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Abstract

This review was carried out on appraisal of rural household in livelihood diversification strategies and livelihood
outcome in Ethiopia. The target is specifically to review the impact of income diversification on livelihood
outcome situation, to review determinant participation of rural household in off/non-farm diversification, and to
review the determinants level of income generated from the activities in Ethiopia. In Ethiopia, Agriculture is the
main livelihood of most population in the countries and it contributes 79% of foreign earnings, employs some
79% of the population and 34.1% to the GDP and is the major sources of raw material and capital for investment
and market. Despite it’s the main contribution for the event of country’s economy, the prevailing capacity of
agriculture to achieve food and livelihood security is tremendously declining from time to time due to diverse
challenges and risks. As a result, majority of the population is multidimensional poor, affected by some
combination of food insecurity, insufficient access to adequate education and health services and inadequate
employment opportunities. With this reason Ethiopia faces high levels of food insecurity and ranking joined of
the hungriest countries within world even if the Global Hunger Index (GHI) score has declined from 55.9 in
2000 to 29.1 in 2018. As reading from different literature, income diversification is coined for these situations to
handle all the interrelated problems associated to economy of rural household. As a result, a numbers of rural
household participate in off/non-farm activities additionally to on-farm have gradually customized as coping
mechanism and to boost their livelihood. Therefore, policy makers should give due emphasis to the
aforementioned variables within the empirical review that determine participation of rural household in income
diversification activities so as to improve the livelihood of smallholder farmers.
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1. Introduction

Ethiopia is an agriculture dependent country with a complete population of around 113.56 millions. The
foremost source of livelihood of the people of Ethiopia is agriculture. It contributes 79% of foreign earnings,
employs some 79% of the population and 34.1% to the GDP and is that the major sources of raw material and
capital for investment and market [1]. Despite it’s the most contribution for the event of country’s economy, the
present capacity of agriculture to achieve food and livelihood security is enormously declining from time to time
because of diverse challenges and risks. As a result, eighty-seven percent of the population is multidimensional
poor suffering from some combination of food insecurity, insufficient access to adequate education and health
services and inadequate employment opportunities [2] due to the sector is dominated by subsistence farming
system [3, 4, 5]. Smallholder farming system during which less than one hectare of landowner accounts for quite
90 percent of the agricultural production and for about 95 percent of the entire area under crop production [6].
Thus, agricultural product by this farming system couldn’t meet their food requirements due to the imbalance
between the population growth rate and the agricultural production and productivity in Ethiopia. Highly
population growth within the country reduces landholding size rapidly and creates high level of unemployment
in rural areas [7, 8, 9). As a result, smallholder farmers in Ethiopia have been stressed to possess a precarious
livelihood [10].

Other factors responsible for declining Agricultural productivity are climate change, pest, deceases, erratic
rainfall, or other shocks. Among these factors, livelihoods of most African people have been threatened by
climate risks [11]. For instance, it’s estimated that rain-fed crop yields could possibly fall by 50% by 2020 and
net crop revenues could drop in 90% [12]. Consistent with the global Climate Change Vulnerability Index,
Ethiopia is ranked seventh among countries at risk from the impacts of climate change [3]. Hence, Ethiopia faces
high levels of food insecurity and ranking jointly hungriest countries within the world even if the Global Hunger
Index (GHI) score has declined from 55.9 in 2000 to 29.1 in [14].

As a remedy to those problems Ethiopian government gives design policies and strategies in last several
years endeavor to enhance the livelihood of the rural population through increasing agricultural productivity in
rural areas. However, the role of agricultural productivity in poverty reduction, improving livelihood and
enhancing productivity outcomes can’t be over emphasized due to this policy gave little attention on livelihood
diversification activities. In Ethiopia, the most aim of Millennium Development Goals to attain poverty
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reduction couldn’t accomplish yet [15]. The impediment for rural development and agricultures (e.g. Improve
income, achieved food security, reduce poverty, increasing agricultural productivity and etc) are lack of
sustained and intergenerational commitments to transformation, constitutional and legal constraints, government
crowding out the private sector leadership, lack of mechanization options and constrained input supply system,
lack of effective and accountable organizational capacity, lack of agricultural and rural financial and credit
facilities and environmental degradation in Ethiopia [16]. Hence, there has to be need a mechanism to enhance
the livelihood of the rural societies and to overcome the setback linked to rural pecuniary system.

