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PREFACE

Within the framework of the Statistical Commission of the United Nations, its Working
Group in its session of April 1996, created an Expert Group on Poverty Statistics. It was decided
that the Expert Group would be chaired by Brazil and that ECLAC (Economic Commission for
Latin America and the Caribbean) would act as its Secretariat.

A Seminar on Poverty Statistics was organized by ECLAC from 7-9 May 1997, as a
starting point of activities. At the end of the Seminar, the Expert Group met for the first time and
identified a group of topics to guide the participants in their common research in the area of
poverty statistics. A Second Meeting of the Expert Group (Rio Group) will be held in Rio de
Janeiro from 13-15 May, 1998.

The Seminar helped to confirm that “de facto” in many countries of the regions, the
government (meaning the Statistical Office or other official department) is engaged in the
measurement of poverty. The pressure towards reducing and targeting expenditures gives an
operational character to the measurement and identification of the poor. This is, therefore, a field
in which user demand is strong and will continue to be so at least in the medium term.

In the measurement of poverty, a clear distinction should be established between synthetic
indexes and poverty statistics. The former plays a similar role to other synthetic indexes such as
the rate of growth or level of GDP, the unemployment rate, the current account deficit of the
balance of payments as a percentage of GDP, etc. The latter includes a broader set of data and
indicators related to the design and evaluation of policy measures oriented to alleviate poverty.
They pursue the identification of socio-economic groups that suffer poverty. Normally, these
groups are heterogeneous and, therefore, their characteristics call for different sets of policies.

For practical reasons associated with the establishment of a working programme for the
Rio Group on Poverty Statistics, the experience of the countries was classified in what was
related to the estimation of poverty and to the establishment of profiles of poverty groups. In
measurement, three areas of work were identified: the income or consumption insufficiency
method (poverty lines), the unmet basic needs method and relative measures of poverty.



In all of these areas of work, papers were presented during the Seminar and they
constitute an important gathering of experience of institutions involved in measuring poverty.
Therefore, this document contains a valuable collection of experiences and is aimed at helping
countries that are measuring or starting to measure poverty. It is hoped that it will encourage
institutions or technicians that are measuring poverty to share their experience with participants
of the Group and to follow-up research in the topics identified as suitable for international
cooperation in the area of poverty statistics.

Pedro Sdinz

Director
Division of Statistics
and Economic Projections
ECLAC
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AGENDA

Measurements of poverty prepared at present in countries and international or regional

organizations.

Typology following conceptual frameworks used. Relation between

measurements, present development scenarios and policy design and monitoring.

Methodology aspects and information requirements for the measurement of absolute and
relative poverty.

A. The income or consumption insufficiency method. Poverty Income Lines.

1.

PNk

Establishment of standards. Food, housing, health, etc.

Measurement of standards. Basic Food Basket, and other non food
expenditures.

Conceptual and operative problems associated with the measurement of
households income and consumption.

Public social expenditures.

Equivalencies in consumption and scaled economies.

Poverty measurements.

Sources of information.

Requirements for the dynamic analysis of poverty.

B. The Unmet Basic Needs (UBN) method.

1. Selection of social indicators and thresholds definitions.

2. The aggregation problem: construction of the UBN index.

3. Comparison in time and space.

4. Sources of information.

5. The UBN maps and the Geographical Information Systems (GIS).
C. Relative Poverty measurements.

Poverty groups profiles as a basis for the design and evaluation of antipoverty policies.

1 Scope and limitations for diagnosis purposes and poverty analysis.

2 Improvement of the national statistical capacity in this area.

3. Results reports and dissemination of information.

4 Towards a basic set of information and social indicators at the national level.
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POVERTY MEASUREMENT
Present status of concepts and methods

Poverty is, and for quite a long time has been, a main issue in most countries, particularly in
LDCs but also DCs., since antipoverty efforts usually have a high priority among economic
and social policy objectives. In many countries of the world poverty has recently acquired new
dimensions and magnitudes as well as considerable political significance. As a consequence,
some countries are devoting important resources to the production of statistical data on the
extent and characteristics of poverty in their midst, data considered a significant input in policy
design. International organizations are also working in this field, sometimes directly supporting
national activities, sometimes producing data needed to program and execute work programs
required by countries, sometimes investigating methodological questions. However, these
efforts have been so far relatively uncoordinated. The purpose of this seminar is, precisely, to
take advantage of the disseminated progress attained by countries and organizations with
experience in poverty measurement.

Identifying poor persons or households and building synthetic indices of poverty incidence
and intensity --the main topics of this seminar-- are obviously not enough for understanding the
social situation or for the design of public policy. However, the experience of many countries
shows that --as in other fields with a variety of synthetic indicators, such as GDP or the open
unemployment rate-- the discussion about poverty incidence or poverty intensity indicators has
played an important role in the debate on social questions. Therefore, the Working Group of
the Statistical Commission considered that improving the methodological bases of these
indicators and taking steps towards facilitating a better understanding of similarities and
differences between measurement criteria is a worthwhile effort. It is hoped that this seminar,
and the other activities proposed by the Commission will contribute to this objective.

The origins or causes, characteristics, and also political and social pressure regarding
poverty alleviation, differ among countries, specially between LDCs and DCs. It is, therefore,
worth stressing that these present efforts aimed at intensifying international discussion on
poverty measurement do not pretend to reach internationally agreed recommendations.

Approaches to the measurements of poverty in national and international organizations

In general, a person is considered poor if he or she does not have access to (or lacks the
capability of accessing) a normatively established package of goods, services and rights. The
establishment of the standard(s) allowing the identification of poor persons has followed
alternative approaches reflecting both conceptual differences and data availability. The
differences stem from different views regarding some of the dimensions which need to be
considered. One of them relates to the absolute or relative character of poverty. No attempt will
be made here to summarize the vast literature on the conceptual aspects of this subject and on
the controversies about the comparative advantages of each of the two approaches. It should be
mentioned, however, that --as indicated above and regardless of theoretical considerations--
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national characteristics play an important part in deciding on the more appropriate approach.
The level of development appears to be a key factor, since increasing the satisfaction of basic
needs is a pressing goal in the LDCs. Therefore, it seems convenient to measure the size and
characteristics of poverty by establishing standards in terms of definite quantities of goods and
services allowing the satisfaction of a set of basic needs. In many of the more advanced
nations, absolute poverty may be a minor problem, but reducing gaps among population
groups is increasingly becoming a high priority goal. This is one of the reasons why standards
are in some cases established considering the population’s average level of need satisfaction.

Differences in poverty measures also arise because in some cases actual consumption of or
access to goods and services are considered, while in others the capability --in terms of
resources-- of a person or household to obtain them is the variable considered for identifying
poor persons.

National and international agencies resort to poverty indices --together with other
indicators-- for policy monitoring. However, not all the usual measures are equally appropriate
to this task. A given poverty index may not consider those aspects and dimensions that are to
be monitored which deserve a high priority in the policies aimed at improving the standard of
living. As it will be mentioned below, the effect of a housing improvement program may not
be reflected in the poverty incidence based on income measurement. And if these do take into
account some such dimensions, the degree of sensitivity to policy changes may be low (the
basic need approach is scarcely sensitive to money transfers). In order to get a clearer picture of
a given situation it seems necessary to analyze a combination of indices.

The types of data used in poverty measurement are closely related to the statistical
capabilities of each nation. Household surveys and population censuses are usually the main
sources, but they differ in scope, frequency and quality from one country to another. Few
countries resort to administrative records.! However, data employed in estimating poverty
indices also depend on the demands posed by the main users of such data. In relatively stable
and high income economies the principal objective is the analysis of the structural
characteristics of poverty and in those cases it does not seem necessary to produce frequent
measurements. In such cases, detailed information on several dimensions to facilitate in-depth
analyses is of particular interest. In countries undergoing ample macroeconomic fluctuations
and/or structural adjustments, the living conditions of large portions of the population may vary
substantially even in the short run. In such cases frequent measures are in order.

Hitherto, no specific mention was made of the unit considered in poverty measurements
since we have referred without further discussion to “poor persons” or “poor households”
indistinctly. The international experience shows, however, that households are, almost

' The Scandinavian countries used tax and social security records, see Epland, J. The combination of survey
data and register data. The case of Norway, Paper presented at the Meeting of the United Nations Expert Group
on Household Income Statistics, Canberra, 1996.
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exclusively, the units classified according to the poor / non-poor dichotomy. In countries using
tax records, income units are usually considered?

I1. Methodology aspects and information requirements for the measurement of poverty

This section includes a description of the poverty measurement methods most frequently
adopted by national and international agencies. Following generally agreed typologies, they
were grouped in three classes. In each of the first two headings the more usual procedures
followed to assess absolute poverty will be discussed; in the third one, the relative approach
will be considered. :

As is many other classifications, it is not always possible to include some of the specific
methodologies used to produce a given poverty indicator in one of the above three classes. For
example, those using an approach termed as ‘“absolute” may resort to certain “relative”
considerations at some stage of the estimation procedure. Therefore, the distinction --even if
drawn on the basis of conceptual considerations-- has been adopted chiefly to facilitate the
presentation of the experiences during the Seminar.

The income or consumption insufficiency method. Poverty income lines

This is perhaps the more widely used method and the one adopted in the first attempts to
attain quantitative assessments of poverty.” According to this approach, a household --the unit
generally considered, as mentioned before-- is classified as poor if its income or aggregate
expenditure is less than the value of a given “poverty line”. The poverty line is a normative
concept: it represents the aggregate value of all the goods and services considered necessary to
satisfy the unit’s basic needs. Therefore, this approach requires, in the first place, determining
the poverty line and, secondly, obtaining data on households income or expenditures
distribution. Afterwards, one or more dimensions of poverty can be synthesized using
alternative indices.

Since they are less often used, our discussion will not focus on methods identifying poor
households as those with a certain expenditure structure; specifically, those with a ratio of food
expenditures to total expenditures higher than a certain value.*

This heading will discuss precisely the more important methodological aspects involved in
the process of poverty measurement estimation using income or expenditures. The possibility

2 In Australia the “family” is also employed, see McLennan, W. A provisional framework for household
income, consumption, saving and wealth, ABS Catalogue N° 6549.0, Australian Bureau of Statistics, Canberra
ACT, June 1995.

3 For a brief description of the studies carried out in the thirties and fifties in England, see Atkinson, A. Poverty
and social security, London: Harverster Wheatsheaf, 1989, Chapters 3 and 4.

4 The cutoffs of Canada are established according to this approach.
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of using alternative procedures in many of the specific questions explains the differences found
between particular indices calculated by different nations and/or international agencies. This
international experience will be taken into consideration to exemplify the available options as
well as certain of their implications.

Besides discussing the methodological aspects, reference will be made to the statistical data
used to estimate poverty indicators. This is not a subject to be dealt with separately from the
methodological questions, since these are influenced --and in some cases fully determined-- by
the availability and quality of information. Recent experience has shown that intensive use of
available information to produce timely indicators has lead to significant increases in resources
and in the quality of information.

1. Establishment of standards

The definition of a poverty line is the first required task when adopting this procedure. As
indicated above, it is the amount of money that a household has to receive or spend in order to
buy all the goods and services necessary to attain a minimum level of living or to satisfy the
basic needs. In computing this normative value several decisions and procedures are required:
1) to define the set of basic needs; ii) to determine the thresholds of satisfaction; iii) to select the
kinds and quantities of goods and services required to satisfy each identified need; iv) to price
the resulting package of goods and services.

In most of the known experiences the establishment of the poverty line has not followed
closely these successive steps. The value of the normative set of goods has been directly
estimated only in the case of one or --most rarely-- a few basic needs, while for all the other
needs an aggregate value corresponding to the normative budget has been calculated indirectly.
This means that no specific efforts are made to define thresholds for many basic needs. Such
procedures are adopted chiefly because of practical considerations but they also reflect, on one
hand, the difficulties in reaching widespread consensus on what should be reputed as basic
needs and their level of satisfaction, and, on the other, the relevance of an aggregated income
value where substitution possibilities might allow the satisfaction of basic needs.

In a few countries, the poverty line estimation procedure differs from that indicated above
because there is no intention of defining a line based on expert opinion of specific thresholds.
Instead, the perception of people about what is the minimum necessary household budget is
considered the best standard of comparison for actual incomes or expenditures. In these cases,
a survey of a representative sample of the population is carried out to ask what values are
considered to define a poverty line. No further discussion of this approach will be made here;
in what follows, the analysis will be restricted to aspects related to the determination of a
poverty line following basically the steps mentioned in the first two paragraphs of this
subheading.

When estimating directly the normative basket of goods and services, thresholds are
generally (but not always) fixed in a non-product basis and only then the package of goods and
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services allowing the threshold to be reached is established. The most typical case is that of
food, where the threshold is determined in terms of nutritional requirements (generally, calories
and proteins, see next section). In order to translate the minimum quantity of, e.g., calories into
quantities of different foods, two factors are considered: on one hand, the actual consumption
patterns of the population (strictly, of a reference population), on the other, costs.
Consequently, the normative food basket (generally referred to as the Basic Food Basket) must
satisfy nutritional requirements but exclude the less frequent consumed items as well as the
most expensive ones, i.e. the basket includes cheap available foods which are the usual ones in
the actual diet of the reference population. The price of the cheaper varieties of the selected
foods, purchased in the outlets where the reference population usually buy food®, are used to
value the normative basket in order to establish to the normative food budget.

There are a few examples of poverty lines that include independent estimations of housing
requirements. In such cases, the threshold is, to a certain extent, also fixed in non-product
terms (e.g. square meters or rooms per person, sewage disposal, water supply).

The non-directly estimated components values of the normative budget are calculated by
assuming that their ratios in the poverty line are the same as those registered in the actual
average expenditure structure of a given population group. For example, many countries follow
the Orshansky criterion used in the United States: the total poverty line is computed by
applying the ratio total expenditures / foods expenditures to the normative food budget, which
is the only component independently estimated.

Different households require different quantities of goods and services to satisfy their basic
needs, due to differences in size and composition. Sometimes, this aspect can be dealt with in a
relatively simple way as in the case of food, since the nutritional norms used to estimate
requirements (see next section) are established for different type of persons. In general, these
problems can be solved (albeit partially) when establishing specific thresholds. A serious
difficulty arises in the case of indirectly fixed standards. This subject will be analyzed in
subheading 5.

As it was mentioned above, reference populations should be identified as representative of
the consumption patterns (in order to define the normative package) and also to calculate the
ratio of food (or food plus housing plus other components) expenditures to total expenditures.
The reference groups sometimes include strata of low income households: in those cases,
these strata can comprise some households barely complying with minimum nutritional
standards, implicitly assuming that those units satisfying the nutritional requirements are also
able to satisfy other needs.

® At least in many LDCs, the buying patterns --and, consequently, the prices paid-- may be quite varied among
different economic strata. Poor families usually buy at around-the-corner shops where they may sometimes benefit
from informal credits, but pay higher prices.
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2. Measurement of standards

Direct estimation of thresholds is almost restricted to the value of an assortment of foods
satisfying various nutritional requirements: energy, proteins and other micronutrients. In most
cases energy is the dimension chiefly involved in the basic estimation, and some of the other
requirements are taken into account afterwards when defining the food basket. This means that
international® or national standards are employed to establish the minimum calorie
requirement. These standards vary according to --among other things-- the individual height,
weight, age, sex, health status, eventual pregnancy, and the activities he or she usually
performs. Since some of this information --especially, height, weight, health conditions,
pregnancy-- is not usually available in the data bases used to estimate poverty indices,
nutritional requirements are generally defined for groups of persons which are defined in terms
of age brackets, sex and type of main activity. The average heights and weights of the
population under study are considered when deciding the standards.

Once the energy requirements are established, the food basket satisfying them is computed
considering both actual consumption patterns and relative prices. Basically, the approach can
be seen as an exercise in minimizing the cost of a budget having as a restriction the actual
expenditure patterns. Various specific procedures have been considered to take into account
these two factors, some of them emphasizing cost while the rest focus on expenditure pattern.

The protein and other nutrient content in the first-round basket is then evaluated; as a
consequence, adjustments are introduced if minimum nutritional standards are not satisfied.

Consumption patterns are generally approached using expenditure data obtained from
income and expenditure surveys. This source is also used to estimate the rate of food
expenditure to total expenditure for a reference population group, which, as we have already
mentioned, is used to establish the normative value of the non-food components of the poverty
line. Sometimes, a low (but not the lowest) income bracket is considered; in other cases, the
reference group includes households with a food basket slightly exceeding minimum energy
requirements. Since this last group is relatively small --especially when sample size is taken
into account-- it is increased by considering households with slightly higher incomes.’

It must be taken into account that expenditure data are not always a fully adequate input in
the process of estimating food (or other component) normative basket. In some countries
surveys are only carried out with low periodicity and/or may be restricted to a part of the
country (i.e. the larger cities).

& Such as the experts’ recommendations forwarded at a consulting meeting convened by FAO, WHO and UNU.

7 Actual food supply should also be taken into account when defining the normative food basket, since, e.g.,
shortages for some commodities may have appeared/disappeared between the reference period of the expenditure
survey and that of the poverty indices.
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Prices defining a low cost basket as well as the value of the resulting food basket are also
aspects requiring careful consideration because of the already mentioned market segmentation
affecting many products. The prices surveyed for Consumer Prices Indices are usually
considered. Different food varieties and qualities should be defined when establishing the
basket, because the identification of products in the income and expenditure surveys is not
always as detailed as would be necessary. Sometimes the prices considered when assessing the
value of the food basket are those obtained from the type of outlets where low income
households usually do their shopping.

The food expenditure / total expenditure ratio used to compute the aggregate non food value
of the poverty line reflects the average for a reference population. However, using such an
average may introduce a certain bias when identifying poor households, due to the level of
diversity existing in several aspects.8 In particular, two aspects have sometimes deserved
specific attention: housing and publicly provided goods and services. The latter will be
specifically analyzed in subheading 4. In regards to housing, the rent value implicitly included
in the non-food portion of the poverty line is that resulting from averaging the actual values
paid by households actually renting their dwelling and a zero value assigned to those not
paying rent (owner-occupants and other situations). Therefore, this factor needs to be taken
into account when estimating the non-food portion. One alternative is to impute a rent value to
the owner-occupant households; as a consequence, the value of the non-food component of the
poverty line will rise. Symmetrically, an imputed income equivalent to this rent has to be added
to the actual incomes of these households. Alternatively, different poverty lines for those facing
a different situation in regards to housing may be calculated. Similar criteria may be applied to
other non food components in some respects analogous to housing.

3. Conceptual and operative problems associated to the measurement
of household income and consumption

In order to identify poor households, the poverty line is compared to either total current
income or total expenditure. Both conceptual and empirical reasons are used to favor one or the
other of these alternative. As for theoretical questions, it is sometimes argued that the relevant
variable is the household’s capacity to purchase goods and services, which is best reflected by
income. For example, a given unit may be spending above the poverty line but only as a
consequence of borrowing; this household should be considered poor as it is not clear whether
it will be able to maintain the acquisitive power. Conceptual considerations are also advanced
to argue in favor of the use of expenditure as it would be a better proxy for “permanent
income” which is the adequate variable for medium and long term poverty analysis as it
reduces the impact of temporary fluctuations in current income.

& Bias derived from differences between the average and each household’s size and composition will be
discussed in subheading 5.
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On the empirical side, it is usually emphasized that in household surveys --the most
generalized source used for this purpose’-- expenditure estimates are of higher quality than
income estimates: different non-sampling errors usually affect the latter, basically un- and
underreporting. Many studies have shown that this problem is present in most countries
although with varying intensity. ECLAC has been working in this topic and will publish a
document towards the end of 1997. Using data from National Accounts as a norm, overall
underestimation has been estimated in 15% in some DC'° or between 15% and 40% in some
Latin American countries.'' However, household spending data are not free from problems
when used in poverty assessments. Also affected by un-and underreporting, the short reference
period used in surveys on food and other commodities spending, total expenditures for a
individual household could be abnormally high or low.

Moreover, expenditure data seems to be adequately measured only through a disaggregated
inquiry into the various goods and services bought and received by household members, i.e.
through a traditional expenditure survey. However, we have already mentioned that in most
countries such surveys are carried out only sporadically --once every ten or at best five years--.
Consequently, in many countries income data --collected in multipurpose household surveys--
appear to be as the only alternative for a follow up of the poverty situation. In addition,
increasingly more disaggregated methods have been put into practice to evaluate the reliability
of income measurement in these surveys, especially in urban areas, thus helping to reduce
errors.

Income estimation from household surveys may incur in particularly large errors in rural
areas, specially in those where small producers are an important proportion of the total
population. Seasonality, lack of adequate registers, barter transactions, subsistence activities
are some of the factors that make it difficult to gather good quality income data from such
surveys. However, some of these same factors also lead to larger errors in measuring
expenditures through household survey. Only more expensive and operatively complicated
surveys on goods and services actually consumed could reduce the level of errors.

When income is employed, the disposable version should be used, i.e. all money and in kind
components net of taxes and personal contributions to social security. According to the
treatment applied to housing (as seen in the previous subheading) and to publicly provided
goods and services in the poverty line, it may be also necessary to impute these items.

® As mentioned, income and social security records are used as main source only in a few DCs.

' Data for the Netherlands coming from van der Laan, P and H. van Tuinen, Increasing the relevance of
income statistics: experiences and plans in the Netherlands, Presented at the first Meeting of the UN Expert
Group on Household Income Statistics, Canberra, 1996.

! Data from work underway at ECLAC.
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4. Public social expenditures

It was implicitly assumed in the previous section that consumption is totally financed by
households, without considering that portion which is partly or wholly subsidized by the state.
Again, this situation does not introduce any particular difficulty in the estimation of the poverty
line when thresholds are directly computed. In such cases, minimum requirements in terms of
goods and services are determined irrespectively of sources of financing. Household incomes
to be compared to the poverty line have to be increased in order to take into account these in-
kind transferences received from the government.

However, when non-food components are indirectly estimated, the existence of publicly
provided or financed products is sometimes a source of complications, not always recognized
in the process of poverty line estimation. These difficulties appear only when subsidies are not
generalized to the entire reference population under consideration. For example, if all the
school age children in all households of the reference stratum attend state-run schools'?, the
poverty line computed using the total expenditure / food expenditures ratio is an adequate13
value to be compared to actual household incomes. Changes need not to be introduced in the
poverty line estimation procedure above discussed nor should incomes be imputed for the
totally subsidized school fees. However, for other types of analysis, such as those which resort
to the Engel coefficient as an indicator of welfare, such amounts should be added on both
sides.

The situation becomes more complicated when public social expenditures are unequally
distributed between households of the reference population, i.e. some of them do not have
access to subsidies and/or the benefit level varies. In these cases, a circumstance similar to that
commented when discussing the estimation of the housing component of the poverty line
arises. Average recorded actual expenditures in goods and services benefiting from targeted
subsidies is actually the average of households with different level of subsidies (i.e., ranging
from those fully paying for the product to those receiving them freely). Under these conditions,
the poverty line calculated by the indirect method is biased. A solution to this problem would
be to establish different total expenditure / food expenditure coefficients for the various groups.
The actual and final level of the bias also depends on the treatment given to incomes, i.e., to
what extent these in-kind subsidies were added to total registered income.

To take into account such circumstances, it is necessary to add to the recorded expenditures
a value equivalent to the subsidies provided to households. Continuing with the example used
above, an imputed fee should be added to the actual expenditures of households with children
attending state schools. Practical --and also conceptual-- problems arise when trying to
implement such an approach for some of the subsidies. Health is a good example of such

2 Or receive a voucher for the same tuition value to be used either in public or private establishments.

3 “Adequate” in terms of the assumptions of the indirect approach, i.e. incurring the problems indicated in
previous subheadings.
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difficulties, since it is not clear how to define the benefit received by each household, specially
because many health services are not frequently used. Perhaps, an equivalent value for a health
insurance premium covering a basic package could be considered for those eligible for
subsidies. In this case, actual payments for those services (covered by the insurance) registered
in the expenditure survey should not be considered when estimating the poverty line. The total
(or partial) value of the insurance premium should also be added as an imputed component to
the income of those households receiving free (or low cost) care. However, such an alternative
is not immune to other complications. For instance, it is not always possible to know whether a
given household member benefits from the access to free (or partly subsidized) care.
Furthermore, household surveys (the source of income distribution data used to estimate
poverty indices) do not always record access to subsidized health care, consequently, it is not
always possible to identify those units in the set of households for which in-kind subsidies have
to be imputed.

These comments are intended to illustrate the difficulties and restrictions facing the indirect
measurement of poverty line components when public social expenditures are targeted'* (at
least, within the reference population). Programs of a more universal character (such as
primary education in most countries) do not pose any difficulty. How to take into account such
a factor depends mostly not only on data availability but also on institutional arrangements. It is
necessary to stress that they should be carefully considered in cases where public expenditure
of a non-universal character are important and/or where changes have been introduced in the
level and characteristics of public expenditures. For example, the increasing efforts made by
many LDCs in targeting their social policies may lead to biased assessments of poverty
evolution if no consideration is made of the impact of public expenditure.

5. Equivalencies in consumption and scale economies

It was already mentioned (subheading II.A.2) that thresholds should be household specific
because they depend on household size, age-sex composition and specific circumstances of
those living in the unit. Hence, minimum requirements and, consequently, poverty lines,
should be computed (or equivalencies calculated) for as many household types as need to be
defined in order to capture differences stemming from the relevant dimensions.

Concentrating in the first two above mentioned aspects (i.e., size and age-sex composition --
those more oftenly considered--) it is clear, on the one hand, that households of different
compositions should have different thresholds, since the set of goods and services satisfying
basic need varies with age and sex. On the other hand, the influence of household size is
obvious and in principle should not lead to theoretical and practical problems, since --for a
given composition-- proportionality in the value of the poverty line would be enough.
However, household size does introduce (at least potentially) a major practical problem:

4 It must be stressed that this applies strictly to subsidies which do not reach all members of the reference
population; this could be the result of programs being targeted or simply to an inadequate implementation of
policies intended to be universal in scope.
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proportionality is only a rough approximation, given the existence of consumption scale
economies in several budget components. It must be stressed that these two phenomena --
equivalence among households of different composition and scale economies-- are linked. For
example, scale economies in education (if they exist) would depend on the total number of
students and not on the overall household size. In the following discussion both phenomena
will be treated separately for the sake of clearness.

Differences in composition may be accounted for in a manageable way when thresholds are
directly computed. The above description of the steps usually taken to estimate a normative
food basket reveals that equivalencies between the demands of individuals of with different
age and sex can be calculated."® This is actually done in some countries where the requirements
of energy are estimated for different pogulation groups, thus allowing the calculation of
equivalencies scales in food consumption.'

On the contrary, the effect of composition is difficult to consider for indirectly estimated
poverty line components. In principle, it would be possible to compute total expenditures /
food expenditure ratios for each household composition. However, this exercise would surely
pose sample size problems. Because of this and other reasons, only one such ratio is considered
in some cases; it is applied to the value of normative food baskets corresponding to different
age-sex composition groups, in order to define a poverty line for each of these different groups.
This procedure rests on the implicit assumption that the nutritional equivalencies are
representative of non-food equivalencies. In other cases, even if equivalencies are available for
food, only one poverty line is calculated using the average composition of the reference
population to establish the basic food basket (average per capita poverty line).

There is scarce experience with scale economies when estimating poverty lines, and the
influence of household size is considered exclusively through the use of equivalence defined
on the basis of the total number of household members. There are several exercises, developed
with other purposes, which estimate total budget scale economies; however, they lead to
widely varying results. Therefore, more research is needed before establishing practical
approaches to quantify the impact of this dimension. It must be emphasized that this is an
aspect of considerable relevance to certain groups, specifically to large and small (in particular,
one member) households. Thus, the influence of considering scale economies on poverty
profiles could be of some importance. Nonetheless, simulations carried out by ECLAC for one
country proved that it was of no relevance to the aggregate incidence indicator, but still, the
profile of the poor could be influenced.

'® As indicated, not only sex and age but the type of activities usually carried out by adult households’ members
are also considered.

'6 See, for example, ECLAC, Magnitud de la pobreza en América Latina en los afios ochenta, ECLLAC
Studies and Reports N° 81, Santiago de Chile, 1991.
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Again, it would be relatively simple to take into account the impact of equivalencies scales
for (at least some) specific necessities. For nutritional needs, practically the only one to be
directly evaluated --as it has been repeatedly indicated-- experience shows that it is possible to
establish equivalencies scales on more objective bases.

To sum up, neither composition equivalencies nor scale economies are considered in some
methodologies used in poverty line estimation. In these cases, only one per capita normative
budget is used on the basis of a per capita basic food basket reflecting the average age and sex
structure of the reference population and the total expenditures / food expenditure ratio of this
same group. This per capita poverty line is compared to incomes of all households, regardless
of age and sex composition. In other cases, nutritional equivalencies are taken into account
and, therefore, per capita basic food baskets are computed for household of different types;
scale economies are not accounted for. Thus, poverty lines are usually estimated using only
one total expenditures / food expenditure ratio, using implicitly the assumptions already
indicated. Anyhow, it should be remembered that adopting a global ratio for no-food
expenditures allows substitution in the way that the reference group uses -de facto- its budget
possibilities. Adding normative standards for different needs would introduce a certain rigidity
in expenditures.

6. Poverty measurement

Hitherto, the discussion has dealt with procedures usually followed to distinguish poor
households or other units from non-poor households or persons. However, this is only the first
stage in the process of quantitative poverty analysis because this classification is an input
commonly used to build up two sets of information. On the one hand, to compute indices
summarizing one or more dimensions of poverty. On the other hand, to prepare comparative
profiles of poor and non-poor groups --in terms of variables such as education, sex, age or
occupation-- which could be of interest in analyzing causes and origins of poverty and in policy
design.

We shall briefly discuss here synthetic indicators because references to profiles will be dealt
with in section IIL

The head-count ratio showing poverty incidence is the most widely used indicator. It
informs on the proportion of total households classified as poor (i.e. with incomes below the
poverty line) or the ratio of persons living in poor households to the total population. It is used
chiefly for comparisons between different periods and areas, it often being the starting point for
social policies programming since it is sometimes used to obtain rough figures about the target
population for some anti-poverty programmes. However, this indicator, does not take into
account other changes or differences that are relevant in assessing poverty: in particular, it may
show no variation while the degree of poverty —i.e., poverty intensity-- is rising or declining.
Therefore, an intensity index is also produced in some cases; it is defined as the average
difference between the poverty line and the actual income of each poor household.
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It was also pointed out that neither of these two indicators --i.e. incidence and intensity--
allows for changes or differences in income distribution below the poverty line; hence, it is
possible that both of them remain unchanged while inequality varies. Those who point out
these objections propose indicators taking into account the three dimensions considered. The
alternative indices combine these dimensions in various ways and consider, implicitly or
explicitly, different functions to assess income distribution. The latter is an already well known
situation when choosing between income distribution synthetic indicators. For example, the
Sen poverty index resort to the Gini coefficient to assess inequality, while that developed by
Foster, Greer and Thorbecke uses the approach earlier proposed by Atkinson of explicitly
incorporating the degree of inequality aversion.

It is necessary to insist on the practice of presenting a menu of different indicators; when
they are used together, a more comprehensive picture of poverty emerges and a more accurate
analysis of changes through time and of differences between countries or regions can be
performed.

7. Sources of information

In the previous headings, when discussing specific aspects of the proceédures used to
estimate poverty indices, it was necessary to refer to some characteristics of data regularly
considered. It is worth summarizing here, in a more systematic fashion than before, the
statistical sources employed, their main shortcoming as well as their strengths.

When calculating the poverty line, expenditures surveys play a major role in the direct
estimation of thresholds, because they provide information on consumption patterns used to
establish the minimum requirements in terms of goods and services. Such surveys are also the
source of total expenditure / food expenditure ratios used to indirectly estimate the non-food
components. Regarding this last point, eventual differences in un- and underreporting of
expenditures for the various components may affect those ratios and, hence, bias the total
poverty line estimation. Also, when targeted subsidies are important, the structure of
expenditures may not adequately reflect actual consumption structure. If access to (some of)
these subsidies is recorded --as it occurs in many surveys-- such expenditures may be imputed
in order to minimize this problem.

Expenditure surveys and general household surveys are the most frequently used sources of
households expenditure or income data which are compared to the poverty line in order to
estimate the different poverty indices. In general, since they are integrated into permanent
programs --particularly general or employment household surveys-- time series of these
indicators are produced. The reasons for preferring either income or expenditure were already
discussed in subheading 3. It was also indicated there that data on income (and also to a lesser
extent on expenditure) are generally un-or underreported. The extent of these errors is generally
assessed by comparing, for each type of income source, the aggregate survey estimate to that
obtained from the system of national accounts. The difference thus computed is then used to
correct survey data. The procedure usually followed poses a major problem in poverty --and
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also income distribution-- analysis because the average error --i.e., the overall difference just
mentioned-- is used to adjust incomes of a given type for all individuals answering the survey,
irrespectively of income size or other variables; it is therefore assumed that every person
register the same degree of error. This alternative is used because there are no reliable
indications about underreporting distribution; however, possible effects of such procedures
should always be taken into account when using poverty indices. In many cases, the possible
bias is diminished because underreporting distribution of property incomes does not follow that
procedure --i.e., it is not evenly distributed-- but takes into account the distribution of assets. It
should also be remembered that progress in household surveys data and national accounts are
not independent. Measurements on poverty and income distribution constitute a challenge for
these sources of information that normally derived in progress for both.

