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Executive Summary

This paper provides the analytical underpinnings and the macro and inter-state
background in the context of examining the role of fiscal policies in poverty reduction
in the India. It constitutes the first part of the overall study that reviews the role of fiscal
policy in reducing poverty with particular reference to four high poverty incidence
states in India, viz., Uttar Pradesh, Madhya Pradesh, Uttaranchal, and Chhattisgarh.
Some of the main issues addressed in this study relate to the following:

i.  Has the rate of decline in the incidence of poverty accelerated in India during
the reform era in the nineties?

ii.  What accounts for the considerable inter-state variation in performance
regarding poverty reduction? To what extent, state-specific policies account for
it?

iii. What role can fiscal instruments play in poverty reduction as indicated by the
inter-state differentials in the poverty reduction performance? Does the role of
fiscal policy widen when poverty is measured more broadly encompassing
health, education, and other important publicly provided services and when a
distinction is made between chronic and transient poverty, especially temporary
increases in the extent and depth of poverty when natural calamities like
drought, floods, etc., occur.

iv. In what way and to what extent do (i) growth, (ii) composition of output, (iii)
expenditures on health, education and other social services, and (iv)
governments’ poverty alleviation programmes differentially affect the poverty
reduction performance of states?

v. How can the efficacy of budgetary intervention be strengthened by improved
targeting, design of programmes, and cost effectiveness?

vi. What are the options for better targeting of subsidies for poverty reduction?

Conceptualizing and Measuring Poverty

2.

While the narrow and conventional view of poverty is limited to shortfalls in income
related to deficiency in food consumption, a broader view of poverty visualizes it as a
multi-dimensional deprivation covering health, education, access to water supply and
sanitation, security and other relevant services. Poverty is seen not just as an objective
phenomenon but rather in terms of deficient or constrained capacities.

The measurement of poverty necessitates defining a poverty threshold in one or more
dimensions and aggregation over shortfalls of individuals from the relevant thresholds.
Various summary measures and axiomatic frameworks have been suggested in the
literature. Some of the frequently used measures in most countries are the head count
ratio, the poverty gap ratio and the Foster-Greer-Thorbecke index. The human poverty
index provides one example of measuring poverty in multiple dimensions. Poverty lines
can be defined both in absolute and relative terms.
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Poverty in India

4.

The methodology of measuring poverty in India, in terms of the head count ratio, has
evolved over time. On the basis of the methodology developed by the Expert Group of
Planning Commission, a set of comparable estimates are available for 1973-74, 1983,
1987-88, 1993-94 and 1999-00. These estimates are based on the five yearly rounds of
national sample survey data on household consumption.

Looking at the inter-state and all India poverty profiles, the following salient features
may be highlighted:

i.  All India, state-wise, rural as well as urban — in all cases — poverty head count
ratio shows a steady decline, the rate of the decline being the fastest in the
nineties, i.e., during 1993-94 to 1999-00, a period characterized by some of the
highest annual growth rates of income.

ii.  The 1999-00 estimates indicate average rural poverty head count ratio of about
27 percent for all India, with Bihar, Madhya Pradesh, Orissa, Uttar Pradesh,
West Bengal, and Assam showing above average poverty levels.

iii. In the context of urban poverty, the 1999-00 average head count ratio is 23.62
percent for all India, with Andhra Pradesh, Bihar, Karnataka, Madhya Pradesh,
Maharashtra, Orissa, and Uttar Pradesh and Assam showing more than average
incidence of poverty. The inclusion of some of the higher income states in this
list and the non-appearance of West Bengal in this list are the notable features.

iv. The urban head count ratio is higher than the rural head count ratios in the
following states: Andhra Pradesh, Gujarat, Haryana, Karnataka, Kerala,
Maharashtra, and Rajasthan.

v. A visible general pattern is that the overall poverty ratio is higher for lower
income states. This pattern is discernible more clearly for the rural incidence of
poverty.

vi. The human poverty index is generally higher than the head count ratio for the
lower income states, indicating that poverty is understated in respect of some
critical dimensions for the lower income states.

Certain features of the 1999-00 official estimates of poverty were questioned by Deaton
and Dreze (2002) and Deaton (2003). In particular, they examined the implications of
the methodology for updating the poverty line and the juxtaposition of 7-day recall
period with 30-day recall period for some items (food, pan and tobacco) in the 55"
round of the National Sample Survey. The two recall periods questions were placed side
by side in the same schedule. In their view, the answers to the 30 days recall periods
were biased upwards by the juxtaposition of the 7-days recall period answers, thereby
understating the poverty HCRs. For providing comparable estimates over time, they
have provided alternative estimates for 1987-88, 1993-94, and 1999-00. The main
results following from their methodological revisions may be indicated as follows:
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i.  The adjustment for the questionnaire design (i.e. using the 30-day recall period
questions) imply that the rural head count ratio for 1999-00 is higher by a little
more than 3 percentage points (implying a lower decline rate in the nineties than
officially claimed). However, revising the poverty line brings it a little lower
than the official estimates.

ii.  For the urban head count ratio, the first adjustment (using the 30-day recall
period questions) takes the estimates a little higher than the official estimate, but
the revision of the poverty line brings down the urban estimates significantly
lower than the official estimates. For 1999-00, the difference is of more than 12
percentage points.

iii. ~ Similar changes are noted in respect of the poverty gap index. With the revised
poverty lines the urban poverty gap index is lower by 3.6 percentage points,
becoming less than half of the official estimates.

Sundaram and Tendulkar also examined the issue of comparability of the 1999-00
estimates with those of the earlier full NSS rounds. In their view, the more important
question was that of ‘mixed reference period’. There were certain items, Viz., ‘clothing,
footwear, durables, education and (institutional) health’ where the 55" round used only
365 days as the reference period. In the earlier rounds, the period of reference for all
items including the durable goods group was 30 days. In order to make the comparison
valid, Sundaram and Tendulkar reworked the 1993-94 results with a mixed reference
period using 365 days as the reference period for the relevant group. This became
possible because in the 50" round information on ‘clothing, footwear, durables,
education and (institutional) health was collected for two alternative reference periods,
viz., 30 days and 365 days. The poverty head-count ratios for 1993-94 for the mixed
reference period were lower than those based on the uniform reference period. But the
finding of the decline in the poverty HCR was confirmed although the extent of decline
was lower by about 3 % points on average.

Even as the poverty HCR has fallen over time, it has done so differently for different
states. As such poverty has become spatially more concentrated. In 1999-00, nearly 74
percent of the rural poor were found to live in just six states viz., Orissa, Bihar, Assam,
Madhya Pradesh, West Bengal and Uttar Pradesh. In the case of urban poverty, just
eight states, viz., Orissa, Madhya Pradesh, Bihar, Uttar Pradesh, Maharashtra, Andhra
Pradesh, Karnataka and Tamilnadu accounted for a little less than 80 percent of the
urban poor. Itis also seen that poverty has become more urbanized in the sense that the
proportion of urban poor to total poor has increased in almost all states.

Poverty and Growth Processes

9.

Growth affects poverty and poverty in turn affects growth. There is considerable
evidence that rapid growth has been associated with significant decline in poverty.
However, the impact of growth on poverty reduction depends on a number of initial
conditions including those relating to asset inequalities. Some empirical studies in the
Indian context highlight the role of fiscal policy variables. For example, estimates
provided by Ravallion and Datt (2001) show that an increase in real per capita state
development expenditure, which represents a fiscal variable, has a negative impact on
the poverty index. An increase in per capita development expenditure by one percent

Xiv



10.

11.

leads to 0.14 percent fall in the head count ratio. Inflation, on the other hand, increases
poverty. It is estimated that a one percent increase in the inflation rate leads to a 0.42
percent increase in the poverty.

Investment in human development is the best long-term antidote to poverty. First, lack
of human development is itself a dimension of poverty. Illiteracy, poor health, and lack
of education below a certain threshold are constituents of poverty. Secondly, with
human development, i.e., through proper education and adequate health, choices
regarding income opportunities widen, productivity is increased, and capacities are
augmented. Thirdly, focus on human development is a potent means of fiscal
intervention to reduce poverty in a country where provision of health and education is
largely publicly provided. Public expenditure on education and health, especially
elementary education and primary health can lead to sustained reduction in poverty
levels.

Policy interventions that can improve credit and insurance market conditions for the
poor and those that address issues of asset inequalities can improve the impact of
growth on poverty reduction. The structure of sectoral growth is also important, and
under certain conditions non-farm growth can have a significant impact on poverty
reduction. The more “connected” the poor are with the rest of the economy, the more
effective will growth be in reducing poverty.

Poverty and Fiscal Processes

12.

13.

14.

15.

Fiscal processes affect poverty levels both indirectly and directly: indirectly, through
their impact on growth and inflation, and directly through public provision of private
goods and services, and through specific poverty alleviation programmes. In this
context, the quality of access of the poor to public goods like law and order, justice, and
administration is of critical importance. Such access often requires that private costs be
incurred. All three tiers of the government, namely, central, state, and local are
involved in poverty alleviation programmes. The central and state governments sponsor
a variety of programmes and schemes aimed at these objectives while the local
governments implement many of these programmes.

Government budgets support poverty alleviation programmes through a variety of
income transfer schemes or self-selective food-for-work type of programmes. Such
direct support however is only a fraction of the much larger indirect subsidization of
services. In these subsidy provisions, although considerably larger resources are
involved, most benefits are appropriated by the non-poor.

Human development is by itself an improvement in capability and it also sustains
growth. Fiscal policies can be used both to support human development and growth in a
manner that maximizes their impact on poverty reduction.

In India, a large part of fiscal interventions, even though often justified on the grounds
of helping the poor, are very general and untargeted. Consequently, a significant
proportion of these benefits accrue to the non-poor. The impact of well-targeted
interventions in reducing poverty could considerably increase the poverty reducing
impact of fiscal policies. While considering targeting strategies broadly, group-wise
and area-wise targeting may be better and would involve less administrative costs than
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17.

18.

very finely targeted interventions. In developing targeting strategies, incentive effects,
and asymmetric importance of exclusion and inclusion errors should be recognized. A
greater weight should be attached to minimizing errors of exclusion of the poor rather
than errors of inclusion of the non-poor.

The pattern of utilization of the grants for central and centrally sponsored schemes
indicates lack of adequate targeting. Considering average per capita grant for central
and centrally sponsored schemes over the period 1999-00 to 2000-01, Bihar’s per capita
grant was only one-third of that of Goa and half of that of Andhra Pradesh or Tamil
Nadu, and less than half of that of Karnataka. UP’s per capita grant under central and
centrally sponsored schemes was the lowest among all major states. In contrast,
Rajasthan was able to avail of these grants nearly three times than that of UP and has
shown considerably lower HCRs in spite of continued droughts. This indicates that
poverty ratios can be brought down by increasing grants on central and centrally
sponsored schemes but making sure that the pattern of their distribution reflects the
pattern of incidence of poverty across states.

Some considerations for an efficient fiscal intervention for poverty alleviation are
indicated below:

i.  Multiple policy objectives should not be attempted by a single policy
instrument.

ii.  Efficiency should not be sacrificed by introducing distortionary policies, even if
apparently pro-poor.

iii. Targeted interventions are better than generalized subsidies even if there are
administrative costs. However, targeting strategies should avoid extremely fine
targeting and give more importance to avoiding exclusion errors rather than
minimizing inclusion errors.

iv. Asset inequalities should be looked into in addition to income shortfalls.

v. A safety net should be used to supplement other direct and indirect
interventions.

The main instruments of fiscal policy for enhancing its impact on the poor may be
listed as follows:

a. Restructuring Government Expenditure

Restructuring that favors infrastructure investment (both social and economic
infrastructure) would augment growth, which will have a pro-poor impact provided
initial asset inequalities can be attended to. Further, a restructuring favoring human
development can have a long-term and lasting impact on poverty alleviation provided
the incidence profile of government expenditure on health and education can be made
pro-poor.
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b. Targeted Subsidy and Income Support Programmes

These can have immediate beneficial impact in reducing poverty, provided leakages
and wastages are minimized. Considerable changes are needed to recast general
subsidy programmes as broadly targeted programmes.

C. Constructing Social Safety Net
This should become part of the explicit provision in all state budgets to protect the
poor against extreme price volatility and other unforeseen circumstances.

d. Coordination Among Government Tiers

There is considerable overlap in the interventions by central, state and local
governments. Better coordination in the design and implementation of these
programmes would increase the impact of pro-poor policies.

This paper has looked into the conceptual basis of the need for attending to poverty
reduction as a specific objective of fiscal policy, trends in poverty reduction and the
inter-state profile of poverty in India. It has reviewed the available literature outlining
the impact of fiscal policies on poverty reduction, indirectly by supporting growth, and
directly by reforming the structure of public expenditure, and designing and
implementing subsidy and income-support programmes. The considerations and issues
that have been highlighted provide the background for the state specific studies as well
as in the formulation of the questionnaires for the primary survey.
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INDIA: FISCAL REFORMS FOR POVERTY REDUCTION

PAPER I: APPROACH, TRENDS AND ISSUES

Chapter 1: INTRODUCTION

India launched an extensive program of fiscal and economic reforms in the early
nineties aimed at imparting a market oriented and outward looking thrust to the Indian
economy away from the inward looking, plan-centric and regulated orientation that it had
cultivated for forty years since independence. Greater reliance on the market calls for a
change in the nature of fiscal intervention for improving its poverty reducing content for
creating appropriate safety nets for people who might be further marginalised by the market.
Among the millennium development goals outlined at the UN Millennium Summit in
September 2000, eradication of extreme poverty and hunger is listed as the highest priority
goal along with achieving universal primary education, and improving maternal health and

child mortality.

Although published government figures indicate a steady reduction in poverty levels
since 1970s, and the rate of reduction appears to have accelerated following economic
reforms during the 1990s, these estimates have often been questioned. The poverty-measure
used in the official statistics (the head count ratio) takes a very narrow view of the
phenomenon of poverty, ignoring the intensity and distribution of poverty completely. Its
view of poverty is limited to a narrow income space, and overlooks the multi-faceted nature
of poverty. In spite of the vocal justification for public programmes and large subsidies in the
name of the poor, most of these expenditures are appropriated by the non-poor by excluding
the poor or leaked through inefficiency and corruption. Even the so-called public goods like
law and order, police, and administration can hardly be accessed by the poor because private

costs must be incurred to avail of these public goods.

Fiscal policies benefit the poor directly through the budget supported subsidies and
transfer expenditures of the government, and indirectly, through their impact on the extent
and nature of economic growth. Within this spectrum, the regime of taxation can affect the
poor by the treatment given to goods that generally constitute their typical consumption

basket. The way centre-state transfers are handled, and the emphasis that is given to



decentralisation and local autonomy also materially concerns the poor. Transfer mechanisms
that emphasise equity-oriented resource transfers to sub-national governments can have pro-
poor impact by supporting greater equalisation of publicly provided services. Analysts
recognise that the poverty reducing impact of growth can be strengthened by reorienting
economic and fiscal policies. In a recent contribution, Collier and Dollar (2001), contend that
poverty reduction in general, whether country or region-specific, depends mainly on the
quality of economic policies at hand, including those that foster savings and investment. In
the context of poverty incidence, sharp regional disparities in poverty levels have been noted
in many countries. Bidani and Ravallion (1993) found poverty incidence to be lower in large
cities than other urban areas for Indonesia. Similar findings are reported in Ravallion and van
de Walle (1994) for Tunisia and Grootaert (1994) for Cote d’Ivoire. Large disparities in rural
poverty incidence have also been noted for a number of countries [see Bidani and Ravallion
(1993)].

In the recent NIPFP Silver Jubilee Lecture, Stern (2002) highlighted two fundamental
challenges for public policy in India: one to accelerate economic growth, and second, to
involve the poor people to participate in the opportunities created by growth. He contended
that the expenditure side of the budget is likely to be of special importance in this context,
and that there is a case for quantifying poverty through the lens of economic mobility as well

as provision of needs and services.

In an earlier study, van de Walle and Nead (1995) had argued, while discussing
poverty related research, that “Economists doing research in this area have tended to focus
exclusively on household decision making, while taking government outlays as given and
simply ignoring other factors, such as the macroeconomic political economy, and institutional
environments”. Pitt, Rosenzweig, and Gibbons (1995) have also argued that an understanding
of the government budget allocation and programme placement rules may be fundamental to
coming to grips with public spending impacts. The overall macroeconomic environment,
including the management of public finances is critical for the effectiveness and sustainability

of specific poverty alleviating strategy embedded in spending decisions.

India is already running a large subsidy regime supported by budgetary resources.
Recent estimates (see, Srivastava and Rao, et. al., 2002) have put the subsidy bill at about 13

percent of GDP at current market prices, considering the centre and states together and



covering both explicit subsidies and subsidies implicit in the unrecovered costs of publicly
provided private goods/services, classified as social and economic services. Even though the
subsidy regime is large, lack of effective targeting makes it regressive in nature, with most
benefits being appropriated by the non-poor. Continuation of reforms would necessarily
entail pruning of subsidies. However, even with lower volumes, its poverty reducing impact

could be improved by effective targeting.

This study examines the case for redesigning and refocusing government spending in
India to improve its impact on poverty alleviation in the context of fiscal processes, directly
through the provision of services and income support programmes, and indirectly through
their impact on inflation and growth processes. We consider how government spending
needs to be restructured in the context of economic reforms to serve both efficiency and

equity objectives, particularly the objective of poverty reduction.

This paper is divided into 7 Chapters. Chapter 1 looks at alternative ways of
conceptualising poverty and approaches to poverty alleviation, highlighting the relevance of
fiscal policy. Chapter 2 deals with measurement issues. Chapter 3 summarises estimates of
poverty in India providing an inter-temporal as well as inter-state perspective. Chapter 4
looks at the impact of inflation and growth processes on poverty. Chapter 5 examines the role
of fiscal processes, paying special attention to targeting public spending programmes, its
constraints and limitations. Chapter 6 looks at the role of government subsidies in poverty
alleviation. Chapter 7 spells out a set of issues that need to empirically investigated and

outlines a set of fiscal reforms for improving the poverty reducing impact of fiscal policy.

1.1  Conceptualising Poverty

Hartwell (1972) had observed that “Economics is, in essence, the study of poverty”.
“Poverty” says Pieterse (2001) in his recent work on Development Theory:
Deconstruction/Reconstruction “is in the eye of the beholder”. Subsistence economies serve
basic needs and are not poor in a material sense, but are declared poor because they do not
participate in the market process. Sachs (1999) made a distinction between frugality,
destitution and scarcity. Scarcity arises where commodity-based need is paramount;
destitution arises when subsistence economies are weakened through the impact of growth

elsewhere in the system, and frugality is the characteristic of subsistence economies.



a. Poverty as Nutritional Deprivation

Poverty is often viewed as nutritional deprivation. A poverty threshold is defined in
terms of nutritional adequacy, and all people below the threshold are counted as poor.
Generally, the poverty benchmark has been defined only in terms of nutritional thresholds
converted into incomes consistent with purchasing power over a basket that meets the
nutritional threshold. However, often prices are distorted or regulated, and shortages and
supply constraints generate non-availability, and the true worth of income is not correctly
reflected. Further, lack of purchasing power is only symptomatic of deeper deprivations or
incapabilities. As Sen argues (1995, p. 15): “The policy literature on poverty removal has
been deeply concerned with the perspective of income deprivation. | would even argue that it

has been obsessed by one, undoubtedly important but partial, aspect of deprivation”.

b. Poverty as Multidimensional Deprivation

Poverty is also viewed as a multidimensional phenomenon that goes beyond income.
It is visualised as inadequacy of access with respect to a number of thresholds relating, for
example, to potable water, housing, education, health, sanitation, security, economic
opportunities, and information. The World Bank Report “Attacking Poverty (2001)”
observes: “To be poor is to be hungry, to lack shelter and clothing, to be sick and not cared
for, to be illiterate and not schooled”. Health, education and housing are often heavily
subsidised by the governments. Yet access to subsidised services itself is limited for the poor
because of (i) lack of access to information, (ii) private costs of accessing public services
(transport, user charges, etc.), and (iii) preemptive exploitation of the subsidy by the non-

poor. Different aspects of poverty interact with each other and often exist together.

C. Poverty as Capability Handicap
Visible manifestation of deprivation in critical respects however reflects lack of inner

(13

capability. Sen advocates ... seeing poverty as the failure of some basic capabilities to
function — a person lacking the opportunity to achieve some minimally acceptable levels of
these functionings”. The opportunity of converting personal incomes into capabilities to
function depends on a variety of personal circumstances (including age, gender, proneness to
illness, disabilities, and so on) and social surroundings, physical and social environments, and
public services of health and education. Sen goes on to say that if we insist on seeing poverty

in the income space ..., the relevant concept of poverty has to be inadequacy ... rather than



lowness (in terms of personal and social characteristics); ... that “technically, this is the

‘inverse function’ to that relating capabilities to income™.

Sen’s (1979, 1985, 1987) capability approach is closely related to the basic needs
approach, but implies a more fundamental conceptualisation of poverty. It does not accept the
“welfarist” paradigm in which individual utility is taken to be the sole matrix of welfare and
social choice. In this approach, commodities matter as one determinant of people’s
capabilities to function rather than as a source of “utility”. Commodities are viewed not as
ends but as means to desired activities. Methodologically, however, aggregation over
capabilities or basic needs (BN) is difficult. Single BN measures, such as the “physical
quality of life index” (PQLI) (Morris 1979), are arbitrary in the factors included and the
weights attached to these items. The 1990s have seen attempts at operationalising the
capabilities approach, by focusing on “human development”. The UNDP, in the context of its

“Human Development Report” provides an approach to measuring human development.

d. Poverty as Social Exclusion

Yet another way of conceptualising poverty is to see poverty not just as an internal
individual handicap but something that derives from the external environment or interaction
between the individual and the external environment, due to social organisation and events
outside the control of an individual. Poverty in such a case lies in vulnerability and exclusion
from institutions of state and society, which also implies exposure to risks like violence,

crime, and natural disasters.

It is increasingly being acknowledged that social capital offers a clue to economic
capital. Social capital consists of social networks and relations of trust. Social exclusion is
lack of access to these networks, and becomes a central reason for economic deprivation.
Putnam’s (1993) influential study on Making Democracies Work relating to Italy, traces the
differential economic achievements of the richer north vis-a-vis the poorer south to social
capital. The north is characterised with a long history of ‘networks of civic engagement’
whereas in the south ties are limited to the nuclear family. Banfield (1958) had written
earlier: “Extreme poverty and backwardness is to be explained largely by the inability of the
villagers to act together for the common good or, indeed for any end transcending the

immediate material interest of the nuclear family”.



The poverty reducing strategy would differ according to the way poverty is visualised.
If poverty is seen as an income deficit with the poverty threshold covering single or
multidimensional deficits, a poverty alleviation strategy would focus on removing this deficit.
If, on the other hand, poverty is seen as a capability handicap, the appropriate strategy would
focus much more on education, health, inclusion and information. While the former may be
necessary for giving symptomatic relief, the latter would attack the deeper and structural

causes of poverty.

e. Extreme Poverty and Social Exclusion
Wresinski  (1987) and Wodon (2001) identify three characteristics that help

distinguish between poverty and extreme poverty. In their view, extreme poverty results from

i lack of “basic securities” relating to health, education, employment, etc.
ii.  persistence of this insecurity over long periods of time.
iii.  Inability to exercise rights or assume responsibilities.

The concept of social exclusion provides a framework for analysing the relationship
between well being and rights. Social exclusion that prevents people from exercising certain
rights and poverty should be viewed as complementary concepts. A social exclusion
perspective provides an understanding of social disadvantage. It complements the traditional
dimensions of poverty, arising from lack of adequate and stable income and to have access to

quality social services to meet basic needs.

f. Poverty Types
In understanding poverty, often distinctions have been made between chronic and

transient poverty, primary and secondary poverty, and core and marginal poverty.

i Chronic and Transient Poverty

Chronic or persistent poverty is quite distinct from transient poverty. People with
volatile incomes may oscillate around the poverty line with buoyant or depressed conditions.
Depending on the time of sampling, sometimes they may be picked up below the poverty line
and sometimes above it. Chaudhuri and Ravallion (1994) look at two ways of defining
‘chronic poverty’. By the first, a person is considered ‘chronically poor’ if he is poor all the

time, or at least on all survey dates. By the second, that term is also applied to any person



who is poor as measured by their ‘typical’ standard of living over time, as observed over
many survey dates. They suggest that the use of longitudinal data as against cross-section
data is a better way to capture chronic poverty as distinct from transient poverty. The average
consumption level of a household observed over an extended period of time could reflect
chronic poverty better, which in turn can have significant implications for targeting

mechanism.

A distinction is often made between attempts to reduce transient poverty (experienced
for only a short period) versus chronic poverty (experienced over a long period). Both are
usually substantial in the developing countries. Policy initiatives and actions can affect both
transient and chronic poverty. Direct interventions, such as relief work schemes, help the
poor or near-poor. These may be aimed at transient poverty, but can help avoid adjustments
like asset depletion, which could lead to chronic poverty. Conversely, long stretches of

avoidance of chronic poverty, enables household to overcome transient stress.

ii. Primary and Secondary Poverty

The early studies of poverty in developed economies, such as Rowntree’s pioneering
work made a distinction between primary and secondary poverty. Rowntree defined ‘primary
poverty’ by specifying a diet required to meet minimum nutritional needs, pricing the
components of this diet, and adding elements for housing and clothing and an allowance for
other expenditure. In ‘secondary poverty’ he included those who were living in ‘obvious want
and squalor’, although not below the minimum income/expenditure level produced by pricing

the target basket, etc.

iii. Core, Intermediate, and Transitional Poverty

Sometimes core poverty is distinguished from marginal poverty. A distinction
between core poor, intermediate poor and transitional poor [NIUA (2001), Planning
Commission Sub-Group on Urban Poor (2001)] could be useful for policy purposes. They
define core poor as falling below half the poverty line; intermediate poor as lying between
half the poverty line and the poverty line, and transitional poor are clustered just above the
poverty line. According to them, the urban core poor are homeless, pavement dwellers,
unskilled and unemployed, depending on community water supply. The intermediate urban

poor may be living in illegal squatter settlements, depend upon community sources of water



supply and unauthorised electricity. The transitional poor slip in and out of poverty although

they have ownership of productive assets.

1.2 Vulnerability and Falling Into Poverty

Vulnerability refers to high probability of falling into deeper poverty as well as to
exposure or risks to other aspects of well being including health. A risk of large changes in
income may constrain households to lower investments in productive assets because
households need to keep some reserves in cash. Risk associated with higher productivity

crops may force households to select low productivity but safer crops.

One dimension of measuring vulnerability relates to probability of “falling into
poverty”. When there is a large population living close to the poverty line, there is
considerable movement of getting into and out of poverty. Typically, the position of
households over two points of time or more needs to traced in order to study the phenomenon
of transition in and out of poverty.

Sometimes income variability is used as an indicator of vulnerability. Some
households may remain, on average, just below the poverty line and experience low income
variability, other households may be just above the poverty line but experience high income
variability. Both type of households will experience some kind of poverty. Static one-time
poverty estimates have a high probability of putting the first type below poverty, and a lower
probability of putting the second type below the poverty line. The second type is however, far
more vulnerable. Jalan and Ravallion (1998, 1999) put acute vulnerability and chronic
poverty as one case and vulnerability and transient poverty as another. They argue that both
types of poverty and vulnerability can be reduced by greater command over physical capital,
such as wealth and land, as well as by certain demographic characteristics. However, there
are differences between the two groups. Smaller and better educated households, and those
who live in areas with better attainment in health and education, have lower chronic poverty.
However, these factors do not much influence transient poverty. Interventions that reduce

chronic poverty may have little influence towards reducing transient poverty.

The dynamic processes of escaping poverty and succumbing to poverty run

concurrently, following quite different trajectories, the associated factors at work being



different from each other. From a survey of twelve villages in Rajasthan, Krishna (2003)
finds that a substantial proportion of people who escaped poverty had diversified their
occupations for additional sources of income, most importantly some members migrating to
urban areas to join the informal sector. Irrigation proved to be the pathway most often taken
for moving out of poverty but the effort to dig up for groundwater source sometimes turned

out to be a bad investment.

Falling into poverty in this region is associated with poor health, large expenses on
health care, social functions associated with deaths and marriages and high interest loans
taken out of private sources to meet these unaffordable expenses. These are all dimensions of
vulnerability. There are different reasons for people overcoming poverty than those declining
into poverty and therefore, different policy instruments are required.

Undertaking carefully structured community interviews mostly with elders in each
village and seeking information of the present as well as what it was 25 years ago, the author
was able to categorise the households into four groups: remained poor; escaped poverty;
became poor; remained not poor. Random samples were drawn from the four sampling
frames thus constructed for ascertaining the factors for the shift from poor to non-poor or vice

versa or for their stability to remain in the same group.

The households in this methodology deem themselves poor when their members do
not have enough to eat or decent clothes to wear, when they accumulate more debts without
being able to repay instalments due on past debt and when they cannot afford to send their
children to school. This was the common understanding arrived at by the assembled

community group who described each household’s current as well as past status.

Reliable health care at affordable rates, the author concludes, should figure
prominently in the list of developmental interventions, as it will arrest people’s lapse into
poverty. Further if they are provided with affordable sources of credit for this purpose by
expanding more micro-credit operations in the rural areas, indebtedness to private
moneylenders could be checked. There should be better dissemination of information about
new income-earning opportunities, about preventive side of healthcare, about technical

details of irrigation for controlling and reducing poverty. Local-level investigations aimed at



learning more about the obstacles the poor face and the strategies they adopt to deal with

poverty may have to be carried out in different regions.

As discussed by Bhalla and Lapeyre (1999) in their work on Poverty and Exclusion in
a Global World, the social exclusion approach focuses not only the distributional but also
the relational aspects of poverty. They suggest three types of indicators as relevant in this

context:

I access to public goods and services, particularly education and health,
ii.  access to labour market, and

iii.  social participation in terms of, say, rates of trade union memberships and local
associations.

1.3 Access and Costs of Legal Services

Disputes relating to land and property as well as other problems, in which members of
poor households are involved, often require large resources in terms of money as well as
time. Access to and costs of legal services are therefore very important in examining
vulnerability and causes of both chronic and transitory poverty. In India, systems like Lok

Adalats and fast-track courts have been developed to mitigate the severity of this problem.

1.4 Gender and Poverty Reducing Policies

Several studies reveal that gender inequality is costly to development. Understanding
the gender-specific nature of dimensions of poverty help design better poverty reducing
policies. It has been observed that “Men and women experience poverty differently. As a
result of their different constraints, options, incentives, and needs, women and men frequently
have different priorities and are affected differently by many kinds of development
interventions” World Bank (A Source Book for Poverty Reduction Strategies, p. 339).
Attention to gender generally improves both efficiency and equity. Taking women out of
typically low-wage low-productivity activities in rural areas and exposing them to
entrepreneurial roles by accessing credit, helps in taking households above the poverty line.
In preparing women to play these roles, attention towards education and health is quite

important.
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1.5  Approaches to Poverty Alleviation

a. Treating Poor as Patients

Often poverty alleviation is approached as a corollary of its view as an income deficit.
If the gap from the poverty threshold is filled up by an income transfer equivalent to amount
of the deficit, the poverty problem stands resolved. This however is a very narrow view as it
amounts to treating the poor as patients and asking for administering the medicine of income
transfer. It does not take into account the incentive effects of such transfers. Sen (1995)
argues for treating the poor not as “patients” but as economic “agents” whose own choices

and actions are central to the strategy for poverty alleviation.

b. Helping Poor to Help Themselves

In this approach, the poor are viewed as economic agents whose responses must be
taken into account in any strategy of poverty alleviation. As a corollary to the capability
handicap view of poverty, the emphasis in this approach is to strengthen the capabilities of
the poor so that they themselves are able to generate such incomes as would keep them above

the poverty thresholds.

C. Poor as Potential Contributors to the Economy

Pieterse (2001) observes: “Poverty is not simply a deficit ... ‘poverty’ can also be a
resource”. In this approach, the poor are not viewed as a problem, but rather as an
unexploited source of economic strength. They constitute potential for augmenting the
growth of the economy and diversifying its product base. In a recent contribution, Prahalad
and Hart (2002) take the view that there has been an implicit division in society between
those working towards the needs of the rich (MNCs) and those working for the poor (NGOs
and governments). Prahalad and Hart conceive of this rift as an opportunity to link the
world’s poor and rich in a single market that would promote sustainable growth and
development. In their view, the opening up of the markets of India, China, Soviet Union and
Latin America, has released a source of a massive market and demand that lies latent in the
four billion poor of the world who constitute, in their terminology, ‘Tier 4° of the global
market. This tier has a per capita income of less than $1500 [purchasing power parity (PPP)]
per year with the majority of its people living in urban slums, rural villages, and other
circumstances that make it difficult to access this market. Prahalad and Hart argue here that it

is in fact possible for the MNCs to serve Tier 4 by means of new products and services, in a
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manner that is harmonious with the sustainable development of a region. The pro-Tier 4
strategy should encompass improvements in price-performance, new view of quality,

sustainability, and profitability.*

The investments needed for establishing a commercial infrastructure catering to Tier 4
would involve municipal governments, NGOs, financial institutions and community
representatives, amongst others, demanding a new type of leadership from managers,
particularly in terms of encouraging the innovation needed in technology, business models,
and management processes. In this context, the government, the NGOs and the private sector
can play a complementary role in creating purchasing power which can generate a virtuous
cycle of growth and poverty reduction. Considering the vast amount of the world’s
population who are either unemployed or earning less than the minimum considered
necessary to sustain life, creating purchasing power is critical in the strategy geared towards

the bottom tiers of the world market.

Two important interventions in this regard relate to provision of access to credit and
an increase in the potential of income earning for the poor. The importance of commercial
credit in the building of a consumer market is exemplified by the success stories of the Singer
Sewing Machine Company, a private firm in the USA, and the Grameen Bank in Bangladesh,
a grassroot initiative. A large segment of Tier 4 population lives in physical isolation from
most urban centers, creating major impediments to development like inadequate distribution
and communication systems and disconnection from the organised sectors of the market.
Creating and maintaining distribution and access directed both to and from the poor
population is a major element of the Tier 4 strategy. Establishing distribution and
communication networks for Tier 4 provides a single connected market that includes the rich

and the poor.

Governments can also play a role in augmenting the income-generating activities of
Tier 4, by earmarking government purchases from producers belonging to specified groups,
as exemplified by the recent decision of Madhya Pradesh government to purchase at least 25

percent of government requirements from suppliers from SC/ST individuals and groups.

! They draw an interesting contrast between Hindustan Lever and Nirma, in the context of market for detergent,
with Nirma providing an example of the success of the pro-Tier 4 strategy.
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d. Static and Dynamic Perspectives

While most poverty studies have a static frame of analysis, a few have attempted to
provide a dynamic perspective. While the standard practice is essentially static, current
household circumstances can be rather uninformative about longer-term levels of living
(Chaudhuri and Ravallion, 1994; Jalan and Ravallion, 1996). Household living standards are
changing over time, and in often unpredictable ways, making it difficult to distinguish
between persistent vis-a-vis transient poverty as also between the impact of policies aimed at

‘protection’ of the poor as distinct from those meant for the ‘promotion’ of the poor.

Identification of ‘virtuous cycles’, whereby a push to equitable human and physical
resource development can be instrumental in promoting equitable economic growth.
Resource development is critical as evidenced in the East Asian successes in promoting both
equitable growth and human development (World Bank, 1993; Birdsall, et. al., 1995).
Comparable data across states of India over 30 years also indicate that human and physical
infrastructure endowments mattered greatly to the amount of growth and how pro-poor it was
(Datt and Ravallion, 1996). By the same token, economies with high initial inequalities of
human capital may get stuck in a ‘macro-poverty trap’ of low and inequitable growth.
Clearly, more understanding about the state-dependence of the paths out of poverty is critical

to designing effective poverty alleviation policies.

e. Preventive Versus Promotional Approaches

Two kinds of approaches to poverty alleviation may be distinguished. In one case, an
attempt is made to promote the productivity and income earning capacity of the individual by
enabling him to obtain ownership of assets and augment his capacities through better
education and health. In the second approach, the attempt is to provide, through income
support or other subsidies, such means as would fill up the gap between the poverty line and

his existing income or expenditure.

f. Poverty as Source of Negative Externalities

Poverty is associated with many negative externalities including crime, disease, and
negative impact on environment. Some of these externalities extend beyond national
boundaries. Increasingly for these reasons, poverty has become a primary concern of the
international economic agenda including multilateral and bilateral assistance. Donors have

shifted their attention towards the poor, as signalled by McNamara’s (1973) celebrated
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“Nairobi speech”. Donor priorities have shifted towards rural development designed to
benefit the “poorest 40 percent”, giving up the earlier approach, which tilted towards the
heavy (and largely urban) infrastructural lending. Supplementary programmes to compensate
the poorer segments of the society from market oriented reforms had become common in the
late eighties. More recently, poverty reduction has been placed centre stage in external
assistance profiles. The World Bank (1990, 1991a), UNDP (1990), the Asian Development
Bank (1992), IFAD (1992), and other agencies have spelt out criteria for anti-poverty
lending. The World Bank (1992) has also set operational guidelines for this purpose.

1.6 Summary

Although traditionally poverty was considered in term of nutritional deprivation, it is
now considered more in terms of multi-dimensional deprivation comprising lack of access to
safe drinking water, health, education, and housing. Further, poverty is seen also as a
subjective phenomenon in terms of capability handicap. Education and health are primary
means to overcome the capability handicap. Since, budgetary interventions often attempt to
provide many of the services including health and education at subsidised prices, the benefit
incidence of such provision is important in determining the impact of fiscal policies on

poverty reduction.

