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|. Introduction

a.) Resear ch Question

In this paper, | will explore whether a change in the number of pamgpeauses
a change in the income distribution of a population. | have the impnessat poverty
and inequality are often used as synonyms, when it comes tontetiaates. Thus, |
want to examine poverty and inequality indicators separately ipapgr. | expect that a
decline in poverty leads to a worsening of the income distributibe. r€ason is that
economic growth might result in limited trickle-downs to the poor #ng a to a
reduction of absolute poverty. But as it is often popularly perceivedrithebecome
richer and the poor poorer’, as result of economic growth. Thus, Vedlat absolute
poverty is partly replaced by growing inequality.

At first, | will give a short survey on how poverty and inequaditg measured.
However, in order to establish the framework for the empirical analysi#f,restrict this
overview to money-metric indicators, mainly to the headcount raticeaisting poverty
lines, and the Gini coefficient. Although comprehensive indexes enctpgulzoth
poverty and inequality within one formula, as the Sen Irdexist, | will not discuss
such indexes. The reason is that | want to determine whethergedhgmoverty causes a
change in inequality. Thus, poverty and inequality indicators hauwegarded upon

separately, and an index comprising both within one formula is not suitable for my paper.

! See Sen (1976: especially 227). He suggests ax,icomprising of the headcount ratio, the incorap-g
ratio, the Gini coefficient, “ratio of mean incoroéthe poor to the poverty-line income level”. Tipaper

of Sen was widely discussed among academics antbeaeen as a starting point to see the question of
poverty measurement more critically. Sen’s papdeéa is a successful attempt to integrate poverty a
inequality within one single index, although he bétf today has reservations about the integrithisef
own index (Sen 1992: 105). See also Sen (1979).



After this overview, the empirical section of my paper wilgime At first, | will
try to determine whether there is some correlation betweentgamet inequality. After
this, the next step will finally be to see whether a changmwuerty causes a change in
inequality. For this, | am using a data sample of the World Bark 28 countrie$.
Although there might be a small indication that a reduction in poleatys, as opposed
to my own hypothesis, to a reduction in inequality, | realizedttieatdata | used is not
robust and comprehensive enough. There is a requirement for diftetantbased on
national and not international poverty standards. However, the data has to be standardized
in some point to make cross-country comparisons possible, without tieemged of
fallacy. Maybe, we should refrain from global poverty surveys, bedne analyze
poverty and inequality on the micro level. With this paper, | hopeitwlktte further
research in this topic, and in particular want to motivate rellees to rethink current
poverty lines and rethink the quality of data they use.

As a matter of irony, | have myself used data, which was ablailfrom the
World Bank and which is completely money-metric, and maybe alssediand
fallacious in its very natureHowever, | was in the need for consistent data, while my
own resources are limited. | am not able to define my own povier®g and use
alternative indicators, while knowing that the data might not beadlailin consistent
time rows. | still hope that | can contribute to the debate irodyative manner and at
least set the stage for my own or other people’s thorough fuéseanch in these
guestions. Attempting a general law without doing case-to-cask aw often been

criticized. And indeed, one of the lessons | have learnt with th& afocross-country

2 More on the nature of the data and the problehasiito encounter is in the next section of thisepap
% See Reddy and Pogge’s (2005) excellent paperi®sibject matter.



data is that a general law might not be possible without a ustialf £xceptions that
mitigate the explanatory force of this law. It is betteh&we this conclusion than to not
even try. | also wonder whether we it is helpful at all to thl&ua these questions in a
global perspective and make global surveys of poverty, because d¢tossfaut any
anthropological attempt and ignores many subaltern vernaculativesran poverty,
which might help us to understand poverty much better and which milghtchdefine

poverty lines in a different manner.

b.) A Noteon the Data | used

| cannot submit this paper without putting a note on the problems uetsred
with the data. It should help to understand my selection of samptes &ed should also
be imperative in interpreting my conclusions.

| used two different databases from the World Bank, namely the dWorl
Development Indicators of 2005or the first part of the analysis, and the database
PovcalNet for the second part. The reasons for using two, and not one singbaskt
are as following. | could not find another report of the World Bank fthenfar past
containing the World Development Indicators, which | have used foirg8tgért of this
paper, as comprehensive as they are in the World Development dnslict2005. |
could have used the second database for the entire paper. But theds#abade did not
contain any information on national poverty lines, which | needed fdirdtgart of the
analysis. Rightly, | could have used another data source to completdentWorld

Development Indicators with indicators, like the Gini coefficient. IOcould have

* http://devdata.worldbank.org/wdi2005/cover.htm.
® http://iresearch.worldbank.org/PovcalNet/jsp/ingtx



complemented the data of the second database with data on naticer&y poes, again
from another source. But | decided against this. | am strictly agatestwining different
data sources, due to the imminent inconsistencies when it comes tthéosata is

surveyed, aggregated and regressed. | will give one example. Tiadee & Squire

databasé, published by the World Institute for Development Economics Research,

contains an impressive list of Gini coefficients for all cowstrof the World, separated
by time and source. | first wanted to use that database tplewmnt some of my data.
But one single look in that database reveals how big the differemeeaccording to
source. So | decided to adhere strictly to World Bank Data,tdloen two databases.
Ironically, the data of the two aforementioned World Bank databigse@sonsistent
itself, but the divergences are probably within the area of the normal stanaard er
Both of the databases contain a large number of cases fromraiew¥/orld and
are mostly confined to developing and transforming economies (e$pebmlformer
communist states). My initial idea was to use all of the datd, | decided against
sampling, be it random or controlled sampling. | also decided agajgstgate figures in
order to locate special cases and prevent that the data of someesoflike China and
India in Asia) makes other data look less significant. Butllzedthat | had to filter the
data of both databases significantly in order to have computableAddiest, if we use
the international US$1 and US$2 poverty lines, as suggested by the Bdokdor some
research questions, we would end up of having a big proportion of dataaprawith
poverty as independent variable centered at the Y-axis, because agtoitiis standard
many transforming nations of Eastern Europe and the Formert$speiblics do not

have any poverty. Hence, | omitted all data from both databases with aygumeaatount

® http://www.wider.unu.edu/wiid/wiid.htm



ratio below 2 %. Then, especially in the first database, datina@splete in some cases
(for instance Argentina and Costa Rica). | have omitted all vatisincomplete data, no
matter whether the data on national or international poverty liassmwissing. So, | was
left with 37 cases for the first database.