From the perspective of poverty studies, improving income data should be a major goal for
those in charge of household surveys. Experience can be gained from efforts already made by
other countries in questionnaire design, training and imputation techniques. These subjects
were also chief matters of concern at the Canberra Group’s first meeting in December 1996. It
is necessary to recognize, however, that reasons for underreporting do not only depend on
inappropriate surveying, specially in LDCs. A large non-registered economy and the
importance of certain items which are difficult to record are two relevant reasons leading to
normally high errors. Regarding the latter case, a portion of some households’ income in many
developing countries is the remittance of money by relatives working and living abroad. This
has proved to be a difficult component to inquire about, although improvements could be
made. The problem of measuring income in backwards rural areas is perhaps the major
challenge for those countries with a large rural population.

It is also necessary to produce other changes in the current surveys in many LDCs, in order
to produce more meaningful data. These changes do not refer to income measurement aspects
but to sampling and operative questions. In many cases, the survey cover only part of the
country, while in others data are produced with a complete lack of timeliness.

In a few countries (e.g., in Brazil, Canada, and Mexico), population censuses are another
source of income distribution data which could be used to derive poverty indicators. The
difficulties already mentioned in the case of household surveys are also present in census.
Moreover, it seems it would be more difficult to inquire about income with the same care --in
terms of disaggregation of items, for example-- as in surveys.

It has already been indicated that in a few DCs, administrative records are used as a source
of income distribution data, showing a lower degree of error than surveys. This source will
surely, for some time yet, remain restricted to statistically advanced countries. The possibility
of combining different records and also of matching records with surveys on very specific
aspects provides those nations with very rich statistical basis. In other countries, records can --
and are actually beginning to-- be employed either as partial source for income distribution but
mainly for assessing the quality of survey data. Some of them, such as the social security
records, could even be considered when analyzing difference in underreporting across groups.
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8. Requirements for the dynamic analysis of poverty

In order to study poverty evolution, it is not always enough to analyze series of some of the
above mentioned indices. An important aspect shown by different studies, mainly carried out in
DCs (USA and Germany, for example) but also in some developing country, is the existence of
high turnover, i.e. many households classified as poor in one period change their status
(become non-poor) in the following period, and viceversa. It is therefore frequent that
households cross to and from this border constituted by the poverty line and, consequently, the
head count ratio may not register any change between two successive periods while relatively
intense movements across the poverty line are actually occurring.

This is in part due to the effect of using current income which, for some households, may
exhibit seasonal or short term variations. But it also results from more important changes in,
say, labor market conditions or relative prices. Thus, it would be highly convenient to follow
poverty evolution through the use of indicators based on panel data. In many permanent
surveys, households are interviewed several times making it possible to produce panel type
information. It would be, therefore, highly convenient to fully exploit this possibility in order to
generate data on poverty turnover. It could be argued, however, that since the same household
remains in the panel for only a relatively short period of time (one or, at most two years)
information coming from regular household inquires is not completely adequate. Longitudinal
surveys following the same panel of units is the necessary instrument to track the evolution of
poverty. Some DCs carry out this type of efforts aimed at measuring not just the poverty
indices and poverty turnover but also other social questions, including structural determinants
of poverty, which are best assessed employing dynamic data. One must keep in view that these
surveys are relatively more expensive and perhaps do not have at present a high priority in
those LDCs which are setting up or consolidating their permanent household surveys.

B. The Unmet Basic Needs (UBN) method

While the income or consumption method identifies poor households as those without the
capacity of acquiring all goods and services needed to satisfy basic needs'’, the unmet basic
need (UBN) approach inquires whether the household is actually satisfying those needs by
asking about the products actually consumed. A unit is then regarded as poor if the thresholds
for all or some of the different basic needs are not reached.

The UBN method has been widely adopted in Latin America to estimate poverty incidences
and profiles using mainly data from population censuses about access to necessary goods and
services. In fact, probably the main reason for the widespread acceptance of this approach
during the eighties has been the possibility of obtaining geographically dissagregated

'7 This also applies when expenditures instead of incomes are used (see subheading A.3) , since total expenditure
is compared to the poverty line.
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indicators, i.e., the possibility of obtaining “poverty maps”. As a consequence, a synthetic
index to characterize social conditions in small areas was relatively easy to calculate at a
moment where targeted social policies became increasingly considered in the region. As it will
be seen in the next subheading, this more detailed geographical disaggregation is obtained at
the cost of considering only a restricted set of needs. While the income or consumption
approach implicitly covers every needs, the UBN method as it is usually applied in the region
considers only a few of them.

The specific methodology developed in Latin America is only remotely related to some
studies performed in DCs (particularly in the UK) where households are classified as poor if
they do not actually attain certain level of consumption of given products and/or do not usually
carry out specific activities (e.g., receive/invite friends at home).'®

Even if the discussion between the absolute and the relative approach is not usually explicit
in this methodology, the indices estimated in Latin America have been considered as reflecting
situations of absolute poverty because of the dimensions and thresholds actually used.
However, relative considerations should be --and have been-- incorporated when defining these
limits. This is clearly seen in the European studies where an explicitly relative stance was
adopted and the most frequent practices --in terms of access to products and social habits--
were used as thresholds. In Latin America because of the dimensions selected, poverty
identified through the UBN tended to be considered of a more structural character than that
identified by means of the income / expenditure approach.

Before analyzing specific aspects of this method, it should be taken into account that both
approaches are not, in fact, alternative ways to describe the same phenomenon; they are
depicting different phenomena or, at best, partial aspects of a comprehensive notion of
poverty.

1. Selection of social indicators and threshold definitions

Conceptual arguments were not considered in the selection of the basic needs nor in
choosing the set of goods and services used to assess the level of satisfaction. Both decisions
were almost exclusively determined by the subject coverage of the population censuses and the
specific variables there included. As a consequence, housing was the main dimension taken
into account: three or four out of the five or six variables used to reflect access to goods and
services were related to this dimension. Only when defining thresholds for each of these
variables the association with income (usually analyzed by resort to a household survey) was
sometimes considered.

In general, indicators of access refer to three basic aspects: quality of building materials,
availability of basic services (water supply and sewage disposal) and overcrowding.

'8 The best known is probably Townsend, P., Poverty in the United Kingdom, Harmondsworth: Penguin, 1979,
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In many cases it can be seen that the value adopted as threshold implies extremely low
minima, i.e., the limits are scarcely demanding. The reason for such a decision has to do
probably with the aggregation criterion chosen (see next subheading). In some few cases no
difference was established in the thresholds used for rural and urban areas, and those adequate
to the former (and hence less demanding) were used in evaluation of urban households.

In the study on Chile which probably inspired the use of the UBN method throughout the
regionlg, the adequacy of household equipment (e.g. some electrical appliances) was also
considered. Other countries’ censuses did not inquire on the existence of these assets. For this
practical reason and other theoretical considerations, the estimation of poverty incidence in
Latin America during the 80s and the 90s did not include that indicator.

Another dimension usually included was education, which is estimated through school
attendance by household children of primary school age.

The argument sometimes adduced to support the selection of indicators is that the
enjoyment of adequate housing and the other dimensions considered is highly correlated to
income, or that such a situation reveals a more favorable and stable social condition than when
using income. It is believed, too, that they are also associated to the satisfaction of other basic
needs, i.e. they operate as tracing indicators. Unfortunately, this correlation is far from perfect
(see next subheading); however, it is reasonable to assume that households living in inadequate
housing --especially when scarcely demanding thresholds are applied-- and with children not
receiving basic education, should be considered poor. However, more restrictive limits seem to
reflect more aptly the satisfaction of housing needs. Moreover, there are other significant
dimensions, such as nutrition or access to health services, whose insatisfaction may coexist
with adequate housing and school attendance as assessed in usual poverty indices based on the
UBN method.

An “economic capacity” dimension was also considered in most Latin American exercises;
it tries to reflect the households’ income generating potential. This dimension is, however,
somewhat extraneous to the UBN approach since it attempts to measure capacity and not
actuality. This capacity is measured by combining the dependency ratio (household size /
number of its income-earning members) and the household head’s educational status. In most
countries, the marginal contribution of this factor to the overall incidence indicator has proved
to be small.

In the above mentioned European studies, the list of indicators was established by the
analyst since in these cases specific household surveys were carried out. In some cases, even
the indicators to be used in the definition of poverty were selected on the basis of the
population’s opinion.zo

' ODEPLAN-IEUC, Mapa de extrema pobreza, Santiago de Chile, 1975; and Mapa de extrema pobreza en
Chile: 1982, Santiago de Chile, 1986.

2 Brownlee, H. Measuring living standards, Australian Living Standard Study Paper N° 1, AIFS: Melbourne,
1990.



28

ECLAC

2. The aggregation problem

From a conceptual point of view, the main problem with the UBN approach is connected
with the aggregation question. Since different indicators of access to satisfactors are used, it is
necessary to establish criteria to classify households that comply with some of the thresholds
but not with the others. This situation is not unusual: furthermore, it has proved to be the most
frequent one.”’ Hence, the idea of how to weight the different indicators rapidly arises.

The method used in all the Latin American estimations is the so-called co-realization: a
household is classified as poor if it does not reach the threshold of at least one indicator.
Hence, registering an adequate access to all but one of the goods and services is sufficient to
class a unit as poor. In fact, between 20 and 30% of all households (and between 30 and 50%
of all households identified as poor following this method) in seven Latin American countries
registered such a situation.”> This criterion seems especially appropriate if thresholds are very
low and reflect extreme deprivation. The study on Chile referred to in the previous subheading
followed basically the co-realization criterion, but imposed the combination of more than one
indicator in certain cases in order to classify a household as poor.

The idea behind this approach rests on two basic assumption: all needs are equally
important and all of them are basic, i.e., critical in reflecting poverty. The latter implies that the
impossibility of satisfying any one necessity --irrespectively of what happens to the others--
will suffice to classify a household as poor. It must be taken into account, however, that the
procedure employed in the region does not lead to co-realization of needs but of indicators; in
particular (see Table 1) three or more individual indicators are being used for housing. Again,
the idea of co-realization, even of indicators, turns out to be less strong given the hardly
demanding thresholds.

Alternatively to this view, methods could be designed assigning different importance to
each considered need and/or requiring that more than one need must be satisfied. For example,
in an study of the UK which uses a list of over 20 indicators, poverty was defined as a situation
where three or more indicators exhibit inadequate levels (i.e., do not reach the threshold). 2

2! Data for five large Argentine cities (coming from a survey) show that the proportion of households
simultaneously failing to reach the thresholds of the five indicators considered was no significantly different from

zero.
22 pNUD, Desarrollo sin pobreza, Bogotd, 1990: Cuadro 3.9.

23 In the already quoted study, Townsend generates a household score which aggregates the satisfaction /
insatisfaction situation of the individual indicators for each household. He then correlates it to income in order to

reach an overall threshold.
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3. Comparison in time and space

Poverty incidence figures calculated by means of the UBN method were basically used, as
we mentioned before, to characterize geographic areas, specially small ones. This implies that
estimates for different regions should be comparable, a situation that has been questioned on
occasions because the same indicator threshold is sometimes used for urban and rural regions.
This seems to be a shortcoming in the case of housing indicators, especially those related to
access to basic services. In fact, comparisons among different countries of incidences for the
same type of regions (i.e. rural) may be less problematic than those among widely varying
regions of a given country insofar as minima take into account national patterns.

Even if this purpose of obtaining regional data was the driving force leading to a rapid
spread of poverty indices estimation in Latin America, the aggregate figures on poverty
incidence were also used to assess poverty evolution. In particular, this situation arose when
the results of the 1990 round population censuses were published and comparisons to the
1980s’ figures were made; it also occurs when series from survey data are analyzed. However,
comparison over time of estimates obtained by the UBN method --as employed in Latin
America-- is not straightforward. On one hand, incidence figures tend to be unresponsive to
the worsening of the general social situation; on the other, even a constant government
investment in social infrastructure --e.g. water supply and sewage-- may be reflected in a
continuous reduction of the indicator. These are perhaps the main reasons behind the
conflicting evolution of overall incidence figures obtained from the two described method in
those countries of the region with available data: a large increase in the proportion of poor
households when the income method is applied but a reduction when the UBN approach is
used.?* In part, at least, the updating of thresholds would reduce this problem since changes in
overall conditions would be reckoned. The experience in the region was, precisely, that of
maintaining the same limits used in the previous measurement exercise. However, this would
lead to discussions about the relative/absolute character of the measurement.

4. Sources of information

We have already mentioned the data sources used when the UBN method is applied.
Population censuses are the most frequent ones, and in fact the type of source defines to a large
extent the characteristics of the overall approach. Because of the more structural character of
poverty identified through this procedure, the fact that census are carried out every ten years is
not a major restriction.

Once a poverty map is produced with information from a population census, the usual
development is that poverty incidence begins to be estimated on a more frequent basis using
data from household surveys. In many Latin American countries these surveys regularly collect
housing and educational variables. In some cases, however, they do not include the same set of

24 For a thorough discussion of these questions, including comparative figures for several countries, see Katzman,
R. “Virtudes y limitaciones de los mapas censales de carencias criticas™; in Revista de la CEPAL, N° 58, 1996.



30

ECIAC

questions as the population censuses and this leads to the introduction of partial changes in the
indicators used and, consequently, in the thresholds. Hence, data from surveys cannot be
strictly compared to those of poverty maps, although the main goal of these survey based
estimates is to monitor the evolution during the intercensal period. It goes without saying that
incidence data derived from household surveys refer only to relatively large geographical areas
(regions, large metropolitan areas, provinces, etc.).

Household surveys are also useful in comparing the income or expenditure approaches and
the UBN method: it has become relatively frequent to find tables where households are
simultaneously classified according to both procedures, as it will be discussed in the next
section.

Household surveys are also used --as mentioned-- to define thresholds (and to a lesser extent
indicators) since they make it possible to associate census variables to income.

5. UBN maps and Geographical Information Systems (GIS)

The UBN method is frequently used as a synthetic indicator to characterize small areas; this
is perhaps a more important objective than the estimation of overall poverty incidence figures.
In some countries at least, such was the demand posed to the central statistical office, which
led to the production of poverty maps, since there were requirements for the ranking certain
administrative units (e.g., municipalities, counties, districts) in order to define appropriate
criteria for the allocation of specific social programs. However, it was rapidly realized that
poverty incidence estimates could be calculated at an even more detailed level: for example, in
urban areas, at neighborhood level and even block level. This was observed precisely at a
moment of rapid developments-in hardware and software allowing a more intense use and
interrelation of statistical data and geographical data bases.

Geographical Information Systems (GIS) are potentially very helpful to a variety of
institutions dealing with aspects as diverse as fiscal matters or social policy design. In
particular, they are extremely useful to local authorities in policy planning and execution.
Poverty incidence figures are actually demanded to be incorporated as one of the basic
indicators, because of their (already mentioned) role as synthetic indicator of a region’s living
conditions.

The possibility of relatively easy manipulation of an interrelated set of indicator for very
small areas is also relevant to the process in many countries whereby all or much of their social
and fiscal policies are being decentralized.

Relative measures of poverty
The income or consumption method (see heading A) was basically developed to measure

absolute poverty. Even if it takes into account relative considerations --e.g. to define the set of
products which must be consumed by the household to satisfy a given need-- the conceptual
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basis seems to rest on the idea that thresholds (e.g., the quantity of calories) are established
independently of the distribution of actual consumption (e.g., of actual distribution of calorie
intakes). To some extent --and because of many of the aspects described in the previous
section-- the UBN approach, as widely used in Latin America, should also be regarded as a
method for assessing absolute poverty.

A different approach to measure this phenomenon, used in many countries and by
international agencies as well, is entirely founded on a relative perspective. Contrary to the
methods mentioned in the previous paragraph, poor households are directly identified by
comparing each household situation to the mean or to other moment of the distribution.

The most usual relative procedures resort --as in the absolute poverty income- or
expenditure-based approach-- to the comparison of household incomes to a poverty line. In this
case, however, the normative budget is not derived from an analysis of the requirements to
satisfy basic needs but is defined as a given percentage of the mean household income.
Changes in poverty indicators based on this approach depend only on variations in income
distribution but not on the mean®; it must be remembered that both parameters are
determinants of poverty changes under the absolute criterion. Another relative procedure
defines as poor those units which make up the bottom portion of the income distribution --¢.g.
the poorest 40% percent of households according to their per capita income--. This procedure
is useful only as a way to identify poor households; the head-count ratio has no interest (it is
always equal to the fraction chosen to define poverty) and no normative value is considered to

define intensity.

These relative methods are particularly relevant to developed countries, where --as already
indicated-- the most pressing forms of absolute poverty do not represent main social problems.
Even when some of those countries are experiencing high unemployment rates, the extended
safety net resulting from the interplaying of various social policies ensures the access to a
minimum basket of products for the great majority of the population. A central objective in
these societies is, hence, the reduction of existing gaps in incomes and assets among population
groups, gaps that from a different conceptual perspective are originating a process of social
exclusion.

In such context, the knowledge of the characteristics of the lower incomes groups --even if
they are actually meeting absolute thresholds-- have much importance in gaining insight into
the associated poverty factors, and hence in designing economic and social policies. The
evolution of head-count ratios and intensity indices (when a poverty line defined as a
percentage of mean income) seems quite useful in monitoring gap changes.

%5 Ravallion, M. , Poverty comparisons, Living Standards Measurement Study Working Paper N° 88,
Washington: The World Bank, 1992. '
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III. Poverty groups profiles as a basis for the design and evaluation of antipoverty policies

1. Scope and limitations for diagnosis purposes and poverty analysis

It has been already pointed out that a main objective of the process of quantitative
assessment of poverty is to produce synthetic indices of the type presented in IL.A.6. These are
useful in providing indications on some poverty dimensions and as overall indicators of the
level of and changes in social conditions. Again, it must be emphasized that the dissemination
of these aggregate social indices has proved to be an important element in promoting an open
discussion of such an important issue both in developed and underdeveloped countries.

As is the case with most social indicators, those on poverty face the limitations imposed by
the implicit conceptual bases and the decisions adopted to make the theoretical definitions
operative. Specifically, usual poverty indices are highly dependent on the delimitation of poor
units. As discussed in the previous section, the two approaches generally used are only
imperfect empirical procedures to capture a complex phenomenon. Hence, they surely incur in
errors of type I and II. Consequently, both methods are sometimes used simultaneously in
order to minimize errors of type I and also to characterize “types” of poverty situations.
Specifically, a table such as the following is frequently produced.

Income or expenditure method
UBN method Poor Non-poor
With UBN
Without UBN

It is clear, however, that synthetic indicators are not enough for understanding poverty and
that more disaggregated information is needed. Precisely, useful evidences for this purpose can
be obtained, using any of the discussed methods, once poor households are identified. As
mentioned elsewhere, profiles of poor households and of their members are usually produced
characterizing poor units and persons from different viewpoints. These tables show the
distribution of households according to such dimensions as size and composition; and also the
distribution of persons according to, e.g., age, occupation, education, migration or access to
certain social services. Consequently, by associating poverty to different variables, evidence
can be obtained to analyze alternative hypotheses on the main direct and indirect determinants
of incidence and/or intensity levels and/or their changes.

Profiles are also relevant to social policy planning; for example, by identifying population
groups with disproportionately high incidence of poor members, priorities can be established.
As an example, gender, children and youth considerations have become important features of
studies as those reported in the ECLAC's series of the Social Panorama. By looking at certain
characteristics of members of such groups --e.g., labor market variables, access to health
service and education-- it is also possible to obtain useful evidence to decide on the types of
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interventions best suited to the problems of different groups with high poverty incidence.
Proxy variables for the implementation of targeting strategies may also be selected by
analyzing poverty profiles. Since household surveys provide data for large areas, target
populations in the field can be identified by the use of certain traits associated to poverty (or to
certain forms of poverty) which are easily observed --such as type of neighborhood or housing
qualities-- or relatively simple to inquire --such as education and family size.

2. Improvement of the national statistical capacity in this area

Poverty measurement has been carried mostly out with data coming from general purposes
surveys and population censuses. As it has been mentioned, this tends to restrict the selection
of variables considered in defining poor households according to the UBN method. Similarly,
the use of these sources limits the production of profiles because variables of analytical interest
--i.e., those relevant to the understanding of poverty and/or the evaluation of social policies and
programs-- cannot be taken into account since they are not captured by such instruments.

It is therefore necessary to consider the possibility of introducing in some rounds of general
purpose surveys those variables demanded for poverty analysis and policy assessment. If not all
the required variables can be included in these surveys --i.e., when this entails a significant
increase in questionnaire size--, special surveys aimed at gathering information on dimensions
relevant to these goals might be designed and carried out with certain periodicity. In fact, in
some countries such surveys are included --or are intended to be included-- as part of a system
of multipurpose and/or expenditure surveys.

When analyzing the effect of different policies, data regarding access of population to social
services and programs are important in assessing how targeting actually works. Evidence from
this type of information is also useful to analyze certain policy consequences. The need to
improve access to administrative information is a challenging dimension in LDC's.

In order to better understand the influences affecting poverty, data on assets must needs be
recorded. Even if human capital variables are usually collected, the same does not apply to
those concerning physical assets, especially for peasants and small-size urban producers. They
are included in many of the analytical models used to explain poverty.

The possibility of gathering data on still other variables through the statistical system
increases the ability to answer the questions usually posed by those engaged in poverty
analysis. However, in order to obtain adequate information, it is not only necessary to enlarge
the range of dimensions to be measured but also to improve their quality. For the specific case
in hand, it is of the highest priority to design methods aimed at correcting income un- and
underreporting: in particular, to obtain estimates of differentials between income size groups
(and/or between groups defined according to other variables).
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3. Reporting results and disseminating information

One of the conclusions stemming from the previous discussion is that notwithstanding the
subject’s long tradition, poverty measurement faces various challenges regarding both
conceptual and data quality aspects. At the same time, however, it seems that much work is
being done in many countries, by both public and private agencies, on the production of
poverty measurement and/or methodological questions, which is not being adequately
disseminated. This situation limits, even within a given country, the possibility of an open
discussion which would help in dealing and trying to cope with those challenges.

Moreover, in many cases statistical reports are not clear enough regarding the
methodological bases of the data presented and only inform on synthetic indicator without
making comprehensive use of all available data. In particular, profiles taking into account
different perspectives are seldom produced.

It seems therefore necessary to improve the dissemination of poverty measurement efforts.
This means, on one hand, to expand the set of information presented: regarding synthetic
indicators, by including those that capture the different dimensions which appear to be
analytically relevant and by regularly presenting profiles together with the synthetic indices. On
the other hand, given the different perspectives for a quantitative approach to poverty, a clear
and detailed description of the applied criteria must be included in statistical reports. It is also
convenient to describe the criteria applied --if any-- in adjusting income figures when poverty
measurements using the income or expenditure methods are presented. In the latter case, it
would also be convenient to include in the same report complementary data on income
distribution and average income --which are regularly produced from the same source-- since
they are helpful in trying to understand changes in poverty indicators and profiles.

4. Towards a basic set of information and social indicators at the national level

The idea of designing and regularly producing a set of social indicators providing a
comprehensive view on the main social dimensions, and helping to assess changes in time and
comparisons to other countries, has been repeatedly put forward in many countries as well as
by international agencies. The latter have been proposing --or sponsoring works aimed at
proposing -- indicators allowing countries to monitor goals agreed by them regarding specific
social questions. For example, after the World Summit for Children, UNICEF established a list
of indicators for the measurement of progress towards the goals targeted on that occasion; in
the eighties, WHO identified a set of indicators for monitoring and evaluating the strategy of
Health For All; others were defined to follow the Population Program goals established at the
1989 International Forum on Population organized by UNFPA. Moreover, these and other
institutions have been working together trying to coordinate their efforts and to produce a set of
common social indicators. Recently, the Statistical Commission approved a minimum national
social data set of social indicators, following the recommendations of an ad hoc Expert Group
created to study the data requirements for monitoring implementation of the social programmes
agreed in the recent major United Nations Conferences.
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It is becoming increasingly clear that indicators related to poverty should be included among
those sets of national social indicators. As indicated, some of them provide a synthetic view on
how those more in needs are sharing the benefits of (or suffering from) economic growth (or
decline).

In addition to the convenience of producing synthetic indicators on poverty, it would be
useful to disaggregate some of the other social indicators --e.g., school attendance,
malnourishment, access to a clean water supply-- according to the poor/non-poor criterion.
This would certainly offer a clearer insight into the implications of improvements registered by
those indicators at an aggregate level.
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Expert Group on Poverty Statistics
Background

The Working Group of the United Nations Statistical Commission, in its last session
in April, 1996, approved the recommendation to establish an Expert Group on poverty
statistics to be chaired by Brazil, through the Brazilian Institute for Geography and Statistics
- IBGE, with the U.N. Economic Commission of Latin America - ECLAC - acting as a
Secretariat. Australia, Mexico, South Africa, the United States of America, the UNDP and
the World Bank manifested their interest in participating, and representatives of other
countries and institutions are welcomed to join. The Statistical Commission, during its
Twenty Ninth Session held on February 10-14, 1997, took note of this initiative, under the
expectation that the expert group could provide the Commission with specific suggestions
for guidelines on this matter.

The Working Group, in the same session, approved also the recommendation to hold
a seminar on poverty statistics at the ECLAC headquarters in Santiago, Chile, during the
first semester of 1997. With the support of the statistical divisions of the other Regional
Commissions, ECLAC will be the Secretariat of the meeting.

The Seminar on Poverty Statistics is scheduled for May 7, 8 and 9, and it was agreed
that this would be also a convenient time to hold the first meeting of the Expert Group. A
provisional agenda for the seminar was prepared and included in the invitation sent to
statistical offices and international organizations.

The ECLAC Seminar

The main goal of the ECLAC seminar will be to compile the different measurements
of poverty now being used in different countries of the world. A reference document,
"Poverty Measurement - Present Status of concepts and methods" was prepared by ECLAC,
reviewing the main methodologies used by different countries in the measurement of
poverty, and highlighting their strengths and limitations.

The Expert Group meeting

The expert group meeting will convene on the last day of the ECLAC Seminar, and
the first subject of the agenda will be to discuss whether the constitution of such expert
group is really justified, on the light of the discussions occurred during the ECLAC seminar.
If it is agreed that the expert group should be maintained, it will necessary to define its goals
and a time schedule for its activities; the end product of its work should be a written
recommendation to the United Nations Statistical Commission about recommended
practices and standards for the improvement of poverty statistics. Participation in the
meeting and in the expert group is open to countries present or not at ECLAC's event, and
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representatives of international organizations. The Brazilian Institute of Geography and
Statistics will be pleased to host a meeting of the expert group in Rio de Janeiro later in
1997, if considered useful.

The issues

The condition of poverty is as old as mankind, but the way it is perceived by society,
and the ways governments and policy makers have strived to deal with it has changed
enormously. In the past, poverty was often considered a natural and unavoidable condition of
large parts of the population. The tendency, today, is to consider poverty as an unacceptable
condition, requiring positive action to eliminate it.

Poverty is a relatively new subject in the realm of public statistics, or rather a
renewed one, since it was a central concern in the earlier days of the European statistical
offices in England and other countries'. More recently, however, the issues of poverty came
to be treated in terms of income distribution and unemployment, and also as a condition
derived from personal handicaps, rather than as poverty as such. The assumption was that in
a well organized and modern economy everybody should have a stable employment and a
"satisfactory" income, and it was the task of statistical agencies to monitor deviations to this
general expectation, in order to prompt for the necessary corrective measures. For the
developed countries, social welfare policies were called for; in the poorer parts of the world,
economic development was to be the answer.

The renewed interest on the subject of poverty started already in the 1950's with the
severe problems of famine afflicting large population groups in Asia and Africa, and studies
showing the worldwide problems of malnutrition and their long-term consequences. The
relevance of poverty as an issue increased as it became clear that economic development was
not being successful in many countries, and, even when it was successful, it often left large
groups at the margins, suffering the impact of social, economic and political change on
traditional patterns of social and economic organization. Finally, it became clear that the
exclusion of significant segments of the population from the benefits of a modern economy
was not something limited to the less developed economies, but a something that occurred at
the very core of highly industrialized and developed societies.

. Whatever the determinants and explanations of poverty, it is always associated with
income deprivation, which, in extreme conditions, has direct and Qbservable consequences
for the health, life expectancy and quality of life of specific groups, which could be
compared and monitored through time and space. The standard procedures are either to

"For the surveys of Charles Booth, Seebown Rowntree and Arthur Bowley in 19" Century
England, see Hennock, E. P., "The Measurement of Poverty: from Metropolis to the Nation,
1880-1920", Economic History Review 2" gseries, XL, 2, 1987, p. 208-227, quoted by Alain
Desrosieres, "Les pauvres: comment les décrire, qu'en faire?", La politique des grands
nombres (Paris, La Découverte, 1993), 271 ff.
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make a direct evaluation of the population's health conditions, or to measure the number of
people who are above or below a minimum income threshold, considered necessary for the
satisfaction of basic needs. Income inequality is also amenable to fairly straightforward
measurements, if income data are available.

The technical problems associated with the measurement of poverty are well
analyzed in ECLAC's paper, but it is worth stressing two complicating factors which might
be relevant for the consideration of the expert group. The first is that income in monetary
terms may not be an adequate measurement of living conditions of poor populations. Besides
the known problems with the measurement of household income, there is often a significant
amount of non-monetary transactions, out-of-the-market transfers, access to public services
and production for self-consumption which may become more important than
straightforward income, as measured in standard household surveys. Secondly, access to
specific products and services can be associated with extreme levels of poverty in one place,
but not in others. For instance, to live in a shanty-town in a big Latin American city is not
necessarily an indication of extreme poverty, in contrast to the absence of a heated living
place in cold regions. Distance from clean water wells may be a measure of poverty in some
areas, equivalent in others to the presence or absence of tap water in households. Cultures
vary in the way they value specific conditions, like clothing and living standards, access to
education for women, exposure to violence, or access to public transportation, public health
and public justice. The issue here is whether some of these "cultural variations" should be
taken as such, or measured against some "objective” (and often value-loaded) standard.

Because of these problems, the notion that the international statistical community
should attempt to develop cross-national, comparative poverty measurements, which could
be used to rank countries in terms of their poverty levels, is often questioned, and should be
the subject of an evaluation. The same question should be raised about the establishment of
"poverty lines"”, not only for international comparisons, but even for national studies. The
usefulness of reliable and internationally comparable poverty figures seems unquestionable,
but this usefulness should be weighted in relation to the loss of information and reliability
which are implied in the sequence of ad hoc and arbitrary decisions which are taken during
this process, and also in terms of other possible alternatives to respond to the need to
quantify and monitor the conditions of the poor.

Poverty levels and poverty syndromes

An alternative approach to the issues of poverty is to consider it not just as a matter
of a position in a continuum of income, needs satisfaction or deprivation, but as a condition
deriving from complex social conditions that are specific of some groups and societies,
requiring specific policy actions and well differentiated social policies. Standard multivariate
analysis can be used to measure the impact of specific variables in the conditions of poverty,
and to generate policy recommendations. For instance, Ricardo Paes e Barros and José
Mircio Camargo have shown that education and productivity are the most important
variables explaining poverty levels in Brazil, which places educational policies at the top
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priority in the poverty reduction agenda?. This kind of study requires complex data sets
combining information on poverty with other variables, and are different in scope and
methods from the efforts to generate extensive and detailed poverty measurements.

Multivariate analysis may not be sufficient, however, to understand the full extent
and implications of poverty conditions occurring in different social contexts, and to generate
the corresponding policy recommendations. To think in terms of "syndromes of poverty", as
complex conditions associated with the language, ethnicity, culture, economic institutions,
education and history of the affected communities and their social environment and
afflicting specific groups, can be more useful from a policy point of view, and closer to
common sense. For instance, although it is true that lack of formal education is associated
with poverty everywhere, the impact of investing in educating the unskilled urban worker
can be greater than the same investment, with the same approach, on the education of rural
ethnical minorities. This is not to deny the importance and relevance of multivariate analysis,
but only to stress that it should be combined with other ways of organizing, interpreting and
presenting the information.

