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1. The literature on poverty evolved rapidly over the last two

decades. Particularly, the body ofwork in the area ofthe measurement

1. Introduction of poverty grew substantially following Sen's (1976) seminal paper.

We can identify broadly two aspects of the body of the literature that

are currently popular. One is the literature on the measurement of

poverty and the other the analysis of determinants or correlates of

poverty with an attempt or desire to set up causalities.

2. The dominant approach to the measurement of poverty in the

literature is money-metric, which utilizes per capita income or

expenditure as an indicator of individual welfare. The money-metric

approach to the measurement of poverty involves generally two

interrelated steps (Sen, 1976,1980). The first is the task of identifying

the poor, which requires the setting of poverty lines to distinguish the

poor population from the non-poor. In this exercise, one implicitly

uses a narrow definition of poverty. As is often mentioned (for

instance, Lipton and Ravallion, 1995; Kanbur and Squire, 1999), the

definition ofpoverty that one adopts affects significantly the design of

anti-poverty policies. In the money-metric approach, the poverty line

and the method of its construction play a crucial role in poverty

analysis. Critiques generally argue that the broader the definition of

poverty, the better our understanding of its manifestations. But, on its

own the money-metric approach offers a lot of insight that can be

linked up easily with other methods of analysis in development

economics, such as, models of Computable General Equilibrium

(Khan, 1999, Thorbecke and Hong-Sand, 1995), macro economic

simulations (Kanbur, 1987, 1988), demand systems ( Ravallion and

van DeWalle, 1987) and many other applications. The method of

setting poverty lines has been one of the controversial issues in

poverty measurement. As a conventional wisdom, the type of poverty

line used distinguishes between absolute and relative poverty. When

poverty lines are fixed over time or across groups or countries, then,

the poverty being measured is called absolute poverty, where as when

they are variable, they measure what is known as relative poverty.

Again this approach is not without difficulties and conceptual

ambiguities (see for instance, Chakravarty, 1983, Foster and

Shorrocks, 1988, Kanbur and Squire, 1999; Foster, 1998; Ravallion,

1998 and Ali and Thorbecke, 2000).

3. The second step in the measurement of poverty is the task of

aggregating the amount of poverty experienced by the poor

population. This rests essentially on two fundamental concepts:

average and relative deprivations (see for instance, Sen, 1976).

Average deprivation captures the proportional deviation of the mean

income of the poor from the designated poverty line, while relative

deprivation refers to inequality within the poor population. In effect

therefore, we have two fundamentals of poverty measurement:

identification and aggregation. The aim of this chapter therefore is to

provide a kind of user's guide to the literature on the development of

appropriate indices to capture this two fundamentals of poverty. In



addition it provides a basis for judging the empirical estimates of

poverty that we report in subsequent chapters. The rest of the paper is

organized into three sections. Section 2.2 provides a review of the

literature on the measurement of poverty, section 2.3 offers a brief

look at the popular techniques of estimating the determinants of

poverty and section 2.3 is conclusions.

2. Poverty

Measurements

A Review

4. The concern over poverty in the industrialised world declined as

economic growth and development ensured better life for the majority

and poverty came to be regarded as a problem of a few segments of

the population that could be addressed through elaborate social

security systems. Whereas in the rest of the world, poverty remained

rooted deep in the society leading to huge human suffering in the

process. For much of the early period of the Second World War,

development economics in general addressed poverty as a secondary

issue, an addendum to the discussion of income inequality.1 The

literature on the measurement ofpoverty owes Sen (1976) a great deal

for breaking the ground in an area that had remained hitherto hidden

behind the veil of income inequality despite growing poverty in many

parts of the world.

5. The debate on the measurement ofpoverty has since then focused

on the development of properties that satisfy certain ethical criterion

and on that basis to derive an index that can capture the notion of

poverty. This approach has made good use of the well known concept

of social welfare functions which are in turn functions of the indirect

utility functions of individual households.2 In the literature, this
approach is known as the welfarist approach to the measurement of

poverty.