As demonstrated within different literature the term income diversification is coined for these situations to
handle all the interrelated problems cited above. In developing country, diversification to nonfarm livelihood
strategies instead of relying only on subsistence farming facilitates household to own stability income, creating
job opportunities for unemployment and reduce poverty [17,18], reduce rural-urban migration [19] and to raised
address environmental stresses in developing country [20, 21, 22]. Similarly, in Ethiopia, livelihood
diversification activities have a good potential role to provide employment and financial sources [23, 8, 24] and
encourage sustainable land management practices [25, 26] through the choice to allocate labor away from
livelihood activities that exploit natural resources to other, less exploitative, livelihood options [26]. Besides it
could be addresses climate variability and climate change in Ethiopia according to climate variability and change
reported in 2015 in Ethiopia. Within the finding of [23] diversified source of income into nonfarm/off-farm
reduces vulnerability to diverse form of shocks, seasonality and trends and provides opportunities for
compensate the risks and uncertainties related with agriculture variations.

Empirical studies consistently show the effect of income generating from non-farm and off farm
diversification activities on outcome of household livelihood have been conducted in different study area,
Ethiopia. Among these studies the impact of livelihood strategies on household food security, agricultural
production efficiency, consumption expenditure, poverty and wellbeing are the most notable. In the study of [27]
non-farm employment provides additional income that enables farmers to spend more on their basic needs
include food, education, clothing and health care. It as well enhances their production and productivity of
farming output [28, 29]. Moreover, diversified livelihood strategies enhance food security and poverty reduction
in Ethiopia [15, 30, 31, 32, 33, 34, 35, 36] and attain wellbeing among the rural households [37, 38]. In view of
that, the participation rate of rural household in off farm income generating activities has been escalating which
was 55% in 2004 and reached 75% in 2008 in Ethiopia [24]. [39] finding that 43.9 percent of households were
engaged in non-farm activities in 1996 while its average contribution to total household income was very low
based on Ministry of Labour and Social Affairs survey from five regions (Amhara, Tigray, Oromiya, South
region and the sedentary farming areas of Afar). Moreover, Share of income from rural livelihood diversification
activities are increasing substantially in developing country. Across developing countries, around 30 % to 50 %
of rural income is generated from non-farm activities [18]; share of non-farm diversified income to total income
is around 42 % for Africa, 32 % for Asia, and 40 % for Latin America [40]. As study undertaken by [41] based
on Ethiopian Rural Household Survey (ERHS), share of non-farm income was increasing from 16.1 in 1994 to
26.71 in 2009.

However, in Ethiopia there are major barriers for rural household that could hamper households’
participation in livelihood diversification which reduces the contribution of off/non-farm activities to total
household income. As reviewed in Ethiopia the challenges which affect rural livelihood diversification were lack
of capital, poor infrastructures, lack of access to credit service, lack of access to market and marketing service,
lack of job opportunities [42, 43]. Therefore, identifying the factors that determine participation of rural
household or smallholder farmers in income diversification activities so as to increase farm household’s income,
reduce poverty and address food insecurity problems within the country is the main issue for this review paper.

Some review was conducted with context of livelihood diversification in Ethiopia. For instance, [42] carried
out a review on “determinants of sustainable rural livelihood diversification of small holder farmers in Ethiopia”.
And [43] carried out review made on determinants and challenges of rural livelihood diversification in context of
country. However, as a country level review made on determinant of income diversification and its impact on
household livelihood outcomes is few. Additionally, there were some studies conducted in relation to the topic
but it lacks the way of evaluating impact of income diversification on livelihood outcome by using an
appropriate econometrics model analysis at the country level. So that the review of the paper tried to compile
studies conducted in different part of the country to show real image on contribute knowledge on determinants
participation of rural household on income diversification activities and its impact on livelihood outcome. In
overall, the aims of the review were to: (1) Review the impact of participation in off/non-farm on household
livelihood outcome diversification and (2) Review determinant participation in livelihood diversification (3)
Review determinant level of income from off/non-farm activities. In the light of the above, the result generated
through review will serve an invaluable intention in informing policy aimed which enrichment the livelihood
rural people of Ethiopia.
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2. Overview of livelihood diversification activities and livelihood outcome

2.1. Basic concepts of livelihood diversification and its definition

Livelihood embraces the capabilities, assets (including both material and social assets) and activities required for
a means of living [44]. According to [45] livelihood could be explained as combinations of the resources utilize
and the activities carry out so as to live. In the livelihoods approach, resources are referred to as assets or capitals
[46]. Livelihood assets are the resources on which people draw in order to carry out their livelihood strategies
[47].

