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BOX §-1 NATIONAL POVERTY LINES IN BANGLADESH,
MEXICO, AND THE UNITED STATES

)

Instead of one official poverty line, Bangladesh has many. Separate poverty lines
exist for each of 14 regions to reflect varying costs. Regional lines are further
divided -into upper'and lower levels to capture different intensities of poverty.
All poverty lines are based on securing a minimum daily caloric intake of 2,112
calories. The representative bundle of food to obtain these calories was speci-
fied in the early 1990s and is made up of 11 items: rice, wheat, pulses, milk, oil,
meat, freshwater fish, potatoes, other vegetables, sugar, and fruit. The cost of
this bundle is adjusted using a domestic price index. The lower poverty line in
each region represents the level of poverty at which a person does not have the
resources to meet both food and nonfood requirements and must sacrifice some
minimum daily caloric requirement to afford essential nonfood needs. The upper
poverty line represents a level of poverty at which a person is able to meet mini-
mum daily food requirements and afford some nonfood expenditures.

Mexico has three official poverty lines that capture a range of conditions of
poverty. Within these lines, there is differentiation between rural and urban popu-
lations. The lowest poverty line is estimated by‘calculating the cost of a represen-
tative bundle of food, taking into account the differing nutritional requirements
of rural versus urban dwellers in terms of daily calories and grams of protein.
! Falling below this poverty line indicates that a person cannot meet even these
W= E minimal daily nutrition requirements. Falling below the second poverly line means
the person does not have the resources to meet both daily nutritional require-
ments and minimum health and educational expenses. The third line indicates
{hat resources are insufficient to pay for all necessary costs of living, including
fuod, education, health, clothing and footwear, housing, and public transportation
pxpenses.

Ihe United States also specifies multiple poverty lines that vary, not by loca-
lion, but according to household size and age of household members. U.S. pov-
wily lines, like those in Bangladesh and Mexico, start with the cost of a basket
il {ood items. Designed to meet a person's nutritional needs at minimum cost,
e bundle of food items used is still based on a 1955 survey of household food
~ tunsumption. It is made up of servings of milk, cheese, and ice cream; meat,
 Jultry and fish; eggs; dry beans, peas, and nuts; flour, cereal, and baked goods;
" Llus fruit and tomatoes; dark-green and deep-yellow vegetables; potatoes;
- Wil vegelables and fruits; fats and oils; and sugars and sweets. The cost of the
Ldle of food was multiplied by three to arrive at the poverty threshold because
B 1065 survey found that the average family of three or more people spent
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inflation. Neither the bundle of food i
spends on food has been adjusted in
and evidence that even poor American
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$1.28-a-day poverty line

Absolute
poverty

Percentage of population

Gonsumption per capita (taka/year)

FIGURE 6-5 Absolute Poverty in Bangladesh
Somrce: Collaboration with Claudio E. Montenegro, World Bank.

ihe addition of the $1.25-a-day poverty line. Individuals with consumption below the
puverty line, some 50 percent of all Bangladeshis, are considered absolutely poor. It
shiould be evident that there is something arbitrary about this distinction between
the poor and the nonpoor. Is someone just above the poverty line, with a few taka
winie ol consumption expenditures, living that much differently from someone just
below the poverty line? This arbitrary character of poverty lines is inevitable. But
- puvaity lines still are useful in providing a sense of the extent of absolute poverty, a
seats lor assessing the success of policies designed to alleviate poverty, and a mech-
'i siain lor calling attention to and mobilizing support for reducing human depriva-
Miintegies that succeed in reducing the numbers below the poverty line usually
‘ W iver nd also help the “near poor,” those just to the right of the poverty line in
Heguency distribution.

- Ll i poverty line is selected, the extent of absolute poverty can be identified in
Wb ol ways, The simplest is to report the number of people below the poverty
b Begually strnightforward is the head-count index, the ratio of the number below
vy line to total population. A third measure, the poverty gap, describes
Bver ity of poverty. The severity of poverty refers to both how many people fall
: poverty line and how far they are from that line. Look again at Figure 6-5.
A the lrequency distribution below the $1.25-a-day poverty line was some-
tlower to the origin and somewhat lower closer to the poverty line. This
Wi thint poverty was more severe. The same number of individuals might
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poverty line; the head-count index then weights this amount by the percent of poor
people in the population. The boverty gap, a measure of how much income is needed
to get the poor to the poverty line, increases the farther mean Consumption of the