6. In later works, Sen (1983, 1986) and others (e.g., Streeten, 1989,

1994) have argued that the welfarist approach to the measurement of

poverty considers material goods and services as an end to the

attainment of wellbeing, while in fact they are also a means towards

achieving wellbeing by allowing the individual to function well. This

view is known as the non-welfarist approach or the capability

approach which has eventually inspired the publication of The Human

Development Index by the UNDP. The core ofthe distinction between

the two approaches in poverty analysis is that the welfarist approach

imposes a priori utility maximisation by an individual to lead by itself

to wellbeing, while the non-welfarist approach argues that

commodities availed to an individual are vehicles to a better life and

activities. Thus, a mere increase in income of an individual may not

lead to an improvement in his wellbeing because of a number of

1 Notable works in the area are that ofKuznets (1955, 1962), Lewis (1963), Gurdal
() and others.

2The construction of social-welfare functions from individual utility functions follows

the early traditions as in Dalton (1923). The translation into the income space was made

by Atkinson (1970) which later on took the interpretation of indirect utility function

defined over income and prices as a dual to the expenditure function.
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factors, environmental as well as personal (see Lipton and Ravallion,

1995).

A. Axioms of

Poverty

Analysis

7. The pioneering work by Sen (1976) on the measurement of

poverty consisted of the formulation of axioms that should hold in the

literature on the measurement of income inequality. Sen begun his

treatise by offering a critique of poverty indices that were commonly

used at that time, known better as the Head count ratio and the Poverty

gap ratio. More formally, given that the structure of incomes of

individuals in a population is ranked in ascending order such that:

y,<;y2

Where z is an exogenously given poverty line, a level of income

below which an individual is classified as being poor, then, the Head

count ratio, H, is defined as:

= q/n>. ■[1]

Where q is the number of people earning an income below z and n is

the total number ofpeople in the population.

Similarly, the Poverty Gap or the income gap ratio* I, is defined as:

1 =
qz

•P3

8. H and I, measure respectively, the percentage of people falling

below the poverty line income level, or prevalence of poverty and the

average level of deprivation among the poor.3 In short, I measures the
aggregate deficit of income experienced by the poor population

relative to the poverty line.

9. Sen (1976) has shown that these two popular measures ofpoverty

violate one or both ofthe following appealing axioms:

3The Poverty Gap ratio is some times expressed in terms of the aggregate gap of the

poor as a proportion of GDP or the aggregate income of the poor, when each poor

individual receives an income equal to the poverty line.



The monotonocity axiomo-zW other things being equal, a

reduction in the income of a person below the poverty line must

increase the poverty index;

The transfer axiom<z>dl\ other things being equal, a transfer from

a person below the poverty line to some one who is richer, but

may still be poor, must increase the poverty index.

10. It can be seen quite easily that H violates both monotoncity and

transfer axioms while I violates the transfer axiom. In the words of

Sen (1976,1983) any poverty index worthy of consideration should be

able to provide three basic pieces of information on poverty: it should

be able to identify who the poor are, to capture their average

deprivation and thirdly their relative deprivation among themselves.

Index H captures only who the poor are, or measures the prevalence of

poverty, index I measures the average deprivation.

11. Instead, Sen (1976) formulated a poverty index by starting from

what he called a general expression of a poverty index defined as4:

Q(x) - A(z,y)Y?i£(x)(z -

Where S (x) is the set of people with income no higher than a

designated x, Q (x) is the aggregate income gap, Vj (z, y) is the non-

negative weight to the income gap of the 1th person; and A (z,y) is a
normalising factor. Note that y enters as a vector. Sen defines a

poverty measure, P^Max Q(x). That is, P is the maximum weighted

income gap of the poor in a given group or community where the

income shortfall of the ith person and the jth person must receive
different weights. In doing so, Sen incorporated the ordered rank

weight to capture relative deprivation.

12. If the income of the poor in a population is equal, Sen argued that

complete information on poverty can be obtained from an index

P=H.I, which according to Sen represent both the identity of the poor

and their average deprivation. However, if incomes of people in the

poor population are different, as it is the case in reality, then, the

axioms of montonocity, normalisation and ordinal rank order weights

are sufficient to generate a poverty index acceptable by a quasi-

concave social welfare function. Thus, he suggested,

.[4].

where, Gp is the Gini-coefficient among the poor population. It can be

shown that if we allow the index given in [4] to embrace the entire

'Sen (1976), pp. 224-226.
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income distribution, it evolves into a measure of relative income

inequality in a population.