The major livelihood assets are human capital like age, education, gender, health status, household size,
dependency ratio and leadership potential [48, 47, 49]; Physical capital comprises the basic infrastructure and
producer goods needed to support livelihoods [50]; Social capital which refers to networks and connectedness,
Financial capital like savings, credit, and remittances from family members working outside the home [48] and
Natural capital is the natural resource stock. Optimizing recourse utilization has need livelihood strategies to
maximize profits of rural household and also for coping mechanisms for the poor. According to [50] the term
livelihood strategies are defined as the range and combination of activities and choices that people make in order
to achieve their livelihood goals, including productive activities, investment strategies, reproductive choices, etc.
Livelihood outcomes are the achievements of livelihood strategies, such as more income, increased well-being
and reduced vulnerability, improved food security and a more sustainable use of natural resources [51].

Based on these evidence livelihood strategies is the way of development indicator through maintaining
livelihood security, fighting income instability and mitigating risks facing smallholder farmers in developing
country. So in this review, livelihood diversification is considered as a means to conceptualize livelihood
strategies since it is the process in which rural households create an additionally diverse set of economic
activities and assets for their survival and improving the standard of living [52]. Income diversification is an
example of livelihood diversification strategies that increases the number of income sources or the balance
among the different sources [35]. It includes major portfolio activities consisting on-farm, off-farm and non-farm
activities.

Most of the researches carried out in Ethiopia, identified three rural livelihood diversification strategies: on
farm, nonfarm and off farm activities [25, 53, 35, 5, 54, 55, 56]. However, the main drawback of the studies
conducted in rural livelihood diversification strategies in Ethiopia were misunderstanding to differentiate
nonfarm activities from off activities and just used interchangeable. According to [57] the most commonly
distinctions of on-farm, non-farm and off-farm activities are based on location, sector and function. “Farm” or
“agricultural” refers to all activities in the agriculture sector, regardless of location or function. Non-farm
includes all activities outside the agricultural sector, regardless of location. On-farm or at-home includes all
activities on one’s own property, regardless of sectoral or functional classification; almost always self-
employment. Off-farm refers to all activities that can be wage or self-employment aw ay from one’s own
property not considering of sectoral or functional classification. These definitions has put clearly the
classification of work and jobs categorized under each livelihood activity (on farm, off-farm and nonfarm) for
other researcher who would like to conduct researches regarding to this topic in the future.

2.2. Empirical review

2.2.1. Determinant participation of rural household in livelihood diversification activities in Ethiopia

The studies that scrutinize the feature that influencing participation in income diversification activities and level
of generated income from the activities used different methodologies and different units of analysis, due to this
situation judgment of results complicated at the level of country. Therefore, the determinants of livelihood
diversification in each study are reviewed and organized as the subsequent.

[58] Analyzed determinant participation of rural households in non-farm activities using logit model.
Household with large number of adult male had high probability of participation in non-farm activities.
Household with large number of tropical livestock unit and high level of self sufficiency and cultivated land size
and distance to nearest market has negatively relation with probability of participation in non-farm activities.

In study [59] estimates determinant of participation decision in non-farm activities used Multivariate probit.
Primary education enhances the probability of engagement in non-farm activities like handicrafts. On the other
hand, food-/drink and trade activities do not seem to require formal education, whereas informal education
significantly and positively influences the participation in those activities. Higher education appears to be
irrelevant for the participation decision into all three types of activities (handcrafts, food/drink and trade).
Married heads of household were more likely engaged in food/drink and trade activities than their non-married
counterparts (single, divorce, widowed). Households that live closer to market sites are more likely to be
engaged in handicraft activities. Closer to all weather road increases probability of households participate in
food/drink activities.