With the second database, | did a similar operation as with the first one. But now
was looking at a change over time. And here it became apparembdhgtnations did
not survey or submit data to the World Bank over a long time span. Bwasted to
detect some change, | decided to take a minimum of ten yearsdpethe T and the a
national census | used. Thus, again | had to delete data, which lefittm23 cases for
this database. As one can see, my decision to use a data aampleosed to all data is
not a controlled selection on the dependent variable, and not a ranéctioseln other
words, | used all data that | have identified as usable, in acex®deth the criteria | had
outlined.

| am well aware that this selection of cases could be suigjextticism, but my
resources are limited. Thus, | decided to proceed as suggestetexiproblem was the
nature of computing the data. | am bound to the use of MS Excel ankaithtis rely on
this program, when it comes to my graphs and tables. MS Excel lwasof limits and
cannot be compared with an econometrics program. | still hope thatdhks | have
obtained with a lot of effort do shed some light on my researchigueBut it was as
important for me to mention these problems and maybe the limity paper, so that the

results can be interpreted accordingly. The next part now deals with thetpalber i



Il. Poverty and I nequality M easur ement

“Poverty means one thing to an American wage-eainereans quite a different thing to the
beggar in the streets of Calcutta. How can we nreaisuquantitative terms the degree of
poverty existing in the underdeveloped countriethefmodern world?” (Gill 1967: 81).

In the citation above, Gill points out the relative nature of povactpss the
world. In each setting, poverty is perceived differently by the respegitizens. But how
can we attain a better picture of the level of global povertiierworld? There exists an
overwhelming volume of literature as to how to measure povertyer@etneories range
from the basic needs approach to poverty (for instance Streetent@9f8)non money-
metric and capability-based approach from Sen (2003). Approachesolastvelfare-
based approaches, using monetary indicators like income or consumptisocial
indicators, using calories, life expectancy, literacy, inter, &b estimate the worldwide
poverty level.

The question remains whether there is at all a quantitativeatodifor giving an
apposite account on ‘how many people are poor in the world'. It is afatter of
definition who is considered to be poor and who is considered to be weakhy.
following section should give a short overview about some mainstream tyover
measurement scholars, international donors, inter alia, use in tiadysia. In order to
create the framework for the next part of the paper, nanhelydata analysis on the
relationship of poverty and inequality, | will limit this part toonetary indicators and

will not talk about social indicatorsalthough

“[o]f course, the benefits of growth may be meadureother ways: by attainment of such basic
needs as nutrition, by physical quality of life icators, by health statistics, by educational levak well

as by economic measures other than income.” (Fi98§: 13)

"It is remarkable that most standard textbooks eretbpment economics solely talk about welfare-thase
indicators of poverty and omit the human dimensign,social indicators.



a.) The Poverty Headcount, National and I nternational Poverty Lines

The logic of the headcount ratio, which is used by many natiggelczes and
international donors, is quite straightforward. After defining a pgJere, every person
with an income below this line is classified as poor. The traditidag source is, as
Ravallion (1996: 1338) points out, the single-household survey.

Defining the poverty line itself is a problematic exerciseFAster and Shorrocks
(1988: 173) say, it “has always been one of the principal methodolagsteds in the
analysis of poverty”, as “a feature common to all proposed metisodssignificant
degree of arbitrariness in the value assigned to the poverty stantlaus, determining
the poverty line has to be done thoroughly, as it has crucial influence on the outcome how
many people in a given setting are classified as poor.

As the “welfarist approach of mainstream economics” (Aturup@&@tevwe et al.
1994: 244) mainly relies on income and consumption as indicator for wedj;bie
World Bank is one of the main proponents of the headcount ratio in orderetonohet
the level of poverty within a given group and/or region. Poverty liresbe defined
homogenously within an international context. The World Bank uses US$U%%2
poverty lines, respectively, in order to give a comprehensive image statbe of global
poverty? The world population that has to live with less than US$1 per dfigrs
immediate poverty (“the poorest of the poor”), while everyone wihasdass than US$2
per is classified as poor. In order to prevent the exchangéuetigations, this absolute

poverty line is weighted with purchasing power parity (PPP) exchanigss ra

8 http://ddp-ext.worldbank.org/ext/GMIS/gdmis.do?&ite2&contentld=Content_tla&menuld=LNAVO1HOME1
[April 28" 2007].



Poverty lines can also be defined in a national context, in diffenamners.
Living under x% of the median income is one example (Blackburn 1994: Gft2yr
examples include, inter alia, the income that is needed to purchazssket of certain
goods that are seen as imperative for the survival.

Let us make a short comparison of international and national povesty {Graph
1° shows how national and international poverty lines can diverge atiggaUsing a
sample of 37 countries from the 2005 World Development Indicators (publshéhe
World Bank) and comparing the national poverty line against the US$&hatitmal
poverty line by the World Bank, graph 1 and table 1 indicate thattlees often lie
quite remote from each oth&r.

The two most extreme cases are Colombia and Brazil. Accomlitigetnational
poverty line, there exists 55.8 % points and 48.3 % points more poverty sa the
countries, respectively, as estimated by the US$1 internationattypdive. In total, one
can see that there is quite considerable divergence betweenlitiesseThe average
deviation is about 20 % points, while the median deviation is 17.4 % pomisirOsix
cases (China, The Gambia, India, Nigeria, Uganda and Zimbabwentémeational
poverty line sees the level of poverty higher than the national govueet And in the
cases of Burkina Faso, Cambodia, The Gambia, Ghana and Nicaradbha astimates
of the national and international poverty line reasonably close (deviat about 5 %

points).

