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“Poverty ishunger... lack of shelter... being sick and not being ableto see
adoctor... not being able to go to school, not knowing how to read, not
being able to speak properly... not having ajob, isfear for the future, living
oneday a atime... isloosing achild to illness brought about by unclean
water... Poverty is powerlessness, lack of representation and freedom”
World Bank’s Poverty Net.
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The main purpose of this paper is to assess the usefulness and limitations of
international poverty calculations and comparison based on the 1990 World
Development Report, by the World Bank. To do this | will firg briefly date wha the
Report says about poverty, then | will try to define what exactly is it (teking into
account its multidimendgond characterigtics). Furthermore, the next section is dedicate
to explan the actud methods to measure poverty, (Headcount Index, the Poverty Gap,
and Income Gap), then | will present the its limitations Fndly, | will condude
aguing tha poverty can not be diminated, but dleviated, and tha new methods of
measurement should be developed in order to understand redly why there are poor

people.

It may be sad, in accordance with Townsend, the importance on
underdanding poverty and messuring it, goes beyond incomeexpenditures indicators
and indexes, because it is rdated to human beings and its basc needs. Poverty is a
world wide phenomenon which soreads in rich and underdeveloped countries in
different ways, and is destined to worsen unless new gpproaches are developed and
new scientific knowledge about its causes is discovered. (Townsend, 1993). Thus, this
paper deds with one of the most controversa and interest themes in economics
literature.
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WHAT DOES THE REPORT SAY?

Fird, | may say tha reducing povety is the fundamentd objective of
economic development. Thus, as the 1990 World Development Report dtates, when
taking about poverty, three important questions may be addresssd: How many poor
there are? Where they live? And above dl, why they are poor? In this endeavour, the
Report satisfactorily answers the first two questions, and lacks to provide answers to
the later. It dates that in 1985 more than one hillion people in the developing world
lived in povety, and millions in the Sub-Seharan Africa and Latin America were
experiencing “relative’ deprivation (table 1).

To measure how many poor people there are in the world, a universd poverty
line' is used. This line is useful because it permits cross-country comparisons and
aggregations. Besides that, the Report uses two different poverty lines to measure
povety. The extremdy poor are those with an average income of US$275 per year,
while the poor are those with and income of US$370 per person a year (the amounts
ae in congtant 1985 PPP? prices). Furthermore, the Report states that, “the use of the
upper povety line —USB370- gives and edimae of 1,115 million people in the
developing ocountries in poverty in 1985, Tha is roughly onethird of the totd
population of the devdoping world. Of these, 630 million —18 percent on the totd
population of the deveoping world- were extremdy poor: ther annud consumption
were lessthan US$275” (page 28).

Table 1. Poverty and Extreme Poverty in 1985.

Extremely poor Poor (including extremely poor)
Headcount Headcount
Number index Poverty Number index Poverty
Region (millions) (percent) 0ap (millions) (percent) oap
Sub-Seharan Africa 120 30 4 180 47 11
Eest Ada 120 9 04 280 20 1
China 80 8 1 210 20 3
South Asia 300 29 3 520 51 10
India 220 33 4 420 55 12
Eastern Europe 3 4 02 6 8 05
Middle E. and N. Africa 40 21 1 60 31 2
Latin America/Caribbean 50 12 1 70 19 1
All developing countries 633 18 1 1,116 33 3

Source: World Bank, World Development Report, 1990.

1A(:cording to the Report, “a consumptionbased poverty line can be thought of as comprisng two
edements the expenditure necessary to buy a minimum standard of nutrition and other basic necessities
and a further amount that varies from country to country, reflecting the cost of participating in the
everyday life of society” (page 26). Thus, traditionaly the international poverty line § cdculated a a
rate of US$275, any average income earned below tha amount, will be in poverty (i.e, if a person
earns US$200 per year, she is poor, no matter where she lives or what he does, that person bardly can
satisfy his’her basic needs such as food and shelter).

2 Purchasing Power Parity (PPP) measures the relaive power purchasing of currencies across countries.
Michag Todaro, defines it as “...the number of units of [a country’s] currency required to purchase the
same basket of goods and services that aU.S. dollar would buy in the United States” (2000, p. 761).
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Furthermore, the Remrt defines povety as the indblity to atan a minimd
dandard of living; sressng that poverty is not the same as inequdity. But, the careful
reeder may ask to himhersdf, how do we messure the standard of living? Thus
having identified the poor, how do we express the overdl severity of povety in a
sngle measure or index?. In order to measure the sandard of living, the Report uses
household incomes and expenditures per cgpita, as long a they indude own
production. But neither messure, however, ceptures such dimensons of wefae as
hedth, life expectancy, literacy, and access to public goods or common-property
resource.