[60] examines determinants of income diversification and its share to total household income among rural
farm households using cross sectional data collected from South, Nations, Nationalities and People Region,
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Ethiopia; Multinomial logit model was used to identify factors persuade households’ choice to participate in
various off-farm income diversification sources. In these results, household head participation in off-farm
income diversification sources are found to be influenced by sex and age of rural farm household head,
education level of household head, family size, number of economically active family members, wealth status
farm household head, livestock holding size, size of cultivated land, total household income, asset ownership and
type of agro ecologic zone, household head access to credit, membership in farmers’ cooperative, experience on
agricultural extension service and distance from market center and main road.

The research conducted by [27] analyzed determinant of rural household participation in non-farm activities
with using probit model. The variable age has negative effect on participation in nonfarm employments. Family
size, possessing a special skill is found to have positive influence on participation in nonfarm employments.
Land size, access to irrigation, and distance to the market negatively significant and influences the involvement
in nonfarm employments. Variables access to credit and availability of electricity are turned out to be positive as
far as the decision to participate in nonfarm employments is concerned.

In the finding of [61] studied determinants participation in non-farm activities using logit model. In this
research educational level of the household head, number of pack animals owned, use of family planning,
languages spoken by household members and skill training on nonfarm activities have positive and significant
effect on rural household’s participation in nonfarm activities. On the other hand, sex of headed household,
household head’s farm experience, operational land holdings, and travel time required to the nearest main market
negatively and significantly influence the household’s decision to participate in NFA.

Factors affecting participation of rural household in non-farm activities using Multivariate probit model, in
North east Ethiopia, Tehuledere District were estimated by [62]; in his study cultivated land, age of household
head, sex of head(male) and lowland negatively manipulate partaking of rural households in non-farm activities
while farm size, distance to nearest market and education positively influence probability of households
participate in nonfarm diversification.

The determinants of participation in non-farm activities using multinomial logit model, in Eastern Ethiopia
were identified by [63]. In their study having better education, land holding, access to irrigation and number of
adult members are significantly affects decision to participate in nonfarm diversification. Moreover having
access to credit, better land size, livestock and number of adults, age, sex of household head, dependency ratio in
the household are positively influence the share of income from non farming activities this leads increasing
participation of rural household.

Under study of [64] determinants of households’ choice and adoption of livelihood diversification strategies
were found out by using multinomial logistic regression model for analyzing data from 485 sample respondents.
From this result household’s level of education, access to credit, income, membership to cooperatives, land size,
farm input use were positively significant whereas age, dependency ratio, family size, access to extension
services, distance to market, livestock ownership and agro-ecology negatively affect households choice and
adoption of livelihood diversification strategies.

In study of [65] factors that influence participation in non-farm activities by using Bivariate probit model, in
Humbo District, Southern Ethiopia. According to their finding, land size negatively related with non-farming
activities, indicating that small land holding households are more likely to be engaged in non-farm activities in
the area. Total TLU was significant for only handicraft activities. Females were more likely to participate in sale
of crops, cattle, and food and drink activities. This result reflects traditionally females dominate in sale of crops,
cattle, and food and drink activities. Age reflects the younger household head male participation dominates the
handicraft non-farm activities. Larger family size household was possibly to delegate the required work load of
this activities like purchasing crops, cooking and/or local drink preparation activities to the family’s member
which supports to engage in non-farm activities of the area. The remaining is an interesting point in which is the
effect of education on rural household participation in non-farm activities.

In the finding of [66] analyzed probability of partaking in non-farm diversification activities using logit
regression model. The result of their finding years of schooling, farm income is the most imperative factor that
encourages farm households’ decision to engage into nonfarm activities, But, farm size, member ship in farmers’
cooperatives and distance from market center were the most influential factors that negatively enforced
households to participate in nonfarm activity.

According to [55] identified the determinants of farmers' participation in income diversification in Wolaita
Zone of southern Ethiopia. The Binary logistic regression model was used to analyze farmers’ participation in
income diversification. In his result education of household head, farm income and participation in local
leadership influenced positively and significantly farmers participation in income diversification activities, while
the ownership of livestock in tropical livestock unit, sex, total farm size, oxen ownership and market distance
negatively and significantly affected the diversification of income.

