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Summary

Poverty reduction, as an overarching objective of development, has recently been
adopted as an international development goal (IDG). Using the proportion of people
living on less than one dollar a day per person as the measure of poverty, the
international community identified the reduction of poverty by half by the year 2015 as
an international development goal. The one-dollar a day per person is known as the
international poverty line and the proportion of people living below this line is known as
the head-count ratio. The head-count ratio measures the incidence or the spread of
poverty. In 1998, available information shows that the incidence of poverty varies from
a low of 5% of the population living below a one dollar a day per person in East Europe
and Central Asia to a high of 46% of total population in sub-Saharan Africa.

For the developing world as a whole 24% of the population was living below one-
dollar a day per person. If the poverty line is allowed to change with the level of
development 32% of the population of the developing world were living below the
relevant poverty line. Using recent projections it is shown that for all regions of the
developing world, except for East Asia and East Europe and Central Asia it will be
difficult to achieve the IDG of reducing poverty by half by the year 2015. Moreover, the
quality of growth is seen to be important in view of the fact that the average income of
the poor grows by less than the rate at which mean income of society grows.

1. Introduction
In their foreword to the report titled “A Better World for All” the representative of the
international community declared that poverty “in all its forms is the greatest challenge

to the international community. Of special concern are 1.2 billion people living on less
than $1 a day and the additional 1.6 billion living on less than $2 a day. Setting goals to
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reduce poverty is an essential part of the way forward”. The “foreword” is signed by
Mr. Kofi Annan, the Secretary-General of the United Nations (UN); Mr. Donald J.
Johnston, the Secretary-General of the Organization for Economic Co-Operation and
Development (OECD); Mr. Horst Kohler, the Managing Director of the International
Monetary Fund (IMF); and Mr. James D. Wolfenson, the President of the World Bank
Group. (Interested readers could access this statement on the website:
www.paris21.org/betterworld).

The international development goals (IDGs), described in the report, are based on the
global UN conferences and summits held during the 1990s. The goals are identified
under three broad categories: goals for economic well-being, goals for social
development, and goals for environmental sustainability and regeneration. The goal for
well-being is formulated as reducing extreme poverty in the sense that the “proportion
of people living in extreme poverty in developing countries should be reduced by at
least one-half between 1990 and 2015”.

Five broad goals for social development have been identified. These include: “universal
primary education in all countries by 2015”; elimination of “gender disparity in primary
and secondary education by 2005”; “the death rates for infants and children under five
years should be reduced in each developing country by two thirds between 1990 and
2015”; *“the rate of maternal mortality should be reduced by three quarters between
1990 and 2015”; and, “access should be available through the primary healthcare
system for all individuals of appropriate ages, no later than 2015”.

The environmental sustainability goal requires that “there should be a current national
strategy for sustainable development, in the process of implementation, in every country
by 2005, so as to ensure that the current trends in the loss of environmental resources
are effectively reversed at both global and national levels by 2015”.

For each set of goals a number of indicators have been identified. The representatives of
the international community noted in their foreword that the “goals are set in precise
terms—measured in numbers to ensure accountability. The openness and transparency
of such numbers can help us chart a course to achieve the goals and track progress. But
people are not numbers—happiness is not a statistic. These goals are worthwhile
because they will improve the quality of human life”.

The $1 and $2 a day per person noted by the representatives of the international
community are known in the dominant approach to the measurement of poverty as
poverty lines. The 1.2 and 1.6 billion people is known as the incidence of poverty. The
goals under social development have to do with looking at poverty as capability
deprivation; and all the goals taken together have to do with the quality of human lives.
This paper will attempt to address some of the issues involved, taking the IDGs as a
reference point with respect to achieving the poverty reduction goal. The rest of this
paper is organized in five sections dealing respectively with poverty measurement,
dimension of poverty, prospects for poverty in terms of the feasibility of achieving the
IDG on poverty; prospects for poverty in terms of the income of the poor, and some
concluding remarks.
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2. Poverty Measurement

Before we proceed to reviewing the dimension of poverty in the world it is perhaps
important to note a number of issues on the measurement of poverty. The discussion of
the issues will be selective in nature due to the vast technical literature that has
developed but such discussion is, nonetheless, important to establish a common
understanding. Thus, for the purposes of this paper, the most important points to note
are as follows:

(@) That the most dominant approach to the measurement of poverty is the money
metric approach. Under this approach, the first step taken towards measurement is to
agree on a relevant measure for the standard of living. A relevant standard for
countries in the developing world is per capita consumption expenditure (including
the consumption of own production). In advanced countries it is income that is taken
as the relevant measure of the standard of living. Given agreement on the measure
of the standard of living, there are a number of methods to determine the threshold
of deprivation below which a person can be identified as poor. This threshold is
commonly known as the poverty line.

