The Household Economy Approach: Multiple Uses
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Source: Out-take from A Guide to the Household Economy Approach, FEG Consulting and SC-UK, for the RHVP, 2007
 XE "markets:market support interventions" By building an understanding of the economic operations of households at different wealth levels and of the economic relations between them, HEA can also provide a basis for identifying market-based opportunities for economic growth and for increasing household income and assets. While many of the poorest rural areas in the world face problems of land shortage, land degradation and chronically low rainfall, the urban population and urban demand is expanding, and with it, the potential to use the market to bolster rural livelihoods increases. The idea is that improving the profits gained from products and employment will contribute at least to a buffer against bad years and beyond that will be a basis for further investment in household productivity. But interventions aiming to build up households’ asset base through increased engagement in the market must be based on a thorough understanding of current income generating strategies, of expenditure patterns and patterns of investment, and of the opportunities and risks faced by different groups within the population. 

HEA has been used in this way in conjunction with market assessments to identify areas of investment which stand a realistic chance of helping farmers generate more income through the market. What areas of the economy are farmers currently investing in, and what returns do they get? If demand exists for a particular product, how can the local market be linked to it? In Ethiopia, a USAID-funded project aiming to increase economic growth in targeted rural areas used the help of FEG Consulting to combine a HEA analysis and a market study to identify four aspects of the economy which could potentially grow given market support
. These included the production and sale of honey and beeswax and, for livestock owners, the sale of dairy (particularly goat) products. The market study provided the complementary analysis of potential market demand for these products.

Of equal importance in the design of such a project is identifying the target population. Are the poorest likely to be able to benefit in the long run from investment? Which groups are most likely to succeed in increasing their income and assets? By providing a disaggregated analysis – that is, looking at income, expenditure and investment patterns among different groups - HEA helps identify the needs of particular groups and encourages analysts to look at how effectively each would be able to participate in project activities to increase their incomes.    

This kind of analysis identifies areas of the economy which could be expanded and, in conjunction with market assessments, the forms of market support that would be necessary, such as improving access to market information or supporting linkages with markets outside the area. It highlights the current limitations (why aren’t farmers selling more of this product?), the possibilities (could income from this be increased if certain conditions were satisfied?), and questions and concerns that need to be addressed (can linkages to non-local markets be established?). The point is that an intervention that invests in a higher level than the household (in this case, the market infrastructure) but that aims to effect change at the household level must be grounded in an in-depth understanding of household economic operations among different groups of the population.   

The two case studies below, from Mozambique and Kenya, illustrate these sorts of analyses. The following case study shows how HEA was used to identify the potential for economic growth in an area not previously considered in such terms.
	Case study: Using HEA to identify economic growth opportunities in markets: the Limpopo. Mozambique


	Prior to the establishment of HEA baselines in the Limpopo Basin of Mozambique, the conventional wisdom stressed the semi-arid, agriculturally unproductive nature of the Upper Limpopo. Decision makers assumed that food aid was the only option in the event of a drought or flood. What the livelihoods analysis showed was something quite different; that while this is the case in one part of the Upper Limpopo, the area where the vast majority of the population lives is highly fertile and characterized by annual crop surpluses.


The HEA analysis highlighted the real potential for households in this area, and identified the main constraint as well: lack of markets for households to sell their surpluses. All households produce more than their minimum food requirements in a typical year. Better off households, who claim that much of their surplus goes to waste because of both poor storage capacity and their inability to sell as much as they would like, could substantially expand their economic opportunities if they could market their surpluses as shown in the figure below. Poor roads and limited marketing infrastructure means that a substantial economic growth potential goes untapped in this area. This analysis showed that economic development in the Upper Limpopo area rests in large part on a better link to the Maputo market.
Potential household returns on an investment in market infrastructure
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The following example from the HEA study in Turkana illustrates how HEA can help model the impact at household level of a market intervention designed to improve terms of trade.

	Case study: Modelling programme impact at household level, Turkana

	Potential impact of a marketing intervention on household food access

[image: image2.emf]If the price of maize fell by 30% 

and the value of goats went up by 30%...

1 - Food purchase

(8 bags of 45kg)

2 - Would cost 

6,000 Sh 

instead of 8,500 Sh

3 - Would need to sell 6 

goats instead of 11 goats

4 - Saving 5 goats: 

40% of deficit if all 

aid were cut


Poorly functioning markets in the Turkana area are recognised as a key constraint to economic growth and the implications of this at the household level were highlighted through the use of the HEA framework. The analysis highlighted the high cost of the poor terms of trade and estimated what effect a market intervention might have on households’ ability to build up their herds. This is shown in the figure to the right. It shows the huge impact an improvement in terms of trade would have on pastoralist livelihoods. In providing a quantitative estimate of outcome, it also gives a possible basis for monitoring and evaluating the effect – at household level - of a package of market interventions. 










Using HEA to help identify market support interventions
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Uses of the HEA Analytical Framework
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