poor is from the poverty line and the higher the share of the population is below the
poverty line.
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To compute this latest global poverty line, researchers were aided by an expanded
compilation of poverty lines, now including 74 developing countries, as well as new
estimates of purchasing power parity, which, for the first time, included price surveys
for China. The new compilation of poverty lines was especially important because the
composition of low-income nations changed between 1985 and 2005. The original
$1-a-day-poverty line reflected national poverty lines, including those of Bangladesh,
Egypt, India, Indonesia, Kenya, Morocco, and Tanzania. Economies in sub-Saharan
Africa were underrepresented. Rather than relying on an inflation-adjusted value of
the poverty line defined by this earlier group of countries, researchers at the World
Bank repeated the original exercise and determined a new poverty line based on 15
of today’s poorest countries.” The new group includes 13 sub-Saharan countries,
Nepal, and Tajikistan. The average of the national poverty lines of this group is $1.25
a day, which is thought to be more representative of how the poorest nations define
absolute poverty. The median poverty line of all developing economies in the sample
was $2.00 a day, which is often used as a measure of poverty in middle-income econ-
omies, especially in Latin America and eastern Europe.

New estimates of purchasing power parity were equally important in establishing
the $1.25-a-day poverty line and in assessing the extent of poverty. If two people have
the same purchasing power, they should be considered poor or not poor independent
of where they live. But if they live in different countries they use different currencies
and face different prices. As discussed in Chapter 2, we cannot rely on comparisons
imade using market exchange rates as a way to ensure that these two people living in
different countries will be evaluated similarly. This is because of the importance of
nontraded goods in consumption. To capture PPP, economists rely on detailed price

~ surveys in individual countries. Prices in shops and stalls of specific items, including
sveryihing from 500-gram packages of durum spaghetti to low-heeled ladies’ shoes,
e collected. These surveys are conducted under the auspices of the United Nations
International Comparison Program (ICP) and offer estimates of PPP.

{he most recent poverty estimates rely on ICP surveys from 2005, which have

sveial important advantages over previous rounds. One problem in comparing
~ piees i different countries is accounting for the quality of goods. Nontraded goods
Wy be cheaper in poor countries than in rich countries, but some of this differ-

E: e iy be due to inferior quality, leading to an underestimation of PPP in poor
Suiitiles, The 2005 ICP made corrections for this problem. It also expanded coun-
W Laverape; China participated for the first time. Given the size of China’s popula-
4wl it success in reducing poverty, accurate measures of its PPP were critical
, pioved estimates of global poverty. Finally, the most recent estimates of global
wete alded by improved coverage of the household surveys needed to make
W eatlinates. Over 1.2 million households were part of 1 of 675 surveys taken

A Havallion, and P. Sangraula, “Dollar a Day Revisited,” World Bank Economic Review 23,
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decline is due to China’s success. Over 600 million fewer Chinese people lived below
$1.25 a day in 2005 than did in 1981. Many observers trace the start of China's suc-
cess to the economic reforms of the late 1970s, which decollectivized agriculture and
encouraged farm households to produce and market more of their output, pulling
them out of poverty.

Poverty reduction was dramatic throughout all of East Asia, with large declines
in Indonesia, Malaysia, South Korea, Taiwan, and Thailand. But in absolute terms,
given the size of China’s population, China’s success dominates the global decline.
By comparison, South Asia, dominated by India, saw an increase of almost 50 mil-
lion in the number of poor. In sub-Saharan Africa, the trend was worse. As the
population of this region grew, so did absolute poverty, from 214 million in 1981 to
391 million in 2005.* Trends in other regions add little to the aggregate picture
for two reasons: Their population size is relatively small and, as mostly middle-
income nations, the share of their populations living at only $1.25 a day was and
remains low.