SO, WHAT EXACTLY ISPOVERTY?

The devdopment economis Michad P. Todaro, defines poverty in absolute
terms as a “dtuation where a population or section of a population is ale to meat only
its bare subsgence essatids of food, dothing, and shdter to mantan minimum
levds of living” (2000, p. 732). Furthermore, an influentid World Bank economig,
defines poverty as the exisence “in a given sociely when one or more persons do not
dtan a levd of maerid [or physcd and mentd] well-beng deemed to conditute a
reeonable  minimum by the dandads of thet socety” (Ravdlion, 1992, p4
parenthesis added).

Also, another definition of poverty, and widdy used in povety meesures is the
poverty line (footnote 1), which says that poor are those beow tha line Thus, as
Delrg Ray explans, it is a citicd threshold which “represents a minimum leve  of
“acceptable”  economic participation in a given sociely & a given point in time ...
[Thug we will condgder a poverty line to be an expenditure threshold that is regarded
a minimaly necessary for “adeguate’ participation in economic life People beow
this threshold will be sad to be poor” (Ray, 1998, p. 250 and 253). In that sense, and
rdlated to the above definitions povety is rdaed to persons ingbility to meet badc
needs and achieve minimum sandards (materidly or physicaly) of living.

Furthermore, taking into condderdtion the above definitions of poverty, | may
ague, the characteridics of the poor are (i) it is more evident in rurd than urban
aess, (ii) reverts specific demographic characteridtics, (iii) conditute a lack of assats
and income, (iv) the sources of income , for poor people, are vaidble (job and savings
ingability), (v) the spending of income is dmost only on food, and 0 on. This
characteridtics are important to be kept in mind in order to have a better understanding
of who are the poar, how poor they are and why they are poor. Then, it will sarve as a
dating point for defining economic and socid policies geared toward reducing
poverty, and thus improving the economic development of societies.

Moreover, these characteridics dlows us to understand that poverty, is a
multidimensond problem with many faces We mud condder economic, sodd,
politicd and environmental conditions, and the humen naure of the poor. Indeed, its
undersanding and definitions may provide basc explandions to devdop new
meesures and indexes of poverty, which should go beyond income.
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AND, HOW POVERTY ISMEASURED?

Having recdled what the 1990 World Devdopment Report says about poverty
and ds0 having define it, now it is time to explan how the Report measures poverty.
Then in the next section, | will argue the limitations of these methods.

The firg typicd method of measuring poverty is cdled the Headoount Index
(HC), which smply count the number of poor people Thus the HC tel us the
amount of people bdow any povety ling such that yi < p (where y is income, i
representsthe individuds and p is the poverty line).

Hence, to cdculae the rdative incidence of the poor in a given society, we
dived HC by the totd population under condgderation. This is cdled the Headcount
Ratio and is cdculated by the equetion;

) HCR =¥ \where n i totdl population

A more advanced method of cdculdion is the Poverty Gap Ratig which
measures the tota amount of income that a person neads to reach the poverty line
Then it is divided by the average income of the society, in order to understand how
wide is the poverty gap relative to the resources required to diminae it. Thus we have
the equation;

@ PR =_SYi<p "™
nm

Where y denotes income or expenditure, p the povety ling m is the mean
income of the economy and i refersto individuals.

Fndly, a third mehod that meesures povety (end dso used in the 1990
World Development Report) is know as the Income Gap Ratia This is smilar to the
PGR, but divides the ggp by the totd income required to bring dl the poor people just
to the poverty line. Thus, it captures the acuteness of poverty, measuring it relative to
the totd income needed to dleviate poverty. Hence it is given by the equation,

® IGR=_SY<p® ¥
PHC

BUT, WHAT ARE THE LIMITATIONS OF THESE METHODS OF POVERTY
CALCULATION?

Now tha we have dated wha ae the three typicd methods of poverty
cdculaions it is time to date wha ae ther limitations Frg, even the Headcount
Index tels us how many poor there are, it lacks of definition of why they are poor, or
how poor they are. Also, this Index does not take into account the extent to which the
individud’s incomes fdls bdow the poverty line and moreover is insengtive to the
digribution of income among the poor.
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In accordance to the Poverty Gap Ratig it may be sad that while it tels us
how poor the individud is, its limitations lies in the fact thet it does nat tel us how to
get them out of povety, as wdl as it provides a mideading measure in wedth but
highly unequa sodeties with a large number of poor people Findly, this meesure is
better to cdculaie the resources required to dleviaie or eradicate poverty, than to
measure poverty itsef.

