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Executive Summary
Both public and private health care systems in Sub‐Saharan
Africa tend to levy out‐of‐pocket fees for health care services
and medicines. These fees can prevent rural residents from
obtaining needed health care and impose financial hardships
on those who do seek care. This policy brief is based on a
study of how rural households’ uptake of health insurance af‐
fects the poverty in rural Ethiopia. It finds that participation
in health insurance significantly reduces poverty incidence by
protecting households’ consumption and production against
health‐related financial shocks. Specifically, the welfare gains
from health insurance are channeled through households’ in‐
vestments in productive assets and yield‐enhancing agricultural
technologies (mainly mineral fertilizers). As a result of these in‐
vestments, they are able to increase their agricultural produc‐
tivity. The study points to the need to improve households’ ac‐
cess to health insurance, especially in rural Ethiopia. As such,
the study sheds light on the importance of health insurance for
the realisation of the strategic pillars of Ethiopia’s ten years per‐
spective development plan (2021‐2030), which maps the coun‐
try’s pathways to prosperity.

Introduction

People’s health depends in part on their ability to use an adequate
quantity and quality of health care services. User out‐of‐pocket
fees—such as charges for consultations, diagnoses, hospitaliza‐
tion, and pharmaceuticals—have been identified as important de‐
terminants of households’ ability and willingness to use health
care services. Recently, there have been promising efforts to im‐
prove health coverage in Sub‐Saharan Africa through innovative
health insurance schemes, such as community‐based health insur‐
ance. Researchers and practitioners have focused on identifying
the drivers of households’ uptake decisions (Mebratie et al. 2015,
Nsiah‐boateng & Aikins 2018, Minyihun et al. 2019), as well as the
effects of health insurance on health care use and out‐of‐pocket
payments (Gustafsson‐wright et al. 2018, Mebratie et al. 2019),
and on health outcomes (Fink et al. 2013).
It is equally important to examine the impacts of health insurance
on households’ welfare and incidence of poverty in order to pre‐
dict the economic consequences of political actions intended to
ensure universal health coverage. However, empirical evidence
on the impacts of health insurance on poverty alleviation and de‐
velopment in Sub‐Saharan Africa is nonexistent. Furthermore, the
mechanisms linking health insurance and poverty reduction have
not been empirically uncovered. To fill this research gap, an em‐
pirical studywas conducted to evaluate the impact of health insur‐
ance on poverty incidence in rural Ethiopia, using data from the
Ethiopia Socioeconomic Survey (ESS) collected in 2018/19. In ad‐
dition, to identify the mechanisms by which health insurance up‐

take influences poverty incidence, the study examined howuptake
affected variations in the use of agricultural technologies and the
ownership of agricultural productive assets. This research thereby
aimed to shed light on the impacts of health insurance uptake on
agricultural productivity.

The Effects of Health Shocks on Welfare

Untreated ill health reduces households’ labor force participation
(Nwosu & Woolard 2017) and ultimately their income‐generating
capacity. Public health systems in Sub‐Saharan Africa rely heavily
on user fees for the health services and prescribed medicines, dis‐
couraging health care use (Ali 2014, Masiye et al. 2016). High fees
at private clinics and hospitals for diagnostic tests and medicines
that are not available in public health facilities further inhibit
households from accessing health services during illness. Besides
the indirect costs resulting from the loss of employment and in‐
come, those households that seek fee‐based medical treatment
risk experiencing health‐related financial shocks that may force
them to go into serious debt, sell productive assets, or divert
spending away from other basic goods and services (Quintussi
et al. 2015, Ahmad & Aggarwal 2017).
In this light, rural households’ inability to adequately respond
to health shocks may have serious consequences for their wel‐
fare, possibly by reducing their ability to adequately perform
agricultural activities, purchase yield‐enhancing agricultural in‐
puts, and maintain their agricultural productive assets. Health
insurance schemes may enhance rural households’ capacity to
use health care services without incurring production‐ and con‐
sumption‐destabilizing health expenditures that may put them in
poverty traps. Poor and vulnerable rural households that rely
on traditional, physically demanding plough agriculture with lim‐
ited capacity to afford health care may benefit the most from the
welfare‐improving and poverty‐reducing impacts of health insur‐
ance schemes.

Key Findings
As reported in Table 1, this study’s findings reveal that health in‐
surance uptake significantly decreases the incidence of poverty
among agricultural households in rural Ethiopia. These welfare
benefits apparently occur because health insurance helps protect
household consumption and production. The statistically signifi‐
cant impacts of health insurance uptake on household consump‐
tion and asset holdings (all types of assets in general and produc‐
tive assets in particular) suggest that consumption smoothing and
asset smoothing are the mechanisms in operation. Furthermore,
health insurance uptake promotes adoption of yield‐enhancing
agricultural technologies (mainly mineral fertilizers).
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In turn, health insurance uptake results in a significant increase
in rural households’ agricultural productivity as measured by total
value of harvest per hectare. Given these results, it appears that
health insurance can play a substantial role in the fight against
poverty in Ethiopia, where the majority of the population resides
in rural areas.