Trends in absolute numbers are one way to mark the progress made against
absolute poverty. But it is not the only way. The head-count index presents pov-
erty relative to population size and reinforces both the good and bad news on pov-
erty (Table 6-2). In 1981, China’s head-count index was 84 percent; by 2005, it was
down to only 16 percent. In South Asia, the incidence of poverty also declined

significantly, from just over 59 percent to 40 percent. Sub-Saharan Africa showed a

modest decrease, from 54 to 51 percent. Latin America also had limited success at
decreasing its poverty rate; the head-count index fell from 11.5 to 8.4 percent. Given
{heir generally middle-income status, $1.25 a day is not the most meaningful pov-
s1ty line for eastern Europe and central Asia (ECA) or for the Middle East and North
Altica (MENA). Both regions have had poverty rates in the single digits for the past
4 years, although ECA experienced an increase in poverty since 1981 while MENA
wuw o decline. For the developing world as a whole, there has been a significant
decline in the percentage of people who experience the grinding poverty of living
~ lwlow $1.25 a day. Approximately 52 percent of the developing world fell below the
_,_" &1 45 aday poverty line in 1981; 24 years later, this ratio stood at 25. Can similar
Juaess be made over the next 20 years?

' »- liefore trying to answer that question, it is worth considering the severity of pov-
44 s measured by the poverty gap (Table 6-2). In 1981, absolute poverty was severe
ﬂlt‘ inost populous regions of the developing world. In East and South Asia, as well
4 sl Saharan Africa, the poverty gap ranged from 20 to 36 percent. But, by 2005,
¢ -puvm iy gap had fallen to 10 percent or less everywhere but in sub-Saharan Africa,

§ b aiid M. Ravallion, “How Have the World's Poorest Fared Since the Early 1980s?” World Bank

b e 19, no. 2 (2004). The authors point out that the earlier their estimates, the less confident

U4 e results because of the paucity of household surveys from the early 1980s. This is especially

nlu 4 The trend toward increasing absolute poverty in sub-Saharan Africa is not in doubt, but the
A0 o this increase may not be precise.
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NUMBER OF PogR

HEAD-COUNT INDEX POVERTY GaAP
(MILLIONS) (PERCENT) (PERCENT)
—VohnLENl)
REGION 1981 1390 2005 1981 199p 2005 1981 199 2005
East Asia 1,071.5 873.3 316.2 777 547 16.8 355 1 82 4.0
(China only) (835.1) (683.92) (207.7) (84) (60.2) (1 5.9) (39.3) (20.7) (4.0)
South Asia 548.3 579.2 5956 594 51.7 403 19g 15.2 103
Sub-Saharan 213.7 299.1 3906 537 579 512 999 266 21.1
Africa
Latin America 42.0 42.9 46.1 11.5 9.8 8.4 4.0 36 32
and Caribbean
Middle East 13.7 9.7 11.0 7.9 4.3 3.6 1.6 09 08
and North Africa
Eastern Europe 71 9.1 17.3 1.7 2.0 3.7 04 06 11
and Central Asia
Total 1,806.2 1 ,813.4 1,376.7

518 418 252 9213 142 78
(Total excluding  (1,061.1) (1,130.2) (1,169.0) (30.g) (35.0) (28.2) (na)* (na) (na.)
China)

*Absolute poverty refers to a poverty line of $1.95 day (PPP, 2005),
Total refers to low- and middle-i

NCome nations only.
n.a., not available,
CE————

Source: S. Chen and M. Ravallion, “The Developing World |s Poorer
Successful in the Fight Against Poverty” Quarterly Journal of Econo

Than We Thought, but No Less
mics 125, no. 4 (2010).

nefited from a fun-
which brought tremendous economic
ything in Africa Ccomparable to China’s transition

Brogress. It is hard to identify an
St ol socialism and toward the ial to produce sustained
#towth rates in output approachi i

1 sub-Saharan Africa remains
bl tommunity.

( TABLE 6-2 Absolute Poverty” by Region, 1981-2005 ﬁ

=
5

i o

e i

1 hall
S04, 1
sy co
e
PorsLa
Hght o

ahiont
bt T
i natic
poor p
ingin
¢conol
a4 muc
of poo
result
of well
Sc
a thre
descri
for por
trary 1
pover!
define
poor |
specie
a day.
erty li

AL
Review
zzse

Prograi



6
a)

_/

ags than
re mini-

unprec-
what is
7e in the
ury with
ange fac-
yme than
)y be even
overty to
ym a fun
sconomic
transition
sustained
e povurl\'
1s and the

MEASURING POVERTY 191

DISSENTING OPINIONS ON THE EXTENT OF ABSOLUTE POVERTY

With something as complex as estimating the amount of absolute poverty in the
world, it should come as no surprise that not everyone agrees with the numbers.
Some criticize the estimates as too low; others claim they are too high.