A list of such conditions and contexts, or poverty syndromes, would necessarily include.
among others:

e Poverty associated with low salaries in an organized economy. This is the classic condition
of economic exploitation, and it is relatively easy to identify and measure, since it is above
all a matter of income distribution.

e Poverty associated with traditional social and economic conditions. This is the situation of
the Brazilian poor in the Northeastern region, and applies, more generally, to the rural poor;
it also applies, more forcefully, to the native, rural populations in countries like Bolivia,
Paraguay and Peru. A special and aggravating condition occurs when the social and
economic organization of these sectors are shattered in the contact with the modern side, or
with conditions of local violence, generating extreme cases of social deprivation and
potential conflict. '

e Poverty associated with lack of access to the organized economy. This is a very broad
category, which can affect special groups and conditions. It includes, for instance,

e the inner-city ghettos;

e specific age groups, like the old age cohorts in societies with inadequate provisions for
social security;

e non-educated, "unemployable" youths in modern, urban societies;

2"As causas da pobreza no Brasil", in Jodo Paulo dos Reis Velloso and Roberto Cavalcanti
de Albuquerque, eds., Modernidade e Pobreza, Rio de Janeiro, Férum Nacional, editora
Nobel, 1994, 81-112.
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population living in the periphery of the large metropolitan areas.

women;

specific ethnic groups; _

specially deprived groups, such as the physically handicapped, unwed mothers
economic and political refugees

professional groups displaced by the obsolescence of their professional skills.

e Poverty associated with chronic unemployment. Unemployment, measured according to the
standards of the International Labor Organization, refers to a short-term condition (persons
who had been recently laid off and are actively looking for a job). There are other conditions,
however, which are not captured by these data - adults who have never entered the labor
market, or who have ceased to look for jobs, or who are marginally or "under-employed".

The analysis and measurement of complex social conditions require specific
approaches and methodologies which are usually not part of the working tradition of
statistical offices, or my resemble a step back in the direction of old, qualitative studies an
anthropological kind. The Living Standards Measurement Survey, supported in many
countries by the World Bank, gathering a large amount of information on a limited sample of
households, and applying user-friendly data processing procedures for their interpretation, is
an attempt to analyze complex situations making use of modern survey and data analysis
facilities. Other governmental agencies and research institutions may have approaches of
which statistical offices may not be aware, and should be taken into consideration.
Whatever the approaches, the end result of this effort to develop better poverty statistics
could be the publication of typologies of poverty situations, associated with the usual figures
on income, employment, education, household conditions, demographic characteristics, and
so forth.

Issues for the expert group

If the expert group agrees to continue its work, it should take a long-term view of the
current efforts to measure inequality along the lines described in ECLAC's "state of the art"
paper, and take into consideration other approaches which might be closer to the typological
perspective suggested here. After this examination, it should prepare a document making
recommendations about what the countries should do to improve the quality and the policy
relevance of their poverty statistics. The Santiago meeting should identify countries, persons
or organizations willing to prepare review papers of these and similar topics, for discussion
in the group's next meeting in Rio de Janeiro.
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Changing the way the United States measures income and poverty: A progress
report -

1. BACKGROUND -- THE OFFICIAL DEFINITION

The United States Census Bureau has been compiling income estimates annually since 1947.
These estimates are from the Current Population Survey (CPS), a nationwide random sample of
households, whose primary purpose is to collect labor force information monthly. In March of
each year (April prior to 1956), data are collected on the household's income for the previous
calendar year.

The official definition of income is not specified in law or regulation. In effect, what is
included in income depends on the questions asked. As survey researchers know, the more
questions one asks about income by source, the better able respondents are to identify all
income. initially, there were only two questions asked of each adult: (1) "How much did ...
earn in wages and salaries in 19477" and (2) "How much income from all sources did ... receive
in 1947?7". In 949, self-employment income was asked separately and in 1950 farm and
nonfarm self-employment income was asked separately. In 1962, the Census Bureau began
systematically assigning values to missing income items (based on reported characteristics using
the "hot deck” method). In March 1967, the number of income questions was again expanded,
from four to eight categories. These additional items dealt with Social Security, interest,
dividends, and rent. In 1968, interest, dividends, rents, and royalties were combined into one
question and separate questions were added on public assistance and on unemployment and
workers' compensation. In 1975, the number of income questions increased from eight to
eleven through addition of a question on the supplemental Security Income program, a question
on Aid to Families with Dependent Children and general assistance, and private and government
pension income. A major change took place in 1980 -- the questionnaire was expanded to
identify over 50 sources of income and recording of up to 27 different income amounts,
including receipt of numerous noncash benefits, such as food stamps (coupons used as cash for
qualified food purchases), and housing assistance. Except for minor wording changes, those
questions are still in use today. The survey was converted to a computer-assisted interviewing
mode in 1994.

The data on income thus cover money income received (exclusive of certain money receipts
such as capital gains) before payments for items such as personal income taxes, Social Security
payroll taxes, and union dues. Money income does not reflect the fact that some families
receive part of their income in the form of noncash benefits, such as food stamps, health
benefits, rent-free or subsidized housing, and goods produced and consumed on the farm. In
addition, money income does not reflect the fact that noncash benefits are also received by some
as fringe benefits, e.g. the use of company cars, and full or partial payments by business for
retirement programs, medical insurance, and educational expenses. ‘

Moreover, for many different reasons, there is a tendency in household surveys for
respondents to underreport their income. From an analysis of independently derived income
estimates, it has been determined that income earned from wages or salaries is much better
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reported than other sources of income and is nearly equal to independent estimates of aggregate
earnings (Coder and Scoon-Rogers, 1996). Among the least well-reported sources are interest
and dividends. The detailed components of money income are presented in the Appendix.

II. ALTERNATIVE MEASURES OF INCOME

Because money income is but one measure of economic well-being, the Census Bureau also
reports on 14 other definitions of income (the series begins in 1979). While not exhaustive,
they do illustrate different perspectives on what could be included.

Definition 1. Money income excluding capital gains before taxes. This is the official definition
described above.

Definition 2. Definition 1 less government cash transfers. Government cash transfers include
nonmeans-tested transfers such as Social Security payments, unemployment compensation, and
government educational assistance (e.g., Pell Grants), as well as means-tested transfers such as
Aid to Families with Dependent Children (AFDC), Temporary Assistance to Needy Families,
and Supplemental Security Income (SSI).

Definition 3. Definition 2 plus capital gains. Realized capital gains and losses are simulated as
part of the Census Bureau's Federal individual income tax estimation procedure. While the
Census Bureau has access to some income information on individual tax returns that can be
matched (with substantial time lag) to survey data, actual capital gains or losses or tax liability
are not known.

Definition 4. Definition 3 plus imputed health insurance supplements to wage or salary income.
Employer-paid health insurance coverage is treated as part of total worker compensation; no
other benefits paid for or provided by employers are estimated.

Definition 5. Definition 4 less payroll taxes. Payroll taxes are payments for Social Security old
age, survivors, and disability insurance, and for hospital insurance (Medicare).

Definition 6. Definition 5 less Federal income taxes. The effect of the Earned Income Tax
Credit, targeted to low-income workers, is shown separately in Definition 7.

Definition 7. Definition 6 plus the Earned Income Tax Credit.

Definition 8. Definition 7 less state income taxes.

Definition 9. Definition 8 plus nonmeans-tested government cash transfers. Nonmeans-tested
government cash transfers include Social Security payments, unemployment compensation,
workers' compensation, nonmeans-tested veterans' payments, U.S. railroad retirement, Black
lung payments, and Pell Grants and other government educational assistance. (Pell Grants are
income-tested but are included here because they are very different from the assistance
programs included in the means-tested category.)

Definition 10. Definition 9 plus the value of Medicare. Medicare is counted at its fungible value.

Definition 11. Definition 10 plus the value of regular-price school lunches.

Definition 12. Definition 11 plus means-tested government cash transfers. Means-tested
government cash transfers include AFDC, SSI, other public assistance programs, and means-
tested veterans' payments.

Definition 13. Definition 12 plus the value of Medicaid. Medicaid is counted at its fungible
value.

Definition 14. Definition 13 plus the value of other means-tested government noncash transfers.
Including food stamps, rent subsidies, and free and reduced-price school lunches.
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Definition 15. Definition 14 plus net imputed return on equity in one's own home. This definition

L

includes the estimated annual benefit of converting one's home equity into an annuity, net of
property taxes.

Table 12 is a reproduction of a table from U.S. Bureau of the Census (1996a) illustrating the
different distributions of income that these definitions imply. Table 5 (U.S. Bureau of the
Census, 1996b) illustrates this effect on poverty estimates.

These alternative definitions illustrate the dilemma faced by official statisticians when
presenting income statistics. Different definitions serve different purposes. Money income has
its uses — it represents command over the resources available to purchase the necessities of life
in the open market, including meeting the obligations of citizenship (taxes). Definition 4
probably comes closest to measuring what resources would be available in the absence of
government, except that some benefits paid for or provided by employers are not included and
others are mandated by the government, some benefits are not provided by employers because
they are provided by the government, and work effort is presumably reduced by the existence of
a tax on earnings. Definition 8 is closest to after-tax income. Disposable income tries to take
account of the effect of taxes and transfers on the household's command of resources --
definition 14 probably .comes closest to that approach. Finally, in definition 15 there is an
attempt to include the income equivalent value of owning one's own home in that such an asset
reduces the need for additional expenditures on shelter.

CONSIDERATIONS IN MEASURING POVERTY

Formal measurement of poverty in the United States is less than three decades old. Not
since the adoption of official poverty thresholds by the Federal government in the late 1960's has
there been such a great interest as now in examining and possibly respecifying the thresholds
and the income compared with them. The official poverty thresholds in use today by the U.S.
Bureau of the Census to measure poverty have their basis in work by Orshansky (1963, 1965).
Orshansky started with a set of minimally adequate food budgets calculated for families of
various sizes and composition by the U.S. Department of Agriculture for 1961. Based on
evidence from the 1955 Household Food Consumption Survey, she determined that
expenditures on food represented about one-third of after-tax income for the typical family.
This relationship yielded a "multi- plier" of three, that is, the minimally adequate food budgets
were multiplied by a factor of three to obtain 124 poverty thresholds that differed by family size,
number of children, age and sex of head, and farm or nonfarm residence (ad hoc adjustments
were made for families of size one and two).

In 1969, the U.S. Bureau of the Budget (now the U.S. Office of Management and Budget --
OMB) adopted the Orshansky measure using pre-tax income as the standard government
poverty measure, mandating that thresholds be adjusted for inflation using the Consumer Price
Index (CPI) published by the U.S. Bureau of Labor Statistics. With only minor modifications
since then (mostly reducing the number of categories, now 48), the Orshansky thresholds still
form the basis for the official poverty statistics.

When considering the adequacy of the official poverty thresholds, it is critical to realize that
one cannot separate the issue of income measurement from poverty definition. When one
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defines the level of resources needed to be non-poor, one must also determine which resources
are to be counted. Therefore, the discussion below covers both income measurement and
poverty definition issues; income measurement is discussed first.

Whatever poverty thresholds are chosen should be the result of a carefully specified process
that cannot be changed arbitrarily from year-to-year, and should be capable of being updated at
reasonable intervals as the economic circumstances of the society and the behavior of its
demographic and economic components change.

A. DEFINING INCOME FOR MEASURING POVERTY

The key measurement issues are three -- valuing and counting noncash income, subtracting
taxes, and reducing survey underreporting and nonsampling errors. Also of interest is whether
to continue to publish official estimates based on the CPS or switch to a newer survey designed
to collect better income information, the Survey of Income and Program Participation (SIPP).

A.1. Noncash income

The issue of valuing noncash income spans the income distribution. A more comprehensive
income measure, such as definition 14 above, would place a value not only on noncash
government transfers, such as food stamps, which typically go to low-income families, but also
on elements of nonwage compensation (from employer-paid health insurance to company cars)
that typically go to earners at all income levels or only at high levels. The noncash income of
U.S. families has grown substantially in the past 25 years. In the 1990's, over half of
government transfer spending for the poor is in the form of noncash benefits (U.S. Bureau of the
Census, 1996a), whereas the only noncash benefit program that predated the 1960's "War on
Poverty” was subsidized (public) housing. This growth of benefits to the poor has been
paralleled by a growth of nonwage compensation to wage earners, induced in part by tax laws
exempting such compensation from income and payroll taxes, and by growth in health benefits
for the elderly. By 1996, employer costs for nonwage compensation had grown to over one-
quarter (28.4 percent) of total compensation costs, up from 19.4 percent in 1966. Further,
nearly two-thirds of households own homes, which provide them with additional noncash
income in the form of housing services.

Of key concern to understanding the well-being of U.S. households is the valuation of
medical benefits, both the government health programs--Medicare (medical aid to the elderly
and severely disabled) and Medicaid (medical aid to a portion of the poor)--and employer-paid
health insurance. The valuation of medical benefits is particularly difficult since coverage of
high medical expenses for people who are sick does nothing to improve their poverty status
(although the benefits clearly make them better off). Even if one imputes the value of an
equivalent insurance policy to program participants, these benefits (high in market value due to
large medical costs for the fraction who do get sick), and cannot be used by the recipients to
meet other needs of daily living. Accordingly, the Census Bureau developed a not-altogether-
satisfactory method, termed fungible value (described in footnote 2), to avoid giving too high a
value of these benefits to those toward the low end of the income scale. Note that this is not a
problem for countries with universal health care systems.
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A.2. Disposable income

Even though Orshansky's original calculations were based on post-tax income, poverty has
always been calculated for the official statistics using pre-tax income because of the limited
information collected on the CPS. After-tax income is a better measure of the ability to meet
the daily necessities of life than is money income. Also important, in calculating disposable
income though, is to address the advisability of deducting work expenses for wage earners such
as child care, uniforms, and transportation costs.

A.3. Other issues

As noted earlier, research matching household survey responses to Federal income tax
returns and comparing them with national income accounts has revealed substantial areas where
the level and receipt of certain income sources is underreported. Attempts to reduce
underreporting were made by revising the language used in the CPS questionnaire (and using a
shorter reference period) when the SIPP was launched. This was only partially successful, and
response errors remain.

While current procedures of the Census Bureau reweight the data for full interview
nonresponse and impute appropriate income responses for individual unanswered questions
(item nonresponse), these corrections are insufficient to fully resolve the problem. Procedures
to enhance the data through microsimulation or other means are being investigated, along with
continued improvement in imputation for nonresponse.

In most societies, "underground,”" "nonmarket," or "black market" income from legal or
illegal activities is typically poorly reported by household respondents to government surveys
(or not even collected) and consequently is substantially omitted from official income statistics.
This income ranges from barter transactions to home production (e.g., home gardens) to illegal
income. Researchers are a long way from measuring this activity accurately, however, so
including this income in official statistics would be quite difficult.

It has been suggested that consumption is a better measure of well-being than income (see
Cutler and Katz, 1991, and Slesnick, 1993). Ifa family can maintain its consumption through
judicious use of assets when income falls, is it truly poor? Unfortunately, it is difficult to collect

“accurate annual data on consumption or even expenditures. Further, consumption reflects
- choices on how to allocate resources, rather than need. Nevertheless, fuller investigation of a
consumption-based measure would be useful.

A final issue of income measurement is the choice of surveys to use. As mentioned briefly
above, the SIPP questionnaire design, as crafted to reduce income underreporting, does succeed
for almost all income sources. Yet, when compared with the CPS, it has historically had several
drawbacks--a smaller sample size (one-third as large) and necessarily slower data release
because of its much greater complexity. These defects are compensated for by the SIPP having
greater income detail, both in number of sources and in time segments (by having monthly as
opposed to the CPS's annual statistics,) and lower underreporting. The new version of the SIPP,
as implemented in 1996, increased the sample size substantially (to 36,700 households) and
oversampled low-income households. National estimates from the SIPP will then be
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B.1.

comparable to or better than (in terms of sampling error) those from the CPS (reduced to 48,000
households but inefficient for national estimates because it uses a state-based design). One
drawback for obtaining a consistent time series of annual national income or poverty estimates
from the SIPP, though, will be sample attrition and time-in-sample bias as current plans call for
only one SIPP panel to be in the field during any one four-year period. The CPS sample is
constantly refreshed by new households.

While the timeliness issue may never be resolved fully in SIPP's favor, the SIPP can provide
a preliminary estimate on much the same schedule as the CPS. Still, it is desirable to view the
surveys complementarily. If modeling using administrative records can correct underreporting
errors in both surveys, they would then give the same aggregate statistics. The CPS could be
used for a quick snapshot, consistent with data collected since 1947 (the SIPP began in 1983),
while the SIPP would be used for more detailed estimates, for subannual and multiyear
estimates, and for understanding other dimensions of poverty (assets, disability, gross flows, and
other dynamic aspects).

SETTING THRESHOLDS TO DEFINE POVERTY

With an absolute measure of poverty, there are key decisions to be made about determining
the appropriate level for poverty thresholds. The key research issues addressed here are
minimal consumption levels for specific commodities, ways of correcting for differences in
family size and composition, and ways of correcting for cost-of-living differences across time
and among areas.

Minimal consumption standards

Minimal consumption standards for all necessary commodities could in theory be
established, perhaps by an expert panel, but doing so would raise difficult ethical issues about
which commodities to include (e.g., is a telephone a necessity?). One alternative is to define
minimal consumption standards for a limited number of necessities (e.g. food, clothing, shelter)
and obtain a poverty threshold by using a multiplier to account for necessities not measured.

B.2. Equivalence scales

The relationship embodied in the current U.S. poverty thresholds among families of
different sizes (termed the equivalence scale) is supposed to represent the different relative costs
of supporting those families at a minimally adequate levels. In fact, the relationship is based
solely on the relative food costs as they existed in 1961 and include some unfortunate anomalies
(see Ruggles, 1990, pp. 64-68). While it is possible to develop minimal budgets for every type
and size of family separately and thus eliminate the need for equivalence scales entirely, in
practice it is difficult to do so. No one scale now exists that is generally accepted. Issues in
developing equivalence scales include which distinctions in family circumstances (e.g.
owner/renter) should lead to different thresholds, how resources are shared within the family or
household, and whether a more useful basis for determining poverty is the household (those
living in one housing unit) rather than the family (those in one household related by blood or
marriage). See Betson (1996) for a further discussion of these issues.
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B.3. Cost-of-living differences

In as large and diverse a country as the U.S., there are significant differences in the cost of
living among localities. Unfortunately, there are no currently available data upon which to
estimate interarea price differences reliably. (See Kokoski et al., 1992, and Moulton, 1992, for
some work in this area.)

A related price issue is how to adjust for inflation. The U.S. poverty thresholds now use the
CPI to adjust thresholds over time. If the measurement of minimal consumption is used as the
basis for new thresholds, presumably this should be the basis every year, with components,
prices, and multipliers reestimated as often. Clearly this is not practical. A reasonable
compromise might
be to respecify and reestimate the minimal consumption bundle at prespecified intervals as
market baskets become outdated, say every ten years, and use the CPI for interim adjustments.
The market basket used for the CPI itself is typically reviewed and respecified once every ten
years or so. :

C. THE COMMITTEE ON NATIONAL STATISTICS REPORT

The National Academy of Sciences' Committee on National Statistics (CNStat) released a
report in May 1995 entitled Measuring Poverty: A New Approach (Citro and Michael, 1995). In
that report, the committee recommended that the Federal government redefine the way it
measures poverty. OMB has requested that experts from the Census Bureau and other agencies
examine technical methods for doing so.

The key changes they recommend are threefold: change the income measure, change the
poverty thresholds, and change the survey used. To change the income measure from the current
money income definition, they propose to add noncash benefits, subtract taxes, subtract work
expenses, subtract child care expenses, subtract child support paid, and subtract medical out-of-
pocket expenses (MOOP). The poverty thresholds are to be based on food, clothing, shelter, and
"a little bit more" (75-83% of median expenditures on these items multiplied by 1.15-1.25), a
new equivalence scale, an allowance for geographic variation, and are to be updated annually
based on growth in median expenditures. Finally, the panel recommended that the government
use the SIPP instead of the March CPS to collect the basic income and poverty-related data.

Among the technical issues to be resolved before implementing such a new measure are the
following:

1. Reestimating the valuation methodologies for government noncash transfer programsincluding
school lunches, food stamps, and housing benefits; developing new estimation methodologies
for additional programs and possibly developing a new methodology for valuing Medicare and
Medicaid (depending on whether the subtraction of MOOP is adopted or not);

2. Completing development of a tax simulation model for SIPP;
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3. Developing a methodology for estimating MOOP (e.g. a statistical match of the National
Medical Expenditures Survey to SIPP) or reestimation of employer contributions to health
insurance using more recent data;

4. Estimating and imputing work and child care expenses;

5. Redesigning the SIPP sampling scheme to maximize reliability of a time series of cross-section
estimates while maintaining some longitudinal estimation capabilities, taking account of the
need for state-level estimates, and minimizing the attrition bias;

6. Reviewing the Consumer Expenditure Survey to improve its effectiveness for its new dual role
(defining the market basket for the Consumer Price Index and the poverty thresholds) and
possibly preparing for consumption-based rather than income-based poverty estimates in the
future;

7. Creating a time series of poverty estimates from the SIPP and developing methods to impute
additional variables to the CPS to develop comparable time-series data for that survey;

8. Doing substantial further work on income underreporting and imputation models;
9.  Adding child support and alimony paid questions to CPS; and

10. Developing and adding "medical care risk" and possibly medical expenditures questions to SIPP
to supplement the poverty measure if medical care costs and benefits are excluded from the
measure.

Even if these technical issues can be resolved expeditiously, there are still policy issues that
must be debated and resolved before a new measure is adopted. These include:

1. Including or excluding medical costs and benefits. On the one hand, the CNStat recommended
excluding MOOP, employer contributions to health insurance, and benefits from medical
transfer programs from income. On the other hand, adopting as official the current
(experimental) practice of including them would require improving the current method for
valuing medical transfer program benefits, measuring medical needs more accurately, and
updating the methodology for imputing employer contributions to health insurance.

2. Basing thresholds on a pre-specified fraction of median expenditures. How might the public
and Congress react to a new poverty threshold that showed millions more poor persons than the
current measure? Are we confident enough about the quality of (i.e. lack of biases in) the
Consumer Expenditure Survey data to use it as the arbiter of the poverty level? It may be that
the likely acceptance of any new definition would be enhanced if the new index were "chained"
to the old by matching the overall poverty rate obtained (but allowing the distribution to vary).

3. Developing geographical cost-of-living variations. It is clear that the cost of living differs
substantially from place to place, and different choices of methodology to reflect this fact would
have different implications. If geographic variation is to be incorporated, some method for
periodically updating the thresholds for relative price changes among areas would also need to
be established.



56

USA

Annual inflation updating. The panel proposed using the rate of growth in expenditures to
index the thresholds. This is an attempt to introduce some deliberate "relativity" into the
measure and would have quite different ramifications from using the Consumer Price Index.

Choosing the equivalence scale. Choice of the scale would inevitably alter the distribution of
the poor.

Underreporting. If the technical issues about how to do so are resolved, should the income
statistics from the survey be adjusted for underreporting based on administrative data and
modeling?

Review and Revision. Should any new definition include a regular cycle of review and revision
based on pre-specified criteria (CNStat recommended once a decade)?

Open debate of these issues seems the most likely way to resolve them, potentially leading
toa
new way of measuring poverty that OMB would approve and that other policy makers would
accept as an improved methodology for measuring poverty in the United States.

D. CENSUS BUREAU POVERTY REDEFINITION RESEARCH

In order to provide a basis on which some of these issues can be resolved, the Census
Bureau and other U.S. government agencies have begun research studies.

D.1. Census Bureau-Bureau of Labor Statistics Study

The CNStat report on redefining poverty contained sweeping recommendations for changing
the way poverty is defined in the U.S. Recent joint research by the Bureau of the Census and
the Bureau of Labor Statistics (BLS) (Garner et al., 1997) examined two of these issues —
changing the income definition and modifying the poverty thresholds.

In formulating poverty thresholds, BLS researchers started by implementing the basic
recommendations from the CNStat report. Some of the CNStat panel recommendations
regarding thresholds were given as ranges. Thus, some simplifying assumptions were made.
First, the panel recommended a range of thresholds, with a lower bound based on 78 percent of
median expenditures for food, clothing, and shelter and a multiplier of 1.15 to account for other
needs. The upper bound was based on 83 percent of the median and a multiplier of 1.25. In the
Garner et al. paper the midpoint of this range was used. The other simplifying assumption was -
for the equivalence scale (the relationship between thresholds for different family sizes). The
panel recommended a range of economy scale factors of 0.65 to 0.75 and again they choose the
midpoint -- 0.70. Thresholds were computed for the years 1990 through 1995.

On the resource side, the panel's recommendations were followed to the extent possible. The
only recommendation not followed (because of a lack of data) was their recommendation to
subtract child support paid from income when computing a poverty resource measure. Though
the panel recommended changing the official source of poverty statistics in the U.S. from the
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CPS to the SIPP, the initial work was based on the CPS. At this time, the CPS is the only
survey with a working tax simulation model and in-kind benefit valuation procedures, both
necessary ingredients for producing a resource measure based on the panel's recommendations.

The report found that the threshold computation methods as recommended by the panel
result in relatively stable thresholds over time (at least over the 1990-1995 period measured in
this study), and the resulting poverty rates based on applying the panel's basic resource
definition to these thresholds also showed relatively stable results. In fact, though the panel's
recommendations result in significantly higher poverty rates than the U.S. official estimates, the
trends based on the official estimates and the panel's recommended method show very similar
trends over the 1990-1995 period. Differences across subgroups were also found to be stable
over time. However, the key change under the proposed definition of poverty is in the
composition of the poverty population. Consistent with the panel's findings, poverty rates under
the recommended poverty measure are significantly higher among groups with relatively low
official poverty rates (for example, Whites or those living in married-couple families). Groups
with relatively high poverty rates, on the other hand, did not tend to have very different poverty
rates under the revised measure. Thus, an effect of moving to the recommended poverty
measure would be to narrow the gaps that now exist in the U. S. between high- and low-poverty
groups (married-couple and single-parent families, Whites and Blacks, etc.). Put another way,
under the revised measure, the poverty population looks more like the total population in terms
of demographic and socioeconomic characteristics. (See Table 1 and Figures 1-4.)

Table 1. Poverty Rates: Official and Experimental by Race, Hispanic Origin, Family Type
and Age: 1992

Official Experimental Percent Difference
All Persons 148 199 34.5
White 11.9 17.1 | 43,7
Black 334 37.1 11.1 -
Hispanic Origin 4
(of any race) 29.6 41.5 40.2
Married Couple 77 11 .19
Female Household 39.0 42.8 9.7
Under 18 Years Old 22.4 27.1 210
18-64 Years Old 11.9 16.3 37.0
65 Years Old and Over 12.9 22.5 . - 744
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Figure 1. Poverty Rates: Official and Experimental:
1990-1995

Official  Experimental

1990 | 13.5 18.3
1991 | 14.2 19.1
1992 | 14.8 19.9
1993 | 15.1 20.6
1994 | 14.5 19.2
1995 | 13.8 184

Figure 2. Composition of the Poverty Population,
Official and Experimental, by Race: 1992

Pie 1 Pie 2
Official Experimental
White I 6645 71.16
Black | 2848 23.54
Other I 5.07 5.30

Figure 3. Composition of the Poverty Population,
and Experimental, by Family Type: 1992

Pie 1 Pie 2

Official Experimental
Married 45.94 57.10
Female Householder 49.05 37.62
Other 5.01 5.28

Figure 4. Composition of the Poverty Population,
Official and Experimental, by Age: 1992

Pie 1 Pie 2
Official Experimental

Children (under 18 years) 40.23 36.23
Age 18-64 years 49.44 50.40
Elderly (over 64 years)  10.33 13.36
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Other, slightly different poverty thresholds were also examined in the Census-BLS study.
One modification, which was suggested by the panel, was to define shelter costs by their rental
equivalent value. This technique resulted in higher poverty thresholds (and higher poverty
rates), and appeared to have some effect on the composition of the poverty population (further
narrowing the gaps, for example, between high-and low-poverty groups). Another set of
thresholds was based on alternative multipliers that were computed more precisely than those
used in the Panel's report. This modification resulted in little change in the composition of the
poverty population.

D.2. Other Census Bureau Poverty Research

The panel recommended changing the source of official U.S. poverty estimates from the
March CPS to the SIPP. As noted earlier, the SIPP is a longitudinal survey with: 1) a more
detailed set of questions than the CPS, 2) a shorter reference period (4 months versus 12
months for the CPS), and 3) increased flexibility sufficient to add the questions required to
measure poverty based on the broadened resource definition recommended by the panel.
Questions have already been added to SIPP to collect some of this additional information, and a
sample design change, in order to make SIPP a better cross-sectional survey (a requirement for
measuring annual poverty changes) has been proposed, though not yet adopted.

The Census Bureau has also examined the panel's recommendations on work-related and
child-care expenses (the panel recommended subtracting these costs from income when
computing the poverty resource measure and has suggested alternative methods for imputing
such costs). This research showed that using a definition of resources that excludes child care
and other work-related expenses has a significant effect on poverty rates. In both CPS and
SIPP-based analyses, the effect of using a resource definition that excluded these expenses was
to raise children's poverty rates by about 3 percentage points. (See Short et al., 1996.)

Another area of research at the Census Bureau is on the housing subsidy valuation method.
The value of public or subsidized housing is included in the recommended poverty measure, and
the current Census Bureau method for imputing such subsidies (on the CPS) is badly outdated.
Current methods are being reviewed, and ways to implement this imputation on SIPP are being
explored. A paper is planned for presentation in August (Eller and Naifeh, forthcoming).

The one major element of the panel's recommended resource measure not included in the
Census Bureau-BLS study was the subtraction of child support paid, since this information was
not available in the CPS. Data from SIPP indicate that the inclusion of such payments would
increase the poverty rate by 0.3 to 0.5. Questions were added to the April 1996 CPS
Supplement on child support to examine the feasibility of capturing this information on a
regular basis on the March CPS. Data on child support paid are regularly collected on SIPP.

As already noted, the treatment of medical benefits and expenditures in defining poverty is a
difficult one. Staff are currently examining the treatment of medical out-of-pocket expenditures
in the definition of poverty (see Doyle, forthcoming(a)). To come up with a definition of
income that excludes these expenditures, our current thinking is that statistically matching SIPP
to another Federal government survey that includes detailed information about these
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expenditures (the Medical Expenditure Panel Survey) holds the most promise. In addition, staff
are working on a proposed medical care risk index to complement the new poverty measure (to
address another recommendation of the panel). (See Doyle, forthcoming(b).)

Since the panel recommended an after-tax income definition for its poverty measure, one
problem with transferring the official poverty measure from the CPS to SIPP is the lack of a
working tax simulation model based on the SIPP (since the early 1980's, the CPS has employed
a model to estimates taxes). The Census Bureau, along with several other Federal agencies,
supported the development of a SIPP-based tax model, and we are now in the process of
exploring how to best incorporate this model into the Census Bureau's processing system.

Equivalence scales are an important issue in the formulation of poverty thresholds. Betson
(1996) provides compelling evidence that the choice of equivalence scales has a significant
effect on the composition of the poverty population. He also pointed to the need for continued
research in this area.

In another paper, Betson (1995) examined the issue of home ownership and whether the
flow of housing services from owner-occupied homes should be taken into account when
defining poverty status. He found that counting the value of housing services would change the
distribution of the poor, primarily by counting fewer of the elderly as poor.

E. CONCLUDING REMARKS

We believe that prospects for developing a consensus around a new measure of poverty in
the United States are the highest since the current measure was adopted in the 1960's.
Converting the measure to the SIPP is not costless, though, and budgetary pressures may cause a
delay even if a broad methodological consensus is reached. Furthermore, delicate negotiations
over broad policy issues must ensue before any change is made.

Readers are welcome to follow further developments as they happen. Visit the special
poverty measurement web site at http://www.census.gov/hhes/www/povmeas.html.
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APPENDIX: DEFINITION OF MONEY INCOME

The current official U.S. definition of income is based on questions which are asked of each
person in the CPS sample household 15 years old and over. These questions cover the amount
of money income received in the preceding calendar year from each of the following sources.

Earnings from longest job (or self-employment) and other employment earnings can be
classified into three types: (1) Money wage or salary income is the total received for work
performed as an employee during the income year. This category includes wages, salary,
Armed Forces pay, commissions, tips, piece-rate payments, and cash bonuses earned, before
deductions were made for items such as taxes, bonds, pensions, and union dues; (2) Net
income from nonfarm self-employment is the net money income (gross receipts minus
expenses) from one's own business, professional enterprise, or partnership. Gross receipts
include the value of all goods sold and services rendered. Expenses include items such as costs
of goods purchased, rent, heat, light, power, depreciation charges, wages and salaries paid,
business taxes (not personal income taxes); and (3) Net income from farm self-employment is
the net money income (gross receipts minus operating expenses) from the operation of a farm by
a person on their own account, as an owner, renter, or sharecropper. Gross receipts include the
value of all products sold, payments from government farm programs, money received from the
rental of farm equipment to others, rent received from farm property if payment is made based
on a percent of crops produced and incidental receipts from the sale of items such as wood,
sand, and gravel. Operating expenses include items such as the cost of feed, fertilizer, seed, and
other farming supplies; cash wages paid to farmhands; depreciation charges; cash rent; interest
on farm mortgages; farm building repairs; and farm taxes (not state and Federal personal income
taxes). The value of fuel, food, or other farm products used for family living is not included as
part of net income.

Unemployment compensation includes payments received from government unemployment
agencies or private companies during periods of unemployment and any strike benefits received
from union funds.

Workers' compensation includes payments received periodically from public or private
insurance companies for injuries received at work.

