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Measurement of Poverty and Inequality
Economic characteristics of poverty groupsEconomic characteristics of poverty groups
Why is inequality a problem? 
Relationship between growth and inequalityRelationship between growth and inequality 
Relationship between growth and poverty 



Measuring Inequality and PovertyMeasuring Inequality and Poverty 

Measuring Inequality:Measuring Inequality: 
Personal or size distribution of income 
deals with the individual persons or 
households and the total income they 
receive
Functional or factor share distribution of 
income uses the share of total national 
income that each of the factors of 
production receives



Personal or size distribution of 

Quintiles and Deciles

income
Quintiles and Deciles
Lorenz Curve
Gini Coefficients 
Coefficient of Variation (CV)( )



Quintiles and Deciles

Divide the population into successive

Quintiles and Deciles

Divide the population into successive 
quintiles or deciles according to 
ascending income levels and thenascending income levels and then 
determine the proportion of N.I received 
by each income groupby each income group 
Common measure of income inequality 
is the ratio of incomes received by theis the ratio of incomes received by the 
top 20% and bottom 40% of the 
populationpopulation



Selected Income Distribution Estimate



Lorenz curves

Show the actual quantitative relationship

Lorenz curves

Show the actual quantitative relationship 
between the percentage of income 
recipients and the percentage of totalrecipients and the percentage of total 
income they received during a time 
period (year)period (year)
Depict the variance of the size 
distribution of income from perfectdistribution of income from perfect 
equality  





Gini coefficient

Is measured graphically by dividing the area

Gini coefficient

Is measured graphically by dividing the area 
between the perfect equality line and the 
Lorenz curve by the total area lying to the y y g
right of the equality line in a Lorenz curve 
diagramg
Ranges in value from 0 (perfect equality) to 
1 (perfect inequality)(p q y)
Satisfies the properties of anonymity, scale 
independence, population independence, p , p p p ,
and transfer principles







Coefficient of Variation (CV)Coefficient of Variation (CV)

I l SD di id d b th lIs sample SD divided by the sample mean 
also satisfies the properties of anonymity, 

l i d d l tiscale independence, population 
independence, and transfer principles



Functional distributionFunctional distribution

Influence of non-market forcesInfluence of non market forces 
minimizes the application of this 
measuremeasure

All inequality measures are 
i l ti imeasuring relative income



Measuring Absolute PovertyMeasuring Absolute Poverty 

A situation where a population or sectionsA situation where a population or sections 
of the population are able to maintain 
minimum levels of living (IPL)minimum levels of living (IPL)
Absolute poverty is measured using 

H d t (H)Headcount (H)
Headcount Index (H/N)
Poverty Gap (total income shortfall)
FGT Index has desirable properties of aFGT Index has desirable properties of a 
poverty measure



Total poverty gap

Total poverty gapTotal poverty gap
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Where Y is the absolute poverty line
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Where Yp is the absolute poverty line
Yi is income of person I



FGT IndexFGT Index
The Foster-Greer-Thorbecke metric is aThe Foster Greer Thorbecke metric is a 
generalized measure of poverty within an 
economy. It combines information on the 
extent of poverty (as measured by the 
Headcount ratio), the intensity of poverty (as 

d b th T t l P t G ) dmeasured by the Total Poverty Gap) and 
inequality among the poor (as measured by 
the Gini and the coefficient of variation for thethe Gini and the coefficient of variation for the 
poor).



FGT IndexFGT Index
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where z is an agreed upon poverty line (1$ or 2$), N is the number 
of people in an economy, H is the number of poor (those with 
incomes at or below z), Yi are individual incomes and α is a 
"sensitivity" parameter. If α is low then the FGT metric weights all y p g
the individuals with incomes below z roughly the same. If α is high, 
those with the lowest incomes (farthest below z) are given more 
weight in the measure. The higher the FGT statistic, the more 
poverty there is in an economy.







Characteristics of Poverty Groups   

Rural povertyRural poverty
Women and poverty
Ethnic minorities and poverty 







Why is inequality bad?Why is inequality bad?  

E t i lit l d t iExtreme inequality leads to economic 
inefficiency and curtails growth 
Extreme inequality undermines social 
stability and solidaritystability and solidarity
Extreme inequality is viewed as 

f iunfair



Kuznets’ Inverted- U HypothesisKuznets  Inverted U Hypothesis

I th l t f thIn the early stages of growth, 
distribution of income will tend to 
worsen, where as later stages it will 
improve p



Reasons for the inverted- U curveReasons for the inverted U curve
In early stages of development, when investment in y g p ,
physical capital is the main mechanism of economic 
growth, inequality encourages growth by allocating 
resources towards those who save and invest the mostresources towards those who save and invest the most.
Whereas in mature economies human capital accrual, or 
an estimate of cost that has been incurred but not yet 
paid, takes the place of physical capital accrual as the 
main source of growth, and inequality slows growth by 
lowering education standards because poor people lacklowering education standards because poor people lack 
finance for their education in imperfect credit markets. 



Kuznets Curve with Latin American Countries IdentifiedKuznets Curve with Latin American Countries Identified







Relation between economic growth and 
i litinequality

Does growth affect the level of inequality?Does growth affect the level of inequality?
No consensus 

Does initial inequality affect growth? q y g
Negative relation between growth and initial inequality 
in income (refer to Why is inequality bad?) 
Positive relation between growth and initial inequalityPositive relation between growth and initial inequality 
(only Forbes found this relation)
Initial inequality in assets and human capital 

ti l ff t th ( it h t th thnegatively affects growth (as it hurts the poor the 
most)

The main flow of causation appears to be initial inequality y
hampering growth and not the other way round. 



Comparison of Gross National Product Growth Rates and Income Comparison of Gross National Product Growth Rates and Income 
Growth Rates of the Bottom 40% of the Population in Selected Less Growth Rates of the Bottom 40% of the Population in Selected Less 
Developed CountriesDeveloped CountriesDeveloped CountriesDeveloped Countries





Relation between economic growth and 
poverty

Traditionally it was considered that there isTraditionally, it was considered that there is 
trade-off between growth and poverty. 
Why are similar rates of growth associated withWhy are similar rates of growth associated with 
different rates of poverty reduction? 

Redistribution of growth benefits reduces povertyRedistribution of growth benefits reduces poverty
Initial inequality in income enhances poverty 
Sectoral composition of growth (agriculture versus p g ( g
modern, rural versus urban)

Efforts to reduce poverty lead to higher growth 
and higher growth leads to reduction in poverty.







The Range of Policy Options: 
S B i C id ti

Altering the functional distribution of income

Some Basic Considerations
Altering the functional distribution of income 
through policies designed to change relative 
factor prices p

Removal of factor price distortions
Modifying the size distribution through y g g
progressive redistribution of asset ownership 

Redistribution policies such as land reform



The Range of Policy Options: 
S B i C id ti
Reducing the size distribution at the upper

Some Basic Considerations
Reducing the size distribution at the upper 
levels through progressive income and wealth 
taxes 

Direct progressive income taxes 
Indirect taxes 

Direct transfer payments and the public 
provision of goods and services 

Workfare programs superior to welfare and 
handouts.  