The somewhat arbitrary nature of any poverty line already has been identified. Is
someone living on just less than $1.25 a day poor, whereas someone consuming just
over $1.25 a day not’poor? Princeton economist Angus Deaton has a different con-
cern. He devoted his 2010 presidential address to the American Economic Associa-
tion to the latest round of poverty estimates and argued that the $1.25-a-day poverty
line is foo high! The latest poverty estimates raise the number of poor in 2005 by close
to half a billion people compared to using the previous method and applying it to
2005. This is a huge increase for a measure of absolute poverty, which is intended to

stay constant in real terms over time.
Deaton traces the problem to how the poverty line was constructed. He is not
persuaded that the 15 countries used to establish the new poverty line were the
right ones. He notes that the small nation of Guinea-Bissau, with a population of
about 1.5 million people, was included in the construction of the new poverty line,
but India, with a population exceeding 1 billion people, was excluded. India has
i national poverty line below $1.25 a day but is now judged as having many more
poor people because of a standard determined by the poverty conditions prevail-
ing in Guinea-Bissau (where the poverty line is above $1.25 a day) and other smaller
uronomies. Deaton favors using a weighted average of national poverty lines from
i much larger group of developing nations so that the weights reflect the number
ol noor people living in each nation. These and other recommended adjustments

fenultin a global poverty line of less than $1 a day and a world poverty count in 2005
ol well under 1 billion.”
Some commentators disagree with Deaton and see $1.25 a day as too low

u thieshold for defining absolute poverty at a global level. This cutoff has been
- st tibed as “destitution” and may be too low to serve as an effective benchmark
E M puverty alleviation. Others are critical of what they consider the particularly arbi-
Wiy fature of any international poverty line. They argue that the use of one global
ety line bears too little relationship to national poverty lines and therefore

bl proverty in way that may have little relevance to the actual bundles of goods
Wi people need to purchase to attain their basic needs.” This latter argument has
L tud ienit for middle-income nations whose poverty lines tend to be above $1.25

Al nthers contend that even $2 a day is too low a threshold for a global pov-

{Hox 6-2),

i P Indexes, Inequality, and the Measurement of World Poverty,” American Economic

i e 1 (2010)
Fois Dallar a Day: How Much Does It Say? International Poverty Centre, UN Development

S peinher 004, www.ipc-undp.org/pub/IPCPovertyInFocus4.pdf.
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BOX 6-2 WHO 1§ wor FOOR?

gues against $1.95 g day and even $2 4 day as legit-

poverty. He suggests instead a poverty line no less
P), close to the lower bound of

s. Pritchett argues as follows:

Because poverty is a social
definitions of poverty and it

imate measures of global
than $15 a day (2000, PP the prevailing poverty
lines in high-income nation

construct each country should be fr

S own poverty line. ... But for setting a common,
income Poverty~for what constitutes *

ee to set its own

Seems grossly unfair that a person is “poor”
poor” with a level of rea| income fen tim
India might set a poverty line that is att
and the USA another, for internationa|
that what is ‘unacceptable” deprivation

human being simply because of their re

if born in one country and yet is “not
es lower if born in another. That is, while
uned to its capabilities and circumstances
comparisons choosing the lower line implies

for a US resident is acceptable for another
sidence.

inconsistent with achieving minimally
physical well-being as infant mortality
fraction of children whose height for
below medical norms,

acceptable levels of sych indicators of

and stunting, the latter referring to the

age is less than two standard deviations

poverty really means”

Sources: Lant Pritchett, “Who |s Not Poor? Proposin
erty” CGD Working Paper 33 (Washington, DC: Center
Lant Pritchett, “Who |s Not Poor? Dreaming of a World
Observer 21, no, 1 (2008).
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Sub-Saharan Africa
2%

Latin America and the
[ Caribbean
! 3%

Eastern Europe
and Central Asia
2
\_ Middle East and North Africa
e

FIGURE 6-7 Regional Distribution of People Living below the $2-a-Day Poverty Line, 2005
Source: S. Chen and M. Ravallion, “The Developing World Is Poorer Than We Thought, but No Less Successful in
the Fight Against Poverty,” Quarterly Journal of Economics 125, no. 4 (2010).