Social Security includes Social Security (old age) pensions and survivors' benefits and
permanent disability insurance payments made by the Social Security Administration prior to
deductions for medical insurance. Medicare reimbursements for health services are not
included.

Supplemental Security Income includes payments made by Federal, state, and local welfare
agencies to low income persons who are 65 years old or over, blind, or disabled.

Public assistance or welfare payments include public assistance payments made to low-
income persons, such as Aid to Families With Dependent Children, Temporary Assistance for
Needy Families, and general assistance.
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Veterans' payments include payments made periodically by the Department of Veterans
Affairs to disabled members of the Armed Forces or to survivors of deceased veterans for
education and on-the-job training, and means-tested assistance to veterans.

Survivor benefits include payments from survivors' or widows' pensions, estates, trusts,
annuities, or any other types of survivor benefits. Payments can be reported from ten different
sources: private companies or unions; Federal government (Civil Service); military; state or
local governments; railroad retirement; workers' compensation; "Black lung" (miners')
payments; estates and trusts; annuities or paid-up insurance policies; and other survivor
payments.

Disability benefits include payments received as a result of a health problem or disability
other than those from Social Security. Payments can be reported from ten sources: workers'
compensation; companies or unions; Federal government (Civil Service); military; state or local
governments; railroad retirement; accident or disability insurance; Black lung payments; state
temporary sickness; or other disability payments.

Pension or retirement income includes payments reported from eight sources: companies or
unions; Federal government (Civil Service); military; state or local governments; railroad
retirement; annuities or paid-up insurance policies; withdrawals from special (tax-favored)

retirement accounts such as Individual Retirement Account (IRA's); or other retirement income.

Interest income includes payments received (or credited to bank accounts), from bonds,
treasury notes, IRA's, certificates of deposit, interest-bearing savings and checking accounts,
and all other investments that pay interest.

Dividends include income received from stock holdings and mutual fund shares. Capital
gains from the sale of stock holdings are not included as income.

Rents, royalties, and estates and trusts include the net income from the rental of a house,
store, or other property, receipts from boarders or lodgers, net royalty income, and periodic
payments from estate or trust funds. : ~

" Educational assistance includes Pell Grants; other government educational assistance; any
scholarshlps or grants; or financial assistance from - employers friends, or relatives not residing
in the student's household.

Child support includes all periodic payments made by parents for the support of children,
even if these payments are made through a state or local government office.

Alimony includes all penodlc payments to ex-spouses. One-time property settlements are
not included.

Financial assistance from outside of the household includes periodic payments from
nonhousehold members. Gifts or sporadic assistance is not included.
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Other income includes all other regularly received payments that are not included elsewhere
on the questionnaire. Some examples are state programs such as foster child payments, military
family allotments, and income received from foreign government pensions.

Receipts not counted as income include capital gains received (or losses incurred) from the
sale of property, including stocks, bonds, a house, or a car (unless the person was engaged in the
business of selling such property, in which case the net proceeds would be counted as income
from self-employment); withdrawals of bank deposits; money borrowed; tax refunds; gifts; and
lump-sum inheritances or insurance payments.
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Poverty measurement in Botswana

1. Introduction

1. A lotis documented about the protracted debate regarding the definition of poverty and its
dimensions. In spite of the debate, there is however overwhelming consensus that poverty does
exist and is indeed undesirable. In recognition of the latter concern many governments are making
concerted efforts to counter poverty. This is important because any development initiatives aimed
at the socio-economic welfare of a country’s total population must embody a poverty reduction
strategy.

2. Poverty and poverty alleviation have long been issues of major concern to the Government of
Botswana. The development plans pursued at the dawn of independence bear testimony to that.
Having taken a conscious decision to focus on the productive mining sector with the idea that
other sectors will be developed through the “trickle down effect”, it was expedient to put in place,
at the earliest stages of development, programmes to aid the redistribution of revenues accruing to
that sector. The trickle down strategy of development may not necessarily ensure an equitable
distribution of the nation's income. In recognition of that, the 1970-75 National Development Plan
(NDP) stated that one of the Government objective was “the promotion of an equitable distribution
of income, in particular by reducing income differentials between the urban and the rural sectors”.

3. The concern of the disparities in development between urban and rural was further echoed by
the late President Sir Seretse Khama in a message marking the fifth anniversary of independence in
1971 when he stated:

“Unless we introduce clear and consistent policies which provide for social justice,
development will enrich a minority of our citizens and leave the lives of the majority
practically untouched.... We must make every effort to ensure that our strategy is based on
social justice and this means that rural development must have a high priority.”

4. In view of the demand for baseline data for planning purposes in the mid-70s, the Central
Statistics Office (CSO) conducted the Rural Income Distribution Survey (RIDS) in 1974/5 with
financial assistance from the World Bank. Data from the survey were used to assess the sources and
level of incomes of rural households.

2. Poverty Studies in Botswana

5. The results of the 1974/5 RIDS enabled a first attempt to study poverty in Botswana. The
results of the poverty analysis were presented as an appendix to the RIDS report. In 1976 another
study was conducted, with coverage restricted to the four main towns. Although the 1976 study
adopted the same method as the earlier one, the point of departure was in the assessment of what
constituted the minimum levels of sustenance.

6. During the period between the RIDS and the 1985/6 HIES there were no reliable benchmark data
for poverty assessment purposes. Consequently, it took eleven years to update the 1974/5 poverty
datum line. While in 1978/79 a HIES was conducted alongside a migration survey, the results of
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the survey were not satisfactory and hence were not published. The third poverty study was
conducted in 1989 following the release of the 1985/6 Household Income and Expenditure Survey
(HIES) results. The 1989 study covered urban and rural areas and divided the country into six
regions to allow for regional comparison of the extent of poverty. It must be noted, however, that the
boundaries for these regions were rather arbitrary though.

7. All the poverty studies surveys mentioned above were conducted by the Central Statistics
Office. The fourth poverty study was done late 1996 following the release of the 1993/4 HIES report
earlier the same year. The Rural Development Co-ordination Division of the Ministry of Finance
and Development Planning contracted the Botswana Institute for Development Policy Analysis
(BIDPA) to update the 1989 poverty datum line, and also review the effectiveness of poverty
alleviation policies. The results of the study, conducted in collaboration with the CSO, have just
been released. To the extent that some poverty alleviation policies had to evaluated, the BIDPA
study not only looked at the characteristics of the poor but also made an effort to enumerate the
underlying causes of poverty.

8. The first three poverty studies used total income per household to derive the percentage of
households below the poverty datum line. However, because of the concern that income is more
susceptible to under-reporting than consumption, the BIDPA study used consumption per household
instead. Apart from the concern about under-reporting of income, consumption is considered to
enable a comparison of actual consumption with the threshold consumption level as reflected by the
PDL. In spite of the concern relating to under-reporting of income, results show that poverty is less
when using income than with consumption. Perhaps this may be due to the fact that some high
income households have low consumption because they are saving - therefore being wrongly
misclassified as being poor.

3. Poverty Method

9. Poverty studies carried out in Botswana adopted the absolute poverty measurement approach;
putting more emphasis on capabilities rather than basic needs or basic rights. The premisse’ was
essentially that individuals should have the capability to feed and clothe themselves; should be able
to work if they wish; should be housed in a manner not prejudicial to health; should be able to enjoy
education; and should be able to take their place in society. All these must be achieved at a very
minimum cost. Suffice it to note that in deriving what was considered to be the core dimensions of
poverty, CSO was quite aware of the problems of objectively measuring the implicit basket.

3.1 Poverty Basket

10. On the basis of the capabilities cited above, a basket of goods and services for individuals and
the household (as an entity) was established. The Botswana poverty basket broadly comprises;
food, clothing, personal items, household goods, shelter, and a few other items. Determining the
specific requirements for each individual was not an easy task since that depended on the age and
sex of each person. The household requirements depended on the household size and age groups of
members.

! The BIDPA study rephrased the premisse to read “Poverty is the inability to meet basic nutritional, health, education, shelter, social and
recreational needs, and is closely related to choice. In spite of the BIDPA working definition, they have however used the same basket and
methodology adopted by the CSO.
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3.1.1 Food Items

11. Food is usually the least contentious component of the poverty basket. However, this does not
presuppose that the calculation of the requirements is a straight forward matter. The amount
allocated to an individual was the minimum necessary to maintain physical health. A table of the
food requirements was prepared with assistance from nutritionists in the Ministry of Health. The
table provides what is considered the ideal diet - balanced in terms of calories and other nutrients.
Analysing the food consumption pattern from the HIES showed that the food households
consumed was often different from the ideal diet. Not only was the actual food consumed different,
but in some instances it turned out to be more expensive and nutritionally deficient. For example
among the commodities consumed by the low income groups (1985/6 HIES) beer of some form
stood out as being of major importance. Similarly, the consumption of fizzy drinks was high in the
desert areas®. Neither of the two items is part of the ideal diet.

12. The issues noted above raises the dilemma as to whether to impose the cheap ideal diet which
may not be available in some regions, or to use the actual (albeit expensive) diet. The final food
table was essentially a compromise between the consumption pattern from the HIES and the ideal
diet. For instance, while the food table gives the requirement for meat, the relative expenditure for
beef, goat/mutton, chicken and fish from the HIES were used to arrive at a kilogram of meat.

3.1.2 Non-Food items.

13. The treatment of the non-food component of the poverty basket is not usually an easy matter. It
is for this very reason that many studies derive the component indirectly, by multiplying the food
cost by some factor. Notwithstanding the simplicity of the indirect method, the rather crude
estimate of the non-food tends to undermine the importance of some commodities. To the extent that
food is considered the baseline for the basket, this may suggest that households or individuals have
more appreciation of food over other items. While food may be necessary for survival, a healthy diet
may not prevent a person from falling ill. For instance shelter from rain and cold is also necessary
for health.

14. CSO’s approach in dealing with the non-food items was to consider the level below which it
was impractical to live in a society - a bare minimum level. For all the items considered here,
quality is not of any importance at all but something very basic. A question which immediately
comes to mind is “what is basic?” The bottom line was simply that it must be a level below which it
is practically impossible to live.

15. It stands to reason that a person living in a civilised society must dress in a way which allows
him/her to take part in social life. Putting aside the legal part of clothing, there are some cultural
dimensions attached to clothing. For instance, the setswana culture dictates that a man must wear a
jacket at a funeral or to be allowed to speak at a public meeting (Kgotla). Taking all these issues into
consideration, the poverty studies made an allowance for basic clothing. With regard to the quantity,
the bottom line was that “there must be one to wash and one to wear/repair”.

16. The treatment of housing was to cost a basic house from among those considered to be the norm
in a given area. For instance in the rural areas of Botswana thatched huts with reeds, poles or
mud walls (or a combination of these) are the norm. Apart from the cost of the builder, building

2 There is no acute shortage of water in the desert and therefore it should not be assumed that fizzy drinks were used as substitutes for
water.
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materials could be gathered from the veld for free, implying zero cost for materials. For a given
household the number of huts depended on the household size, treating young children as half
adults. With regard to housing in towns, thatched huts are not common despite there being no
legislation against such cheap structures. Rather than impose a mud hut to town households, rental
of single room or a basic 2 ¥ roomed house® (depending on the household size) was assumed.

17. The requirement for household goods (e.g. cooking utensils) was a function of the household
size, again taking young children as half adults. With regard to personal items, the allocation
followed the same rationale of bare minimum. Personal items included all items that are neither
food nor clothing and could be conveniently allocated to an individual. Included in the list of
personal items are health, hygiene, and personal household goods (bathing soap, toothbrush, plats,
etc.).

18. Among the exclusions from the poverty basket were things like toys, soft drinks, snacks, beds,
socks, furniture, electricity, entertainment, saving, etc. to list just a few. Also there is no allowance
for travelling; it is assumed that all journeys are made on foot. Some of the exclusions are indeed
important for a meaningful life. The general opinion in Botswana is that the basket is very harsh.
However, poverty studies in the region feel that the basket is too generous.

19. One major issue relating to non-food items is the life span in terms of the number of months
they are expected to last. It was important to establish the life span as accurately as possible since it
is the factor upon which the monthly cost of a commodity largely depends. Increasing (decreasing)
the life of an item decreases (increased) the cost. Average life spans obtained from sample of
households interviewed were used. Indeed there is a lot of subjectivity in the estimation process.

20. Although deciding the constituent items of the basket is not entirely an objective exercise, it is
hoped that the criteria employed draw as close to an objective as possible. Furthermore, maintaining
the same basket over time should enable a fair assessment of the poverty level since the results are
based on the same scale. To that extent, therefore, the subjectivity of the basket should not be a
major concern.

3.1.3 Pricing the basket

21. Items in the basket are priced through a country-wide exercise designed specially for the PDL.
This is important, primarily because prices from the cost-of-living index are not sufficiently detailed
for PDL purposes. In pricing the PDL basket, small quantities are priced, because it is assumed that
poor people can not afford large quantities. Furthermore, the lowest reasonable prices or the lowest
price at which an item is readily available is used. The reasoning was that at the low income level
people behave more rationally and hence do care about prices.

22. In view of the short time frame within which results were required, the 1996 poverty study could
not collect prices for the PDL basket. Instead, the 1989 PDL prices were adjusted using the
Consumer Price Index (CPI). The food index was used to adjust the food basket while for non-food
items the overall index was used. Having noted that the CPI index is not sufficiently detailed for
PDL purposes, at best this was just a crude estimation. ‘

23. Suffice it to say that in the 1989 poverty study, prices for the PDL basket were collected in
1989 whereas the incomes were from the 1985/6 HIES (February 1986 was the mid period).

3 These have neither a bathroom nor a flush toilet. A pit latrine is assumed to be sufficient although not quite hygienic,
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Incomes were adjusted using the CPI to equate them to the 1989 level. Some users argue that
perhaps it was more appropriate to deflate the 1989 prices to 1986 level. Whichever option is
chosen, one has to accept the inherent deficiencies in the data.

3. Source of Data

24. Apart from prices, which are collected through a separate exercise, the HIES provides
benchmark data for poverty analysis. Having mentioned that the poverty threshold is compared with
income (or consumption as a proxy for income), there is a need to look at the reliability of the
income data. This is very important because an underestimation of income overstates the percentage
of poor households.

25. The concept of income includes both cash and income in kind. Cash income includes earnings,
unearned cash, business profit, gifts and cash remittances. On the other hand income in kind covers
non-cash earnings, own produce, goods from gathering, non-cash gifts (e.g. food rations) and
remittances. Households do not only receive but also give out goods to other households. In view
of that, income outgoing (which includes tax) is deducted from the total income to derive what is
termed “disposable income”, the income to compare with the threshold poverty level. The two HIES
made no attempt to estimate the income from owner-occupied dwellings. However, this part of
income should not affect the incomes of the poor significantly moreover that most households who
own houses reside in rural areas where thatched huts are the norm. It must be noted that there is
increasing pressure to estimate the income from owner-occupied dwellings especially for national
accounting purposes

26. For most practical purposes, the HIES data are fairly reliable. The level of under-reporting of
income and expenditure is that expected in a survey of the same nature. However the under-
reporting of commodities such as alcohol and tobacco needs some mention. Reported expenditure
on alcohol in the 1993/4 HIES was less than that for soft drinks; this was just not true. This may
have emanated from the fact that smoking and drinking are social habits for which participation is
viewed negatively in the society. Therefore the likelihood for under-reporting of such items is quite
high. While these may be the main candidates for under-reporting, there are many more. Using
imports and local production figures it was possible to estimate fairly accurately the level of
consumption of many commodities.

27. Pricing of non-marketed commodities especially those acquired from hunting or gathering may
lead to an upward bias. The usage or consumption of some of the items (e.g. firewood) is not
consistent with the reported value in money terms. An upward bias may result due to the fact that
the value reported is that for the nearest market rather than the specific area where the commodity
may be over abundant to the extent that it is almost valueless.

28. Botswana is a drought prone country and therefore the fragile subsistence agriculture, the
backbone for rural households, is frequently affected by drought spells. Changes in the incomes of
poor households (predominantly in rural areas) is closely linked to the performance of the
agricultural sector. The effect of the drought on the income levels of the rural households is often
very immense. As a result, if an income and expenditure survey is conducted during a drought
period incomes for rural households may be very low. The 1985/6 HIES was conducted at the tail
end of a long drought period. Whether the resulting income could be considered to be an
underestimation or just low figures (albeit accurate) is another matter. The important thing is that
comparing the poverty threshold with such incomes could be misleading especially when poverty
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studies are not conducted frequently. To the extent that it is not always easy to establish the level of
poverty resulting just from the drought, this is indeed a matter deserving some attention.

4. Living Conditions

29. Statistics for monitoring living conditions or the quality of life are closely linked and play a
complementary role to poverty studies. In 1996 the CSO took the initiative to analyse the two HIES
(1993/4 and 1985/6) and 1991 Census results to assess changes in living conditions in Botswana
between 1986 and 1994 *. Among the subjects covered were household income and consumption;
household resources for production and income earning; health, education; household size and
relations; housing conditions and amenities; and transport and communications. Other areas to be
explored in future include victimisation by crime, medical care, and nutrition. With the current
plans of conducting a HIES at six year intervals, the assessment of living conditions will be more
frequent.

5. Poverty measurement in SADC Region

30. In an effort to address poverty in the sub-region, the Southern Africa Development Community
(SADC?® ) took a major step to synthesise the individual initiatives of member countries. A
workshop was held in Namibia in July 1996, the main aim being to share experiences on poverty
measurement and living conditions assessment. A major achievement of the workshop was the
establishment of core dimensions for statistics on poverty and living conditions in the region. In
regard to poverty measures, the workshop agreed that the baseline for comparison should be the
food component of the basket. There was no consensus reached about what should constitute the
non-food component of the basket. Member countries are to decide on the scope of the non-food
component depending on their needs.

6. Poverty Alleviation Policies

31. As mentioned in the introductory note, Botswana’s development strategy focuses more on the
mining sector, with the idea that the resulting revenues will develop other sectors. In order to
address the issue of equity in income distribution, a number of policies have been put in place.
While most of the programmes are aimed at the ordinary citizen (not necessarily the poor), in some
respect they implicitly address poverty. Only a few programmes were designed specifically for the
poor and thus explicitly address poverty. Among the first group is the Financial Assistance Policy
(for small scale citizen enterprises), Basic Education programme, Adult Literacy Programme, and
Vulnerable groups (e.g. remote area dwellers programme). The objective of these programmes was
to build sustainable income-earning opportunities for low income households. Programmes which
are directly aimed at alleviating poverty include the Arable Lands Development Programme (for
subsistence agriculture), Destitutes Programme, drought Labour Based Public Works (employment
creation for a basic wage during drought spells). In October 1996 the government introduced the
old age pensions for all elderly citizens aged 65 and above. Through such programmes the
government commitment to alleviate poverty is clearly manifested.

4 The results are contained in the report “Living Conditions In Botswana: 1986 to 1994” published in 1996.

5 SADC comprise Angola, Botswana, Lesotho, Malawi, Mauritius, Mozambique, Namibia, South Africa, Swaziland, Tanzania, Zambia and
Zimbabwe.
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7. Appendix

Poverty Indicators (based on consumption per household)
Py P, P,

1985/6 049 022 0.13

1993/4 037 0.16 0.09

Poverty Indicators (based on income per household)
Py P, P,

1985/6 046 023 0.18

1993/4 033 014 0.08

GINI Coefficient by strata

Cash income Cash + In kind income
1985/6 1993/4 1985/6 1993/4
Towns 0.563 0.548 0.536 0.539
Urban villages - 0.552 - 0.451
Rural 0.674 0.599 0.477 0.414
All 0.703 0.638 0.556 0.537

Source: 1985/6 and 1993/4 HIES reports, CSO

Income enjoyed poorest, middle and richest households/persons in Botswana

Poorest 40% Middle 40%  Richest 20%

1985/6 (based on households 10.7 27.8 61.5
1993/94 (based on persons) 116 29.1 59.3
1993/4 (based on households) 94 29.4 61.2

Source: 1985/6 and 1993/4 HIES reports, CSO
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Abstract

This paper focuses mainly on the conceptual and measurement aspects of poverty and
describes the methods of estimating the incidence of poverty in India. The sensitivity of
movements in poverty to the methods used employing National Sample Survey data on
consumer expenditure as available from different rounds at the all India level separately for
the rural and urban sector has been presented for (a) judging the robustness in the pattern of
poverty to the manner in which poverty is measured and (b) for drawing conclusion about
progress in poverty alleviation. Trend in relative poverty employing different inequality
measures has been presented. Lastly, efforts made on pilot basis for obtaining profile of the
poor utilising National Sample Survey data on consumer expenditure and identification of
poor families through below poverty line (BPL) census have been reported.

Introduction

Poor and poverty are historical in nature and their concern appears to be as old as human
history. Generally, the terms are used as if their meanings are clear, but this is not so. The
word “poor” is adjectival to the word “Poverty” and is realised as economic and or social
difference between the human beings.

A poor person is one who does not have command over or access to the basic physical
needs like adequate food, drinking water, clothing and shelter and social needs like
education and health.

Poverty is visualised as “The state or condition of having little or no money, goods, or
means of support or to a condition of being in want of something that is needed, desired or
generally recognised as having value”. The meaning of poverty, therefore, not only varies
from society to society but it also varies within the same society at different points of time.

Traditionally, poverty had been thought of in terms of relative deprivation. However, it
sounds differently depending upon its context. Poverty exists in all countries and in all
societies and has various aspects viz., lack of income, productive resources, hunger and
malnutrition, illiteracy, homelessness and inadequate housing, unsafe environment, social
discrimination and exclusion.

Study on the extent of poverty and a constant watch on it is therefore of great importance
for (i) direction of effort required to alleviate poverty (ii) evaluation of the success or failure
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of government programmes and policies and the need for modifications in them and (iii)
identification of the poor.

In a developing country like India, the problems of assessing the incidence of poverty are
enormous, primarily because poverty is a multi-dimensional concept and the extent of
poverty differs from one part of the country to the other. No single symptom of poverty can
be relied upon for getting a realistic idea of the true incidence of poverty.

Conceptual and Measurement Approach

Poverty many be measured either in relative or in absolute terms depending upon whether
it is related to the relative or the absolute concept of deprivation. This involves some
element of arbitrariness for making it operational. The arbitrariness comes in determining
“need” and in specifying the irreducible level of each need. In the absolute concept some
absolute norm of income or consumption which determines the cut-off point or the line of
demarcation between the poor and the non poor are laid down and all persons below
demarcation line are considered as poor. The concept of relative poverty is related to
inequality. Thus, whereas an absolute -poverty view point defines poverty as the inability of
an individual’s income to meet the subsistence needs, a relativist view point defines poverty
as a situation in which an individual’s income is low relative to some social standard.

Poverty reflects the deficiencies in the essential requirements of individuals. It refers to a
situation in which the overall needs of an individual are not satisfied due to lack of adequate
purchasing power. Monetary cut-off therefore could be fixed in terms of income or
expenditure. Certainly, per capita income indicates the purchasing power of person but the
individual utility depends on consumption expenditure. There is no consensus on the
definition of poverty in India in terms of minimum per capita per month income. Reliable
income data at the household level is not available as may be seen in Joshi (1996a). Further,
income (even after correcting for prices) measures the potential consumption of the
household or the individual. Poverty is not directly associated with regular cash income
flow. On the other hand it is associated with the actual consumption of the individual or
household. Consequently, expenditure is more immediate proxy measure than income.
Further, income may be generated by individuals but the consumption is shared among the
member of the household. It is unlikely that the household will be poor but not the
individuals in it. Moreover, expenditure is more stable over time and probably reflects the
permanent income of the household. Also, for the agricultural and other self employed
households, it is broadly easier to recall expenditure. On the other side, income fluctuates
according to season. Actual consumption expenditure determines the living standard and is
not always met wholly out of current income and can also come from assets, debt and dis-
savings. Thus, consumption expenditure is considered to be more appropriate and relevant
than income for the purpose of directional idea on the level of poverty. The procedure
followed is to define or fix a poverty line in terms of overall monthly per capita
consumption expenditure, to update the same over time for price change employing price
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deflator and finally the dimension of poverty in absolute terms utilising the size distribution
of Consumer Expenditure.

Several criteria may be used to define the Poverty Line. Important among them include:

i. the proportion of expenditure taken up by specified essential items.
ii. the Calorie value of food.

iii. the cost of balanced diet.

iv. the cost of essentials of a tolerable human existence.

The poverty line determined on the basis of first two criteria is independent of prices and
hence comparable over time and space which is not the case with the last two ways of
setting the poverty line. Again the monetary cut-off could be explicitly fixed in terms of
calorie intake or in terms of balanced diet.

The available literature shows that the definition of poverty line has been viewed from
two angles viz., the minimum level of living i.e. the cost of bundle of goods at the relevant
prices and the inadequacy in food consumption expressed as the shortage of necessary
energy intake in terms of nutritional requirement for healthy living. Given a “balanced” or
“minimum” diet, the poverty line may be defined as that expenditure level at which
households, on an average seem to have the specified diet which is not easy in practice to
follow item by item. Further the cost of the specified diet as poverty line based on value
judgement may not necessarily confirm to its prescribed composition. However, it only
ensures amount of spending enough to provide balanced diet and it is by no means certain
that balanced diet are purchased and consumed.

Poverty needs to be identified with deficiency in the total level of living which not only
includes energy requirement but also balanced diet needed for health and the other basic
needs essential for human existence at a tolerable level which would be difficult to define in
terms of specified quantities and services.

In India, the derivation of the minimum normative absolute living standard in terms of per
capita total expenditure (PCTE) or the absolute poverty line has also been focused from two
alternative approaches viz., different descriptions of the minimum normative food basket
and the calorie norm. However, there is no optimal diet and there is very little correlation
between prices and calorie content of different food items as food habits of different
individuals differ considerably.

Statistical Dimensions

The statistical dimension of poverty measured in terms of both absolute and relative
employing expenditure approach have been focused from time to time by the national and
international organisations, government bodies, social scientists, economists and researchers
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in their individual capacities. But these studies are based on different concepts of poverty
line, different methods of estimation and measurement indicators. There has been a
difference of opinion on the conceptualisation and measurement of poverty and in turn on
the ways of setting the poverty line. The variations in conceptualisation and measurement
approaches in defining the poverty line for a geographical area affects the spatial and inter
temporal comparison in regard to incidence of poverty. One should therefore be very careful
while presenting data on incidence of poverty as the methodology and data used by different
agencies/organisations are diverse.

The concepts, measurement and methodological issues relating to estimating of poverty
in the Indian Context have been debated by a number of distinguished groups on the subject
viz., Working Group (1962), Task Force (1979), Study Group (1984), Expert Group (1993)
set up by the Government and also individual researchers. We, therefore present the
changes in methodology of poverty estimates employing Head Count Ratio (HCR) and its
implication under official and individual approaches. The sensitivity analysis on different
measures of poverty has been presented in Joshi (1997).

Official Source
Concepts, methodologies and dimensions

Officially, the estimates of poverty are worked out by Planning Commission (PC), an
official agency of the Government of India. Accordingly, the first attempt for ensuring a
minimum standard of living was made in 1962 through a Seminar on “Some Aspects of
Planning and a Study Group” on the subject. The group recommended:

“(i) The national minimum for each household of five persons (4 adult consumption
units) should be not less than Rs.100 per month in terms of 1960-61 prices or Rs.20 per
capita per month. For urban areas, this figure will have to be raised to Rs.125 per month per
household or Rs.25 per capita to cover the higher prices of the physical volume of
commodities on which the national minimum is calculated.

(ii) This national minimum excludes expenditure on health and education both of which
~are expected to be provided by the state according to the Constitution and in the light
of the commitment.

(iii) An element of subsidy in urban housing will have to be included after taking Rs.10
per month or 10 percent as the.rent element payable from the proposed national
minimum of Rs.100 per month.

(iv) As a first exercise the target period by which the national minimum should be
attained may be taken as fifteen years from 1960-61 to 1975-76".
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The basis of arriving at the monetary norms and the definition of minimum level of living
is not available in published form. However a note from Planning Commission (1978) and
Pant (1978) point out that the Working Group took into account the recommendations of a
balanced diet made by the Nutrition Advisory Committee (NAC) of the Indian Council of
Medical Research (ICMR) in 1958 and came to hold the above view. Later, the concept of
poverty line was introduced on the recommendation of Task Force on “Minimum Needs and
Effective Consumption Demands” as may be seen in Planning Commission (1979). The
contribution of the task force was to estimate daily per capita calorie requirement separately
for rural and urban areas on the basis of age, sex and activity specific calorie allowance
recommended by the Nutrition Expert Group (1968). Accordingly, norms of nutritional
requirement for the rural and urban sectors were obtained as 2435 K-cal and 2095 K-cal
respectively. These norms were derived by first deriving the age-sex activity specific
composition of the rural and urban population by super imposing the census based activity
pattern according to the age and sex on the projected rural and urban population.

The official approach to measurement of poverty therefore started by fixing a standard of
calorie intake and observing the level of per capita consumption expenditure with which on
the average, this calorie intake level is associated. Thus, an allowance for non food
consumption also exist in the construction of poverty line through not on normative basis but
on a behavioural basis. The poverty line at 1973-74 (base year) prices for the rural and
urban sectors were worked out as Rs.49.09 and Rs.56.64 respectively utilising National
Sample Survey data on consumer expenditure and using inverse interpolation method. This
is incidentally in line with Bhattacharya, Roy Chaudhary and Joshi’s (1980) estimate on the
sectoral difference to the order of 16.5%, 15.2% in cost of living with Laspeyres, Paasche’s
and Fisher type indices respectively.

The poverty line so defined was updated over time by taking care of change in the price
levels. Initially, the Wholesale price index was used to reflect the price changes for updating
the poverty line over time and later shifted to implicit private consumption deflator from
National Accounts Statistics for the year 1977-78 and onwards on the basis of the
recommendation of a study group on “The Concept and Estimation of Poverty Line” set up
by the Planning Commission (1984). In fact the recommendation of the Study Group was
for the use of a price index approximately weighted by the consumption basket of the poor
as an index for reflecting price changes relevant to the poor which was found, at that time to
be very close to implicit private consumption deflator. Further for estimation of incidence of
poverty in term of head count ration the use of National Sample Survey (NSS) data on size

“distribution of consumer expenditure with adjustment for differences in the two sets of

estimate as available from National Accounts Statistics (NAS) and NSS was followed. The
reason behind this was to have compatibility between the two sets of data in order to ensure
consistency between the two important components of the plan model i.e. input - output
table (based on NAS) and consumption sub model (based on NSS data). The procedure
followed has been to adjust the expenditure level reported by the NSS uniformally across all
expenditure classes by a factor equal to the ratio of the total private consumption expenditure
obtained from the NAS to that obtained from the NSS. The old NAS series was used for
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deriving the adjustment factor for the estimate up to year 1983 and the new NAS series has
been used for the year 1987-88. The population below poverty line was thus estimated by
applying the updated poverty line to the corresponding adjusted NSS distribution of
population by levels of consumption expenditure. To estimate the incidence of poverty at
the state level all India poverty line and the adjustment factor were used on the state specific
NSS distribution of population by level of consumption expenditure uniformly across the
state. Planning Commission (1981) has also used the NSS 32™ round (J uly 1972-June 1978)
data on consumer expenditure and applied a similar procedure resulting in rural poverty line
of Rs.76 per capita per month and urban poverty line of Rs.88 per capita per month. Table 1

provides poverty line (in Rs) and Head Count Ratio in per cent under different scenarios.

Table 1: Implications of adjustment of NSS distribution on poverty estimates

Place of Poverty Line  Proportion Poverty Line  Proportion Poverty Line Proportion
residence ' of poor of poor of poor
1977-78 1983-84 1987-88
Unadjusted NSS distribution
Rural 62.10 60.19 101.70 56.33 131.60 50.87
Urban 71.65 46.55 117.34 41.94 151.83 33.25
Adjusted NSS distribution
A. Using New Series of NAS
Rural 62.10 45.74 101.70 32.62 131.60 30.02
Urban 71.65 3342 117.34 21.75 151.83 17.8
Adjustment 1.20 1.33 1.2
factor
B. Using Old Series of NAS
Rural 60.60 51.20 101.80 40.40 131.80 33.40
Urban 69.90 38.20 117.50 28.10 152.10 20.10
Adjustment 1.09 1.21 1.22
factor
Adjusted distribution (using commodity specific adjustment factors)
Rural 62.10 46.70 101.70 37.90 131.60 35.60
Adjustment  (1.18) (1.25) (1.19)
factor
Urban 71.70 32.00 117.30 22.80 - 151.80 20.00 -
Adjustment  (1.22) (1.31) (1.22)
factor

Note: Within brackets are commodity specific adjustment factors. Figures in bracket are adjustment factors.

Source: BANSIL, PC (1996): A Profile of the Visibly Poor, Techno Economic Research Institute, New Delhi.

However, the official method has been examined by several scholars including Sen Gupta
and Joshi (1981), Minhas et al (1988, 89, 90, 91), Expert Group (1993) and Dandekar
(1996). The grounds of difference include:
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Derivation of calorific norms.

The procedure of adjustment of consumption expenditure generated by the National
Sample Survey with the aggregate private consumption expenditure.