° Graphs and tables can be found in the appendimandnumerated accordingly.

1% For these graphs and tables, | have used thefrdatathe World Development Indicators 2005 from the
World Bank (http://devdata.worldbank.org/wdi2005¥€nhtm). Please read the general note on theimata
Section I.b of this paper.



Doing the same comparison but using the US$2 international poverty line
standard (graph 2) instead does not really change the picture. Brgrilsithe picture to
some extent. Here in all except of seven cases (Armeniab@iga, Bolivia, Colombia,
Guatemala, Honduras and Peru), the international poverty line idsrdifiarger number
of poor people than the national poverty line. In the cases of India,idNay®st Uganda,
the difference is larger than 50 % points. The average deviattaredre these lines is
26.1 % points, and the mean deviation is 25.7 % points, even larger as coropaed t
US$ 1 standard.

Thus, as we can see, there is a huge difference on howimeatespoor people in
the world. From the view of the monetary approach, setting the proper poverty dtandar
a crucial exercise, and maybe there is a need for a bgttresis between international
and national poverty lines if we do international poverty comparisGnsss-country
comparisons of these national poverty lines remain complicated. Suchrt§pove
comparisons can be very sensitive to how poverty lines are made edepacross
countries” (Blackburn 1994: 371). Hence, poverty lineaght give an adequate account
on the level of poverty within a state, but international comparisoresl e be
appreciated very carefully.

Although the headcount ratio has many weaknesses, it at leastsenalib give a
clear numeric account on the number of people that live in povertycouatry and
around the globe. The expressiveness of the headcount ratio is veeg lthough. As
we have learnt, the number of poor people that is determined to be poor depttgs
on how the poverty line has been defined prior to the evaluation and aggregfahe

household surveys. It often only gives an arbitrary number of peojlaréhallegedly



poor. It does not say anything about the extent of poverty and suffering and radtbirig
the ‘distribution of poverty’ among the poor and in relation to the non-pooreder, it
has to be questioned whether money-metric indicators — be it incoommsumption —
are sufficient to determine poverty. Martin Ravallion (1996: 1329, emplaassis
original) from the World Bank summarizes aptly and underlines ttatdegree of
simplicity is the main reason why mainstream economistsarligoth national poverty
lines and headcount ratios, as well as on the international US$1 anddysgty

standard:

“One might wonder why the headcount index has reathiso popular, despite the trenchant
critiques of Sen (1976) and others, in a longdigpapers irEconometricaand elsewhere. Its simplicity is
clearly the main reason; for something of such wpdélic interest as poverty measure, the seemingly
esoteric rationales and formulae of other meastande difficult to digest”

As we can see, simplicity is one of the main reasons why thd@cbhant ratio is
still used in international comparisons with regard to poverty evaluations, drufspéte
its shortcomings. There exist, inter alia, two other popular monetalgators for
determining absolute poverty besides the head count ratio, which &sorrehe
determination of poverty lines. The first is called the povertyigdex (PGI) and is the
“amount needed to raise the incomes of the poor to the poverty stafidi@lds 1980:
26). But only if taken together with the headcount ratio, we knomtineber of people
the poverty gap applies to. Hence, the poverty gap alone is far fratmaglan indicator
to give an apposite picture of poverty within a society. A third indethe severity of
poverty index (SPI), which gives a clearer picture about the extgrdverty among the
poor,

“because by taking squares of the poverty linegelaweights in aggregation are assigned to
people under severe poverty whose standards ofliare further away from the poverty line than &os
under moderate poverty located close to the poviey’ (Hayami and Godo 2005: 198).

10



These three money-metric indices have a different explanatary &rd can be
used in dependence of the research question. The World Bank sajeremae to the

PGI and SPI:

“Depth and severity might be particularly importéait the evaluation of programs and policies. A
program might be very effective at reducing the hanof poor (the incidence of poverty) but mightsio
only by lifting those who were those closest to plowerty line out of poverty (low impact on the poty
gap). Other interventions might better addresssthation of the very poor but have a low impacttioa
overall incidence (if it brings the very poor close the poverty line but not above it)"”

If all three indices are used together, one can receive a muareced picture
about both the amount and extent of poverty within a given society. Howteramains
doubtful whether income, consumption etc. are adequate indicators wwdmmeis to the
poverty question. Despite my reservations, | will use the headcdimtrrahe empirical
section of the paper in order to determine the relationship of fycared inequality. But

before, we should have some thoughts on how inequality is measured.

b.) Measuring I neguality: The Gini Coefficient

“In studies of distribution and development, ittisstomary to present data on growth of national

income and change in relative social inequalitydi@arily, the judgment is made thstcial welfare (W)
depends positively on tHevel of national incom€Y) and negatively on theequalityin the distribution of
that income(l). For example, taking the share of income of thergst 40% of the populatiof®) as an
index of equality, and the Gini coefficief®) as an index of inequality, these studies wouldl tiohtW is
positively related tof andS and negatively related 8. In the usual terminology, a fallirgor a risingG

is given the nonneutral term “worsening of the imeodistribution,” and it is generally thought to &bad
thing when rising measured inequality is encoumntér@-ields 1980: 18, emphasis as in original)

As we can infer from this statement, development can have undesiredfeale-e
Although the national income could grow, social welfare as a wdml&l decline, if the
distribution of income becomes more unequal, as result of the uncahtradidet forces

or wrong policies. Within mainstream economics, certain indicatorsegfuality exist.