13. The literature following Sen focused on the refinement of poverty

indices by introducing a number of other desirable properties that can

fully represent a range of ethical considerations by offering rooms for

flexibility. Thon (1979,1981) argued that Sen's index violates in

certain cases the strong transfer axiom causing inconsistencies. For

instance, it can be shown that a transfer of income from a poor person

to some one who was poor and becomes non-poor because of the

transfer decreases poverty as measured by Sen's index5. Thon's

extension, and later a number of others, (Takayama 1979, Kakwani

1980a 1980b) made an attempt at constructing indices that have a

number of desirable properties. Another strand of research also

pursued the construction of poverty indices on the basis of social

welfare functions employing the underlying ethical properties.

Notable among these are the works of Blackbory and Donaldson

(1980), Clark, etal (1981) and Chakarvarty (1983) who truncated the

underlying income distribution of a population to the relevant segment

and defined poverty as a deviation from an "equally distributed

income" among the poor.

14. The list of requirements that has to be satisfied by a poverty index

has grown longer with the literature on the measurement of poverty.

The most important properties that are expected to be met by any

poverty index, P(y,z) defined over z and the underlying income

distribution ofthe population are the following:6

(i) P (y, z) is independent of the incomes of the rich, that is

the poverty index is based on censored income

distribution (with incomes of all persons above the

poverty line held at the poverty line).7 Some times this

property is known as axiom of focus.

(ii) P(y,z) is increasing in z.

(iii) Given other things, a reduction in income of a person

below the poverty line must increase the poverty index

(monotoncity axiom).

5 Sen (1980) and Sen and Shorrocks (1995) defended the Sen index by arguing that
in dealing with absolute poverty, the overriding priority would be to lift as many

people as possible above the poverty line. So, if the poverty index declines as a

result of a transfer of income from poorer person to another well-off poorer person

that led the recipient to escape poverty, then, it should not at all be a surprise. In

other words, the Sen index declines in certain cases when the Gini index for the

censored distribution is allowed to increase.

6See Rodgers and Rodgers (1991) and Chakravarty (1983) for farmer discussion.

7 That is, the income distribution (yi, y2,....yq, zq+i, ...Yn) is transformed into (yb y2,

-■■yq, Zq+1> "Zn)



(iv) Given other things, a transfer of income from a person

below the poverty line to anyone who is richer must

increase the poverty index, unless the number of persons

below the poverty line is strictly reduced by the transfer

(weak transfer axiom).

(v) Given other things, a pure transfer of income from a

person below the poverty line to anyone who is richer

must increase the poverty index (strong transfer axiom).

(vi) P(y,z) is left unchanged by a permutation of the incomes

(impartiality).

(vii) P(y,z) is jointly continuous in (y,z).

(viii) Additive decomposability: The poverty index for a

population can be written as a weighted average of the

poverty indices for a set of mutually exclusive and

collectively exhaustive sub-populations.

15. Whether the poverty indices suggested in the literature meet all

these requirements has been a subject of inquiry. Kundu (1983)

demonstrated that if the fixed population axiom is violated, no single

poverty index can meet all the properties listed above. Haggenars

(1987) showed succinctly that no poverty index can meet all the

desirable properties simultaneously and that a choice of a poverty

index always implies the preference of some normative judgements

over the other. It is important for policy makers to make their selection

of a poverty index based on properties consistent with their policy

objectives since the same distribution is judged differently by different

poverty indices.

Aggregate 16. In the current literature, poverty indices are summary measures

Poverty defined over mean income, the relevant poverty line, and the

Measures parameters characterising the underlying income distribution. The

general form is given by:

-[5]

where \i is mean income of the population, z is the poverty line

determined exogeneously and L is the parameter characterising the

income distribution as measured by the Lorenz function .

8The Lorenz function can be represented by a curve with cumulative share of income or
expenditure on the horizontal axis and the cumulative percentage of the population on

6



17. The specification of P as in [5] has enormous advantages from a

practical point of view. It is possible to construct tests of statistical

significance (see Kakwani 1991) of a poverty estimate for a given

poverty line, it is simpler to decompose changes in poverty into those

related to changes in mean income of society and changes in

underlying distribution. In addition, one can also compute elasticity

values with respect to mean income and inequality parameters if the

poverty index is specified as in above.

18. Furthermore, it can be shown quite easily that all ethically

flexible and sound indices ofpoverty suggested in the literature can be

expressed in terms ofmean income and the income distribution.