The choice of price deflators to represent changes in the poverty line.

The ignorance of between state price differences.

The uniformity of consumption basket over time.

The uniformity of consumption basket among the state.

Estimate based on the all India poverty line and the all India size distribution of per
capita total expenditure (PCTE) vis-a-vis the population weighted average of state
specific head count ratio using state specific poverty lines and state specific size
distribution of PCTE.

N

Nk W

The Planning Commission constituted an Expert Group in 1989 for looking the
methodology of poverty estimation at national and state level and also to go in to the
question of re-defining the poverty line. The group in their report submitted in 1993
recommended

(i) Abandonment of NSS-NAS adjustment procedure.
(i1) Derivation and application of state specific poverty lines as against an all India poverty line

for rural and urban areas for working out state specific poverty estimates and its aggregation
to derive national level poverty estimate.

(1ii) Use of state specific cost of living indices for updating the poverty line separately for rural

and urban areas.

The recommendation was for the use of consumer price index number for Agricultural
Labour (CPIAL) for updating the rural poverty line and a simple average of weighted
commodity indices of consumer price index for industrial workers (CPIIW) and urban non
manual employees (CPIUNME) for updating the urban poverty line. Recently, the Planning
Commission (1997) has accepted the recommendations and the methodology adopted by the
Expert Group with a slight modification in adopting the price deflator for updating the
poverty line in the urban sector. Accordingly, the most recent official methodology
(Modified Expert Group) uses (CPIIW) instead of weighted average of CPIIW and CPIUNM
along with the other recommendations made by the Expert Group in working out the poverty
estimates for the rural and urban areas at the state level and it’s aggregation for national
level. We have, therefore, presented the trends in incidence of poverty as measured by Head
Count Ration under the aforesaid scenario in table 2.
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Table 2: Poverty line (in Rs.0.00) per person per month as available from Planning Commission, Expert
Group, and Planning Commission modified recently

EG PC PCM
Year Item R U R U R U
1973-74 PL 49.63 56.96 49.10 56.60 - -
HCR 56.44 49.23 56.44 49.23 56.64 49.01
1977-78 PL 56.84 72.50 62.10 71.65 - -
HCR 53.07 47.40 51.20 38.20 53.07 45.24
1983 PL 89.45 117.64 101.70 117.34 - -
HCR
1987-88 PL 115.43 165.68 131.80 152.10 - -
HCR 39.06 40.12 33.40 20.10 39.09 38.20
1993-94 PL - - - - - -
HCR 37.27 33.66 19.24 10.11 37.27 32.36

Source:
GOVERNMENT OF INDIA, PLANNING COMMISSION (1993) Report of the Expert Group on
Estimation of Proportion AND NUMBER OF POOR.

GOVERNMENT OF INDIA PLANNING COMMISSION (1997): Press release on Estimate of
Poverty, perspective Planning Division, New Delhi, 11™ March.

Alternative source

Several studies on conceptual and measurement aspects pointing dimensional differences
in incidence of poverty have been reported as may be seen in Sen Gupta and Joshi (1981)
and Joshi (1997). Important among them include Dandekar and Rath (1971), Minhas (1970,
1971), Bardhan (1970, 1973, 1974), Ojha (1970), Bhatty (1974), Rudra (1974), Ahluwalia
(1978), Rao (1977), Sen (1973), Srinivasan (1977), Sen Gupta and Joshi (1981).

Minhas (1970, 71) assumed the minimum level of consumption i.e. the cut-off point at
Rs.200 and Rs.240 per capita per annum for the base year 1960-1961 and obtained the
estimated number of poor persons. Bardhan (1970) considered Rs.15 per person per month
as the minimum at 1960-61 prices. Dandekar and Rath (1971) utilised nutritional norm of
2250 K.Cal for defining poverty line and the population lying below ‘this level of
expenditure was estimated for 1960-61. Sukhatme (1977, 78) criticised the use of average
nutritional requirement in defining the poverty line and thereby deriving the extent of
poverty. He argued for considering the minimum requirement for accounting intra
individual variation in calorie requirement in defining the poverty line which has not been
supported for working out poverty estimates utilising NSS Consumer expenditure data as
may be seen in Sen Gupta and Joshi (1981), Dandekar (1981, 82, 1996).

Minhas etal (1987, 89, 90, 91) constructed the cost of living indices for the middle range
of the rural (CPIMR) and urban population (CPIMU) and applied for updating the poverty
line for obtaining the Head Count Ratio. The indices relate to the periods of National
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Sample Survey for the year 1970-71 to 1987-88 and are based on retail price data for two
alternative weighting diagram relating to the base year or 1970-71 and 1983. Table 3
presents poverty line per person per month and head count ratio under alternative estimation
procedure.

Table 3: Poverty line (in Rs.0.00) per month per person and Head Count Ratio (in percent) for selected
rounds of NSS based on Minhas and alternative methodology: All India

Year Rural Urban
Poverty line*
1970-71 33.01 39.04
1983 93.16 111.25
1987-88 122.63 158.31
Head Count Ratio: Minhas procedure
1970-71 57.33 45.89
(58.75) (46.17)
1983 49.02 38.33
(50.77) (39.74)
1987-88 44.88 36.52
(48.69) - (37.76)
Head Count Ratio: Alternative procedure
1983 40.40* 28.10
(40.50)* (26.70)*
(56.50)** (42.30)**
1987-88 32.70 19.40
(29.33)* (17.57)*
(51.00)** (33.47)**

Data source: Minhas, Jain and Tendulkar (1991): Declining incidence of poverty in the 1980s, Evidence
Versus Artefacts; EPW July 6-13, pp

¢ These are based on the Planning Commission poverty lines of monthly per capita total expenditure PCTE
of Rs.49.09 and Rs.56.64 for all India rural and urban population at 1973-74 prices.

NB: 1. Figures in bracket are the estimate aggregated for 20 states.
2. Figures with an asterisk mark relate to HCR as officially reported.
3. TFigures in bracket with an asterisk mark and double asterisk relate to HCR using official price
adjustment with an without prorata adjustment factor.

Sen Gupta and Joshi (1981) estimated the incidence of poverty for the rural and urban
sectors of India at the regional level with uniform norm of calorie requirement (2200 k-cal)
utilising NSS 27® round (Oct. 1972 - Sept. 1973) data. The choice of 27" round data was on
the ground of large sample size (72270 rural households and 52820 urban households) and
availability of data for one full year for standardising the Consumer basket at the all India
level and to estimate state specific/region specific poverty lines.

Estimates of poverty line over time can be made in two ways: (i) the poverty line as
estimated for the base year (1972-73) can be adjusted for changes in prices over time and
differences in prices across states; (ii) fresh poverty lines, all India and state specific can be
calculated from the latest available consumer expenditure survey data. Method (i) allows
only for change in prices which the consumption basket is kept as it was in the base year
1972-73). This makes the poverty line comparable over time and across states in the sense
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in which price index numbers are comparable over time. On the other hand, method (ii)
allows for changes in the consumption basket keeping the calorie norm unchanged.

Table 4 and 5 presents the poverty line and incidence of poverty with varying calorie
norms (as nutrition recommendations are tentative and subject to variation over time) under
the scenario of (a) fixed basket of commodities and (b) varying basket of commodities for
inter temporal changes utilising National Sample Survey data of different rounds on
consumption expenditure. Consumer price index for Agricultural Labourer and Consumer
price index for Industrial Workers have been used as price deflators for updating the poverty
lines.

Table 4: Poverty line (in Rs.0.00) at different levels of calorie requirement in the rural and urban sector for selected
rounds of NSS under the scenario of (a) fixed basket of commodities and (b) varying basket of commodities: All

India
Norm of Basket of Round (vear)
calorie Commodities 27 32 38 43 50
requirement (Oct72-Sept73)  (July77-June78)  (Jan-Dec83)  (July83-June84)  (July93-June94)
Rural
2400 fixed 44,58 61.25 96.92 123.31 217.59
varying 44.58 60.64 74.27* 324.26
2200 fixed 38.21 52.50 83.07 105.69 186.50
varying 38.21 51.36 62.57 262.78
2000 fixed 3257 44.75 70.81 90.09 158.97
varying 3257 43.29 52.48 209.00
1800 fixed 2741 37.66 59.59 75.82 133.79
varying 2741 36.02 43.52 191.28
Urban
2200 fixed 61.31 89.21 145.61 204.71 356.64
varying 61.31 75.27 99.33 na 462.30
2100 fixed ' 55.71 81.06 132.31 186.02 324.06
varying 55.71 68.31 88.38 399.96
2000 fixed 50.12 72.92 119.04 167.35 291.55
varying 50.12 62.32 79.24 339.55
1800 fixed 38.42 55.90 91.24 128.28 223.49
varying 38.42 51.10 62.45 252.55

Data Source:

GOYERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION (1983): Survey results on per capita
per diem intake of calories, protein and fat based on NSS 27" round (Oct. 1972-Sept 1973) data.

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION (1986): Per consumer unit per diem
intake of nutrients. Thirty second Round (1977-78), NSS Report N° 329, Department of Statistics, New Dethi.

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION (1988a): Per capita and per consumer
unit per diem intake of calorie, protein and fat and perception of people on adequacy of food - Thirty Eighth Round (1983),
NSS Report N°348, Department of Statistics, New Delhi.

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION (1996b): Survey Results on Nutrition
Intake in India based on NSS 50™ Round (July 1993 - June 1994) Report N° 405 April. .
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Table 5: Incidence of Poverty (in per cent) in terms of Head Count Ratio for the poverty line defined at different
levels of calorie requirement in the rural and urban sector for selected rounds of NSS under the scenario of (a) fixed
basket of commodities and (b) varying basket of commodities: All India

Norm of
calorie Basket of 27 32 38 43 50
requirement  Commodities  (Oct72-Sept73)  (July77-June78)  (Jan-Dec83)  (July83-June84)  (July93-June94)
Rural

2400 fixed 64.78 59.21 51.44 45.30 42.17
varying 64.78 58.51 3043 na 74.72

2200 fixed 5250 46.61 39.37 31.51 28.53
varying 5250 44.92 18.89 na 59.01

2000 fixed 39.88 33.83 26.91 19.26 15.88
varying 39.88 31.31 10.46 na 38.66

1800 fixed 26.52 19.53 16.08 10.53 6.95
varying 26.52 19.01 5.19 na 30.86

Urban

2200 fixed 63.75 61.70 58.12 54.27 49.49
varying 63.75 50.16 29.65 na 66.53

2100 fixed 58.70 55.75 51.14 48.04 42.42
varying 58.70 42.99 3245 na 57.72

2000 fixed 50.71 47.93 43.21 40.36 34.83
varying 50.71 36.18 15.83 na 45.87

1800 fixed 31.71 28.60 23.92 21.78 17.87
varying 31.31 22.66 6.26 na 25.84

Data Source:

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION (1979): Survey results on consumer

expenditure based on NSS 27" round (Oct. 1972-Sept. 1973) data, Sarvekshana. The Jour. of NSSO, Vol.II, N°3, issue
N°7, January.

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION (1986a): Survey results on consumer
expenditure based on NSS 32™ round (July 1977-June 1978) data, Sarvekshana, The Jour. of NSSO VolIX, N°3, N°26,
January.

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATIONS (1986¢): Survey results on Consumer

expenditure based on NSS 38" round (January-December 1983) Sarvekshana, The Jour. of NSSO, Vol. IX, N°4, Issue

N°27, April.

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION (1990): Survey results on consumer

expenditure based on NSS 43" round (July 1987 - June 1988) Sarvekshana, The Jour. of NSSO, Vol.XVII, N°2 Issue
N°57, October-December, 1993.

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION (1996a): Survey Results on Level and
Pattern of Consumer Expendxture NSS 50" Round, July

Relative Poverty

Attempts have been made in the past by researchers to study the sectoral, spatial and inter-
temporal changes in the pattern of consumer expenditure distribution as available from
different rounds of National Sample Survey employing different inequality measures.
However, it is being felt that the inequality is widening because of the feelings of relative



INDIA 89

deprivation of persons in a society arising out of the comparison of his situation with those
of better off persons. The undoubted existence of wide spread poverty in the country is
constantly forcing for its watch in terms of both absolute and relative dimension as well, for
its remedial measures. In the context of poverty alleviation, the conceptual and
measurement problems for poverty measurement in absolute terms had brought the concept
of relative poverty closure to the concept of inequality. As the concept of relative poverty is
closely related to the concept of economic inequality, an idea of relative poverty for its inter-
temporal changes may be obtained from the share of decile groups of population in total
consumer expenditure and through inequality measures applied to NSS consumer
expenditure data of different rounds which may be seen in tables 6 and 7 respectively.

Table 6: Percentage share in total consumer expenditure of decile groups of population by place of residence

Deciles of Place of Percentage share in total consumer expenditure
population residence
1972-73 1977-78 1983 1987-88 1993-94
Rural 3.8 35 3.8 4.0 4.1
0-10 Urban 35 32 34 34 34
Rural 5.3 49 52 53 54
10-20 Urban 4.7 4.5 4.6 4.6 4.6
Rural 6.3 5.9 6.2 6.2 6.4
20-30 Urban - 57 54 55 54 54
Rural 7.0 6.5 6.9 6.9 7.1
30-40 Urban 6.0 6.3 6.7 6.1 6.4
Rural 8.0 1.5 8.0 7.8 8.0
40 - 50 Urban 7.7 7.1 7.1 7.1 7.3
Rural 8.5 83 9.0 8.8 8.9
50- 60 Urban 8.1 8.4 8.2 8.3 84
Rural 9.6 9.6 9.9 9.8 10.0
60- 70 Urban 10.1 9.4 103 9.6 9.8
Rural 11.8 11.4 1.7 11.6 16
70 - 80 Urban 114 12.5 114 11.6 11.8
Rural 14.3 14.1 14.4 14.2 14.0
80-90 Urban 15.2 14.2 15.0 15.1 15.2
Rural 234 28.4 24.7 253 243
90 - 100 Urban 27.6 29.0 27.9 28.9 27.7
Data source:

1.  GOVERNMENT OF INDIA, PLANNING COMMISSION (1993): Report of the Expert Group on
Estimation of Poverty and number of poor.

2. GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION, (1996): Level and pattern of
consumer expenditure, NSS 50" round (July 1993 - June 1994), Report N°402.
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Table 7: Trends in inequality in size distribution of consumption expenditure by place of residence for different
rounds of NSS: All India

Inequality Place Period (round)
measure of 1972-73 1977-78 1983 1987-88 1993-94
residence 71 (32" (38™ (43 (50")
@ (2) 3) “@ ) 6) a

1. Coefficient of variation Rural 0.74 0.93 0.64 0.63 0.59
Urban 0.78 0.81 0.66 0.81 0.72

2. Standard deviation of
logarithms Rural 0.53 0.57 0.52 0.27 041
Urban 0.46 0.61 0.57 0.27 0.54
3. Relative mean deviation = Rural 0.42 048 042 0.22 0.40
(Kuznet’s measure) Urban 0.49 0.50 0.47 0.25 0.49
4, Gini Coefficient Rural 0.31 0.32 0.34 0.29 0.28
Urban 0.34 0.34 0.33 0.35 0.34

S. Aitkinson’s measure

(i) e=0.5 Rural 0.0772 1023 .0730 .0863 .0660
Urban 0.0958 .0962 .0852 .1040 .0933
(i) e-2.0 Rural 0.2448 2910 .2385 .2342 2109
Urban 0.2901 .3080 2792 2993 .2890
(iii) e=3.0 Rural 0.3295 4051 3222 .3035 2799
Urban 3756 4446 .3696 .2995 3733

6. Share of consumption
(i) bottom 10% pop. Rural 3.8 35 3.8 4.0 4.1
Urban 3.5 33 6.5 34 34
(ii) bottom half pop. Rural 304 9.6 30.2 30.2 31.0
Urban 27.6 27.5 279 26.8 27.1
(iii) top 10% pop. Rural 234 28.5 24.5 25.3 24.3
Urban 27.5 28.2 26.8 28.9 27.7

Data source:
GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION: Tables with notes on Consumer
expenditure, 27" round Oct. 1972-Sept. 1973), Report N°284.

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION: Report on the second quinquennial
survey on Consumer expenditure, 32* round (July 1977 - June 1978), Report N° 311.

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION: Report on third quinquennial survey
on Consumer expenditure, 38" round (Jan - Dec. 1983).

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION: Report on the Fourth quinquennial
survey on Consumer expenditure, 43 round (July 1987 - June 1988), Report N° 373.

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION: (1996): Level and Pattern of
Consumer Expenditure, 50" round (July 1983 - June 1984), Report N° 402.
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There has been a debate on the relationship between poverty, living standards and under
nutrition mainly because the concept of poverty has its linkage with “expenditure” and the
“purchasing power” of that expenditure. However, the phenomenon of poverty and
phenomenon of under nutrition are not the same. Depending upon the consumer behaviour
of different households, some households even with relatively low income are able to
provide themselves with adequate nutrition while the some had income but do not do so
because of ignorance and improvidence. The definition of calorie based poverty line rests
on the argument that consumer behaviour varies from household to household and therefore
an expenditure level at which actual data show that on an average a household with that
level of consumption expenditure providing adequate nutrition to its members may be
chosen as adequate calorie intake. Usually adequate calorie intake also insures adequate
supply of other nutrients. It is being argued that the concept of poverty needs to be
broadened and delinked with the concept of food poverty from poverty in general. This is
possible by observable characteristics and may be checked through socio-economic
parameters as many of the parameters are not dependent on the individual viz. social group,
principal occupation of the household etc. Further the cash out flows incurred by the
household on health, education and housing gets birth to some extent in the concept of
poverty line but the concept of free and subsidised goods and services such as water,
sanitation, health and education provided by the Government and/or charitable institutions
do not get reflected in the concept of poverty line. The reason being that the elements of
living environment such as health services, education, drinking water, access to
transportation, communication and information, which contribute significantly to social and
human development, cannot be quantified.

Expectation of a society changes with the passage of time and therefore inter temporal
comparison or comparison between different societies will not be valid if poverty is thought
of in terms of relative deprivation defined with reference to some average expectation of
society.

Let us now look in to the problem. The first question is why should there be an attempt
to determine a poverty line and to estimate the population below the poverty line? In a
welfare state, it is always and should always be a matter of great concern if a large chunck of
the population remains under nourished. The population of a country is not only a
consuming mass but it is also a productive asset. Hence there should be a continuous watch
with a view to maintain the quality of the population. We have seen that the population
estimate below the poverty line is quite high in India. so the question naturally arises
whether any further sophistication is immediately needed for relatively more precise and
objective definition of poverty line compared to the on going concept which has several
advantages: '

1. Itis a well defined indicator and can be determined on more or less objective basis.
Nutrition is the basic need which has to be met by the household itself, hence facilities
are needed to identify the households or the population not being able to meet that
requirement.
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The specific advantage with the method is that the estimate are based directly on the
quantity of various food articles, hence the inter regional variations can be directly
measured (in money terms however the poverty line may differ in different regions
because of the existence of price differential).

It takes into account the money value required to purchase the food items for meeting the
recommended energy level with the experience on other non food items.

. Moreover, in a consumer expenditure survey, the expenditure on food and non food

items are collected and hence it is possible to determine the total household expenditure
and also the expenditure on non food items at the critical level of nutritional intakes
defining the poverty line. Thus, there is a built in provision to get a dimensional idea
about the consumption expenditure incurred on non food items.

Whereas there is scientific basis for deriving the minimum basic need for food, there is
hardly any method to determine the norms for the non food items. Clothing is a basic
need but what should be the minimum requirement of clothing is anybody’s guess. It
depends upon the quality of the cloth, climatic condition of the place of living, working
status of the person, the society in which the person lives and so on. All these factors
complicate the situation making it all the more difficult for evaluation of the minimum
requirement of the basic need.

Thus, in the absence of any other suitable life index and looking towards the limitations

of NSS data on consumer expenditure, the poverty line approach using available NSS data
for determining the extent of poverty may be considered as the best one.

Identification of Poor

Official Approach

In the context of poverty alleviation programme in India, the official approach for

identification of poor and the allocation of funds to the state Government under social sector
development scheme, rests on Below Poverty Line (BPL) Surveys (actually census) in the
rural sector and the official estimate of poverty. BPL census is being conducted by the state
as per guidelines given by the centre which involves a cut-off point of an annual household
income equivalent to expenditure per family for segregating the families (a) above poverty
line and (b) below poverty line classified in to four categories viz., destitute; very very poor,
very poor and poor.

The procedure adopted is as under:

The priority list of poor families is prepared by Block Development Officer (BDO)
giving special emphasis to outlying hamlets, women headed households and nomadic
families.

. The said list is then placed for approval in the meeting of the village assembly (Gram

Sabha). This meeting is convened by BDO giving sufficient publicity through local
means.
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iii. The village assembly is attended by local people, non officials, Blocks Officers and
Bank Officers. Prominent voluntary action groups etc. are also associated with these
meetings.

iv. The list of beneficiaries selected at this village assembly is displayed on the notice board
of the village Panchayat and Block office. Sufficient time is given for filling objections.
In case of any dispute regarding any name in the list it is decided by the Project Director
in consultation with BDO.

v. The list of beneficiaries finally selected (master list) is got printed block wise by the
Programme Implementation authorities and copies are made available to the field staff,
block officials, bank and other concerned authorities.

This approach has posed serious questions in the identification of poor from the point of
problems associated with the ascertainment of annual income of household which is known
to be extremely difficult for many types of (rural) households. Even today, the NSS
organisation has not evolved a satisfactory methodology for conducting household income
survey in the country as may be seen in Joshi (1996a). Further the approach followed suffer
from the point of widely varying household size and inherent bias of the respondents in
giving information which would enable them to obtain the prescribed benefit. Much of the
such classification of households are likely therefore, to arrive through a neglect of
prescribed procedure, perception of the methodology used for estimation purposes, survey
design and nature of data collected resulting in favour of non poor households for assistance
under the programme. Attempts are therefore being made for including information on
several identification variables for inclusion/exclusion criterion and also on consumption
expenditure for launching a fresh BPL census in the rural sector.

Another approach for identification of poor households followed on pilot basis in the
state of West Bengal as reported in Rudra etal (1994) included canvassing of two sets of
schedules, one on “Household Expenditure” and the other on “Fulfilment of Basic Needs”.
The survey was conducted in the rural areas or 5 districts (19 villages) covering four regions
during June 1990 - May 1991. Out of 4 regions covered in the surveys, the two regions were
comprised of mainly non tribal cultivation based communities. The other two regions were
comprised of partly hilly with some tribals and many tribals dependent on the forest. Good
representation of households belonging to different social groups was ensured. The sample
was drawn with a view to take in to account the various environmental, socio-economic and
cultural factors. The Complete list of all households residing in each sample village was
prepared and the non poor households were eliminated using several criteria viz., the
possession of a pucca (well built) residential house, more than one set of plough, electricity
in the house, etc. Finally, the sample households were chosen from the remaining
households - the relatively poor households - separately for each village by circular
systematic sampling in the form of two independent and interpenetrating sub samples. The
total number of households, the number of relatively poor households and the number of
households selected were 2598; 987 and 632 respectively.
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Information through questionnaire approach in the forms of Yes/No were obtained from
the basic needs enquiry viz..,

Consumption of meat, fish and egg during last month.

N° of bedrooms (<1) per family.

Room height (<1.68 meters).

Adequacy of dwelling for protection against room shows.

Woolen garments in the household.

N° of woolen garments (<1) per person.

Number of saris or similar garments (<2) per adult female.

Matresses in the bedding.

. Lack of blankets, quilts in the households.

10. N° of dining plates (<1) per adult member.

11. School education for child of age group 6-14.

12. Availability of two squares meals a day through out the last year and if not, whether the
number of months when they did not get this was >2.

13. Availability of milk every day for children in the age group (0-4).

14. Member of household engaged in begging.

15. Availability of special food before and after delivery for female member who conceived
during last three years.

16. Whether or not the household procured food items as gift or loan from some other
household during last month.

17. Whether or not the household usually obtained food items by free collection from

months or from land belonging to other.

WSk wh =

The above 17 poverty indicators were closely related. The households were assigned by
the deprivation score and simple criteria based on pragmatic consideration was followed for
the 1%, 2" and 3™ level of poverty.

The first level of poverty was defined as ultra poor on the basis of non meeting of at least
one of the following three criteri_a.

1. Availability of two squares meals a day for more than two months during the last 365
days.

2. Availability of saris or similar garments per adult female in the housing falling short of
5 .

3. Member of household reporting begging.

The second level of poverty was arrived by classifying few indicators and deprivation
score of identified indicators were obtained for households which did not have two square
meals a day by number of months. The second level of poverty included the households
with deprivation score 4 or more and the number of months without two square meals a day
was 2. The third level of poverty was defined by deprivation score of 1-3 and the number of
months without two square meals a day was O or 1.
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Other Approaches

Recently Bansil (1996) has made a study sponsored by Planning Commission, an official
agency of the Government of India, on “Profile of the Visibly Poor” utilising the information
on characteristics of households as available from the Household Consumption Expenditure
Survey (HCES) conducted by National Sample Survey Organisation (NSSO) in its 43"
round (July 1987 - June 1988) for the purpose of identification of poor in formulating
appropriate policies in the context of poverty alleviation.

The study has been carried out at the regional level for the rural and urban areas in three
states viz., Bihar, Maharashtra and Himachal Pradesh. These states were chosen on the
ground of varying levels of development and poverty. The study is based on 24
characteristics viz., Caste, Religion, Activity, Sex, Family Size, House, type of dwelling,
type of house, floor type, condition of house, source of energy, source of high living, milk
animals, draught animals, land, land possessed categories, crops grown, income source,
member working on public work, assistance during the last 5 years under IRDP, household
purchases from rationshop, consumption of alcoholic beverages, consumption of fruits and
journey undertaken in last 30 days. In all 17 items in the rural sector and 12 items in the
urban sector were identified.

The available items of information was analysed for bottom and top 20 percent of
households ranked by monthly per capita household total expenditure and the contrast has
been measured in terms of ratio and the difference from the mean. Accordingly, two indices
viz., Indicator Ratio (IR) and Distance Index (DI) were computed. Indicator Ratio (IR) was
defined as the ratio for the indicator of the bottom two deciles and top two deciles expressed
in percent. Distance Index was defined as the ratio of the distance of the value of two top
and bottom deciles from the mean value expressed in percent. The higher value of these
indices have been attributed for higher prevalence of that attribute among the poor as
compared to the non poor and vice versa. For the state studied, the values of (1) IR greater
than 130 and less than 70 (ii) DR greater than 150 and less than 75 were considered criterion
for inclusion and exclusion of indicator respectively. '
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POVERTY DEFINITIONS AND POVERTY IN TURKEY

Introduction

In Turkey, there is no official data for the poverty line and the level of poverty. The State
Institute of Statistics (SIS) has started a project to produce statistics in this subject. However,
we have not reached the conclusion yet. In this paper, the SIS expert thesis called “Poverty
Line in Turkey” is the preliminary study. This paper includes the summary and the results of
this thesis.

Turkey, as a developing country, has an attempt to be developed country. How much
we have been successful in our effort can be criticized by various indicators. The living
standards for human beings, as one of these indicators, give more remarkable results in order
to have an idea of development. From this point of view, can we say indeed that we have
raised the living standard of our people over certain level? Have our people enough
economical power to lead their life easily? The answer of these questions, partially, depends
on the studies to find out whether we have poor people in Turkey or not, and to put our
position among other world countries. What is poverty? Who is poor? Does poverty have a
certain standard? Simply, do we have a line to indicate for poverty level? This paper aimed
to give answer to these questions and to calculate poverty line in Turkey. For this reason,
many of the studies up to now have been concerned and the methods to determine poverty
line and the numbers of poor people in Turkey have been examined (Erdogan, G., 1996).

Definitions of Poverty

Principally, poverty is defined as a fact that the people are unable to meet basic needs.
Poverty can be defined in two ways. The first is the limited definition. Here, poverty is
defined as of starving and of being homeless. The second is the broad definition. Poverty is
defined as the position that food, clothing, housing and similar facilities satisfy the people to
lead the life but under the general level of society (Ana Britannica, 1990). In this way,
relative and absolute definitions of the poverty are established.

The relative poverty is defined as a lack of basic foods and services that are needed to
lead a life physically. The absolute poverty assigns the position of people that are under the
certain point of general level of wealth in case of income and expenditure.

Poverty Line

Poverty line is the cost of leading a life with the minimum standards. In determination of
the level of living cost with the minimum standards, primarily, the minimum amount of
calorie in a day needed by an individual to lead a life and the expenditure on food in order to
have this amount of calorie are concerned. After that, by using the cost of other basic needs,
such as housing, transportation, clothing and furniture, the poverty line is calculated. In this
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study, two kinds of poverty line have been calculated. The first concerns only the cost of
minimum amount of calorie needed. That is, the cost of minimum food expenditures is

calculated. The second approach takes into account not only cost of food, but also cost of
basic needs such as housing, clothing, transportation and furniture.

The Source of Data

The source of data depends on the results of the Household Income and Consumption
Expenditure Survey that was conducted in 1994 by SIS and carried out for one year with the
households rotated in every month. The survey is categorised under various bases such as
whole Turkey, urban and rural areas and seven geographical regions. In the survey, the
settlements with the population 20,001 and over are called as urban places, the rest with the
population 20,000 and less are rural areas. The geographical regions are Marmara Region,
Aegean Region, Mediterranean Region, Central Anatolia Region, Black Sea Region, East
Anatolia Region, Southeast Anatolia Region.

Poverty Line by Cost of Minimum Food Expenditure

In determination of poverty line by cost of minimum food expenditure, the cost of
minimum amount of daily calorie which is sufficient for human being to lead a life is
concerned. The needed amount of daily calorie changes by age and sex. In Table 1, the
needed amount of daily calorie by sex is given for the average level of workers.

TABLE 1. The Amount of Daily Calorie
by Age and Sex

Female

(Source: BAYSAL, Ayse: (1993). General Nutrition, Hacettepe
University, Ankara.)

Considering the amount of calorie given in Table 1, weekly amounts of food for properly
nutrition of a household with four members, that it is sufficient for properly nutrition with
economical cost, are given by food groups in Table 2.
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TABLE 2. The Weekly Amounts of Food for a Household with
four Members

Food Weekly amounts (kg)
- Meat, poultry, fish, edible offal 1.500
Dried bean, lentil, chickpea 1.250
Egg 20 units
Milk, yogurt 7
' Cheese 0.750
Vegetables 3
. Potatoes 3
. Onion 1
Other vegetables 1.500
| Fresh fruit 4
. Bread 5.600
. Boiled wheat 0.500
. Rice 0.500
= Macaroni 0.500
. Flour 0.500
Edible oils 0.500
. Margarine or butter 0.500
Olive 0.500
Sugar 1
Jam, honey 0.500
. Tomato paste 0.500

Salt 0.500
. Tea 0.100
. Walmit, hazelnut 0.100

Source: BAYSAL, Ayse, (1993). General Nutrition, Hacettepe
University, Ankara.)

Replacing the amounts given in Table 2 with monthly amounts, the monthly amounts of
food needed for nutrition of a household with four members with minimum cost are
calculated. Some of food groups compose of more than one item and item kinds. In order to
choose these items and item kinds, and in determination of weights of these items, the data
of 1994 Household Income and Consumption Expenditure Survey results is used as a source.
All item kinds used in this study are given in Table 3 in food groups.
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Table 3: Item Kinds for Food Groups

Food Group Food
[y MEAT, POULTRY, FISH,
EDIBLE OFFAL

DRIED BEAN, LENTIL,

| ONION
| OTHER VEGETABLES

| FRESH FRUIT

! FLOUR
EDIBLE OILS
| MARGARINE, BUTTER

| SYRUP, JAM, HONEY

TOMATO PASTE
SALT

TEA

WALNUT, HAZELNUT

Hem kinds

Mutton
Veal
Poultry
Edible offal
Anchovy

Dried bean
Chickpea
Lentil

Egg

Milk (pasteurised)
Milk (other)
Yogurt
Cheese (white)
Cheese (other)
Green bean
Cucumber
Spinach
Carrot

Squash
Stuffed pepper
Green pepper
Potatoes
Onion
Eggplant
Tomato
Cabbage
Apple

Orange
Mandarin
Grape

Melon

Water melon
Bread

Boiled wheat
Rice

Macaroni
Vermicelli
Flour

Edible oil
Butter
Margarine for meal
Margarine for breakfast
Olive

Sugar

Syrup

Jam

Honey
Tomato paste
Salt

Tea

Walnut
Hazelnut
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Consequently, the amounts of total 52 items by Turkey, rural, urban and 7 geographic
regions have been determined. Average annual prices of item kinds in all settlements are
multiplied by the amounts and average monthly food expenditure of a household with four
members is calculated. On the basis of these results, poverty lines are calculated by the cost
of monthly minimum food expenditures by household size. Monthly poverty lines by
household size are determined and the households whose monthly expenditures are below
the poverty line are called as poor households. Accordingly, poverty lines for an average size
of household and an individual are calculated for each settlement. These values are given
daily and monthly as US dollars.