11

http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/ERDVERTY/EXTPA/OQ,,contentMDK:20242
881~menuPK:435055~pagePK:148956~piPK:216618~tHekit30367,00.html

11



The probably most widely used indicator is the Gini coefficient, hievill shortly
introduce in the following?®

The Gini coefficient is an index for determining how equal a $page with
regard of the populations’ share of the national income. If threeptage of the
population is placed on the x-axis, and the percentage of the natiooeiran the y-
axis, the graph will ideally have a 45° angle — should the lision of wealth be
absolutely equal. However, as this is never the ¥ase can draw a Lorenz curve in
accordance with the distribution of income — that is below the 45Tlreearea between
the 45° line and the Lorenz curve is divided by the area below the Lortewe.
Logically, the more equal a society is, the more closeatie will approach a value of 0,
and the more unequal it is, it will approach a value towards 1.

As we can see, the Gini coefficient gives a comprehensive @ictunequality of
the entire population, and not of segments like the poor only! In other words, if one wants
to check the income distribution among the poor, one needs to apply thalafan
defining the poor as the entire population and their cumulated incorherofas the full
income and draw a new Lorenz curve of this population and divide the two
aforementioned areas. The Gini coefficient alone does not say rapytihere the
inequalities are distributed within the population. For this, it is ssa0§ to break up the
analysis in small intervals of percentiles for locating thaithet income distribution and,

if desired and for convenience purposes, draw a Lorenz curve to gaiiplocate the

12 virtually every standard textbook on developmenbr®mics and every publication dealing with
inequality has an explanation about the Gini cogffit, as this index is probably most widely used f
determining the degree of inequality in a sociegp-my text will remain rather short.

13 As Hagen (1980: 39) claims correctly: “In factwever, the curve of income distribution in any cioyn
[...] sags below the 45° line.”

12



inequalities. Also, it needs to be mentioned that the Gini coeffiviemés significantly
according to the source, which raises doubt about the integrity of the coefffcient

For the purpose of the paper, which intends to check the causal réigtiohthe
change of poverty to the change in inequality for a national populaten,Gini
coefficient per se serves its purpose. The next section wilwdtdatata sets on poverty
and inequality at two different point of times for a selected godugountries. | will rely
on the PovcalNet database of the World Bank when | select the @&fficeent and the
headcount ratio for the main analy§i&Ve will marginally see in how far poverty could
be combated. But the focus is on the question how a change in the numpber péople

affects the income distribution.

1. The Effect of Poverty on the Income Distribution

Before | start with the analysis whether or not a changeoverty results in a
change in inequality, | want to have a brief look whether tisgpessibly any correlation
between these two variables. For that purpose, we should dtausta look on graphs 3
and 5, which rely on the same data of the preceding chapter.r$thef fihese graphs (3)
uses the national poverty lines, while the next two (graphs 4 and ®)eausdernational
poverty lines of US$1 and US$2, respectively, all against the Gifficgert. Although
the first graph could contain a light positive correlation between rpoymeasured
against national poverty lines) and inequality, | have my doubts wh#ibez is a

correlation at all. Although the correlation is 0.38@®1), the other graphs stand almost

14 We have an impressive table of different Gini 6oifnts at different points of time of almost all
countries of the world in the Deininger & Squiretalzase on the webpage of the World Institute for
Development Economics Research (http://www.wideredu/wiid/wiid.htm). The discrepancy is
stunning.

15 http:/liresearch.worldbank.org/PovcalNet/jsp/ingix

13



in contradiction to this result. As we can see, the results, iftake the US$1
international poverty line as standard, are scattered furthet &pan each other
(correlation of 0.19, £0.11). And if we even take the US$2 standard as a poverty line,
we even have a negative correlation of -0.13 (wit.p2). Hence, not only a quick look
on these three graphs reveals that a general correlation bhepaeerty and inequality
might not exist from this sample. But also from the rough caticel analysis one can
infer that a more thorough exercise, possibly using a multieaapproach in order to
exclude third variables, is needed to determine whether or not thexesignificant
correlation. From all three graphs, one can conclude that it ih@axtreme cases that
lead to this appraisal, but rather the sequestered nature ofdttergot per se. One
would probably need a bigger sample for determining a cleaedioreship. Apart from
that, one might opt for alternative poverty lines, maybe in ternss@él or public health
indicators like calorie intake, literacy etc. If we take tihéire population, meaning all
countries in the world, and adhere to the US$1 or US$2 poverty line, then the
industrialized nations and many of the transforming economies wouldcéered
around O on the poverty axis, while on the inequality axis, they would berdosted
around 0.25 to 0.40. Thus, even here a correlation is doubtful. If we tadeahg@overty
lines for all nations, however, the results might imply a higbetetation — as it also did
here at the example of graph 3, as compared to graphs 4 and 5. Theabppraiss: we
do not know whether there is a correlation between poverty and ineqdadywe will
not know until we have unambiguous national poverty lines, which can bearsgdds-
country comparisons. And as we know, this task alone is a very respansitbé that

cannot be discussed in this paper. Rather, | want to turn now to theoquweséther we

14



can observe any change in equality as a result of changesl@vehef poverty, over the
course of time. It should be noted that | am looking for a changequnalty as a result
of changes in poverty, and not vice versa, as direct interventions cotiext of the
United Nation Millennium Development Goals mostly happen in the qoesbmbat
immediate poverty, and not really for improving income equality. Tigbkt fagainst
poverty has been put on the top on the agenda, and not the fight againditin@duss,

| will assume that — if there is any relationship between ppwerd inequality — poverty
caused inequality to change, and not the other way round. In other wordsy pevee
explanatory, and inequality the dependent variable.