An effective design of policy intervention should take into account the nature of
poverty — chronic vis-a-vis transient, primary vis-a-vis secondary, core vis-a-vis marginal,
and static vis-a-vis dynamic. Budgetary policies geared towards poverty reduction can be
justified both on grounds of minimising the negative externalities of poverty, and for tapping

the unexploited growth potential of the masses at the bottom of the pyramid.

The objective of the present study is to consider fiscal policy reforms that can
effectively improve the poverty reducing impact of fiscal policy. Changes may be necessary
in the size of the budget, the composition of expenditure, the structure of subsidised provision
of services, income support policies and other direct interventions. This study aims to
examine the impact of fiscal policies on poverty reduction in India and identify changes that
can improve the role of fiscal policy in this context.
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Chapter 2: APPROACHES TO MEASURING POVERTY

Although poverty is conceptualised in alternative ways, measurement of poverty has
generally focused on measuring it in the income space. Measurement of poverty consists of
two parts, viz.: (i) defining and estimating a poverty line, and (ii) calculating a summary
measure of aggregate poverty as a weighted sum of income shortfalls from the poverty line.
More recently, attention is also being paid to measurement of poverty by considering
deprivations in other dimensions like health, education, and access to safer water.

Ravallion (1996) identifies a number of important considerations for a credible
approach to poverty measurement. In his view, a sensible view of poverty should take

account of

i. the distribution of real expenditure per single adult, covering all market goods and
services;

ii. indicators of access to non-market goods for which meaningful prices cannot be
assigned, such as access to non-market education and health services;

iii. indicators of distribution within households including measures of gender
disparities and child nutritional status; and

iv. indicators of certain personal characteristics which entail unusual constraints on
the ability to escape poverty, such as physical handicaps or impairments due to
past chronic undernutrition.

This chapter looks into approaches and issues concerning measurement of poverty. It
is divided into seven parts dealing respectively with (1) defining a poverty line, (2) aggregate
poverty measures, (3) the axiomatic framework characterising poverty measures, (4)
graphical representations of poverty, particularly, poverty curves, (5) measurement of poverty
in multiple dimensions, (6) poverty and intra-family perspective, and (7) data and

measurement problems in poverty estimation.
2.1 Poverty Line: Concept and Measurement
a. Absolute and Relative Thresholds
In most measurement exercises, there is a sharp dividing line below which a person is

counted as poor. This divider is often called the “poverty line”. The general approach to

specifying a poverty line is to estimate the cost of a bundle of goods deemed to assure that
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basic consumption needs are met. For developing countries, the most important component of
a basic needs poverty line is the food expenditure necessary to attain a specified food energy

intake, which may be augmented by an allowance for non-food needs.

Setting food energy requirements, however, is quite problematic. There is little direct
evidence on energy requirements. One widely used procedure (FAO/WHO/UNO 1985) is to
take energy requirements relative to alternative levels of activity and body weight. Activity
levels may be endogenous socio-economic variables rather than exogenous physiological
variables. A normative judgement needs to be made about desirable activity levels, so that

corresponding energy requirements may be determined.

Another problem relates to measuring the cost of the normative nutritional
requirement, and in making provision for non-food consumption. A popular and often
preferred method is to find the consumption expenditure at which a person is expected to
attain the food energy requirement. This can be estimated from establishing a relationship
between food intake and consumption expenditure. Depending on how the relevant norms are
defined, the poverty line can be determined. Many a time, the poverty line is defined with

reference to absolute norms that are exogenously specified.

However, the relationship between food energy intake and consumption or income is
not going to be the same across sub-groups or dates, and it shifts according to differences in
income, tastes, activity levels, relative prices, levels of publicly provided goods, and other

relevant factors.

Some other methods aim to directly measure the cost of a normative food and non-
food consumption bundle. The food bundle is related to the nutritional requirement,
consistent with the tastes of the poor. Data on food prices are used for valuation. Setting the
non-food component is more difficult. If non-food prices are not available, a reasonable
choice [Ravallion (1993a), Ravallion and Bidani (1994)] for the non-food component of the
poverty line is the expected non-food spending of those who are capable of reaching the food

component. However, normative judgements would still be needed.

An internationally popular poverty line is the World Bank’s “Dollar-a-day” threshold.

The number of people living in households wherein the daily consumption per head is less
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than (PPP) $1 a day in constant 1985 PPP dollars are labelled as poor. This threshold has
been recently updated to $1.08 in 1993 PPP dollars, but is still referred to as the dollar-a-day
poverty level. For country-specific calculations, these would be converted into the local
currency in 1993, and then updated using a consumption deflator.

The generally preferred indicator of household living standards is a suitably
comprehensive measure of current real consumption, given by a price-weighted aggregate
over all marketed commodities consumed by the household from all sources. This is preferred
to current income for two reasons. Current consumption rather than current income is a better
indicator of standard of living, assuming that within-period utility depends directly on within-
period consumption. Secondly, current consumption is a better indicator of long-term average
well-being as it incorporates information about incomes in the past and those expected at

future dates.

In most societies the notion of what constitutes “poverty” goes beyond the attainment
of the absolute minimum needed for survival. Hence poverty lines assume a relative
character. Poverty lines are also defined in relative terms, in relation, for example, to the
mean income of a country. For many policy purposes, the precise location of some poverty

line may not be so material as the poverty comparison across dates and sub-groups.

The relative poverty line is often considered useful in a cross-national context, where
this approach would suggest choosing a poverty line that varies with each country’s average
income. A commonly used choice is to set the poverty line at a common percentage of
median income. Relative poverty comparisons are primarily comparisons of the dispersion of
income at the low end of the distribution. During a recession, an absolute measure of poverty
might indicate that poverty is increasing while a relative measure of poverty may indicate that
it is abating. Relative poverty measures imply that every society, except those where
everyone receives exactly the same income, would have some poverty. Hence, a society may

have relative poverty and at the same time have no absolute poverty.

The existence of a relative element in the nature of poverty has long been recognised.
For example, Adam Smith had observed that ‘necessaries’ include ‘not only the commodities
which are indispensably necessary for the support of life, but whatever the custom of the

country renders it indecent for creditable people, even of the lowest order, to be without’.
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Recent measurement approaches derive the relative poverty line (z*) more directly from
information on incomes in the society in question, without the need to specify or estimate the
cost of a basket of necessities, i.e., z* = f(s), z* = g(Ymin, ¥), Z* = h(y), where the income
information used may be on social security payment rates (s), perceptions of minimally

adequate income (Ymin) and/or actual incomes themselves (y).

Relative poverty measures do not reflect the well being of those who are poor. A
person may be relatively poor but may or may not be absolutely poor. It is also difficult to
interpret an improvement in relative poverty. There may be a reduction in relative poverty
along with an increase in absolute poverty. Similarly, relative poverty may increase while
absolute poverty may decline. Relative measures are not so useful for policy makers who are
concerned with reducing the number or intensity of absolute poverty. However, changes in

relative poverty do provide useful information on changes in the degree of inequality.

Combining absolute and relative poverty lines, attempts have been made to construct
‘hybrid poverty thresholds’. For example, Foster (1998) has considered that hybrid poverty
thresholds depend both on an absolute and a relative standard. He proposed a hybrid poverty

line as weighted geometric average of a relative threshold z, = ar and an absolute threshold z,,
namely, z=2° z.”, where 0 < p < 1. A hybrid line like this has the property that a 1 percent

increase in the living standard ‘r’ leads to a ‘p’ percent increase in the poverty line, where ‘p’
is the elasticity of the poverty line with respect to the living standard. Fisher (1995) had
termed this the income elasticity of the poverty line. It is also possible to interpret p =
(dz/dr)(1/z) as a measure of the extent to which a given threshold ‘z’ is relative. When p =0, z

corresponds to an absolute poverty line, and when p = 1, it is a relative poverty line.

Fuchs (1969), while advocating the relative approach had argued that the threshold
should be recognised as a national value judgement and should be arrived at through the
normal political process. Foster argues that, in this context, the relevant subject of public
discussion would be the determination of the income elasticity of the poverty line, which is
linked to the question as to the extent to which the poor should share in economic growth.
The National Research Council of the National Academy of Sciences has proposed the hybrid
standard at p = 0.65 (Citro and Michael, 1995 p. 143).
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b. From Individual to Household Poverty Lines

The poverty line per person is usually defined with reference to an adult person. To
extend this to the household, adults and children are to be clubbed. This requires use of
relevant equivalence scales. Equivalence scales are intended to reflect the extent to which
income must increase as household size increases in order to maintain the current level of
well being. These equivalence scales consist of a set of numbers, E;, one for each household;
‘E;i” is equal to the ratio of income for the i-th household to income for some reference
household, such that the level of well being is the same in both households. ‘E;’ can be
thought of as the household size expressed as its equivalent in numbers of single-adult

households, so that Yi/E; represents income per equivalent adult (or “equivalent income™).

‘E” could be allowed to depend on any of a number of characteristics of the

household. Cutler and Katz (1992), have suggested scales of the following form:
E(Ai, Ci) = (Ai + kCi)e.

The poverty line for a household with ‘A’ adults and ‘C’ children (under the age of
18) is E(A, C) times the poverty line for a lone-adult household. The constant ‘e’ represents
the extent to which there are economies of scale in income sharing; the smaller is ‘e’, the
greater is the extent of these economies. The constant ‘k’ allows the needs of children to
differ from those of adults. Most researchers agree that ‘e’ should be greater than zero but
less than one. Buhmann, et. al. (1988) suggest that e=0.75 is typical of scales used by “expert
analysts” wishing to count numbers of low-income individuals. Blackburn (1994) has used e
=0.5and k =0.4.

It may be noted that mathematical measures of poverty and inequality, which are
seemingly objective, embody values that reflect typically the historical, political, social, and

ethical forces at the time of their formulation.

C. Some Implications of Income-Based Poverty Lines

Income as a proxy for poverty does not fully capture a family’s (or individual’s)
command over goods and services. For example, a given income level can mean different
standards of living across regions. These differences arise due to regional variations in price

levels and living requirements (e.g., rural vs. urban costs of living), availability of goods,
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transfer payments, availability of public and publicly provided private goods, etc. In spite of
these difficulties and in the absence of a more practical and accurate proxy, income is the
most widely used measure for determining poverty. Once specified, the income level used to
determine poverty, i.e., the “poverty line”, must be kept constant in real terms so as to permit

meaningful comparisons over time.

The difficulties that arise in determining a poverty line are compounded when issues
of international poverty are considered. For example, an international poverty line must
account for cultural differences in defining human needs, types and levels of transfer
payments, exchange rates and inflation rates, etc. Such problems have constrained the
development of a universally accepted international poverty line. Hence, a number of
different international poverty lines have been used to measure poverty.

The poverty line is generally considered as conceptually flawed as it is specified by a
discrete income level. But poverty does not end abruptly once an additional rupee of income
raises an individual’s income beyond a discretely defined poverty line. It may be more
accurate to conceive of poverty as a continuous function of varying gradations. However,

discrete poverty lines are extensively used because of practical advantages.

Callan and Nolan (1991) highlight the importance of the assumption of ‘no

inefficiency or waste’ in defining an income-based poverty line.
E* = (1 + H) p.x*,

where ‘H’ represents the proportion in excess of the strict minimum cost budget.

As Sen has emphasised, the conceptual distinction between ‘direct’ and ‘income’
methods of applying a ‘basic needs’ type of approach is important. The former identifies
those whose actual consumption levels across a range of commodities fail to meet minimum

accepted levels. The latter identifies those who do not have the ability to do so.
d. Staggered Poverty Lines

In order to capture the core of poverty, poverty line may be considered in incremental
steps. This may help better organise poverty reduction policies. Should a poverty reduction
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scheme aim to reach the poorest, even if there are no beneficiaries who gain enough to escape
poverty, or should it concentrate on those closer to the poverty line? This trade off is worth
analysing in each empirical situation. Lipton (1983b, 1989) has argued for focusing on the
“ultra-poor”, identified as that sub-set of the poor who are at serious nutritional risk. Lower
poverty lines can help focus on the core of poverty. The emphasis on ‘Antyodaya’

programmes in Government policies in India also reflects the same concern

2.2 Aggregate Poverty Measures

Once a poverty threshold has been defined, the second step in measuring poverty
requires aggregation of the shortfalls in income/consumption from the poverty threshold. A
number of poverty “indexes” have been constructed in this kind of framework. Much of the
initial work was done by Sen (1976, 1981), followed by Kakwani (1979), Thon (1979), and
Takayama (1979). A recent measure which has gained considerable acceptance was proposed
by Foster, Greer and Thorbecke (1984), known as the FGT index. Given the proliferation of
poverty measures proposed in the literature, a number of survey papers have also appeared in
the literature like Foster (1984), Seidl (1988), Chakravarty (1990), Sen (1979, 1983 and
1992), Kundu (1981) and Borooah (1991). A recent survey on poverty measurement (Zheng,
1997) provides a comprehensive analysis of the axiomatic framework behind different
poverty measures explaining the properties of each poverty measure and the relationships

among axioms and the poverty measures.

While quite a number of poverty measures have been proposed in the literature, only a
few have been used in actual practice. Most official estimates still use the head count ratio.

Some of the important measures proposed in the poverty literature are considered below.

The following symbols are used

n = total population

z =poverty line

m = number of poor (below poverty line)

yi = income (or other relevant indicator) of individual i
pu = mean income of the whole population

up = mean income of the poor

Gp= Gini coefficient among the poor

H = Head count ratio

P = Poverty gap ratio
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Incomes are arranged in non-descending order:

y1§y2§...SYm<Z§ym+l§...SYH

Most poverty measures can be seen as normalised weighted sums of poverty gaps,

viz.,

P:Agwi (z-y;)+B Q)

Some of the important poverty measures are defined below:

a. Head Count Ratio
The head count ratio is defined as

H=m/n )

The head count ratio ignores the extent of poverty, distribution of income among the
poor, mean and distribution of income of the non-poor. It is not sensitive to transfer of
income from poor to rich or among the poor so long as the recipient does not cross the

poverty line.

b. Poverty Gap Ratio

The poverty gap ratio is defined as

P=3 (z-y,)/mz=(2~1,)/z ®)

The poverty gap ratio measures the average depth of poverty relative to the poverty
line. But it also ignores income distribution among the poor. It is also insensitive to income

transfers among the poor so long as nobody crosses the poverty line.

C. Sen Index

The Sen index is defined as

y . ~
Psen) = g & @I @

Viewed as a normalised weighted sum of poverty gaps [Equation 1], it implies that
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A =2/(m+1) nz; B =0, and wi= (m + 1-i)

The Sen index ordinally ranks incomes of the poor according to their relative
deprivation among the poor. The number of non-poor enter the term “A”, but not their
income characteristics. It is a measure ‘focused’ on the distribution of income among the
poor. The weighting scheme provides transfer sensitivity to the measures in the sense that if
income is transferred from a poor to a higher income poor, poverty would increase provided

the richer person does not cross the poverty line.

The measure can also be written in the following form

P(Sen)=H[1—(L—1) {1 Gp.m/(m + 1)}] (5)

where | is the income gap ratio and Gy, is the Gini-coefficient of incomes among the poor.

d. Takayama’s Poverty Measure
Takayama attempted a translation of the Gini coefficient of income inequality into a

poverty measure.

. S Gr1-i Ny ()

P (Takayama ) = >
lvl*n i=

where
y; =y, fory,<z (i=1.., m) and

Yi

K* is the mean income of the censored distribution.

zfory,>z (i=m+1 ..,n)
Takayama’s measure incorporates information about the non-poor also, except that it
is defined over a censored distribution of income: y; instead of the actual distribution y;.

e. FGT Index
One of the poverty measures, which has gained considerable popularity in recent

years, proposed by Foster, Greer and Thorbecke (1984) is defined as follows:
Pla)=L¥ (ﬂj @)
n z
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Ifa=0,P(0)= m, I.e., the head count ratio.
n

If0=1,P () =H.(z-up)

A popular form in which P (a) class of measures is often used is

P@-—% k-v,17]) ®)

As the value of a is increased, greater and greater weight is attached to the shortfall of

income from the poverty line.
2.3  Axiomatic Framework of Poverty Measures

The functional form of a poverty measure depends largely upon the objective of the
exercise, i.e., what the poverty measure is meant to convey. This is why an axiomatic
framework, first used by Sen (1976), has frequently been used in the context of measuring
poverty. Since Sen’s 1976 paper, scholars have developed several poverty measures in an
axiomatic framework. However, the first set of axioms proposed by Sen still constitutes the

core of poverty measurement today. Some of the relevant axioms are discussed below.

a. Focus Axiom

This axiom was proposed by Sen in his 1976 paper, although it was explicitly stated
in 1981. The focus axiom requires a poverty measure to be independent of the income
distribution of the non-poor. If poverty is regarded as an absolute deprivation of the poor, as
suggested by Sen, then the focus axiom is quite appropriate. However, if one wants to
measure the difficulty of eliminating poverty by redistributing income from the non-poor to
the poor, then the income distribution of the whole population needs to be considered and the
focus axiom needs to be given up. There is also the issue as to what extent, information of the
non-poor can be used: just their number, number and their mean income, or number and the
entire income distribution. In Sen’s measure, the number of the non-poor is used.
Researchers have frequently used censored income distributions instead of the income
distribution of the non-poor to incorporate more information about the incomes of the non-
poor without using the actual distribution of the incomes of the non-poor. For the strong

definition of poverty, one needs to set all non-poor incomes to a level above the poverty line.
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b. Replication Invariance Axiom

The replication invariance axiom involves the property that the pooling of several
identical income distributions does not affect the level of income inequality. This enables a
direct comparison of inequality and poverty levels, because any two different-sized income
distributions can be replicated to the same size. This axiom was introduced by Chakravarty
(1983) and Thon (1983b). Earlier Dasgupta, Sen and Starrett (1973) had discussed this
requirement which extends Atkinson’s (1970) work on comparing inequalities of income
distributions. Atkinson had established an unambiguous relationship between Lorenz
dominance and welfare ranking, based on his result for a fixed population. Some of the early

proposed poverty measures (including one of Sen’s measure) violate this axiom.

C. Continuity and Restricted Continuity Axioms

Watts (1968) was the first to discuss this axiom. He argued that ‘poverty is not really
a discrete condition’ and ‘one does not immediately acquire or shed the afflictions that is
associated with the notion of poverty by crossing any particular income line’. Therefore it is
appropriate to maintain the graduation provided by a continuum in measuring poverty. The
continuity axioms come in alternative versions. Foster and Shorrocks (1991) distinguish
continuity and restricted continuity. Donaldson and Weymark (1986) used continuity.

Chakravarty (1983a) uses strong continuity.

Donaldson and Weymark (1986) have argued that one consideration for requiring
continuity is the inaccuracy of income data. The restricted continuity axiom says that given a
very small change in a poor person’s income, we should not expect a huge jump in the
poverty level. The additional content of continuity over restricted continuity is the continuity

of the poverty measure at the poverty line.

d. Symmetry Axiom

This axiom says that the names of income recipients do not matter for measuring the
intensity of poverty enabling one to use an ordered income distribution. However, for
measuring time-related change of poverty or lifetime poverty, this axiom will have to be

given up.
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e. Monotonicity Axiom

Used by Sen (1976), this axiom says that a drop in a poor person’s income should
increase the poverty level. Donaldson and Weymark (1986) and later Seidl distinguish
between the weak and strong forms of this axiom. The monotonicity axioms state that other
things being the same, a decrease in a poor person’s income should increase the overall
poverty level. However, the strong and weak forms of the axioms are not equivalent,
although strong monotonicity implies weak monotonicity, the reverse is not always true. This
non-equivalence arises in a situation when the increment of a small amount of income to a
poor person lifts him out of poverty. In this case, weak monotonicity, together with

continuity, implies strong monotonicity.

f. Transfer Axiom

Proposed by Sen (1976), the transfer axiom requires the poverty measure to be
sensitive to the redistribution of income among the poor. Dalton (1920) had discussed this
property in his discussion on income inequality referring to it as the ‘principle of transfers’.
Donaldson and Weymark (1986) distinguish between different forms of transfer axioms, viz.,
minimal and weak transfer axioms, and regressive and progressive transfer axioms, by

incorporating the possible effects and directions of transfers.

The core of the transfer axiom is that an equalizing transfer (from a richer person to a
poor person) should decrease the poverty measure, while a disequalizing transfer (from a
poor person to a richer person) should increase the poverty value. By definition, minimal
transfer is the weakest form among these four axioms while progressive transfer is the

strongest form.

The difference between the weak forms (minimal transfer and weak transfer) and the
strong forms (regressive transfer and progressive transfer) lies in whether the transfer makes
any one cross the poverty line. The difference between minimal transfer and weak transfer is
that minimal transfer restricts the transfers within the poor group (and, of course, no one
becomes non-poor from the transfer) while weak transfer extends to include the transfers

between a poor person and a non-poor person.

According to Foster, Sen had offered two general lines of argument for the weak form

of the transfer axiom. One was based upon the ‘comparisons of utility gains and losses in a
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world where the marginal utility of income is positive but diminishing’. The other is made in
terms of a notion of relative deprivation: when a regressive transfer takes place from a more
deprived poor person to a less deprived poor person, ‘in a straightforward sense the overall

relative deprivation is increased’ (Sen 1981, p. 31).

g. Monotonicity Sensitivity Axiom

Proposed by Kakwani (1980), this axiom says that a poverty measure should be more
sensitive to a drop in a poor person’s income, the poorer the person is. In this sense, this
axiom is identical to minimal transfer. Just like the independence between the monotonicity
axioms and minimal transfer, monotonicity sensitivity does not necessarily imply weak

monotonicity.

h. Weak Transfer Sensitivity and Transfer Sensitivity Axiom

The basic idea of the weak transfer sensitivity axiom is that the poverty assessment
should give more emphasis to transfers taking place down in the distribution, other things
being equal. Although the transfer sensitivity axiom has been used in measuring income
inequality and poverty, a complete definition was given by Shorrocks and Foster (1987).
They considered the weak form of transfer sensitivity as placing ‘too many constraints on ...
transfers’ and ‘relatively few transfers satisfy the requirements’ (Shorrocks and Foster,
1987). They gave a general definition for transfer sensitivity for the measurement of income
inequality, and subsequently introduced it into poverty measurement (Foster and Shorrocks,
1988a).

The difference between weak transfer sensitivity and transfer sensitivity is that the
former requires P(x; z) < P(y; z) to be true only for all equal-amount and equal-distance
transfers among the poor; the latter requires P(x; z) < P(y; z) to be satisfied for any variance-
preserving and mean-preserving composite transfer. The amounts of two transfers for
transfer sensitivity do not have to be the same and the distances between two pairs of persons

involved do not have to be equal.

2.4 Poverty Curves

Graphical representations of poverty (as in the case of income inequality) can serve as

powerful analytical tools for understanding the nature and intensity of poverty. One such
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device is the “Three ‘I’s of Poverty” (TIP) curve. The three I's relate to the incidence,
intensity, and inequality dimensions of aggregate poverty. TIP curves are based on
distributions of poverty gaps, i.e., income shortfalls from the poverty line. Orderings of
distributions by non-intersecting TIP curves correspond to unanimous poverty orderings
according to a wide class of poverty indices. The TIP curve has useful applications in poverty
comparisons across time, across regions and countries, and between population sub-groups of

different household composition.

Let X: (X1, X2, ..., Xp) denote a distribution of income among ‘n’ persons/households

where incomes are arranged in non-descending order, 0 < x; <x, <.

.. <Xpn, and let ‘z’ be the
poverty line. Let gy be the vector of poverty gaps associated with incomes ‘X’ [gxi = max (z—

Xi, 0)] and ‘by’ is the associated vector of censored incomes [by = min (Xj, Z) = Z - gxi]

The TIP curve for poverty gaps, denoted by TIP (g; p) where 0 < p < 1, plots against
p the sum of the first 100 percent of g-values divided by the total number of persons. Thus,

TIP (g; 0) = 0 and TIP (g; k/n) = =¥, g, / n for integer values k < n. At intermediate points,

TIP (g; p) is obtained by linear interpolation. Thus, TIP (g; p) is an increasing concave
function of p, with slope at a given percentile equal to the poverty gap for that percentile. The

curve is horizontal at all p corresponding to incomes at or above the poverty line.

The incidence dimension of poverty is indicated by the length of the TIP curve’s non-
horizontal section. The head count ratio is that ‘p’ at which the curve becomes horizontal.
The intensity dimension of poverty is given by the height of the TIP curve. The vertical
intercept at p = 1 is the aggregate poverty gap averaged across all income-receiving units.
The average poverty gap amongst the poor is equal to the slope of the ray from (0, 0) to [h,
TIP (g; h)]. The inequality dimension of poverty is given by the degree of concavity of the
non-horizontal section of the TIP curve. If the poverty gaps were equal for all the poor, this
section would be a straight line with slope equal to ‘z” minus the average income amongst the

poor.
The TIP curve for normalized poverty gaps also have the same shape properties and

shows the “three ‘I’s of poverty”. Its right-hand vertical intercept is the FGT index with o =
1, and the income-gap ratio is given by the slope of the ray from (0, 0) to [h, TIP (T"; h)]. Just
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as the Gini coefficient equals the ratio of the area above the Lorenz curve to the area above
the maximum inequality Lorenz curves, the modified-Sen index equal to the ratio of the area
under the TIP curve for normalised poverty gaps to the area under the maximum poverty TIP

curve.

2.5  Measurement of Poverty in Multiple Dimensions

Considerable attention has been paid to measuring poverty in the income space,
measuring poverty in a multidimensional space is far more challenging but relevant.
Important dimensions that need to be covered relate to health, education, access to water, and

access to economic opportunities.

Health poverty is looked at in terms of mortality rate (MR) and infant mortality rate
(IMR) and life expectancy. In ‘Attacking Poverty’ (2000-01), the World Bank, on the basis of
contributions of Rowntree (1901), says “mortality could be used as an indicator both of
consumption poverty and of ill-being in a broader sense”. There are considerable data
problems related to health data. IMR and other related statistics are available on the basis of
census survey information only at periodic intervals. Life expectancy is often not measured

directly.

Education poverty may be judged from gross primary enrolment. But enrolment
serves only as a proxy for attendance, and often, it is not a reliable proxy. Aspects like

vulnerability are even more difficult to measure.

An important issue in the measurement of multi-dimensional poverty is that of
aggregating poverty estimates with respect to the different dimensions. A weighted sum or a
composite index can be derived by assigning different weights to different aspects. In
measuring changes in poverty, an additional problem arises when two dimensions of poverty

move in different directions.
The UNDP has recently proposed using two new measures of human deprivation, viz.,

Capability Poverty Measure (CPM, 1996) and Human Poverty Index (HP1 1977), with a new

to widening the ambit of poverty measurement beyond income poverty.
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The CPM combines three deprivations, viz., relative to health, healthy reproduction,
and education. These are represented by (i) proportion of children under 5 who are under
weight, (ii) proportion of births unattended by trained health personnel, and (iii) female
illiteracy. These three deprivations, which focus on the position of children and women, have

been given equal weight in constructing the composite index.

The HPI index includes the following: (i) proportion of people with life expectancy of
less than 40 years, (ii) adult illiteracy rate, and (iii) a combined index based on population
without access to safe water, health services and of under nourished children below age 5.

Using these, the HPI index is defined as indicated below:

HPl = |2 +P3 + P2 37T

where
Py = % of people with life expectancy below 40 years.
P, = % of people who are illiterates
1 1 1
P3 = (g Py + g Ps, + g Pas)
P31 = % of people without access to safe water
P32 = % of people without access to health services
Ps3 = % of moderately and severely undernourished children.

But the UNDP’s attempt (1990) to overcome the aggregation problems via single
indicator of human development is subject to many difficulties as pointed by Kanbur (1990),
Anand (1991), and McGillivray and White (1993).

2.6 Poverty and Intra-Family Perspective

While many studies assume an equal sharing of resources within households, this
assumption has often been questioned particularly in relation to women and children,
especially the female child. Some of the studies, where this phenomenon has been
highlighted are Charles and Err (1987), Daly (1992), Ehrenreich (1986), Glendinning and
Millar (1988), Haddad and Kanbur (1990), Lazear and Michael (1986), Millar and
Glendinning (1989), Pahl (1983 and 1989), Rimmer (1981), Vogler (1989), and Young
(1952). In a recent review Findlay and Wright (1996) observe that if women are not receiving
their fair share, some women residing in “non-poor households” may in fact be “poor”.

Likewise, some men residing in “poor households” may not be “poor”. In the presence of
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unequal sharing of resources, conventional methods of poverty measurement will lead to an

underestimate of female poverty and an overestimate of male poverty.

Wright (1995) using simulation of micro data for Italy and the U.S. has examined the
issue of intra-family poverty and contends that significant intra-family inequality does vitiate
the results of the standard approach to poverty measurement. In his simulations, the
assumption that individual household members are allowed to keep their “fair-share” of
resources was relaxed. Instead, it was assumed that women “lose” and men and children
“gain” because of unequal sharing. His results indicate that if there is significant intra-
household inequality of this type, conventional methods of poverty measurement based on
the equal sharing of resources will lead to a serious under-estimate of the incidence and
intensity of female poverty and an over-estimate of the incidence and intensity of male
poverty. Quibria (1995) has also argued in favour of the need for specific gender focus in

measuring poverty as well as in devising poverty alleviation programmes.

The gender-focus in a study of poverty is relevant because of two reasons. First, there
is an information problem. Information about the incidence of poverty insofar as individual
cases are concerned is imperfect. This problem is compounded if poverty is interpreted as a
multidimensional, rather than a single dimensional disadvantage. The second reason relates to
the moral hazard problem, i.e., people change their behaviour to qualify as poor and receive
public support from welfare programmes targeted toward the poor. Thus, the process of
identifying the poor indirectly through well-established correlates, such as gender, may

involve less error than the direct method of observing poverty.

Even if there is no special sense of deprivation of women, greater social sector
investment targeted women than men can be justified if the social rate of return on
investment in women is higher than that in men. This argument makes a case for greater
social investment in women — in their health, nutrition, education, and training, on grounds
of efficiency, based on the assumption that there is a market failure that leads to a sub-optimal
allocation of investment in health, nutrition, education and training, especially when it comes
to investment in women vis-a-vis men. The main thrust of the efficiency argument is that
there is a rationale, for government intervention in the social sector, particularly in the

context of women.
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Several studies, especially from India and Bangladesh like Agarwal (1986), Banerjee
(1983), Behrman (1988a and 1988b), Chen, Hugq and DeSouza (1981), Sen and Sengupta
(1983), Sen (1988), and Taylor and Faruque (1983), claim that intra-household consumption
disparity exists between sexes while others find no such disparities. Others like Basu (1989
and 1993), Behrman and Deolalikar (1990), Das Gupta (1987), and Harris (1990) do not find
such intra-household consumption disparity. A recent paper by Pitt, Rosenzweig, and Hassan
(1990) provides some evidence of discrimination in Bangladesh against females in the
distribution of calories. They note, however, that when account is taken of marginal energy
expenditures, men undertaking energy-intensive work suffer a ‘tax’ that exceeds that of adult

females, thereby indicating some discrimination against males.

Income disparities relate to disparities in resource endowments or disparities in the
returns to assets. If female poor suffer from disadvantages of both poverty and
discrimination, efforts at alleviating female poverty need to address both these issues. In this
context, a direct approach would encompass various asset transfer programs directed at
women. These can redress poverty through improving the asset-ownership of women. The
indirect approach relates to various programmes and policies to improve the prevailing
economic environment like elimination of market imperfections, dissemination of
information, promotion of competition with a view to having a positive impact on growth,

and the returns to assets owned by women.

The rules of intra-household allocation are shaped by economic forces as well as by
norms and values of the society. These perpetuate gender disparities and even if government
policies are sympathetic, some aspects of gender disparity resist change.

2.7  Data and Measurement Problems in Poverty Estimation

Income (or consumption) poverty measures have a number of measurement problems.
The results often vary between different recall periods. It is generally found that one month
recall data provides higher poverty estimates as compared to 7-days’ recall data. There are
also measurement errors regarding conversion of household data into measures relating to
individuals. Considerable problems exist in updating poverty lines and differentiating them
between regions or states. Household data do not reveal inequality within the household, and

can thus understate inequality or poverty.
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In international comparisons of poverty, poverty thresholds like “dollar-a-day” are
used. Deaton (2001) has recently examined the basis of the measurement practice in defining
a poverty line like “Dollar-a-day”. He questions the reliability of a measurement tool that is
subject to significant fluctuations, which might overshadow more important changes. He
refers to two types of revisions to PPP exchange rates: those resulting from better information
or elimination of previous errors, and those coming from the change of base depending on the
relative prices of commodities in the base year. The latter could be a significant source of
problems, considering the fact that PPP exchange rates are not currently designed to capture
all the factors and nuances of poverty bundles. Deaton suggests initiating an international
comparison mechanism, based on a more appropriate poverty bundle (than one based almost
exclusively on primary and volatile goods, such as oil), checking those numbers in each
country, and then holding these fixed.

At the country level, Deaton discusses the major controversy between utilising
national accounts and using survey estimates of consumption, especially when the
discrepancy between them seems to be increasing as it is in India. This drift is very common
around the world, and it is generally in the same direction with survey growth rates of

consumption being considerably lower than national accounts of growth rates.

Deaton also discusses the implication of using consumer price indexes that are
constructed from two components: sets of prices from retail shops and markets, and a set of
weights derived usually from household expenditure surveys. In his view, both components

could result in various problems, most notably a significant urban bias and associated results.

Household survey data, according to Deaton have three significant limitations: (i)
coverage (e.g., neglecting information on publicly provided goods and services), (ii)
reference periods (overly long reporting periods), and (iii) income versus consumption.
Deaton postulates that those countries with income surveys tend to be assigned higher

poverty rates as compared to those with consumption surveys.

Even the absolute standard implies the use of subjective judgements at various stages.
For food, nutritional studies do not permit a precise estimate of what is ‘needed’. As
Atkinson (1983) has stressed, there is ‘rather a broad range where physical efficiency

declines with falling intake of calories and proteins’. For other expenditures and to some
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extent for food as well, ‘needs’ as defined by experts will be based on what are in effect
social rather than scientific criteria. There may be arbitrariness in respect of both of the
selection of commodities deemed to be necessities and the minimum quantity required.
Budget standards often make allowances for items that are not considered necessities, and for
the fact that consumers do not actually allocate their expenditure ‘optimally’, this leaves

scope for judgement and arbitrariness.

Idson and Miller (1999), in the context of child poverty incidence, also question the
usefulness of standard poverty measures. They examine the implications of the method used
to calculate the CPI for measuring trends in child well being. Their research on the CPI
suggests that it overstates changes in the cost of living. They consider the question as to
whether the CPI over - or understates changes in the cost of living for certain demographic
groups, in particular, families with children. It is likely that families with children consume
markedly different consumption bundles than families without children, implying that these
families may also experience different rates of change in the cost of living. They find that
families with children spend a somewhat higher share of their budgets on food, clothing, and

transportation, and a somewhat lower share of their budgets on medical care and housing.

2.8 Qualitative and Quantitative Methods of Poverty Appraisal

Methods of investigating facets of poverty and its underlying causes have often been
described by terms like numerical versus non-numerical, specific versus general, established
versus participating, and qualitative versus quantitative. A recent work entitled ‘Q-Squared’
edited by R. Kanbur (2003) provides an appraisal of qualitative and quantitative methods of
poverty analysis and brings together the proceedings of a workshop on “Qualitative and
Quantitative Poverty Appraisal: Complementarities, Tensions and Way Forward” held at
Cornell University on March 15-16, 2001. Complementarities between the two approaches
are natural but ‘tensions’ arise only when the appraisal of a poverty situation by the two

methodologies gives contradictory messages.

Kanbur describes five key features of information collection and analysis to see
whether a particular investigation can be described as QL or QN. These are:
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Type of Information on Population: Non-Numerical to Numerical,
Type of Population Coverage: Specific to General;

Type of Population Involvement: Active to Passive;

Type of Inference Methodology: Inductive to Deductive; and

o ~ e

Type of Disciplinary Framework: Broad Social Sciences to Neo-Classical
Economics.

Analyses that are based on non-numerical information, specific and targeted in their
population coverage, require active involvement from the population covered, use inductive
methods of inference, and operative in the broad framework of social sciences can be
considered as belonging to the qualitative end of the spectrum. However, much mixing and
matching is possible along these dimensions, and most studies have both a qualitative as well

as a quantitative dimension.

Both QL and QN techniques have some weaknesses and certain strengths. On the QN
techniques, Ravallion identified the two critical problems as ‘identification problem’ and
‘referencing problem’. The identification problem refers the issue of ‘weighting’ aspects of
individual behaviour which are not revealed by market behaviour. The referencing problem
relates to determining the reference level of welfare above which one is deemed not to be
poor. This involves determining the poverty line in welfare space in relation to which the
money-metric poverty line can be defined. David Sahn has raised the issue of weak
explanatory power of income or expenditure in regard to health, educational attainment,
social exclusion, insecurity and other measures of deprivation. The correlations between

money-metric and other measure of poverty or deprivation are often quite low.