The livelihood strategies adopted by smallholder farmers and assessed the determinants of their decisions to
choose diversified livelihood strategies in Wogera district were identified by [5]. Hence, the determinants
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choosing diversified livelihood strategies were identified by applying multivariate logistic regression for
analyzed the collected data. The identified variable, Access to irrigation and credit were positively affected
choices of diversified livelihood strategies while being aged, having more farms size and far from the main road
hinder the households to diversify the livelihood strategies. The study argues that most of smallholder farmers
tend to diversify their livelihood strategies although various factors influence the diversification of livelihood
strategies.

As [54] examined the existing livelihood strategies and its determinant via using multinominal logit in
Kuarit District, West Gojjam Zone, Amhara Region, Ethiopia. The result from model indicate that access to
credit service, total annual income and total family size have positive effect on choices of livelihood
diversification strategies while market distance, age, number of livestock holding and dependency ratio have
negative effect on decision of livelihood diversification strategies.

The determinants of income diversification among rural households in Soddo District of Gurage Zone,
southern Ethiopia were examined by [56]. In his study, multinomial logit model were used for analyzing data
and model output illustrate that sex, education, attitude to risk of diversification, family size, size of cultivated
land, livestock holding and distances to main road, credit service and market, wealth have statistically significant
effects on off-farm employment income while non-farm self employment income was significantly influenced by
age, family size, size of cultivated land, cooperative participation, credit service, willingness to diversify income,
number of contact by DA’s, distance to main road and market, wealth and total crop production in quintal per
annual.

According to the study of [67] determinants livelihood diversification practices were identified through
applied ordered logit regression model in Hawassa Zuria District of Sidama Zone, Ethiopia. The result from this
model showed that education level of household head, land size of household, annual income of household head,
membership of households in the organization, credit utilization, and access of extension services were
positively significant while age and family size of households were found to be negatively significant in
determining the livelihood diversification of households.

2.2.2. Determinants level of income generated from livelihood diversification activities in Ethiopia

Within study [68] by using Heckman two-stage model identified the determinants of participation in non-farm
activity and level of income from it in the haramaya district east hararghe zone. The results of the empirical
analysis show that age of household head, Use of irrigation, Livestock holding, distance from the nearest market,
Landholding size affects the level of non-farm income negatively and significantly. Household head attended
formal education; non-farm training, household size has positive effect on the probability of participation in non-
farm activity and level of income from non-farm activities.

Assessing [69] the linkage between income diversification and asset ownership among rural households in
yayu woreda and hurumu woreda, oromia regional state, Ethiopia; Factors that affect intensity of household
income diversification were identified by using Tobit model. Those factors were household asset ownership,
aggregate index of human capital, aggregate financial capital index and extension contact were significant and
positively affects income diversification while membership in agricultural cooperative, sex of household heads
and access to training negatively correlation with income diversification.

The study undertaken by [70] examines the intensity of income diversification and identifying the factors
which determine level of income diversification in Asayita woreda in Eastern part of Afar region. The study used
multi stage sampling in combination with stratified and simple random sampling procedures to select kebeles
and households and the data collected from a sample of 153 rural households. Fractional response regression
probit model was employed to determine the level of income diversification among the farm households. The
result of the model indicated that male-headed household, education, household size, special skill, electricity,
credit utilization and annual household income had statistically significant positive effect on households’ level of
income diversification where as distance from the market have negative significant effect on it.

The determinants of level of income diversification using censored Tobit model were analyzed by [60]. The
level of income diversification are found to be influenced by human capital related variables (sex and age of
rural farm household head, education level of household head, family size, number of economically active
family members and wealth status farm household head), livelihood assets (livestock holding size, size of total
and cultivated land, farm and total household income, asset ownership and type of agro ecologic zone),
institution related variables (household head access to credit, membership in farmers’ cooperative and
experience on agricultural extension service) and infrastructure related variables (distance from market center
and main road).

Factors that affect per capita off-farm employment income using two step Heckman selection model were
identified by [72]. Households with large farm size, informally educated household heads earn significantly
higher income from wage work. Households with older heads, more adult males, more children with five years
old or under, higher livestock holding and those who live far from major market earns lower off-farm wage
income, in case they participate. As an example, interpretation of the results show that male headed families earn
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higher income from off-farm self employment when compared to female headed household. Number of adult
male and children with six to ten years old in the family negatively and significantly relates with the level of per
capita self employment income.