The data | had used before does not serve its purpose, because | caitdimot
reliable data on the Gini coefficient for the analysis af timne points. Hence, | will now
the PovcalNet data, which is also published by the World Bank. Nowgl deta from a
set of countries from two different points of time when the household surveys keme ta
There are several problems, however, that need to be mentioned. fBhés deot
consistently collected by the countries. That means that some iesumrtty published
their data from 1990 onwards, while others have been collectingatatalier points of
time. | could not find any data, also in old World Development Repatikh has been
surveyed before 1980 and contains both calculations of the headcount riginede
against the US$1 international poverty standard, along with the Giricoeet Hence,
the earlier data points are mostly from the 1980s. Also, the datdlested at irregular
intervals. In order to determine whether there has been a change of povengcaradity
in the nations, | only took nations that have submitted data intemthlsa minimum of

ten years in between. Otherwise, any change is not as @astarmine. It was not

15



possible to find data from two clearly selected years fanalbns (for instance 1980 and
2004). In accordance with the stages of development theory, | do rentyspeoblem for
selecting data, let us say, from country A from 1985 and 2000, andcbontry B from
1992 and 2003, as long as the minimum of ten years interval existsndasuring
change'® the absolute years are not important, but the difference in ye@issoverall
filtering procedure reduced my sample to 23 countries, as listed in table 2.

| have drawn graphs 6 and 7, which give a picture of the level thetpove
headcount against the Gini coefficient. Graph 6 is from the &1 census in the
respective countries, and graph 7 from the later census. Fromgtiagdes, it is difficult
to obtain an unambiguous conclusion. We can see that in graph 7 moreesotivani in
graph 6 are clustered in the area indicating a poverty headcow#sahbn 20 %. This
could be an improvement in immediate poverty alleviation measuregedo, we can
also discern a change in income equality within some nations. Smetjdality in
Zambia fall, while poverty was at least partly alleviated. t@a flipside, in Uganda
poverty and inequality has ascended. In China and some other natidmsyevanother
scenario. Absolute poverty was partly combated, while inequality increased.

Let us draw another graph, which gives a much clearer picture. Grapth table
3 contain the level of relative change in poverty and inequalitgose 23 nations, using
the early and the late census. A negative number implies amsecia poverty or
inequality. We have four quartiles within the graph. Quartileldates that poverty was
alleviated, and that inequality has decreased. Quartilendistmr a reduction of poverty

but an increase in inequality. The nations in Quartile Ill havelwdld an increase in

16 See Aturupane, Glewwe et al. (1994: 246), whosppiea to measure change of certain indicatorsland
not want to rely on absolute values of indicatodsem it comes to evaluate whether or not poverty
alleviation measures were successful.
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poverty and inequality. And finally, the forth quartile provides sgac¢hose countries
that were unsuccessful in combating poverty but could at least régul®/el of income
inequality.

The result is very interesting. We have eight nations in Quartile | (whilen@oh
is almost at the zero point of the axes, and Zambia an ext@&seewvhen it comes to the
success in offsetting inequality), eight in Quartile I, sevetiona in Quartile Il
(Rwanda and Bolivia being extreme cases, with sharp increasgmverty and
inequality) and none in Quatrtile 1V. If the results in the Qleatt had not existed, we
would have had a clear picture: poverty alleviation programs, it would ledeo be
noted, have a positive effect on equality, whereby an increase imtypogsults in an
increase in inequality — at least in a simple bivariateyarsal The fact that Quartile IV
does not contain any results would support this conclusion. But the egbhsin
Quartile 1l, with the extreme cases of China and Sri Lankanaoallow such a
conclusion. They almost stand in clear contradiction to Quatrtile I.

From this scatterplot, it can be said that the relationship adrpoand inequality
remains uncertain. This bivariate and rather simple analydisonly 23 cases and only
two different points of time needs to be extended significantly deroto attain more
reliable results. It also remains uncertain in how far a biteaaaalysis is sufficient, or
whether another attempt needs to be made with a multivariatesisnatying to isolate
other exogenous variables that distort any simple causal rekdpoo$ poverty and
inequality. Theranightbe a small evidence that the richer a country is (here ngpéme

less poor people a country has), the more equaltitBsit the relationship within this

" Maybe even this graph can be used as evidendddoKuznets curve. In a considerable proportion of
industrialized countries, the Gini coefficient libelow 0.3. In countries like India and China , ethare
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graph is not clear enough, and | suggest redoing the analysis viiihger set of
comprehensive data. Moreover, we need to make sure that thevelatse is reliable
enough. First, after careful scrutiny and filtering, | could arlly on 23 cases for this
last analysis. Moreover, my general doubts whether the US$1 pdiwertgerves its
purpose of being an apposite poverty line, or whether its existemtereliance by
international organizations and donors is justified, persist — andvarestronger after
doing the analysis.

This paper should be seen as a first step, a rough guide, towakdsgaam this
same question in a more comprehensive manner and with a differentdsed. But the
exercise as such did reveal many salient features (natyrevefty lines, concepts of
poverty and inequality, use and computation of data, etc.) which aresirigrto write
down and which should be challenged in its very nature by future casesr Maybe |
did not succeed in answering my initial questions, but as a sidd efelieve that |

discovered many other interesting points worth noting.

V. Conclusion

The main objective of this paper was to shed some light of the effect of changes in
poverty on the income distribution. At first, we could see that tlegcese to define
poverty (and poverty lines) is very complicated, but very cruciaé fationship of
monetary international and national poverty lines is inconsistent. cbimgplicates any

international poverty comparison and any exercise to look into geredationships.

rapidly developing, and in the other countries afa@ile Il, which have been able to reduce poverty,
inequality has ascended. It will be interestingse®, in particular at the example of India and &hin
whether inequality falls, after a certain level ddévelopment has been attained. Maybe India, and in
particular China, are just at the peak level ofittverted parabola.
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Indeed, it is another indicator that poverty analysis is best domaecase-to-case basis,
appreciating the special culture, context and environment of the coantrggion
surveyed. Nevertheless, | embarked upon the question whether or not a global trend in the
relationship of poverty and inequality is possible, in using data finenwWorld Bank that

| had filtered and thus reduced for computation purposes. | am wekb afvtdre limits of

this data, but had to rely on it in absence of alternative datast as comprehensive and
allows international comparisons.