It is generally recognised that the strengths of the qualitative approach lie in richer
definition of poverty, more insight into causal processes, more accuracy and depth of
information on certain questions. It is also generally recognised that it helps to combine the
two approaches Gury Fields talks of “From Cointegration to Mr. Isaacs” and V. Rao of “it
helps to have had tea with a statistical outliers”. However, as Thorbecke (2003) argues, at
least there is general agreement that poverty is an illusive, highly multi-dimensional concept
and that different definitions of poverty can lead to very different assessments of the

magnitude of poverty.
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2.9 Summary

Measurement of poverty requires defining a poverty line that may be absolute or
relative measures of distances of the relevant indicators from the poverty thresholds and
aggregating these using relevant weights. Some of the important problems in poverty
measurement relates to defining the poverty line and updating these for comparisons over
time and across cross-sections. International comparisons are particularly difficult. Other
issues relate to intra-family deprivations, and measuring poverty not with one but a stratum of
poverty lines. This chapter has looked at some of the salient poverty indices available in the
literature, their axiomatic basis, and their important characteristics. It also examines problems

of measurement when poverty is conceptualised as a multi-dimensional deprivation.
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Chapter 3: POVERTY IN INDIA

3.1 Introduction

Having been initiated by the study of Dadabhai Naoroji in the pre-independence
period, studies on poverty in India earnestly took off in the early sixties, after a poverty line
was suggested in 1962 by a working group, which included among others, D. R. Gadgil, B.
N. Ganguli, P. S. Lokanathan, and V.K.R.V. Rao. The group had proposed a national
minimum level of living as involving a private consumption expenditure of Rs. 20 per month
per capita at 1960-61 prices. Since then, adjusted poverty thresholds were worked out from
time to time by economists like Minhas, Bardhan, Dandekar and Rath, and Ahluwalia.
Attempts were also made (e.g., Minhas, 1989) to work out state-specific poverty lines
separately for rural and urban areas. Since the Sixth Plan, the Planning Commission has been
estimating poverty on the basis of the recommendations of a Task Force on Projections of
Minimum Needs and Effective Consumption Demand which was set up in 1977 to bring
together projections of the results of the studies. The Task Force presented its Report in 1979.

In September 1989, an Expert Group under the Chairmanship of D.T. Lakdawala was
constituted to review the definition of poverty line and the estimation methodology. The
Group was reconstituted with changed composition in March 1990 with D.T. Lakdawala as
Chairman. In its Report of July 1993, the Expert Group set out an alternative estimation
methodology and provided estimates using the NSS Consumer Expenditure Survey, and
state-specific poverty lines. They prepared estimates for 1973-74, 1977-78, 1983, 1987-88
and 1993-94. The recommendations of the Expert Group were accepted by the Planning
Commission except that the Commission decided to use only the Consumer Price Index for
Industrial Workers (CPIIW) for updating the urban poverty line. They were released by the
Press Information Bureau of the Government of India on 11" March 1997. The main

differences between the Task Force and Expert Group methodologies are summarised below.

i. The Expert Group gave up the practice of adjustment of NSS data on the basis of
estimate of private consumption given in the National Accounts Statistics. In
1979, when the Task Force had recommended this adjustment, the adjustment was
only about 10 percent. More recently, the adjustment factor has become about 40
percent.

ii. The Expert Group recommended the use of state-specific poverty lines, instead of
one all India poverty line.
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iii. The Expert Group recommended the use of state-specific cost-of-living indices for
updating the poverty line. These were to be used separately for rural and urban
areas, as against the earlier practice of using one all India index for rural as well as
urban areas. The Expert Group recommended the use of Consumer Price Index for
Agricultural Labour (CPIAL) for updating the rural poverty line and average of
CPIIW and Consumer Price Index for Urban Non-Manual Employees (CPUNME)
for the urban poverty line.

Subsequently, Poverty Estimates for 1999-00 were released by the Planning
Commission through the Press Information Bureau of the Government of India on 22"
February 2001.

3.2  Estimating the Poverty Line

Poverty line in Indian studies has generally been based on either a minimum
normative food basket or norms based on calories. The rationale and considerations relating
to some of the earlier suggested poverty lines are summarized below.

a. Basic Norms and Initial Estimates

The Expert Group (1962) in their work Some Aspects of Planning had estimated a
poverty line at Rs.20 per capita per month at 1960-61 prices based on a minimum normative
food basket.

The Task Force on the Projection of Minimum Needs and Effective Consumption
Demand set up by Planning Commission, 1979, using calorific norms recommended by the
Nutritional Expert Group (1968), corresponding to the daily calorie requirement per person of
2435 for rural and 2095 for urban areas, estimated poverty lines at Rs. 49.09 per capita per
month for rural areas and Rs. 56.64 per capita per month for urban areas at 1973-74 prices.
The Nutrition Expert Group of the Indian Council of Medical Research (1968) had suggested
average calorie norms for male and females for different age groups. These are given in Table
3.1

Dandekar and Rath (1971) estimated the rural poverty line on the basis of uniform
daily calorific norm of 2250 per person, and estimated rural poverty line at Rs. 15 per capita
per month at 1960-61 prices; a 20 percent markup gives the urban poverty line at Rs. 18 per
month at 1960-61 prices.
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Table 3.1: Average Calorie Requirements

Ages Average Calorie Requirements
Per Capita Per Day

Male Female
1 700 700
1-3 1200 1200
4-6 1500 1500
7-9 1800 1800
10-12 2100 2100
13-15 2500 2200
15 plus
Heavy workers 3900 3000
Moderate workers 2800 2200
Sedentary workers 2499 1900

Source: Report of the Nutritional Expert Group, 1968.

b. Price Adjustments and Updates

Subsequently researchers used price adjustments to bring forward these poverty lines.
They also used state/region specific price series to construct state/region specific poverty
lines. Minhas, et. al. (1988) using 1960-61 and 1970-71 as base years, constructed two
consumer price indices for total rural population (CPITR) and total urban population
(CPITU). They also developed corresponding indices for the middle range of population
(CPIMR and CPIMU). The Expert Group (1993) divided the commodities into four broad

groups for updating the poverty line.

More recently, Dubey and Gangopadhyay (1998) have estimated poverty lines using
alternative price adjustments and norms. In particular, they provide three sets of poverty lines
for rural and urban areas separately: OPL for poverty line based on official norms and
updated using price adjustment suggested by Minhas, et. al. (1988); EOPL for poverty line
based on official norm but updated using price adjustment suggested by the Expert Group
(1993); and APL for poverty line using alternative norm (based on Dandekar and Rath
approach).They estimated poverty lines for 1987-88 and 1993-94, state-specific as well as for
all-India, rural and urban, separately (Table 3.2).
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Table 3.2: All India Poverty Lines
(Rs. Per Person Per Month)

Rural OPL EOPL APL
1987-88 125.68 115.43 109.26
1993-94 214.31 196.83 186.31
Urban

1987-88 161.31 165.58 142.03
1993-94 278.68 286.06 245.36

Source: Dubey and Gangopadhyay (1998).

Notes: OPL = Official Poverty Line.
EOPL = Expert Group Official Poverty Line.
APL = Alternative Poverty Line.

C. Official Poverty Line: 1999-00

Table 3.3 gives the state-specific official poverty lines for rural and urban areas for
1999-00 and the difference between them (urban minus rural) as percentage of the rural
poverty line. Except for Assam, in all cases, the urban poverty line is higher than the rural
poverty line. In the case of Andhra Pradesh, the urban poverty line is nearly 74 percent higher
than the rural poverty line. For Maharashtra, it is 69 percent higher, and in Tamil Nadu it is
about 55 percent higher. Rural and urban poverty lines in the states as percentage of all India
corresponding poverty lines are also given in this table. Inter-state variation relative to the all
India rural poverty line is in the range of 80 to 114 percent. The range in the case of the urban
poverty line is 75 to 119 percent.

Deaton and Dreze (2002) and Deaton (2003) contend that using CPIAL for updating
the poverty lines is beset by the fact that the weights are fixed and outdated. They derive
alternative price indexes from information in the consumer expenditure surveys themselves.
In these, more than 170 commodities are covered and information and quantities and
expenditures are given. Using these unit prices can be derived. On this basis, revised poverty
lines for 1987-88, 1993-94, and 1999-00 were derived by them. The state specific poverty

line estimated by Deaton (2003) for 1999-00 for rural and urban areas are given in Table 3.3.
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Table 3.3: State Specific Poverty Lines in 1999-00 (Rs. Per Capita Per Month)

States Rural Urban Differenceas  Rural Poverty Urban  Adjusted  Adjusted
Percentage of Line as Poverty Line Poverty Poverty
Rural Percentage of  as Percentage Line Line
All India of All India (Rural) (Urban)
1. Andhra Pradesh 262.94 457.40 73.96 80.27 100.72 309.62 344.76
2. Assam 365.43 343.99 -5.87 111.56 75.75 339.94 378.99
3. Bihar 333.07 379.78 14.02 101.68 83.63 296.87 321.64
4. Gujarat 318.94 474.41 48.75 97.37 104.47 337.32 369.36
5. Haryana 362.81 420.20 15.82 110.76 92.53 310.77 358.38
6. Himachal Pradesh 367.50 420.20 14.34 112.19 92.53 361.34 377.65
7. Jammu & Kashmir 327.56 420.20 28.28 100.00 92.53
8. Karnataka 309.59 511.44 65.20 94.51 112.62 322.60 367.22
9. Kerala 374.79 477.06 27.29 114.42 105.05 373.94 386.23
10.  Madhya Pradesh 311.34 481.65 54.70 95.05 106.06 288.89 321.29
11.  Maharashtra 318.63 539.71 69.38 97.27 118.85 319.85 385.36
12.  Orissa 323.92 473.12 46.06 98.89 104.19 300.34 312.34
13.  Punjab 362.68 388.15 7.02 110.72 85.47 316.49 350.53
14.  Rajasthan 344.03 465.92 35.43 105.03 102.60 323.92 353.15
15.  Tamil Nadu 307.64 475.60 54.60 93.92 104.73 336.52 366.08
16.  Uttar Pradesh 336.88 416.29 23.57 102.85 91.67 280.49 320.42
17.  West Bengal 350.17 409.22 16.86 106.90 90.11 306.84 34351
18.  Delhi 362.68 505.45 39.37 110.72 111.31
All India* 327.56 454.11 38.63 100.00 100.00 303.52 349.22

Source: Poverty Estimates for 1999-00, Planning Commission (Press Note 22" February 2001), Deaton (2003).

Note: * The poverty line (implicit) at all India level is worked out from the expenditure class-wise distribution of persons and the poverty
ratio at all India level. The poverty ratio at all India level is obtained as the weighted average of the state-wise poverty ratio.

In Chart 3.1 and Chart 3.2, a comparison of the rural and urban official poverty line

with the corresponding adjusted poverty line estimated by Deaton (2003) indicates that out of

15 states, in 10 states, adjusted poverty line was lower than the official poverty line in rural

areas. The states which had higher adjusted poverty line in rural areas compared to the

official poverty line in rural areas are Andhra Pradesh, Gujarat, Maharashtra and Tamil Nadu.

In the case of urban poverty line, the adjusted line remained below the official poverty lines

for all the states except Assam. The all India adjusted poverty line also remained lower than

the all India poverty line.

Chart 3.1: Comparison of Official and Adjusted Rural Poverty Lines:
1999-00
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Chart 3.2: Comparison of Official and Adjusted Urban Poverty Lines:
1999-00

NNWWSSUIUIO
OUIDUIOUIOUIO

OOOOOOOO0O
%,
/5 4

S & & & NN L L P &S > &
RS B > &S & & & L
L O FITNEE S S Q\\‘\\ & F & O
& AR AN & & & & & a7 N
?S\&\ \é\\@'b @Q’&\ @‘b Py $‘Z;
‘ —®— Official Adjusted

3.3  State Specific Poverty Lines Relative to Per Capita NSDP at Current Prices

In this section, we look at the profile of poverty lines (official) and how they have
changed over time. Tables 3.4 and 3.5 gives poverty lines for Rural and Urban areas
respectively. These provide the poverty threshold in terms of per capita per months.
Correspondingly, the per capita annual poverty line can be derived. It is these annual poverty
thresholds that are compared with per capita NSDP for the respective states for four years,
viz., 1983, 1987-88, 1993-94 and 1999-00. To avoid the distorting effect of annual
fluctuations a three-year average of NSDP is considered for making the comparison. Thus,
for 1999-00, the NSDP for 1998-99, 1999-00 and 2000-01 are averaged so that the average is
centred in 1999-00. The effect of growth in income would be to shift the mean income or per

capita income relative to the poverty line.

Tables 3.6 and 3.7 indicated how poverty line has shifted relative to the mean income
of the state. In all cases, poverty line has fallen relative to the mean income. Looking at 1999-
00 ratio across states for the rural areas, it is seen that for several states, it is around 20
percent, e.g., Andhra Pradesh, Gujarat, Haryana, Karnataka, Punjab and Tamil Nadu. For
Maharashtra, it is below 20 percent. Correspondingly, in these states, the rural poverty HCR
is quite low, e.g., 6.35 percent for Punjab and 11.05 percent for Andhra Pradesh.

In states where poverty HCR is still high even though the poverty line is low relative

to the mean income reflects inequality in income distribution.
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Table 3.4: State-Specific Poverty Lines: 1973-74 to 1999-00 (Rural)

(Rs. Per Capita Per Month)

States 1973-74 1977-78 1983 1987-88 1993-94 1999-00
1. Andhra Pradesh 41.71 50.88 72.66 9194 163.02 262.94
2. Assam 49.82 60.29 98.32 12744 232.05 365.43
3. Bihar 57.68 58.93 9748 120.36 212.16  333.07
4. Gujarat 47.1 54.7 83.29 115 202.11 318.94
5. Haryana 49.95 59.37 88.57 1229 23379 36281
6. Himachal Pradesh 49.95 59.37 88.57 1229 233.79 367.50
7. Jammu & Kashmir 46.59 61.53 91.75 12433 233.79  327.56
8. Karnataka 47.24 51.95 83.31 10446  186.63  309.59
9. Kerala 51.68 58.88 99.35 130.61 243.84 374.79
10. Madhya Pradesh 50.2 56.26 83.59 107 1931 311.34
11. Maharashtra 50.47 58.07 88.24 11561 19494  318.63
12. Orissa 46.87 58.89 106.28 121.42 194.03 323.92
13. Punjab 49.95 59.37 88.57 1229 23379 362.68
14. Rajasthan 50.96 57.54 88.57 1229 233.79 344.03
15. Tamil Nadu 45.09 56.62 96.15 118.23 196.53  307.64
16. Uttar Pradesh 48.92 54.21 83.85 11457 213.01 336.88
17. West Bengal 54.49 63.34 10555 129.21 220.74  350.17
18. Delhi 49.95 59.37 88.57 1229 23379 362.68
All India 49.63 56.84 89.9 1152 205.84  327.56
Source: Planning Commission (1997, 2001).
Table 3.5: State-Specific Poverty Lines: 1973-74 to 1999-00 (Urban)
(Rs. Per Capita Per Month)
States 1973-74 1977-78 1983 1987-88 1993-94 1999-00
1. Andhra Pradesh 53.96 69.05 106.43 151.88 278.14 457.40
2. Assam 50.26 61.38 97.51 126.6 212.14  343.99
3. Bihar 61.27 67.27 111.8 150.25 238.49 379.78
4. Gujarat 62.17 7239 12322 173.18 297.22 47441
5. Haryana 52.42 66.94 103.48 14322 258.23 420.20
6. Himachal Pradesh 51.93 66.32  102.26 1441 253.61 420.20
7. Jammu & Kashmir 37.71 55.41 99.62 148.38 253.61 420.20
8. Karnataka 58.22 68.85 120.19 171.18 302.89 511.44
9. Kerala 62.78 67.05 122.64 163.29 280.54 477.06
10. Madhya Pradesh 63.02 744 12282 17835 317.16 481.65
11. Maharashtra 59.48 7399 126.47 189.17 32856 539.71
12. Orissa 59.34 7241 12481 165.4 298.22 473.12
13. Punjab 51.93 65.7 101.03 14498 253.61 388.15
14. Rajasthan 59.99 72 11355 165.38 280.85  465.92
15. Tamil Nadu 51.54 67.02 120.3 165.82 296.63 475.60
16. Uttar Pradesh 57.37 69.66 110.23 154.15 258.65 416.29
17. West Bengal 54.81 675 10591 149.96 24753  409.22
18. Delhi 67.95 80.17 12329 176.91 309.48 505.45
All India 56.76 70.33 11565 162.16 281.35 454.11

Source: Planning Commission (1997, 2001).
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Table 3.6 gives urban poverty line relative to the mean income. Except for Haryana
and Punjab where this ratio is 23.9 and 20.3 percent, respectively, it is quite high in other
state. However, the ratio of poverty line relative to per capita NSDP has fallen significantly in
the urban case also for all states.

Table 3.6: State-Specific Rural Poverty Lines as % of NSDP at Current Prices
(Using 1993-94 base NSDP Series)

States 1983 1987-88 1993-94 1999-00
1. Andhra Pradesh 42.75 36.29 26.07 20.55
2. Assam 58.44 51.31 47.85 44.70
3. Bihar 81.46 66.33 69.10 67.08
4. Gujarat 31.26 31.16 23.25 20.70
5. Haryana 31.66 29.28 25.15 20.59
6. Himachal Pradesh 42.83 39.17 34.13 24.81
7. Jammu & Kashmir 36.47 37.63 43.76 31.70
8. Karnataka 42.26 35.65 28.20 22.14
9. Kerala 47.56 43.56 35.52 24.81
10. Madhya Pradesh 47.88 41.37 36.39 34.64
11. Maharashtra 33.31 29.07 19.37 17.39
12. Orissa 71.23 57.03 46.90 42.22
13. Punjab 29.10 26.38 22.23 19.00
14. Rajasthan 50.93 49.91 42.36 32.93
15. Tamil Nadu 50.14 37.64 26.20 19.67
16. Uttar Pradesh 78.47 50.65 49.37 47.76
17. West Bengal 60.82 40.55 38.49 28.11

Source: Planning Commission (1997, 2001) and EPW (2003).

Table 3.7: State-Specific Urban Poverty Lines as % of NSDP at Current Prices
(Using 1993-94 base NSDP Series)

States 1983 1997-88 1993-94 1999-00
1. Andhra Pradesh 62.62 59.95 44.47 35.75
2. Assam 57.96 50.97 43.75 42.08
3. Bihar 93.43 82.80 77.68 76.48
4. Gujarat 46.24 46.92 34.19 30.79
5. Haryana 36.99 34.12 27.78 23.85
6. Himachal Pradesh 49.45 45,92 37.03 28.37
7. Jammu & Kashmir 39.60 44.91 47.47 40.66
8. Karnataka 60.96 58.41 45.76 36.57
9. Kerala 58.70 54.45 40.86 31.58
10. Madhya Pradesh 70.35 68.95 59.78 53.59
11. Maharashtra 47.74 4757 32.65 29.45
12. Orissa 83.64 77.69 72.09 61.67
13. Punjab 33.20 31.11 24.11 20.33
14. Rajasthan 65.30 67.16 50.89 44.60
15. Tamil Nadu 62.74 52.79 39.54 30.41
16. Uttar Pradesh 103.15 68.15 59.95 59.01
17. West Bengal 61.02 47.06 43.16 32.85

Source: Planning Commission (1997, 2001) and EPW (2003).
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3.4  Poverty Estimates: Inter-Temporal Profile

a. Official Estimates: Aggregate Measures
The Planning Commission estimates for aggregate poverty, separately for rural and
urban areas are given in Table 3.8 for selected years. Table 3.3 gives the related (official)

state-wise poverty lines for 1999-00.
Table 3.8: Estimates of Poverty

Years All India  Poverty Rural Poverty Urban  Poverty
Number Ratio  Number Ratio  Number Ratio

(Million)  (Percent) (Million)  (Percent) (Million) (Percent)

1973-74 321 54.9 261 56.4 60 49.0
1977-78 329 51.3 264 53.1 65 45.2
1983 323 445 252 45.7 71 40.8
1987-88 307 38.9 232 39.1 75 38.2
1993-94 320 36.0 244 37.3 76 324
1999-00 260 26.1 193 27.1 67 23.6

Source: Planning Commission (1997, 2001).

As per these estimates, the poverty (head count) ratio has come down steadily over
time, registering a decline of 28.8 percentage points over a 26 year period, indicating a fall of
a little more than one percentage point every year. Even the absolute number of poor, which
remained roughly the same between 1973-74 and 1993-94, has come down from 32.9 crore
in 1977-78 to 26 crore in 1999-00. The poverty (head count) ratio for rural areas has
remained higher than that for urban areas, but the decline in rural poverty has been sharper.
The number of urban poor in 1999-00 are more than that in 1973-74, whereas in the case of
rural areas, the absolute number of poor have fallen. This is one indication of the growing

urbanisation of poverty.

b. Official Estimates: Inter-State Profile
Table 3.9 gives inter-state profile of poverty for 1999-00 and Table 3.10 provides an
inter-temporal comparison of state-wise poverty profiles for selected years. The detailed

tables are given in Tables Al to A6.
Considering the Planning Commission estimates, 26.1 percent of the population is

below the poverty line using state-specific poverty lines which vary between Rs. 269.94 (for
Andhra Pradesh) to Rs. 374.79 (for Kerala) for the rural areas, and between Rs. 343.99 (for
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Assam) to Rs. 539.71 (for Maharashtra) for urban areas (see Table 3.3). The all India rural
and urban poverty lines are estimated at Rs. 327.56 and Rs. 454.11 per capita per month for
1999-00 (see Table 3.3).

Table 3.9: Number and Percentage of Population Below Poverty Line by
States: 1999-00 (30-Day Recall Period)

States/Union Territories Rural Urban Combined

Number  Percentage Number  Percentage Number  Percentage

of Persons of Persons  of Persons of Persons  of Persons of Persons

(Lakhs) (Lakhs) (Lakhs)

Andhra Pradesh 58.13 11.05 60.88 26.63 119.01 15.77
Arunachal Pradesh 3.80 40.04 0.18 7.47 3.98 33.47
Assam 92.17 40.04 2.38 7.47 94.55 35.09
Bihar 376.51 44.30 49.13 3291 425.64 42.60
Goa 0.11 1.35 0.59 7.52 0.70 4.40
Gujarat 39.80 13.17 28.09 15.59 67.89 14.07
Haryana 11.94 8.27 5.39 9.99 17.34 8.74
Himachal Pradesh 4.84 7.94 0.29 4.63 5.12 7.63
Jammu & Kashmir 2.97 3.97 0.49 1.98 3.46 3.48
Karnataka 59.91 17.38 44.49 25.25 104.40 20.04
Kerala 20.97 9.38 20.07 20.27 41.04 12.72
Madhya Pradesh 217.32 37.06 81.22 38.44 298.54 37.43
Maharashtra 125.12 23.72 102.87 26.81 227.99 25.02
Manipur 6.53 40.04 0.66 7.47 7.19 28.54
Meghalaya 7.89 40.04 0.34 7.47 8.23 33.87
Mizoram 1.40 40.04 0.45 7.47 1.85 19.47
Nagaland 5.21 40.04 0.28 7.47 5.49 32.67
Orissa 143.69 48.01 25.40 42.83 169.09 47.15
Punjab 10.20 6.35 4.29 5.75 14.49 6.16
Rajasthan 55.06 13.74 26.78 19.85 81.83 15.28
Sikkim 2.00 40.04 0.04 7.47 2.05 36.55
Tamil Nadu 80.51 20.55 49.97 22.11 130.48 21.12
Tripura 12.53 40.04 0.49 7.47 13.02 34.44
Uttar Pradesh 412.01 31.22 117.88 30.89 529.89 31.15
West Bengal 180.11 31.85 33.38 14.86 213.49 27.02
Andaman & Nicobar Island 0.58 20.55 0.24 22.11 0.82 20.99
Chandigarh 0.06 5.75 0.45 5.75 0.51 5.75
Dadra & Nagar Haveli 0.30 17.57 0.03 13.52 0.33 17.14
Daman & Diu 0.01 1.35 0.05 7.52 0.06 4.44
Delhi 0.07 0.40 11.42 9.42 11.49 8.23
Lakshadweep 0.03 9.38 0.08 20.27 0.11 15.60
Pondicherry 0.64 20.55 1.77 22.11 2.41 21.67
All India 1932.43 27.09 670.07 23.62 2602.50 26.10

Source: Planning Commission (2001).
Notes: 1. Poverty Ratio of Assam is used for Sikkim, Arunachal Pradesh, Meghalaya, Mizoram, Manipur, Nagaland
and Tripura.
2. Poverty Line of Maharashtra and expenditure distribution of Goa is used to estimate poverty ratio of Goa.
3. Poverty Line of Himachal Pradesh and expenditure distribution of Jammu & Kashmir is used to estimate
poverty ratio of Jammu & Kashmir.
4. Poverty Ratio of Tamil Nadu is used for Pondicherry and Andaman & Nicobar Island.
Urban Poverty Ratio of Punjab used for both rural and urban poverty of Chandigarh.
6. Poverty Line of Maharashtra and expenditure distribution of Dadra & Nagar Haveli is used to estimate
poverty ratio of Dadra & Nagar Haveli.
Poverty Ratio of Goa is used for Daman & Diu
Poverty Ratio of Kerala is used for Lakshadweep.
9. Urban Poverty Ratio of Rajasthan may be treated as tentative.

o

o N
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Table 3.10: Poverty Head Count Ratio at the State Level

(Percent)

Sl.  States/Union Territories Rural Urban Combined
No. 1973-74 1993-94 1999-00 1973-74 1993-94 1999-00 1973-74 1993-94 1999-00
1.  Andhra Pradesh 48.41 15.92 11.05 50.61 38.33 26.63  48.86 2219 1577
2. Arunachal Pradesh 52.67 45.01  40.04 36.92 7.73 7.47 51.93 39.35 3347
3. Assam 52.67 45.01  40.04 39.92 7.73 7.47 51.21 40.86 36.09
4, Bihar 62.99 58.21  44.30 5296  34.50 3291 61.91 5496  42.60
5.  Goa 46.85 5.34 1.35 37.69 27.03 7.52 44.26 14.92 4.40
6.  Gujarat 46.35 22.18 13.17 52.57 27.89 15.59 48.15 2421 14.07
7. Haryana 34.23 28.02 8.27  40.18 16.38 9.99 35.36 25.05 8.74
8. Himachal Pradesh 27.42 30.34 7.94 13.17 9.18 4.63 26.39 28.44 7.63
9. Jammu & Kashmir 4551 30.34 3.97 21.32 9.18 1.98  40.83 25.17 3.48
10. Karnataka 55.14 29.88 17.38 5253 40.14 2525 54.47 33.16 20.04
11. Kerala 59.19 25.76 9.38 62.74 2455 20.27 59.79 2543 12.72
12. Madhya Pradesh 62.66 40.64 37.06 57.65  48.38 38.44 61.78 4252 37.43
13.  Maharashtra 57.71 37.93 23.72 4387 35.15 26.81 53.24 36.86 25.02
14.  Manipur 52.67 45.01  40.04 36.92 7.73 7.47 49.96 33.78 28.54
15. Meghalaya 52.67 45.01  40.04 36.92 7.73 7.47 50.20 3792 33.87
16. Mizoram 52.67 45.01  40.04 36.92 7.73 7.47 50.32 25.66 19.47
17. Nagaland 52.67 45.01  40.04 36.92 7.73 7.47 50.81 3792 3267
18. Orissa 67.28 49.72  48.01 55.62 4164 4283 66.18 4856 47.15
19. Punjab 28.21 11.95 6.35 27.96 11.35 5.75 28.15 11.77 6.16
20. Rajasthan 44,76 26.46 13.74 52.13 30.49 19.85 46.14 2741 15.28
21.  Sikkim 5267 45.01  40.04 36.92 7.73 7.47 50.86 4143 36.55
22.  Tamil Nadu 57.43 32.48 2055 4940  39.77 22.11 5494  35.03 21.12
23.  Tripura 52.67 45.01  40.04 36.92 7.73 7.47 51.00 39.01 34.44
24. Uttar Pradesh 56.53 42.28 31.22 60.09 35.39 30.89 57.07 40.85 31.15
25.  West Bengal 73.16 40.80 31.85 34.67 22.41 14.86 63.43 35.66 27.02
26. Andaman & Nicobar Island 57.43 32.48 2055 4940  39.77 2211 55.56 34.47  20.99
27. Chandigarh 27.96 11.35 5.75 27.96 11.35 5.75 27.96 11.35 5.75
28. Dadra & Nagar Haveli 46.85 51.95 17.57 37.69 39.93 13.52 46.55 50.84 17.14
29. Daman & Diu N.A. 5.34 1.35 N.A. 27.03 7.52 N.A. 15.80 4.44
30. Delhi 24.44 1.90 0.40 52.23 16.03 9.42 49.61 14.69 8.23
31. Lakshadweep 59.11 25.76 9.38 62.74 2455 20.27 59.68 25.04 15.60
32. Pondicherry 57.43 32.48 2055 4940  39.77 2211 53.82 37.40 2167
All India 56.44 37.27 27.09  49.01 32.36 23.62 54.88 35.97 26.1

Source: Economic Survey, 2002, Ministry of Finance, Government of India.
Notes:  N.A. Not applicable
1. Poverty Ratio of Assam is used for Sikkim, Arunachal Pradesh, Meghalaya, Mizoram, Manipur, Nagaland
and Tripura.
2. Poverty Line of Maharashtra and expenditure distribution of Goa is used to estimate poverty ratio of Goa.
3. Poverty Line of Himachal Pradesh and expenditure distribution of Jammu & Kashmir is used to estimate
poverty ratio of Jammu & Kashmir.
4. Poverty Ratio of Tamil Nadu is used for Pondicherry and Andaman & Nicobar Island.
Urban Poverty Ratio of Punjab used for both rural and urban poverty of Chandigarh.
Poverty Line of Maharashtra and expenditure distribution of Dadra & Nagar Haveli is used to estimate
poverty ratio of Dadra & Nagar Haveli.
Poverty Ratio of Goa is used for Daman & Diu.
Poverty Ratio of Kerala is used for Lakshadweep.
Urban Poverty Ratio of Rajasthan may be treated as tentative.
O Estimates on a 30-days recall basis for 1999-00.

o

The 1999-00 estimates of poverty indicate that the head-count ratio is 26.10, with
rural poverty ratio slightly above it at 27.09, and the urban poverty ratio below it at 23.62.
There are considerable inter-state variations in the poverty ratios. There are a number of

states where rural poverty is below 10 percent, e.g., Goa (1.35), Haryana (8.27), Himachal
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Pradesh (7.94), Jammu & Kashmir (3.97), Kerala (9.38), Punjab (6.35). Among the Union
territories, as expected, the rural poverty ratios are quite low. Among the general category
states, Orissa has the highest rural poverty ratio at 48 percent followed by Bihar at 44.3
percent, Madhya Pradesh at 37 percent and Uttar Pradesh at 31.22 percent. If we add the
number of rural poor in these four states, that would alone account for 60 percent of the total
number of rural poor in the country. A brief exposition of poverty ratio vis-a-vis per capita
income shows a clear pattern of negative relationship between HCR and per capita income.
The human poverty index and HCR (see Chart 3.3) also show the similar pattern (see Chart
3.4).

Chart 3.3: Poverty Ratio and Per Capita GSDP
50

45 =4

40

: BN

. N\

10 \

5 AN

0 5000 10000 15000 20000 25000

Poverty Ratio (%

Per Capita GSDP (Rs)

Chart 3.4: Human Poverty Index (1991) and Poverty Head Count Ratio (1993-94)
Arranged According to Asceding Order for Selected States

60

50 A
40
30 A
20 A
10 -
0

bhr ors assam upr wbg mpr raj apr krl knt tnd hry guj pnj mhr goa
—&—HP| 1991 —8— HCR(93-94)

48



There is considerable inter-state variation in the change of incidence of poverty over
time. Inter-state comparisons between 1987-88 and 1973-74, 1993-94 and 1987-88, 1999-00
and 1993-94 are shown in Tables A7 to A9. Looking at the inter-state and all India poverty
profiles, the following salient features may be highlighted.

i.  All India, state-wise, rural as well as urban — in all cases — poverty head count
ratio shows steady decline, the rate of the fall being the fastest in the nineties, i.e.,
during 1993-94 to 1999-00.

ii. The 1999-00 estimates indicate average rural poverty head count ratio of 27
percent with Bihar, Madhya Pradesh, Orissa, Uttar Pradesh, West Bengal, and
Assam showing above average poverty levels. The other special category states
are shown having the same head count ratios as Assam, and will not be referred to
separately in the subsequent discussion.

iii.  In the context of urban poverty, the 1999-00 average head count ratio is 23.62
percent, with Andhra Pradesh, Bihar, Karnataka, Madhya Pradesh, Maharashtra,
Orissa, Uttar Pradesh, and Assam showing more than average incidence of
poverty. The inclusion of some of the higher income states in this list and the non-
appearance of West Bengal in this list are notable features.

iv.  The urban head count ratio is higher than the rural head count ratio in the
following states: Andhra Pradesh, Gujarat, Haryana, Karnataka, Kerala,
Maharashtra, and Rajasthan.

v. A noticeable general pattern is that overall poverty ratio is higher for lower
income states. This pattern is more clear for the rural incidence of poverty.

vi.  The human poverty index is generally higher than the head count ratio for the
lower income states, indicating that their poverty is understated by the HCR in
respect of important dimensions.

35 Issues Relating to Official Estimates

a. Recall Periods

The Planning Commission presented, using the Modified Expert Group Methodology
two sets of estimates of rural and urban poverty. Since these are originally based on National
Sample Survey (NSS) data, a significant difference in the estimates emerge when
consumption expenditure data based on 7-day recall period is used rather than 30-days recall
period. The results based on the former estimates aggregate poverty in India at 23.33 percent
Head Count Ratio (HCR) as compared to the 26.10 percent for the 30-day recall period. On
the basis of 7-days recall period, the total number of poor goes down by 2.77 crore. The 7-
day recall period accounts for the largest difference in terms of number of poor in Bihar
(nearly 54 lakh less in rural poor), followed by Uttar Pradesh (32.6 lakh less) and West
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Bengal (nearly 26 lakh less). Table 3.11 gives the inter-state comparison between the 7-day

and 30-day recall period results.

Table 3.11: Difference in Number and Percentage of Population Below Poverty Line by
States: 1999-00 (30-Day Recall Period Minus 7-Day Recall Period)

No. States/UTs. Rural Urban Combined
Number of Percentage Number of Percentage Number of Percentage
Persons  of Persons Persons of Persons Persons of Persons

(Lakhs) (Lakhs) (Lakhs)

1. Andhra Pradesh -9.99 -1.9 -4.92 -2.15 -14.91 -1.98
2. Arunachal Pradesh -0.57 -6.04 -0.03 -1.18 -0.6 -5.06
3. Assam -13.9 -6.04 -0.38 -1.18 -14.28 -5.45
4, Bihar -53.55 -6.3 -5.49 -3.68 -59.04 -5.91
5. Goa 0.12 1.45 -0.19 -2.49 -0.07 -0.5
6. Guijarat -2.93 -0.97 -3.29 -1.83 -6.22 -1.29
7. Haryana -0.81 -0.56 -1.06 -1.97 -1.87 -0.95
8.  Himachal Pradesh -0.21 -0.33 -0.05 -0.68 -0.26 -0.36
9. Jammu & Kashmir 0.13 0.17 -0.07 -0.28 0.06 0.05
10. Karnataka -12.89 -3.74 -5.14 -2.92 -18.03 -3.46
11. Kerala -2.77 -1.24 -2.34 -2.36 -5.11 -1.58
12. Madhya Pradesh -14.54 -2.48 -6.29 -2.98 -20.83 -2.62
13. Maharashtra -15.87 -3.01 -6.06 -1.58 -21.93 -2.41
14.  Manipur -0.99 -6.04 -0.1 -1.18 -1.09 -4.33
15. Meghalaya -1.19 -6.04 -0.05 -1.18 -1.24 -5.12
16. Mizoram -0.21 -6.04 -0.07 -1.18 -0.28 -2.97
17. Nagaland -0.79 -6.04 -0.04 -1.18 -0.83 -4.94
18. Orissa -12.06 -4.03 -1.48 -2.5 -13.54 -3.77
19. Punjab -1.67 -1.04 -0.26 -0.35 -1.93 -0.82
20. Rajasthan -6.09 -1.52 -1.42 -1.05 -7.51 -1.4
21. Sikkim -0.3 -6.04 0 -1.18 -0.3 -5.52
22.  Tamil Nadu -7.32 -1.87 -4.16 -1.84 -11.48 -1.86
23.  Tripura -1.89 -6.04 -0.08 -1.18 -1.97 -5.2
24,  Uttar Pradesh -32.6 -2.47 -7.06 -1.85 -39.66 -2.33
25.  West Bengal -26.07 -4.61 -2.32 -1.03 -28.39 -3.59
26. Andaman and Nicobar Islands -0.06 -1.87 -0.02 -1.84 -0.08 -1.86
27. Chandigarh 0 -0.35 -0.03 -0.35 -0.03 -0.35
28. Dadra & Nagar Haveli -0.04 -2.26 -0.01 -2.63 -0.05 -2.3
29. Daman & Diu 0.01 1.45 -0.01 -2.49 0.00 -0.52
30. Delhi 0.05 0.23 -4.9 -4.04 -4.85 -3.48
31. Lakshadweep -0.01 -1.24 -0.01 -2.36 -0.02 -1.88
32. Pondicherry -0.06 -1.87 -0.15 -1.84 -0.21 -1.84
All India -219.08 -3.07 -57.5 -2.03 -276.58 -2.77

Source and Notes: As in Table 3.6.

b. Indexing of Poverty Lines

Update of the poverty line using CPIAL implies the use of weights that are fixed and
outdated. Deaton and Dreze (2002) use alternative price indexes derived from information in
the consumer expenditure surveys themselves where, for more than 170 commodities,
information on quantities and expenditures are given, on the basis of which unit prices can be
calculated. On this basis, Deaton and Dreze provide estimates of adjusted poverty lines. Since

this procedure for 1999-00 alone would make it incomparable with the earlier estimates, they
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do it for two previous rounds as well, viz., 1987-88 and 1993-94. A detailed analysis of

Deaton and Dreze’s findings are discussed subsequently in this chapter.
3.6  Some Alternative Poverty Estimates

The main data sets from which all India and state-wise poverty estimates are prepared,
still remain the various rounds of the NSS. Alternative estimates of poverty have been

prepared from time to time using different poverty lines or by making other adjustments.