(b) That there is general agreement that the relevant method for determining poverty
lines for developing countries is the cost of basic needs. This method involves
identifying a typical diet for the poor that is necessary for leading a healthy life.
Healthy life is defined in terms of nutritional requirements using the World Health
Organization (WHO) and the Food and Agriculture Organization (FAQO) nutritional
requirements of recommended daily allowances (e.g. 2500 kilo calorie per adult per
day). Required quantities of the goods supplying the required calories are
appropriately priced to arrive at a monetary value defining a food poverty line. By
adding to this amount the cost of other requirements needed by individuals to live in
a social context (e.g. the cost of clothing, shelter and medicine) we arrive at the
poverty line. We note in passing that this method was applied rigorously since 1927,
but the concept itself would be as old as when people started worrying about
poverty.

(c) That while the international debate has been conducted in terms of a fixed poverty
line (e.g. $ 1 dollar per day) applied to all countries, there is increasing realization
that poverty lines vary among countries depending on the level of development.
This is tantamount to saying that; in general, the poverty line will be expected to be
a function of the standard of living.

(d) That having obtained the poverty line, an immediate measure of poverty is the ratio
of the poor thus identified to the total population in society. This is the well-known
head-count ratio. It is the most widely used, and easily understood, measure of
poverty. Thus, for example, the international development goal on poverty is to
reduce the head count ratio to half its current level by the year 2015. The head-count
ratio measures the spread, or incidence, of poverty in a given society. Another useful
poverty measure is the poverty-gap ratio, which takes into account the extent to
which consumption by the poor falls below the poverty line. It measures the depth
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of poverty in a society. Using the head-count ratio and the poverty-gap ratio together
one can immediately obtain the average income of the poor.

(e) That to be able to identify the poor we need information on the distribution of
consumption expenditure or income, in the society. This information is usually
obtained from household budget, or expenditure, surveys. Such surveys, like
population censuses, are very expensive to conduct in a rigorous fashion and as a
result such information is usually lacking in developing countries, especially on a
time series basis (but India is an exception in this regard).

(f) That, in general, any poverty measure (call it P) could be expressed as depending on
mean consumption in society and on a measure of the underlying inequality in the
distribution of consumption (say,P =P (wz,0), P = P (u/z, 6), where p is mean

consumption expenditure, z is the poverty line and 66 is a measure of the inequality
in the distribution of consumption expenditure usually taken as the Gini coefficient).
As per capita consumption increases (poverty line declines), other things remaining
the same, poverty declines. Similarly, as inequality in the distribution of
consumption declines, other things remaining the same, poverty declines. If it is
believed that the inequality in the distribution of consumption, and the poverty line,
depend on mean consumption in society, then we can get a powerful, yet simple
relationship between poverty and economic growth (since in this case we will have:
P=P(W/Z,0)=P=P(W/Z(1).0(1))=P(n) P =P (wz, 0) = P =P (W/z (n), 8(1)) = P ().
This relationship says that changes in poverty over time can always be calculated as
a product of the elasticity of poverty with respect to mean consumption and the rate
of change in mean consumption P*=Bu*(P* = Pu*, where a star denotes

percentage changes). The elasticity involved,3 B, is called the “growth elasticity of

poverty” and it can be estimated or calculated. Such a relationship is important for
the purposes of looking at the prospects of poverty.

Having noted the above on the most dominant approach to the measurement of poverty,
there is also a need to note that a lot of use is made of aggregate correlates of poverty
such as life expectancy at birth (as a proxy for health status in a society) and school
enrolment ratios (as a proxy for educational achievements). The use of these aggregate
measures can be justified on a theoretical basis by resort to Professor Amartya Sen’s,
(the winner of Nobel Prize in Economics for 1998), concepts of entitlements,
capabilities, and achievements. In contrast to the dominant approach to the
measurement of poverty, which takes per capita consumption as the relevant indicator
of the standard of living, Sen takes various kinds of freedoms as the relevant indicators
of the standard of living. In his recent articulation of this approach, in his book entitled
“Development as Freedom” Professor Sen notes that “in analyzing social justice, there
Is a strong case for judging individual advantage in terms of capabilities that a person
has, that is the substantive freedoms he or she enjoys to lead the kind of life he or she
has reason to value. In this perspective, poverty must be seen as the deprivation of basic
capabilities rather than merely the lowness of incomes”. Deprivation of elementary
capabilities can be reflected in, among others, premature mortality, under-nourishment,
morbidity and illiteracy. An example of applying such an approach is to be found in the
Human Development Index of the UNDP.
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In its relation to the dominant approach to poverty analysis, it is perhaps important to
note that the alternative approach does not deny that the deprivation of individual
capabilities can have close links to the lowness of income on the basis of a two-way
relationship. First, is the fact that low income can be a major reason for illiteracy and ill
health; as well as hunger and malnutrition. Second, better education and health help in
the earning of higher income. It is this type of relationship that prompted some people to
argue that the two approaches complement each other.

Despite the richness of the capability approach from a development perspective, in what
follows we will be following the dominant approach. This choice could be justified in
terms of the availability of comparable results for a large number of developing
countries. Needless to note, however, that the two approaches suffer from the
availability of relevant data over long periods of time and from major weaknesses in the
data available. Overture
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