income
divergfication where socid insurance is relatively scarce. Thismay help account for the unusudly high
dependence of African farm households on non-farm income, as governments, communities, and relief
agencies offer meager and frequently tardy safety nets, and the socid fabric of traditiona safety nets
appears to be stretched or unraveling in many places.

While diversficationis a naturd response to substantia climatic risk and transactions costs in
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lower potentid agricultural aress, the evidence from Africalargdly finds non-farm activity highestin
areas of better-thanaverage agricultura productivity and incomes, underscoring the importance of
familiar intersectord linkages (Haggblade et d., 1989; Reardon, 1997). Smilarly, the purchasing power
concentrated in larger urban areas often stimulates more vibrant non-farm activity in peri-urban rurd
aress, dthough these effects are often aosent in the vicinity of smdler cities and towns, as Lanjouw et d.
demondirate in thelr paper on Tanzaniain thisissue.

Thefind explanation for diversfication patterns is the existence of economies of scopein
production. Economies of scope exist when the same inputs generate greater per-unit profitswhen
gpread across multiple outputs than dedicated to any one output. The concept differs from that of
economies of scale, in which per unit profits are increasing as the amount of al inputs to production
grows. Economies of scae tend to favor specidization. Most empirical studies of African agriculture
find no sgnificant economies of scae beyond avery smdl farm sz, attributable in large part to the
absence of sophidticated water control or mechanization. In this setting, thereislittle pressure to
concentrate production in asingle crop. Given widespread recommendations for crop rotation and
integrated crop-livestock systems, there are likely significant economies of scope, dthough we are
unaware of forma empirica tests of this hypothesisin the context of African agriculture. Divergfication
across cropsislesslikely attributable to risk management (since the yields of different crops are highly,
if imperfectly covariate) than to economies of scope due to soil and water management and to
heterogeneous land qudity (fertility, drainage, dope, €c.).

The accumulated evidence, both in the previous literature and in the papers of this specid issue,

provide ample evidence in favor of each of these explanations of farm households motivations to
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diversfy their incomes: seasond and interpersond aggregation, diminishing returns to productive assts,
missing or incomplete markets, economies of scope, risk reduction and coping with shocks. With these
conceptual issues as backdrop, we turn now to consider what patterns exist in the accumulated
empirica evidence on nonfarm income divergfication in Africaand what implications one might draw

from these regularities for policy purposes.

Deter minants and Effects of Nonfarm Income Diversification in Africa

While reliance on nonfarm income diversfication is widespread in rurd Africa not dl
households enjoy equa access to attractive nonfarm opportunities. Reardon's (1997) review of the
available datain Africafound a strong positive relation between nonfarm income shar e and total
household income, and therefore an even more pronounced relationship between the level of nonfarm
income and tota income. The same holds true in generd for household landholdings. Consequently,
even in countries such as Rwanda, where farm incomes and landholdings are unequaly distributed,
those with the least agriculturd assets and income are typicaly aso least able to make up this deficiency
through nonfarm earnings because they cannot meet the investment requirements for entry into
remunerative nonfarm activities. That implies avicious and sdf-reinforcing circle of unequa didtribution
of land and nonfarm earnings (Barrett et a., 2000; and Reardon et d., 2000). In other low- and middle-
income regions, such ardation isfar lesscommon (Reardon et d., 1998; Reardon et a., 2000). This
suggests that features unique to or especialy pronounced in the rurd markets of Africaimpede the entry
of marginalized subpopulaions into higher-return niches, thereby causing the nonfarm sector to have

digtributionaly regressive effects on incomesin rurd Africa. Reardon et d. (1992), Dercon and
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Krishnan (1996), Dercon (1998), Carter and May (1999), and Barrett et al. (2000), among others,
have previoudy found direct evidence of such wedlth-differentiated barriersin Burkina Faso, Cote
d'Ivoire, Ethiopia, Kenya, Rwanda, South Africa, and Tanzania

Thefinding of a pogtive rdationship between nonfarm income and household welfare recurs
regularly in this specid issue. Block and Webb find more income diversification associated with higher
welfare measured in both income and nutritiond terms in Ethiopia, and that the leest diversfied fight hard
to increase thair divergfication over time. Nonfarm income shares in peri-urban Tanzaniarise sharply
and monotonically with per capitafood consumption quantiles according to Lanjouw et . Barrett et
a. report astrong association between greater income diversification and higher wedth and incomein
Cote d=Ivoire and Kenya. Canagargah et d. show that nonfarm earnings fuel increased income
inequdity in Uganda. The poor, uneducated, women, recent immigrants to a community, and others
lacking socid tiesrarely enjoy the same access to remunerative opportunities as do educated males with
grong socid networks in the community.