Poverty lines per households and per person are respectively given in Table 4 and Table
5. The poverty lines based on the minimum food expenditure; the rates of poor households;
and average numbers of household members are also included in table 4.

Table 4: Monthly and Daily Poverty Lines (US $) for the Cost
of Minimum Food Expenditure per Household (US $)
and the Rates of Poor Households

Poverty Average Rate

lines number of of poor
household house-
member hold

Monthly = Daily >
Settlement % $ (%)

It is seen in Table 4 that the households need minimum 138 $ a month and 4.6 $ a day in
Turkey. The households living in urban places have to earn more than the households in
rural. When this issues examined by regional base, it is clear that the households of East
Anatolia Region whose size bigger have to earn more than the households of Aegean
Region. Most of the poorest households live in East and Southeast Anatolia Region with

18%.
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Table 5: Monthly and Daily Poverty Lines (US $)
for the Cost of Minimum Food Expenditure
per Person (US $) and the Rates of
Poor Individuals

Poverty Rate
lines - of poor

person

Settlement Monthly  Daily
31 1.0

32 1.1 10
29 1.0 21
32 1.1 7
27 0.9 4
28 0.9 11
25 0.8 12
30 1.0 19
26 0.9 25
23 0.8 24

When we look at Table 5 for poverty lines of individuals, a person in Turkey should earn
31 $ a month and 1 $ a day in order to be over poverty line. In regional comparison, people
in Marmara Region should earn more than the people in Southeast Anatolia Region. It does
not mean that Southeast Anatolia Region is in the best position. The existence of bigger size
of household in this region causes this result.

The households and individuals who are determined by the cost of minimum food
consumption method can be defined as ‘“extremely poor”, because these households and
individuals have no power even to meet their food consumption.

Poverty Line on Cost of Basic Needs

In basic needs approach, poverty lines are established using households minimum food
consumption together with nonfood consumption. Housing is the biggest share in nonfood
consumption. Transportation, clothing, furnishing have the other shares in nonfood
consumption respectively. Poverty lines on the cost of basic needs which include the food
and nonfood expenditures of households, are calculated for household size and settlements.
Poverty lines per households and per person for the settlements and the average household
size are respectively given in Table 6 and Table 7. The values are given daily and monthly as
US dollars. Therefore, 31 % of households’ and 38 % of individuals’ monthly earnings are
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below the poverty line in Turkey. The poorest households and persons live in Southeast
Anatolia Region.

Table 6: Monthly and Daily Poverty Lines (US $) for the Cost
of Basic Needs per Household (US $)
and the Rates of Poor Households

Poverty Average Rate

lines member of of poor
household house-
member hold

Settlements Monthly  Daily

$ $

When the Table 6 is examined, households need minimum 198 $ a month and 6.6 $ a
day. In regional base, the households living in Mediterranean Region have the highest
poverty line comparing with the other regions. Most of the poorest households live in
Southeast Anatolia Region with 37 %.
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Table 7: Monthly and Daily Poverty Lines (US $)
for the Cost of Basic Needs per Person
(US $) and the Rates of Poor Person

Poverty Rate
lines of poor
person

Settlement Monthly  Daily

Looking at the Table 7, the person has to earn 44 $ a month or 1.5 $ a day in order
to be over the poverty line. In regional basis, person living in Mediterranean Region should
earn more money than the person living in East and Southeast Anatolia Region.

The Comparison of 1987-1994 for Poverty
In order to examine the dimension of poverty in respect of yearly changes, the
1994 and 1987 Household Income and Consumption Expenditure Survey Results were

compared. This comparison is given in Table 8.

Table 8: The Rates of Poor Households in 1987 and 1994(%)

Scttlements 1987 1994
Turkey 13 11
Urban 4 7
Rural 20 14
Turkey 31 31
Urban 22 28
Rural 38 32
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When the comparing the results of 1987 and 1994 surveys, the rate of poor households
increases in urban areas and decreases in rural areas in 1994 for both methods. When we
examine the population growth for 7 year period, the population of urban areas increases
with migration more than the population of rural areas.

1987 1994 Percentage

Population (1000) (1000) change
Turkey 52,561 60,576 15
Urban 25,764 32,700 27
Rural 26,797 27,876 4

At the same time, the migration from rural areas to urban areas was 18 % within the
period between 1985 and 1990.

Conclusion

In this paper, the level of poverty is defined according to the position of people
who are under the general level of income in society. That is the poverty level does not only
define the starvation and being homeless. Primarily, the minimum cost of food consumption
which constitutes minimum amount of calorie needed by an individual to survive the life is
calculated and the people under this value are classified as ‘“extremely poor”. For the
second method, not only the cost of food, but also the cost of housing, clothing,
transportation and furnishing is considered. If the household or person does not meet these
costs, these people are called “poor”.

In Turkey, poverty line for an individual is found out between 31 $ and 44 $ a
month. If we think of Gross Domestic Product (GDP) per capita, which is 2,500 $ a year or
208% a month, it is clear that GDP is not equally share in Turkey. To support this issue, it is
enough to look at the expenditure shares of lowest and highest 20% of households in the
1994 Household Income and Consumption Expenditure Survey. If we sort the households in
ascending order by their expenditure, it will be seen that while the lowest 20% of households
has a share of 6%, the highest has 47% of total expenditure. This big gap between household
groups not only indicates inequality between groups but also this plays that the lowest
income group satisfies with very few shares of expenditure. Surviving a life is not only
based on the consumption for food, housing, clothing, transportation and furnishing, but also
the consumption for health, education, culture and communication. According to the 1992
Human Development Report of United Nations (UN), Turkey is placed in the middle level
developed people and 71st in 160 countries (UNDP, 1992). In 1995 report, the place of
Turkey raised to 66th order from 71 order which signals an improvement in the general level
of wealth (UNDP,1995).

This improvement is supported by the results of 1987 and 1994 Household Income and
Consumption Expenditure Survey results. The data of these two surveys show that the number
of poor households decreased through in time. By equally distributing of GDP, households
and individuals will have a new position over poverty line. It should not be forgotten that
Turkey has this potential.
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Measurement of poverty in Uruguay

In Latin America two methodological approaches, ones which differ from each other in the
instruments used, are preferentially employed for the measurement of the phenomenon of
poverty. A third methodology is derived as a combination of the first two.

The first procedure, called the "income method," is based on the determination of the
minimum income which permits a household, in a particular time and place, to have
resources sufficient to satisfy the basic needs of its members, quantified as a specific
"basket" of goods and services. The use of this method is based on the calculation of the
Poverty Line (PL), identifying the poor in income as those homes which are below the line.

The second methodology, called Unsatisfied Basic Needs (UBN), identifies a series of
factors essential for adequate social development. These are related to the quality of the
housing unit, degree of crowding (density of persons within the unit), provision of drinking
water, availability of sewage service, school attendance, and subsistence capacity of the
home. By means of this methodology homes are classified as having basic necessities
unsatisfied when one or more of the factors is lacking.

Whereas the PL method is centered on current consumption by the home, the UBN approach
emphasizes the offering of and access to public services. The third procedure is called the
integrated or bi-dimensional measurement of poverty and is a combination of the two
approaches. The utilization of this methodology produces a typology of four types of
household:

1. Chronically poor, classified as poor by both of the first two methods.

2. Recently poor, households which are below the Poverty Line but do not have critical
unmet needs by the UBN method.

3. Structurally poor households, defined as having basic needs unmet but falling above the
poverty line.

4. Socially integrated households which do not experience the phenomenon of poverty
(non-poor by both methods).

The present work, taking into account the three approaches for quantification of poverty, is
based upon the first of these, that is the income method. On a national level during the last
years of the past decade, a first methodological proposal for the measurement of poverty by
said method was carried out, in spite of the fact that the current measures of poverty in
Uruguay are conducted by CEPAL (Santiago, Chile) on the basis of the Household Survey of
Expenditures and Income (HSEI) in 1982-83.
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The current analysis was developed within the framework of Project INE/CEPAL/BID
"Improvement of Socioeconomic Information Systems in Uruguay," utilizing national urban
data obtained by the Uruguayan National Institute of Statistics, from June 1994 through May
1995 (HSEI). The methodological design and the field work strategy of that survey were
developed so as to provide information necessary for the construction of the Basic Food
Basket (BFB) and the Poverty Line (PL).

The survey furnished recent data about patterns of consumption by households, permitting
the realization of studies needed to revise and bring up to date the content and values of the
BFB and PL.

Construction of the BFB takes into account the nutritional requirements of the population as
well as its consumption patterns. Its monetary value is used as a threshold to define the
population in conditions of indigency. It represents minimum alimentation based upon
consumption patterns in the respective households and should not be employed as a an
instrument to alimentary-nutrition education, since it does not constitute an ideal diet.

The nutritional needs of the average person, to which the "basket" refers, were determined
on by: (1) the number of individuals and their distribution by age and sex; (2) weight and
height of adults for the calculation of basal energy expenditure; and distribution by activity
level and time used for occupational and discretionary purposes.

For the calculation of the basal metabolism energy expenditure, age, sex, weight and height
were used as factors. The first two (age and sex) correspond to their sociodemographic
distribution in the sample used in the Household Survey of Expenditures and Income 1994-
95, analyzed by quintiles of income per person in Montevideo and the Interior. For weight
and height, the equations from the report of FAO/OMS/UNU were used.

Individual protein requirements by sex and age were determined on the basis of the 1985
FAO/OMS/UNU 1985 recommendations and on those adopted in the UNU/Fundacién
CAVENDES meeting. These recommendations are calculated on the basis of protein with
true digestibility of 80-85% and amino-acid quality of 90% in relation to milk and eggs. The
quality of the protein in the Uruguayan diet is higher than that utilized in said report, thus
assuring coverage of the necessities of the entire population.

In evaluating the BFB, it was thought relevant to analyze, aside from energy and protein
requirements, the balance of other ingredients, whose excess or deficit constitute a risk
factor for the health and welfare of the population.

In the case of Uruguay, the other relevant nutrients are total fats (relation between saturated
fatty acids, mono-unsaturated and poly-unsaturated), cholesterol, total alimentary fiber,
vitamin C, and iron. Taken into consideration were the nutritional goals for Uruguay
established by the Ministry of Public Health I and the Alimentation Guides for Latin
America.
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Estimation of the protein requirement for the average person (Table 3, original report) again
takes into account the distribution by age and sex in Montevideo and the Interior and the
recommended individual daily intake.

The Poverty Line represents the cost of a "basket" of goods and services that guarantees, at
the personal level, satisfaction of alimentation needs as well as other goods and services
basic to life. This is calculated by means of the BFB, taking into account the proportion of
the budget destined for alimentation in the households belonging to the stratum of reference.
Thus it is equal to the amount of income below which a household does not have resources
sufficient to satisfy basic needs, alimentary or otherwise, of its members.

The reference stratum is the population group whose consumption pattern is employed to
define the composition of the Basic Food Basket and to calculate the relationship between
food expenditures and the total budget of the households (Engel Coefficient).

The reference stratum is that in which:

i) the expenditure for alimentation is sufficient to satisfy minimum needs; that is, the
average caloric intake appears to be above the minimum estimated requirement
for the population, and

ii) the structure of consumer expenditures for other goods and services does not show
evidence of privation in the satisfaction of basic needs.

The households were ordered according to income per capita and grouped by deciles. In each
of the resulting strata caloric intake and expense structure of the households was estimated.
The reference stratum so defined corresponded to the group of households of the second
decile, both in Montevideo and the Interior.

The second decile in Montevideo is the first which exceeds the estimated requirements of
2,150 Kcal per person per day, presenting an apparent alimentary consumption of 2,354 Kcal
per day. Similarly, the second decile in the Urban Interior shows consumption of 2,281 Kcal
per day, exceeding the estimated requirement of 2,172 Kcal per day for that geographic
division.

With regard to the second condition the following aspects point to its fulfillment:

i) In the structure of non-food expenditures (housing, health, education,
transportation, and clothing) of the second decile there is no evidence of
consumption deprivation, given that the structure is similar to the contiguous
larger deciles; in fact, the second deciles in Montevideo and the Interior do not
present large divergencies from the structure of the adjacent deciles, three and
four, and in some instances from that of the fifth, although in the majority of the
cases the amount of expenditure proves to be clearly greater than that of the
stratum selected as a reference.
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ii) neither did the variety of goods and services acquired by the households of the
second decile show evidence that would lead one to assume there were important
restrictions on the freedom of choice of goods in comparison with the adjacent
deciles having greater economic capacity.

With regard to geographic distinctions, it was considered more adequate to maintain the
areas as different populations and to define the stratum of reference and the BFB for each of
them.

This decision was based on the significant differences which the two areas present with
respect to:

i) income level,

ii) structure of needs based upon life styles (for example in the requirement of
transportation expense) and

iii) facilities for meeting such needs
With regard to dietary patterns, such differences manifest themselves in:

i) the proportion of meals consumed in and outside the household, in each
geographic category, and

ii) the price of foods, as affected by commercial markups, chains of intermediation,
and quality and type of services associated with the supply of alimentary goods in
each area.

The development of these topics is presented in the first two parts of the original version (in
Spanish) of this document.

The third part deals with the construction of the Basic Food Basket and the Poverty Line.

The BFB is made up of a combination of goods the physical volume and composition of
which satisfy the average requirements for energy (calories) and proteins of a reference
population. It also reflects the consumption habits of the society and provides indications
about the necessity of incorporating certain dietary adaptations to prevent illnesses
associated with inadequate nutrition.

For the construction of the BFB, priority was given to the consumption habits of the
population selected as stratum of reference. Thus the BFB does not represent an ideal diet,
but instead includes the basic elements consumed by the reference group, adjusted for the
caloric requirement and with minimum modifications which, if indeed they indicate the need
to improve alimentation in certain parameters, nevertheless respect strongly the consumption
patterns.
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The alimentary pattern of the households was defined after analyzing the types of food
consumed, frequency of acquisition, expense, and quantity. For each food item the following
were considered:

i) the frequency of acquisition (percentage of households which acquired it),

ii) the monthly expenditure per person for the item (percentage of food expenditures)
and

iii) the physical quantity acquired per person.

After an exhaustive quality control of the implicit prices resulting in each case, it was
decided to utilize the physical quantities declared in the Household Survey of Expenditures
and Income. The survey collects information in terms of actual or gross weight, from which
the net or edible portion of each food or group was estimated, using correction factors of
local use estimated by the School of Nutrition of the University of the Republic.

On the basis of expenditures, the physical quantities of food consumed outside the
household were also estimated. Average market prices were used for this, identified in the
survey for each item (food or drink) in the corresponding period. Estimation of the
nutritional composition of these foods was established after defining a physical composition
for each item consumed outside the household.

The coefficients of nutritional composition of the foods [ were used to determine the
calories and nutrients corresponding to the physical quantities of each product.

Once the pattern of consumption of the households of the reference stratum was defined, the
goods which make up the BFB were selected. The selection was based on two criteria: the
proportion of household which consume each item and incidence of the same in the food
expenditures.

The "basket" included, with very few exceptions, those goods which met one or more of the
following conditions:

i) were acquired by more than 25% of the households,
ii) represented a least 1% of the food budget, or

iii) in the case where no item in a subrubric met the requirements set forth, the most-
consumed item within the subrubric was chosen.

Table salt, tea, and coffee were incorporated in spite of their not meeting any of the previous
conditions.

According to the procedure indicated, 62 food items were selected for the Basic Baskets of
Montevideo and Urban Interior. These represent 20% of the foods covered in the survey, but
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for the reference stratum constitute more than 80% of the expenditures for food and more
than 85% of the dietary calories. The important reduction in the number of articles with
respect to the original list respects, accordingly, the consumption habits of the respective
population. The expenditure for foods which were not specified in the "basket" was
accumulated within each subrubric, with the title "others." Table 4 (original document)
shows the foods which make up the "basket,"” the proportion of households which consume
them, and their part in food expenditures.

The elaboration of the BFB (Basic Food Basket) began with the consumption coresponding
to the stratum of reference in each geographic area. The first step consisted in replacing the
consumption of infrequent foods with frequently used foods, equivalent in caloric terms but
lower in cost. Exempted from this treatment for nutritional reasons were "fish and shellfish,"
"vegetables, tubers, and fruits," and "other foods."

After specifying the foods for the "basket," the items were evaluated in terms of the most
frequent risks in Uruguay. () Upon evaluating nutritionally the consumption structure of the
stratum of reference, it became evident that it was necessary to make adjustments in total
calories, iron content, fats (cholesterol in Montevideo), and total fiber. The consumption of
proteins was shown to be above necessary levels, and dietary variety was sufficient for
adequate consumption of vitamins and minerals. Iron is the mineral the consumption of
which was lowest in relation to the minimum recommendation, which corresponds to diets
with high bio-availability of that mineral. Consumption of fruits and vegetables was below
average, both in Montevideo and in the Interior.

Normative-type adjustments were made with regard to a small number of goods, seeking to
respect the fundamental features of the food habits of the reference stratum.

The adjustments were as follows:

i) to increase the consumption of fiber, the quantity of fruits and vegetables was
raised, assigning to the "basket" the average quantity of these items consumed in
each geographic area (Montevideo and Interior).

ii) to make adequate the amount of iron, the fish category was increased, assigning
to the "basket" the average quantity consumed by all households. It should be
noted that the incorporation of more fruits and vegetables improves the
conditions for absorption of iron, as a result of greater availability of Vitamin C.

iii) With regard to fats, ordinary ground beef was replaced by the leaner "special"
ground beef so that, without modifying habits, the households acquire a
better-quality product with fewer lipidic components.

iv) given that protein consumption was above needed levels and in accordance with
a suggestion coming from the Regional Workshop of Experts on Poverty
Measurement, it was decided to reduce the volume of meat in the Montevideo
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"basket" to reach protein levels similar to those of the Interior. This reduction
brought as a favorable consequence a drop in the Montevideo BFB'_ excessive
fat content, especially saturated fats and cholesterol.

The Basic Basket included in this instance the calories of frequently used foods and those of
non-replaced infrequently used items, plus those items incorporated for nutritional
adjustment. Since the resulting total caloric level surpassed needs, a reduction in volumes
was effected, proportional to the calories of the respective items, to bring them to cover the
estimated caloric requirement for each geographic area.

From the nutritional point of view, the BFB presents the following noteworthy
characteristics:

i) the caloric requirement is adjusted by geographic area,
ii) there is ample satisfaction of the estimated protein needs,

iii)Vitamin C content is above recommended amounts, a factor which favors the bio-
availability of iron, and

iv) the calcium level meets recommended levels.

Nevertheless, by respecting strongly the habits of the population, the BFB has the following
limitations:

i) it presents the maximum acceptable level for the proportion of calories coming
from fats (recommended levels are from 3% to 5% lower than those of the
"basket").

it) it maintains a high proportion of saturated fatty acids and a low proportion'of
poly-unsaturated fatty acids.

iif)it has the minimum amount of iron recommended for diets with high
bio-availability

iv)total fiber, although increased, is below the recommended amount.

On comparing the BFB of the Urban Interior with that of Montevideo, the following
differences are noted:

i) in the reference stratum of the Urban Interior, a larger amount of baked goods
(5%), the result of greater consumption in the bread rubric (Frénch bread,
home-baked bread, and "galleta de campafia"), as well as the fact that "alfajor"
cakes and croissants with fat appear in smaller quantities than in the BFB of
Montevideo,
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ii) a larger amount of cereals (13%), which is explained by a greater consumption of

rice and dry noodles in the reference stratum of the Interior, with smaller amounts
of fresh pasta (plain and filled) and the same quantity of wheat flour.

iii)a smaller amount of beef and its derivatives, although in the Interior the
consumption of stewing meat and lamb/mutton is noted.

iv) in the Interior there is less consumption of fish and shellfish, dairy products,
green vegetables, legumes, tubers, fruits, and soft drinks.

v) on the other hand, sugar consumption is 10% greater in the Interior.

To estimate cost of the BFB, it was decided to use the average implicit price of each item in
the reference stratum, after eliminating out-of-range items by means of a quality control by
household with a confidence interval calculated for the entire sample.

The cost of the "Basic Basket" per person per month for Montevideo, per 1,000 Kcal, was
5.63 pesos, which is 1% more than the reference stratum figure (5.56 pesos). The Urban
Interior amount was 3.94 pesos, 2% higher in comparison with the reference stratum cost
(3.86 pesos).

The total monthly, per-person cost of the Basic Food Basket, based on November 1994
prices, was 369.27 pesos for Montevideo and 260.75 pesos for the Urban Interior.

Accordingly, the cost of the BFB in Montevideo was 42% larger than that of the Urban
Interior. This difference is due to a 9% difference in physical composition (notably, greater
consumption of soft drinks, meats, breadstuffs and food of higher cost per calorie) and a
30% difference in the implicit prices of goods which are similar in both areas.

The Basic Food Basket assures alimentation adequate for nutritional requirements, but there
are other basic needs of a non-dietary kind which should also be satisfied for individuals.
Their quantification was carried out indirectly by means of the Orshansky Coefficient, which
is defined as the quotient of dividing the total consumption expenditure, including housing,
by the food expense, which is the inverse of the Engel Coefficient. '

The Orshansky Coefficient is adequate when it is calculated in a stratum of households that
does not present evidence of important privations in the expenditures. This requirement is
met by definition in the reference stratum, inasmuch as the absence of evident privations was
one of the conditions for its selection. Consequently, it is in the reference stratum that the
Orshansky Coefficient should be calculated in order to estimate the cost of satisfying the
basic non-dietary necessities. This cost, added to the Basic Food Basket, determines the
Poverty Line.
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In the Interior, the reference stratum presents an Engel Coefficient of 0.377, and thus the
Orshansky Coefficient is 2.65. Again, this result is near that of the third decile (0.346),
producing an Orshansky Coefficient of 2.69. The Interior reference stratum figure is near
that of the third decile (Engel 0.346, Orshansky 2.89) and is eleven percentage points greater
than that observed for all Interior households (0.27).

For the considerations aforementioned, in the calculation of the Poverty Line use was made
of the Orshansky coefficients corresponding to the total consumption expenditures,
including housing value, in the reference strata.

With regard to the normative adjustment of food expenditures, which is done by estimating
the BFB on the basis of the implicit diet in the reference stratum, one might also propose the
need to correct the Orshansky coefficient. As was pointed out earlier, on estimating the BFB,
a normative adjustment is made in the food expense; this adjustment changes the amount of
food expense in the reference stratum and, on being multiplied by the respective Orshansky
coefficient, also determines a corrected total expense level. For example, if the BFB requires
a caloric consumption less than that observed in the reference stratum, by applying the
indicated coefficient one adjusts downward in equal proportion the non-food expense.

Given the fact that the reference strata selected in this work present an implicit caloric intake
only somewhat greater than the nutritional requirements with which the Basic Food Basket is
calculated, it was understood that the correction alluded to should have little effect, and
accordingly was not necessary.
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It should also be noted that no corrections were made to the Orshansky Coefficient based
upon considerations about adult equivalents. The importance of these, as a consequence of
existing differences in the size and composition of households, has led to the initiation of an
analysis of the theme. !

The value of the proposed Basic Food Basket, equivalent to the Indigency Line, is 369.27
pesos monthly per person in Montevideo and 260.75 pesos in the Interior. Both values are
calculated on the basis of November 1994 prices, whereas at prices of May 1996, the
amounts rise to 549.41 pesos in Montevideo and 386.50 pesos in the Interior.

The Poverty Line per person is calculated by multiplying the Basic Food Basket cost by a
constant -the Orshansky Coefficient- corresponding to the reference strata defined by
geographic areas that were previously mentioned: 2.99 for Montevideo and 2.65 for the
Interior. The value of the Poverty Line reaches 1,104 pesos for Montevideo, and 691 pesos
for the Urban Interior, at November 1994 prices.

Values of BFB and PL.  : At prices of November, 1994 At prices of May, 1996
Montevideo Interior Montevideo Interior
Proposed BFB $369.27 $260.75 $549.41 $386.50
Orshansky 2.99 2.65 3.15 2.79
Coefficient
Poverty Line $1,104.12 $690.99 $1,729.37 $1,077.59
Source : Household Survey of Expenditures and Income 1994 - 1995

The cost of non-food necessities of the households and the quantification of the per capital
value of the Poverty Line -at prices of November 1994 and May 1996- are described in
greater detail in Part 3 of the original document, which includes in the appendix a
methodology for updating said value according to variations in relative prices.

The final part of the original document includes the quantification of the proportion of
households and persons with income below the BFB and PL during the period 1984-94,
characterization of poverty according to certain socio-economic variables of the population
in the areas studied (Montevideo and Urban Interior), and the access of those groups to
social services in such fields as health, education, alimentation, and housing.

Finally it should be pointed out that this work constitutes a synthesis of material presented in
the "Regional Workshop of Experts on Poverty Measurement" organized by INE-CEPAL
and carried out in Montevideo March 12-13, 1996. Recommendations formulated at that
time have been incorporated.
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For the calculation of the nutritional coefficients, the following sources were taken into
acccount:

Tabla de Composicién Quimica de los Alimentos elaborada por CENEXA (Mazzei, M.E.;
Puchulu, M. R. Argentina, 1991). This work compiles informnation about the nutritional
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POVERTY MEASUREMENT AND POVERTY STATISTICS IN -
AUSTRALIA

Abstract

This paper provides an overview of the main poverty measures used in Australia. It
briefly examines the needs of government for poverty measurement. In Australia, these
needs relate to the targeted, non-contributory social security system which is designed
primarily as a safety net for those with limited income from other sources.

In Australia, the Henderson Poverty Lines are the most commonly used measure of
relative poverty. These lines were drawn up by a Commission of Inquiry into Poverty in the
early 1970s. Since then there has been widespread debate on the appropriateness of these
measures for Australian society. However, no acceptable alternatives have yet been found.

Against this background, the paper describes the role of the Australian Bureau of
Statistics in the measurement of poverty. This role relates mainly to the provision of
household income and expenditure data for poverty research. However, the ABS has also
taken a lead in the expansion of direct income measures into the fields of resources other
than cash income. It has done this at a practical level in its Fiscal Incidence Study. At a
more theoretical level, the ABS has published a conceptual framework as a guide to the
measurement of a broad range of household resources considered to affect economic
well-being.

The ABS is also involved in giving expert advice to government and to private
researchers on the use of income and expenditure data. It is currently involved in this way
with research into the development of alternative poverty measures. These new approaches
include a Budget Standards Project and developmental work on measuring living standards.
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1. Introduction

The issue of poverty has been the subject of considerable research and debate in Australia
for some decades. This continuing debate centres on the level and profile of poverty, its
underlying causes and appropriate poverty alleviation programs.

Central to all of these issues is the more technical debate on how to define and measure
poverty. While much use is made of the 'Henderson Poverty Lines' in Australia (see 3.1),
debate continues on the relative advantages of indirect (income) measures and direct (living
standards) measures. The merits or otherwise of different sets of equivalence scales are still
discussed in academic papers. Debate also continues on whether the most appropriate
counting unit for poverty measures is the individual, the income unit used for social security
means tests, the family or the household. (See Appendix 2.)

Against this background of debate, the government does not officially recognise any
particular measure of poverty. Nor does the Australian Bureau of Statistics publish official
statistics on poverty. However the ABS publishes data on income distribution and 'low
income' that uses the equivalence scales recommended for use with the Henderson Poverty
Lines.

The Henderson Poverty Lines were produced as a result of two poverty studies in the
1960s and 1970s. These studies were influential in raising public awareness of poverty.
They also fueled an on-going debate on poverty measurement.

The first large study of poverty in Australia was carried out by the Institute of Applied
Economic and Social Research (IAESR) at the University of Melbourne in 1966. Following
wide-spread debate on the results of this study, the government set up a Commission of
Inquiry into Poverty in 1972. (Both the Melbourne study and the subsequent Poverty
Commission were headed by Professor Ronald Henderson of the IAESR.)

The Henderson Poverty Lines are the most commonly used poverty measure in Australia.
They were first produced in the early 1970s and have been updated each quarter since then.
The poverty lines have, however, been the subject of considerable debate in the last two
decades. Increasing dissatisfaction with the Henderson Poverty Lines has led to a growth in
research on alternative measures in the 1990s. This research is divided across a number of
alternative approaches to poverty measurement and these approaches are described later in
this paper.

2. Policy needs and poverty measures

One of the primary purposes of the Australian social security system is the alleviation of
poverty. Australia has a non-contributory social security system where pensions and
allowances are paid to individuals and families deemed to be in financial need. Need is
determined by use of income tests and assets tests are also applied for most payments.
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Pensions and allowances are available for those in need who are aged, sick, disabled or
unemployed. Sole parents may also receive benefits and additional payments are made for
children in low income families.

The development of measures of need and of poverty standards is particularly important
in such a system where targeting of benefits to the most needy is the primary aim.

The successful setting of levels of payments in such a system also depends on the
assessment of relative needs for different types of families. Policy makers in Australia
therefore have a requirement for a set of equivalence scales that will reliably reflect the
different income needs of families of different sizes and composition if such families are to
attain a similar standard of living.

The suitability of the equivalence scales used for the Henderson Poverty Lines has been
the subject of concern among both government policy makers and academics. This concern
stems from the fact that the scales were not derived from knowledge of relative needs within
Australia at the time (see 3.1.1 below). (At present, the Department of Social Security uses
its own set of implicit equivalence scales for setting different rates of pensions and
allowances.) Reliable data on the cost of children is a particularly important requirement for
such policy makers.

Also with regard to children, the question of defining financial 'dependency' is a
continuing issue. Levels of benefits paid to older adolescents and young adults who are still
living with their parents will be affected by views on whether these children are (or should
be deemed to be) independent of parental financial support. This issue is particularly
important in the case of full-time students.

This raises the broader question of how income is shared within families and households
and fuels the continuing debate on the most appropriate counting unit for poverty analysis.

At a broader level, government is also concerned that international comparisons of
income inequality or poverty in different countries should reliably reflect actual differences
in living standards. Concern with the quality of currently published comparisons was one of
the motivations for the ABS to initiate the forming of the Canberra Group in 1996. This
group has as one of its main aims the setting up of standards for measuring income
inequality for international comparisons.

3. Poverty measurement in Australia

Poverty measurement in Australia has traditionally been based on the income/expenditure
approach and the use of poverty lines. While there is some continuing debate in Australia
over whether poverty should be measured in terms of opportunity (levels of income) or in
terms of outcome (levels of consumption), the current poverty statistics are based on the
income approach.
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3.1

The common use of the income approach partly reflects the dominant role played by the
Henderson Poverty Lines in poverty measurement in Australia. The Commission of Inquiry
chose the income approach on both practical and ideological grounds. Firstly they chose
income because it was 'measurable’.  On a more ideological note, the Commission stated
that '..an adequate income is fundamental to a person's security, well-being and
independence. .... An adequate income allows him freedom of choice and freedom to
participate in activities of his choice. It contributes greatly to personal freedom and the
extent of opportunities available.” (Commission of Inquiry into Poverty, 1975)

While the Henderson Poverty Lines remain the most commonly used measure, some
Australian researchers prefer to use an alternative poverty line that relates equivalent income
of particular families to the median equivalent income of all families in the population. This
measure has often been used for international comparisons. In Australia, it is combined with
varying sets of equivalence scales, particularly the Henderson equivalence scales or scales
developed by the OECD.

Before discussing these two poverty lines in detail, it should be noted that the results
derived from use of these measures are quite different. For example, based on results from
the 1994-95 income survey, the proportion of income units deemed to be in poverty was 20
per cent using the Henderson Poverty Lines and 10 per cent using the measure of 'less than
50 per cent of median equivalent income'. (See Table 1, Appendix 1.) These differences in
poverty statistics can be confusing for both government and the community.

The difference in the level of poverty using these two measures is further complicated by
varying practices regarding the use of statistical units, reference periods for income and even
the populations studied. Some poverty analyses are based on a restricted population that
excludes families in business and some juveniles. Other analyses are based on the total
population in private households. Use of alternative methods of updating the poverty lines
can further complicate the picture. An overview by Whiteford of different results derived
from poverty studies in Australia is attached in Table 2, Appendix 1.

Henderson Poverty Lines

The Henderson Poverty Lines are applied to the income of restricted family units called
'income units' and are based on weekly cash income receipts after the deduction of direct
taxes. Alternative sets of poverty lines are available. One set uses 'detailed' equivalence
scales that take into account a wide range of income unit characteristics such as family
status, age, sex and work status of individuals. An alternative set uses simplified scales that
allow only for consideration of parent/dependent child status and work status of individuals.
The poverty lines can also be calculated for income before, or income after, housing costs.

The first poverty lines, set by Henderson and his colleagues in the Melbourne Study, were
based on a minimum standard of living provided for by the basic wage in Australia. (The
concept of a basic wage had been set by a landmark decision taken by the Arbitration Court
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in 1907 which set a basic wage that was to provide for 'the normal needs of the average
employee regarded as a human being living in a civilized community’. (Henderson, Harcourt
and Harper 1970.) The poverty line for the standard unit of two adults and two children was
set at the Australian basic wage in 1966 plus the value of child endowment provided under
the Social Security system.

