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Poverty: Outline

• Poverty: conceptual issues
• Poverty measures
• Poverty Trends with COVID-19
• The lives of the poor: characteristics and 

behaviors 
– Are they rational?

• Poverty and scarcity: a behavioral 
approach

• Poverty reduction programs
– Randomized controlled trials (RCTs)
– Impact evaluations of poverty reduction projects 
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Poverty: conceptual issues

• A poverty line: a critical threshold of income, 
consumption, or access to goods and services below 
which individuals are declared to be poor.
– A minimum level of ‘acceptable’ economic 

participation in a given society at a given point in 
time.

Concerns on poverty measurement:
• Look at actual, observed consumption basket or 

expenditure (or overall income) falls below the 
minimum required/threshold.

• Income elasticities may be high, but nutrient 
elasticities may not be correspondingly high.

• Income represents the capacity to consume, not 
consumption
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– To assess poverty based on household consumption, it’s 
helpful to think in terms of an expenditure function 
showing the minimum expense required to meet a 
given level of utility u. Let yi be the consumption 
measure for household i, then an expenditure measure 
of welfare denoted by

yi = p*q = e(p, x, u)
p – a vector of prices of goods and services
q – a vector of quantities of goods and services consumed
e(.) – an expenditure function
x – a vector of household characteristics

>> Given the prices p that it faces, and its demographic 
characteristics (x), yi measures the spending that is needed to 
reach utility level u.

Poverty: conceptual issues
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Concerns on poverty measurement

• Income or consumption?

– Mostly, rich countries use income while poor countries 
use expenditure. Why?  (Rich: wages & salaries, Poor: 
self-employment)
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Concerns on poverty measurement

• Other measures of household welfare:
o Calories consumed per person per day
o Food consumption as a fraction of total expenditure
o Outcomes of malnutrition: underweight, stunting, 

wasting

• Households or individuals?
– Often income and consumption data are available at 

household-level
– Individuals: just do average?, or need adult equivalence scales 

to convert children’s consumption as a fraction of a 
representative adult
• OECD scale for adult equivalent (AE): AE = 1 + 0.7(Nadults – 1) 

+ 0.5Nchildren

• Other scale: 𝐴𝐸 = (𝑁𝑎𝑑𝑢𝑙𝑡𝑠 + 𝛼𝑁𝑐ℎ𝑖𝑙𝑑𝑟𝑒𝑛)
𝜃, 𝛼 – cost of a child 

relative to an adult, 𝜃 ≤ 1 captures the effects of 
economies of scale

– What’s about allocation of expenditures within the household? 
>> intra-household allocation
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• Absolute or relative?
– Absolute: independent of the contours of the society under 

consideration
– Relative: evaluate relative to the prevailing socioeconomic 

standards
– Poverty lines should share some common components, but 

vary from country to country

• Temporary or chronic?
– People in a state of poverty often experience significant 

fluctuations in their income and consumption.
– ‘Temporary poverty’ occurs when people temporarily enter a 

poverty state because of bad economic shocks.
– ‘Chronic poverty’ is when they constantly stay in a poverty  

state for a long time.
– Policies to deal with problems are also different.

Concerns on poverty measurement
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• Higher absolute poverty lines: 
US$3.20 and US$5.50 per person per day
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• Why a poverty line, anyway?
– keep in mind: poverty is not a ‘zero-one’ 

concept (poor vs. non-poor)

• http://www.worldbank.org/en/news/video/2018/10/1
7/new-ways-of-looking-at-poverty

• https://www.worldbank.org/en/topic/measuringpov
erty
– PovCalNet: 

http://iresearch.worldbank.org/PovcalNet/home.aspx
– Poverty & Equity Data Portal: 

http://povertydata.worldbank.org/poverty/home/

• https://www.worldbank.org/en/publication/poverty-
and-shared-prosperity

Concerns on poverty measurement
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Poverty measures

• Poverty line, general definition: an expenditure threshold 
that is regarded as minimally necessary for ‘adequate’ 
participation in economic life. People below this 
threshold will be said to be poor.