Given the apparent empirica regularity of a positive association between nonfarm income and
aggregate income or other welfare indicatorsin Africa, the central question regarding the rura nonfarm
economy then revolves around causal dynamics. Are attractive nonfarm opportunities presently
accessbleto just alimited subpopulation of rurd Africansthat are dready relaively comfortable, i.e,
higher incomes open the door to attractive nonfarm opportunities? Thisisa critica question in the
context of operaiond interventions amed explicitly at enhancing opportunities for income diversfication
in settings across Africa; can the poor be targeted by such interventions? And even if the poor are

reached, can they successfully exploit such externdly-provided opportunities? Does the nonfarm sector
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presently offer aladder out of poverty, i.e., do nonfarm opportunities cause greater improvement in
household income or wdll-being? Or are both of these hypotheses true, creating a positive feedback
loop, but one that is at present inaccessible to many of the rura poor? The answers to these core
questions lead directly to the next section’s discussion of what governments and donors can do to
harness the apparent opportunities offered by the rura nonfarm economy in the struggle for poverty
reduction in Africa

The evidence presented in this collection of papers echoes the previoudy cited findings: there
seem to exist substantid entry or mohility barriers to high return niches within the rural nonfarm
economy. These barriers manifest themsalvesin labor market duaism of the sort discussed by
Woldehanna and Oskam' s paper on Ethiopiaand Smith et a.’s on Uganda, wherein the skilled and
educated are self-employed or can secure stable long-term employment at relatively high sdlaries, while
the unskilled and uneducated depend disproportionately on more erratic, lower paying casua wage
labor, epecidly in the farm sector. Constrained access to credit and financid savings, where accessis
anincreasang function of ex ante income and wedth for reasons familiar in the development economics
literature, can impede acquisition of livestock necessary to diversify out of crop agriculture (Dercon,
1998; McPeak and Barrett, 2001) and of lumpy assets (e.g., machinery, trucks, warehouses) essentia
to many remunerative nonfarm activities in manufacturing and commerce (Barrett, 1997). Abdulai and
Crole-Reese document such barriersin southern Mali, as do Woldehanna and Oskam in northern
Ethiopia and Barrett et d. in Cote d’ Ivoire and north centrd Kenya

These entry barriers tend to leave the poor with less diversified asset and income portfolios,

thereby forcing them to bear both lower expected returns and higher variability in earnings?® As Barrett
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et d. emphasize, when ex ante wedlth conditions subsequent investment patterns and aggregeate returns
digtributions, an asset poverty trap emerges in which the poor have trouble bresking out of a diverse set
of low-return activities, being able to enter only unremunerative activities where entry and exit are
reasonably frictionless, while the wedlthy are able to diversfy into more lucrative ones (Dercon, 1998;
Carter and May, 1999; Barrett et d., 2000; Reardon et ., 2000; Carter and May, 2001; McPeak and
Barrett, 2001). In the medium run, it is probable that thiswill lead over time to an increasingly skewed
digtribution of land and other assetsin rurd Africa(Reardon et d., 2000). Thereis dready evidence of
thisin Western Kenya (Francis and Hoddinott, 1993) and in Rwanda (André and Platteau, 1998).