The simple answer is that we do not really know. The data required for making

estimates of global poverty are considerable and the exercise is not undertaken fre-

~ yuently. Following the financial crisis of 2008, which began in the United States and
ijiickly spread to other nations, there was considerable fear that developing nations
witild be hit hard. Many were but certainly not all; China and India continued to
giow rapidly. The World Bank estimated that 64 million people in developing nations
wite pushed into “extreme poverty” (under $1.25 a day) because of the crisis. But
b the years leading up to the crisis were years of strong growth in many regions of the
- wuthid, and 2010 saw a faster rebound for developing regions than many expected. Far
:mmu people are thought to have escaped poverty between 2005 and 2010 than the
Wb pushed back into poverty because of the global financial crisis. Because eco-
Sl growth tends to be good for the poor, a point we return to below, there is every
._ Saan 1o believe that the number of absolutely poor people as well as the percent-
thit e poor will be much lower in the second decade of the twenty-first century

W e irst,

i ARE THE POOR?

Waild Bank's estimates for 2005 are correct and nearly three out of every
Aluns and South Asians lived below the $2-a-day poverty line, it might be
A Wlentity the nonpoor than the poor. This is a somewhat cynical response
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women tend to work many more hours per week. Domestic violence against women
is all too common. Sex-selective abortion favors the birth of boys over girls in many
parts of the world.
Given all these disadvantages, the feminization of poverty seems straightforward.

But it is not. Measures of individual consumption are based on household data, and it
is difficult to disentangle who consumes what within the family. Some goods, includ-

ing housing, are jointly consumed. Given the lack of data on individual consumption
by gender,.some studies compare poverty rates between households headed by men
and women. The results are inconclusive. Some categories of women-headed house-
holds do quite poorly. For example, widows without male heirs in India and elderly
women on pensions in eastern Europe have particularly high poverty rates. But other
women-headed households, including unmarried women working in urban areas
and married women with husbands working abroad and sending remittances, may
experience lower-than-average poverty rates. Studies of nutrition that assess the
degree to which the needs of females versus males are met find some evidence of the
relative deprivation of females but the results vary widely across regions of the world
and even within countries. Despite the lack of evidence on the feminization of pov-
erty, it is hard to imagine that reducing gender inequality would not also help reduce

poverty in general.

LIVING IN POVERTY

You now know how economists define poverty, how many poor people there are, and
i bit about the characteristics of the poor. What do we know about the lives of the
jioi? You might think living below $1.25 a day implies living on the edge of subsis-
ience and leading a monotonous life with few choices. But this is not the case. The
puor are a heterogeneous group who do not devote all their resources to food, who
giige in a variety of economic activities, and who pursue strategies to reduce the
- ks associated with their vulnerable economic situations.

Social scientists, especially anthropologists, have been studying the poor for

~ 4 long time.” This work has been complemented more recently with the collection
0l linnsehold-level surveys that include the poorest families. Many of these surveys

) ¢ Lisen part of the World Bank’s Living Standards Measurement Study (LSMS)

wa, the first of which were undertaken in Cote-d’Ivoire and Peru in 1985. The
% unidl other similar surveys have been used to obtain counts of the poor and to
diintiand the circumstances and behavior of poor households. MIT economists

L 4004 ol Tax, an anthropologist, published Penny Capitalism (Washington, DC: Smithsonian)
0 bis almervation of the lives of a poor indigenous community in Guatemala. Tax observed
S tn ol the community were efficient in their use of time and other resources despite their
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oping world to create a profile of the €conomic lives of the poor.*

Banerjee and Duflo find that, on average, poor households do not put every penny
into purchasing more calorjes, Food represents about halfto three-quarters of total con-
Sumption expenditures; For those living under $1.25 a day, the elasticity of Spending on
calories relative to total food expenditures is about 0.5,7 Suggesting that the poor care
about what they eat as well a5 how much they eat; how food tastes matters even when
one is poor. The poor, like the rest of us, spend money on nonessential items, including
alcohol, tobacco, festivalg (funerals, weddings, and religious holidays), radios, and tele-

productivity Tequired for higher income.
While the poor are often eéntrepreneurial and Jead diverse lives, it would be a

mistake to romanticize their situation. Living under $1.25 s a constant struggle filled
with uncertainty and vulnerability, Among the poor we can identify a group of “ultra-
poor,” who find themselves barely surviving. A study by the Internationa] Food Policy

Research Institute (IFPRI) found that in 2004, 162 million people were ultra-poor,

York: Public Affairs, 2011).
“Calories are obtained from different types of food. Coarse grains, like rj

10 buy and offer an individual relatively cheap calories, Meat is expensive making the calories obtained
Wi meat consumption more costly ones. By investigating the foods poor househ
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