From the small analysis in the last part of the paper thatdivasted towards
determining the effect of a change of poverty on the income distmutie can draw a
couple of lessons. At first, it is interesting to see that no cp@idm the sample lies in
Quatrtile IV. In other words, no country with ascending poverty casorde an
improvement of the income distribution. On the flipside, out of theeixé@untries with
a decline in absolute poverty, eight countries witness a detaineffiect on the income
distribution that has happened synchronically to the alleviation of go{@ctartile II).
The other eight countries show signs of an improvement of the incomidudion as
poverty declined isochronally (Quartile 1). In all cases wheeenumber of poor people
has ascended, also the inequality in income did rise (Quarjiledbivever, | am careful
in putting these results in a nutshell in saying that a dediaein poverty causes
inequality to improve/worsen and in claiming a clear case of causalibultdwather say,
after careful deliberation, that there might be a modicum of ewed#rat the absolute
rise in income could lead to a light improvement of the income ldigion. And this
would be exactly the opposite of my hypothesis | had mentioned imtiteeluction.

However, in too many examples, the opposite was true, which makiesrtheation of a

19



general law impossible. The exception could become the rule, adilfe are defied. We
should always keep in mind that direct domestic policy measuredalide reforms,
redistribution etc. also have a strong impact on the income digtnbuAnd these
variables, among others, have to be included in any model. Thus, tlemtte two
important points:

1.) Researchers interested in this question should see the agfcpraper data as a
crucial exercise. It needs to be mentioned that ideally tlzecdial countries, and
not only of a small sample, should be used, including the data of intimsttia
nations. For this, we need to define very clear cut relative poliegy in the
developed countries. It would be very interesting to rely on anothef peverty
lines, which are internationally comparable. This alone is an eaddhat
requires careful collection of data, in consideration of local anibrz
circumstances, careful aggregation and careful deliberation oqutstion how
to make the data internationally comparable. The analysis miglet toabe a
multivariate regression in order to exclude third variables that distoctleas:cut
relationship of poverty and inequality.

2.) If the researchers come to the conclusion that any obtained desslhot lead to
a desired conclusion and formulation of a general law, as it isag® here, there
might be a need to ‘decentralize’ the poverty discussion, withouthsegrfor
general laws but seeing poverty as a national or even loeal #&fthough this is
a denial to respond to any question like ‘How many poor people liiden
world”, this might help to see poverty more culturally relagvahd might help to

implement tailor-made policy measures that really help to @ahongs, as
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opposed to targeting poverty in the frame of so-called structajaktanent

programs that have possibly harmed the people more than they have benefited.

Sanjay Reddy and Thomas Pogge (2005: 4) from Barnard College hites ar
terrific paper in which he challenges the overall methodology aral afathe World
Bank. At the end of my paper, | want to give their arguments somsderation. In their
very impressively written essay, they point out that the povemgslithat have been
established by the World Bank are arbitrary, the PPP conisepeither well defined nor
appropriate for poverty assessment”, and that the bank “extrapolatesectly from
limited data”. In a nutshell, both economists challenge not only taeoluglata by the
bank and international agencies, but also this very approach to ppeerg. | am very
aware that my analysis has relied on a lot of this ‘phony’ dath thus makes the
conclusion of my paper weaker. However, | hope that | was tramgare critical with
my use of data and could contribute to the discussion and stimultterfoesearch in
this subject matter to consider the weaknesses official putlidae contains and thus
make appropriate corrections. In the end, we could define poverty lirset has already
been done very often — carefully in national surroundings, using sociaatod.
Aturupane, Glewwe et al. (1994: 249) mention that regression redwts some
agreement of income-based indicators with social indicators, althbegiorimer is not
the main source of improvement in social indicators. Hence, it wouldtdresting to do
an analysis with both social indicators, like literacy, caloni@ke, or even aggregate
indicators like the HDI, regressed against the Gini or eventamative indicator for
social inequality, and see whether these results are simitdifferent to a comparable

analysis with money-metric indicators. The final answer ta@sgarch question whether
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a change in poverty leads to a change in inequality is: ‘We don't lasoby yet, but
theremightbe a small indication that richer countries in the long termdutrio be more

equal, with the usual set of exceptions as they exist in international ecoriomics
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Appendix: Tables and Graphs

Tablel

| [ [ [ [

' I I I I

| National Poverty Line (NPL) | International Poverty Line (IPL) | | |

1 1 1 1 1

i i % of Poor % of Poori NPL minus IPLi NPL minus IPLi
Countryr  Survey Year % of Poorn  Survey Year (US$1) (US$2) (US$1) (US$2)1  Survey Year Gini Index|
[ Armenia] Z)o}_'_'_Etfgf_'_'19_98'a_'_'_12'.8_'_'_2;9'["_'_'3571] S Ly T19%8cd 37.9)
Azerbaijan! 2001 49! 2001 a 3.7 9.1! 45.3! 39.9! 2001 c,d 36.5
Bangladesh| 2000 49.8| 2000 a 36 82.§| 13.8| -33] 2000 c,d 31.8
Bolivia! 1999 62.7! 1999 a 14.4 34.3! 48.3! 28.4! 1999 c,d 44.7
Brazil| 1998 22| 2001 b 8.2 22.4| 13.8| -0.4] 2001 e,f 59.3
Bulgariai 2001 12.8, 2001 a 4.7 16.2i 8.1 3.4 2001 e,f 31.9
Burkina Faso, 1998 45.3! 1998 a 44.9 81, 0.4! -35.7! 1998 c,d 48.2
Cambodial 1999 35.9| 1997 a 34.1 77.7| 1.8| -41.8| 1997 c,d 40.4
Cameroon, 2001 40.2 2001 a 17.1 50.6, 23.1, -10.4 2001 c,d 44.6
Chinal 1998 4.6l 2001 a 16.6 46.7l -12] -42.1] 2001 c,d 44.7
Colombia 1999 6 1999 b 8.2 22.61 55.8i 41.4 1999 e, f 57.6