Lest, but not lesst, the Income Gap Ratio, even though it captures the
individud’s intengty of poverty, lacks the opposte then the PGR. It is it ignores the
society’ s wedth, and tdl uslittle about how the poverty problem can be approached.

All the more sad, table 2 summarises and darifies, a an eyes view, the
previous discusson. It shows the ussfulness and limitations of esch one of the
methods of poverty cdculaion used in the 1990 World Bank's Development Report.
Moreover, it may be noted, that these methods are based on income or consumption
levels, thus consder poverty limited to the extent in which a person fals bedow some
minimum level necessary to meet basc needs And as such, they do not take into
account the “other” dimendons or faces of poverty, like education, hedth, sanitation,
efc. In sum, even these methods are important, they only condder one face of poverty,
which isincome.

Table 2. Usefulness and limitations of poverty calculation

METHODS USEFULNESS LIMITATIONS
Tdl ushow many poor Does not tell uswhy they are poor,
there are. or how poor they are.
Headcount | ndex Failsto capture the extent to which

income falls bedow the poverty line.
It isinsengtive to the ditribution of

income among the poor.

Tdl us how poor they are. Does not tdll us how to get them out
Aswdl as gives an idea of of poverty.

Poverty Gap how largethe gap isrelaive  Provides a mideadng measurein
Ratio to resources that potentialy wedth but highly unequal societies
may be used to dose the with alarge number of poor people.
gap. It is more a measure of resources
required to eradicate poverty, than
poverty itsdf.
I ncome Gap Capturesthe “ per capita It ignoresthe overdl wedth of the
Ratio intengty” of poverty. society, and tell uslittle about how
the problem can be tackled.
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CONCLUSION

Firg a few words may be sad on the importance of povety comparisons
among countries with these methods. As dated previoudy (teble 1), the 1990 World
Development Report dates accuraely who are the poor and how many poor there are
in the world. Table 1 dealy daes tha the region with the most number of poor
people in 1985 was South Asa with 520 million poor people, followed by Eagt Ada
with 280 million. Thus when the World Bank estimates poverty world wide, the used
method is the definition of the Internationd Poverty Line, but expressed in a common
unit across countries. Therefore, for the purposes of comparing countries, the World
Bank uses reference lines set a US$1 and US$2 per day PPP (see footnote 2).

But these comparisons are made related to income based messures, thus the
extent of poverty in its truly dimenson is not captured. Indeed, when comparing
poveaty among different countries, the fird we may think is in the sze of its
population. It is not the same to say that 20% of the inhabitants of Coda Rica live in
povety with a totd population of dmost 4 million people, than the 20% of Perwvians,
live in poverty, with a populaion of 25 million. Moreover, povety has many variants
and differences among countries, developed countries dso has poor people, but ther
conditions differ to those in devdoping countries. For example, in some countries or
regions, access to safe water through agueducts is a normd characterigic, while in
other parts it is a luxury. Also, in devdoped societies, the mogt of “poor” people have
access to socid security sarvices and in some cases they have an “unemployment”
insurance, while in developing countries, most of the population do not have access
dther to badc socid sarvices, such as hospitds or clinics. Indeed, it is not the same
been “poor” in a Nordic society, than in the Sub-Saharan region or in South Asga (|
may sy it isarddive concept).

As the World Bank has expressed and developed, much progress has been
mede in messuring and andysng poverty in terms of income. But now, efforts have
to be made in order to measure and sudy the other dimensons of poverty (as quoted
a the beginning). New methods of poverty caculation and thus comparison should be
developed, taking into account other aspects of human life, such as education, hedth,
sanitetion, and access to sarvices and infradtructure, rather than only income. A good
example is the wark done by the United Nations Development Programme with the
Human Poverty Index. This Index concentraies in three essentid eements of human
life, (i) longevity, messured as the vulnerability to deeth a a rdaively early age (40);
(i) knowledge, besed on the exduson from the world of reading and communication;
and (iii) a decent gandard of living, rdaed in tems of overdl economic provisoning
(UNDP, 1997, p. 18).

Thus, the 1997 Human Development Report shows grgphicdly (figure 1) the
differences between income poverty and the human poverty index. In this figure it is
veay dear and easy to undersand the differences among poverty indexes, according to
the method of measurement used. It shows that while income poverty in the Arab
Sates was only 4%, human poverty was about 32%. Also it shows that in East Asa
and South Asa and the Padfic (excdluding Ching), human povety in the 1990s was
about 23%, but human poverty decreased to 12%. Contrary, in Latin America and the
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Caibbean, while human poverty was aound 15%, income poverty incressed to 24%,
while in South Asa humen poverty was about 38%, income povety in 1993 was
amost 50%.