Dubey and Gangopadhyay (1998) have prepared all India and state-wise poverty
estimates, separately for rural and urban areas, using a number of alternative poverty lines.
The three main poverty lines, discussed earlier, have been referred to by them as OPL
(Poverty line based on official norm and updated using disaggregated price adjustment
suggested by Minhas, et. al. (1988), EOPL (Poverty line based on the official norm and
updated using price adjustment suggested by Expert Group (1993), and APL (Poverty line
based on the alternative norm and updated using disaggregated price adjustment suggested by
Minhas. Their estimates are for two years, viz., 1987-88 (43 NSS round) and 1993-94 (50"
NSS round). Adjustments other than relating to poverty line are due to using census
population as weights, and adjustment due to modification for NSS expenditure estimates and
National Income Account Adjustments.

The all India, rural and urban poverty estimates provided by Dubey and
Gangopadhyay are given in Table 3.12. State-wise details are given in Tables A10 to A19.
Some alternative estimates of poverty ratio [Ozler, Datt and Ravallion (1996) and Datt
(1998)] are given in Table 3.13.

Table 3.12: All India Rural and Urban Poverty Estimates:
1987-88 and 1993-94

1987-88 1993-94

OPL EOPL APL OPL EOPL APL
All India 47.09 39.72 35.12 40.26 33.47 28.75
Rural 49.38 39.54 36.64 42.70 33.35 30.29
Urban 39.20 40.32 29.86 32.87 33.84 24.08
With Census Population Weights
All India 47.17 39.77 35.22 40.38 33.51 28.88
Rural 49.61 39.76 36.91 42.85 33.41 30.46
Urban 39.24 40.29 29.86 32.76 33.71 23.95

Source: Dubey and Gangopadhyay (1998).
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Table 3.13: Rural Poverty (1993-94) Head Count Ratio (HC)
and Poverty Gap Ratio (PG)

HC PG
South
Kerala 31.1 7.0
Tamil Nadu 36.7 8.6
Andhra Pradesh 28.9 5.8
Karnataka 41.0 9.8
West
Maharashtra 47.8 13.2
Gujarat 35.4 7.4
Rajasthan 47.5 11.8
North
Punjab 20.9 3.2
Haryana 30.2 7.4
Uttar Pradesh 41.6 10.2
Madhya Pradesh 45.4 114
East
Bihar 63.5 17.2
West Bengal 27.3 4.7
Orissa 40.3 8.7
Assam 49.0 9.6
India 43.5 10.9

Source: Cassen (2002).

Apart from the HCR, analysts have also estimated some of the other poverty measures
like the Poverty Gap Index (PGlI), the Foster, Greer and Thorbecke Index (FGT) and Average
Per Capita Total Expenditure of the Poor (APCTEP). For all India, these results from Dubey
and Gangopadhyay are given in Table 3.14. Tables A20 to A22 gives the state-wise details.

Table 3.14: All India Estimates of Alternative Poverty Measures

1987-88 1993-94
PGI FGT APCTEP PGI FGT APCTEP
All India 0.1241 0.0461 100.28 0.0978 0.0341 177.54
Rural 0.1298 0.0480 98.39 0.1030 0.0356 -
Urban 0.1044  0.0393 125.11 0.0820 0.0298 -

Source: Dubey and Gangopadhyay (1998).
Note: PGl and FGT are ratios. APCTEP is in Rupees per month.

3.7  Alternative Estimates by Deaton and Dreze

Deaton and Dreze (2000) take note of two kinds of difficulties with the official
estimates of HCR. One relates to the distortion that arose by putting together some 7-day
recall questions in the 30-day recall questionnaire, side by side with the 30-day recall

questions. The three items where the two questions were put side by side related to food, pan,
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and tobacco. In this experimental questionnaire, there were other questions with 365-day
recall period for some consumer durables. Deaton and Dreze argue that this procedure led the
respondents adjusting their 30-day recall answers to their 7-day recall answers. Prior to 1999-
00 the experimental questionnaire was given to different and independent households. This
led to two independent series of estimates and expenditures shown by household answering
the experimental questionnaire were systematically higher than those answering the
conventional 30-day questionnaire. In the 1999-00 survey, the new questionnaire was given
to the same set of households. According to Deaton and Dreze, the putting together of the 7-
day and 30-day questions, and only asking 365 day question for durables (and not the 30-day
recall questions for these), have both led to higher expenditure estimates. Deaton and Dreze
provide ‘adjusted’ estimates of HCR (in addition to estimating poverty gap index) by making

two adjustments.

For 1999-00, Deaton and Dreze (2002) have reworked the poverty estimates using the
NSS 55™ round data for 1999-00. To provide comparable estimates, they have also provided
estimates for 1987-88 and 1993-94. The 7-day recall periods provide consistently higher
estimates of food intake than the 30-day recall periods. In the 55" round, the same sample
were asked questions for the 7-day and 30-day recall periods. Respondents adjusted their 30-
days answers in the light of their 7-day answers, thereby overstating that food intake for the
30-day recall period. Analysts believe that this biased upwards the food intake for 30-days
recall period and therefore underestimated the extent of poverty. For example, Cassen (2002)

writes:

“There are grounds for believing that the 30-day recall result was corrupted: people
adjusted their answers to the 30-day question according to what they said about
their 7-day consumption — certainly the margin between the two did not suggest the
consistency found in the earlier experiments when the samples were separate”.

Deaton and Dreze (2002) have reestimated poverty number taking data from the
survey which referred to goods that were only recorded on a 30-day basis and which correlate
well with the rest of consumer expenditure. They consider that their 1999-00 reestimates are
therefore more comparable with the 1993-94 estimates, both based on the 30-day recall

period.
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a. Adjustment for Mixed Questions

The 1999-00 survey had some 30-day recall questions (unaccompanied by the 7-day
recall questions). These related to fuel and light, non-institutional medical care and large
number of categories of miscellaneous goods and services. They noted that expenditure on
these categories of expenditures is highly correlated with total expenditure. They, therefore,

used expenditures on these exclusive 30-day recall categories to estimate total expenditures.

The two critical assumptions are: (i) the reported expenditures on these intermediate
goods are not affected by the other questions in the questionnaire (in particular, these
expenditures were not adjusted downwards by the respondents as they adjusted upwards the
expenditures on food, pan, and tobacco); and (ii) the relation between intermediate goods
expenditure and total expenditure is much the same in 1999-00 as in 1993-94 (which could
happen if there was a significant change in the relative prices of these intermediate

categories).

b. Adjustment for Price Indexes

Another related adjustment relates to the gap between rural and urban poverty lines.
They note that for the mid-1970 to early 1999s, the urban poverty line was about 15 percent
higher than the rural line and both were held fixed in real terms. The initial 15 percent gap is
based on the 1973-74 calorie consumption data. The modified expert group (1993) adjusted
the all India rural and urban poverty lines for state-wise differences, using state-wise price
difference calculated from NSS data on quantities and expenditures. Deaton (2001) has
derived the new set of poverty lines starting with the official rural all India poverty line for
the 43" round (1987-88) at Rs. 115.70 per person per month. From this, state-wise rural
poverty lines are obtained using relativities with respect to all India line. The state-wise urban
poverty lines are derived by scaling up the rural poverty lines. The move to 50" and 55"
rounds are made using all India rural poverty lines; from which the state-wise rural and urban

poverty lines are derived. Accordingly the adjusted estimates of HCR are derived.

These are given for all India (Table 3.15), and state-specific HCR rural and urban
(Table 3.16).
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Table 3.15: All India Head Count Ratios

(Percent)
1087-88  1993-94  1999-00
Rural
Official estimates 394 37.1 26.8
Adjusted estimates:
Step 1: Adjusting for changes in questionnaire design 394 371 30.0
Step 2: Revising the poverty lines 39.4 33.0 26.3
Urban
Official estimates 39.1 32.9 24.1
Adjusted estimates:
Step 1: Adjusting for changes in questionnaire design 39.1 32.9 24.7
Step 2: Revising the poverty lines 22.5 17.8 12.0

Source: Planning Commission, Press Releases (March 11, 1997, and February 22, 2001),
Deaton (2001a, b).

It may be noted that the first adjustment takes the HCR up while the second
adjustment brings it down. The net effect brings the all India rural HCR close to the official
estimates — 26.3 as compared to 26.8 in the official estimates. The change in the urban
estimates are however quite dramatic. The official estimate of all India urban HCR is 24.1,

and after the two step adjustment all India urban HCR is only 12.

For the state specific HCRs, the adjusted estimates for rural HCR show much higher
numbers for Andhra Pradesh, Gujarat, Karnataka, Maharashtra, Tamil Nadu, i.e., for most of
the high income states; and lower HCRs for most of the low income states, as compared to
the official estimates. In the case of urban HCR, for almost all states the adjusted HCRs are
lower than official estimates. The poverty gap index (PGI) for the three years for all India and

rural and urban are given in Tables 3.17 and 3.18.

The main results following from the methodological revisions carried out by Deaton
and Dreze may be listed as below:

i.  The adjustment for the questionnaire design (i.e., using the 30-days questions)
imply that the rural HCR for 1999-00 is higher by a little more than 3 percentage
points; revising the poverty line bring it a little lower than the official estimates.

ii.  For the urban HCR, the first adjustment takes the estimates a little higher than the
official estimate; but the revision of the poverty line brings down the urban
estimates significantly lower than the official estimates. For 1999-00, the
difference is of more than 12 percentage points.

iii.  Similar changes are noted in respect of the poverty gap index. With the revised
poverty lines the urban poverty gap index is lower by 3.6 percentage points,
becoming less than half of the official estimates.
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Table 3.16: State Specific Head Count Ratios

(Percent)
States Official Methodology Adjusted Estimates

1987-88  1993-94 1999-00 1987-88  1993-94  1999-00
Rural
Andhra Pradesh 21.0 15.9 10.5 35.0 29.2 26.2
Assam 39.4 45.2 40.3 36.1 35.4 35.5
Bihar 53.9 58.0 44.0 54.6 48.6 41.1
Gujarat 28.6 22.2 12.4 39.4 325 20.0
Haryana 154 28.3 7.4 13.6 17.0 5.7
Himachal Pradesh 16.7 30.4 7.5 13.3 17.1 9.8
Jammu & Kashmir 25.9 304 4.7 15.3 10.1 6.1
Karnataka 32.6 30.1 16.8 40.8 37.9 30.7
Kerala 29.5 25.4 9.4 23.8 19.5 10.0
Madhya Pradesh 42.0 40.7 37.2 43.7 36.6 31.3
Maharashtra 41.0 37.9 23.2 44.3 42.9 31.9
Orissa 58.7 49.8 47.8 50.4 435 43.0
Punjab 12.8 11.7 6.0 6.6 6.2 2.4
Rajasthan 33.3 26.4 13.5 35.3 23.0 17.3
Tamil Nadu 46.3 35.9 20.0 49.0 38.5 24.3
Uttar Pradesh 419 42.3 31.1 34.9 28.6 21.5
West Bengal 48.8 41.2 31.7 36.3 25.1 21.9
All India Rural 39.4 37.1 26.8 39.0 33.0 26.3
Urban
Andhra Pradesh 411 38.8 27.2 23.4 17.8 10.8
Assam 11.3 7.9 75 13.6 13.0 11.8
Bihar 51.9 34.8 335 38.1 26.7 24.7
Gujarat 38.5 28.3 14.8 16.4 14.7 6.4
Haryana 18.4 16.5 10.0 11.8 10.5 4.6
Himachal Pradesh 7.2 9.3 4.6 1.7 3.6 1.2
Jammu & Kashmir 15.0 9.3 2.0 3.8 3.1 1.3
Karnataka 49.2 39.9 24.6 26.0 21.4 10.8
Kerala 39.8 24.3 19.8 21.0 13.9 9.6
Madhya Pradesh 47.3 48.1 38.5 20.7 18.5 13.9
Maharashtra 40.3 35.0 26.7 21.2 18.2 12.0
Orissa 42.6 40.6 435 20.8 15.2 15.6
Punjab 13.7 10.9 55 6.6 7.8 3.4
Rajasthan 37.9 31.0 19.4 19.8 18.3 10.8
Tamil Nadu 40.2 39.9 22.5 26.2 20.8 11.3
Uttar Pradesh 449 35.1 30.8 29.3 21.7 17.3
West Bengal 33.7 22.9 14.7 22.3 155 11.3
Delhi 15.1 16.1 9.2 4.7 8.8 2.4
All India Urban 39.1 32.9 24.1 225 17.8 12.0

Source: Deaton and Dreze (2002).

Note:

The head count ratios labelled “official methodology” are computed from the unit record
data using the official poverty lines, as well as the official procedures for assigning
poverty rates (or poverty lines) to small states. We have also followed the official
treatment of Jammu & Kashmir. The all India poverty rates are computed by adding up
the number of poor in each state and dividing by the total population. Because the
Planning Commission uses interpolation rather than computations from the unit record
data, there are minor differences between these numbers and those published in the
official releases. The adjusted estimates are computed as described in the text (and more
fully in Deaton and Tarozzi, 2001, and Deaton, 2001b); they use price indexes computed
from the unit record data, and correct for the changes in questionnaire design in the 55"
Round. The final column is a somewhat refined version of the corresponding column in
Deaton (2001b). The estimates for Jammu & Kashmir are calculated directly, and not by
assuming the poverty line or poverty rate for any other state (as in the official
methodology).
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Table 3.17: All India Poverty Gap Indexes

1987-88  1993-94  1999-00

Rural
Estimates from unadjusted data and official poverty lines 94 8.4 5.2
Adjusted estimates:
Step 1: Adjusting for changes in questionnaire design 9.4 8.4 6.4
Step 2: Revising the poverty lines 9.4 7.0 5.2
Urban
Estimates from unadjusted data and official poverty lines 10.4 8.3 5.2
Adjusted estimates:
Step 1: Adjusting for changes in questionnaire design 10.4 8.3 5.9
Step 2: Revising the poverty lines 4.8 3.7 2.3

Source: Deaton and Dreze (2002).

3.8  Adjustments by Sundaram and Tendulkar

For the 55™ round of NSS, in the context of its comparability with the earlier
rounds, two kinds of questions have been raised. In all the previous rounds, all
questions were canvassed on a uniform recall period of 30-days. The issues of
comparability arises in the context of two groups of commodities.

a. Food Group and 7-Day Recall Period

For ‘food, pan, tobacco and intoxicants’ two alternative recall periods of 30-days and
7-days were used, among the same set of households, and recorded two in blocks side-by-
side. Only the 30-day recall period-based reporting was published. But critics argue that this

might overstate consumption if the 7-days recall period questions were asked first.

b. Durables and Services: 365-Days Recall Period

For items like clothing, footwear, durables, education and health care (institutional),
information was collected only on the basis of a 365-days recall period. This, by itself, makes
the 55™ round different from the earlier rounds, because its published results are based on
recall periods of 30-days for all items except one group of items where the recall period was
365-days. Thus, while 1999-00 poverty estimates are based on a mixed reference period
(MRP) of 30- and 365-days, in all earlier rounds, a uniform reference period (URP) of 30-

days was used.
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Sundaram and Tendulkar (2003, January and April) resolve these two distinct
problems, both related to recall periods, using separate adjustments for each of these

problems.

For the problems arising from the juxtaposition of 7 days and 30 days recall periods
for the food group items, they consider that results could have been biased in two possible
ways. Possibility 1 (P1) implies a downward bias if the 7 days recall was canvassed first. P2
is the case if and when the 30 days recall was canvassed first. In this case the 30 days results

would remain unbiased but the 7 days results would be biased upwards.

In order to test whether P1 or P2 was the more important influence, they compare the
results of the Consumer Expenditure Survey with that of Employment-Unemployment
Survey (EUS) also conducted in the 55™ round. The EUS was canvassed on an independent
sample drawn from the same universe of population as the CES, and used reporting based on
a 30 day reference period for the food group. They conclude, on the basis of this comparison
that ... “These differences are two small to support the hypothesis that the CES estimates on
the 30 day reference period have been artificially inflated because households extrapolated

their 30 day reporting from a 7 day recall”.

However, there is still the issue of mixed reference periods whereby 365 days recall
was used for selected items, particularly durable goods and services in the 55" round. In the
case of this group of items only 365 days recall period was used. Sundaram and Tendulkar
make adjustments for the 1993-94 estimates from the 50" round to provide comparable

estimates.

In the 50" round, information on clothing, footwear, durables, education and health
(institutional) was collected from each sample household for two alternative reference
periods of 30 days and 365 days. Using these, Sundaram and Tendulkar compute two
alternative size distributions for the 50™ round — one based on a uniform reference period
(URP) of 30 days, and another based on a Mixed Reference Period (MRP) of 365 days for the
items in question. For the remaining items 30 days recall period based information is used in
both cases. Thus, they provide alternative estimates based on the MRP for 1993-94, which is
then comparable with the 1999-00 estimates that are available only on MRP basis. An

alternative set for 1993-94 based on URP can be compared with the 1983 estimates which
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were based on the uniform reference period. These are given in Table 2.19. For 1993-94, the
MRP estimates in HCR are lower than 1993-94 URP estimates for all estimates. Still
considerable improvement is notable in the rural and urban HCR although the margin of

improvement is less.

Tables 3.18 and 3.19 bring together alternative estimates of poverty head count ratios
for 1993-94 respectively for rural and urban areas. Apart from the official estimates, D&D
refers to the estimate Deaton and Dreze (2002) which use adjustment both for recall period
(7/30 days) and for poverty line. D1 refers to estimate by Deaton using the official poverty

line without adjustment for recalled period but based on unit record data.

Table 3.18: Poverty Head Count Ratio: Alternative Estimates
Rural 1993-94

States Official D&D D1 SD (URP) SD (MRP)
1.  Andhra Pradesh 15.92 29.20 15.90 28.60 27.78
2. Assam 45.01 35.40 45.20 57.85 52.60
3. Bihar 56.21 48.60 58.00 65.73 64.28
4. Guijarat 22.18 32.50 22.20 30.20 26.68
5.  Haryana 26.02 17.00 28.30 30.05 27.30
6. Himachal Pradesh 30.34 17.10 30.40
7. Jammu & Kashmir 30.34 10.10
8. Karnataka 29.58 37.90 30.10 38.27 32.23
9. Kerala 25.76 19.50 25.40 34.09 33.53
10. Madhya Pradesh 40.84 36.60 40.70 36.65 32.23
11. Maharashtra 37.93 42.90 37.90 51.06 48.82
12. Orissa 49.72 43.50 49.80 59.57 58.11
13. Punjab 11.95 6.20 11.70 11.68 14.87
14. Rajasthan 26.46 23.00 26.40 26.25 21.71
15. Tamil Nadu 32.48 28.50 33.00 37.87 36.18
16. Uttar Pradesh 42.28 28.60 42.30 39.14 38.83
17. West Bengal 40.80 25.10 41.20 53.37 53.18
All India 37.27 33.00 37.20
15 States 43.01 40.97

Sources: Planning Commission (2001).
Deaton and Dreze (2002), Deaton (2003), and Sundaram and Tendulkar (2003).
D&D refers to estimate by Deaton and Dreze by revising the poverty line as well as
adjusting for recall periods.
D1 refers to estimate by Deaton using the unit record data.
SD (URP) refers to estimate by Sundaram and Tendulkar using 30 days recall
period.
SD (MRP) refers to estimate by Sundaram and Tendulkar using mixed record
period of 30 days and 365 days using unit record data.

SD (URP) refers to estimates based on unit record data prepared by Sundaram and
Tendulkar using 30 days uniform recall period. SD (MRP) refers to estimates based on unit

record data using a mix of 30 days and 365 days as recall period for the relevant items.
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On average SD (URP) provides the highest estimates for rural HCR, about 6
percentage points above the official 15 state average. SD (MRP) is lower than SE (URP) but
higher than official estimates. D1 is very close to the official estimates. D&D generally gives
a lower than official estimate of HCR but for some states, it is higher than the official HCR,
notably for Andhra Pradesh, Gujarat, Karnataka, and Maharashtra.

Table 3.19: Poverty Head Count Ratio: Alternative Estimates
Urban 1993-94

States Official D&D D1 SD (URP) SD (MRP)
1. Andhra Pradesh 32.33 17.80 38.80 36.80 34.59
2. Assam 7.73 13.00 7.90 10.36 7.18
3. Bihar 34.50 26.70 34.80 46.30 41.15
4, Guijarat 27.69 14.70 28.30 29.44 25.82
5. Haryana 16.38 10.50 16.50 1141 8.53
6. Himachal Pradesh 9.18 3.60 9.30
7. Jammu & Kashmir 9.16 3.10
8. Karnataka 40.14 21.40 39.90 33.09 30.29
9. Kerala 24.55 13.90 24.30 27.90 30.12
10. Madhya Pradesh 48.38 18.50 48.10 46.62 44.29
11. Maharashtra 35.15 18.20 35.00 33.29 3131
12. Orissa 41.64 15.20 40.60 38.49 37.62
13.  Punjab 11.35 7.80 10.90 6.97 6.14
14. Rajasthan 30.49 18.30 31.00 32.30 28.64
15.  Tamil Nadu 33.77 20.80 39.90 38.67 37.00
16. Uttar Pradesh 35.39 21.70 35.10 34.84 34.42
17. West Bengal 22.41 15.50 22.90 21.41 18.32
All India 32.36 17.80 32.60
15 States 33.05 31.14

Sources: Planning Commission (1997).
Deaton and Dreze (2002), Deaton (2003), and Sundaram and Tendulkar (2003).
D&D refers to estimate by Deaton and Dreze by revising the poverty line as well as
adjusting for recall periods.
D1 refers to estimate by Deaton using the unit record data.
SD (URP) refers to estimate by Sundaram and Tendulkar using 30 days recall period.
SD (MRP) refers to estimate by Sundaram and Tendulkar using mixed record period
of 30 days and 365 days using unit record data.

Tables 3.20 and 3.21 give corresponding set of estimates of HCR for 1999-00. In this
case D&D refers to estimates provided by Deaton using adjustment for the recall periods as
discussed above. SD (MRP) refers to estimates of HCR provided by Sundaram and Tendulkar
using the mixed reference period of 30 days and 365 days for the relevant groups of

commodities.
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Table 3.20: Poverty Head Count Ratio: Alternative Estimates
Rural 1999-00

States Official D&D D1 D2 SD (MRP)
1.  Andhra Pradesh 11.05 26.2 10.5 14.9 22.01
2. Assam 40.04 35.5 40.3 441 53.41
3. Bihar 44.30 411 44 49.2 51.49
4. Gujarat 13.17 20.0 12.4 15.4 18.89
5.  Haryana 8.27 5.7 7.4 12.7 7.83
6. Himachal Pradesh 7.94 9.8 7.5 18.9
7. Jammu & Kashmir 3.97 6.1
8. Karnataka 17.38 30.7 19.8 25.7 24.09
9. Kerala 9.38 10.0 9.4 12.6 16.47
10. Madhya Pradesh 37.06 31.3 37.3 36.4 32.93
11. Maharashtra 23.72 31.9 23.2 29.2 37.65
12. Orissa 48.01 43.0 47.8 47.3 56.27
13.  Punjab 6.35 24 6 59 8.73
14. Rajasthan 13.74 17.3 13.5 19.6 11.39
15.  Tamil Nadu 20.55 24.3 20 19.9 27.69
16. Uttar Pradesh 31.22 21.5 31.1 33.7 25.5
17.  West Bengal 31.85 21.9 31.7 37.1 44.18
All India 27.09 26.3 27 30.2
15 States 31.86

Sources: Planning Commission (2001).
Deaton and Dreze (2002), Deaton (2003), and Sundaram and Tendulkar (2003).
D&D refers to estimate by Deaton and Dreze by revising the poverty line as well as
adjusting for recall periods.
D1 refers to estimate by Deaton using the unit record data.
D2 refers to estimate by Deaton adjusting for recall periods (30 days instead of 7
days).
SD (URP) refers to estimate by Sundaram and Tendulkar using 30 days recall
period.
SD (MRP) refers to estimate by Sundaram and Tendulkar using mixed record
period of 30 days and 365 days using unit record data.
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Table 3.21: Poverty Head Count Ratio: Alternative Estimates
Urban 1999-00

States Official D&D D1 D2 SD (MRP)
1.  Andhra Pradesh 26.63 10.8 27.2 271.7 25.91
2. Assam 7.47 11.8 75 8.3 9.58
3. Bihar 32.91 24.7 335 33.8 44.11
4. Gujarat 15.59 6.4 14.8 16 16.81
5.  Haryana 9.99 4.6 10 9.5 7.49
6. Himachal Pradesh 4.63 1.2 4.6 4.5
7. Jammu & Kashmir 1.98 1.3
8. Karnataka 25.25 10.8 24.6 25.5 17.59
9. Kerala 20.27 9.6 19.8 18.7 23.49
10. Madhya Pradesh 38.44 13.9 38.5 37.9 38.89
11. Maharashtra 26.81 12.0 26.7 28.1 25.82
12. Orissa 42.83 15.6 435 414 41.92
13.  Punjab 5.75 34 5.5 6.3 2.91
14. Rajasthan 19.85 10.8 19.4 22.8 15.72
15.  Tamil Nadu 22.11 11.3 22,5 24.4 22.99
16. Uttar Pradesh 30.89 17.3 30.8 30.4 31.75
17.  West Bengal 14.86 11.3 14.7 19.5 12.95
All India 23.62 12.0 23.5 247
15 States 24.58

Sources: Planning Commission (2001).
Deaton and Dreze (2002), Deaton (2003), and Sundaram and Tendulkar (2003).
D&D refers to estimate by Deaton and Dreze by revising the poverty line as well as
adjusting for recall periods.
D1 refers to estimate by Deaton using the unit record data.
D2 refers to estimate by Deaton adjusting for recall periods (30 days instead of 7
days).
SD (URP) refers to estimate by Sundaram and Tendulkar using 30 days recall period.
SD (MRP) refers to estimate by Sundaram and Tendulkar using mixed record period
of 30 days and 365 days using unit record data.

3.9  Poverty and the Number of Poor

The absolute number of poor is considered by itself an indicator of poverty.
Sometimes even if the head count ratio is going down, the absolute number of poor might be
increasing because of population growth. Tables 3.22, 3.23 and 3.24 provide the number of

poor for the six years under analysis. State-wise observations may be summarised as below:

Andhra Pradesh: The number of rural poor steadily fell. However, the number of
urban poor steadily increased until 1993-94 after which it fell.

Assam: The number of rural poor first increased in 1977-78 compared to 1973-74
then remained the same upto 1987-88, and then again increased, falling marginally in
1999-00. The number of urban poor however fell until 1993-94 except for 1977-78.
In 1999-00 it again increased.
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Bihar: The number of rural poor increased until 1983, fell in 1987-88, increased
again in 1993-94 and fell in 1985-86. In 1999-90, the absolute number of rural poor is
more than what it was in 1973-74. A similar pattern is notable for urban poor.

Gujarat: The number of rural poor steadily fell. The number of urban poor however
increased until 1987-88, fell in 1993-94 and again increased in 1999-00.

Haryana: The number of rural poor fell until 1987-88 and then sharply increased in
1993-94, falling again in 1999-00. The number of urban poor increased in 1977-78,
then fell and increased again in 1993-94 and fell again in 1999-00.

Himachal Pradesh: The number of rural poor increased in 1977-78, fell sharply in
1983, remained at that level even in 1987-88, and rose sharply in 1993-94, again
falling sharply in 1999-00. The same pattern is observed in the case of number of
urban poor.

Jammu & Kashmir: The pattern of Himachal Pradesh is repeated in the case of
Jammu & Kashmir. There is a sharp fall in the number of rural poor in 1999-00.

Karnataka: The number of rural poor have steadily declined with a sharp fall in
1999-00. The number of urban poor steadily increased until 1987-88, after which
there is a fall.

Kerala: There is a steady fall in the number of rural poor over the years. However,
the number of urban poor increased in absolute terms until 1987-88, after which it
fell.

Madhya Pradesh: The number of rural poor rose and fell intermittently. In 1999-00,
the absolute number of rural poor is just a little less than what it was in 1973-74. The
number of urban poor increased almost throughout. The total number of rural and
urban poor is more in 1999-00 compared to that in 1973-74.

Maharashtra: Compared to respective previous survey years, the number of rural
poor increased in 1977-78, and in 1993-94. The number of urban poor increased
throughout except in 1999-00, when it fell.

Orissa: The number of rural poor increased until 1983 and then fell. In absolute
terms, about the same number of rural poor were there in 1999-00 as in 1973-74. The
number of urban poor steadily increased over ten years.

Punjab: The number of poor fell in 1977-78, remained at the same level until 1973-
74, and then fell again. The number of urban poor rose until 1983, after which it fell
sharply.

Rajasthan: The number of rural poor remained at almost the same level in 1987-88

as in 1973-74. After 1987-88, there was a sharp fall. The number of urban poor
increased until 1993-94, after which it fell.
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Tamil Nadu: The number of rural poor increased until 1983, after which it steadily
fell. On the urban side, the number of poor increased until 1993-94 except for 1987-
88. There was a sharp fall in 1999-00 in the number of urban poor.

Uttar Pradesh: In 1993-94 the number of rural poor were higher than that in 1973-74
by a substantial margin. After that there was a fall. In the case of urban poor, there
was a rise throughout except that between 1983 and 1993-94 almost the same number
of urban poor were there.

West Bengal: The number of rural poor has fallen steadily over the years. The
number of urban poor increased until 1987-88, and then fell.

Table 3.22: Number of Rural Poor

(Lakh)

States 1973-74 1977-78 1983 1987-88 1993-94  1999-00

Andhra Pradesh 178.21 149.13 114.34 96.38 79.49 58.13
Assam 76.37 97.55 73.43 73.53 94.33 92.17
Bihar 336.52 364.48 417.7 370.23 450.86 376.51
Gujarat 94.61 92.53 72.88 74.13 62.16 39.80
Haryana 30.08 26.43 22.03 18.86 36.56 11.94
Himachal Pradesh 9.38 12.48 7.07 7.27 15.4 4.84
Jammu & Kashmir 18.41 19.04 13.11 14.11 19.05 2.97
Karnataka 128.4 120.32 100.5 96.81 95.99 59.91
Kerala 111.36 102.85 81.62 61.64 55.95 20.97
Madhya Pradesh 231.21 247.98 215.48 200.02 216.19 217.32
Maharashtra 210.54 249.75 193.75 186.83 193.33 125.12
Orissa 142.24 162.5 164.65 149.96 140.9 143.69
Punjab 30.47 18.87 16.79 17.09 17.76 10.20
Rajasthan 101.41 88.66 96.77 104.97 94.68 55.06
Tamil Nadu 172.6 182.5 181.61 161.8 121.7 80.51
Uttar Pradesh 449,99 407.41 448.03 429.74 496.17 412.01
West Bengal 257.96 259.69 268.6 223.37 209.9 180.11
All India 2612.9 2642.47 2519.56 2318.79 244031  1932.43

Source: Planning Commission (1997, 2001).

3.10 Poverty Decline Rates Using Official Estimates

Table 3.25 gives average annual decline rates in the poverty head count ratio as per
the official estimates over the 26 year period from 1973-74 to 1999-00. The all India poverty
head count ratio during this period has come down from 54.9 to 26.1 percent. The estimates
in intervening years are available in 1977-78, 1983-84, 1987-88, 1993-94, and 1999-00. The
average annual decline rate was 0.9 percentage point during 1973-74 to 1977-78. Considering

the period 1977-78 to 1987-88, the average decline per year increased to 1.24 percentage
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points. Between 1987-88 and 1993-94, this decelerated to 0.48 percentage point per year, and
then sharply increased to 1.65 percentage points between 1993-94 and 1999-00.

Table 3.23: Number of Urban Poor

(Lakh)
States 1973-74  1977-78 1983 1987-88  1993-94 1999-00
Andhra Pradesh 47.48 48.41 50.24 64.05 74.47 60.88
Assam 5.46 5.83 4.26 2.22 2.03 2.38
Bihar 34.05 37.34 44.35 50.7 42.49 49.13
Gujarat 43.81 38.35 45.04 48.22 43.02 28.09
Haryana 8.24 9.05 7.57 6.51 7.31 5.39
Himachal Pradesh 0.35 0.56 0.34 0.25 0.46 0.29
Jammu & Kashmir 2.07 2.68 2.49 2.25 1.86 0.49
Karnataka 42.27 47.75 49.31 61.8 60.48 44.49
Kerala 24.16 24.37 25.15 26.84 20.46 20.07
Madhya Pradesh 45.02 54.39 62.49 64.29 82.33 81.22
Maharashtra 76.58 80.16 97.14 109.38 111.9 102.87
Orissa 12.23 13.82 16.66 15.95 19.7 25.40
Punjab 10.02 11.36 11.85 8.08 7.35 4.29
Rajasthan 27.1 27.22 30.06 37.93 33.82 26.78
Tamil Nadu 66.92 72.97 78.46 69.27 80.4 49.97
Uttar Pradesh 85.74 96.96 108.71 106.79 108.28 117.88
West Bengal 41.34 50.88 50.09 60.24 44.66 33.38
All India 600.46 646.48 709.4 751.89 763.37 670.07
Source: Planning Commission (1997, 2001).
Table 3.24: Number of Rural and Urban Poor
(Lakh)
States 1993-94  1977-78 1983  1987-88  1993-94  1999-00
Andhra Pradesh 225.69 197.54 164.58 160.43 153.96 119.01
Assam 81.83 103.38 77.69 75.75 96.36 94.55
Bihar 370.57 401.82 462.05 420.93 493.35 425.64
Gujarat 138.42 130.88 117.92 122.35 105.18 67.89
Haryana 38.32 35.48 29.6 25.37 43.87 17.33
Himachal Pradesh 9.73 13.04 7.41 7.52 15.86 5.13
Jammu & Kashmir 20.48 21.72 15.6 16.36 20.91 3.46
Karnataka 170.67 168.07 149.81 158.61 156.47 104.4
Kerala 135.52 127.22 106.77 88.48 76.41 41.04
Madhya Pradesh 276.23 302.37 277.97 264.31 298.52 298.54
Maharashtra 287.12 329.91 290.89 296.21 305.23 227.99
Orissa 154.47 176.32 181.31 165.91 160.6 169.09
Punjab 40.49 30.23 28.64 25.17 25.11 14.49
Rajasthan 128.51 115.88 126.83 142.9 128.5 81.84
Tamil Nadu 239.52 255.47 260.07 231.07 202.1 130.48
Uttar Pradesh 535.73 504.37 556.74 536.53 604.45 529.89
West Bengal 299.3 310.57 318.69 283.61 254.56 213.49
All India 3213.36 3288.95 3228.97  3070.49 3203.68 2602.5

Source: Planning Commission (1997, 2001).
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Table 3.25: State Specific Poverty Gap Indexes

(Percent)
States Official Methodology Adjusted Estimates

1987-88  1993-94 1999-00 1987-88  1993-94  1999-00
Rural
Andhra Pradesh 4.4 2.9 1.8 8.0 5.8 4.8
Assam 7.4 8.3 8.5 6.5 5.7 6.1
Bihar 12.9 14.7 8.7 13.2 10.7 8.5
Gujarat 55 4.1 2.2 8.4 6.8 3.8
Haryana 3.6 5.6 1.3 2.8 3.0 0.7
Himachal Pradesh 2.6 5.6 1.0 2.1 3.0 15
Jammu & Kashmir 45 5.6 0.6 2.4 1.6 0.7
Karnataka 7.9 6.3 2.7 10.5 8.6 6.1
Kerala 6.4 5.6 15 4.8 3.9 1.7
Madhya Pradesh 10.6 9.5 7.7 11.2 8.2 6.6
Maharashtra 9.6 9.3 4.4 10.8 11.2 7.6
Orissa 16.3 12.0 11.7 13.0 9.7 10.5
Punjab 2.0 19 0.8 1.0 1.0 0.3
Rajasthan 8.6 5.2 2.1 9.2 4.4 3.0
Tamil Nadu 12.6 7.3 3.8 13.7 9.1 4.6
Uttar Pradesh 9.9 10.4 5.8 7.5 5.8 3.9
West Bengal 11.6 8.3 6.5 7.7 4.2 35
All India — Rural 9.4 8.4 5.2 9.2 7.0 5.2
Urban
Andhra Pradesh 10.6 9.3 5.6 4.9 3.4 1.9
Assam 15 0.9 15 2.0 2.0 1.9
Bihar 13.0 7.9 6.7 8.2 5.6 5.0
Gujarat 8.2 6.2 2.4 2.8 2.6 1.0
Haryana 3.6 3.0 2.0 2.3 1.9 0.7
Himachal Pradesh 0.7 1.2 0.6 0.2 0.5 0.2
Jammu & Kashmir 2.4 1.2 0.2 0.5 0.5 0.2
Karnataka 141 114 5.6 57 45 2.1
Kerala 10.4 5.5 3.9 4.5 2.7 1.7
Madhya Pradesh 13.6 134 9.5 4.1 35 2.6
Maharashtra 12.3 10.1 6.7 5.3 46 2.8
Orissa 111 11.4 111 4.2 3.0 3.0
Punjab 2.3 1.7 0.6 1.0 1.1 0.4
Rajasthan 9.6 7.0 3.4 4.0 3.2 1.7
Tamil Nadu 115 10.2 4.8 6.2 4,5 2.0
Uttar Pradesh 12.2 9.0 6.6 6.3 4.6 3.3
West Bengal 7.4 45 2.5 4.2 29 1.9
Delhi 2.8 3.9 15 0.7 1.7 0.4
All India — Urban 10.4 8.3 5.2 4.8 3.7 2.3

Source: Deaton and Dreze (2002).
Note:  The poverty gap indexes labelled “official methodology” are computed from the unit
record data using the official poverty lines, and using rules for assigning poverty gap
indexes to small states (and to Jammu & Kashmir) that mirror the rules used by the
Planning Commission for computing the official head count ratios. The adjusted indexes
use the recomputed price indexes to update the poverty lines, and correct for the changes
in questionnaire design in the 55" Round. All numbers are directly computed from
poverty lines and unit record data for each state, and the all India estimates are calculated

as weighted averages of the state estimates.
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As discussed earlier, analysts like Deaton have argued that the fall in the poverty ratio
between 1993-94 and 1999-00 has been overestimated because of the mix up between the 7-
day and 30-day recall periods. Deaton’s (2001) reestimates show the poverty ratio to be
higher by a margin of 2.1 percentage points. Even using that, the poverty decline rate appears
to have accelerated to 1.3 percentage points per year during 1993-94 to 1999-00. At the rate
of 1.3 percentage points per year it would take about 22 years to wipe off poverty from India,

unless, the rate of decline decelerates at lower levels of poverty (Table 3.26).