19. If a poverty index of the form [5] is homogenous of degree zero

with respect to the poverty line and the mean income, then the index

measures relative poverty, on the other hand, it measures absolute

poverty if the poverty index remains unchanged when the same

amount of income is added or subtracted from all the incomes and the

poverty line itself. Thus, all aggregate poverty indices that use some

rule ofnormalisation introduce relativity in the index ofpoverty.

20. For poverty measures given by H and I in [3] and [4] one can

show that by knowing the parameters of the underlying Lorenz

function, which gives the consumption expenditure by the poorest p%

of the population, H=|i(L' (p) which is the inverse function of the

distribution function p=F (y), and so L' (H)=z/u.. I is then calculated

using the fact that mean among the poor is equal to (p *L (H)/H).

Given the parameters of the Lorenz function, H and I can be read-off

easily.

21. Explicit specification of P has led the literature to use a popular

index originally suggested by Foster, Greer and Thorbecke (1984)

(hereafter the FGT-index). This has been shown to possess the

desirable properties that were stated in the preceding section.9 For

continuous income distribution, the FGT-index is given as:

P.=JS[ F
z

where a > 0.

the vertical axis. Thus, if p represents the cumulative percentage of population, then,

L(p) offers the corresponding consumption expenditure or income by the poorest p%.

See Gastwirth (1972), Kakwani (1980) for mathematical properties of the Lorenz

function.



22. It is observed that for a=0 and 1, the FGT-index reduces to H and

I, which are interpreted respectively as poverty indices measuring the

prevalence and intensity of poverty (see Ravallion, 1992). for a=2 the

FGT-index has been interpreted to offer the severity ofpoverty. As the

value given to a increases, then the underlying poverty index offers

more weight to the distribution of income found at the lower end.

23. The FGT-index is the most popular index estimated in the recent

literature. Its attraction lies in the fact that while capturing the most

desirable properties of a poverty index, it is also decomposable and

sub-group consistent. That means, if there are n mutually exclusive

sub-groups of households, classified either along regions of residence,

sector of employment or some other means of classification, then, the

FGT index allows that the overall poverty to be expressed in terms of

poverty within each sub-group. That is, if Ps represents poverty

estimated within each sub-group s, then overall poverty is given by:

•m

Where, ws represent the population share of the s sub-group to total

population.10

24. A poverty line is understood as a level of standard of living below

C. Setting which a household is designated as being in poverty. The exact level

of a poverty line is difficult to determine and, varies across a spectrum

of factors peculiar to individual households. Inherently, a poverty line

remains somewhat subjective when the host of factors determining the

standard of living of a household are taken into consideration. A given

household can be considered poor by some measure of a standard of

living and as non-poor by another indicator.

25. The welfarist approach anchors the concept of poverty line in the

link between income and the utility or standard of living, which offers

an opportunity to interpret the poverty line as the minimum cost of

achieving a certain level of utility defining poverty. This money

metric utility is derived from neo-classical theory of consumer

behaviour.

26. It is well known that given a utility function u defined over

exhaustive commodities xi, ..., xn and the respective market prices,

9 For a=O, the FGT index reduces to the headcount ratio, which as discussed above

fails to meet the axioms of monotonocity and transfer. But, for a>0, the FGT index

satisfies most ofthe properties discussed.

10The issue of decomposability and sub-group consistency is an important area in the

measurement ofpoverty. For a detailed discussion see Haggnears (1987) and Foster and

Shorrocks(1991).



pi,...pn,, and a fixed income of a consumer, y,the consumer's problem

can be stated as:

Max u(xi,-,Xn)

subject to:

27. The solution of the constrained maximisation problem leads to

the indirect utility function V(P,y), where P is a vector ofprices and y

is the level of income. The inverse of the indirect utility function or

the dual of the maximising problem in [8] provides the Expenditure

function given by y=E(P,u). If we define ur to represent a reference

utility level designating poverty, then, the poverty line z is given by

z- E(P,ur), which is defined as the money cost of achieving a certain

level ofutility defining poverty.

