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Topics 

• Measuring Inequality 

• Growth and Inequality 

• Measuring Poverty 

• Strategies to Reduce Poverty 

• Global Inequality and the End of Poverty 
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Distribution and Development 

• What is the extent of relative inequality, and how is this related 
to the extent of poverty? 

• Who are the poor? 

• Who benefits from economic growth? 

• Does rapid growth necessarily cause greater income 
inequality? 

• Are high levels of inequality always bad? 

• Do the poor benefit from growth? 

• What policies can reduce poverty? 

 

 

EE462_1/2014_#7_Phatta Kirdruang 3 



INEQUALITY 
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Fig. 6.1 top: Distribution of 

Income/consumption in Bangladesh  

EE462_1/2014_#7_Phatta Kirdruang 5 



Fig. 6.1 Distribution of 

Income/Consumption in the USA 
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Fig. 6.1 Distribution of 

Income/Consumption in Mexico 
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Table 6.1: Size distribution with quintiles 

for the 3 countries 
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Some Observations from 3 countries  

• Bangladesh, Mexico, and USA show similar lognormal 
distribution with flat tail to the right. 

• Relatively small number of rich households and a larger number of 
lower-income families that make up “the hump” of the distribution 

• The degree of inequality or varies among the three nations. 

 Need to calculate the size distribution – the share of total 
consumption or income received by different groups of 
households, ranked according to their consumption or income 
level 

 Lorenz curve: the share of total income received by any 
cumulative percentage of recipients 
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Fig. 6.2: Lorenz Curve & Gini Coefficient Ratio 

(GCR) =(A)/(A+B) 
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Measuring Inequality 

1. Ratio of the income share of the top 20% to the 
share of income share of the bottom 20%: 

  Range=Top 20%/Bottom 20% 

Examples 

• Range in Bangladesh =  

• Range in Mexico=   

• Range in USA =   

2. Lorenz Curve 

 Relates cumulative % of income recipients (persons) to 
cumulative % of consumption or income received 
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Measuring Inequality (Continued) 

Gini Coeff = 
𝐴

𝐴+𝐵
   

where A= area of inequality  

• 0 < Gini < 1.0 

• Gini = 0  

• Gini = 1  

• In practice, Gini ranges 
between ~0.25 – 0.65. 
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Gini Coefficients by Country and Region 
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Source: Figure 2.9 from World Development Report 2006 



Gini Coefficients by Country and Region 
(cont’d) 
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Source: Figure 2.9 from World Development Report 2006 



Other Inequality Measures 

• Theil indexes 

The general formula: 𝐺𝐸 𝛼 =
1

𝛼(𝛼−1)

1

𝑁
 

𝑦𝑖

𝑦 

𝛼
− 1𝑁

𝑖=1  

where α is the weight given to distances between incomes at different parts 
of the income distribution. 

 α=1 : Theil’s T index  
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α=0: Theil’s L index or the mean log deviation measure  
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Growth and Inequality 

• The inverted-U Kuznet’s curve 

• The hypothesis states that inequality first rises and then falls 
over the course of development.  

• Empirical evidence: 
• Early cross-section analysis support this hypothesis, and data for 

specific countries exhibit great differences.  

• More recent econometric tests show no relationship between 
inequality and growth: the inverted-U shape was driven by the 
coincidence of Latin America’s high level of inequality and 
middle-income ranking. 

• No general pattern of the relationship between growth and 
inequality; i.e., all nations need not follow a similar 
distributional path. 
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Income and Inequality in Selected Countries 

From: Todaro (2012), chapter 5. 
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Kuznets Curve with Latin American Countries 
Identified 

From: Todaro (2012), chapter 5. 
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What Else Might Cause Inequality 

• History and politics 

• Pattern of land ownership  

• Resource endowments 

• Other factors: education, population growth, and control by 
entrenched elites.  

• On balance, the determinants of income inequality are not well 
understood.  

• Still an empirical matter 
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POVERTY 
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Poverty  

• Absolute poverty (or extreme poverty) 

• People living in absolute poverty are those who live below the 
international poverty line  

• According to WB studies , in 2005 there were ~1.4 billion people (or 
~25% of the developing world’s pop) living below the poverty line. 

• People living just to the right of the poverty line is considered as the 
“near poor”. 

• Poverty Lines:  

• Most recent estimate of the global poverty line (or poverty 
threshold) is at $1.25 per day, measured in terms of 2005 PPP 
dollars. 

• This estimate is based on the compilation of poverty lines from 74 
developing countries. 
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Global and Regional Poverty Trends 

From: Todaro (2012), chapter 5. 
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Measuring Poverty  

• Headcount Index: the ratio of the number below the poverty line to 
total population (H/N) 

 HI tells what proportion of the population is poor. 

• Poverty Gap: How many people fall below poverty line and how far 
they are from the line 

  𝑷𝑮 = 
𝑷𝑳−𝑴𝑪

𝑷𝑳
× 𝑯𝑰 

where PL=Poverty line, MC=mean consumption per capita for individuals below 
poverty line, HI= Head Count Index 

PG measures how much income is needed to get the poor from poverty 
line. 

• Poverty Gap Squared calculated from squaring PG. 