In dmost every one of the papersin this specia issue, educationd attainment proves one of the
most important determinants of nonfarm earnings, especidly in more remunerative slaried and skilled
employment. Just asin high-paying professions (e.g., law, medicine) in post-indudtria countries, skills
and educationd atainment serve as substantial entry barriers to high-paying nonfarm employment or
sdf-employment in rurd Africa

Grester physical access to market likewise congsently improves nonfarm earnings
opportunities, as shown in Uganda by Smith et d. and in Tanzaniaby Lanjouw et d. 1t nonetheless
remains difficult to disentangle regiond fixed effects associated with agroecologicd, culturd, higtorical,
and other spatia attributes from market-access measures. Although the returns to market infrastructure
viaimproved access to nonfarm opportunities is therefore difficult to establish with any precison, the
qualitative point seems to stand: public services such as education, communication, and transport
infrastructure matter Sgnificantly to participation in nonfarm activities: Mogt importantly, the benefits of

such investiments thus come not just from reducing transactions costs on existing activities but, perhaps
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more importantly, from opening up whole new opportunities previoudy inaccessible to rurd populations.

The fact that ex ante endowment of financia capitd, skills, education, or market access appear
to increase the probability of participation in higher-return nonfarm activities must not be misinterpreted
as suggedting that dl the wedthy move out of farming.  Shifting prices or policies and inter-household
vaiation in the compostion — as digtinct from the aggregate value — of asset endowments generate
cross-sectiona and intertempord variability in the relative returns to farm and nonfarm options, and
therefore in portfolio choice by households of some means. The key point is that the wedlthy have
greater freedom to choose among a wider range of options than do the poor. One therefore finds the
wedthy bifurcating into two groups: full-time farmers and those with attractive nonfarm enterprises, as
the paper by Barrett et d. pointsout. The poor, meanwhile, have little choice but to diversfy out of
farming into unskilled off-farm labor, whether in agriculture or not.  This digtinction can easly be missed
when one aggregates too coarsaly across nonfarm activities without paying attention to striking
differences in the returns distributions offered by dternative livelihood Strategies differentidly accessible
to households according to their ex ante endowments.

The answer to the first question posed at the outset to this section seems an unambiguous
“yed!”: dtractive nonfarm opportunities are indeed accessible only to a sdect few among the many poor
rurdl Africans and typically to those who start off in a better position. So what about the second
guestion, do nonfarm opportunities cause grester improvement in household income or well-being? The
papers collected here make unprecedented use of repeated observations on households in Cote
d’lvoire, Ethiopia, and Uganda. The story that emerges clearly from the Barrett et d., Block and

Webb, and Canagargjah et a. papersisthat nonfarm earnings indeed lead to more rapid growth in
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earnings and consumption. Those households endowed with the education, financid capital, or market
access necessary to take advantage of relatively remunerative opportunities in the nonfarm economy are
able to take better advantage of policy reforms (e.g., the FCFA currency devaluation in 1994) or to
recover from aggregate shocks — e.g., the Ethiopian famine of the 1980s.  These findings are cons stent
with Reardon’ s findings from Burkina Faso, where off-farm employment provided cash enough in labor
earnings or savings to weether the effects of drought, thereby giving those with rurd nonfarm incomes
superior coping capacity. That work showed that food aid targeting in the 1984 drought tended not to
take into account that many households in the less-drought prone Moss Plateau were actualy more
hungry than those in the drought-struck northern Sahelian zone because the latter had much more
diversfied incomes— diversfied precisely because of the high probability of drought. Y et ten times more
food aid per person went to the northern zone, based solely on crop yields rather than on income
criteria (Reardon et d., 1988; Reardon and Matlon, 1989; Reardon and Taylor, 1996).

Where the results reported in this specid issue with respect to heterogeneous access to
attractive nonfarm opportunities corroborate enough previous findings to support the interpretation that
thisis an empirica regularity, those on the rdaionship between nonfarm opportunities and income or
welfare dynamics break new ground and thus should be trested as provisiond results. Still, the
consstency of the findings across the different data sets and methods suggests reasonable likelihood that

this result will prove robust to further examination.®

Implicationsfor Policy

The empirical regularity of a pogitive association between income diversfication and wedlth,
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consumption or earnings leads too many analysts to the facile conclusion that promoting diversfication
isequivaent to asssting the poor. Yet diversfication can rise through increased off-farm, unskilled
labor that does little to reduce household risk exposure or increased expected income. More
commonly, and absent explicit efforts to reach margindized subpopulations, simulus to the nonfarm
sector benefits those aready possessing the assets — financia savings, skills, education, socia contacts—
necessary to take advantage of emerging market opportunities.