Table 3.26: All India Poverty Rates: Average Annual Decline Rates

Years Poverty Period Number of Average Annual
Ratio Years Decline % Points

1973-74 54.9 1973-74 to 1977-78 4 0.900
1977-78 51.3 1977-78 to 1983 6 1.133
1983 445 1983 to 1987-88 4 1.400
1987-88* 38.9 1977-78 to 1987-88 10 1.240
1993-94 36 1987-88 to 1993-94 6 0.483
1999-00 26.1 1993-94 to 1999-00 6 1.650
1999-00** 28.2 1993-94 to 1999-00 6 1.300

Source (Basic Data): Planning Commission (1997, 2001).
Notes: * Treating 1983 as 1983-84
** Using Deaton’s (2001) revised estimates.

The approach paper to the Tenth Plan puts forward the objective of reducing poverty
to 15 percent by the end of the Tenth Plan and 10 percent by the end of the Eleventh Plan. At
current rates annual fall, these targets appear feasible at an all India level. But if this is
disaggregated at the state level, the picture changes. Table 3.27 provides information
regarding average annual decline rates in poverty ratio at the state level. The last column
gives the difference between average yearly decline rates during 1993-94 to 1999-00 as
compared to average performance during 1973-74 to 1993-94. A positive sign indicates that
the decline rate has decelerated. Such deceleration is visible in the case of Andhra Pradesh,
Goa, Gujarat, Kerala, Madhya Pradesh, Orissa, Punjab, Tripura, and West Bengal.

Table 3.28 shows in column 1, the number of years, it will take if current rates of
decline poverty rates are maintained to reach zero poverty levels in different states. Some of
the most difficult cases appear to be Assam, Bihar, Madhya Pradesh, Orissa, Sikkim, Tripura,
Uttar Pradesh and West Bengal.
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Table 3.27: State Poverty Ratios: Average Annual Decline Rates During Selected Periods

States Average Annual Decline in Poverty Ratio (% Points) Deceleration
Between Rate of Fall (%
1973-74 and 1973-74 and 1987-88 and 1973-74 and 1993-94 and Points) 1973-74
1999-00 1987-88 1993-94 1993-94 1999-00 and 1993-94
Minus
1993-94 and
1999-00
Andhra Pradesh 1.273 1.618 0.670 1.655 1.070 0.585
Assam 0.582 0.947 -0.485 0.756 0.795 -0.039
Bihar 0.743 0.544 -0.110 0.966 2.060 -1.095
Goa 1.533 1.605 1.145 1.993 1.753 0.240
Gujarat 1.311 1.179 1.238 1.704 1.690 0.014
Haryana 1.024 1.392 -1.530 1.331 2.718 -1.387
Himachal Pradesh 0.722 0.740 -2.068 0.938 3.468 -2.530
Karnataka 1.324 1.109 0.965 1.722 2.187 -0.465
Kerala 1.810 1.864 1.377 2.354 2.118 0.235
Madhya Pradesh 0.937 1.339 0.085 1.218 0.848 0.369
Maharashtra 1.085 0.923 0.577 1411 1.973 -0.562
Orissa 0.732 0.660 1.397 0.952 0.235 0.717
Punjab 0.846 1.084 0.200 1.100 0.935 0.165
Rajasthan 1.187 0.836 1.170 1.543 2.022 -0.479
Sikkim 0.550 1.046 -0.870 0.716 0.813 -0.098
Tamil Nadu 1.301 0.669 1.758 1.691 2.318 -0.627
Tripura 0.637 2.016 -2.705 0.828 0.762 0.066
Uttar Pradesh 0.997 0.996 0.380 1.296 1.617 -0.321
West Bengal 1.400 1.316 1.557 1.821 1.440 0.381
All India 1.107 1.083 0.625 1.439 1.645 -0.206
Source (Basic Data): As in Table 3.26.
Note: Jammu & Kashmir, Goa, and Nagaland estimates for 1987-88 not comparable.
Table 3.28: Number of Years Required to Eliminate Poverty at Decline
Rates Achieved During 1993-94 to 1999-00
States At 1993-94 to 1999-00 Decline Rate
Number of Years Poverty ratio
Required for Poverty After 7 Years  After 12 Years
Ratio to Become Zero
1) (2) 3
Andhra Pradesh 14.74 8.28 2.93
Assam 45.40 30.53 26.55
Bihar 20.68 28.18 17.88
Goa 2.51 0.00 0.00
Gujarat 8.33 2.24 0.00
Haryana 3.22 0.00 0.00
Himachal Pradesh 2.20 0.00 0.00
Karnataka 9.16 4.73 0.00
Kerala 6.00 0.00 0.00
Madhya Pradesh 44.12 31.49 27.25
Maharashtra 12.68 11.21 1.34
Orissa 200.64 45.51 44.33
Punjab 6.59 0.00 0.00
Rajasthan 7.56 1.13 0.00
Sikkim 44.94 30.86 26.79
Tamil Nadu 9.11 4.89 0.00
Tripura 45.22 29.11 25.30
Uttar Pradesh 19.27 19.83 11.75
West Bengal 18.76 16.94 9.74
All India 15.87 14.59 6.36

Source (Basic Data): As in Table 3.26.
Note: Jammu & Kashmir, Goa, and Nagaland estimates for 1987-88 not comparable.
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On the basis of OLS regressions, for 15 states in India (including Assam and Jammu
& Kashmir from the special category states, leaving Goa, and considering Punjab and
Haryana together), Ravallion and Datt (2001) have worked out the trend rates of poverty
reduction over the 1960-94 using 24 observations over time related to different NSS rounds
(Table 3.29). Three alternative poverty measures were studied, viz., the head count ratio, the
poverty gap index and the FGT index (Squared poverty gap index). Clearly, the rate of
reduction in poverty is quite different in different states. In Kerala, Andhra Pradesh, Punjab,
and Haryana, it was more than 2 percentage points per year. The low rates of reductions were
witnessed in Bihar, Madhya Pradesh, Uttar Pradesh, Maharashtra, and Jammu & Kashmir.

Only in one case, viz., Assam, the poverty incidence actually increased on a trend basis.

Table 3.29: Trend Rates of Poverty Reduction by State: 1960-1994

Trend Rates of Poverty Reduction (Percent Per Annum)

Head Count Poverty Gap Squared Poverty

Index Index Gap Index

Andhra Pradesh -2.179 -3.371 -4.295
Assam 0.060 0.054 0.025
Bihar -0.107 -1.027 -1.797
Gujarat -1.568 -2.744 -3.619
Karnataka -1.114 -1.694 -2.159
Kerala -2.733 -4.447 -5.675
Madhya Pradesh -0.633 -1.412 -2.070
Maharashtra -1.013 -1.522 -1.887
Orissa -1.586 -2.712 -3.697
Punjab and Haryana -2.547 -3.746 -4.679
Rajasthan -1.154 -1.883 -2.423
Tamil Nadu -1.508 -2.315 -2.930
Uttar Pradesh -0.876 -1.531 -2.115
West Bengal -1.965 -3.073 -4.015
Jammu & Kashmir -1.023 -1.382 -1.635

Source: Ravallion and Datt (2001).
Note: Trends calculated as the OLS regression coefficients of logarithms on time.

3.11 Human Poverty Index

Estimates of human poverty index have been prepared by the Planning Commission
for 1981 and 1991. The human poverty index captures three dimensions of deprivation:
economic, educational and health. It consists of a weighted average of (i) proportion of
population below poverty line, (ii) proportion of population without access to safe drinking
water/sanitation/electricity/medical attention at birth/vaccination and proportion of
population living in kutcha houses, (iii) proportion of illiterate population and children not
enrolled in schools, and (iv) proportion of population not expected to survive beyond the age
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of 40. Estimates are available for 1981 and 1991. Because of some changes in methodology,
two sets of estimates were prepared for 1991: one comparable to 1991, and the other,
incorporating the revised methodology. Census years are being used because several of the
sub-indices require census data. Using the 1991 estimates given later in Table 3.25. (Tables
for 1981 and comparable 1991 are given in Tables A23 and A24). We notice that for the
combined human poverty index for rural and urban areas among the states, the lowest poverty
is seen in Himachal Pradesh at 20.90 and the highest at 50.48 percent in Bihar. In general the
value of the human poverty index is higher than the head count ratio. There are also
considerable differences in the rural and urban values of index for the same state. With the
urban index being significantly lower than the rural index. It is also noted that human poverty
index of Union territories remained lower than the special and non-special category states.
Chart 3.5 shows that in general the HPI is higher than the HCR for the lower income states.

3.12 Increase in Spatial Concentration of Poverty: Rural and Urban Areas

Table 3.30 highlights the concentration of rural poverty among a limited number of
states using estimates for 1999-00. It is seen that nearly 74 percent of the rural poor live in
just six states, viz., Orissa, Bihar, Assam, Madhya Pradesh, West Bengal and Uttar Pradesh.
Although the urban poverty is spread out a little more (Table 3.25) but even in the case, it can
be seen that just eight states account for a little less than 80 percent of the urban poor. These
eight states are Orissa, Madhya Pradesh, Bihar, Uttar Pradesh, Maharashtra, Andhra Pradesh,
Karnataka and Tamil Nadu. It can be seen that four out of these eight states are relatively
better off states. These observations relate to the official poverty estimates prepared by the
Planning Commission for 1999-2000.

Table 3.31 indicates that five states, viz., Orissa, Madhya Pradesh, Bihar, Uttar
Pradesh and Maharashtra account for 56 percent of the urban poor. Their individual poverty
HCR ratios range from little above 26 percent (for Maharashtra to about 43 percent for
Orissa). The next four states accounting for a significant share in the total urban poor of the
country are Andhra Pradesh, Karnataka, Tamil Nadu and Kerala and middle to high income

states.
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Table 3.30: Number and Percentage of Population Below Poverty
Line by States 1999-00 (30 Day Recall Period): Rural

General Category States and Assam

No. States/UTs. No. of Persons % of Persons
(Lakhs)
States Arranged in Descending Order of Head Count Ratio

First Six States

1. Orissa 143.69 48.01
2. Bihar 376.51 44.30
3. Assam 92.17 40.04
4, Madhya Pradesh 217.32 37.06
5. West Bengal 180.11 31.85
6. Uttar Pradesh 412.01 31.22
Total Number of Poor 1421.81

Share of First Six States in Total Rural Poor (%) 73.6

Source (Basic Data): Planning Commission (2001).

Table 3.31: Number and Percentage of Population Below Poverty
Line by States-1999-00 (30 Day Recall Period): Urban

No. States/UTs. Number of Percentage of
Persons (Lakhs) Persons
First Eight States in Descending Order of HCR
1. Orissa 25.40 42.83
2. Madhya Pradesh 81.22 38.44
3. Bihar 49.13 3291
4. Uttar Pradesh 117.88 30.89
5. Maharashtra 102.87 26.81
6. Andhra Pradesh 60.88 26.63
7. Karnataka 44.49 25.25
8. Tamil Nadu 49.97 22.11
Total Number of Poor 531.84
Share of First 8 in Total Urban Poor (%) 79.37

Source (Basic Data): Planning Commission (2001).

The pattern of growing spatial concentration of poverty provides some useful insights
into the changing incidence of poverty. We have worked out changes in poverty
concentration over the five sets of available information during the 26 years’ period which is
under reference. The spatial concentration of poverty is measured by using the Herfindal
Index, which was originally used to measure industrial concentration. In the present case, the
basic information relates to the share of each state in the total number of poor in the country.

The index is based on measuring the sum of squares of these shares.
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The poverty concentration index (PCI) using states as the basic unit may be defined as

below:

Let population of all poor be M, and the number of poor in State i by Mi. The share of
State i in total poor is given by m; = (Mi/M). The poverty concentration index (PCI), using

states as the basic units, may be defined as below:

PCI=Y (1/m;)* i=1,2....... n,

where n is the number of states. It may be noted that the index has a maximum value of 1
when the poor are located only in one state and there are no poor in any other state. Thus we

can write

PCI (max) =1

The minimum concentration is seen when each state has an equal share in the number
of poor. If total poor are M and n is the number of states, and each state has an equal share
equal to M/n, the summation of the shares of these terms would give the minimum value of

PCI as indicated below:

PCI (min) = = [(M/n)/M]? == (1/n)? = 1/n

As n is increased PCI (min) would tend to zero. Thus, the index of concentration
varies between 1/n and 1.

The estimated value of the concentration index is given in Table 3.32. It will be seen
that as far as the rural areas are concerned, the concentration index was estimated at 9.05 for
1973-74. It steadily increased over the years and reached the level of 12.19 in 1999-00. In the
case of urban areas, the concentration index is estimated at 8.51 for 1973-74. In this case also,
a gradual increase is visible and the index has moved up to the level of 10.14 in 1999-00
relative to 1973-74. We can see that the rural poverty concentration index has increased by
about 35 percent in 1999-2000, relative to 1973-74, whereas the urban poverty concentration

has increased by about 19 percent during this period.
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Table 3.32: Poverty Concentration Ratios

Rural Urban Total
1973-74 9.05 8.51 8.71
1977-78 8.95 8.67 8.66
1983 10.12 8.97 9.47
1987-88 10.06 9.09 9.39
1993-94 11.00 9.38 9.91
1999-00 12.19 10.14 10.96
Concentration Level Relative to 1973-74 Level
1973-74 100.0 100.0 100.0
1977-78 98.8 101.9 99.5
1983 111.8 105.3 108.7
1987-88 111.0 106.8 107.9
1993-94 1215 110.2 113.8
1999-00 134.6 119.1 125.9

Source (Basic Data): Planning Commission (1997, 2001).

We thus observe that:

i.  Spatial Concentration of rural poverty has been higher than that of urban
poverty throughout these years;

ii.  Inboth cases, the poverty concentration has increased; and

iii.  That the increase is sharper for the rural areas than for the urban areas

3.13 Growing Urbanisation of Poverty

Another visible trend is the growing urbanisation of poverty in almost all states. In
this context, we look at the ratio of urban poor to total poor in a given state. Thus, for
example, for Andhra Pradesh, in 1973-74, only 21 percent of the total poor reside in urban
areas and this ratio has steadily increased uptil 1999-00. We find that 51.2 percent of total
poor are urban poor (Table 3.33). This means that there has been a steady movement towards
the urbanization of poverty in the different states. Only one notable exception is that of
Assam. But in this case also, analysts have argued that 1999-00 estimates provided by the
Planning Commission need to be revised because they are based on the urban poverty line
which is lower than the rural poverty line. The general trend of urbanization of poverty is
visible in states like Goa, where the share of urban poor in total poor increased from 24
percent in 1973-74 to 84 percent in 1999-00. In Gujarat and Haryana, there is an increase of
about 10 percentage points. In Karnataka, Kerala, and Maharashtra the increase is of a much
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larger order. Considering, the All India picture there has been an increase of 7 percentage

points in the share of urban poor to the total poor.

Table 3.33: Growing Urbanisation of Poverty

States Share of Urban Poor in Total Poor (%)

1973-74  1977-78 1983 1987-88 1993-94  1999-00
Andhra Pradesh 21.0 245 305 39.9 48.4 51.2
Assam 6.7 5.6 5.5 2.9 2.1 25
Bihar 9.2 9.3 9.6 12.0 8.6 115
Goa 24.0 29.9 48.0 55.7 80.1 84.3
Gujarat 31.7 29.3 382 39.4 40.9 41.4
Haryana 21.5 255 256 25.7 16.7 31.1
Himachal Pradesh 3.6 4.3 4.6 3.3 2.9 5.7
Jammu & Kashmir 10.1 123 16.0 13.8 8.9 14.2
Karnataka 24.8 28.4 329 39.0 38.7 42.6
Kerala 17.8 19.2 236 30.3 26.8 48.9
Madhya Pradesh 16.3 18.0 225 24.3 27.6 27.2
Maharashtra 26.7 243 334 36.9 36.7 45.1
Orissa 7.9 7.8 9.2 9.6 12.3 15.0
Punjab 24.7 376 414 32.1 29.3 29.6
Rajasthan 21.1 235 237 26.5 26.3 32.7
Tamil Nadu 27.9 28.6 30.2 30.0 39.8 38.3
Uttar Pradesh 16.0 19.2 195 19.9 17.9 22.2
West Bengal 13.8 16.4 157 21.2 175 15.6
All India 18.7 19.7 220 24.5 23.8 25.7

Source (Basic data): Planning Commission (1997, 2001).

The main trends in the changing profile of poverty incidence in India may be

summarised as below:

i.  the incidence of poverty has steadily gone down both for rural and urban areas
in all states.

ii.  Rural poverty has become more and more spatially concentrated.

iii.  Urban poverty has also been focused more and more in a limited number of
states, but the list includes some of the better off states.

iv. The concentration of poverty is higher in rural areas, and the spatial
concentration has increased markedly over the years.

a. Urban Poverty and Slums
As noted earlier, the urban poor are more easily drawn into the illegal activities. We
had also noted that when the poor live closely together in geographical clusters, i.e., when

there is a higher concentration of the poor, they are more easily drawn into disruptive
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activities. Therefore, higher concentration ratios and higher urbanisation of poverty provides
fertile ground of recruitment of people into activities that have a bearing on the negative
externalities related to poverty. An additional notable feature is that urban concentration of
poverty leads to development of slums and squalor, which generates health-related negative
externalities. It can also be seen that the higher concentration of poverty has been associated

with lower growth in the concerned states.

Considerable negative externalities are associated with the concentration of urban
poor in the urban slums. The recent report of the Committee on Problems of Slums in Delhi
(2002) observes: “Almost all slum dwellers belong to the very poor strata of society in the
country” and further that “The characteristics of a slum is the excessive congestion and

unhygienic nature of the housing, lacking in basic amenities”.

Slum areas generate negative externalities feeding into health hazards for the non-
poor population within the slum or nearby areas. Many of these hazards emanate from poor
availability of drinking water. A Nationwide survey on ‘Particulars of Slums’, conducted by
the (NSSO) in its 19" round had found that nearly 81 percent rural slums did not have access
to a tap for drinking water. In the case of urban slums about 35 percent did not have a ‘tap’ as
source of drinking water, and in many states about 50 percent of urban slums did not have
access to a tap for drinking water. About 60 percent of the urban slums remain waterlogged
during monsoon. Around 83 per cent of urban slums did not have an underground sewerage
system. An open pucca system of drainage did not exist in 65 percent of the urban slums.
About 35 percent of urban slums did not have any arrangement for garbage disposal, the
figure being far larger in many of the bigger states. These conditions of urban slums make
them a clear source of health hazards no only for the inhabitants themselves, but nearby non-

slum residents as well.

Tables 3.34 and 3.35 provides information on the share of slum population to total
urban population for 1981, 1991, and 2001. The all India figures indicate that the share of
slum population in total urban population has increased from 17.5 percent in 1981 to 21.30
percent in 1991. With the exception of Bihar, Punjab, and Delhi all states show that the share
of slum population in total urban population had increased in 1991 compared to 1981.
Considerably large increases are noticeable in the case of Haryana, Kerala, Maharashtra,

Orissa, Rajasthan, Uttar Pradesh, and West Bengal. These figures are based on the Report of
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the Working Group on Urban Housing and Urban Poverty with Focus on Slums prepared for
the Tenth Plan. The figures for 2001 slum population however show a reversal of this trend.
The share of slum population in total urban population has increased for Andhra Pradesh,
Haryana, Madhya Pradesh and marginally also for Maharashtra. In other states, this trend has
been reversed. A substantial fall in the share of slum population to total population has been

seen in states like Bihar, Gujarat, Kerala, Orissa, Punjab, Rajasthan, Uttar Pradesh, and West

Bengal.
Table 3.34: Changing Share of Slum Population in Urban Population (1981 and 1991)
(Population in Lakh)

States 1981 1991 Difference
Urban Slum % of Urban Slum % of In %
Population  Population Slumto Population Population  Slumto (1991'1_981
Urban Urban % Points
Andhra Pradesh 124.9 28.6 22.9 178.9 43.1 24.1 1.2
Bihar 87.2 32.7 375 1135 26.9 23.7 -13.8
Gujarat 106.0 15.3 144 142.5 25.8 18.1 3.7
Haryana 28.3 2.7 9.7 405 6.8 16.9 7.2
Karnataka 107.3 5.7 5.4 139.1 12.9 9.3 3.9
Kerala 47.7 4.1 8.6 76.8 12.2 15.9 7.3
Madhya Pradesh 105.6 10.7 10.2 153.4 21.0 13.7 35
Maharashtra 219.9 43.1 19.6 305.4 78.7 25.8 6.2
Orissa 311 2.8 9.1 42.4 8.4 19.9 10.8
Punjab 46.5 11.7 25.1 59.9 141 23.6 -15
Rajasthan 72.1 10.3 14.2 100.7 24.0 23.8 9.6
Tamil Nadu 159.5 26.8 16.8 190.8 35.7 18.7 1.9
Uttar Pradesh 199.0 25.8 13.0 276.1 58.4 21.2 8.2
West Bengal 144.5 30.3 21.0 187.1 51.9 27.8 6.8
Delhi 57.7 18.0 31.2 84.7 22.5 26.5 -4.7

All India
1597.3 279.1 175 2176.1 462.6 21.3 3.8

Source:  Report of the Working Group on Urban Housing and Urban Poverty with Focus on Slums for the Tenth Plan
(2002) and Population Census 2001.

3.14 Rural and Urban Poverty: A Comparative Perspective

a. Rural Poverty

Rural poverty in India is often considered the core of poverty in India, because of the
large number of rural poor, high incidence of poverty in rural population, their limited access
to information, security, health and education. The rural poor are spread out, difficult to
reach, and have limited economic opportunities. They have limited connections, and low
social capital. Rural teachers, shopkeepers, and artisans are often well-off though landless.
Hill (1972) and Reardon, et. al. (1992) have noted that in West Africa rural non-farm
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employment and non-occupancy of farmland indicate lower risk of poverty. Visaria (1977)
and Lipton (1985) have observed that households who own and operate as much as 3 or 4
hectares of bad land can be very poor. In better farming areas, lack of land is correlated with
poverty. Ravallion and Sen (1994) note that the prospects for reducing aggregate rural
poverty by land-based redistributions are limited. It is important to note that infrastructure
development including investments in rural infrastructure, can generate positive effects
leading to sizeable income gains (both farm and non-farm) in underdeveloped rural
economies [Antle (1983), Binswanger, et. al. (1993)].

Table 3.35: Changing Share of Slum Population in Urban Population
(1991 and 2001)

(Population in Lakh)

States 2001 Difference

Urban Slum % of Slum in % (2001-

Population  Population to Urban  1991) % Points

Andhra Pradesh 205.04 51.49 25.11 1.0
Bihar 146.66 8.17 5.57 -18.1
Gujarat 188.99 13.46 7.12 -11.0
Haryana 61.14 14.21 23.24 6.4
Karnataka 179.20 12.67 7.07 -2.2
Kerala 82.67 4,53 5.48 -10.4
Madhya Pradesh 202.78 31.76 15.66 2.0
Maharashtra 410.20 106.44 25.95 0.2
Orissa 54.96 6.35 11.55 -8.4
Punjab 82.46 11.51 13.96 -9.6
Rajasthan 132.05 12.06 9.13 -14.7
Tamil Nadu 272.42 25.3 9.29 -9.4
Uttar Pradesh 366.83 43.51 11.86 -9.3
West Bengal 224.87 38.22 17.00 -10.8
Delhi 128.20 20.25 15.80 -10.7
All India 28535 402.97 14.12 71

Source: As in Table 3.34.
Note: Bihar, Up, and MP are the combined states where total are obtained by adding up
the respective new and old states.

Table 3.36 gives a comparison of human poverty in rural and urban areas. Rural
human poverty is higher than urban by about 19 percentage points, on average. As Table 3.37
indicates, six states, viz., Orissa, Bihar, Assam, Madhya Pradesh, West Bengal, and Uttar
Pradesh have an HCR which is higher than 30 for rural poverty. Together, they account for
nearly 74 percent of the total number of rural poor in the country, as per the 1999-00 official
estimates. In their case the HCR ranges from 32 to 48 percent. Clearly, for any rural poverty

alleviation policy, these ought to be the focus states.
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Table 3.36: Human Poverty Index-1991 (Not Comparable with 1981)

States/UTs. Rural Urban Combined

Value Rank Value Rank Value Rank
Andhra Pradesh 43.19 20 25.12 25 38.34 19
Arunachal Pradesh 50.75 29 25.65 26 47.40 30
Assam 49.32 27 22.52 22 46.29 28
Bihar 53.65 31 29.70 31 50.48 32
Goa 15.58 1 13.78 3 36.10 17
Gujarat 31.83 14 20.87 18 28.05 13
Haryana 31.64 13 18.57 14 28.41 14
Himachal Pradesh 21.67 4 9.91 1 20.90 5
Jammu & Kashmir 34.94 15 17.67 10 30.95 15
Karnataka 35.28 16 21.59 19 30.99 16
Kerala 24.57 6 17.23 8 22.73 7
Madhya Pradesh 45.43 23 25.69 27 40.79 22
Maharashtra 29.30 11 17.65 9 24.73 8
Manipur 43.84 21 26.51 28 39.82 21
Meghalaya 55.81 32 20.15 17 49.41 31
Mizoram 37.19 17 14.07 4 26.47 12
Nagaland 45.00 22 23.56 24 41.30 23
Orissa 47.97 26 28.29 30 45.22 27
Punjab 28.04 9 18.47 13 25.25 10
Rajasthan 51.17 30 26.73 29 44,73 26
Sikkim 38.14 18 17.80 11 38.59 20
Tamil Nadu 30.31 12 18.61 15 26.45 11
Tripura 46.32 25 21.97 21 42,71 24
Uttar Pradesh 50.02 28 32.62 32 46.65 29
West Bengal 42.43 19 23.22 23 37.35 18
Andaman & Nicobar Islands 28.80 10 16.32 7 25.24 9
Chandigarh 25.07 7 15.07 5 15.96 2
Dadra & Nagar Haveli 45.66 24 21.95 20 43.64 25
Daman & Diu 23.88 5 15.82 6 19.90 4
Delhi 21.02 3 17.99 12 18.23 3
Lakshadweep 15.67 2 12.26 1 13.89 1
Pondicherry 25.86 8 19.57 16 22.52 6
All India 42.25 23.03 37.42

Source: Estimated from the Report (National Human Development Report, 2001).

Notes: 1. The HPI is a composite of variables capturing deprivation in three dimensions of human
development viz., economic, educational and health. These have been captured by
proportion of population below poverty line, proportion of population without access to
safe drinking water/sanitation/electricity, medical attention at birth/vaccination and
proportion living in Kutcha houses; proportion of illiterate population and children not
enrolled in schools; and proportion of population not expected to survive beyond age 40.
See the Technical Note for the estimation methodology and other details.

2. For sake of completeness, for some variables used in estimating the indices, the data for
small States/UTs. have been estimated/assumed following, in general, principles of
physical contiguity or similarity in socio-economic or demographic profile. The details are
available in the Technical Note.

3. These indices are not comparable with HPIs estimated for 1981 on account of different
variables used for capturing economic deprivation. The change facilitates use of more
appropriate variables available since1991.
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Table 3.37: Number and Percentage of Population Below Poverty Line by
States: 1999-00 (30-Day Recall Period): Rural

General Category States and Assam
No. States/UTs. Number of Percentage| No. States/UTs.  Number of Percentage
Persons of Persons Persons of Persons
(Lakhs) (Lakhs)
In Descending Order of HCR: First Five States In Descending Order of HCR: Third Five States
1 Orissa 143.69 48.01| 11 Gujarat 39.80 13.17
2. Bihar 376.51 4430 12.  AndhraPradesh 58.13 11.05
3. Assam 92.17 40.04 13. Kerala 20.97 9.38
4. Madhya Pradesh 217.32 37.06| 14. Haryana 11.94 8.27
5. West Bengal 180.11 31.85| 15. Himachal Pradesh 4.84 7.94
Total number of poor 1009.8 Total number of poor 135.68
In Descending Order of HCR: Second Five States In Descending Order of HCR: Other States
6. Uttar Pradesh 412.01 31.22| 16. Punjab 10.20 6.35
7. Maharashtra 125.12 23.72| 17.  Jammu & Kashmir 2.97 3.97
8. Tamil Nadu 80.51 2055 18. Goa 0.11 1.35
9. Karnataka 59.91 17.38| Total number of poor 37.75
10. Rajasthan 55.06 13.74
Total number of poor 732.61 All India 1932.43 27.09
Share of first six states in total rural poor (%) 73.6

Source (Basic Data): Government of India, Press Information Bureau, Poverty Estimates, Press Releases, Dated March
11, 1997 and February 22, 2001.

Since nearly 74 of the total poor in India are counted as rural poor, the growth of the
agricultural sector is a critical determinant. The long-term growth in agriculture has been
about 2.5 percent per annum. While growth in non-agricultural activities (including, services)
has picked up during the nineties, agricultural growth continues to be sluggish. The share of
agriculture in GDP is only 25 percent. However, it supports, with some non-agricultural
activities including rural industries, nearly 68 percent of the total population. Both the
average income in rural areas is bound to be lower and subjected to lower growth than the
non-rural areas. Agricultural growth is also highly volatile, making poverty numbers volatile,
because poverty is sensitive both to prices and real incomes. The poverty alleviation strategy
must consider whether it would consist largely of encouraging rural-urban migration, or
tackling the problem while keeping the rural poor within the rural areas. With rural-urban
migration, poverty may only shift from rural to urban areas, unless adequate strategies are put

in place to tackle the urban poverty problem.

Government programmes aimed at rural poverty alleviation have been large in
number and commanded large budgetary resources. The main programmes currently in
operation are Sampoorna Grameen Rozgar Yojana (SGR), Pradhan Mantri Gram Sadak
Yojana, Indira Awaas Yojana (1Y), Pradhan Mantri Gramodaya Yojana (PMG), and Credit-
Cum-Subsidy Scheme for Rural Housing (CCS).
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b. Urban Poverty

In the context of urban poverty, the non-special category states which have a poverty
ratio of above 30 percent are Bihar (32.91), Madhya Pradesh (38.44), Orissa (42.83) and
Uttar Pradesh (30.89). In this case, the number of total urban poor of these four states add to
40.8 percent of total urban poor. However, if we add Maharashtra and Tamil Nadu as states
having a significant number of urban poor, then these six states account for 64 percent of the
urban poor in India. One noticeable pattern is that in the case of the special category states,
the urban poverty head count ratio is quite low. Table 3.38 arranges states according to
descending order of HCR in the context of urban poverty. Eight states, viz., Orissa, Madhya
Pradesh, Bihar, Uttar Pradesh, Maharashtra, Andhra Pradesh, Karnataka, and Tamil Nadu
account for nearly 80 percent of urban poor in the country.

Table 3.38: Number and Percentage of Population Below Poverty Line by
States: 1999-00 (30-Day Recall Period): Urban

No. States/UTs. Urban No. States/UTs. Urban
Urban Percentage Urban Percentage of
Number of  of Persons Number of Persons
Persons Persons
(Lakhs) (Lakhs)
First five States in descending order of HCR Third five States in descending order of HCR including Delhi
1. Orissa 25.40 4283 11. Gujarat 28.09 15.59
2. Madhya Pradesh 81.22 38.44 12.  West Bengal 33.38 14.86
3. Bihar 49.13 3291 13. Haryana 5.39 9.99
4.  Uttar Pradesh 117.88 30.89 14. Delhi 11.42 9.42
5. Maharashtra 102.87 26.81 15. Goa 0.59 7.52
Total number of poor 376.50 Total number of poor 78.87
Second five States in descending order of HCR Other States in Descending order of HCR
6. Andhra Pradesh 60.88 26.63 16. Assam 2.38 7.47
7. Karnataka 44.49 25.25 17. Punjab 4.29 5.75
8. Tamil Nadu 49.97 2211  18. Himachal Pradesh 0.29 4.63
9. Kerala 20.07 20.27 19. Jammu & Kashmir 0.49 1.98
10. Rajasthan 26.78 19.85 Total number of poor 7.45
Total number of poor 202.19 All India 670.07 23.62
Share of first five in total urban poor (%) 56.19 Share of first 8 in total urban poor (%) 79.37

Source (Basic Data): Government of India, Press Information Bureau, Poverty Estimates, Press Release, February 22,
2001.

Urban poverty generally is qualitatively different from rural poverty. While rural
poverty is related more to inadequacy of income, urban poverty is related apart from income
shortfalls to unhygienic conditions of living. Rural poverty has income deficiency at its core;
urban poverty has sanitation and health conditions at its core. Cities attract the rural poor who
often land into or create urban slums. Often construction activities require unskilled labour
drawn from rural areas who colonise places around the construction sites developing into

slum and squatter settlements. In the Indian context, Dandekar and Rath (1971) wrote: “...
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The character of urban poverty is the consequence of the continuous migration of the rural
poor into the urban areas in search of a livelihood, their failure to find adequate means to

support themselves there and the resulting growth of pavement and slum life in the cities”.

Rural poverty is marked by connections to agriculture and land. Urban poverty is
more heterogeneous in income generation and location patterns. Studies of Asian developing
countries in the late 1980s and also West Africa [Hill (1972), Reardon, et. al. (1992)] have
shown that the rural poor depended more on agriculture than the rural non-poor [Quibria and
Srinivasan (1991)]. However, about one-third of rural income, and one-quarter of
employment, typically derive from non-farm activities [Chuta and Liedholm (1981)], but
their prosperity depends substantially on forward and backward production and consumption
linkages [Hazell and Haggblade (1993), Hazell and Ramasamy (1991)].

Urban poverty is quite heterogeneous making formation of anti-poverty policy much
difficult. The urban poor exhibit highly diverse pattern of activities and problems. Lipton and
Ravallion (1995) observe: “It is possible to focus rural anti-poverty policy on improving the
amount, productivity, stability, and distribution of farm inputs, employment, and output, and
their social and physical infrastructures. This is why — despite the urban bias of public
spending and personnel allocation in most LDCs — there is a much clearer and more

production-oriented menu of anti-poverty policies for rural areas than for towns”.

The migration of rural poverty to urban area has been extensively discussed in the
literature. The Harris-Todaro (1970) framework attempts to explain the rural-to-urban
migration mainly in terms of rural-urban expected earning differentials. It implies that
assetless and jobless persons in the rural areas will be attracted more to the urban areas.
However, their failure to be absorbed in the high productivity sector implies that they
effectively transfer their poverty from the rural to the urban areas (Todaro 1969, 1980). Rural
poverty has a tendency to increase the urban immigration for employment which, in turn,
expands the relative size of urban informal sector employment. The residual absorption of
labour in the low productivity informal sector reduces the consumption expenditure per capita
and thus inflates the ratio of urban poverty. Since industrial employment affects the share of
informal sector employment negatively and the latter responds positively to migration from
the rural areas, it is quite likely that among the migrant workers a large majority are engaged

in the informal sector. The above findings tend to lend support to the essence of the ‘over-
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urbanisation’ thesis. Mitra (1992) estimates the elasticity of urban poverty with respect to
rural poverty at mean values. These are in the range of 0.02 to 0.07 in alternative variants of
the model. Mitra, using a recursive model framework, has tested the rural to urban migration
hypothesis in the Indian context, and reported that while there is a clear link between rural
and urban poverty, the elasticity of urban poverty with respect to rural poverty is extremely
low. Since the elasticity of urban poverty with respect to rural poverty is extremely low, it is
not correct in his view to trace the primary cause of urban poverty in the phenomenon of
spillover of rural poverty. In fact, many of the urban poor have been residing in the cities for
several decades—the inflow of rural population into the urban areas just adds at the margin to
the existing magnitude of poverty. Thus for the reduction of urban poverty one has to realise
the importance of urban employment measures instead of seeking its solution only in terms of

rural employment programmes.