As study [28] examined what factors contribute to the income differential, with the evidence from east
Hararghe, Oromia, Ethiopia he used linear regression model to identify contributing factors and the model output
indicated that, irrigation use, livestock holding, and education level of household head, cultivated area, age and
amounts of fertilizer used were the significant variables that contribute to farm income differential in the study
area.

[41] examine the determinants of participation in non-farm diversification activities through tobit model and
double-hurdle Model were used for determinant level of income diversification in rural Ethiopia by using
Ethiopian Rural Household Survey data from 2004-2009. According to him participation in non-farm activity
and level of income from it is mainly depends on age of household head, sex, education of household head,
household size, dependency ratio, livestock holding, credit, land size, crop income, climate shocks index, death
of a working member, illness, access to electricity and distance to nearest town.

The research of [72] investigates the impacts of demographic, economic, and risk factors on participation
and intensity of off-farm activities using heckman selection model and panel-Tobit model. The results of the
study show that families with high dependency ratio, female household heads, high livestock value, and poor
quality of land participated less in off-farm activities. Competition between off-farm and farm activities and
effects of seasonality were more apparent from the intensity results than from participation.

In the investigation of [73] estimates determinant share of income from rural non-farm economy using the
tobit model. According to their found that having access to credit, better land size, livestock and number of
adults in the household significantly and positively influenced the share of income from RNFE. It was also found
that age and sex (male) of household head had positive effect on the share of income from RNFE.

[32] Applied multinomial logit and Tobit models on a cross-sectional survey of 120 households and assess
that the participation in non-farm activities and the level of returns. Their results show that human capital related
variables (gender and age of household head, number of economically active family members, education level of
household head and presence of children attending school), livelihood assets (livestock holdings, size of
cultivated land), livelihood diversifying strategies (crop based diversification through the number of crops grown
and harvested) and infrastructure related variables (proximity to market) influenced participation in non-farm
and off farm employment activities and the level of income in the study area.

According to [74] discuss different factors affecting income diversification and assess patterns of income
diversification in the Akaki district in Ethiopia using cross-sectional data from 155 farm households using a
structured questionnaire and the Tobit model. Their results indicate that family size; number of extension visits
per year and education levels had a positive significant effect on income diversification, whereas age of the
household head, land size and average distance from the market had a negative and significant influence on
income diversification.

Study by [15] identifies the factors that determine the probability of the choices of livelihood strategies
using multinomial logit model and for evaluating its impact on livelihood outcome via mean comparison. The
Multinomial result indicated that; age of household head, distance from irrigation sources, social status, soil
fertility status, education level, distance from DA office, economical active members and soil fertility status,
transportation and annual agricultural output were significant variables determining household’s choice of
livelihood strategies.

2.2.3. Impact of livelihood diversification activities on livelihood outcome in Ethiopia

Several empirical studies were conducted on rural livelihood diversification across developing countries,
particularly in Ethiopia. Before beginning empirical review, identifying the reason enforces/motivates rural
household engaging in livelihood diversification a preliminary issues. There are two core rationale for which
rural household diversify their livelihood: push/distress which means survival or coping mechanisms pursued
mainly by poor households to address the shocks they are facing [26], Pull/progressive is way to accumulate
wealth to find additional income which is mostly regarded as an ex-ante strategy implemented by comparatively
rich households [75]. Push factors consist of risk reduction, diminishing returns in land and labour or coping
with inefficiency, seasonality, compensating for failures in credit markets or liquidity constraint incomplete or
weak financial system, constraints in labor and land markets, lack of support to agricultural prices, Population
pressure and climatic uncertainties source, where as pull factors comprise gradual transition to new activities,
building on complement arise between activities for instance crop livestock integration, comparative advantage
based on the existence of skills, resources and technologies, commercial agriculture, location [20]

Various studies revealed that rural households’ participation in livelihood diversification activities exerts a
pronounced impact on rural development, agricultural productivity, labor productivity, employment, income,
food security, sustainable land management and living standard. [38] Used propensity score matching approach
to examine the impact of non-farm work on wellbeing of rural household in eastern hararghe, Ethiopia; they
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revealed that non-farm activity has a positive impact on wellbeing of the households. Similarly, [37] also used
propensity score matching approach to examine the impact of non-farm enterprise diversification on households’
wellbeing in Ethiopia. The result shows that non-farm enterprise diversification has a positive significant impact
on the households’ wellbeing. The possible explanation for this is diversification of income sources provides an
additional income that enables farmers to spend more on their basic needs include food consumption, education,
clothing and health care [27].