Table 1: Average treatment effect estimates - Impact of health insurance

Poverty incidence Average treatment effect
(ATE)

consumption‐based measure ‐0.0715***
(0.0014)

asset‐based measure ‐0.0701***
(0.0009)

Mechanisms/Impact pathways

productive asset index 0.1864***
(0.0141)

adoption of mineral fertilisers 0.1853***
(0.0020)

agri. productivity 0.0980***
(0.0092)

*** p<0.01
Standard errors in parentheses
Note: The ATE estimates show what would have been the change
in the outcome variables of interest if all rural households had
health insurance compared to the counterfactual scenario of if
none of them had been insured. For instance, the ATE estimates
on poverty incidence using consumption‐ and asset‐based mea‐
sures are around ‐0.07. This means poverty incidence in rural
Ethiopia would have decreased by 7 percentage points if all rural
households had been insured. The same interpretation holds for
the remaining outcome variables to explain the impact pathways.

Recommendations
Out of the six strategic pillars that support the Ethiopia’s ten
years perspective development plan (2021‐2030), this research
aligns with two of them, namely: (i) ensuring quality economic
growth (that should ensure improved standard of living of every
citizen and reduced poverty) and (ii) increasing/raising production
and productivity including through improving and protecting hu‐
man capital development. The results show that health insurance
is an important policy instrument for significantly reducing rural
poverty through protecting household consumption and produc‐
tive assets, and promoting agricultural technology adoption and
agricultural productivity. Therefore, this study recommends the
design and implementation of national policies towards universal
health coverage via health insurance schemes, particularly in ru‐
ral Ethiopia. Furthermore, the study also calls for the design and

implementation of agricultural policies that enhance rural house‐
holds’ access to agricultural technologies and innovations to com‐
plement the role of health insurance schemes in improving agri‐
cultural productivity in Ethiopia.

References
Ahmad, N. & Aggarwal, K. (2017), ‘Health shock, catastrophic expenditure and its con‐

sequences onwelfare of the household engaged in informal sector’, Journal of Public
Health 25, 611–624.

Ali, E. E. (2014), ‘Health care financing in Ethiopia: Implications on access to essential
medicines’, Value in Health Regional Issues 4, 37–40.

Fink, G., Robyn, P. J., Sié, A. & Sauerborn, R. (2013), ‘Does health insurance improve
health? Evidence from a randomized community‐based insurance rollout in rural
Burkina Faso’, Journal of Health Economics 32(6), 1043–1056.

Gundersen, B. C. & Ziliak, J. P. (2015), ‘Food insecurity and health outcomes’, Health
Affairs 34(11), 1830–1839.

Gustafsson‐wright, E., Popławska, G., Tanovic, Z. & Gaag, J. V. D. (2018), ‘The impact of
subsidized private health insurance and health facility upgrades on healthcare uti‐
lization and spending in rural Nigeria’, International Journal of Health Economics and
Management 18, 221–276.

Masiye, F., Kaonga, O. & Kirigia, J. M. (2016), ‘Does user fee removal policy provide fi‐
nancial protection from catastrophic health care payments? Evidence from Zambia’,
PLoS ONE 11(1), e0146508.

Mebratie, A. D., Sparrow, R., Yilma, Z., Abebaw, D., Alemu, G. & Bedi, A. S. (2019), ‘The
impact of Ethiopia’s pilot community based health insurance scheme on healthcare
utilization and cost of care’, Social Science & Medicine 220, 112–119.

Mebratie, A. D., Sparrow, R., Yilma, Z., Alemu, G. & Bedi, A. S. (2015), ‘Enrollment in
Ethiopia’s community‐based health insurance scheme’,World Development 74, 58–
76.

Mendola, M. (2007), ‘Farm household production theories: A Review of ”Institutional”
and ”Behavioural” responses’, Asian Development Review 24(1), 49–68.

Minyihun, A., Gebregziabher, M. G. & Gelaw, Y. A. (2019), ‘Willingness to pay for com‐
munity‐based health insurance and associated factors among rural households of
Bugna District, Northeast Ethiopia’, BMC Research Notes 12, 55.

Moscone, F., Skinner, J., Tosetti, E. & Yasaitis, L. (2019), ‘The association between med‐
ical care utilization and health outcomes: A spatial analysis’, Regional Science and
Urban Economics 77, 306–314.

Nsiah‐boateng, E. & Aikins, M. (2018), ‘Trends and characteristics of enrolment in the
National Health Insurance Scheme in Ghana: A quantitative analysis of longitudinal
data’, Global Health Research and Policy 3(1), 32.

Nwosu, C. O. & Woolard, I. (2017), ‘The impact of health on labour force participation
in South Africa’, South African Journal of Economics 85, 481–490.

Quintussi, M., Poel, E. V. D., Panda, P. & Rutten, F. (2015), ‘Economic consequences
of ill‐health for households in northern rural India’, BMC Health Services Research
15, 179.

Sambo, L. G. & Kirigia, J. M. (2014), ‘Investing in health systems for universal health
coverage in Africa’, BMC International Health and Human Rights 14, 28.

Singh, I., Squire, L. & Strauss, J. (1986), Agricultural household models: extensions, ap‐
plications, and policy, Johns Hopkins University Press.

Taylor, J. & Adelman, I. (2003), ‘Agricultural household models: Genesis, evolution, and
extensions’, Review of Economics of the Household 1(1), 33–58.

2

© 2023 by the International Fund for Agricultural Development (IFAD). The opinions expressed in this publication are those of the authors and do not necessarily represent those of IFAD.


	Executive Summary
	Introduction
	The Effects of Health Shocks on Welfare
	Key Findings
	Recommendations