28. Thus, it is analytically possible to link the determination of the

poverty line to underlying demand systems that are derived from neo

classical choice theory. But, the application of this approach is beset

with a number of measurement and identification problems. On the

one hand, the reference utility level defining poverty is difficult to

establish. Some works (e.g., Lewis and Ulph, 1988) suggested that

poverty can be thought of a discontinuity in the utility function for

lack of certain commodities or services. The demand functions that

emerge from such an approach are very difficult to estimate

empirically because of identification problems.

29. The difficulties encountered and the complexities arising from the

conceptualisation of the poverty line reduced its estimation to a single

indicator in the literature: observed income or expenditure sufficient to

meet a certain level of basic needs as defined by local standards. A

recurring problem in the use of income or total expenditure to set the

poverty line is the issue of family size and economies of scale in the

process of consuming a range of goods and services.

Eauivalence ^' H°useri0^s are composed of family members with different age

Scales m<^ sex> ^ea(^nS to differences in need, consumption habits and
preferences. The same level of income cannot serve equally the needs

of households which are different in composition. Some households

can attain basic needs with relatively lower income than others.

31. In the theory of demand, this problem is known as the problem of

economies of scale in consumption expenditures, and various methods

have been suggested to adjust differences in the composition of

households using the concept of equivalence scales (see, Deaton and

Muellbauer 1980 for a comprehensive survey). The equivalence scale

concept is based on the assumption that households having different



Setting Poverty

Lines:

Practical Methods

composition reveal their preferences in the market for a given income

and price structure. It is thus possible to establish equivalence in the

consumption needs of households having different composition. One

of the most popular equivalence scale suggested in the literature is

adult equivalence, which establishes an equivalence in the

consumption of an adult, a child, etc.11 It is argued, however, that in a
situation where the poor consume both marketable and non-

marketable goods, it is difficult to use equivalent scales generated

from preferences revealed only from marketable goods (Lipton and

Ravallion, 1995). On the other hand, some also staunchly argue that

equivalence scales should be estimated from the data itself (see

Coutler, et al, 1992) since the measurement error arising from the use

of a ready-made equivalence scale can severely affect the

measurement ofpoverty.

32. But, the main issue in the measurement of poverty is not in the

precision of our estimate ofthe poverty line per se but in being able to

compare poverty among households. One has to be careful not to

classify households earning the same income into poor and non-poor,

leading to the absence ofrobustness ofpoverty measurements.

33. Despite the conceptual complexities in defining poverty lines, the

tradition of fixing a certain basic needs as a minimum to avoid poverty

(say minimum wage legsilations) or defining a basket of consumption

goods as representing basic goods is not a recent phenomenon. The

basic question remains whether is it possible to have a poverty line

that can offer a poverty profile, which is consistent. That is, one which

make the relative position of households to remain unchanged

whichever sub-group it belongs to. In the current literature the most

popular methods of estimating poverty lines are the Food-energy

intake method and the Cost of Basic needs method.

The Food-Energy Intake (FEI) Method

34. This method of setting the poverty line stipulates the cost of

attaining a predetermined level of food energy intake. There are a

number of ways of estimating the total expenditure needed to arrive at

the stipulated food energy intake. The common procedure is to run a

regression of cost of a basket of commodities consumed by each

household over the calorie equivalent or the food energy implied by

the basket of goods. One then proceeds to calculate how much it

would cost to buy a basket of commodities that would be considered

as sufficient. The energy intake is a predetermined value expressed in

terms of calorie equivalents. Another procedure is to take a sub-

sample of households with total expenditure equivalent or close to the

stipulated calorie level and compute a simple average. The FEI

method provides automatically the total expenditure implied by the

11World Health Organisation has constructed an adult equivalence ratio for a

range ofhousehold size and sex to be used for comparing consumption expenditure.

10



level of food expenditure that provides the stipulated calorie intake,

since the latter are dependent variables in the regression equation.

Thus, for a specified level of calories, a corresponding total

expenditure is obtained immediately.

35. This method has been extensively applied in the literature (see for

instance Omani 1982 and Greer and Thorbecke 1986). Despite its

simplicity in estimation there are some caveats to be considered when

one uses this method. One is the fact that the FEI method has the

difficulty of mapping calorie intakes into expenditure spaces in a

manner consistent with preferences and tastes of consumers. Ravallion

and Bidani (1994) argued that the FEI method is weak in terms of

offering a consistent and robust poverty profile. There is no provision

in the FEI method for differences in relative prices, tastes and

preferences across sub-groups. Instead, they suggested the Cost of

Basic needs approach that anchored in the estimation of relevant

Engel functions consistent with the neo-classical theory of demand.