The urban informal sector (UIS) has traditionally been linked to both the rural sector
and the urban formal sector through migration and remittances. It is characterised by features
like easy entry, non-implementability of minimum wages, weak safety standards, low capital
requirements, small enterprise units producing goods mainly consumed by the poor. More
recently, the UIS is perceived as a source of strength with its diversity, low unit costs,
heterogeneity of products, and wide range of skills. Lipton and Ravallion (1995) observe: “In
explaining poverty in the UIS, current thinking puts greater emphasis on individual
characteristics such as human capital endowments than on the “structural” features of the
economy arising out of a Todaro (1969) migration equilibrium with a fixed urban sector
wage. Poverty in the rural sector tends to be explained more by low access to physical assets
(particularly land), farm technology, non-farm employment opportunities, and health care and

schooling, than by labour-market distortions as in the urban sector”.

Urbanisation can reduce overall poverty if rural poor are attracted to the cities and
find productive employment. It offers better education facilities, as also better health
facilities, more opportunities to interact, better information base, larger market, and access to
public services like bus transport. However, unless conditions are not adequately conducive,
urbanization may just mean shifting rural poor to urban slums with far worse living
conditions than in the rural areas. The DFID report on ‘Meeting the Challenge of Urban
Poverty’ (2000) observes:
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“Urban poverty is therefore invariably associated with overcrowded, unsanitary
living conditions within large slum settlements, with limited or no access to basic
utilities, or services such as health, education, energy and law and order. Indeed,
in many instances, the lack of access to basic utilities forces the poor to pay many
more times the unit cost of water and energy than the rich do.”

The higher density of urban population also means lower unit delivery costs in respect
of certain services due to economies of scale. On the other hand, the pressure of people on
limited areas, increases the price of land, and also leads to deterioration of the environmental

degradation.

Pack (1998) in a study of a number of U.S. cities contends that a large share of local
public expenditures in cities is poverty related, especially those that are indirectly related. He
finds that the largest poverty-related expenditure burdens come from indirect poverty-related
expenditures—expenditures on police, fire, courts, general administrative functions—rather
than from primary poverty functions like public welfare, health and hospitals. Often the
primary poverty functions of local governments are financed largely by intergovernmental
revenues but other types of expenditures associated with poverty receive little or no
intergovernmental assistance. Many of the expenditures closely related to poverty—in
particular, public welfare and health (although not hospitals)—are financed largely by the
federal and state governments. Nonetheless, the burdens borne by local governments are still
substantial. The main determinants of public expenditures identified in his study that are
related to poverty are listed below:

i. The greater the per capita income of the community, the greater is public
expenditures on the poor. And, the greater the other resources available to the
community, i.e., the lower the tax price to the local residents of a particular bundle
of goods, the greater is the public expenditures on the poor.

ii. Public expenditures also are made to counteract and prevent the negative
externalities generally associated with high poverty rates (Cullen and Levitt, 1996;
Case and Katz, 1991). Crime is one of the most frequently cited examples. There
is a statistically significant positive relationship between poverty rates and crime
rates in these large cities. Additional expenditures on crime prevention, policing
and courts are to be expected where crime rates are higher. There is, however, also
substantial variation in crime rates among cities with similar poverty rates.
Differences in poverty rates among these cities explain about 20 percent of the
difference in crime rates.

iii. Poverty rates may influence expenditures as communities respond to poverty by
providing for poor persons the types of goods believed to influence both the
quality of life of the poor and increase the likelihood of moving out of poverty.
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Thus, greater expenditures might be made on libraries, parks and community
recreation programmes.

iv. Political economy models show that high rates of political mobilisation in the poor
community may result in increased expenditures as elected officials respond to the
preferences of their poor constituents.

v. The costs of delivering services in cities with higher poverty rates has also been
found to be high. This is the case for education, where the costs of educating the
poor have been found to be higher than for the non-poor. Higher salaries may be
needed to attract police officers to cities with higher crime rates, and the elasticity
of expenditures with respect to unit costs has been found to be very low and thus
expenditures increase with unit costs. Ladd and Yinger (1989) find that increases
in the costs of such public functions are not reflected in decreases in the quality of
services demanded, but rather in increasing expenditures.

Pack (1998) draws some important policy conclusions. If poverty is viewed as a
national problem related to macroeconomic policies, migration policy, changes in
intergovernmental aid programmes, then many national policies can be seen to have
contributed to the overall poverty rate and to the very uneven distribution of poverty among
cities. These contribute to the substantial financial responsibility for primary poverty
functions that falls on local own revenue sources even after accounting for intergovernmental
aid. As a result, there are both equity and efficiency arguments for assistance to cities with
high percentage of poor persons. The conclusion that greater assistance to cities is appropriate
is not meant to ignore the argument that a better alternative might be to direct aid to poor
persons, rather than to cities with high poverty rates. The urban poor, it is considered, live
largely in slums or near-slums. They would thus be helped by a shift of investment away
from publicly built, so-called “low-cost” housing for middle-class civil servants, towards

loans for private construction with provision of water and electricity.

In the context of urban poverty in India, the Report of the Sub-Group under the
Working Group on Urban Poverty Alleviation for the Tenth Five Year Plan (Ministry of
Urban Development and Poverty Alleviation, 2001) notes that “Urban poverty in case of
many states is due to lack of development; but in some other states it is because of
development — its nature and sectoral composition”. The Sub-Group Report also notes that
the incidence of urban poverty is negatively related to the size of the town. It observes “the
probability of being poor, given that a person is in a particular town, is the highest in towns

having a population of less than 50,000
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The 49™ round (January-June, 1993) of NSSO carried out a nationwide survey on
‘condition of slum areas in cities’, covering Class I cities in India with population of 1 lakh

or more in1971 census. A slum was defined as follows:

“as a real unit having twenty five or more kutcha structures mostly of temporary
nature, or fifty or more households residing mostly in kutcha structures, huddled
together, or inhabited persons”.

The Government of India, in the context of the Environmental Improvement of Urban
Slums (EIUS) defined “slums™ as:

“A slum area means any area where such dwellings predominate which by reason
of dilapidation, over crowding, faulty arrangement of design of building,
narrowness or faulty arrangement of streets, lack of ventilation, light or sanitation
facilities, inadequacy of open spaces and community facilities or any combination
of these factors, are detrimental to safety, health or morale”.

The NSSO survey showed that there were 117227 declared and undeclared slums in
the country of which 60916 were in the rural sector and 5631 in the urban sector. Around 5
percent of rural slums and 36 percent of urban slums were “declared slums” by the civic
authorities. More than 89 percent of the urban slums were located in residential areas, with 5
and 3 percent of the slums being formed in industrial and commercial areas respectively.

At the all India level, around one-third each of the urban slums had pucca, semi-
pucca, and kutcha structures. Around 65 percent of urban slums had a “tap” as the source of
drinking water, while more than a quarter of the slums get drinking water through a tube
well/hand pump. About 75 percent of urban slums reported electrification. Around 60 percent

of urban slums remained water logged during monsoon.

Around 47 percent of urban slums had pucca (all weather) roads. More than 84
percent of the slums had pucca cartable approach roads. Underground sewerage system
existed in 17 percent of these slums. Drainage system existed in 70 percent of the slums with
35 percent having an open pucca system and 20 percent having an open kutcha system, 8
percent of them having underground and rest having covered pucca system. About 35 percent
of urban slums did not have any arrangement for garbage disposal. In a majority of urban

slums, garbage is disposed off by the municipality or corporation. In 98 percent of urban
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slums, a motorable road, and in 90 percent, primary schools, and in 63 percent, hospital

health centres were available within a distance of 1 km.

Government programmes aimed at urban poverty alleviation have a long history.

Some of the main landmarks are noted below:

1958:

1972:
1985:

1989:

Start of Urban Community Development (UCD) pilot project with an area-
oriented approach.

Start of Environmental Improvement of Urban Slums (EIVS).

Expansion of Urban Basic Services (UBS) programme, already implemented
during 1981-84 in 42 towns with the help of UNICEF to 168 towns.

Four pronged strategy comprising

i. employment creation for low income communities through promotion of
micro enterprises and public works,

ii. housing and shelter upgradation,

iii. social development planning with special focus on development of

children and women, and

iv. environmental upgradation of slums.

With these objectives, two schemes were launched.

1989:

1995:

1997:

I. Nehru Rozgar Yojana (NRY)
ii. Urban Basic Services for Poor (UBSP)

Start of Prime Minister’s Integrated Urban Poverty Eradication Programme
(PMI UPEP) made applicable to 345 Class Il towns and 79 specifically
identified district headquarters and hill areas.

Swarnajayanti Shahri Rozgar Yojana (SJSRY): In SISRY, the earlier schemes

of UBSP, NRY and PMI UPEP were merged. SJISRY has a urban self-employment

programme (USEP) through promoting self-employment ventures, and the urban wage

employment (UWEP) component. It also emphasises creating community structures, and

applicable to all urban town in India. Much of the non-slum urban poor, live on streets, in

and around railway and bus-stations, railway tracks, religious places. They are scattered all

over the place, making urban governance difficult. Poor living conditions in slum and

squatter conditions also leads to exposure to health hazards due to exposure to pollution and

domestic and industrial waste.
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3.15 Poverty and the Tenth Plan

Taking into consideration the growth trajectories of per capita incomes, agriculture
yields, per capita plan expenditure, and the state specific poverty lines, the Tenth Plan
projects state specific poverty head count ratios, assuming that the inflation rate for the

poverty line is the same as that for the overall GSDP.

The overall poverty ratio is expected to decline to 19.3 percent in 2006-07, with most
of the poor being concentrated in just a few states, viz., Bihar, Madhya Pradesh, Orissa, Uttar
Pradesh, West Bengal, and the North Eastern states (Table 3.39). Based on these projections,
some states like Haryana, Himachal Pradesh, Goa, Gujarat, and Punjab will have negligible
levels of poverty. However, taking into account the likely migration to these states from the

other poor states, in some of these states, the poverty ratio has been kept at 2 percent.

The risk factors in this context relate to under-achievement of the targeted growth
rates, and allocation of lower per capita plan expenditures than anticipated. The impact of the
planning process on poverty alleviation can be improved by focusing attention on the high

poverty incidence states rather than relying on a general planning process.

3.16 Summary

It has been noted that since 1973-74, poverty estimates in India based on NSS data
show persistent decline at a rate of almost 1 percentage point every year. Although there is
some debate as to the rate of decline of poverty, especially in the nineties, two features of the
poverty profile in India stand out. One, poverty has become less but spatially more
concentrated. Rural poverty is concentrated in a few poor states. Urban poverty is also
spatially concentrated but in this list some of the middle to higher income states are also
present. Poverty has also become more urbanised in the sense that the number of urban poor
in total poor has increased in almost all states. The increasing urbanisation and spatial
concentration of poverty call for a qualitative change in fiscal policies, making these states
specific and targeted. Rural and urban poverty are qualitatively different and call for different
types of policy intervention. Also, since urban poverty is linked to rural poverty, policies

should also address the issue of its increasing urbanisation of poverty.
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Table 3.39: Poverty Reduction Targets for the Tenth Plan

Sl States/Union Territories Poverty Projection for 2007
No. Rural Urban Combined
Percentage  Number  Percentage Number  Percentage = Number
of Poor of Poor of Poor of Poor of Poor of Poor
1. Andhra Pradesh 4.58 26.97 18.99 41.75 8.49 68.72
2. Arunachal Pradesh 37.89 3.54 4.48 0.14 29.33 3.68
3. Assam 37.89 95.36 4.48 1.78 33.33 97.14
4. Bihar 4481 482.16 32.69 54.74 43.18 536.91
5. Goa 2.00 0.13 2.00 0.16 2.00 0.29
6. Gujarat 2.00 6.88 2.00 4.38 2.00 11.25
7. Haryana 2.00 3.30 2.00 151 2.00 4.81
8. Himachal Pradesh 2.00 1.18 2.00 0.14 2.00 1.32
9. Jammu & Kashmir N.A. N.A. N.A. N.A. N.A. N.A.
10.  Karnataka 7.77 28.66 8.00 16.34 7.85 45.00
11.  Kerala 1.63 4.03 9.34 8.01 3.61 12.04
12.  Madhya Pradesh 28.73 192.07 3177 74.46 29.52 266.54
13.  Maharashtra 16.96 101.61 15.20 72.68 16.18 174.30
14.  Manipur 37.89 8.10 4.48 0.27 30.52 8.37
15. Meghalaya 37.89 7.99 4.48 0.24 31.14 8.23
16.  Mizoram 37.89 1.88 4.48 0.23 20.76 2.12
17.  Nagaland 37.89 8.01 4.48 0.21 31.86 8.22
18.  Orissa 41.72 139.12 37.46 23.57 41.04 162.69
19.  Punjab 2.00 3.40 2.00 1.95 2.00 5.35
20.  Rajasthan 11.09 54.41 15.42 23.44 12.11 77.86
21.  Sikkim 37.89 2.08 4.48 0.03 33.78 212
22.  Tamil Nadu 3.68 12.46 9.64 31.61 6.61 44.07
23.  Tripura 37.89 10.70 4.48 0.28 31.88 10.98
24.  Uttar Pradesh 24.25 373.16 26.17 111.25 24.67 484.41
25.  West Bengal 21.98 137.53 8.98 2221 18.30 159.73
26.  Andaman & Nicobar Islands 3.68 0.10 9.64 0.14 5.82 0.24
27.  Chandigarh 2.00 0.02 2.00 0.19 2.00 0.21
28. Dadra & Nagar Haveli 2.00 0.04 2.00 0.02 2.00 0.06
29. Daman & Diu 2.00 0.03 2.00 0.01 2.00 0.04
30.  Delhi 2.00 0.19 2.00 3.18 2.00 3.38
31.  Lakshadweep 1.63 0.01 9.34 0.02 4.59 0.03
32.  Pondicherry 3.68 0.13 9.64 0.07 7.72 0.83
All India 21.07 1705.26 15.06 495.67 19.34 2200.94
Source: Planning Commission, Tenth Five Year Plan (2002-2007), Vol. 111 — State Plans Trends, Concerns and Strategies.
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Chapter 4: POVERTY, INCOME DISTRIBUTION AND GROWTH PROCESSES

4.1 Introduction

Growth processes have a critical bearing on the nature and incidence of poverty.
Economic growth, in conjunction with other factors, can have a significant impact in
reducing poverty. At the same time, high levels of individual income and asset inequalities
can act as a hindrance in reducing poverty through growth. Thus, both the magnitude of
growth and its distributional dimensions are of importance in the context of poverty

reduction.

4.2  Growth and Poverty Reduction

In his recent work, Srinivasan (2001) observes that although only a few developing
countries have succeeded in sustaining rapid growth for a long period and in reducing poverty
significantly, the evidence does suggest an association between episodes of rapid growth and
poverty reduction. In his view, policies and processes can be identified a priori, some of
which would be expected to generate sustained growth and poverty reduction while others
would not lead either to growth or poverty reduction. A rate of growth that seems to reduce

poverty significantly in one country can have very little effect on the poor of another country.

It is useful to identify the poverty reducing vis-a-vis poverty increasing features of the
growth. In this context, Bardhan (1996) writes:

“In situations of severe capital market imperfections, the escape routes from
poverty for the unskilled and the assetless may remain blocked, while growth
improves the prospects for capital-intensive or skill-intensive projects. The
centripetal forces of growth with increasing returns may drain resources away
from backward regions reinforcing regional polarisation, as economic
geographers have repeatedly shown. Large projects of industralisation and
commercialisation may uproot and disenfranchise sections of the poor from their
traditional habitats and their access to common poverty resources’.

At the same time, there are a number of situations in which equity promotes
efficiency, and lack of equity, hampers it. Rampant poverty breeds crime and ‘extra-legal
appropriative activities’ (Grossman, 1992) and political instability, which can have damaging

consequences for investment and macro-economic efficiency. There is also a link between
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nutritional intake and work efficiency in situations of extreme poverty. A more egalitarian
distribution of land by reducing malnourishment and improving employability of the
currently unemployed, may lead to a rise in the aggregate output in the economy (Dasgupta
and Ray, 1986).

Redistribution policies can support economic growth by correcting market failures,
especially imperfections of the credit and insurance markets that particularly affect the poor.
Expanding access to credit, can make small farmers and artisans economically more viable by
allowing them to enlarge their scale of production, or take up more high-return, high-risk
occupations. Activities like better education and health for the poor have important positive
externalities for the rich. Better education for women is often associated with better
education, nutrition, and health of children (particularly daughters). Similarly, better
opportunities for outside work for young women can lead to socially more beneficial fertility

behaviour through raising marriage age.

Markets and institutions of governance have a critical role in the context of growth,
poverty, and inequality. Changes in institutions for risk taking and sharing, such as the
replacement of informal risk sharing arrangements among members of a small community
(e.g., households in a village) by facilitating participation in well functioning markets, can
affect the pattern of resource allocation, particularly, relating to selection of crops, use of
fertilisers, etc. Growth, and its impact on poverty, are also affected by the efficiency of the

legal system particularly for enforcing rights and contracts.

Rapid growth could be detrimental to poverty reduction if it erodes the asset base of
the poor including common property resources to which they had free access. A shift in
public expenditure away from the provision of subsidies on goods and services extensively
used by the poor to sustain growth promoting investment in infrastructure may adversely
affect poverty. Unsustainable growth brought about through inflationary financing could

increase poverty.

4.3  Growth and Poverty Reduction: Some Empirical Results

Datt (1997, 1999), Datt and Ravallion (1992, 1997, 1998a, 1998b) and Ravallion and
Datt (1996a, 1996b, 1999) have analysed the determinants of and factors (including policy
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instruments) that influence the trends in poverty. Some of their main findings can be
summarised as follows: One, poverty ratio falls by one percent for every one percent increase
in net domestic product per capita; and two, a decomposition of the changes in poverty ratio
into a growth component (i.e., growth in mean consumption) and a redistribution component,
shows that nearly 87 percent of the observed decline in poverty ratio was accounted for by
the growth component. The decomposition of growth and income distribution and their
impact separately on poverty is discussed later in this chapter. Further, the sectoral
composition of growth is important as rural economic growth contributes far more to poverty
reduction than urban economic growth. Also, initial conditions relating to human resources
and infrastructural development accounted for a sizeable share of the differences between

states in reducing rural poverty.

Ravallion and Datt (1999) address the problem of why growth is more pro-poor in
some economies than others. They examine the evolution of poverty measures across major
states in India which facilitates the construction of a long time series. Cross-state differences
in the poverty-reduction impact of various growth sources in India are then tested and
analyzed. Ravallion and Datt use the diverse experiences of states to shed light on the
question whether these differences are due to variations in rates and sectors of growth, or
whether there are differences in the actual impact of that growth. Given that the latter factor
is found to be important, Ravallion and Datt examine further the ways in which differences in
initial state conditions can affect the poverty-reducing effects of growth. Their starting point
is based largely on modelling aggregate (rural and urban) poverty measures, and relaxing the
traditional assumption that the impact of growth on poverty reduction is uniform across

states.

Ravallion and Datt’s study reveals that, in the long-run, the geographic breakdown of
India’s non-farm economic growth has not been pro-poor. Non-farm growth is more pro-poor
when initial conditions in the states indicate higher female literacy rates, higher initial farm
yields, lower infant mortality, and lower urban-rural disparities in consumption levels and
landlessness. When these variables are controlled, initial urbanization rates and initial non-
farm product are not found to have a significant impact on the non-farm output elasticity of
poverty. By using state poverty measures for India over 1960-1994, while allowing for state
fixed effects, Ravallion and Datt found that higher farm yields, higher state development

spending, higher urban and rural non-farm output and lower inflation were all poverty
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reducing. The null hypothesis that all these variables, except for non-farm growth, had the
same elasticity across states for a given poverty measure, could not be rejected. But the
elasticity of poverty to non-farm growth differed significantly across states, allowing
Ravallion and Datt to derive a state-specific measure of how pro-poor economic growth was

over this period in India.

It was also found that the national rate of growth depended on the geographic
distribution of growth as well as its overall rate. Again, differences in initial conditions were
reflected in cross-state differences in the impact of non-farm economic growth on
consumption poverty. The sectoral breakdown of growth was more significant to poverty
reduction in states with lower standards of initial conditions. For a growing non-farm
economy, human resource development and more equal land distribution seem to be strongly
connected to poverty reduction, as is literacy for pro-poor growth. For example, more than
half of the difference between the elasticity of the head count index of poverty to non-farm
output for Bihar (the state with lowest elasticity) and Kerala (the highest) is attributable to the
latter's substantially higher initial literacy rate (Ravallion and Datt 1999, p. 20).

In the Ravallion and Datt (2001) study, the data set consists of 15 states and annual
observations pertaining to the period 1960 to 1994. Three sets of poverty indices were used as
dependent variables, viz., the head count index, the poverty gap index and the squared
poverty gap index. The output variables are: (i) real agricultural output per hectare of net
sown area, and (ii) real non-agricultural output per person. After trying out various
specifications, Ravallion and Datt accepted the results were the coefficient of real agricultural
output is common across states but the impact non-farm output is different in different states.
In both cases higher output leads to a reduction in the poverty ratio. With respect to the head
count ratio, one percentage point in real agricultural output per hectare of net sown area leads
to a reduction of 0.11 percent. In the case of non-agricultural output per person, the impact of
growth of one percent leads to a reduction in the head count ratio but the impact differs

across states ranging from 0.13 percent in Bihar to 0.62 percent in West Bengal.

Increase in real per capita state development expenditure, which represents a fiscal
variable is also shown to have a negative impact on the poverty index. One percent increase
in per capita development expenditure leads to 0.14 percent fall in the head count ratio. This

influence is also hypothesised as uniform across states. The influence of the inflation rate is
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poverty increasing. One percent increase in the inflation rate leads to a 0.42 percent increase

in the poverty. The results are summarised in Table 4.1.

Table 4.1: Regressions for the State Poverty Measures Allowing for
Inter-State Differences in Elasticities to Non-Farm Output

Variables Head Count Index Poverty Gap Index Squared Poverty Gap Index
Coefficient t-Ratio  Coefficient t-Ratio Coefficient t-Ratio
Real agricultural output per -0.11 -4.74 -0.201 -5.46 -0.271 -5.35

hectare of net sown area (current +

lagged) (YLD)

Real per capita state development -0.14 -2.57 -0.241 -2.79 -0.338 -2.86
expenditure lagged (GOV)

Real non-agricultural output per person: current + lagged (NFP)

Andhra Pradesh -0.291 -8.89 -0.425 -8.19 -0.524 -7.37
Assam -0.199 -5.05 -0.259 -4.13 -0.314 -3.65
Bihar -0.13 -2.59 -0.335 -4.21 -0.501 -4.58
Gujarat -0.285 -6.93 -0.444 -6.81 -0.55 -6.14
Karnataka -0.249 -7.06 -0.36 -6.42 -0.444 -5.77
Kerala -0.542 -14.8 -0.859 -14.79 -1.087 -13.64
Madhya Pradesh -0.184 -4.92 -0.318 -5.35 -0.421 -5.16
Maharashtra -0.191 -5.04 -0.248 -4.13 -0.27 -3.27
Orissa -0.33 -9.67 -0.531 -9.8 -0.7 -9.42
Punjab and Haryana -0.343 -10.09 -0.466 -8.65 -0.554 -7.49
Rajasthan -0.336 -7.39 -0.493 -6.84 -0.605 -6.11
Tamil Nadu -0.277 -7.97 -0.397 -7.2 -0.479 -6.33
Uttar Pradesh -0.253 -6.12 -0.359 -5.47 -0.444 -4.93
West Bengal -0.618 -11.57 -0.937 -11.06 -1.204 -10.35
Jammu & Kashmir -0.176 -5.12 -0.23 -4.21 -0.273 -3.65
Inflation rate (INF) 0.419 5.19 0.587 4.58 0.704 4.00
Time trend 0.017 6.46 0.027 6.51 0.036 6.21
Root mean square error 0.094 0.1491 0.2047

R2 0.918 0.918 0.91

Source: Ravallion and Datt (2001).

Note: All variables are measured in natural logarithms. The dependent variables are log poverty measures. A positive
(negative) sign indicates that the variable contributes to an increase (decrease) in the poverty measure. The estimated
model also included state-specific intercept effects, not reported in the Table. The number of observations used in the
estimation is 272.

In discussing their results, Srinivasan (2001) argues that viewing parameters of a
relationship between two endogenous variables (in this case, poverty and net domestic
product) as stable and as reflecting deeper processes is incorrect. Also, data problems, in
particular due to changes in sample design, plague their analysis of data that go back to the
1950s. Conditions in terms of rural development (in both absolute terms and relative to urban
areas) and human resources, low farm productivity, low rural living standards relative to
urban areas and poor basic education all inhibited the prospects of the poor participating in

growth of the non-farm sector.

Recent evidence emphasises the negative impact of inequality on growth. Both
income inequality and asset inequality have a material impact on growth. Roland Benabou

(1997) refers to at least 13 cross-country empirical analyses in the 1990’s reporting a negative
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effect of inequality on growth. Authors have speculated that inequality slows growth because
it generates political and macroeconomic instability, leads to higher fiscal deficit reflecting
the median voter’s interests, and given weak capital markets and resulting liquidity
constraints for the poor, reduces savings and investments, especially in human capital. The
study by Birdsall, et. al. (1995) contrasts the virtuous cycle coming from high accumulation
of human capital and labour-demanding export expansion in East Asia with the vicious cycle

of import substitution and limited education in Latin America.

Higher initial income inequality is negatively associated with long-term growth.
Differences in the rate of capital accumulation account for an important part of differences in
growth rates across countries. Asset inequality appears to be even more important. With
variables measuring initial asset inequality (i.e., initial land distribution and the initial
distribution of human capital) in the equation, income inequality itself is no longer
statistically significant. The effect of education inequality persists when other determinants of
growth are included, and as the dummy variable for countries of the Latin American and
Caribbean region shows, any region-specific effect of income inequality disappears once

asset inequality is accounted for.

Estimates indicate that the elasticity of income growth of the poor with respect to
overall growth is well above 1. Initial inequalities in the distribution of land and of human
capital have a clear negative effect on economic growth, and the effects are almost twice as
large for the poor as for the population as a whole. An unequal distribution of assets,
especially of human capital, affects overall growth, and it affects income growth of the poor
disproportionately. A more equitable distribution of assets increases the incomes of the poor,
reducing poverty directly. Also, by reducing the negative effect on growth of income

inequality, it increases aggregate growth and further reduces poverty indirectly.

4.4 Growth and the “Elasticity of Connection”

Timmer (1997) has also examined the link between growth and poverty reduction
using a different analytical model while using a cross-country framework. Timmer estimated
what he calls the “elasticity of connection' between the poor and the rest of the economy.
This elasticity indicates the extent to which the poor share in the overall GDP growth. In
particular, it is defined as the degree to which a percentage increase in overall GDP translates
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into a percentage increase in the income of the poorest quintile. Instead of using regressions
based on growth episodes, Timmer regresses the level of per capita GDP growth on the level
of income for all five income quintiles simultaneously, using a fixed-effects framework. This
model found that while the poor do participate in growth in many economies, the extent of
their participation is much lower in more unequal countries. While the poor do benefit from
growth on average, this average masks a great deal of variation and the poor are particularly

disadvantaged in unequal countries.

In some economies, the incomes of the poor have grown faster than per capita GDP,
and in others, the poor have been left behind. Economic structure, particularly sectoral
composition of growth, affects poverty alleviation. In developing countries with highly
unequal income and asset distribution, the poor may be substantially disadvantaged in the

growth process.

In estimating the elasticity of connection, Timmer regresses the level of income of
each quintile on overall per capita GDP, by including country and time fixed effects (dummy
variables for each country included and for each decade from the 1960’s to the 1990’s). The
country fixed affects allow shifts in the regression intercept for each country, but assume the
same slope, or elasticity of connection, for all countries. The fixed effects for decades allow a
shift in the regression intercept for each 10-year decade. As the model examines the sectoral
composition of growth between agriculture and non-agriculture, the countries included are
those that have a significant agriculture sector, are reasonably large, and are considered

developing countries.

Timmer finds that in unequal countries, there is a pronounced Kuznets effect: the
elasticity of connection for the poorest quintile is significantly lower than for the higher
quintiles: the poor appear to be much more disconnected from the growth process in these
economies. The elasticity of connection for the poorest quintile is 0.257 for agriculture and
0.449 for non-agriculture. In contrast, for those economies with better income distribution,
the elasticity of connection for the poor in the agriculture sector is 1.146 and 1.018 for non-
agriculture. This is slightly higher than the elasticities for the upper quintiles, suggesting a

slight "anti-Kuznets" effect in these economies.
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These results indicate that two fundamentally different growth processes may be at
work with respect to the role of labor productivity in agriculture and non-agriculture. In
countries where the income gap is relatively small, labour productivity in agriculture is
slightly but consistently more important in generating incomes in each of the five quintiles.
Also more, agricultural productivity has a noticeable “anti-Kuznets” effect in these countries.
A similar effect is seen for the non-agricultural sector and this impact is even more important
for the poor because the non-agricultural sector is large (on average 75 percent of the overall

economy). It grows faster than the agricultural economy over sustained periods of time.

The contrast with countries where the relative income gap is large, i.e., more than
twice the average per capita income, is sharp. In the poorest quintile, workers are virtually
disconnected from the national economy. The elasticity of connection rises sharply by

income class and exceeds one for the top quintile.
45  Growth, Income Distribution and Poverty: Some Results for India

a. Cumulative Distribution Function

Cumulative Distribution Function (CDF) indicate the change in poverty incidence as a
result of shifts in the poverty line. In Figure 4.1, the x-axis shows nominal values and y-axis
shows the cumulative percent of the population. If the poverty line intersects the CDF in a
steep part, a small change in the poverty line will cause a large increase in the incidence of

poverty.
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Figure 4.1: Cumulative Distribution Function
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4.6 Inequality, Growth and Poverty

The incidence of poverty is fully determined by mean income and inequality in
income. An increase in mean income and a reduction in inequality of income can both lead to
a reduction in the incidence of poverty. Their combined poverty reducing effect can be quite

substantial.

In Figure 4.2, the distribution of income is shown. The vertical axis shows the
percentage of households with incomes of different levels. Incomes are shown on the
horizontal axis. The mean income is shown by line p and the poverty line by the line P. A

shift in the mean income will shift the entire income distribution curve to the right.

If there is uniform growth as shown in Figure 4.2, the income distribution curve shifts
to the right. Mean income increases from U to U'. The poverty line intersects the income
distribution curve to the left of the earlier intersection showing a reduction in poverty. In
Figure 4.3, if the mean income remains unchanged but inequality is reduced, the curve
becomes more dense around the mean. In this case also, the poverty line intersects the new

income distribution curve at a lower height, showing reduction in poverty.
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Figure 4.2: Higher Growth: Mean Income Shifts
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Figure 4.3: Better Income Distribution, Same Mean Income

In the context of the interface between growth and poverty, it is useful to decompose
the impact of income growth and income distribution on poverty. One major policy concern
in recent years has been whether wide differences in the poverty across regions in India are
due to the differences in the mean income or the differences in the distribution of income
(Dhongde: 2003). There have been several attempts in the past to decompose the total change
in poverty over a period of time (Kakwani and Subbarao: 1990, Datt and Ravallion: 1992
Shorrocks and Kollenikov: 2001, Dhongde: 2002). In a recent Study, Dhongde (2003)
analysed how much of the total differences in the State and National level poverty can be
explained by differences between state and national mean income and differences in their
income distribution. Based on NSSO data, decomposition of poverty is done for the year
1999-00%. Income level is proxied by mean consumption expenditure® for both rural and
urban areas. Fifteen major States in India are included, which account for around 97 percent
of the total population of the country. Because of the differences in the price level, the data

are adjusted for price fluctuations by the using official poverty line.

The study noted that in the year 1999-00, the performance of the states differed
significantly in terms of their mean level of income and distribution of income. The mean
consumption expenditure and the corresponding Gini coefficients are shown in Table 4.2.

Having estimated mean income (proxied by consumption expenditure) and distribution

2 For a detailed methodology on spatial decomposition of poverty see Dhongde (2003).
® The expenditure series is not only more stable than the income series but also the differences in the income
and expenditure narrows down considerably when considered for the poor (Dhongde, 2003).

98



reflected in their respective gini coefficients, spatial decomposition of poverty showed that
the differences in the poverty between state and national level is largely explained by the
differences in their mean income. In all cases, except one, higher than average mean income
level implied lower than average poverty level and vice versa. However, there were certain
exceptions in urban areas where low level of poverty was the result of not only higher levels
of income but also more equitable distribution of income. The study draws important policy
implications arguing for higher rates of growth of income at state level where the poverty
levels are very high.

Table 4.2: Per Capita Consumption Expenditure and their Gini Coefficients

States Mean Per Capita Exp. Gini Coefficients

Rural Urban Rural Urban
Andhra Pradesh 604.35 808.30 0.26 0.33
Assam 404.70 1117.11 0.22 0.31
Bihar 403.90 776.13 0.23 0.34
Gujarat 592.36 850.49 0.24 0.30
Haryana 656.83 1043.85 0.24 0.28
Karnataka 583.19 786.03 0.28 0.34
Kerala 711.91 913.45 0.32 0.34
Madhya Pradesh 462.63 675.98 0.27 0.33
Maharashtra 533.61 808.11 0.27 0.35
Orissa 415.00 676.47 0.26 0.33
Punjab 725.22 1104.52 0.27 0.29
Rajasthan 546.92 788.83 0.23 0.30
Tamil Nadu 613.36 951.57 0.31 0.40
Uttar Pradesh 485.06 750.79 0.26 0.33
West Bengal 533.37 1007.62 0.29 0.36

Source: Dhongde (2003).

Dhongde (2003) looks at the incidence of poverty of states in India in 1999-00 in
relation to the all India poverty levels. The study aimed at measuring as to how much of the
total difference of poverty of a state and poverty at the all India level could be explained by
the difference in the mean incomes as compared to extent to which it could be explained by
the difference in the distribution of income.

The study finds that the difference between state and national level poverty is largely
explained by the difference in the mean incomes. Differences in state and all India
distribution of income were less important in explaining differences in poverty levels.

There were some exceptions, particularly for urban poverty where low levels of

poverty resulted not only from a higher income level but also better distribution of income.
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The main results of the study are summarised in Tables 4.3 and 4.4. The poverty
ratios are adjusted for differences in state prices (See Dhongde, 2003). In the case of rural
poverty, states with higher than national poverty HCR like Assam, Bihar, Madhya Pradesh,
Orissa, and Uttar Pradesh, it is the difference in mean incomes which more than fully

explains the difference.

Table 4.3: Decomposition of the Head Count Ratio in 1999-00: Rural

States Head Count Total Difference Mean Distribution
Ratio* with all India Component Component
(Percent) Ration (Percentage (Percentage
(Percentage Points) Points) Points)
Andhra Pradesh 11.76 13.06 9.29 3.77
Assam 37.46 -12.63 -20.78 8.15
Bihar 40.6 -15.80 -22.38 6.59
Gujarat 12.40 12.43 7.72 4,71
Haryana 8.40 16.43 12.73 3.70
Karnataka 16.38 8.44 7.50 0.95
Kerala 12.88 11.94 17.22 -5.28
Madhya Pradesh 32.96 -8.14 -9.28 1.14
Maharashtra 21.96 2.86 1.83 1.03
Orissa 40.96 -16.13 -18.42 2.29
Punjab 7.91 16.92 16.50 0.41
Rajasthan 12.98 11.85 3.31 8.53
Tamil Nadu 18.98 5.84 10.15 -4.30
Uttar Pradesh 27.43 -2.61 -5.39 2.78
West Bengal 23.95 0.87 1.81 -0.94
All India 24.83

Source: Dhongde (2003).
Note: * Head count ratio expressed in percent terms.

Table 4.4: Decomposition of the Head Count Ratio in 1999-00: Urban

States Head Count Total Difference Mean Distribution
Ratio* with all India Component Component
(Percent) Ration (Percentage (Percentage
(Percentage Points) Points) Points)
Andhra Pradesh 26.35 -1.37 -1.95 0.58
Assam 9.54 15.44 10.38 5.06
Bihar 29.42 -4.43 -4.15 -0.29
Gujarat 17.82 7.16 0.54 6.63
Haryana 8.61 16.38 7.31 9.06
Karnataka 27.20 -2.22 -3.15 0.93
Kerala 20.25 4.74 3.73 1.00
Madhya Pradesh 36.47 -11.49 -13.23 1.74
Maharashtra 28.68 -3.69 -1.83 -1.86
Orissa 36.71 -11.73 -11.00 -0.72
Punjab 6.90 18.08 9.90 8.18
Rajasthan 21.39 3.59 -3.09 6.68
Tamil Nadu 23.81 1.17 2.92 -1.75
Uttar Pradesh 29.88 -4.90 -5.98 1.08
West Bengal 16.49 8.49 8.45 0.04
All India 24.98

Source: Dhongde (2003).
Note: * Head count ratio expressed in percent terms.
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In the case of urban poverty, cases where the inequality component also appears to be

important are Gujarat, Haryana, Punjab and Rajasthan.

Deaton (September 2002, EPW) speaks of (P. 3744) two areas of “regression” during
the nineties: increase of economic inequality and the decline in female-male ratio among
children from 945 girls per thousand boys in the 0-6 years age-group in 1991 to 927 girls per
thousand boys in 2001. He argues that economic growth may facilitate the spread of sex-
selective determination by making use of the sex-determination technology more affordable.
The largest declines of the female-male ratio among children between 1991 and 2001
occurred in some of the better-off states, viz., Gujarat, Haryana, Himachal Pradesh, Punjab
and Delhi.