In addition to the above studies according to [35], the coefficient of Herfindahl diversification index is
positive and significance at 5% level of significance. In other words, the higher the level of the household
income diversification raising food secure of the households. The impact of participation on livelihood
diversification on livelihood outcome by using mean comparison that is propensity score matching technique
was evaluated by [15]. Thereafter, in their result livelihood diversification has significant effect on livelihood
outcome (such as achieving food security and reducing poverty. The finding of [36] was used the second-stage
least square (2SLS) regression to assessing the contribution of income diversification on food security in the
Ambo district. Their finding showed the positively significant contribution of income diversification to food
security which means reduces food insecurity by enhancing households’ access to food. Generally, from this
result it can be suggested that livelihood strategies are crucial in increasing the households’ food security status
and reducing poverty levels of farmers which in turn could affect the welfare of the rural farm households.

2.3. Conceptual Framework for the review
In order to enhance households’ livelihood outcome, major factors must be considered which determine the
involvement in livelihood diversification

Figurel: Conceptual framework of the review
Source: Developed by the author based on available literature

3. Conclusion and policy implication
Agriculture is the backbone of Ethiopian economy; it contributes 79% of foreign earnings, employs 79% of the
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population and 34.1% to the GDP and is the major sources of raw material and capital for investment and market.
Despite the economic dominance of agriculture in Ethiopia, the existing capacity of agriculture to attain food and
livelihood security is tremendously declining from time to time due to diverse challenges and risks. For this
reason Ethiopian government gives emphases and design policies and strategies to improve the livelihood of the
rural population through agricultural development. However, the role of agricultural productivity in poverty
reduction, improving livelihood and enhancing productivity outcomes cannot be over emphasized. As a result,
Income diversification has been recognized by rural household as mechanisms to sustain the livelihood of the
rural society and overcome dilemma associated to rural economy. For instance, the participation rate of rural
household in off farm had been increasing from 55% in 2004 to 75% in 2008 in Ethiopia; share of non-income
was increasing from 16.1 in 1994 to 26.71 in 2009. With this case, this review paper is aimed to compile the
existing literature on impact of income diversification on outcome of rural livelihood, identifying the
determinant participation of rural household in income diversification, and factors affecting level of income
generated from the activities in the country.

Based on reviewing different researches output of livelihood strategies are better in diversified setting than
single-handedly farming settings. Hence, its concluding that diversification into non/off-farm in addition to on-
farm activities has positive impact on the rural farming households’ outcome. Thus, efforts to improve the effect
of income diversification on outcome of farmers need understanding and recognition of the constraints and
opportunities of farmers’ involvement in off/non farming activities.

Now, based on reviewing the result of previous study regarding to this topic, some basic future policy
implications were developed: The review was found the positive impact of income diversification on the
livelihood of outcome and identified the variables that affect participation of rural household in income
diversification activities and level of income generated from the activities in Ethiopia. As a result, policy makers
should give due emphasis to the aforementioned variables in the empirical review that determine participation of
rural household in income diversification activities so as to improve the livelihood of smallholder farmers that
responsible for rural development in Ethiopia. Some policy implications were also put in this paper as follows:

e In Ethiopia various agricultural policies has been implemented so as to improve livelihood of farmers
through reducing poverty, achieving food security and welfare by increasing agricultural productivity.
However, agricultural productivity could not realize what they are formulated under policies because
they have paying attention only on agricultural development. Therefore, agricultural development
policies should incorporate off/non-farming activities for realizing the enhancement of smallholder
farmers’ livelihood.

e There are a number of challenges hamper the involvement of rural households in income diversification
strategies within rural areas. Therefore, rural development actors should abolish the restriction that
barriers smallholder farmers engaging in income diversification activities and also should integrate
awareness creation on substance of diversifying livelihood strategies.

e In overall as reviewed from various literatures income diversification activities are playing a vital role
in the livelihood of rural population in Ethiopia. Thus, Development planners should take into account
the livelihood portfolios of rural households in order to enhance rural development through giving
attention to expand nonfarm sectors in the rural area
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