y – income/expenditure
subscripts i, j – individuals
p – poverty line
m – mean income of the economy
N – total population

• ‘relative incidence’: compared to the total population of 
the country or region under consideration
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Poverty measures

• Head-count ratio
– Head-count (HC): 

q = total number of individuals i such that yi < p
– Head-count ratio (HCR): 

HCR = q/N
– Measure incidence of poverty
– Comments: fail to capture the extent to which individual 

income falls below the poverty line, lead to biased policy 
decisions toward individuals who are very close to the 
poverty line

– Ignore ‘relative deprivation’ among the poor (inequality 
among the poor)

11



• Poverty gap ratio (PGR):

PGR = [Σyi < p(p-yi)]/Nm

– The ratio of the average of income needed to get all poor people 
to the poverty line, divided by the mean income of the society

– a measure of resources required to eradicate the poverty
– What if an economy is highly unequal but overall wealthy with a 

large number of poor people?

• Income gap ratio (IGR):

IGR = [Σyi < p(p-yi)]/pHC

– Total shortfall of the poor from the poverty line, but also divide 
the shortfall by the total income required to bring all the poor 
people to the poverty line

– Measures it relative to the total income needed to make that 
poverty go away

– Capture the acuteness of poverty

• PGR & IGR capture ‘depth’ or ‘per capita intensity’ of poverty

Poverty measures
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• FGT(): Forster-Greer-Thorbecke

Poverty measures
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• Sen Index
• Sen-Shorrocks-Thon Index
• Watts Index

• Multidimensional Poverty 
Index (MPI)
– It complements traditional 

income-based poverty 
measures by capturing the 
severe deprivations that each 
person faces at the same time 
with respect to education, 
health and living standards.

– The MPI is calculated by 
multiplying the incidence of 
poverty (Headcount ratio) by 
the average intensity across 
the poor (A).

https://ophi.org.uk/global-mpi-2021/

Other poverty measures
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https://ophi.org.uk/multidimensional-poverty-index/databank/
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https://ophi.org.uk/infographics/
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https://ophi.org.uk/infographics/


17



Poverty trends with COVID-19

• The pandemic will lead to the first increase 
in global poverty since the 1998  Asian 
financial crisis, when global poverty 
increased by 0.4 percentage point and 47 
million people were pushed into extreme 
poverty relative to the previous year.

https://www.worldbank.org/en/publication/poverty-and-shared-prosperity
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Poverty trends with COVID-19

• Emergency social protection coverage is less prevalent in high-
MPI countries.

• The percentage of employed nonwage workers is particularly high 
in high-MPI countries. 

https://ophi.org.uk/global-mpi-2021/
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Poverty trends with COVID-19

• The percentage of households with children who stopped 
participating in formal education during the pandemic is larger in 
higher MPI countries.
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• People who are currently poor or vulnerable are being hit especially hard. 
These people include those with lower levels of education and assets, those 
in insecure employment, and those in lower-skilled occupations.

• The poorest may also be hit harder because they have fewer coping 
mechanisms, such as savings that can cover basic needs during periods of 
unemployment. In developing countries, inadequate social security 
systems may fail to compensate for this differential impact of the 
pandemic.

• People forced into poverty by COVID-19 may also differ from the current 
global poor in other ways. 

• Within countries, a large share of the extreme poor are rural, whereas many 
of the new poor are likely to live in congested urban settings, which can 
serve as a conduit for infection. 

• Many of the new poor are likely to be engaged in informal services, 
construction, and manufacturing – the sectors in which economic activity is 
most affected by lockdowns and other mobility restrictions as well as 
mandatory social distancing.

• The new poor who are 15 and older are also more likely to be paid 
employees and work more in nonagriculture (manufacturing, services, and 
commerce sectors) than the chronic poor. 

• The new poor tend to be more educated than the chronic poor, and 
significantly less educated than the nonpoor (of those age 15 and older).

Poverty trends with COVID-19
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