Figure 1. Human Poverty Index vs. Income Poverty I ncidence

Human Income
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Source: Human Development Report 1997, p.23

Indeed, if taken countries messures separately, the differences are ill more
evident. Graph 1 shows these differences by plotting together both measures — Income
Povety and Human Poverty. The former is identified by the thicker line and in the
left-sde margin of the graphic’ In sum, what graph 1 shows is the relationship
between both methods of poverty meassurement. It varies according to countries
gpecific  circumstances and methods of caculations (indeed a factor which can lead to
these difference can dso be the sources of information, which in some cases are not
reiable).

¥ Percentage of people below the US$1-a-day poverty line (1985 PPPS).

* For a more detailed information of these differences, the careful reader may want to take a look at the
Appendix 1, which presents a table with the values and percentages to 40 countries in both poverty
messUres.
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Graph 1. Differences among Income Poverty and Human Poverty
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Thus, it is urgent to reconcle “definitions and messures of poverty as a
scientific bass for comparison and the definition of development policy. The search
for a radicd but sdenttfic definiion will be lad out in rdaion to the principd
higoricd idess of subsstence, basc needs and rdaive deprivaion” (Townsend,
1993, p. vii). Indeed an interegting goproach to this new povety messure would be a
combingtion of the Human Povety Index and the Income Ggp Raio, where both
indicators and gdatisics should be weighted as equds, and thus it will give us a better
picture of poverty in its truly dimendond way. Thus the new eguation to meesure
poverty could be indicated by

@ Pi=a [F(HPI, IGR or PGRy)]

Where P; is poverty a time t HP; is the Human Poverty Index; IGR; is the Income
Gep Ratio; PGRy, is the Poverty Gap Ratio; and a would be the parameter or vaue to
be estimated from the function.

Lagt but not lead, it is important to remember that poverty has many faces, and
it changes from place to place and across time Tha poverty is a Studion people
drive to avoid. As the World Bank has manifested “to know what helps to dleviate
poverty, what works and what does not, what change over time, poverty has to be
defined, measures and gudied. As poverty has many dimendon, it has to be looked a
through a variety of indicators — levds or income and consumption, socid indicators,
and now increesngly indicators of vulnerability to risks and of socio/politica access’
(World Bank’s Poverty Net).
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As has been proved in this essay, much progress has been made in messuring
and andysng poverty, but in income terms. It is time now to creste and develop new
meesures, in order to underdand and visudise the other dimensons of povety. This
new messures may indude comparable socid indicaiors (ie, education, hedth, access
to savices and infragtructure). As well as may track other dimensons like risk,
vulnerability, sodd exduson, access to sodd cepitd. It may dso indude how
culturd factors and ethnicity interact and affect poverty, how socid excluson sets
limits to peopl€s paticipaion in devdopment, and how bariers to such participation
can be removed, because poverty changes, across regions and from timeto time.

Appendix 1. Differences among Poverty Measures, 1990s.

World Bank UNDP World Bank UNDP

poverty gap Human poverty gap Human

at $2 a day Poverty at $2 a day Poverty

Country (%) Index (%) Country (%) I ndex (%)
Algeria 440 2880 Lesotho 4350 2300
Bostwana 3040 2750 Mdaysa 6.80 14.20
Brazil 2240 1580 Mavritana 3300 4750
Chile 16,00 4.80 Mexico 1590 1060
China 2410 1900 Morocco 4.60 39.20
Cdombia 840 1050 Nepa 44.60 5190
CogaRica 1940 4.10 Nicaragua 30.70 2810
Cote dlvoire 2040 46.80 Niger 5180 6550
Dominican
Republic 2020 17.70 Nigeria 2080 33820
Ecuedor 2060 16.80 Pakigtan 1860 4210
Egypt 1530 33.00 Panama 2450 9.00
Ethiopia 42.70 5580 Philippines 2700 1630
Guatemda 47.60 2830 Senegd 47.20 4960
South

Guinea 2560 5050 Africa 250 1910
Guinea
Bissau 76.60 5180 Si Lanka 1100 2040
Honduras 4190 24.80 Thailad 540 1870
India 4290 3590 Tunisa 6.80 2310
Indonesa 1530 2770 Uganda 5660 4060
Jamaica 750 1360 Venezuda 1220 1240
Jordan 6.30 9.80 Zambia 7340 3840
Kenya 44.40 2820 Zimbabwe 3H0 220

Sources: United Nations Devel opment Programme and World Bank (various years).
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