Deaton (2002) provides a decomposition of the fall in the poverty head count ratio
between 1993-94 and 1999-00 as being due to growth and change in inequality (Tables 4.5
and 4.6). It is clear that a very large portion of the decline is attributable to growth rather than
any reduction in inequality. Growth implies an increase in average per capita expenditure
(APCE). Column 2 in Table 4.5 shows Deaton’s estimate of percentage point reduction in
HCR associated with a distribution neutral 1 percent increase in APCE. This derivate depends
posively on the fraction of people living at or near the poverty line. His estimates show
(column 4 in Table 4.5) that growth alone would have reduced the poverty HCR more than
the actual, imply the impact of increased inequality in reducing the effect of growth. In the
case of rural poverty, growth almost fully accounts for the reduction of poverty with much
adverse impact of worsened income distribution. In the case of urban poverty, the influence
of increased income inequality is relatively larger, but the influence of growth is

predominant.

Table 4.5 shows that inequality in urban incomes is much higher than that in rural

incomes.

For updating the official poverty line used by the Planning Commission, CPIAL and
CPIIW are reweighted using national level consumption patterns of people around the
poverty line in 1973-74. The basic price data are the same as for CPIAL and CPIIW, but the
commodity level prices are weighted using the more recent and more poverty relevant

weights.
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Table 4.5: Growth and the Head Count Ratio, 1993-94 to 1999-00

States HCRs, Derivative Six  Changein Change
with Years HCRs;5 in
Respect to Growth  Inequality = HCRs;s
Growth Fixed Actual

Rural
Andhra Pradesh 29.2 -0.90 2.8 -2.5 -3.0
Assam 35.4 -1.27 0.9 -1.4 0.1
Bihar 48.6 -1.06 6.9 -8.2 -1.4
Gujarat 325 -0.91 15.1 -12.1 -12.4
Haryana 17.0 -0.63 31.0 -12.9 -11.3
Himachal Pradesh 17.1 -0.75 16.2 -8.3 -7.3
Jammu & Kashmir 10.1 -0.50 5.4 -2.6 -4.0
Karnataka 37.9 -0.91 9.5 -9.0 -7.2
Kerala 19.5 -0.62 19.6 -10.3 -9.5
Madhya Pradesh 36.6 -0.93 6.6 -6.5 -5.3
Maharashtra 42.9 -0.81 14.1 -10.9 -11.0
Orissa 435 -1.04 1.4 -1.2 -0.5
Punjab 6.2 -0.34 20.2 -4.0 -3.8
Rajasthan 23.0 -0.78 7.0 -5.5 -5.7
Tamil Nadu 38.5 -0.90 15.7 -13.3 -14.1
Uttar Pradesh 28.6 -0.79 8.3 -6.6 -7.2
West Bengal 25.1 -0.97 2.1 -2.0 -3.2
All India 33.0 -0.88 8.7 -6.8 -6.7

Urban
Andhra Pradesh 17.8 -0.62 18.5 -9.0 -6.9
Assam 13.0 -0.64 8.8 3.1 -1.2
Bihar 26.7 -0.79 4.8 -4.0 -2.0
Gujarat 14.7 -0.55 20.9 -8.7 -8.3
Haryana 10.5 -0.47 23.0 -6.3 -6.0
Himachal Pradesh 3.6 -0.26 28.5 -2.9 2.4
Jammu & Kashmir 3.1 -0.15 8.0 -0.4 -1.8
Karnataka 214 -0.60 26.5 -12.9 -10.6
Kerala 13.9 -0.46 18.2 -7.1 -4.2
Madhya Pradesh 18.5 -0.63 14.1 -8.0 -4.6
Maharashtra 18.2 -0.45 16.7 -6.1 -6.2
Orissa 15.2 -0.54 0.0 0.1 0.4
Punjab 7.8 -0.38 17.9 -4.9 -4.4
Rajasthan 18.3 -0.59 15.4 -8.4 -7.5
Tamil Nadu 20.8 -0.66 25.1 -12.9 -9.6
Uttar Pradesh 21.7 -0.59 10.1 -6.0 -4.4
West Bengal 15.5 -0.56 11.5 -5.8 -4.3
Delhi 8.8 -0.26 30.7 -5.7 -6.4
All India 17.8 -0.56 16.6 -7.4 -5.9

Source: Deaton and Dreze (2002).

The “double information asymmetry” problem arises when higher level governments

do not know what is needed, and local governments do not know how to do it.
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Table 4.6: Inequality Measures

States Log AM-LogGM? Variance of Logs
50™ 55™ 55" 50 Round 55™ 55™
Round Round Round Round Round
Adjusted Adjusted
Andhra Pradesh 0.14 0.09 0.13 0.24 0.17 0.22
Assam 0.05 0.07 0.06 0.10 0.13 0.11
Bihar 0.08 0.07 0.08 0.16 0.13 0.16
Gujarat 0.10 0.09 0.11 0.17 0.18 0.18
Haryana 0.16 0.10 0.23 0.28 0.19 0.31
Himachal Pradesh 0.13 0.10 0.14 0.22 0.17 0.24
Jammu & Kashmir 0.10 0.06 0.07 0.16 0.12 0.14
Karnataka 0.12 0.10 0.12 0.21 0.18 0.22
Kerala 0.15 0.14 0.16 0.26 0.24 0.27
Madhya Pradesh 0.13 0.10 0.12 0.22 0.18 0.22
Maharashtra 0.16 0.11 0.16 0.27 0.20 0.28
Orissa 0.10 0.10 0.12 0.18 0.18 0.21
Punjab 0.13 0.10 0.14 0.22 0.19 0.24
Rajasthan 0.12 0.07 0.10 0.20 0.14 0.18
Tamil Nadu 0.16 0.14 0.15 0.27 0.23 0.24
Uttar Pradesh 0.13 0.10 0.12 0.23 0.18 0.21
West Bengal 0.11 0.09 0.08 0.17 0.15 0.15
All India — Rural 0.14 0.11 0.14 0.23 0.21 0.24
Andhra Pradesh 0.17 0.16 0.17 0.30 0.29 0.33
Assam 0.13 0.16 0.14 0.25 0.30 0.27
Bihar 0.15 0.17 0.17 0.27 0.30 0.30
Guijarat 0.14 0.14 0.14 0.25 0.25 0.26
Haryana 0.13 0.14 0.15 0.24 0.27 0.28
Himachal Pradesh 0.38 0.16 0.42 0.37 0.29 0.40
Jammu & Kashmir 0.13 0.09 0.12 0.24 0.16 0.21
Karnataka 0.16 0.18 0.17 0.31 0.32 0.34
Kerala 0.20 0.17 0.22 0.31 0.32 0.37
Madhya Pradesh 0.18 0.17 0.18 0.29 0.29 0.33
Maharashtra 0.21 0.21 0.21 0.40 0.36 0.40
Orissa 0.15 0.14 0.16 0.29 0.26 0.29
Punjab 0.13 0.14 0.14 0.23 0.25 0.25
Rajasthan 0.14 0.13 0.14 0.25 0.23 0.26
Tamil Nadu 0.21 0.27 0.20 0.39 0.34 0.35
Uttar Pradesh 0.17 0.18 0.19 0.31 0.31 0.34
West Bengal 0.19 0.20 0.19 0.34 0.31 0.35
Delhi 0.29 0.21 0.30 0.43 0.39 0.46
All India — Urban 0.19 0.20 0.21 0.34 0.34 0.37
All India 0.17 0.18 0.19 0.29 0.29 0.32

Source: Deaton and Dreze (2002).
Note: AM is the arithimetic mean, and GM is the geometric mean. The difference in their logarithms is
mean relative deviation, which is a measure of inequality.

Bhalla (2002) uses the concept of ‘Shape of Distribution Elasticity’ (SDE), which
indicates proportionate change in the HCR, following a one percent change in growth,

assuming that there is no change in the distribution. He defines

dP = (g + I)* SDE
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where dP is the change in the head count ratio, g is the growth in average per capita
consumption and i is the change in the share of consumption of the poor on or near the

poverty line.

For rural Assam, the SDE is high at 1.3 in 1983. For urban Maharashtra, it is low at
0.6 in 1983. Bhalla (2003) argues that the kind of elasticities estimated by Ravallion and Dutt
are not so relevant for predicting changes in the poverty HCR. One has to take into account
the shape of the income distribution curve around the poverty line. The higher the SDE, the
larger would be the impact of an increase in the growth rate in reducing the poverty HCR.
Bhalla (2003) observes “ ... if the impact of growth is assessed via the ‘mediation’ of SDE,
then the correct growth-poverty elasticity is often 50 to 100 percent larger than one which is

conventionally estimated.

In Tables 4.7 to 4.9, Bhalla gives state-wise estimates of SDE for rural, urban and
combined India for 1983 and estimates the HCR for 1999 using change in inequality and
change in growth of per capita consumption over 1983 to 1999.

Table 4.7: Growth Inequality Poverty Connections: Rural India, 1983-1999

States Gini Changein  Change in Growth in Per Total SDE Change in HCR HCR HCR
Gini  Inequality Capita Growth
Consumption
1983 1999  (1983-99)  (1983-99) (1983-99)  (1983-99) 1983  Predicted Annual 1983 1999
(1983-99)  (1983-99)

Andhra Pradesh 29.7 23.8 -22.1 14.6 9.0 23.6 0.8 -19.0 -16.2 27.3 11.0
Assam 20.0 20.3 15 -2.5 1.9 -0.6 13 0.9 -3.9 44.3 40.4
Bihar 26.2 20.8 -23.1 7.1 18.6 25.7 0.8 -20.4 -20.9 65.3 44.4
Guijarat 26.6 23.8 -11.1 43 17.8 221 0.9 -18.9 -16.9 29.3 125
Haryana 28.4 24.9 -13.2 7.3 175 24.8 0.8 -20.5 -14.0 215 7.4
Himachal Pradesh 27.2 245 -10.5 10.0 121 221 0.7 -14.9 -10.3 18.4 8.0
Karnataka 30.9 24.4 -23.6 16.7 13.2 29.9 0.8 -23.7 -19.1 36.3 17.2
Kerala 31.9 28.9 -9.9 7.6 37.0 44.6 0.9 -39.3 -30.7 40.1 9.4
Madhya Pradesh 29.7 25.4 -15.6 10.1 6.9 17.0 0.9 -14.4 -12.8 50.3 374
Maharashtra 29.1 26.2 -10.5 5.6 22.1 21.7 0.9 -24.0 -22.9 46.3 23.4
Orissa 27.1 24.7 -9.3 3.2 22.8 26.0 0.8 -21.2 -20.0 68.5 48.4
Punjab 28.8 253 -13.0 13.7 6.7 20.4 0.5 -9.8 -7.9 141 6.2
Rajasthan 34.6 21.3 -48.5 318 1.6 33.4 0.7 -24.7 -20.9 34.3 134
Tamil Nadu 36.6 28.4 -25.4 154 30.1 45.5 0.8 -35.9 -34.1 54.4 20.4
Uttar Pradesh 29.1 24.9 -15.6 8.1 11.9 20.0 0.9 -17.1 -16.0 47.4 314
West Bengal 29.9 24.6 -28.0 143 26.2 40.5 0.8 -31.6 -32.8 64.3 315
India 30.4 26.3 -14.5 7.8 18.5 26.3 0.9 -24.2 -20.9 48.2 27.3

Source: Bhalla (2003).
Notes: 1. SDE is the 'shape of distribution elasticity' defined as the expected change in the poverty for each 1 percent of growth assuming
that distribution of income remains unchanged.
2. Inequality change is the (log) change in the consumption share of the poor. This change is computed as the change in the share of

the bottom 20 percent, if the HCR for the base year 1983, was below 25 per cent, or of the bottom 40 percent if the HCR in 1983
was between 25 and 45 percent, etc.

. Total growth in income is the sum of (log) growth in per capita consumption and log change in inequality.

. Predicted change in head count ratio is given by the product of total growth and SDE.

5. Source of data: unit record NSS data for 1983 and 1999.

A~ w
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Table 4.8: Growth Inequality Poverty Connections: Urban India, 1983-1999

States Gini Changein  Change in Growth in Per Total SDE Change in HCR HCR HCR
Gini  Inequality Capita Growth (1983) (1983)  (1999)
(1983-99)  (1983-99) Consumption  (1983-99)
(1983-99)

1983 1999 Predicted Annual

(1983-99)  (1983-99)
Andhra Pradesh 33.1 315 -5.0 1.6 28.8 30.4 0.7 -22.1 -23.7 51.2 27.4
Assam 26.1 325 21.9 -13.3 28.9 15.6 0.9 -13.7 -8.6 16.4 7.7
Bihar 30.4 32.3 6.1 -2.9 10.1 7.2 0.8 -5.4 -3.8 38.0 34.2
Gujarat 28.7 29.1 1.4 -2.2 31.6 29.4 11 -31.8 -22.3 37.3 15.0
Haryana 38.7 29.1 -28.5 15.6 15.6 0.9 -17.3 27.4 10.1
Himachal Pradesh 447 30.7 -37.6 30.0 35.4 65.4 0.4 -27.2 -19.1 22.2 31
Karnataka 34.2 32.8 -4.2 4.3 26.4 30.7 0.7 -21.7 -19.1 44.2 25.1
Kerala 40.5 32.6 -21.7 13.4 24.2 37.6 0.6 -24.2 -22.4 42.4 20.0
Madhya Pradesh 30.0 31.9 6.1 -4.3 21.2 16.9 0.8 -13.7 -15.8 54.3 38.5
Maharashtra 34.6 35.4 2.3 -0.1 -1.6 -1.7 0.6 1.0 0.9 26.3 27.1
Orissa 29.1 29.6 1.7 -0.7 -3.1 -3.8 0.9 3.4 2.3 41.2 435
Punjab 35.6 29.4 -19.1 22.6 254 48.0 0.6 -26.8 -19.0 24.4 5.4
Rajasthan 33.8 28.5 -17.1 12.6 15.2 27.8 0.8 -21.6 -17.7 37.2 19.5
Tamil Nadu 35.2 38.8 9.7 -5.5 41.2 35.7 0.7 -26.1 -25.7 48.5 22.8
Uttar Pradesh 31.8 33.2 4.3 -3.1 22.6 19.5 0.8 -15.9 -14.2 45.3 31.1
West Bengal 335 34.6 3.2 1.8 11.9 13.7 0.8 -10.3 -6.2 21.3 15.0
Delhi 36.0 36.2 0.6 -2.2 36.9 34.7 0.7 -23.3 -17.8 27.0 9.2
India 33.9 34.7 2.3 -1.8 315 29.7 0.8 -22.6 -21.7 45.1 234

Source: Bhalla (2003).
Notes: As in Table 4.7.
Table 4.9: Growth Inequality-PovertyConnections: All India, 1983-1999

States Gini Change in Change in Growth in Per Total SDE Change in HCR HCR HCR
B e couin oy O Predcer Am (%09 059

(1983-99) (1983-99) (1983-99)
Andhra Pradesh 31.3 29.8 -4.9 5.8 14.7 20.5 0.8 -16.5 -15.1 35.3 20.2
Assam 21.2 245 14.5 -7.1 7.3 0.2 1.2 -0.3 -4.9 41.3 36.5
Bihar 27.8 241 -14.3 7.6 18.0 25.6 0.8 -20.3 -17.9 62.1 443
Gujarat 28.4 28.6 0.7 -0.9 233 22.4 0.9 -19.5 -16.2 333 17.1
Haryana 30.6 26.9 -12.9 6.2 17.9 24.1 0.8 -18.3 -14.7 235 8.8
Himachal Pradesh 29.0 27.1 -6.8 8.3 20.1 28.4 0.8 -22.7 -15.0 231 8.1
Karnataka 33.2 31.3 -5.9 7.7 18.4 26.1 0.7 -17.7 -15.8 411 25.3
Kerala 33.6 30.4 -10.0 6.9 34.0 40.9 0.9 -34.8 -28.1 404 12.3
Madhya Pradesh 30.7 29.3 -4.7 35 11.3 14.8 0.9 -13.9 -10.2 51.5 41.3
Mabharashtra 34.1 35.3 35 -2.1 14.4 12.3 0.7 -85 -9.0 411 321
Orissa 28.4 27.8 -2.1 0.7 20.3 21.0 0.9 -17.8 -15.1 65.4 50.3
Punjab 30.3 27.1 -11.2 14.9 12.7 27.6 0.4 -12.0 -11.1 17.2 6.1
Rajasthan 35.0 24.6 -35.3 27.0 5.2 32.2 0.7 -21.3 -19.7 36.1 16.3
Tamil Nadu 37.1 36.6 -14 1.7 36.0 37.7 0.8 -30.6 -26.2 52.4 26.2
Uttar Pradesh 30.2 28.2 -6.9 4.4 14.9 19.3 0.8 -16.3 -15.1 47.4 32.3
West Bengal 32.8 29.8 -9.6 8.1 235 31.6 0.8 -24.8 -25.0 54.3 29.3
Delhi 36.2 411 12.7 4.7 159 20.6 0.7 -13.4 -5.5 115 5.9
India 325 32.0 -1.6 1.6 23.6 252 0.8 -20.1 -18.9 48.2 29.4

Source: Bhalla (2003).
Notes: As in Table 4.7.
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The SDE estimates vary across states for rural areas from a low of 0.48 for Punjab to
a high of 1.30 for Assam with average for India being 0.92. For urban India, the SDE
estimates vary from a low of 0.56 for Punjab to a high of 1.08 for Assam with the average of
0.76 for India.

In his estimates, the combined HCR in 1999 is 29.4, whereas both the rural and urban
HCR are at 27.3 and 29.4 are below it. However, SDE’s can vary enormously. On the basis of
the observation based on the fact that NSS data from 1983 and 1999 do not indicate any
increase in inequality, and the Gini coefficient appears to have declined, an estimate of per
capita consumption growth can provide an upper bound for an estimate of poverty in 1999-
00. He uses growth in real wages of the poorest of the poor, viz., unskilled workers in rural
agriculture to reflect growth in per capita expenditure. Accordingly, Bhalla (2003) suggests

that poverty in India in 1999 was less than 12 percent.

4.7 Inflation and the Incidence of Poverty

Just like growth, price variations also have a considerable impact on the incidence of
poverty. Deaton and Tarozzi (1999) examine the role of the price index in the estimation of
poverty. Accuracy of price and poverty calculations is quite important at times when
historically high rates of GDP growth do not seem to be resulting in sustained reduction in
poverty. One of the tools used for these calculations is the measurement of inflation, which is
important not just for establishing rates of inflation in urban and rural areas but comparing

price levels between them and between different states.

The two most important indexes in India are the Consumer Price Index for Industrial
Workers (CP1IW) and the Consumer Price Index for Agricultural Labourers (CPIAL). Deaton
and Tarozzi refer to problems with these indexes associated largely with the unusually long
periods between revisions. They provide estimates for the rate of inflation over the six year
period for India, for the 17 largest states, by sector, and for Delhi. Separate indexes are also
provided for urban and rural sectors for the 17 states and India, as well as across states by
sector. Deaton and Tarozzi’s calculations utilise information from the surveys on prices
themselves, providing a measure of unit value. Despite problems such as goods and services
without defined units, or the difference between a unit value and an actual price, research

shows that that the total expenditure elasticity of unit values is small.
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Deaton and Tarozzi find that the unit value data from NSS consumption surveys are
useful for cross-checking other price indexes, and that there is good agreement between the
rate of increase of the official CPIAL and CPIIW indexes and those reported in the NSS
surveys. They have also found that although there seems to be little bias in the CPIIW, the
CPIAL might have been growing too quickly (corresponding with what Deaton and Tarozzi
would expect from using an outdated Laspeyres index). Based on these results, Deaton and
Tarozzi suggest that between 1987-88 and 1993-94, there was not a great difference in the
rate of decline between urban and rural poverty (according to the headcount measure) and

that rural poverty decline has been understated in official poverty counts.

Deaton and Tarozzi also take issue with some of the current poverty calculation
procedures based on Expert Group Report of 1993 methods that result in urban prices which
are significantly higher than rural prices. They find no evidence in the NSS purchase data that
corresponds with this finding. There is also a discrepancy between the interstate price
indexes incorporated in the Expert Group and official poverty lines, and those generated by
the purchase data in this study. One of the main conclusions of their paper is that current
official practice produces larger errors in calculating the distribution of poverty within a
country than in calculating the changes in poverty levels over a period of time. Updating base
poverty lines involves ‘correcting’ these for urban to rural price and interstate price
differences, and Deaton and Tarozzi have shown that such specific numerical corrections are

not easy to make.

4.8  Human Development and Poverty

Economists including Adam Smith have generally considered the accumulation of
physical capital, especially embodied technical progress, as poverty reducing. Better health
was seen by Smith as a consequence, as also a cause of greater working capacity, higher
wages, and improved living standards. The classical economists saw that education could
well enhance the labour-productivity and hence living standards of the poor. Public and/or
subsidised “mass” basic education was strongly advocated by the classical economists
(Himmelfarb 1984, pp. 120-121), partly because it was expected to reduce total fertility rates.
However, more recently, human development is being visualised in a wider context. Human
development in a broad sense is defined as “enlarging people’s choice in a way that enables

them to lead longer, healthier and fuller lives” [Ranis and Stewart (2000)]. In a narrower
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sense, it relates to the health and education of the people. Poverty and human development

have a strong inter-face.

First, lack of human development in itself is poverty. Thus, illiteracy, poor health, and
lack of education below a certain threshold are constituents of poverty, as discussed earlier in
this paper. Second, with human development, i.e., through proper education and health,
choices regarding income opportunities widen, and productivity is augmented than would
generally be available to an educated person or a person in ill-health. Third, focus on human
development is a potent means of fiscal intervention to reduce poverty in a country. Public
expenditure on education and health, especially elementary education and primary health can
lead to sustained reduction in poverty levels. Positive productivity effects are also generated
from human infrastructure development, particularly basic health and education as noted by
Schultz (1988), Behrman and Deolalikar (1988), and Jimenez (1995).

Ranis and Stewart (2000) suggest decomposing public expenditure on human

development into three components:

i. Public expenditure ratio: share of public expenditure in GDP,

ii. Human development allocation ratio: share of human development expenditure in
total public expenditure, and

iii. Human development priority ratio: share of priority human development
expenditure in total human development expenditure.

They have argued that, with decentralisation, the human development allocation and
priority ratios almost always improve. Between growth and human development, Rains and
Stewart talk about “two chains”, one running from human development to economic growth,
and the other from economic growth to human development. In the first chain, with human
development, productive capabilities of economic agents (workers, managers, and farmers)
increase, the organisational capabilities also increase, leading to better technology and
production processes. The structure of output contains greater variety, exports increase, and

overall growth increases.
The chain from growth to human development can be traced as follows: with higher

growth, government earns and spends more relative to GDP, the composition of its spending

favours the human development priority sectors more; at the same time, with higher per
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capita incomes, household expenditure also increases in favour of health and education. The
impact on poor households is higher when growth and fiscal policies are human development

— oriented.

Lipton and Ravallion (1995) note that undifferentiated subsidisation of human capital
formation is unlikely to be inherently pro-poor. They observe: “Income elasticities of demand
for education and health care of unity or higher are plausible for LDCs [Theil and Finke
(1985), Schieber and Poullier (1989), Gertler and van der Gaag (1990)]. However, a
consensus is emerging in favour of differentiated expansion in primary education and basic

health care, as an instrument for poverty reduction [World Bank (1990)]”.

Empirical studies on incidence of subsidies note that existing allocations to primary
education and basic health care are generally pro-poor, as much as subsidies per head
received by the poor account for a relatively higher proportion of their income or
expenditure, as the rich to shift to private market for health and education in search of better
quality of services. Allocations to education and health care above primary level, however,

favour the non-poor as they have better access to higher education and specialty hospitals.

4.9  Poverty and “Well Being” in India

Cassen (2002) looks at “Well being” in 1990s and argues that several socioeconomic
indicators show little or limited improvement in well being as against the sharp fall in poverty

measures by the head count ratio.

i.  The IMR has fallen in the nineties but at a slower rate than in the 1980s. The
same is true of child mortality. The SRS figures show a much greater decline in
the 1980s than in the 1990s.

ii.  There has been little change in the rate of rise of overall life expectancy.

iii.  Fertility has declined in the 1990s a rate faster than that in the past. The SRS
data show that the Total Fertility Rate (TFR) fell from 4.5 in the early eighties to
3.31n1996-97. The fall was only to 4.5 in 1980 from 5.0 in 1970.

iv. There has been considerable increase in literacy, which rose by a margin of 13.7
percentage points from 51.63 percent to 65.38 percent during the nineties. The
corresponding increase in the eighties was only 8.6 percentage points.

v.  Rural school attendance for boys aged 6-10, according to NHFS data rose from
71.4 percent in 1992-93 to 83.2 percent in 1998-99. For girls the figures were
55.0 percent and 75.1 percent, on all India bases.
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vi. Some sources suggest a worsening of the calorie intake upto 1993-94. For
example, Hanchate (2001), based on NSS data, found a decline in per capita
cereal consumption on all India basis between 1972-73 and 1993-94, with a
gradually reducing income elasticity of demand for cereals. However, for the
poorest fifth, the quantity of cereals consumed rose by a margin of 0.25 percent
per year. Translated into nutrient intakes, the picture is quite positive for the
poor; an increase in protein and calorie intakes of the two lowest quintiles,
growing at 1 percent and 0.3 percent per year respectively.

vii. Cassen observes that data on environment show worsening in almost all respects
during the 1990s.

4.10 Poverty and Calorie Intake in India

Meenakshi and Vishvanathan (2003) have contended that in spite of the fact that
income poverty has declined over the 1980s and 1990s, calorie intakes have declined. As
such calorie deprivation has increased during 1983 and 1999-00. However, the depth and
severity of nutrient deprivation and incidence of abject calorie deprivation has declined
during this period. For rural areas the decline was on average 70 calories per capita over 1983
to 1999-00. This decrease has occurred in all states. This has implied that the head count
ratios based on calorie thresholds have increased between 1983 and 1999-00 for rural

households.
Table 4.10 shows of the head count ratio in term of percent consuming below 2400
calories per day. These head count ratios are compared to the HCR derived by using the

official poverty line.

Table 4.11 shows the head count ratios for 1983 and 1999-00 for alternative calorie

norms.
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Table 4.10: Some Summary Statistics on Calorie Intake and Poverty

States Average Calorie Median Calorie Head Count Head Count
Intake Per Capita Intake Per Ratios (Percent Ratios of Poverty
Per Day (Kcal) Capita Per Day  Consuming Below (Percent with
(Kcal) 2400 Calories Per Below OPL
Day) Incomes)

1983  1999-00 1983 1999-00 1983  1999-00 1983 1999-00

Andhra Pradesh 2204 2021 1988 1955 68.5 80.7 35.8 11.1
Bihar 2189 2121 2081 2034 67.6 74.9 60.5 44.0
Gujarat 2113 1986 1988 1904 72.6 80.5 39.0 13.2
Haryana 2554 2455 2325 2313 54.1 55.1 27.5 8.3
Himachal Pradesh 2636 2454 2499 2307 44.5 56.5 23.9 8.0
Jammu & Kashmir 2569 2631 2480 2577 44.5 39.7 31.6 4.0
Karnataka 2260 2028 2097 1905 64.0 78.9 40.0 17.4
Kerala 1884 1982 1749 1904 81.5 81.2 48.5 9.4
Madhya Pradesh 2323 2062 2175 1932 62.5 78.4 53.7 37.1
Mabharashtra 2144 2012 2021 1926 73.1 83.3 54.6 23.7
Orissa 2103 2119 1995 2051 70.9 74.6 66.2 48.0
Punjab 2677 2381 2479 2221 46.2 62.8 18.5 6.4
Rajasthan 2433 2425 2324 2292 54.2 56.7 46.7 13.7
Tamil Nadu 1861 1826 1720 1727 80.6 86.5 59.1 20.6
Uttar Pradesh 2399 2327 2252 2176 58.4 64.5 50.8 31.2
West Bengal 2027 2095 1902 2009 76.0 75.6 66.7 31.9

Source: Meenakshi and Vishvanathan (2003).

Table 4.11: Head Count Ratios of Calorie Deprivation, Alternative Norms

States 2200 Norm 1800 Norm 2700 (Per Consumer
Unit Norm)

1983 1999-00 1983 1999-00 1983  1999-00

Andhra Pradesh 56.9 69.7 30.0 36.9 53.8 68.1
Bihar 56.9 62.4 324 325 53.3 60.3
Gujarat 63.8 70.4 36.6 41.0 62.0 68.4
Haryana 42.8 435 19.3 18.4 40.1 445
Himachal Pradesh 33.8 42.7 14.8 12.1 30.3 40.7
Jammu & Kashmir 31.9 28.9 13.0 7.3 30.4 27.6
Karnataka 55.2 69.9 35.7 41.8 53.2 68.6
Kerala 74.0 70.3 53.2 42.8 72.3 67.2
Madhya Pradesh 51.6 68.0 24.9 38.5 47.9 66.7
Maharashtra 61.6 70.5 34.2 39.2 58.8 69.2
Orissa 60.6 61.7 35.1 29.1 58.7 60.4
Punjab 36.8 48.1 19.8 20.6 35.6 46.0
Rajasthan 43.4 43.0 22.7 15.5 40.2 40.1
Tamil Nadu 74.6 78.7 54.4 55.4 72.7 77.7
Uttar Pradesh 47.1 52.0 24.0 23.0 43.3 48.7
West Bengal 67.3 63.3 43.8 34.1 67.0 64.2

Source: Meenakshi and Vishvanathan (2003).
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411 Summary

Growth affects poverty and poverty affects growth. The poverty reducing impact of
growth is larger when initial asset inequalities are less. Policy interventions that can improve
credit and insurance market conditions for the poor and address issues of asset inequalities
can improve the impact of growth on poverty reduction. Empirical analysis in the Indian
context, indicates that enhancement of mean income is essential for poverty reduction. The
results also show positive impact of better income distribution on the reduction of poverty.
The structure of sectoral growth is also important, and under certain conditions non-farm
growth can have a significant impact on poverty reduction. The more “connected” the poor
are with the rest of the economy, the more effective will growth be in reducing poverty. In a
long-term perspective emphasis on human development is even more important. Human
development is by itself an improvement in capability and it also sustains growth. Fiscal
policies can be used both to support human development and growth in a manner that

maximises their impact on poverty reduction.
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Chapter 5: POVERTY AND FISCAL PROCESSES

51 Introduction

The rationale for fiscal intervention for reducing poverty derives from the existence of
positive externalities associated with lower poverty which would lead to an environment
where conflict and health hazards will be minimised attracting investment and facilitating
growth. But the rationale could be premised on more fundamental grounds steeped in ethical
values and norms for ensuring a minimum consumption/income level for the population at

large.

Musgrave (1999) lists “Relief of Poverty” as an important “Fiscal Task™ in a listing of
Fiscal Tasks for a modern economy. He observes: “... There is a wide agreement that a safety
net is called for and that some minimum should hold. The problem is how to provide it
efficiently. The best solution is preventive, for example, education, a buoyant labour market,

and adequate child care facilities. But direct support is needed as well”.

From a public choice perspective also, redistribution of incomes generally towards
backward classes and, particularly towards the poor, is expected because the backward
classes and the poor have larger share in the total votes than their share in income. Many of
the under-privileged sections of the society, with a high incidence of poverty in their
respective classes, have mandated political representations like those arising from reserved
constituencies for scheduled castes and scheduled tribes in India, which can be used to
support redistributive policies in favour of the poor. Political awareness of the poor in India is
on the rise. In the pilot surveys that we have conducted so far, we have not come across a
single household which does not own a voter card, and who does not vote in all elections —
local, state level, and central. Clearly, this political consciousness converts into redistributive
initiatives, and poverty reducing budget initiatives at all levels of government, although the

efficacy of these interventions requires further examination.

Fiscal processes affect poverty levels both indirectly and directly: indirectly, through
their impact on growth and inflation, and directly through public provision of private goods
and services, and specific poverty alleviation programmes. In this context, the quality of

access of the poor to public goods like law and order, justice, and administration is quite
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important. Such access often requires that private costs be incurred. All three tiers of the
government, namely, central, state, and local are involved in poverty alleviation programmes.
The central and state governments sponsor a variety of programmes and schemes aimed
precisely at these objectives. Government budgets support poverty alleviation programmes
through a variety of income transfers schemes or self-selective food-for-work type of
programmes. Such direct support however is only a fraction of the much larger indirect
subsidisation programme. In these subsidy provisions, although much larger resources may
be involved, most benefits could be appropriated by the non-poor if the subsidy is not

designed and administered carefully.

5.2 Fiscal Policies and Poverty Alleviation

Flow Chart 5.1 provides an outline of the channels through which fiscal policies can

affect the incidence of poverty in a country.

First, the size of the budget itself indicates the capacity of the government to
intervene. Secondly, the structure of its expenditure programmes determines the relative
strengths of direct and indirect interventions for poverty alleviation. Expenditures on services
that are in the nature of public goods like law and administration can serve as pro-poor
instruments, provided access costs are taken care of. Thirdly, expenditure on education and
health constitute a long-term strategy for combating poverty through human development.
Fourthly, expenditure on infrastructure increases growth prospects and thereby reduces

poverty. These are all avenues of indirect intervention.

In addition, there is an array of direct fiscal interventions to alleviate poverty. These
include social security income-transfers, short-term employment programmes, programmes
for housing, and micro-finance programmes. The efficacy of fiscal intervention depends on a
number of supporting conditions. For example, reduction in asset inequalities can improve
the impact of growth. Minimisation of access costs can improve the poverty reducing impact
of provision of public goods and services. Well-targeted direct policy intervention would be

efficient if leakages are minimised.
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Flow Chart 5.1: Fiscal Policies and Poverty Reduction:
Direction and Factors Strengthening Impact
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Some pre-conditions for an efficient fiscal intervention for poverty alleviation may be

listed as follows:
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I Multiple policy objectives should not be attempted by a single policy
instrument.

ii.  Efficiency should not be sacrificed by introducing distortionary policies, even if
apparently pro-poor.

iii. Targeted interventions are better than generalised subsidies even if there are
administrative costs.

iv.  Asset inequalities should be looked into in addition to income shortfalls.

v. A safety net should be used to supplement other direct and indirect
interventions.

Often, in the name of the poor, excessive, untargeted and distortionary policy
intervention has been resorted to in many countries. In a review article Bardhan (1996)

writes:

“In the recent past and, even currently, the governments in many poor countries
have heavily interfered in the market in the name of helping the poor. They have
used high tariffs, quantitative trade restrictions and overvalued exchange rates,
subsidised credit and underpriced energy, water, and other publicly provided
inputs to help domestic producers. They have used price control and made
restrictions on agricultural commaodities to keep food prices low for the urban
poor. They have used industrial and investment licences to keep larger producers
at bay and help small-scale, sometimes inefficient, producers. They have imposed
high marginal tax rates and public sector dominance in production with the
objective of reducing concentration of income and wealth. The experience of the
last four decades has shown that many of these policies have been
counterproductive from the point of view of both efficiency and equity”.

Even if all markets, including in particular, labour markets were functioning well,
there would always be some individuals who are weakly connected to the income generation
processes of the economy because of their particular circumstances such as, severe
disabilities. The functioning of the labour market is particularly important, as labour is the
main asset of the poor. By definition the poor have limited access to income earning
opportunities and have to depend on public provision and subsidisation of a variety of
services. A more rapid growth, to the extent it raises government revenues and augments
public expenditures devoted to goods and services (such as education, health, sanitation and
hygiene) that are disproportionately consumed by the poor, could reduce non-income facets
of poverty such as poor health, high infant mortality and morbidity, lower life expectancy,

etc.
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In the context of fiscal reforms, if expenditure cuts are necessitated, the design of
these cuts will have significant implications for the poor. If the poor initially benefit little
from public spending, then they can lose little from cuts. However, even though poorly
targeted, public expenditures in many developing countries do benefit the poor, and there will
be an adverse impact, even if short-term adjustment requiring cuts is made in public
expenditure. The composition of public expenditure cuts is quite important. Several countries
have combined aggregate budget contraction with rising shares (and occasionally rising
absolute levels) of public spending in the social sectors, including targeted transfers as
documented by Ribe, et. al. (1990), World Bank (1990), and Selowsky (1991). This is partly
the case in many Indian states also, including major states like Maharashtra, Tamil Nadu,

Kerala and Karnataka.

Effective coverage of poor by government programmes depends on the institutional
environment also, including local administrative capabilities, the incentives facing local

administrators, and their interface with the poor.

In this context, Lipton and Ravallion (1995) list the following issues for

consideration:

i. If all distortions are removed, but many of the poor can find work only by
accepting a return insufficient to prevent poverty, are further incentive or
expansionary measures toward “labour-intensive growth” justified?

ii. What is the role of asset redistribution in reducing poverty? Asset redistribution
may be essential for a reasonable rate of poverty reduction in some circumstances:
when initial inequality is so great that distribution-neutral growth brings few gains
to the poor; when poverty is so severe that growth and redistribution are both
needed; or when rapid growth is for some reason unattainable.

iii. Should some safety nets (guaranteeing food or work) always be available, while
protection against extreme or localised hardships is provided on an ad-hoc basis?
Under what circumstances do private insurance markets, informal insurance
arrangements, or even public investments such as irrigation which help stabilise
incomes, provide more cost-effective risk reduction for the poor than formal
safety nets?

iv. Although poverty often induces its victims to degrade natural resources, so do
some of its remedies [Barbier (1988), Dasgupta and Maler (1990), Leach and
Mearns (1991), Vosti, et. al. (1992), Leonard (1989)]. Is there a trade-off between
reducing poverty and protecting the environment, and how should it be handled?
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V. The “country strategies” (World Bank 1991a) seek to reduce poverty mainly
through economy-wide policies. Does this divert resources from, or does it
stimulate, efforts to improve the poverty impact of major public sector projects at
each stage of the project cycle, from identification through post-evaluation?

vi. What is the economics of international non-aid actions? If a given amount of trade
liberalisation or debt restructuring is on offer, how (if at all) should it be allocated
to favour the poor?

