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NATURAL PHENOMENA LIKE RAINFALL VARIABILITY AND DROUGHT NEGATIVELY AFFECT ENTIRE COMMUNITIES. 
When such events (or shocks) occur in poor agricultural communities–like those found in rural Ethiopia–most households 

have no choice but to sell assets to smooth consumption. In doing so they drive down the prices of those assets, reduce their 
future asset holdings, and compromise their ability to cope with potential future shocks. Moreover, certain characteristics may 
predispose households to shocks, such as having a high proportion of vulnerable (for example, elderly, young, or sick) mem-
bers. When households have limited options to protect their most vulnerable members, shocks can have even longer term 
costs; for example, households may be forced to keep children home from school to assist with domestic or farm activities, 
compromising the next generation’s opportunities to raise themselves out of poverty and locking households into a downward 
cycle of generational poverty. This policy note summarizes research that analyzed the adverse impact of climate-related shocks 
on farm households’ real per capita consumption and asset ownership over time, as well as factors that exacerbate or amelio-
rate those adverse impacts.

CONTEXT, DATA, AND SAMPLE DESCRIPTIVES
The research aimed to investigate rural household exposure 
to rainfall variability and drought shocks in four regions of 
Ethiopia—Amhara, Oromia, the Southern Nations, Nation-
alities, and Peoples’ region, and Tigray—by examining the 
effect of rainfall variability and drought shocks on household 
consumption and asset accumulation over time. The goal 
was to provide insights for the design and targeting of policy 
interventions to support poor households in building their 
asset base and becoming less vulnerable to climate-related 
and other shocks.

The study utilized nationally representative household-level 
panel data from the 2004 and 2009 rounds of the Ethiopian 
Rural Household Survey (ERHS), along with the correspond-
ing rainfall data from adjacent meteorological stations. This 
enabled an examination of changes in household status in 
response to recent climate-related shocks. Table 1 summarizes 
some of the characteristics of the sample households.

RESULTS
Household size, schooling of the household head, social sta-
tus of the household, household landholdings, and the abil-
ity of the head to raise cash from various sources in case of 
emergency all had a statistically significant effect on house-
hold asset accumulation. Although a larger household size 
can have a negative effect on asset accumulation in urban 
settings, larger family size had a significantly positive impact 
in rural Ethiopia. This may be because healthy and active 
household members of working age can participate in the 
household’s agricultural activities. In contrast, household size 
had a significantly negative effect on per capita household 
consumption: real per capita consumption declined by 11 per-
cent when household size increased by one person (keeping 
other factors constant). 

Results also showed that asset values and livestock holdings 
were higher among households with high social status and 
strong social networks compared to households with lower 
social status and those with weak social networks. This may 
mean that social networks serve as an informal insurance 
against climatic shocks in situations where the formal rural 
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insurance market is absent, such as in Ethiopia. Variability in 
rainfall levels had a negative impact on the value of house-
hold assets. A higher variability from median levels decreased 
livestock assets by 65 percent between 2004 and 2009. Live-
stock asset values among households that had experienced 
a drought in 2004, or just before, had decreased by about 
42 percent by 2009. Furthermore, the real per capita con-
sumption of households that had experienced drought had 
declined by 22 percent by 2009, indicating that households 
were depleting their livestock assets in response to climatic 
shocks but not managing to maintain their consumption lev-
els. Moreover, experiencing drought and owning a larger plot 
of land has a greater negative effect on the value of livestock. 
This could be due to the fact that households with more land 
are more strongly affected by a drought because they tend to 
be primarily dependent on agriculture and thus need to sell 
livestock in times of drought. 

These findings are consistent with the literature on Ethio-
pia’s exposure to climatic shocks, especially to rainfall shocks. 
Male-headed households had higher per capita consumption 
levels compared with female-headed households, indicating 
gender disparity in adaptive capacity and household welfare. 
This is also consistent with prior literature and the context 
of rural Ethiopia indicating that female-headed households 
usually lack access to resources and are more vulnerable to 
climatic shocks. Households whose heads had some primary 
education had 15 percent higher real per capita consumption, 
implying the positive role of education in improving house-
hold welfare.

CONCLUSIONS AND POLICY IMPLICATIONS
Shocks have a serious adverse effect on the real per capita 
consumption and asset accumulation of rural households in 
Ethiopia, but having a larger-sized household, higher status 

TABLE 1 Average characteristics of sample households, 2004 and 2009

Characteristic 2004 2009

Household size (persons) 5.86 5.80

Age of household head (years) 50.08 52.10

Schooling of household head (years) 3.82 5.26

Share of households headed by men (%) 72.0 65.0

Real per capita consumption (birr) 87.30 54.21

Landholdings (ha) 1.50 0.64

Average household perception of well-being status (from best [10] to worst [0]) 4.44 4.52

Share of households able to raise 100 birr in case of an emergency (%) 59.3 73.8

Share of households affected by drought in 2004 or just prior to 2004 (%) 60.0

in the community, and strong social networks can positively 
affect a household’s ability to build assets over time. Exposure 
to shocks also depends on the agroecological and socioeco-
nomic conditions, production levels, base level of assets, and 
coping strategies chosen. Social status, education levels, and 
the gender of the household head also affect real per capita 
consumption. 

The findings of this research have two important policy impli-
cations. First, in the context of rural Ethiopia, building local 
social networks can play a positive role where the insurance 
market is incomplete. This implies that understanding the 
socioeconomic context is crucial in designing community-
based climate change–adaptation strategies to enhance 
households’ adaptive capacity and welfare. Second, in times 
of drought households draw down assets and consume 
less. This calls for continued safety net program support or 
investments in irrigation infrastructure or other drought-mit-
igating measures to prevent rural households from entering 
downward poverty spirals as a result of droughts, which are 
expected to increase in frequency and intensity as a result of 
climate change.

Source: Compiled by authors from IFPRI (2011). 
Notes: ha = hectares. 1 birr = US$0.11 in 2009 (see www.freecurrencyrates.com).
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