The Cost of Basic Needs Approach (CBN)

36. The measurement of a poverty line based on basic needs is far

from being new in the literature. It dates back to the work by

Rowntree (1901) who attempted to construct a poverty line by

defining a basic needs basket to study poverty in New York (see

Atkinson, 1987 for comments). Since then, the Basic Needs approach

to define the poverty line gained practical application in various

research works. But, the fact that the definition of basic needs

remained elusive conceptually and has become difficult to reconcile

with proper theory of choice, the FEI method dominated much of the

earlier works in the construction ofpoverty lines.

37. Ravallion and Bidani (1994) argued that the CBN method

provides a more robust poverty profile as compared to the FEI method

of constructing poverty lines. The procedure introduced in Ravallion

and Bidani for constructing poverty lines on the basis ofthe CBN is to

make effective use of consumption pattern among poor households to

meet basic needs. In their procedure, the first step involves the

identification of a common food basket based on the expenditure

pattern of the lowest 40th percentile. The cost of achieving the

minimum calorie then is computed from this basket, the value of

which gives the food poverty line. To account for the non-food

component of basic needs, they suggested to estimate the marginal

budget share for food from an Engel function by regressing food share

on the logarithm of total expenditure12, taking care of differences in
household size and composition and other exogenous variables.

Ravallion and Bidani (1994) have compared and contrasted the two



methods of constructing poverty lines using the Indonesian data and

concluded that the CBN methods offers a consistent and robust

poverty profile.

38. It is true, however, that the two dominant approaches of setting

poverty lines are not mutually exclusive. For instance, the CBN

method uses an arbitrary cluster of households to generate the cost of

acquiring the minimum calorie needs. It is possible to use additional

information as in FEI from the data to accurately estimate the food

poverty line. In the next step, one can use the CBN method to arrive at

a total poverty line. This is perhaps an interesting area for further

research in the analysis ofpoverty.

39. In this connection, the literature is also apprehensive of the

implications in the definition of poverty line. That is, if a person is

above the poverty line by one extra dollar, the implication is he

crosses a life style from being poor to non-poor. Such instant

gradation causes discontinuity in the poverty measurement at the

poverty lines for which the justification is far from satisfactory (see

Atkinson 1987, Lipton and Ravallion 1995). Thus, there is a need for

caution in interpreting the classification of households into poor and

non-poor based only on poverty lines, howsoever they are defined.

40. The objective of poverty measurement cannot be complete

without an investigation of the underlying causes specific to the

circumstances of a poor household. In this respect, the common

practice is to use poverty profiles as an approximation to the causes of

poverty or as some aptly call to the correlates of poverty. Examples

are the level of education of the head of the household, size and

composition of the household, sex and age of the head of the

household, region ofresidence (rural-urban profiles), etc..

41. Determinants of poverty require an analysis beyond the

construction of simple poverty profiles, especially if the objective is to

compare anti-poverty policies. In the current practice, a regression

analysis is undertaken to construct poverty profiles with (z;/yi ) as a

dependent variable and a vector of household characteristics, x, as

explanatory variables, so that (zj/yi)=axi+ej, where £i is an error term

(see Ravallion, 1996 for further details). The common practice is to

define a binary variable, say h^l, if (Zj/yj)<0, and hi=0, otherwise and,

use probit or logit density functions to estimate the parameters of

'determinants' ofpoverty. As argued in Ravallion (1996), specifying a

binary variable entails a loss of information since (yi/z{) are observable

and could be used directly to estimate the parameters. Some applied

this approach by defining poverty levels at the household level as:



(1-—,0)}" (9)
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and use (9) as the dependent variable (see for instance Grooteart,

1997). Some argue (e.g. Datt et al, 1999) however that the use of

poverty rates loses a lot of useful information on the determinants of

consumption by the whole distribution. An alternative suggested is to

use lnci=axi, where, Cj stands for consumption expenditure by the ith
household. Then, (9) is used to define poverty at the household level

by substituting Cj for yj. Several advantages of this approach are

pointed out in Datt et al (1999). In subsequent discussions we used

the probit model to construct determinants ofpoverty at the household

level.