Egypt, Arabl | |

Rep., 1999-00 16.7, 1999-2000 a 3.1 43.9, 13.6, -27.2y  1999-00 ¢,d 34.4
Ethiopial 1999-00 44.2] 1999-2000 a 23 77.8] 21.2| -33.6]  1999-00 c,d 30
Gambia, Thes 1998 57.61 1998 a 59.3 82.9, -1.71 -25.3 1998 c,d 47.5
Ghana! 1998-99 39.5! 1998-99 a 44.8 78.5! -5.3! -39! 1998-99 c¢,d 18
Guatemalat 2000 56.2! 2000 b 16 37.4 40.21 18.8 2000 e,f 59.9
Honduras, 1993 53! 1999 b 20.7 44! 32.3! 9! 1999 e,f 55
India' 1999-00 28.6! 1999-2000 a 34.7 79.9! -6.1' -51.3'  1999-00 c,d 32.5
Indonesia! 1999 27.1! 2002 a 7.5 52.4! 19.6! -25.3! 2002 c,d 34.3
Kenya) 1997 szi 1997 a 22.8 58.3i 29.2i -6.3i 1997 ¢,d 42,5
Lao PDR: 1997-98 38.6, 1997-98 a 26.3 73.2) 12.3, -34.6 1997 ¢,d 37
Madagascari 1999 71.3| 2001 a 61 85.1i 10.3i -13.8 2001 c,d 47.5
Malawir 1997-98 65.3! 1997-98 a 41.7 76.11 23.6! -10.81 1997 c,d 50.3
Mauritania] 2000 46.3) 2000 a 25.9 63.1| 20.4 -16.8| 2000 c,d 39
Mongolia! 1998 35.6! 1998 a 27 74.9! 8.6! -39.3! 1998 c,d 30.3
Nicaragual| 1998 47.9)| 2001 a 45.1 79.9| 2.8| -32] 2001 c,d 43.1
Nigeria; 1992-93 34.1, 1997 a 70.2 90.8, -36.1, -56.7, 1996-97 c,d 50.6

23



| [ [ [ [

' : : I I

| National Poverty Line (NPL) | International Poverty Line (IPL) | | |

1 1 1 1 1

i | % of Poor % of Poori NPL minus IPLI NPL minus IPLI
| __ Countryr Survey Year % of Poort Survey Year __ (US$1) _ (US$2p (US$i)y  (US§2)  Survey Year _ Gini Index
Pakistanl 1998-99 32.6l 1998-99 a 13.4 65.6l 19.2l -331 1998-99 a,b 33
Perut 1997 491 2000 b 18.1 37.71 30.01 11.31 2000 ¢,d 49.8
Philippines! 1997 36.8! 2000 a 15.5 47.5! 21.3! -10.7! 2000 a,b 46.1
Rwanda’ 1999-00 60.3' 1999-2000 a 51.7 83.7' 8.6' -23.4'  1983-85 a,b 28.9
Sierra Leone! 2003-04 70.2! 1989 a 57 74.5! 13.2! -4.3! 1989 a,b 62.9

1 1 1 1 1
Sri Lankal 1995-96 25 1999-2000 a 7.6 50.7] 17.4 -25.71 1999-2000 a,b 33.2
Tanzania! 2000-01 35.7! 1993 a 19.9 59.7! 15.8' 241 1993 a,b 38.2
Uganda, 1997 44) 1999a 84.9 96.6, -40.9! —52.6! 1999 a,b 43
Zambia' 1998 72.9' 1998 a 63.7 87.4i 9.2' -14.5' 1998 a,b 52.6
Zimbabwe, 1995-96 34.9! 1995-96 a 56.1 83, -21.2! —48.1! 1995 a,b 56.8
Meani 43.6i 30.2 61.5i 2o.oi 26. 1i T T T T4 |
Median 44.2, 23 65.61 17.4 25.7: 43

a. Expenditure base b. Income base c. Redargpenditure shares by percentiles of populati@h Ranked by per capita expenditure
e. Refers to income shares by percentiles of ptipala f. Ranked by per capita income

Source: Tables 2.5 and 2.7 of the World Developrmhitators 2005 (published by the World Bank). i@miat
http://devdata.worldbank.org/wdi2005/Cover.htm

These are the numbers | used for all of the anslgstept for the last section, where | examinessipée causal relationship of change in povertghange in
inequality.Red numberindicate that the poverty estimates by the intdomal poverty lines are higher as compared to ésémates by the national poverty
lines.
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Graph 1

Deviation of National Poverty Lines against the
International US$1 Poverty Line
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This graph shows how national poverty lines andWl®$1 international poverty line can diverge. Thgen countries with eed doton the graph indicate that
the international poverty line estimates a higheaticount of poverty as compared to the respecttiemal poverty lines. In the other examples, taéanal
poverty estimates are higher than the internaticoreds. The detailed data can be found in table 1.
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Graph 2

Deviation of National Poverty Lines against the
International US$2 Poverty Line
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As in graph 1, but this time the US$ 2 InternatioRaverty Line has been used. The countries witlaorgd dot on the graph indicate that the interoaél
poverty line estimates a lower headcount of povasycompared to the respective national povertgdinin the other examples, the international pgvert
estimates are higher than the national ones. Thaildd data can be found in table 1.
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Graph 3

National Poverty Lines - a Correlation with Inequality?
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This graph (which relies on the data of table 19wh the poverty headcount against the Gini coefiiciFrom this simple relationship, we can discariight
trend indicating that an increase in poverty migged to an increase in equality and vice versa.
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Graph 4

International US$1 Poverty Line - a Correlation with Inequality?