Given the evidence thet there exist Sgnificant barriers to entry into remunerative nonfarm
opportunitiesin rurd Africaand that such opportunities afford significant opportunities for income
growth and improvement in other welfare indicators, what are policymakers to do? With enough time,
the benefits of rgpid growth among the ex ante wedlthy will likely trickle down to the poorer
subpopulations initialy excluded from the more lucrative nonfarm subsectors through increased demand
for hired labor and increased supply of awider range of goods and services. Nonetheless, alaissez
faire gpproach to the rural nonfarm economy seems unlikely to generate subgtantia poverty reduction in
the current generation since few poor, unskilled and uneducated from more remote areas are likely to
participate.

Thefirg challenge in designing an effective policy to make more étractive livdihood drategies
availableto the rura poor liesin investing a particular body with a sense of ownership over research and
policy on the rurd nonfarm economy since the theme presently fdls in the gap between the indtitutiond
wadlls of governments, research inditutions, and NGOs. Being nonfarm means that agricultura
researchers and policy inditutions do not usudly believe thet it isin their “mand

informd, and usudly smdl-scae means that those involved with industry and employment policies and
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research usudly eschew it for urban, medium-large scale, and formd enterprises. Thislacuna has
forced many NGOs to shoulder a disproportionately active role in the promotion of nonfarm enterprises
in rura Africa, despite their often fragile financia and inditutiona sustainability in these environments.
Perhaps most importantly, NGOs typicaly lack capacity to scae up loca successes or to produce and
disseminate careful assessments of successful interventions so that others can replicate them elsewhere.
Egtablishing a clear condtituency for the rurdl nonfarm economy within African governments, donor
organizations and research inditutions, islikely prerequisite to making any subgtantia progress on this
front.

The sacond chalenge restsin stimulating rurd financid sysems. The microfinance revolution
underway over the past decade shows some promise in extending financia services — credit, insurance,
savings— to higtoricaly underserved areas and households. The efficacy of these efforts nevertheess
remains uncertain, epecidly the extent to which microfinancid ingtitutions alow populations previoudy
unable to undertake higher-return nonfarm activities access to sufficient working capita to permit
productive nonfarm investment. Without more widespread access to financid savings and credit,
however, binding working capital congraints will continue to trap the poorest subpopulations of rura
Africain low-return, high-risk livelihood srategies.

Thethird challenge revolves around human capital formation in the face of the HIV/AIDS
pandemic and recurring violence in many African nations, as the Smith et a. paper in thisissue discusses
with reference to Uganda. HIV/AIDS and conflict both rob rurd communities of young adults to whom
vauable skills are handed down through apprenticeship with older tradesmen. The medium-to-long-

term impact on skilled sdf-employment, perhaps especialy among the uneducated, is likely to prove
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great. HIV/AIDS and conflict also compete for scarce public funds with underfunded primary and
secondary education systems necessary to train students capable of taking on more remunerdtive jobsin
towns. One continues to see the unfortunate but widespread practice of staffing rura outposts with
ctyfolk for want of qualified locasin less-favored lands. Thereis dso the difficulty of securing adequate
post-crisis recongtruction investments in areas hit by shocks such as HIV/AIDS, conflict or natura
disssters. The prior absence of ingtitutions and skill-based diversification opportunitiesisrarely
remedied through conventiond rehabilitation packages. Y et, those who survive do learn from criss, and
new skills can be derived in the context of upheavd, skillsthat may yet be used to diversfy household
incomesin productive ways.

The fourth and fina chalenge to making atractive nonfarm opportunities accessible to the rurd
poor concerns improving market access. Thisincludes not only the usud physical infrastructurd fare of
road building and maintenance, improved inter- and intra-regiona communications, and rurd
electrification, but dso inditutiona innovations to reduce entry costs through the introduction of grades
and standards and public price reporting systems, and the relaxation of burdensome licensing and

regulatory requirements on microenterprises.