42. The large body of the literature that appeared in the past few

4« Conclusions decades focussed on the measurement aspect of poverty, which is

known as the money-metric approach to the measurement ofpoverty.

43. Nearly all the poverty indices suggested in the literature followed

the Dalton-Pigou social welfare criterion to set up the conditions that

have to be met in measuring poverty. Particularly, the approach to

normalize income shortfalls from the poverty line fall into two

categories: those who followed rank order (as in Sen, 1976; Thon,

1979, 1981; Takayama, 1979; Kakwani, 1984) and those who

followed the equal-weight or weighting by the number of population

in line with utilitarian social-welfare function (Clark et al, 1981;

Foster et al, 1984 and others). Others have taken the root of

equivalent-income concept which is a direct extension of the Dalton-

Pigou condition for comparing social welfare in different states (e.g.

Pyatt, 1986; Lewis and Ulph, 1988 and others). In short, these works

tried to imbed value judgements in the measurement of poverty that

are consistent with the literature in welfare economics. The Foster et

al (1984) received wider application and acceptance largely because it

meets most of the desirable properties forwarded in the literature (see

Haggeenars, 1987; Ravallion, 1992). Therefore, by using the Foster et

al (1984) index one can estimate three aspects of poverty: incidence,

depth and severity. In addition, the Foster et al (1984) is additively

decomposable (that is, we can conveniently get total poverty if we

have information on poverty by sub-groups) and also sub-group

consistent (that is, overall poverty changes montonically with changes

in poverty among sub-groups). Because of these advantages, it is

convenient today to construct poverty profiles and other interesting

exercises using the Foster et al (1984) method.

44. The construction of poverty lines is one of the least discussed but

perhaps the most important aspect of any poverty analysis. Two basic

issues have been explored in the chapter. The issue of continuity and

that of comparability or robustness. The first is basically about the

difference between falling above or below a poverty line by a small

margin (see for instance, Atkinson, 1987; Fields and -, 1997), an issue
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that is addressed in chapter 4 in the context of stochastic dominance

criterion. The issue of robustness is perhaps one of the most important

aspects in poverty analysis. It raises the basic question that the

position of a person should not change across different sub-groups.

That is, a person that is identified as being poor in one sub-group

should remain to be so in any other sub-group when dealing with

absolute poverty . But, in practice, this is extremely difficult. One

formidable problem is that the real value of the poverty line varies

with the standard of living achieved by different countries ( see for

instance, Ravallion etal, 1991; Citro and Michael,1995; Kanbur and

Squire, 1999), which gave rise to the issue of having the same

capabilities but different incomes. Regardless of this, the two leading

methods of setting the poverty line are the Food-Energy intake method

and the Cost of Basic Needs approach. Both methods provide the

minimum cost of basket of commodities that are considered to be

irreducible for survival. Aside from the controversies, there is no

conclusive evidence that suggest that one of the methods is robust. In

fact, one benefits a lot if a combination of the two is used when

circumstances demand.

14



References

Ali, A.G.A, 1996, Dealing With Poverty and Income Distribution Issues in

Developing Countries: Cross Regional experiences, Paper Presented at the

Bi-Annual Workshop of the African Economic Research Consortium,
Nairobi, December ;

Ah\ A.G.A, and Thorbecke, E,,2000, The State and Path of Poverty in Africa,
Journal of African Economies, Special Issue of the Bi-Annual Workshop of

the African Economic Research Consortium, Nairobi, May.

Atkinson, A.B., 1970, The Measurement of Inequality, Journal of Economic Theory
2, 244-263.

Blackbory, C. and Donaldson, D, 1980, Ethical Indices for the Measurement of
Poverty, Econometrics, 48, 1053-60.

Chakravarty, S.R., 1983, Ethically Flexible Measures of Poverty, Canadian Journal
ofEconomics, 16, 74-85.

Clark, S., R. Hemming , D. Ulph, 1981, On Indices for The Measurement of
Poverty, The Economic Journal, 91, 525-536.

Coulter, A.E., A.C. Cowell and S.P, Jenkins, Equivalence Scale Relativities and TTie
Extent of Inequality and Poverty, The Economic Journal, 102,1067-1082

Dalton, H., 1920, The Measurement of the Inequality of Incomes, The Economic
Journal, 30, 348-361.