70
- 60 & Sierraleone
= . ¢ Za . .
= 90 “’Ch' ._MMW—
CD |na _
§ 40 ' ¢ S L f‘am.,’u!a ¢ Uganda
= s $ @ Pakistan  ee Bangladesh _ |
8 30 Mongolia . & Rwanda
&)
§ 20 4 Ghana
O 10

0 ‘ ‘ | |

° 20 40 60 80 100

Poor People (in %)

As in graph 3, but this time the international USSiverty line is used as poverty indicator. Theepsible correlation is already weaker, and we cdentify
extreme cases as Ghana, Rwanda, Sierra Leone,| Beamtemala, Honduras etc. Nevertheless, it isamdable that the countries from Zimbabwe to thdatig
have a considerable high inequality — except of dtga which is still comparatively reasonable.
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Graph 5

World Bank US$2 Poverty Line - a Correlation with Inequality?
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As in graph 3 and 4, but this time the internatio®$2 poverty line has been used. The picturegusning. Using this poverty indicator turns a pddsi
positive correlation into a light negative one,rmsny more people in the sampled countries are ifladsas poor. Many countries from graph 4, whicdha
lower amount of poor people according to the USihdard but a comparatively reasonable Gini coéfit, are now classified as having much more pgvert
Thus, we can see that any correlation is very dépanhon how the poverty line is defined. In otherds, | cannot confirm of seeing any significantretation

of poverty and inequality with this data after r@aglgraphs 3 till 5 together. This exercise havéodone with more comprehensive data and cleartyadked
poverty lines.
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Table?2

| Year (1st US$1 headcount | Year (2nd US$1 headcount

Country; census) (%) Gini(%) Pop(million); census) (%) Gini(%) Pop(million)
“Bangladesh| 19835  26.16  25.88 9221 - 2000 413 3342 131.05
Bolivia 1990.5 5.68 42.04 6.7 2002 24.01 60.24 8.7
Brazill 1981 11.8 57.57 124.48l 2004 7.59 56.99 183.9
Cambodiat 1994 82.03 38.28 10.371 2004 66.01 42.94 13.8
China! 1987 28.64 27.11 809.6! 2004 9.9 36.37 541.3
Colombia' 1980 7.85 59.13 28.45! 2003 7.63 58.83 *
Ethiopia, 1981.5 32.73 32.42 38.8! 2000 21.6 30 64.3
Ghana' 1987.5 46.51 35.35 14.2' 1998.3 36.17 40.75 18.45
Guatemala, 1987 47.04 58.26 8.3! 2002 13.93 55.34 11.7
Hondurasi 1986 33.74 55.09 4.31i 2003 14.05 53.88 *
Indias 1987.5 46.16 31.48 600.8 2004.5 34.33 32.49 772
Indonesiai 1987 28.15 33.12 169i 2002 7.78 34.3 211.8
Lao PDR! 1992 18.57 30.4 4.35; 2002 27.37 34.67 5.5
Madagascar| 1980 49.18 46.85 8.87| 2001 61.04 47.47 15.98
Mauritania 1987 46.67 43.94 1.9! 2000 25.94 39.04 2.66
Nigerial 1985.5 65.72 38.68 83.2] 2003 71.18 43.6 *
Pakistan 1987 49.63 33.35 100, 2004.5 9.03 31.18 152.1
perul 1985.5 1.14 45.72 19.49| 2003 10.53 52.03 *
Philippines: 1985 23.42 41.04 54.231 2003 13.49 44.48 *
Rwandal 1984.5 35.01 28.9 5.8l 2000 60.29 46.68 8.51
Sri Lanka! 1985 9.39 32.47 15.48! 2002 5.77 40.18 19
Uganda, 1989 87.67 44.36 15.77! 2002 82.28 45.77 26
Zambiai 1991 65.65 60.05 8.02i_ 2004.3 60.04 50.74 11.5
" "Mean, " 36.89 4093 T T T T T 300020 4397 o

Median, 33.74 38.68 | 24.01 43.6

Source: The PovcalNet Database, published fronWbdd Bank. Online at http://iresearch.worldbanlgPovcalNet/jsp/index.jsp
* For unknown reasons, PovcalNet did not list aopplation numbers for thé'®census within these nations.

This table contains the data that has been usethfdgraphs 6 onwards. Obtaining the data for Chamal India has been more complicated, as the das w
only published with a rural/urban divide. In ordi&r have national data, | did the following: | budlgregate figures of rural and urban data to haveational
poverty headcount, as opposed to separate ruraluabdn headcounts. Then | took the rural and urk&ini coefficient and weighted it against the rueadd
urban population numbers and thus obtained a nati@ini coefficient.
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Graph 6 and Graph 7

Poverty and Inequality (1st census)
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Poverty and Inequality (2nd census)
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In these two graphs, poverty is scattered agaimstjiality, once with the early census, and theh tie late census. While it can easily be said #tsolute
poverty has been reduced (at least according tartteznational US$1 poverty line), the question thiee there was an effect on inequality needs tdrben on
another graph (8).
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Table3

Graph 8
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Bangladesh:
Bolivial
Brazil:
Cambodia!
China!
Colombia,
Ethiopia/
Ghana!
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Honduras:
Indiai
Indonesia:
Lao PDR|
Madagascar,
Mauritanial
Nigeria,
Pakistanl
Peru:
Philippines!
Rwanda!

Sri Lanka,
Uganda!
Zambia,

-5.4
2.92
1.21
-1.01
-1.18
-4.27
-0.62
4.9
-4.92
2.17
-6.31
-3.44
-17.78
-7.71
-1.41

Median:

14.16521739
11.83

5.10999288
4.27

This graph shows the change in poverty and inetyuali the 2° census, as compared to the first census. Whileowmtry is located in Quartile 1V, eight
countries are clustered in Quatrtile I, another dighQuatrtile Il and seven in Quatrtile 111,
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