  Put more weight on incomes that fall farther below the poverty line. 

EE462_1/2014_#7_Phatta Kirdruang 23 



Other Poverty Measures 

• Foster-Greer-Thorbecke (FGT) index 

𝑃𝛼 =
1

𝑁
 
𝑌𝑃 − 𝑌𝑖
𝑌𝑃

𝛼𝐻

𝑖=1

 

where 𝑌𝑖= income of the ith poor person; 𝑌𝑃= poverty line; 
N=number of population; H = number of poor persons 

 If 𝛼=0,𝑃0 =
𝐻

𝑁
  or the headcount ratio. 

 If 𝛼=1,𝑃1 =
1

𝑁
 

𝑌𝑃−𝑌𝑖

𝑌𝑃

𝐻
𝑖=1   or the normalized poverty gap 

(NPG), where  𝑁𝑃𝐺 = 𝐴𝑃𝐺/𝑌𝑃 and APG=
1

𝑁
 𝑌𝑃 − 𝑌𝑖
𝐻
𝑖=1  . 
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Number of Poor (Millions), 1981-2005 
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Source: Chen and Ravallion.  (2010). The developing world is poorer than we thought, but no less successful in the fight 
against poverty.  Quarterly Journal of Economics, 125 (4). 



Number of Poor (Millions), 1981-2005 (Cont’d) 
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Source: Chen and Ravallion.  (2010). The developing world is poorer than we thought, but no less successful in the fight 
against poverty.  Quarterly Journal of Economics, 125 (4). 
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Source: Chen and Ravallion.  (2010). The developing world is poorer than we thought, but no less successful in the fight 
against poverty.  Quarterly Journal of Economics, 125 (4). 

Headcount Index, 1981-2005 



Headcount Index, 1981-2005 (cont’d) 
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Source: Chen and Ravallion.  (2010). The developing world is poorer than we thought, but no less successful in the fight 
against poverty.  Quarterly Journal of Economics, 125 (4). 



Poverty Gap Index, 1981-2005 
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Source: Chen and Ravallion.  (2010). The developing world is poorer than we thought, but no less successful in the fight 
against poverty.  Quarterly Journal of Economics, 125 (4). 



EE462_1/2014_#7_Phatta Kirdruang 30 

Source: Chen and Ravallion.  (2010). The developing world is poorer than we thought, but no less successful in the fight 
against poverty.  Quarterly Journal of Economics, 125 (4). 

Poverty Gap Index, 1981-2005 (Cont’d) 



Fig. 6.6: Global Distribution of People leaving in 

Poverty (below$2 /day 

East Asia, 28% 

South Asia, 43% 

Middle East and 
North Africa, 2% 

Eastern Europe 
and Central Asia, 

2% 

Latin American 
and the 

Caribbean, 3% 

Regional Distribution of People Living Below 
the $2-a-Day Poverty Line 

Source: Chen and Ravallion.  (2010). The developing world is poorer than we thought, but no less successful in the fight 
against poverty.  Quarterly Journal of Economics, 125 (4). 
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Who Are the Poor? 

Some characteristics of extreme poverty: 

• Rural-urban divide 

• Regional poverty 

• Women and poverty 

• Ethnic minorities, indigenous populations, and poverty 
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Poverty: Rural versus Urban 

From: Todaro (2012), chapter 5. 
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Indigenous Poverty in Latin America 

From: Todaro (2012), chapter 5. 
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Strategies to Reduce Poverty  

• From the 1990 WDR, a strategy to alleviate poverty 
should include:  
1. Promote market oriented economic growth (based on Washington 

Consensus) 

2. Direct investment on basic health, education of the poor 

3. Develop social safety nets to assist individuals unable to take 
advantage of market opportunities 

• Most poverty reducing strategies are “trickle down approach” 
Economic growth will lead to poverty reduction. 

• Human Development Report approach sees problems with 
economic growth approach. HDR argues it can be jobless, 
ruthless, voiceless, and rootless, & futureless or unsustainable. 
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Problems with Economic Growth Approach 

• UNDP argues growth can be:  

• “jobless”: overall economy grows but does not expand 
employment 

• “ruthless”: where the rich only benefit, leaving millions in poverty  

• “voiceless”: no basic democratic freedoms 

• “rootless”: undermine cultural identity 

• “futureless”: present generation squanders  resources needed for 
future generation 

• Main concern: whether economic growth is good for the poor 
or whether the benefits are more likely to be concentrated on 
the rich 

 Empirical studies confirm that economic growth is generally good for the 
poor. 
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Is Growth Good for the Poor? 
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Pro-Poor Growth 

• What does pro-poor growth mean? 

The situation in which income growth among the poor is faster 
than average income growth 

Economic growth that includes any growth in the incomes of the 
poor 

• Pro-poor growth strategy is a development strategy that 
combines more rapid economic growth with increased 
opportunities for the poor to participate in the economy. 
• Market-friendly policies (e.g. maintaining fiscal discipline, reducing price 

inflation, and increasing economic openness) 

• Strategies designed to include the poor 
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Global Inequality and The End of Poverty 
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Source: Milanovic, B.  (2009).  Global Inequality Recalculated.  The World Bank: Policy Research 
Working Paper 5061. 