Reporting on the setting of the lines for the Melbourne study, Professor Henderson and his
colleagues justified the poverty line on the grounds that it was '..a definition of poverty so
austere as, we believe, to make it unchallengeable. No one can seriously argue that those we
define as being poor are not so.” (Commission of Inquiry into Poverty 1975.)  Professor
Henderson also commented that given its relationship to average earnings and social security
child endowment, ‘it is comparable to poverty lines that have been adopted in some surveys
carried out overseas, particularly in the United Kingdom, the United States of America and
Denmark.’

The up-dating of that poverty line has made it quite obviously a relative poverty measure.
The poverty line for the standard unit adopted in the Melbourne study in 1966 had been
approximately 57 per cent of seasonally adjusted average weekly earnings (AWE). When
the Commission of Inquiry into poverty set the Henderson Poverty Lines in the early 1970s,
this relationship with AWE was retained. For some years the lines were updated to retain
this relationship to average weekly earnings. However, there was later concern about the fact
that while the Henderson Poverty Lines were based on net (after tax) income, the AWE was
a gross income measure. The method of adjusting the lines was therefore changed in the
1980s, when movements in the household disposable income per capita (HDIPC) were
substituted. Over time, this has had the effect of increasing the value of the poverty lines at a
greater rate than increases in AWE.

The choice of equivalence scales at the time the Henderson Poverty Lines were drawn up
was complicated by the fact that there were no satisfactory Australian studies that provided a
basis for determining relative needs of different families. The Poverty Commission therefore
chose to use equivalence scales derived from a 1954 report on family budgets prepared by
the Budget Standard Service of the Community Council of Greater New York.

3.1.1 Criticisms of the Henderson Poverty Lines and equivalence scales

Before examining the many criticisms of the Henderson Poverty Lines, it should be noted
that despite extensive research and academic debate over the last two decades, critics agree
that no acceptable alternatives have been developed for Australia.

With this in mind, it can be stated that the lines are the subject of concern on the
following grounds:
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e The arbitrary basis for setting the poverty line for the standard unit

The setting of the Henderson Poverty Line for the standard unit at 57% of average weekly
earnings was seen to be fairly arbitrary and not necessarily based on a judgement of family
needs in the early 1970s.

e The nature of equivalence scales used to adjust for different families

The equivalence scales did not necessarily reflect comparative needs of low income
families in Australia in the 1970s given that they were based on a budget study carried out in
another country many years before. The continued use of these scales in the late 1990s is
strongly criticized.

¢ The method of updating the poverty line over time

The current method of updating the poverty lines, using the HDIPC is often criticized.
The concept of household income in the national accounts is much broader than that used in
the income distribution surveys on which most poverty studies are conducted. For example,
the HDIPC includes items such as imputed interest on superannuation funds and imputed
rent from owner-occupied dwellings - items that are excluded from income in the survey
data.

It is not surprising, therefore that the growth of HDIPC and average weekly earnings have
diverged over time. However, more importantly for the critics, increases in both the HDIPC
and AWE have been greater than movements in the consumer price index. This means that
the values of the Henderson Poverty Lines have increased much more than inflation over the
last twenty years.

¢ Sensitivity of the poverty line to government social security payments

The Henderson Poverty Lines for some family types are very close to the maximum social
security payments for these families. This means that very small increases in either the value
of the social security payments or the poverty lines can result in large numbers of families
being deemed to have fallen into (or moved out of) poverty, with little real change in their
financial circumstances.

3.1.2 In defense of the Henderson Poverty Lines
As noted above, while there has been considerable criticism of the Henderson Poverty
Lines and equivalence scales, no alternative measure has been produced that has gained wide

acceptance by researchers in Australia.

In defense of the equivalence scales, it can be said that other studies have come up with
similar results to those used for the Henderson Scales. The Henderson scales have also been
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3.2

33

defended on the grounds that they take into account a wider range of characteristics of
families than do most other scales.

At a more general level, the sensitivity of the Henderson Poverty Lines to government
benefit payments is likely to be shared by any other head count measure defined by a specific
$ value cut off point.

Poverty line at <50% of median equivalent income

This measure has been used in some poverty studies in Australia in the 1990s. (Mitchell
and Harding 1993.) The fact that it is an alternative measure of relative poverty has probably
been influential in its use. Its use has also been partly influenced by a desire on the part of
researchers to compare poverty in Australia with poverty trends in other countries.

However, this measure shares many of the advantages and disadvantages associated with
the Henderson Poverty Lines. On the plus side, there is some advantage for presentation of
data in having a simple cut-off point which clearly defines a poor population.

On the disadvantage side, the selection of the line at 50% of median income is, again,
arbitrary. Its use still leaves the question of appropriate equivalence scales for Australia
unanswered.

Lowest equivalent income quintile

The profile of families in the lowest equivalent income quintile is sometimes used as a
proxy profile of poverty in Australia. The Australian Bureau of Statistics has traditionally
preferred to use this measure and to describe families in this income range as having 'low
income' rather than being in poverty.

However, this measure of families in the lowest quintile also shares many of the
disadvantages of poverty lines. The choice of the quintile, rather than some other quantile,
as cut-off point is again arbitrary. The use of this sharp cut-off point may result in a similar
sensitivity to social security payments encountered when using poverty lines.

When the measure of 'lowest income quintile' is used as a proxy measure for poverty it
suffers from an additional disadvantage in that the measure allows for no improvement, or
deterioration, in the number of families deemed to be in poverty . By definition, the poor
will always comprise 20 per cent of all families.

4. Research on alternative poverty measures for Australia

A number of new projects are under way in Australia to improve the basis of poverty
measurement. The first of these is a budget standards study. The second is the move on a
number of fronts to develop measures of living standards as direct measures of poverty.
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4.1 Budget standards approach

The Department of Social Security has funded a project designed to draw up low cost
budgets for Australian households. This project is being carried out by the Social Policy
Research Centre at the University of New South Wales. The study is designed to produce an
alternative approach to income adequacy than that used in the Henderson Poverty Lines. In
particular the aim is to develop income standards that have more relevance for Australian
circumstances and values in the 1990s.

The work on the budget standards is being based largely on methods pioneered by the UK
Family Budget Unit in the early 1990s. These methods are, however, being modified to
Australian conditions. The budget standards work will take a relative approach to 'adequacy’
or 'deprivation' rather than attempt to set subsistence budget standards.

Two standards are being derived, a low cost standard and a modest but adequate standard.
The low cost budget is designed to allow for frugal living that will still allow for social and
economic participation. '

The modest but adequate standard provides for a higher level of living that would allow
for full participation in Australian society and the basic options it offers. It is seen as falling
somewhere around the median standard of living in Australia.

Results of the study are due to be published later this year. Professor Saunders, the
Director of the project states that it remains to be seen whether these budget standards will
provide the basis for replacing the Henderson Poverty Lines or whether they will produce
another set of adequacy standards to complement them. (Saunders 1996a) It seems likely,
however, that there will be considerable debate on the nature and quantities of items included
in costing the standards.

4.2 Living standards approach

The poverty measures discussed above have been indirect measures concentrating in some
fashion on the resources available to households. ~An alternative method of measuring
poverty is the more direct approach that examines the outcome side of the picture, i.e. the
living standards of the population. Measures of standards of living may include
consideration of items such as health status, employment, housing and education. This
approach was the subject of growing interest for government and researchers in Australia in
the early 1990s. " :

Between 1991 and 1994, the Australian Institute of Family Studies (AIFS) undertook a
major study of the living standards of Australian families. The study took the viewthat
living standards depended not only on cash income but also on the efficient delivery of
necessary services to families. The Australian Living Standards Study (ALSS) adopted a
'spheres of life' approach that had been developed in Scandinavia. It examined fourteen
spheres of life including health, housing, economic résources, transport; employment,
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education and social and political participation. The study also had an important goal of
examining locational differences in living standards. A large body of literature has been
produced from this study. (See de Vaus, D., 1996.)

Further study along these lines was carried out by two Australian academics whose report
entitled 'Living Decently' has had a large impact on the poverty debate in Australia. (Travers
and Richardson 1993.) Following publication of this report, the Department of Social -
Security funded a pilot survey on living standards of its clients in 1996. (Travers and
Robertson 1996.) At present, the ABS is cooperating with the Department of Social Security
in further building on this work on measurement of living standards in Australia. In the
initial stages of this project, work will concentrate on the development of a conceptual
framework for measuring living standards in the community.

The Living Standards Approach does, however, also have some disadvantages when used
as a basis for poverty measurement. In particular, the resultant data is bulky and often
difficult to integrate into a single summary measure of deprivation.

5. ABS role in poverty measurement and poverty statistics

As there is no officially sanctioned poverty measure for Australia, most poverty statistics
reflect work carried out by academics and other research organizations.
The Australian Bureau of Statistics has not developed its own poverty measures and does not
publish poverty statistics. This reflects, in part, the ABS's recognition of the inherently
arbitrary nature of most poverty measures and the disparate results that can be obtained from
the use of different measures. However, the ABS has played a very important part in most of
the poverty research in Australia by providing a wide range of data on household income and
expenditure and on other indicators of material resources. The ABS also provides analyses
of income data (such as that contained in the Fiscal Incidence Study). It provides technical
advice to other researchers and, most recently, it has developed a conceptual framework for
household economic resources.

5.1 Household income and expenditure surveys

The ABS conducts a Household Expenditure Survey every five years and an annual
Survey of Income and Housing Costs. Both of these surveys also provide data on the
socio-economic characteristics of the population. Data from the surveys are made widely
available in the form of publications and confidentialised unit record files for government
and private researchers. Almost all poverty measurement in Australia is based on this survey
data. ~

The quality of this data is very good. Response rates are high, partly because of
legislation that requires the sampled population to co-operate in the surveys. The ABS also
carries out imputation of missing data items to provide a complete picture of level and source
of income for all private households.
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5.2

5.3

As with similar surveys conducted in other countries, there are some limitations in the
data. In particular, the surveys do not collect information on the full range of economic
resources available to households. For example, the surveys do not collect data on the
receipt of capital transfers or on the households' wealth.

Some of the income data that is collected is subject to under-reporting. This is
particularly the case with income from self-employment and with property income. The
ABS is examining methods for overcoming these deficiencies via imputation to adjust for
under-reporting. :

For the 1998-99 Household Expenditure Survey, the ABS is also testing the inclusion of
questions on capital receipts and disbursements and on financial stress for low income
households.

Incidence of government indirect benefits and taxes

The ABS has also responded in other ways to the growing dissatisfaction in Australia
with the measurement of poverty based on cash income only. Since the mid 1980s the ABS
has been publishing results of a fiscal incidence study conducted using the results of its
Household Expenditure Survey.

The study examines the effects of both selected government indirect benefits and indirect
taxes on the distribution of household income. (ABS (1996a)). Indirect benefits included in
the study include benefits provided by government expenditure on housing, health, education
and welfare. This study provides an alternative measure of household income and shows the
relative impact of government redistribution on households with low income or with other
characteristics such as large families and the aged. While the primary aim of the study was
not the measurement of poverty per se, the study has been used to provide an alternative
profile of low income families.

The study does, however, suffer from the problem that not all government indirect
benefits have been allocated. More theoretical and practical work remains to be carried out
on possible allocation of these other benefits.

The study also raises the question of the validity of giving cqhal value to cash and in-kind
benefits when the latter offer no element of choice of use for the recipients.

Conceptual framework

As noted above, the ABS provides the conceptual basis for most of the statistics used in
measuring income and expenditure. It does this through the concepts, definitions and
classifications which underpin the statistics of household income and expenditure.

More recently, the ABS has produced a conceptual framework for measuring household
income, consumption, saving and wealth. (ABS 1995) This framework assists the poverty

A
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debate with its provision of a broad definition of economic well-being that goes beyond the
concept of cash income.

Current poverty measures that are based solely on levels of cash income rely on an
assumption that cash income is a good proxy measure for economic well-being. For some
sections of the population this is not the case. For example, the exclusion of consideration
of wealth from the measure of poverty will over-estimate the poverty levels for the elderly, -
many of whom have considerable assets in the form of home ownership. Exclusion of
consideration of the value of household production and services may over-estimate the
poverty of households where one spouse is engaged in full-time home duties. By including
the value of imputed income from owner-occupied dwellings and the value of services
produced within a household from unpaid work, the concept of economic resources is
expanded. More importantly, poverty measures based on the broader concepts will show an
alternative profile of households regarded as having low income.

In brief, the ABS's income framework maps out the relationship between the stocks and
flows of all household economic resources and presents alternative measures of economic
well-being for households. This broader concept of economic well-being can be measured
from either the resources (receipts) side of household accounts or from the use of resources
(disbursements) side.

On the resources side, the framework provides the following definition of economic
well-being:

Economic well-being = disposable income
- saving
+ transactional change in net worth
+ other change in stocks
+ notional wealth annuity.

The ABS recognizes that there are considerable practical problems for collecting or
imputing much of the data necessary to operationalise this measure. However, the ABS also
hopes that its current research program for improving the range of data for poverty
measurement may provide some additional information to help fill out this broader picture.

5.4 ABS as technical adviser

In addition to its survey and conceptual work, the ABS also provides technical advice and
assistance to government and private researchers on the use of ABS data to measure income
distribution, income inequality and poverty. The ABS is also co-operating with those groups
involved in developing alternative poverty measures.

For example, the ABS has recently carried out a study for the Department of Social
Security on the sensitivity between Henderson Poverty Lines and the levels of government
social security payments to families. (ABS 1996¢)
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The ABS is also represented on steering committees for studies into income distribution
and levels of adequacy. Most recently, the ABS provided a representative for an
Interdepartmental Committee on Trends in Income Distribution in Australia (1995). An
ABS representative is also on the steering committee for the Budget Standards Project
mention in 4.1 above.

6. Conclusion

In summary, government policy makers, the ABS and private researchers have played a
co-operative role in poverty research in Australia for some decades. All three groups have a
current concern for widening the scope of the income concept for poverty measures and new
work is being carried out on alternative 'living standards' measures.

The importance of this work will continue to be recognized as Australia faces the
prospects of an aging population, structural change in the economy, and a non-contributory

welfare system.

The continuing need for reliable international estimates of poverty will also remain.
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Appendix 1. Selected Poverty Statistics

Table 1: Poverty rates for income units®, Henderson Poverty Lines and <
50% of Median Equivalent Income, Australia, 1994-95

Income unit type

Per cent of income

Per cent of income

units below HPL units below 50%
MEI
Poverty Line

One person income units

under 25 years 24.7 20.5

25-44 years 14.9 7.0

45-59/64 years ® 29.9 11.0

aged 40.0 59
All one person income units 26.0 11.7
Couples, no dependents

aged 9.5 6.5

non-aged 93 59
All couples, no dependents 9.4 6.0
Couples with dependents

1 child 12.8 6.4

2 children 134 8.9

3 or more children 21.5 14.8
All couples with dependents 15.2 9.6
One parent income units

1 child 28.0 11.8

2 children 329 15.3

3 or more children *36.2 *28.1
All one parent income units 31.0 15.7
All income units 19.6 10.0

(a) See Appendix 2 for definition of income units.
(b) Females < 60 years of age, males < 65 years of age, reflecting ages for
eligibility for government Age Pensions.
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Table 2: Results of Studies of Poverty in Australia

Study Poverty Measure Period Data Source Main Results
Saunders and Henderson, 1981/82 to | Income Poverty rate rose
Matheson (1991) | HDIPC 1989/90 Distribution from 9.2 to 12.8%
Survey (IDS)
Bradbury and | A. Henderson, | 1983/84 to | Microsimulatio | A. Poverty rate fell
Doyle CPI 1989/90 n, from 11.3 t0 9.4%
(1992) B. Henderson, IDS B. Poverty rate rose
average survey from 113 to 11.4%
income
Saunders (1990) | A. Henderson, | 1982/83 to | Microsimulatio { A.  Poverty fell
CPI 1989/90 n, from 8.9 to 6.5%
B. Henderson, IDS B. Poverty rose
HDIPC from 8.9 t0 11.6%
Saunders (1994) | Henderson, 1981/82 to | IDS Poverty rose from
HDIPC 1989/90 10.7 to 16.7%
Harding and 50% of median | 1981/82 to | IDS Poverty fell from
Mitchell (1992) [ income 1989/90 11.0t09.5%
Mitchell and 60% of median | 1981/82 to [ IDS Poverty gaps stable
Harding (1993) | income, poverty | 1989/90 or falling slightly
' gap ~
Saunders and 50% of median | 1981/82to | IDS Poverty rose from
Matheson (1993) | income 1989/90 9.3t09.4% '
Harding (1995) | 50% of median | 1994 Microsimulatio | Poverty
income, before n, substantially
and IDS reduced by "social
after the "social wage" (from 12 to
wage" 4%  for couples
_| with children)
NATSEM A. Henderson, | November | Microsimulatio | A. Poverty at
(1996) all 1995 n, 11.8%
costs IDS B. Poverty at 9.2%
B. Henderson,
after
housing costs

Table reproduced from Whiteford, P., (1996) What do we know about poverty and income
inequality in Australia? Mimeograph, Department of Social Security, Canberra.
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Appendix 2. Statistical units - definitions

Data from the ABS's household surveys of income and expenditure are produced for a
number of different statistical units. Data on income is collected from individuals but is also
aggregated during processing for, income units, families and households. Expenditure data
is available only at the household level.

Definitions of statistical units
1. Household

A household is defined as a group of people who usually reside and eat together.
Operationally it is defined as either:

(a) a one-person household, that is, a person who makes provision for his or her own food
or other essentials for living without combining with any other person to form part of a
multi-person household; or

(b) a multi-person household, that is, a group of two or more persons, living within the same
dwelling, who make common provision for food or other essentials for living. The persons
in the group may pool their incomes and have a common budget to a greater or lesser extent;
they may be related or unrelated persons, or a combination of both.

2. Family
A family is broadly defined as two or more related people who usually live together.

More specifically, a family comprises two or more persons, one of whom is at least 15
years of age, who are related by blood, marriage (registered or de facto), adoption, step or
fostering, and who are usually resident in the same household. A separate family is formed
for each married couple, or for each set of parent/child relationships where only one parent is
present.

3. Income unit

An income unit is defined as one person, or a group of related persons, within a
household, whose command over income is assumed to be shared.

The relationships allowed for in the definition of income unit are restricted to those of
marriage (registered or de facto) and of parent/dependent child.

A dependent child in this context is a resident offspring under the age of 15 years or aged
15-24 years who is a full-time student and has no spouse or child of their own present in the
household.
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Poverty measurement in Australia: The effect of government non-cash
benefits and location

Introduction

In Australia there has been a continuing interest in measuring the multi-dimensional
aspects of poverty. The Commission of Inquiry into Poverty in the early 1970s examined a
wide range of issues including links between poverty and illness, service delivery, location
and disadvantage. (Commission of Inquiry into Poverty 1975)

The Australian Institute of Health and Welfare has undertaken analyses of the relationship
of poverty and disadvantage to health and also to housing and community services as part of
its core work reporting health and welfare assistance information in Australia. The Institute
has examined poverty and housing costs in its series of biennial reports on Australia’s
welfare services and analysed relationships between health and income in the counterpart
report on Australia’s health. (ATHW 1996, ATHW 1995).

Current measurement issues

The paper presented by the Australian Bureau of Statistics (ABS) at this seminar
discusses details of the Australian social security system and identifies the issues relating to
poverty measurement. This paper further examines some of the issues raised in relation to
broader measures of assistance.

Several aspects of the current Australian environment indicate the need for a multi-
dimensional approach to poverty measurement that recognizes the effects of non-cash
assistance and location. These include:

» the use by governments of both cash and non-cash assistance to address poverty;

» recent real growth in the size of government outlays in the area of heaith and welfare
services including targeted assistance;

* an increase in the complexity of transactions between governments and individuals over
time, often involving a mix of both cash and non-cash assistance; ‘

* a growing trend to de-institutionalize services with more health and welfare services
appearing in private dwellings and data collections are coming across increasing service
rich/cash poor households; and

» recognition that the effectiveness of assistance to disadvantaged households often varies with
location due to factors such as price and accessibility.

Increased complexity of transactions

In Australia, growth in the complexity of government transactions with households
involving cash and non-cash assistance have made cash only poverty measures less useful.
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For example in health, the introduction of a co-payment for previously free pharmaceuticals
has meant:

» for pensioners pharmaceuticals, under the Pharmaceutical Benefit Scheme(PBS) move
from being free to $2.60 each;

» aged pensioners receives $5.20 extra cash per fortnight to cover this increased cost;

» there is an increase in cash income, these pensioners are apparently better off, but  their
basket of goods costs more and on average is believed to be revenue neutral for
households and government;

* acash only analysis concludes an increase in income and possible shift in poverty levels.

The importance of fully measuring these effects is likely to increase in Australia where
governments are currently reviewing and proposing reforms in several areas of assistance.
These changes involve shifts in the mix of cash and non-cash assistance which traditional
poverty measures have trouble compensating for.

Structural change

Australian governments, both national and State, are currently examining options to
improve the effectiveness and efficiency of the assistance they provide. In the area of
housing assistance, which has historically developed as two separate streams of assistance,
one for private renters involving cash assistance and the other for public renters involving a
non-cash rebate, structural change to improve the comparability and transparency of
assistance may produce distortions to cash measures of poverty.

"One current proposal for housing assistance could see the national government
responsibility shift from capital funding for public housing to an income support role,
providing cash rent assistance as it currently does for disadvantaged private renters. The
implications for measurement are:

» in terms of government outlays there would likely be a revenue neutral transfer of around

$1 billion from capital housing transfers to social security cash transfers;

* in terms of cash poverty measures approximately 300,000 public renters would appear
better off by the amount of cash rent assistance they would receive(in place of their
current non-cash rebate);

» their command over goods and services is likely to remain neutral if the cash subsidy
is equal to their current non-cash rebate;

 ininternational comparisons it would improve Australia’s standing in terms of cash

- poverty and income distribution analysis and see an increase in total outlays for the
government purpose classification identifying social security and welfare outlays.

There is a need to ensure that changes in government roles and financing relationships do
not create statistical artefacts in poverty measures.
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Measuring inequities

Related to this has been an increased awareness of inequities in assistance having major
implications for poverty analysis. Over time, different rates of growth and degrees of
substitutability of government programs between similar cash and non-cash assistance or
between areas have highlighted the need for a multi-dimensional approach to poverty.
Examples of these concerns are:

* Inequities between similar cash and non-cash benefits: - the 1993 Industry Commission
Public Housing Inquiry noted that the value of Department of Social Security cash rent
assistance per recipient household was $1200 p.a. while the non-cash rebate for public
housing tenants was $3020 p.a..(Industry Commission 1993)

* Inequities in similar non-cash benefits over geographic or social class groups: - The Audit
Office of NSW noted that for children’s services the Department of Community Services’
Preschool subsidy per eligible child in 1992-93 was $437 in the most-disadvantaged 10% of
local government areas while for the least-disadvantaged 10% of local government areas the
subsidy was $563. (Audit Office of NSW 1994)

Data availability

The measurement of the effect of non-cash assistance and location aspects of poverty in
Australia has been supported by three major Australian Bureau of Statistics (ABS)
initiatives:

» the compilation and release of data on the effects of government benefits and taxes on
-household income (ABS 1996) - the first release of this data in 1987 meant Australia has an
official set of income estimates covering the five income concepts covering all types of
transactions between the state and the individual, namely cash and non-cash benefits and
direct and indirect taxes, similar to the United Kingdom Central Statistical Office work
regularly published there since the 1960s;

» the development of a set of socio-economic indexes from the 1986 ABS Population Census
and their inclusion in subsequent data; and

» the increased availability of confidentialised unit record files from the suite of ABS
household surveys and a one percent sample of the Population Census.

This has greatly helped organisations such as the Australian Institute of Health and
Welfare (AIHW) to analyse and attempt to quantify complex issues surrounding poverty
measurement. '

This paper examines how this information has been used outside the ABS by government
agencies and researchers to further develop broader poverty methodologies.



AUSTRALIA (AIHW) 149

Measuring multi-dimensional aspects of poverty

In Australia, a range of agencies are undertaking the development of methodologies to
improve information on poverty and income distribution issues. A major portion of this
work has been carried out, or funded by, the two major Commonwealth social policy
agencies, namely, the Department of Health and Family Services(DHFS) and the Department
of Social Security(DSS). ‘

In addition to undertaking in-house analysis both Departments fund external agencies
including: '

the Australian Institute of Health and Welfare (AIHW);

the National Centre for Social and Economic Modelling(NATSEM);

the Australian Institute of Family Studies(AIFS); and

the Social Policy Research Centre(SPRC) at the University of New South Wales.

This major focus of this paper is on the measurement work of the AIHW and related work
previously undertaken at the Department of Health and Family Services.

The measurement of non-cash services in poverty

In Australia, governments (Commonwealth, State and local) use both cash and non-cash
forms of assistance to address issues around poverty and living standards. While some
assistance is directly aimed at reducing poverty other forms often have an indirect effect.

The Social Outlays Project undertaken at the Department of Health and Family Services,
then titled Department of Health, Housing, Local Government and Community Services
(DHHLGCS) in the early 1990s analysed the ABS Household Expenditure Survey data and
produced three reports on these issues. The main results of the reports are summarised as
follows.

Report 1, titled “The distribution of the health, housing and community service outlays
of government amongst households, 1988-89” (DHHLGCS 1993a) found that:

In 1988-89 the average weekly government outlay per household on health, housing and
community services was $61.29 This represents a total of $22.04 per person a week of which
$16.91 or 77 percent was for health care.

The per capita value of assistance to low income households is, on average, twice that for all
households.

The poorest 30 percent of households consumed over 40 percent of these government outlays.
Over 60 percent of housing benefits and 56 percent of community service outlays were
consumed by the poorest 30 percent of households. '

In 1988-89 a larger share of these outlays were directed to the lower income households than
in 1984
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The second report, “The distribution of government and household outlays on health
care, 1988-89”(DHHLGCS 1993b) showed:

e Australian governments provide over 80 percent of health care expenses for low income
households compared with an average of 68 percent for all households and 56 percent for
the highest income households.

e Targeted health programs such as the Pharmaceutical Benefits Scheme (PBS) provide
valuable subsidies for low income households and the aged:

- the value of government provision of pharmaceuticals for aged pensioner

households was on average $14.15 per week.

the high use of prescription medicines by low income households, particularly

the aged, is not reflected in high household expenditure on prescriptions by

these households; and

- the PBS has an important income effect with an estimated value for aged
pension households of approximately 8 percent of their gross income.

The omission of the redistributive characteristics of the Australian health care system
underrates the contribution of government services in redirecting scarce resources to
assisting those most in need.

The third report titled, *The distribution and impact of government rental housing, 1988-89”
(DHHLGCS 1993c) reported:

Government rental dwellings are mostly occupied by households from low income groups
with 58 percent of all government renters in the lowest three income deciles (the poorest
30 percent of all households). v

Housing costs for government renters were 70 percent of the average housing costs for all
households in 1988-89. In 1984 they were 83 percent of the average housing costs.
Government renters spent only 15 percent of their total expenditure on goods and services

on housing, compared with 20 percent for private renters.

Low income government renters have greater purchasing power, reflected in a higher cash
income remaining after housing costs, than do private renters on a similar income.

Single parent households are the government renter group that, on average, receive the
highest level of government rental subsidy.

Issues for poverty measurement:

The three reports concluded that:

Government non-cash outlays on health, housing and community services have an income
replacement effect, by reducing the cash budget commitment of households, they
contributes significantly to their level of well-being.
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. This income effect causes changes to household demand functions effectively changing
their budgetary constraints and allowing a command over goods and services that is higher
than apparent from household cash income alone.

. The effect of this becomes apparent when comparing the budget or income effect of
government renters, which has an average value of $28.40 per week, with government
pensioners and beneficiaries in private rental markets who in 1988-89 received extra cash
assistance to a maximum of $15 per week.

* The case is more complex for community services where a range of benefits from total care
in nursing homes to subsidised child care are provided, but to a very narrowly defined
group of recipients. Child care fee relief in 1993 had a recipient value of $4625 p.a. and
this assistance is not included in cash income analysis.

. While no detailed Australian analysis has been undertaken, due to the lack of an official
poverty line, the significance of non-cash transfers is highlighted by the U.S. Congressional
Budget Office which estimates that the inclusion of in-kind benefits in income statistics
would cause the number of people in poverty in the U.S. to decline to approximately 9
million compared with the official poverty statistics showing nearly 25 million people in
poverty. (US Department of Commerce 1984)

. The inclusion of social wage benefits in poverty analysis can change the relative and
absolute income levels of certain households and thus alter the outcomes of income
redistribution and poverty analysis. Conversely the exclusion of non-cash benefits can lead
to the relative disadvantage of different groups being misrepresented.

The Institute is currently updating this work and the following section provides a
summary of the work currently under way (forthcoming discussion paper).

The effect of housing, health and community services outlays on households in 1993-94

In 1993-94 the size of government non-cash social outlays across all levels of government
in Australia was:

eHealth: $23,537 million
*Housing: $3,820 million
e Community services: $6,319 mill
e Education services: $19,748 mill

For health, housing and community services outlays this represents a subtotal of $33,676
million. This compares with cash income support outlays of the Department of Social
Security(DSS) and Department of Veteran’s Affairs(DVA) of cash transfers of $40,133
million in the same period. '

Main results from the 1993-94 analysis show:

» In 1993-94, government outlays on health, housing and community services for households
averaged $84.76 per household per week.
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The average per capita government outlay for people in the 20% of households with the
lowest incomes was just under twice that for all people.

Out of pocket health expenses for disadvantaged households were low. Governments
provided 79% of total health care expenses for low income households compared with an
average of 69% for all households.

Housing costs for government renters were 76% of the average housing costs for all
households .

Households which had disability support pensions as their principal source of income
received over three times the average benefit from community services.

The value of government provision of pharmaceuticals for aged pensioner households was
on average $9.65 per week.

Approximately 14% of households in the lowest quintile were government renters. Their
average benefit was equal to $59.80 per household.

The average value to all government renters was estimated to be $54.23 per week.
Household renting public housing in New South Wales received the highest benefits of all
States which were equal to $66.99 per week. The lowest benefits were received by
households in the Northern Territory who received benefits of $40.24 per week.

Community services contributed $19.38 per household per week, with over two thirds of the
total outlays being directed to the lowest two income quintile groups. The largest average
value of $35.48 was in the second lowest income quintile and the smallest average weekly
benefit of $4.68 occurred in the highest quintile.

Households which had government pensions and allowances as their principal source of
income received more than double the average benefit from community services.
Households which had age pensions and disability support pensions as their principal source
of income received particularly high benefits of $54.03 and $63.64 per week respectively.

Changes to income distribution

Non-cash benefits enhanced rather than offset the redistributive effect of government cash
transfers.

The gap between the incomes of the richest and poorest was less when health and welfare
outlays are included.

The average income of the poorest 20% of the population rose by 30% from $152 to $217 a
week while the average income of the top 20% rose by only 3% when non-cash health and
housing benefits were added to income.

Ignoring how this mix affects poverty measurement can create significant problems.
Changes over time in the mix of cash and non-cash benefits going to particular groups will
impact on the reliability of either absolute or relative measures of poverty.

Measurement issues:

There are a number of issues that are currently being examined:

* The use of expenditure /income ratios and relationships
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* Household level analysis and income unit data

* Measuring amenity aspects such as security of tenure in public housing
* improved concepts and methods

» data availability

Problem areas

Particular issues that need further examination are:

e the quality of allocations for community service areas - child care, aged and disability;

e concerns regarding quality of the 1993-94 HES data - it reports 470,000 public renter
households while housing authorities report only 380,000 households;

e allocating benefits to persons in non-private dwellings

The effect of location and distance on disadvantage

An important concern relating to poverty has been measuring the impact of geography in
terms of prices and access to services and opportunities. This has been a most problematic
are due to:

* poor availability of detailed data on prices, income and expenditure for small areas; and

* alack of established analytical concepts and methods for interpreting the large numbers of
variables and observations for summary or surrogate measures that may be available from
data from population censuses.

Currently, the best source of data providing comparable and consistent coverage for small
areas is the ABS Population Census. This section of the paper examines approaches that
provide a measurement of location into the analysis of poverty. Two approaches are
discussed: :

» the use of socio-economic indexes from the Population Census to examine the effect of
location on disadvantage; and
* incorporating variations in costs into the analysis of housing and poverty.

The ABS socio-economic indexes

For the 1986 Population Census the ABS produced four sets of socio-economic indexes
to provide a summary or overview of areas. Each index summarised a different set of
underlying variables from the 1986 Population Census. Three of the ABS indexes have been
used to study issues around locational disadvantage:

* Index of relative socio-economic disadvantage;
* Economic resources index; and
* Index of education and occupation
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The indexes are derived using principal component analysis of 1986 Census data. Each
index has been designed to have an average across all Collectors Districts (CDs) in Australia
of 1000 and a standard deviation of 100 index points. A similar set of indexes was produced
for the 1991 Population Census.