Datt, G, S. Kenneth, S. Mukherjee and G. Dava. 1999. Determinants of Poverty in
Mozambique: 1996-97. FCND Discussion Paper No. 78. International Food
Policy Research Institute.

Demery, L., and Squire, L., 1996, Macroeconomic Adjustment and Poverty in
Africa: an emerging trend, World Batik Research Observer, vol. ii, no 1 24-
39.

Fields, G, 1997, Poverty, Inequality and Economic Wellbeing: African Economic
Growth in Comparative Perspective, paper prepared for AERC training
workshop, Kampala, Uganda

Foster, J., J. Greer and E. Thorbecke, 1984, Notes and Comments: A Class of
Decomposable Poverty Measures: Econometrica, vol 52, no 3,761-766.

Foster, J.E., and Shorrocks, A.F., 1991, Sub-Group Consistent Poverty Indices,
Econometrica, vol 59, 3, 687-709.

Gastrwuth, J.L., 1971, A General Definition of Lorenz Curve, Econometrica 39
1037 ' '

Greer, J., and Thorbecke, E; 1986, A Methodology for Measuring Food Poverty
Applied to Kenya, Journal ofDevelopment Economics, vol 52, no 3, 761-766

Hagenaars, A., 987, A Class of Poverty Indices, International Economic Review vol
■ 28, no 3, 583-607.

Kakwani, N., 1990,Poverty and Economic Growth with an Application to Cote
d'lvoire, LMS Working Paper no 63,1990.

15



Kakwani, N., 1980, Income Inequality and Poverty: Methods of Estimation and
Policy Applications. Oxford University

Kakwani, N., 1980, On a Class of Poverty Measures, Econometrica, vol 48,437-46.

Kanbur, R., 1987, Structural Adjustment, Macroeconomic Adjustments and Poverty:
A Methodology of Analysis, World Development, 15: 1515-1526

Kundu, A., and Smith, A.E., 1983, An Impossibility Theorem on Poverty Indices,
International Economic Review, 24, June 1983, 423-434.

Lipton, M., and Ravallion, M., 1995, Poverty and Policy, in Handbook of

Development Economics, vol III, Berhman, and T,N. Srnivasan, Elsevier
Science

Lewis, G.W., and Ulph, D.T., Poverty, Inequality and Welfare, The Economic
Journal, 98, 1988

Mekonnen. T., B. Kebede, A, Shimeles, 1999, Economic Reform, Growth and
Poverty hi Ethiopia: Evidence from Household Panel Data, AERC, and

Nairobi

Ravallion, M., 1992, Poverty: A Guide to Concepts and Methods, World Bank,

LSMS, Working Paper 88.

Ravallion, M., 1996, Issues in Measuring and Modeling Poverty, The Economic
Journal, 106, 1328-1343.

Ravallion, M. and Bidani, B... 1994, How Robust is a Poverty Profile? World Bank
Economic Review, 8(1): 75-102.

Ravallion, M, and van de Walle, 1991, The Impact of Food Pricing Reforms: A

Welfare Analysis of Indonesia, Journal of Policy Modeling, 13 (2): 281-299

Rodgers, I, and Rodgers, J.s 1991, The Impact ofFood Pricing Reforms: A Welfare

Analysis for Indonesia, Journal of Policy Modeling, 13(2): 281-299

Rodgers, J., and Rodgers, J., 1991, measuring the Intensity of Poverty among Sub-

Populations: Applications to the US, The Journal of Human Resources, XXI,
2, 338-359

Rowntree, B.S., 1901, Poverty: A Study oftown life, London, Macmillan

Sen, A., 1976, Poverty: An Ordinal Approach to Measurement, Econometrica, vol
44, no 2, pp 220.

Sen, A., 1983, Poor Relatively Speaking, Oxford Economic Papers, 35,153-169

Sen, A., 1985, Commodities and Capabilities, Amsterdam: North Holland

Thon, D., 1981, Income Inequality and Poverty: Some Problems, The Review of
. Income and Wealth, 2, 207-211

Thon,D., 1979, On Measuring Poverty, Review of Income and Wealth, 35,429-440.

Thorbecke, E. and Hong-Sang, j. 1996. Multiplier Decomposition Method to

Analyze Poverty Alleviation. Journal of Development Economics 48(2). 279-
301. ■ . , .

16