Conclusons

As development scholars and practitioners pay increasing atention to the rura nonfarm
economy for avariety of reasons, our understanding of the etiology and effects of income diversfication
behavior among African farm households must likewise increase. In introducing an exciting set of seven

papers on the topic “Income Divergfication and Livelihoodsin Rura Africa: Cause and Consequence of
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Change,” this paper has reviewed the core conceptua issues at the heart of research on diversification
behavior. More importantly, we lay out three empirical regularitiesidentifiable not only in the papers of
this specid issue, but dso in the existing published and “grey” literatures. Fird, there exists a postive
relationship between nonfarm income and household welfare indicators across most of rurd Africa
Second, subgtantia entry or mobility barriers to high return niches within the rural nonfarm economy limit
access to a subpopulation of relatively well-endowed households. Third, panel data evidence from
across the continent suggest that greater nonfarm income diversification causes more rgpid growth in
earnings and consumption. These latter two regularities, combined, foster a positive feedback loop,
wherein those participating in the rural nonfarm economy enjoy faster income growth, thereby providing
the resources to plow back into expanded nonfarm activity.

The palicy chalenge liesin making the opportunities extant in much of the nonfarm economy
accessible to the mgority of rurd Africans who haven't the education, skills, or financid or socid capita
to get into the many lucrative niches available across the continent. We argue for (i) cregting clear
inditutional ownership over rurad nonfarm matters within government and research inditutions, (ii)
invesing in sustainable rurd financial systems that can reach previoudy excluded subpopulations, (iii)
redoubling efforts in education and hedlth to stem the serious thregts posed by HIV/AIDS and violence
in rurd areas dready deficient in skills and education, and (iv) increased investment in the physicd and
ingtitutiona infrastructure necessary to make markets accessible to al, including the need for podt-criss
reconstruction. It isdifficult to imagine an effective rurd poverty reduction srategy for Africathat does
not am to harness the potentia of the nonfarm sector. Y et absent well-targeted interventions, simulus

of the rura nonfarm economy islikely to bypass most of the poorest rura Africans.
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Table 1: Three-way classication of activities. sectoral, functional, spatial

Primary Sectors Secondary Sectors | Tertiary Sectors
Mining & Other
Agriculture Manufacturing Services
Extractive
Wage
Local Migratory | Loca | Migratory | Loca | Migratory | Loca | Migratory
employment
Sdf-
Local Migratory | Loca | Migratory | Locd | Migratory | Loca | Migratory
employmert

Farm or agricultura = dl activities in the agriculture sector, regardless of location or function

(unshaded columns).

Nonfarm or nonagricultura = al activities outside the agriculturd sector, regardless of location

or function (shaded columns).

On-farm or at-home = dl activities on one’s own property, regardiess of sectora or functiond classification;

amog dways sdf-employment (i.e., bottom row).

Off-farm or away-from-home = dl activities away from one’s own property, regardless of

sectord or functiona classfication; can be wage or sdlf-employment.
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Notes

! For surveys of the evidence and literature, see Haggblade et a. (1989), von Braun and Pandya-Lorch
(1991), Bernstein et d. (1992), Saith (1992), Reardon (1997), Ellis (1998), Reardon et al. (1998) ,

Reardon et d. (2000), Ellis (2000).

2, Barrett and Reardon (2000) present a more detailed treatment of these methodological issues,

addressing data collection and measurement questions as well.

3, The andlysis can be repeated at any higher unit of andlysis (e.g., household, dan, village, region,

nation) smply by aggregating acrossindividuds.

*, Saith (1992) smilarly emphasizes“locationa” and “linkages’ approaches to defining diversification

patterns.

® In rare circumstances, one comes across rurad African households whose real property is scattered
quite widdly in space, 0 that one could work on real property operated by the subject but beyond daily
commuting distance from the (principa) home. In such unusua cases, one can add a fourth spatid
category, distant on-farm. Hereafter we ignore the possibility of this category sinceit israreinrurd

Africa

® We use the concept of “absence of markets’ in the sense of de Janvry et d. (1991), meaning that for
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the household under study, risk premia, transport and search costs.etc., would make it irrationa to

participate in the market even if it exigsin the area

’.Mord hazard problems that necessitate labor supervision are the typical issue here, but in some
places with low population dengties, there might not be enough labor available even were the mora

hazard problem entirely absent.

8, Bardhan et a. (2000) explain this phenomenon as the natural by-product of wealth constraints and

incomplete contracting in the presence of imperfect information.

® Carter and May (forthcoming) report similar findings from South Africa athough they do not look

explicitly at the rdationship between nonfarm economic activity and income growth.
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