The indexes reflect the status of an area , rather than the status of individuals. It is
possible for a person possessing high-status attributes to be resident in a CD which may have
a low score on some or all of the indexes. It is not appropriate to make inferences regarding
a particular individual on the basis of the index scores. For example, the Relative Socio-
economic Disadvantage Index summarises 21 variables related to economic resources of
households, education, occupation, family structure and ethnicity. An area has a low value
on the index if it contained a large proportion of households with low status attributes.

In the 1986 Census there was an average of 350 dwellings in each urban CD, with this
declining in rural areas as population densities decreased. This standard figure reduced to
250 for the 1991 Census, which reduced the ease of any inter-Censal comparisons between
CDs based on their sizes. A detailed definition of CDs and their structure is to be found in
the ABS 1986 and 1991 Census Dictionaries Catalogue, ABS Catalogue Number 2901.0.
More detail on the derivation and application of these indexes is contained in the ABS
publication, Socioeconomic Indexes for Areas, ABS Catalogue No. 1356.0.

The index of relative socio-economic disadvantage

This index provides a broad indication of the overall socioeconomic profile of an area.
The main limitation of this index is that while it recognises some aspects of income and
expenditure the data are not detailed and several questions regarding their quality have been
raised. The index also excludes factors such as inherited wealth, savings, indebtedness, and
differences in property values and living costs between regions.

The variables used to compile the index of relative socio-economic disadvantage focus on
attributes such as the percentage of:

 families with incomes of less than $12,000 pa,

* households with no cars,

* houses with one or no bedrooms,

 households renting, both privately and in public housing,
* private dwellings housing two or more families,

e households in improvised accommodation,

* the population without formal qualifications,

* the population who left school before the age of 15,

» employed people in a range of occupational categories,
» unemployed people,

* sole headed families,
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* people over 15 years old who are separated or divorced, and
» people with a range of ethnic backgrounds and those lacking fluent English.

Economic resources index

The index of economic resources reflects the economic profile of families, using a range
of variables which include the percentage of:

* households purchasing the dwelling,

« households with three or more motor vehicles,

* households with four or more bedrooms,

 the average number of bedrooms per person,

* households renting privately,

* single parent families with incomes greater than $40,000,
» two parent families with incomes greater than $40,000,

* mortgages greater than $600 per month,

* rent more than $150 per week, and

 group households.

Education and occupation variables were excluded because they were highly correlated
with the income variables. Generally a high score indicates households with high incomes
and mortgages in large houses, while a low score means that the CD has a high proportion of
people on low incomes in small dwellings.

Index of education and occupation

The variables used to derive the index of education and occupation include the percentage
of the population:

» with degrees or higher education, trade, other qualifications or none;

» who never attended school or who left at 15 years of age;

» aged 15 years and older who are at school, at TAFE, at CAE or university;

* employed as managers or administrators, professionals, para-professionals, trade-people,
clerks, sales or personnel workers, labourers, both men and women,

* unemployed, men and women.

This index was designed to classify the educational and occupational structure of each
CD. It does not distinguish between current activities and completed educational
qualifications and contains no income component.

The Local Area Research Studies on Locational Disadvantage

One of the first applications of these Census indexes to the issue of poverty was in the
Local Area Research Studies (LARS), conducted as part of the Commonwealth
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Government's 1990/91 Social Justice Strategy. (Department of Health, Housing and
Community Services 1991) These studies examined the relationship between the planning
and provision of services and infrastructure and locational disadvantage. The approach was
similar to the area studies conducted as part of the Henderson Inquiry (Commission of
Inquiry into Poverty 1975a,b).

Their principal aim was to examine how socioeconomic disadvantages are exacerbated by
where people live because of differing levels of access to affordable housing, employment,
training and education opportunities, and physical and social infrastructure. The studies
sought to assess the way in which inequity or inefficiencies in the provision of infrastructure
and services may worsen the situation of disadvantaged groups.

Locational disadvantage was defined as:

“disadvantage, primarily as a result of geographic location, in gaining physical access to
employment and training, community, health and education services and facilities such as
public transport and physical infrastructure.*

In relation to poverty measurement the interest is in the attempt to combine data on
populations, services and infrastructure. A major component of the studies was the
examination of the range of nationally comparable and locally specific data for the 10 LGAs
in which the studies were undertaken. Six studies were undertaken in urban fringe areas and
four in non-metropolitan areas.

In each of the areas a series of colour maps were produced showing values for each CD
in the LGA for each of the three ABS indices. The following page presents a copy of the
map for the area of Elizabeth in South Australia. Maps of population density were also
produced.

Population density is defined as the number of people per square kilometre. Because CD
boundaries encompass similar numbers of dwellings they can provide more detailed picture
of population density within the LGA. Areas of greatest socioeconomic disadvantage in the
study areas did not always correspond with areas of densest population, although there
tended to be more disadvantage in the more densely settled areas.

The use of a single variable, or index, which reflects several aspects of the disadvantage
in the study areas was seen a useful aid to assist in the social and economic analysis being
undertaken. Many aspects of the socioeconomic profile of a community cannot be measured
directly but there may be several variables which are recognised as contributing to a
particular dimension.

The studies found that in both urban fringe and non-metropolitan areas, disadvantaged
groups were further disadvantaged due to their location. Factors underlying this ‘double
disadvantage” were:
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* inadequacies in the regional or urban planning and development process;
* poor public transport;

* limited regional employment opportunities;

« failure to match service provision to population growth; and

* general service delivery problems.
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While such studies have policy implications they also raise several poverty measurement
issues:

* how can detailed data about an area be related to the well-being of individual households?
* can measures such as the ABS indices be incorporated into mainstream cash poverty
analyses?

While work is progressing in Australia in examining how to make better use of such data
in measuring poverty it has opened up a range of measurement issues on how to relate cash
household poverty measures to broader notions of disadvantage.

Incorporating variations in costs into the analysis of housing and poverty: the 1995 ATHW
model of housing needs

The issues surrounding the effects of non cash benefits and locational variations on
poverty measurement are illustrated in an analysis of housing need undertaken by the
institute and published in its bi-ennial report, “Australia’s Welfare Services and Assistance
1995”.

The analysis incorporated concerns that the relationship between poverty and housing
costs was more complicated than a purely financial one. The study quantified several
important components of the relationship namely, affordability, location and adequacy of
dwelling.

The model used 1991 Population Census data to analyse housing needs and poverty
allowing for the effects of:

 different family sizes and types;

* regional differences in living expenses;

* the cost of non-housing items;

* non-financial aspects of housing and poverty. -

The AIHW undertook this analysis on the 1991 Census data using the Henderson- after-
housing poverty line and the Canadian National Occupancy Standard to identify those
requiring housing assistance. The restrictions of using the limited range of Census data items
on housing and income and two measures, the Henderson poverty line and the Canadian
National Occupancy Standard, both of which are only one of several possible methods,
means that the analysis can be considered only indicative.

Following the analysis the high number of households with incomes below the statutory
levels of assistance in Australia raised the question of whether Census data is a reliable
source for income analysis of the detail required. This issue is difficult to solve as eligibility
periods, the duration of spells in and out of cash poverty and lack of data on assets of the
type used to determine eligibility are not recorded for the Census.
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A problem with the 1991 Census was the collection of only range data rather than actual
dollar values for income and housing costs. This was addressed by the development of
techniques to model the range distribution to derive point estimates.

The major assumptions incorporated into the model were:

* Affordable housing costs vary with household size and composition
* alow-income benchmark be incorporated dependent on household size and composition
and household location; and
* households with no capacity to pay housing costs due to income being below a pre-
determined amount should be separately identified.

The analysis produced from the 1995 AIHW model of housing needs is still widely used
by some agencies to provide indications of those requiring assistance. While the
assumptions used in this model have been criticised its underlying approach provides the
breadth of variables relevant to examining housing assistance issues. The model is still the
only Australian model that examines affordability, appropriateness and adequacy allowing
for variations in household size and regional variations in rents.

The Institute is currently examining the components of the model in light of these

- criticisms to develop a series of modules that would be able to examine the issues of

affordable, appropriate and adequate housing, under different sets of assumptions. The

Institute is also examining ways of incorporating other aspects which are difficult to quantify

such as amenity, physical quality, location and security of tenure. Similarly the issue of
including data on homelessness into such analysis is yet to be addressed.

Summary

While Australia has no official poverty measure there is continuing data development and
analysis being undertaken by statistical agencies, government policy makers and researchers
to provide improved measurement and debate on how Australia should examine poverty.

. This interest extends both locally and internationally as further development of poverty
measure relies heavily on the experience of all others who have grappled with these
statistics. o ‘ ‘
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Analyses of household income statistics in the United Kingdom

Introduction

1 The paper describes the main analyses of household income data undertaken by the
Government Statistical Service in the United Kingdom. The analyses are The Effects of
Taxes and Benefits on Household Income produced by the Office for National Statistics and
Households Below Average Income (HBAI) produced by the Department of Social Security.

2 The Effects of Taxes and Benefits on Household Income estimates the distributional impact
of taxation and government expenditure on household income. The series, which has been
produced annually since the early 1960s, takes original or market income as its starting point
and then estimates how government intervention in the form of tax raising and spending
redistributes income between households. For this reason, the analysis is also known as the
redistribution of income (ROI). -

3 Households Below Average Income provides estimates of patterns of personal disposable
income and of changes over time. It attempts to measure people’s potential living standards
derived from goods and services financed from disposable income. The series, which uses
1979 as a base year, is now produced annually. The latest report, the seventh in the series,
covers the years 1979 to 1993/94. As the title would suggest, HBAI concentrates on the
lower part of the income distribution, but provides comparisons with the upper part where
appropriate.

4  The main data source for both these analyses has been the Family Expenditure Survey. This
is a continuous household survey carried out each year with an achieved sample of about
7,000 households (about 1 in every 3,000 households). The response rate is around 70 per
cent although it has fallen slightly in recent years. The survey covers private households
only, people living in hotels, lodging houses, and in institutions such as old peoples’ homes
are excluded. Each person aged 16 and over keeps a full record of purchases made during
14 consecutive days and answers questions about hire purchase and other payments. The
respondents also give detailed information, where appropriate, about income (including cash
benefits received from the state) and payments of income tax. Information on age,
occupation, education received, family composition and housing tenure is also obtained.

5 HBAI s in the process of moving its base to the Family Resources Survey, a new survey of
household income sponsored by the Department of Social Security (DSS). This survey
provides detailed information about the characteristics and finances of households. The
questionnaire covers primarily income, but also other areas of interest to the DSS such as
informal care of the elderly and disabled, occupational pensions, childcare and savings. The
survey is much larger than the FES with an achieved sample of 25,000 households. The
ROI cannot make use of the survey as it does not collect data on expenditure.
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Redistribution of Income

6

ROI examines the impact of government taxation and expenditure on the distribution of
income by allocating the revenue to those households which paid the taxes and the
expenditure to those households which benefited from it, wherever this is possible. Some
outlays and revenue cannot be allocated to households, for example there is no clear
conceptual basis for determining the benefit to each household of defense expenditure. In
practice, between 55 an 60 per cent of both revenue and expenditure are allocated to
households. ROI illustrates the redistributive effects of taxes and benefits through a
sequence of income concepts, namely:

original income income from employment, investment,
occupational pensions, etc.
gross income original income plus government cash benefits
disposable income  gross income less direct taxation
post-tax income disposable income less indirect taxes
final income post-tax income plus imputed income from government

non-cash benefits such as education, health, etc.

Original income is the annualized market income of all members of the household, where
annualized wages, for example, are calculated as the annual rate based on the respondent’s
normal wage abated from time lost through unemployment, sickness, etc. Income in kind
from company cars and subsidized loans are included as part of original income. Income
from cash benefits is based on information from the respondents as are direct taxes, that is
income tax, local taxes and National Insurance contributions. Indirect taxes (value added
tax, excise duties, custom duties, etc.) are assigned to households on the basis of their
expenditure on goods and services. The assumption is adopted that indirect taxes levied on
and paid by businesses are fully passed on to households in the prices they pay for goods and
services. The national benefits of government expenditure on state education, health,
housing and travel subsidies are allocated to households. The Allocation of health
expenditure is on an “at risk” or insurance principle whereas the allocation for the other
expenditure is based on usage.

The basic unit of analysis is the household, as spending on many items, particularly on food,
housing, fuel and light, is joint spending by members of the household. Households are
ranked according to disposable income after allowing for differences in household
composition. The equivalence scale used to adjust for household composition is known as
the McClements scale. It was developed in the mid-seventies based on expenditure data
from the FES. At present the analysis is only for survey households. However, work is
currently underway to test the feasibility of re-weighting the data to reflect the population of
the UK.

The results show the different sources of income and the taxation paid by households by
quantile groups and by household type. The analysis aims to present the most meaningful
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results for the year, figures cannot be easily compared over time as the tax-benefit system
and the FES change. However, shares of income and Gini coefficients are sufficiently
robust to shed light on broad trends in income distribution and are shown from 1977
onwards. The latest article, for 1995-96, was published in the March 1997 edition of
Economic Trends.

Households below average income (HBAI)

10

11

12

13

14

15

16

HBAI reports on the income distribution in the current period and on the particular types of
people to be found at various points in the income distribution as well as describing how the
distribution has changed over time and how different socio-economic groups have fared. In
addition, the latest report makes use of information from the British Household Panel
Survey to analyze the income mobility of individuals, particularly those at the lower end of
the distribution, over time. The report is based upon individuals, not households.

Income in HBAI refers to disposable household income: that is income after the deduction
of income tax, National Insurance contributions and local government taxes. Each person’s
income is aggregated across the household and adjusted to reflect the composition of the
household by using the McClements equivalence scale. The data used is for current income:
that is the income reported at the time of the survey interview.

HBAI uses two measures of income, one before housing costs have been deducted (BHC),
the other after (AHC). The two income measures are seen as complementary indicators of
changes and differences in living standards over time. The need for two measures arises
from the variation in housing costs: in part this reflects variations in the quality of housing,
but there are also significant costs variations which do not reflect quality variations.

Research has shown that current income as reported in a household survey may not
necessarily be the best indicator of living standards for some households. This is
particularly true of households with members who are self-employed. In view of this, a
comparison between income and expenditure distributions is shown and some results are
presented both excluding and including households with self employed members.

Comparison of real income levels over time are made using price index deflators: the Retail
Prices Index (RPI) net of local taxation for the Before Housing Cost (BHC) incomes and the
RPI net of all housing costs for After Housing Cost (AHC) income.

The survey results are grossed up so that population totals reflect the whole household
population of the UK. Different grossing factors are applied to different types of benefit unit
in order to correct for the over -and under- representation of these groups.

An adjustment is made to the FES and the FRS data to compensate for the haphazard
variation in the numbers of very rich households in each year’s survey, which results from
the limited sample size and the relatively poor response rate of such households. This
adjustment is made using information from anonymised tax records supplied by the Inland
Revenue.
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17 The latest report, Households Below Average Income 1979 - 1993/94, was published by the
Stationery Office in November 1996. The analysis in this edition covers the calendar years:
1979; 1992 and 1993 combined; and the financial years 1993/4 and 1994/5 combined.
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Income Distribution and Poverty in EU12 - 1993

This “Statistics in Focus”outlines the findings of the European Community
Household Panel in the area of income distribution and poverty in the
European Union of 12 countries (EU 12) in 1993.

Just over a quarter of the income in the EU12 in 1993 was shared among the
top 10% of households, while income for the bottom 10% amounted to 2% of|
the total. According to Eurostat working definitions and concepts, 57 million
individuals lived in poor households in the EUI2 in 1993. Among them,
children (less than 16 years old) accounted for 13 million, i.e. one out of every
5 children in the Union.

Denmark had the lowest proportion of poor households and Portugal the
highest in the reference year.

The risk of poverty is greater in some household types than in others. This is
particularly so for those households which comprise a single parent and
where all children are aged under 16. Households where the reference person
is unemployed are also more likely to be poor than others.

" The objective of this report is to give an initial general outline of income distribution and
poverty in the European Union as revealed by the European Community Household Panel
(ECHP).

Given the critical role of conventions and concepts in interpreting income distribution, the
findings and conclusions of extensive research commissioned by Eurostat since the 1980s
have been chosen as a starting point'. In particular the definitions already agreed by the
European Council of Ministers (19/12/1984), have been used.

Consequently, the figures that are presented here may differ from national estimates for two
main reasons, i) data sources and ii) conventions and concepts (see Technical Box p. 180-
181).

Income distribution in EU12
Income distribution data are usually expressed in terms of the percentage of total income

received by given tranches of the population; in table 1, we consider the population of
households arranged in groups of 10% or “deciles”. The income concept used throughout

' Eurostat (1990), “Poverty in Figures - Europe in the early 1980s”, Theme 3, Series C
Eurostat (1994), “Poverty Statistics in the late 1980s - Research based on Micro-data”, Theme 3,
Series C (OPOCE, Luxembourg)
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this paper is total net monetary income for calendar year 1993 ; roughly, it includes all
sources of monetary incomes received by the household (wages, dividends, ...) net of income
taxes, and monetary social transfers such as pensions and private transfers received. As is
usual, the varying size and composition of households has been taken into account using an
equivalence scale. (For these conventions and concepts refer to Technical Box p. 13-14).
Having regard to these conventions, it transpires that in none of the then 12 Member states
were income shares proportio-nately distributed across all households in 1993:

e the 20% poorest households received between 6% (Greece, Spain, Italy and Portugal) and
9% (Belgium, Denmark and Ireland) of total household net monetary income ; whereas

e the 20% richest households, received between 33% (Denmark) and 46% (Portugal) (Table
1).

For EU 12 as a whole, figures were respectively 6% and 41%.

The Gini coefficients are useful summary tools for imparting a quick impression of the
spread of incomes. They vary from O (no inequality) to 1 (total inequality). As measured by
the Gini coefficient, Portugal appeared to have the highest degree of inequality in the EU as
a whole: 0,42 versus 0,35 for the EU average. Greece (0,38), United Kingdom and Italy
(both 0,37) came next. Denmark was well under the EU average with 0,25 (table 1).

Table 1:
Household' net income distribution in EU 12, 1993
JEUi2 B DK D EL E F IRL | L NL P UK

Decile shares (%) of total household net monetary income
Bottom 1 2 3 5 3 2 2 3 3 2 3 3 2 3
2 4 6 7 6 4 4 5 6 4 5 5 4 )
3 6 7 8 6 5 6 6 6 6 6 6 5 6
4 7 8 8 7 7 7 7 6 7 7 7 6 7
5 8 9 8 8 7 7 8 7 8 7 7 7 7
6 9 9 9 9 9 8 9 8 9 9 9 8 9
7 10 10 10 10 10 10 10 10 1 10 10 10 10
8 12 12 11 12 13 12 12 12 12 12 13 12 12
9 15 14 13 15 15 15 15 16 16 14 15 16 15
Top 10 26 22 20 23 27 27 25 27 26 27 25 30 28
Gini 035 031 025 03 038 035 033 034 037 032 034 042 0.37
coefficients

1 Equivalised net monetary income has been used for ranking the households - for
“equivalisation” see Technical box, p. 180-181.

Source: Eurostat - ECHP, First wave, 1994.
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Poverty line: a matter of definition

Ensuring continuity with previous Eurostat works is one of the reasons for
using the poverty line at “50% of the national average”. Also in its first
Cohesion Report (8/11/1996), the European Commission uses “50% of
the national average”.

National practices in this domain are varied, for example,

Luxembourg and the United Kingdom: 50% of the mean

France: 50% of the median

Italy: the mean per-capita expenditure for a two-person household
Netherlands: the minimum income according to the General
Assistance Act

Eurostat has tested the “50% of the national median”method. The level of
the poverty linewas reduced (425 PPPs versus 489 PPPs), resulting in i)
lower poverty rates and ii) a slightly different ranking of the countries.

Working definition of poverty and poverty lines

The broad definition of poverty used in this report is taken from the EU Third Poverty
Programme, European Council Declaration of 19 December 1984 : -

“The poor shall be taken to mean persons, families and groups of persons where resources
(material, cultural and social) are so limited as to exclude them from the minimum
acceptable way of life in the Member States in which they live.”

This is a relative notion which cannot be implemented in its entirety. It has to be translated
into a ‘working definition’, however arbitrary, in terms of consumption, expenditure or
income. Based on the above-mentioned Eurostat research the following pragmatic choice of
the poverty line is made :

“The poverty line is 50% of the arithmetic mean of equivalised net expenditure/income.”

A poverty line is a benchmark income which is used to determine which household is poor
or not. A household with an income lower than the poverty line is defined as “poor”. The
poverty lines used here are country-specific since they are defined as half (50%) of the
average equivalised annual net monetary income of the households in a country (see
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Technical Box p. 180-181). The 50% threshold provides a certain continuity with estimates
of poverty made by the Commission in the past2.

Although low income does not in itself reflect cultural and social aspects, it should generally
be a reasonable surrogate for poverty.

According to these conventions, in 1993 average equivalised net monthly income was 489
Purchasing Power Parities (PPPs) in EU12 as a whole. With the exception of Luxembourg
which is well above this figure (990 PPPs), the poverty line ranged from 311 (Portugal) to
562 PPPs (Germany) in 1993 (table 2).

Table 2:
Poverty lines in 1993
50% of average equivalised net monthly income'
Country National  Purchasing
currencies Power
Parities
(PPPs)*
Belgium 22330 540
Denmark 5328 527
Germany 1248 562
Greece 67940 325
Spain 48090 377
France 3716 516
Ireland 294 403
Italy 667600 411
Luxembourg 38750 990
Netherlands 1175 516
Portugal 42580 311
United 378 541
Kingdom
EU 12 - 489

! See Technical box p. 180-181.

2 Purchasing Power Parities (PPPs) convert national currencies into
units of currency with identical purchasing power in all countries
enabling international comparisons to be made (see technical box

p. 180-181).

? Earlier Eurostat research used the expenditure yardstick for measuring poverty because it was generally more
reliable than the income data derived from the national household budget surveys, which was the only available
source that could be used in the research on “Inequality and Poverty in Europe 1980-1985”, Eurostat “Rapid
Reports”1990/7. That restriction now vanishes with the ECHP.
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The extent of poverty

Having regard to the above mentioned conventions, there were about 57 million individuals
in the EU12 living in nearly 23 million poor households in 1993 (table 3). Of course, not all
persons in a poor household might be poor because the resources at its disposal might be
very unequally distributed. For the same reason, some individuals who are resident in
households above the poverty line may actually be living in poverty. There is no way, at
present, of measuring such issues relating to intra-household distribution of resources.

Table 3:
The extent of poverty in 1993 (in thousands)
Country Households below Individuals living Children' living in
poverty line in households households below
below poverty line poverty line
Belgium 508 1289 302
Denmark 216 318 42
Germany : 4515 _ 9099 1888
Greece - 872 2258 380
Spain 8872 7631 1730
France 3523 7591 1487
Ireland - 7238 , 759 322
Italy ' 3429 10895 2245
Luxembourg 22 - 60 18
Netherlands 842 1919 443
Portugal 915 2537 577
United Kindgom 5474 12805 3859
EU 12 22825 57162 13292

! Children: less than 16 years.
Source: Eurostat - ECHP, First wave, 1994.

The proportion of households below the poverty line reached 17% in the EU 12 as a whole.
Portugal was well above the EU average with 290%, then came Greece (24%) and the United
Kingdom (23%). At the other extreme, Denmark had the lowest poverty rate (9% of Danish
households). In the remaining countries, the rates ranged from 13% in both Germany and
Belgium to 21% in Ireland. The poverty rate for Luxembourg is comparatively high (14%)
because its average income, and hence its (relative) poverty line, is high (Figure 1).
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Figure 1:
Proportion of poor households - 1993

%

Source: Eurostat - ECHP, First wave, 1994,

If we consider individuals living in households below the poverty line, the ranking was
comparable and the percentages varied from 6% in Denmark to 26% in Portugal (Figure 2).

Figure 2:
Proportion of individuals living in poor households - 1993
%
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Source: Eurostat - ECHP, First wave, 1994,

The number of children living in poor households was over 13 millions in the then 12
Member states, i.e. 20% of all the Union’s children. These proportions were higher for
United Kingdom (32%), Ireland (28%), Portugal (27%), Spain (25%), Italy (24%) and
Luxembourg (23%). The lowest percentage was in Denmark (5%) (Figure 3).
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Figure 3:
Proportion of children living in poor households - 1993
%

Source: Eurostat - ECHP, First wave, 1994.

Characteristics of poor households

Who are the poor? Answering this question requires an analysis of the composition of poor
households by social groups.

In 1993, representing 19% of the total, the most common profile of poor households was that
of a person living alone and aged over 65 years. Couples without children also formed a
significant portion at 18%, while couples with at least one child aged 16 or over comprised
13% of this category (table 4).

It should be noted that these figures encompass two phenomena : on the one hand the
relative share of each group in total population and on the other hand the risk to each group
of falling into the poverty trap.

Some types of households are more likely to be “poor” than others. As measured by the
poverty rate, it is evident that at the EU 12 level, the poverty risk was much higher for
“single parents with all children under 16” than for “couples with one child under 16”, 36%
versus 11% in 1993 (table 4).
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Table 4:
The poor in 1993 by household type' , EU 12
Household type Distribution of Poverty rate
poor households
% %o

One person aged 65 or over 19 27
One person aged 30 - 64 10 15
One person aged under 30 7 31
Single parent with all children < 16 5 36
Single parent with at least 1 child 2 16 4 17
Couple without children 18 13
Couple with one child < 16 5 11
Couple with two childrren < 16 8 14
Couple with three children or more < 16 5 23
Couple with at least one child 2 16 13 15
Other Households 6 17
Total 100 -

! As demonstrated in the aforementioned research the precise composition of the poor
can be affected by the equivalence scales used.

Source: Eurostat - ECHP, First wave, 1994.

Some of the more noticeable features of risk at national level are given below, though it
should be remembered that national estimates are subject to larger sampling errors.

Single parent with all children under 16: In 1993, respectively 65% and 53% of those
households were poor in Ireland and the United Kingdom ; this household type accounted
for between 3% and 4% of all households in these countries. The EU12 average was 36%,
and the Danish percentage was 8%.

Young one-person households (person aged under 30) : It was in the Netherlands and in
France (42% each) that the poverty risk was highest, and in Ireland and Spain that it was
lowest (13% each), though such young “households” might, because of their poverty, be
concealed in large households containing parents. At the EU level, the percentage was 31%.

One-person elderly households (65 or over) : 55% of such households were below the
poverty line in Portugal, the highest in the EU. Then came Greece (46%), Ireland and the
United Kingdom (42% each). The EU12 average was 27%. The lowest figures were to be
found in Belgium and The Netherlands (16% both).
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Large families (couples with 3 children or more): It was in Portugal (43%) and the United
Kingdom (40%) that these households ran the highest risk of poverty. The EU average was
23%. In France and Denmark, 10% of such households were poor.

Table 5 shows that households whose reference person was classified as unemployed
accounted for 13% of all poor households in 1993. However, 46% of all households whose
in Northern Europe than in the South.

The first column of table 6 shows the percentage of poor households which experience
specified shortages. The second column presents the percentages of all EU households
experiencing this shortage. For example, 58% of poor households, as opposed to 31% of all
households, said, in 1993, that they could not afford a week’s annual holiday away from
home. However, mortgage costs are a burden for 13% of households whether categorised as
poor or not.

Table 5:
The poor households by labour market status in 1993, EU 12

Labour market status of Distribution of poor Poverty rate
household reference person1 households
% %
The working poor: '
Employer + self employed.
+ family worker + employee 35 10
Unemployed 13 46
Retired 33 22

Other economically inactive:
in education, training or

apprenticeship/doing

housework, 19 43
looking after children/etc.

Total 100 -

1See Technical Box p. 180-181.



EUROSTAT 179

Table 6:

Non monetary poverty indicators in 1993, EU 12
Indicators Percentage of EU 12 | Percentage of all

poor households | EU 12 households

Damp walls, floors, foundation 21 14
Receives housing benefit 18 9
Mortgage costs are a burden 13 13
Not able to make ends meet 37 18
Cannot keep the home adequately warm 28 15
Cannot afford a week’s annual holiday away
from home . 58 31
Cannot afford new clothes 30 15
Cannot afford eating meat, fish, etc. every second 17 7
day
Cannot afford to have friends or family for a
drink or meal, at least once a month 33 17

Source: Eurostat - ECHP, First wave, 1994.
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TECHNICAL BOX

The European Community Household Panel (ECHP) is a multidimensional household
survey that covers various topics: income, health, education, housing, migration,
demographic and employment characteristics, etc. The first wave was conducted in 1994, in
the then EU Member states, i.e. excluding Austria, Finland and Sweden. The sample
totalled some 60,500 households selected randomly.

Based on a harmonised questionnaire, the ECHP yields a centralised comparable micro data
base in Eurostat that can be used flexibly to shed light on policy issues. As the ECHP is a
panel, i.e. an attempt is made to interview the same individuals every year, it will in due
course provide information on social dynamics. For a detailed description of the ECHP
methodology ref. “The European Community Household Panel (ECHP): Volume I - Survey
methodology and implementation”, Theme 3, Series E, Eurostat;, OPOCE, Luxembourg,
1996.

Decile group

The main method of analyzing income distribution is to rank units (households, individuals,
...) by a given income measure and then to divide the ranked units into groups of equal size.
Groups comprising 10% of units are known as “decile groups”. Thus the “bottom decile
group” is the 10% of units with the lowest incomes.

Total net monetary income

This concept covers all market incomes (wages, self-employment income, investment
income, rent received) plus social transfers received, including all types of pensions plus
private transfers received, minus income taxes and social insurance contributions. Some of
the components were missing for a number of households and these had to be imputed.
Those 2% of households for which imputation was not possible and no income information
was available, were excluded from the analysis. Imputed rent (i.e. the rent owner-occupiers
would have to pay if they did not own the dwelling they live in) as well as personal income
taxes are not included.

Equivalence scales

The aim of equivalence scales is to adjust incomes for the varying size and composition of
households. Clearly a 2-person household with 10,000 ECUs cannot generally be said to
have the same standard of living as a S-person household with the same amount of income.
Dividing the income by the number of persons in the household would assume that a child
costs as much as an adult to live and/or that 2 adults living together cost twice as much as
one adult living alone. The equivalence scale used in this report is the modified OECD
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scale, i.e. 1.0 for the first adult, 0.5 for every other adult in the household and 0.3 for every
child younger than 14. These modifications emerged from the research commissioned by
Eurostat, “Poverty statistics in the late 1980s - Research based on micro data”, particularly
from sensitivity analyses of a variety of scales and their impact on rates and composition of
poverty.

Equivalised net monetary income is derived by dividing the total net monetary income of
the household by the number of ‘adult equivalents’. Thus, a household with 2,100 ECUs per
month and comprising 2 adults and 2 children will have an income of 1,000 ECUs per adult
equivalised or, put another way, an equivalised income of 1,000 ECUs.

Poverty line and poor households

Average equivalised net monetary income is obtained by dividing the total net monetary
income by the number of ‘adult equivalents’ in the population. 50% of that average, the
arithmetic mean, is taken as a working definition of the poverty line. All households below
this line are regarded as “poor”.

Purchasing Power Parity (PPP)

Money incomes in national currencies across countries cannot be compared. Conversion
could be done by the use of foreign exchange rates but exchange rates are affected by many
factors and so they do not reflect relative purchasing power between countries. Studies are
done in countries to see what a particular basket of goods and services, i.e. the same basket
as far as possible, would cost. These studies give rise to PPPs, which convert every national
monetary unit into a common reference currency of which every unit can buy the same
amount of goods and services across the countries in a specific year.

The reference person in the household is usually the head of the household but not in all
cases. The reference person was decided on the following order of criteria: the head if
economically active; otherwise the head’s spouse or partner, if economically active;
otherwise the oldest economically active person. In a household without any economically
active person, the head was automatically selected as the reference person.

Labour market status

The status chosen for the reference person is that which corresponded to the modal number
of months in 1993. Thus, for example, if the person concerned was unemployed for 5
months in 1993, in training for 4 months and employed for 3 months, he or she would be
classified as unemployed.
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Poverty Measurement in Indonesia

CHAPTER I
Introduction
1.1 Background and Objectives

Since the first five-years national development plan (1969) Indonesian economy has
experienced rapid growth. The average rate of economic growth in the 1970’s has reached
around 7,5 per annum. During the world economic recession in the eighties decade, the
Indonesian economy recorded a growth rate of more than 5% per annum. In early 1990s, the
economy has again, reached a high growth rate of above 7% per annum.

Such high economic performance is accompanied by improvements in welfare of the
people, including the low income group, as shown in the reduction of the number of people
living below poverty line. Since the past thirty years the percentage of Indonesian
population living below poverty line has declined significantly, from nearly 70% in 1969 to
11.34% in 1996. To enhance the poverty alleviation programs, the government of Indonesia
has placed new emphasis on such programs. Recently, the government has launched a new
strategy of attacking poverty by specifically targeting the low income group. Policies and
other measures are also directed toward enhancing the poverty alleviation program.

Such emphasis on poverty alleviation programs has increased demand for poverty and the
related information. So far, the official data which are available are the type of macro data,
such as poverty incidence data, poor village data, and general characteristics of poor people
and poor village, which are compiled by Central Bureau of Statistics (CBS). A better
plannin