5.3  Evaluating the Impact of Fiscal Policies on the Poor

a. Methodological Difficulties

Fiscal policies are used not just for poverty alleviation but to serve multiple
objectives. Van de Walle and Nead (1995) emphasise that the policy objective against which
policy outcome is to be measured must be clearly defined. Resources are often wasted, and it
becomes difficult to assess the efficacy of a fiscal instrument, if there are several objectives
associated with a single instrument. Even if poverty alleviation is the main concern, it must
be clearly spelt out. Atkinson (1995) writes: “Even if the alleviation of poverty were the
overriding concern, the relative efficiency of different policies would depend on the precise
way in which poverty is measured and the sharpness with which the poverty objective is
defined”.

There are several difficulties in estimating the benefit incidence of government
expenditures. It is difficult to price publicly provided goods since often markets do not exist
or costs bear little relation with consumers’ evaluations. Prices as well as several household
characteristics vary across individuals so that a given total expenditure implies different
standards of living for different individuals. Further, in the presence of quantitative
restrictions, even if correct prices are known and these are the same across identical
individuals, it is difficult to evaluate benefits since individuals are forced to consume more or

less than what they would like to do.

In the context of measuring the distributional impact of public goods, Cornes (1995)
argues that in evaluating the impact of public spending, the marginal valuation by recipients
is relevant in measuring the impact on individual welfare. This however is usually not
undertaken for lack of relevant information. Important difficulties arise, according to Cornes
(1995), when:

118



i. Government produces a good and supplies it at a subsidised price while allowing
the consumers to act as price takers, with possible complications arising from
nonlinear subsidies.

ii. Subsidised commodity is allocated in a way that involves non-price rationing. Not
only the prices vary across individuals, but so too the way the rationed commodity
also varies across beneficiaries. This is typically the case with in-kind subsidies.

iii. In the case of a pure non-excludable good, the subsidy is accompanied by quantity
rationing, where the price of a publicly provided good is zero for all consumers
and the rationed quantity is the same for all.

A general problem in evaluating policy outcomes is the lack of the counter-factual
enabling comparison of situations with and without the policy change. The understanding of
the dynamic aspects of the incidence of public spending on poverty has also been greatly

constrained by data limitations.

b. Impact of Public Expenditure on the Poor: Some Results

It is generally believed that the more finely a scheme attempts to target, the higher
will be the administrative costs due to imperfect information [Atkinson (1995), Besley and
Kanbur (1993)]. An important consideration is that private behaviour responds to public
intervention, whether targeted or untargeted. The problem could be more pronounced for
targeted interventions. In particular, there may be adverse work incentives and an incentive

to falsify their situation by potential recipients.

Hammer, Nabi and Cercone (1995) examined the impact of government spending in
the social sectors from the early 1970s through the late 1980s in Malaysia. They examined,
based on household use rates, the share of government subsidies on health and education
service recovered by quintiles of households ranked by their per capita household income.
Their methodology is similar to the one used by Meerman (1979) which provides an earlier
set of results for comparison, thereby giving an idea of change over time.

Household use rates are determined separately for the three levels of education
(primary, secondary and higher). In the case of health, use is represented by the household’s
number of health care visits to a public health facility centres during the year, on an inpatient
and outpatient basis. Subsidy received by each household through its use of public facilities is

done by subtracting fees collected from users from the unit cost to the government of
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providing the services. Subsidies are aggregated across households to get each expenditure

quintile’s share of per capita government subsidies.

Table 5.1: Share of Total Inpatient Days and Outpatient Visits to Public Facilities
by Quintile of Household Per Capita Income, Malaysia 1974 and 1984

Quintile 1974 1984
Inpatient Outpatient Inpatient Outpatient
1 19 22 25 24
2 27 20 21 23
3 10 23 19 21
4 24 18 20 18
5 20 16 16 15

Source: Hammer, Nabi, and Cercone (1995), p. 526.

From nearly equal use of facilities in 1974, the poor increased their use of public
facilities, relative to the rich (Table 5.1). The decline in the use of public inpatient facilities
by the wealthy relative to the poor is mirrored in the share of visits to private facilities. There
appears to have been an improvement in the targeting performance of public expenditures on

health care rather than the suspected deterioration.

Hammer, Nabi and Corcone’s regression results on health indicate:

1. Immunisation rates and water supply have the strongest and most robust effects
on health status.

2. There is evidence (although not robust) that the greater the number of doctors per
thousand persons, the better is the health status.

3. Income, per se, has little effect on health status. However, it is an important
determinant of demand for private medical care that affects health status.

Aggressive policies to ensure universal primary education and expansion of
secondary level programs have benefited all Malaysians by increasing primary and secondary
school participation rates and by raising educational attainment at all levels. Malaysia
allocated more than 16 percent of government spending to education programs. Educational
expenditure at all three levels became more equitably distributed over time. In 1974, 28, 19
and 3 percent of primary, secondary, and higher education expenditures, respectively, were
received by the poorest fifth of the population. In 1989, the figures were 36, 32, and 10
percent, the main reason for the increase being achievement of virtual universalisation of

primary education. In the early 1970s, only 85 percent of poor children attended primary
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school. Even in 1970, expenditure on primary education was progressive. In higher education
also, the share of expenditure going to the poorest 20 percent increased from 3 to 10 percent.
Net effects of subsidies for education system as a whole shows that the correlation with
income is very weak. Even though primary and secondary expenditures are highly
progressive, the size of the higher education budget and its regressivity make the net effect of

educational expenditure very flat with respect to income.

For higher education, the richest 40 percent of the population still capture more than
50 percent of all educational expenditures. Given that the schooling at lower levels produce
higher social returns, potential improvements can be made by reallocating government
subsidies to the primary and secondary levels of education. Expenditures on health and
education can be considered as productive investments in the human capital of the economy

and therefore serve a role more than that of a mere transfer of income.

In relation to education, their regression results indicate that public expenditure on
primary education is a significant factor in stimulating higher transition rates, though it is not
as important as income. The higher resources per state in the poorer areas genuinely
compensate for the direct effect of lower incomes, thereby making the total effect of income

nil.

5.4  Poverty and Fiscal Processes in India

In India, the central, state and local government utilise budgetary resources for pro-
poor fiscal intervention in a number of ways, although the efficiency of these interventions
needs to be carefully assessed. First, the provision of public goods and merit goods from the
budget of central and sub-national governments has an impact on the poor. Secondly, there
are a number of central sector and centrally sponsored schemes that are aimed at some aspect
of poverty reduction. Thirdly, a fiscal transfers system that is guided by equity considerations
also serves to cope with alleviation of poverty in relatively poorer states. Fourthly, local
governments can play a significant role as they are better informed about the local

conditions, and local preferences.
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a. Public and Merit Goods

In central and state budgets there are a number of public goods where the beneficiary
is the common man. For these, either there are no charges, or only limited charges are
leviable. Important among these are security (police), law and order, and general
administration (registration of land), etc. However, in each case, access to these services
involves private costs, which include travelling and waiting time. Governments also provide
merit goods like education and health which are highly subsidised, and therefore intended to
be pro-poor. Here also, access may be denied because private costs are involved in accessing
the service. There are non-price barriers which may result in screening out the poor from

accessing the highly subsidised social and economic services.

b. Fiscal Transfers to Sub-National Governments

In determining the flow of resources from the centre to the states, and from the states
to the local bodies, the ‘equity’ objective has been paramount, thereby providing higher per
capita transfers to the states or local bodies with weaker resource bases. However, whether
the utilisation of these funds has been in favour of intra-state equity or in favour of the poor
has not been assessed. In general, the equity based transfers also get pooled in the general
resources of the state or local governments. In India, in the case of fiscal transfers
recommended by the Finance Commission and Planning Commission, there is a clear
emphasis on progressive transfers to states. In general, poorer states get higher per capita
transfers, within comparable groups like special and general category states. However, once
resources are available to a state, the intra-state exercise of resource allocation across regions

and districts could be highly regressive.

C. Role of Central Government

The central government intervenes through various central sector and centrally
sponsored schemes meant primarily for the benefit of the poor. Currently, the centre is
sponsoring an array of schemes directed towards the rural and urban poor. Among the rural
schemes, the following may be mentioned: (i) Jawahar Gram Samridhi Yojana, (ii)
Swarnajayanti Gram Swarozgar Yojana, (iii) Employment Assurance Scheme, (iv)
Sampoorna Grameen Rozgar Yojana, (v) National Social Assistance Programme, (Vi)
Pradhan Mantri Gramodaya Y ojana with three components relating to Gram Sadak, Grameen

Awaas, and Drinking Water, (vii) Indira Awaas Yojana, (viii) Samagra Awaas Yojana, (ix)
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Food for Work Programme, (X) Annapurna, (xi) Krishi Shramik Samajik Suraksha Yojana,

and (xii) Shiksha Sahayog Yojana.

In the context of poverty alleviation schemes, states are able to implement few
schemes at their own initiative for want of resources. Most schemes are centrally sponsored
schemes where the state is able to provide its share of funding, and few resources are left to

take up schemes at state’s own initiative.

d. Role of Local Governments

Decentralisation of governance including assignment of spending and revenue raising
powers to the third tier is expected to strengthen the impact of fiscal policies on poverty
reduction, by improving the efficiency of fiscal intervention. The argument supporting such a
contention is based on the better information base that the local governments may have about

the local conditions along with better understanding and responsiveness to local preferences.

In India, the process of decentralisation was considerably strengthened in recent years
by the 73 and 74™ amendments to the Constitution in the early 1990s. The responsiveness to
the concerns of the poor may have been strengthened by the consciousness of poor as voters
and also because of stipulation that a minimum of 33 percent of sarpanches (Panchayat
Chairpersons) should be women. Further, there are reservations of scheduled castes and

scheduled tribes according to their share in population.

The local bodies have been given resources through recommendations of the Central
Finance Commission as well as the rough respective State Finance Commissions. In addition,
they participate in the execution of many of the plan schemes of centre, states and centrally
sponsored schemes. Both in terms of their core functions of service provision and their
developmental functions of building local infrastructure and augmenting economic activities,
the process of decentralisation in India is likely to have an important impact on poverty

reduction.

Crook and Sverrison (2001) observe that only four states in India, viz., West Bengal,
Karnataka, Kerala, and Madhya Pradesh have introduced functioning decentralised systems.
They also observe that “in terms of scope of participation, West Bengal’s record of

representation of the poor, whether defined by castes, occupation, or land ownership is
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good”. Kerala is also cited for its experiment with decentralised planning. The record of
Kerala, West Bengal, Karnataka and Madhya Pradesh in reducing incidence of poverty is

quite encouraging.

5.5  Trends in Budgetary Expenditures in India

Table 5.2 looks at salient changes in the combined budgetary expenditures of the
central and state governments over the period 1980-81 to 2000-01. One clear trend is that
total budgetary expenditures net of interest and pension payments has fallen from the peak of
24.9 percent in 1986-87 to about 19 percent in 1999-00. Since interest payment and pension
reflect transfer payments, clearly there has been a fall in expenditure of government relating
to the purchase of current goods and services. This also indicates a fall in the capacity of the
government to intervene directly for poverty alleviation programmes. If we look at three year
averages for selected periods, it is clear that expenditure on education and allied heads, as
well as medical and public health, and water supply and sanitation has virtually remained
stagnant over the 90s while that for agriculture and allied services has fallen. These sectors
will require an increase in their relative shares if sustainable poverty alleviation is to be
considered as a primary fiscal objective. The largest fall in the relative share is seen in capital
expenditure relative to GDP. While capital expenditure is also expected to grow as part of a
restructuring plan for budgetary expenditures, it will have greater poverty alleviating content
if such expenditure is on building infrastructure especially those involving construction

activities including rural road connectivity.

5.6 Subsidies of Central and State Governments

Table 5.3 provides four comprehensive estimates to subsidies pertaining to 1987-88,
1992-93, 1994-95, and 1998-99 covering central as well as state budgets. The basic
approaches in these studies are similar, although there are some methodological differences
and their results are not strictly comparable. In each case, the estimated subsidies have been
shown as percentage to the GDP and revenue receipts of the central and state governments.
The GDP at market prices relates to the 1993-94 base series at current market prices. These
GDP numbers are different from those used in the respective studies originally. As such, the
size of subsidies relative to GDP indicated here is different from the corresponding numbers

given in the respective studies. It is shown that the volume of subsidies was 13.51 percent of
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GDP in 1994-95, and had possibly increased from just below 12 percent in 1987-88,
although, as noted, the results are not strictly comparable. The 1998-99 subsidy levels relative
to GDP are almost the same as that for 1994-95. It is clear that one cannot maintain a large
subsidy programme based on borrowing because subsidies are currently consumed with very
little asset creation, and the borrowing has to be serviced by future tax payers who are not
inheriting corresponding assets. Table 5.3 shows that as percentage of revenue receipts,

subsidies have continued to rise in successive years covered in these studies.

Table 5.2: Trends in Budgetary Expenditures: Selected Heads Combined

(% to GDP)
Years Revenue  Capital Total Education Medical and Agriculture Interest Pensions Total
Expendi- Expendi- Expendi- including Public and Allied Payments and Other  Expenditure
ture ture ture Scientific  Health and Services Retirement net of Interest
Services and Water Benefits Payments and
Research  Supply and Pensions
Sanitation
1980-81 16.49 7.74 24.24 2.62 1.13 195 2.06 0.27 21.90
1981-82 16.53 6.99 2351 2.62 1.14 1.53 2.23 0.30 20.98
1982-83 17.77 6.72 24.49 2.84 1.19 1.92 2.46 0.34 21.69
1983-84 17.83 6.70 24.54 2.77 1.23 1.96 2.53 0.35 21.66
1984-85 19.28 7.32 26.60 2.96 1.23 2.34 2.93 0.40 23.28
1985-86 20.16 6.99 27.14 3.08 1.61 195 3.14 0.62 23.38
1986-87 21.27 7.75 29.02 3.17 131 195 3.44 0.69 24.88
1987-88 21.73 6.56 28.29 3.34 1.34 1.97 3.67 0.99 23.63
1988-89 2131 5.85 27.17 3.25 1.25 1.94 3.90 0.98 22.29
1989-90 22.15 5.84 28.00 342 1.19 2.01 4.22 0.99 22.78
1990-91 21.62 5.31 26.93 3.29 1.15 2.06 4.40 0.91 21.62
1991-92 21.98 441 26.38 3.17 1.12 193 4.75 0.94 20.70
1992-93 21.25 4,94 26.20 3.08 1.10 2.04 4.79 0.99 20.42
1993-94 21.35 4.63 25.98 3.05 111 1.99 4.95 1.00 20.03
1994-95 21.19 3.93 25.12 2.96 1.10 1.98 5.13 121 18.78
1995-96 20.68 3.61 24.29 291 1.05 1.82 4.96 1.02 18.30
1996-97 20.67 2.81 23.47 291 1.04 1.67 511 1.09 17.27
1997-98 21.09 3.16 24.25 2.98 111 1.73 5.16 1.22 17.87
1998-99 22.13 3.40 25.53 3.22 1.18 1.90 5.32 151 18.71
1999-00 23.24 3.45 26.69 3.47 1.18 1.88 5.70 1.92 19.07
2000-01(RE) 24.43 3.56 28.00 3.52 1.27 1.90 5.93 1.87 20.20
Averages
1980-81 to
1082-83 (1) 16.93 7.15 24.08 2.69 1.15 1.80 2.25 0.30 21.52
1990-91 to
1992-93 (2) 21.62 4.89 26.50 3.18 1.13 2.01 4.65 0.95 20.91
Toaoy ) 2216 334 2549 323 116 184 539 155 1855
Differences
3-1 5.23 -3.81 141 0.54 0.00 0.04 3.14 1.24 -2.97
3-2 0.54 -1.55 -1.01 0.04 0.03 -0.18 0.75 0.60 -2.36

Source (Basic Data): Indian Public Finance Statistics, Various Issues, Ministry of Finance, Government of India.
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Table 5.3: Comprehensive Estimates of All India Budget Subsidies:
Estimates for Selected Years

(Rs. crore)

Study Year Estimated GDP at Combined Subsidy as % of
Subsidies  Market Revenue GDP Revenue

Prices  Receipts Receipts

M-R  (1992) 1987-88 42324 354343 66838 11.90 63.32
Tiwari (1996) 1992-93 95373 748367 135422 12.74 70.43
NIPFP (1997) 1994-95 136844 1012770 178012 13.51 76.87
NIPFP (2003) 1998-99 235752 1740935 274769  13.54* 85.80

Source: Mundle and Rao (1992); Tiwari, A.C. (1996); Srivastava and Sen, et. al.
(1997); Srivastava and Bhujanga Rao, et. al. (2003), Indian Public Finance
Statistics (various issues); National Accounts Statistics (2000); CSO and
Economic Survey, 2001-02.

Note:  * 13.54 percent after taking into account adjustment for salary arrears for the
states also.

Table 5.4 gives estimates of central budgetary subsidies for six selected years. The
methodology for the two latter years 1995-96 and 1996-97, differs marginally from the one
used for the 1994-95 estimates, but similar to that for 1998-99. The level of subsidy appears
to have gone down in 1995-96 and 1996-97 relative to the earlier years, although the results
are not strictly comparable. Even then in 1996-97, 3.5 percent of the GDP and nearly 38
percent of the central revenue receipts were accounted for by the budget subsidies of the
centre. It is thus clear that subsidies are too large in the case of centre as well as the states.
Estimates for 1998-99, however, indicate an increase in the central budgetary subsidies
relative to the GDP.

Table 5.4: Comprehensive Estimates of Central Government
Subsidies: A Comparison

(Rs. crore)

Year Subsidies  Revenue GDP  Subsidies as % of

Receipts Revenue GDP

Receipts

M-R  (1992) 16065 37037 354343 43.38 452
Tiwari (1996) 36829 74128 748367 49.68 4.92
NIPFP (1997) 43089 91083 1012770 47.31 4.25
NIPFP (2001) 42941 110130 1188012 38.99 3.61
NIPFP (2001) 47781 126279 1368208 37.84 3.49
NIPFP (2003) 79828 149485 1740935 53.40 4,59

Source: As in Table 5.3; Srivastava and H.K. Amar Nath (2001); Gol (1995);
and Gol (2000).

Note:  Revenue Receipts and Fiscal Deficits: Receipts Budget of the Central
Government.

Many subsidies are administered through inputs. Important examples are power,
diesel, transport, fertilisers, and irrigation. Table 5.5 indicates that out of some major items

that serve mainly as inputs, nearly 49 percent of central non-merit economic subsidies, and
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about 66 percent of state non-merit economic subsidies are input-based. These numbers
should be taken only as rough indicators. It may be noted that input subsidies included here
are only broad categories, and some of the subsidies within these may be administered to
final goods. On the other hand, some other input subsidies are not included here.

Table 5.5: Important Input Based Subsidies: 1994-95

(Rs. crore)

Services Centre As % of States As % of All India As % of

Economic Economic Economic

(Non-Merit) (Non-Merit) (Non-Merit)

Subsidies Subsidies Subsidies

Irrigation 132.72 0.39 14213.04 36.60 14345.76 19.80

Power 3928.94 11.68  8034.84 20.69 11963.78 16.51

Industries 10877.95 32.35 2593.99 6.68 13471.94 18.59

Transport 1485.40 4.42 833.93 215 2319.33 3.20

Total 16425.01 48.84 25675.80 66.11 42100.81 58.10
Total Non-Merit

Eco. Ser. Subsidies 33627.59 100.00 38837.37 100.00 72464.96 100.00

Source: As in Table 5.3.

Since many subsidies are input-based, the incidence of the subsidy cannot be
controlled. Even in those cases like the food subsidy where subsidies are administered with
respect to the final good, the targeting is very poor. This has been brought out in several
studies undertaken from time to time. For example, in Jha (1994), in respect of targeting
through the PDS, a distinction was made between the proportion of poor beneficiaries in all
beneficiaries and the proportion of poor beneficiaries using the PDS among all the poor.
These ratios were referred to as targeting ratios TR1 and TR2. The first ratio indicates the
extent to which the poor are covered by the PDS. The obverse of this ratio (100-TR1)
indicates inclusion error, i.e. coverage of non-poor who ought to be excluded but are
included. The obverse of the second ratio (100-TR2) indicates exclusion error from the PDS,
i.e. percentage of people who ought to be covered but in effect remain excluded from the
PDS. Jha found that the exclusion error for different commodities in the PDS ranged
between 30 and 90 percent and was higher than the inclusion error which ranged between 30
and 60 percent. Targeting is bad also because of a clear urban bias in the PDS and because of
the remoteness of many backward areas. Further, it is not only the number of poor covered by
the PDS but also the lower magnitude of the benefit derived by the poor which indicates
inadequate targeting. Jha had observed: “per capita subsidy to the poorest consumers is much
below the average. The aggregate subsidy is only about Rs. 2.50 per capita per month—a

meagre five percent of the mean expenditure of a person in the poorest decile”.
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In recent years, some attempts were made to improve the targeting of PDS by
introducing a revamped public distribution scheme (RPDS). Some states have also made a
distinction between the consumers above and below the poverty line (APL/BPL) by using
coloured ration cards. The central government has introduced a differentiation between the
extent of subsidy for APL and BPL beneficiaries. However, most of the APL quota is not
lifted and it is the BPL quota which may be getting distributed among the poor and non poor
alike owing to lack of effective identification and poor implementation. The Expenditure
Reforms Commission, citing a major independent survey, in its report (July, 2000) observed
that “in rural India, 17 percent do not own ration cards” and that “18 percent of the below
poverty households do not hold ration cards”. Lack of adequate targeting is also reflected in
the case of fertiliser subsidies. Several studies [e.g. Gulati (1990), Mazumdar (1993)] have
indicated that nearly half of the fertiliser subsidy is appropriated by the industry. Of the
remaining half, the benefits are available to both rich and poor farmers, but with their greater
purchasing power larger benefits are appropriated by the richer farmers. The benefit of the

fertiliser subsidy is available to both poor and rich farmers.

The bigger problem, however, is the targeting of the implicit subsidies. Here, no
targeting can be done by definition. The benefits of these subsidies are distributed according
to the pattern of consumption of subsidised goods (inputs/outputs). Since this pattern reflects
the pattern of income distribution, the effect is likely to be highly regressive. Some evidence
is provided in Srivastava and Sen, et. al. (1997) about the overall regressivity of the state
subsidies. The higher per capita income of a state, the higher tends to be the per capita
subsidy. This is especially noticeable in the case of non-merit subsidies. Table 5.6 shows
estimated income elasticities of per capita subsidies. The results relate to 15 major states.
Income elasticities are positive for merit as well as non-merit subsidies but the magnitude is

much higher for non-merit subsidies.

Table 5.6: Income Elasticity of Per Capita Subsidies

Variables Intercept* Coefficient* R’
Total 0.073 (0.061) 0.77 (5.708) 0.69
Merit 0.527 (0.364) 0.575 (3.537) 0.45
Non-Merit -0.902 -(0.775) 0.842 (6.429) 0.74

Note: * Figures in parentheses refer to t-values. The variables are
taken in logarithms.
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More generally, the issue of equity needs to be considered keeping in view the impact
of the entire fiscal and regulatory system comprising taxes, subsidies, fiscal deficit,
government expenditures, and administered prices. But subsidies in India have a significant
impact on the overall equity of the fiscal regime because of their size and spread.

5.7  Central Sector and Centrally Sponsored Schemes

A significant fiscal intervention having a bearing on poverty alleviation comes from
central sector and centrally sponsored schemes that relate to state subjects. These schemes
run in conjunction with state’s own schemes, pertaining to areas like health, education,

employment, social welfare, women’s welfare, agriculture, roads, etc.

A major problem in the implementation of these schemes is inadequate coordination
between the centre, states, and district administration. A second problem is the multiplicity of
schemes. Many of the schemes overlap in terms of their targets and objectives. The
implementing agencies, viz., the district administration are inundated with multiple schemes
and frequent changes in them. The potential beneficiary remains ill informed about the
availability and scope of these schemes. Some of the major schemes currently under

operation are given in Annexure 2.

There are at least six institutional mechanisms looking at programmes that may have
a bearing on poverty alleviation at the local level: the elected local body (Panchayat, Gram
Sabha, Block and Zila Samiti), the District Rural (Urban) Development Agency which is a
registered body and handles many central schemes bypassing the state government, the M.P.
and M.L.A. local area development funds, the state government, and a number of
autonomous user societies (like irrigation). There are many alternative centrally sponsored
schemes virtually addressing the same subject. In many schemes, states have to counterpart
funds. In some of micro-credit schemes, commercial, and cooperative banks are involved.
Given the involvement of a large number of agencies handling the same subject, there are

considerable overlaps and coordination problems resulting into efficiency losses.
a. Number and Multiplicity of Schemes
Recently a special sub committee of the NDC headed by Shri K.C. Pant looked at the

overall rationalisation of the CSS schemes. It noted that at the last count, there were 360 CSS
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at the inception of the 10™ Plan. It suggested that 49 schemes may be discontinued and
another 161 schemes should be merged with a view to reducing the total number of schemes

to 53. It was also suggested that nine schemes should be transferred to the states.

b. Pattern of Their Inter-State Distribution and Utilisation

The distribution and utilisation of the central and centrally sponsored schemes does
not show a pattern that can be considered as related to the pattern of income levels or the
pattern of incidence of poverty (Table 5.7).

Table 5.7: Per Capita Grants for Central and Centrally Sponsored Schemes

States Average Average Average Average
1991-92to 1993-94to 1996-97to 1999-00 to
1992-93 1995-96 1998-99 2000-01

Andhra Pradesh 68.21 84.58 87.70 105.98
Assam 59.57 92.74 67.87 91.24
Bihar [old] 54.10 65.72 15.65 57.05
Goa 98.08 129.15 118.22 151.83
Gujarat 35.81 71.75 50.73 57.41
Haryana 61.50 78.87 95.15 91.87
Karnataka 63.39 89.98 83.08 136.17
Kerala 56.20 84.14 73.90 72.73
Madhya Pradesh [Old] 71.87 100.05 110.02 87.97
Maharashtra 61.88 67.64 56.37 63.28
Orissa 93.10 95.46 82.62 88.31
Punjab 52.74 67.22 63.05 87.24
Rajasthan 91.77 123.98 117.88 124.96
Tamil Nadu 61.28 68.74 69.23 94.63
Uttar Pradesh [Old] 72.64 65.82 44.11 45.90
West Bengal 29.62 29.84 48.96 54.54

Source (Basic data): RBI Bulletin on State Finances.

Considering the average over 1999-00 to 2000-01, the per capita grant for centra land
centrally sponsored schemes for Bihar, for example, was Rs. 57, and for Uttar Pradesh about
Rs. 46 per annum. In comparison, for the some of the better off states, it was considerably
higher, e.g., Andhra Pradesh (Rs. 106), Goa (Rs. 152), Karnataka (Rs. 136). In one case,
among the low income states, viz., Rajasthan, the per capita grant on account of CS and CSS
schemes was Rs. 125. The effect of this larger magnitude is clearly visible as Rajasthan’s
head count ratio for rural poverty was at 13.7 percent in 1999-00, which was half of the all

India average in spite of facing persistent drought conditions.
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C. Implementation Difficulties Including ‘Transmission’ Losses

Targeting poverty alleviating policies by areas and groups with suitably designed
programmes can deliver much more effective results. Many analysts have argued in favor of
targeted programmes in the context of their studies in other contexts also. For example, Grosh
(1995) observes that targeted programmes have much greater incidence than general price
subsidies. On the other hand, untargeted programmes waste considerable resources as the
benefits are appropriated by the non-poor population. Such leakages have been estimated in a
number of studies as ranging from 40 to 80 percent (See, Giovanni and Stewart, 1995). On
the other hand, the administrative costs of targeting have been estimated in the range of 6 to 9
percent of the cost of programmes (see Grosh, 1995). The critical trends in the poverty profile
of the country indicate spatial concentration, growing urbanisation of poverty, and growing
share of slum population in total population. All these trends suggest that better results can be
obtained by focusing poverty reduction policies on specific regions rather than having
generalised subsides or poverty-alleviating schemes having a common design for all states as
in the case of many centrally sponsored schemes. It has been indicated that total resources
required for near elimination of poverty in the country are not large and could well be

justified as a draft on budgetary resources due to their high negative externalities.

5.8 Designing a Social Safety Net

A social safety net requires the consideration of the overall volume that would be
needed. It also needs clear rules as to how safety net system would respond when the macro
system is shocked by high inflation or low growth, drought conditions, excess rainfall, or
other natural calamities. The central and state budgets are required to earmark amounts for
the safety net program.

The relative resource gap (RRG) is defined as the sum of the shortfall of incomes of

the poor from the poverty line relative to GDP at market prices, i.e.,

RRG =X (z-y)IY

where

i=1, ..., nand y; per capita income of the poor in state i, and y = GDP at market

prices and z is the poverty line.
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The issue of constructing a social safety net using budgetary resources requires a
consideration of (i) resources required for a comprehensive social safety net, (ii)
identification of conditions in which individuals would be entitled to income and/or
programme support, and (iii) aspects of administration of the relevant support mechanism.

In the context of overall resource requirement, estimation of the resource gap, relative

to GDP, provides an estimate of the overall resource requirements for supporting the poor.

The RRG provides an estimate of resource requirement for a perfectly targeted
programmes of income support that would keep all poor on or above the poverty line. This is
only a variant of the poverty gap index with the modification that the aggregate gap is
considered in relation to GDP at market prices.

Table 5.8 gives the estimated resource gap for rural, urban, total poor using the
official poverty estimates. It appears that for 1999-00, only about 1.17 percent of GDP would
have been required by way of fully targeted income support to completely eliminate poverty.

Table 5.8: Estimated Resource Gap on the Basis of
PGI: All India

As % of GDP at Market Prices (1999-00)
Resource Gap Percent of GDP

(Rs. Crore) (Percent)

Rural 14580.4 0.756
Urban 8038.7 0.417
Total 22619.1 1.172
Memo: GDPmp 1999-00 1929641

Source (Basic Data): As in Tables 3.3 and 3.5.

Tables 5.9 and 5.10 give the state-wise break down of the resource gaps for rural and

urban poverty separately.

The calculations are based on estimates of poverty gap (PGI) provided by Deaton and
Dreze (2002), where

n
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Table 5.9: Estimation of Minimum Resources Required for Closing the Poverty Gap 1999-00: Rural

No. States/UTs. Number of HCR Total PGI Official  Poverty Estimated
Persons Population Methodology Line Resource Gap

(Lakhs) (Crore) Official (Rs. Crore)

1. Andhra Pradesh 58.13 11.05 5.26 1.8 262.9 298.8
2. Assam 92.17 40.04 2.30 8.5 365.4 858.0
3. Bihar 376.51 44.30 8.50 8.7 333.1 2955.3
4. Gujarat 39.80 13.17 3.02 2.2 318.9 254.5
5. Haryana 11.94 8.27 1.44 1.3 362.8 81.7
6.  Himachal Pradesh 4.84 7.94 0.61 1.0 367.5 26.9
7. Jammu & Kashmir 297 3.97 0.75 0.6 327.6 17.6
8.  Karnataka 59.91 17.38 3.45 2.7 309.6 345.8
9. Kerala 20.97 9.38 2.24 15 374.8 150.8
10. Madhya Pradesh 217.32 37.06 5.86 7.7 311.3 1686.9
11.  Maharashtra 125.12 23.72 5.27 44 318.6 887.4
12.  Orissa 143.69 48.01 2.99 11.7 323.9 1361.1
13.  Punjab 10.20 6.35 1.61 0.8 362.7 55.9
14. Rajasthan 55.06 13.74 4.01 2.1 344.0 347.4
15.  Tamil Nadu 80.51 20.55 3.92 3.8 307.6 549.6
16.  Uttar Pradesh 412.01 31.22 13.20 5.8 336.9 3094.3
17.  West Bengal 180.11 31.85 5.65 6.5 350.2 1544.5
Sum of 17 States 70.1 14516.7

All India 1932.43 27.09 713 5.2 327.6 14580.4

As percent of GDP at current market prices Sum of 17 States 0.752
Memo: GDPmp 1999-00 1929641 All India 0.756

Source (Basic Data): As in Tables 3.3 and 3.5.

Table 5.10: Estimation of Minimum Resources Required for Closing the Poverty Gap 1999-00: Urban

No. States/UTs. Number of HCR Total  PGI Official Poverty Estimated
Persons Population ~ Methodology Line Resource Gap

(Lakhs) (Crore) Official (Rs. Crore)

1. Andhra Pradesh 60.88 26.63 2.29 5.6 457.4 702.70
2. Assam 2.38 7.47 0.32 15 343.99 19.73
3. Bihar 49.13 3291 1.49 6.7 379.78 455.83
4.  Gujarat 28.09 15.59 1.80 2.4 474.41 246.18
5. Haryana 5.39 9.99 0.54 2.0 420.2 54.41
6.  Himachal Pradesh 0.29 4.63 0.06 0.6 420.2 1.89
7. Jammu & Kashmir 0.49 1.98 0.25 0.2 420.2 2.50
8.  Karnataka 44.49 25.25 1.76 5.6 511.44 605.57
9. Kerala 20.07 20.27 0.99 39 477.06 221.06
10. Madhya Pradesh 81.22 38.44 2.11 9.5 481.65 1160.16
11. Maharashtra 102.87 26.81 3.84 6.7 539.71 1664.98
12.  Orissa 25.40 42.83 0.59 111 473.12 373.73
13.  Punjab 4.29 5.75 0.75 0.6 388.15 20.85
14. Rajasthan 26.78 19.85 1.35 34 465.92 256.46
15. Tamil Nadu 49.97 22.11 2.26 4.8 475.6 619.13
16.  Uttar Pradesh 117.88 30.89 3.82 6.6 416.29 1258.18
17.  West Bengal 33.38 14.86 2.25 25 409.22 275.77
Sum of 17 States 26.5 7939.1

All India 670.07 23.62 28.37 5.2 454.11 8038.70

As percent of GDP at current market prices Sum of 17 States 0.411
Memo: GDPmp 1999-00 1929641 All India 0.417

Source (Basic Data): As in Tables 3.3 and 3.5.
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The resource gap is the highest for Uttar Pradesh followed by Bihar, Madhya Pradesh,
and Orissa for rural poor. For urban poor, resource gap is the highest for Maharashtra,
followed by Uttar Pradesh and Madhya Pradesh.

This amounts to a total of Rs. 22619 crore or about 1.17 percent of GDP at market
prices for 1999-00. Thus, a fraction of resources currently employed for administering the
subsidy regime of about 13 percent of GDP can keep the poor on or above the poverty
thresholds. Thus, it is not the shortage of resources which constraints the complete
elimination of poverty. The fiscal regime is unable to address the poverty problem effectively
both because it is ill-directed and also because poverty is the result of complex
developmental, fiscal, and sociological processes. However, this does not mean that just
single transfer of a little more than one percent of GDP can completely eliminate poverty in
the country. Some of the constraints in following such a policy relate to the difficulties in
identification of the poor, change in their poverty status from year to year, and disincentive
effects that could follow from such an income transfer policy. However, these estimates do
show that even allowing for targeting errors, it will not take a large amount of resources to

address the poverty problem.

One has to recognise, however, that a case is not being made for using an income-
support policy that makes up for the exact difference between the poverty line and the
average income of the identified poor so as to keep poverty incidence at zero level year after

year. In practice, there would be many difficulties in following such a policy.

First, such a policy can have significant adverse incentives. As soon as the poor learn
that such a policy is in place, their effort to earn whatever meager income they are earning
would go down, leading to an increase in the gap between poverty line and the mean income.

Secondly, a targeting of such high precision would require substantial administrative costs.

Thirdly, the exact design of such a policy would need to be worked out. Fourthly,
although income gaps will be filled up, this is with reference to a nutrition-related poverty
line. Gaps in respect of other dimensions of poverty particularly, health and education will
remain. Fifthly, the existing levels of poverty are dependent to an extent on the present
policies however untargeted these may be. If these are restructured, or reorganised, then the

impact on the existing poverty levels would need to be identified.
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The empirically relevant question is that if such programmes could be designed as
could deliver income support to the targeted poor, in a manner which minimize the adverse
incentives, it will take a very limited amount of resources to overcome poverty and minimize
its negative externalities. The features of the poverty profile that have been highlighted in this
paper, viz., its high spatial concentration, and the rising share of urban poor provide critical

information in designing the targeting strategy.

Further, allocation of additional resources can be justified on the ground of the
negative externalities. As poverty is reduced and kept at a minimum level, considerable
savings will be generated through the elimination of these negative externalities, reducing
health expenditures as well as resources allocated for countering incidence of illegal
activities. On the positive side growth rate will be stepped in high areas of high poverty

incidence areas, as investment and economic activities grow.

Much of the required resources can actually come from reorganizing several present
welfare oriented policies derive their justification in the context of supporting the poor, but
are either not targeted properly or are wasted in subsidizing inefficiencies. The vast subsidy
regimes that are run by central and state governments, for example, constitute untargeted

policy intervention which is known to subsidize largely inefficiencies.

The additional requirement of resources can also be converted into number of
additional days per year for which employment needs to be generated per household. It is
assumed that the average size of the family consists of 5 members and that employment is
offered at Rs. 50 per day of work. Minimum wages offered in government schemes currently

from Rs. 48 to Rs. 52 in many states.

Table 5.11 provides estimates for rural areas, state-wise figures indicate that in
Andhra Pradesh per poor household 51 more person days of additional employment needs to
be created whereas in Assam or Orissa a little more than 3 months of additional employment
per poor household needs to be created. When a household has two working adults in the

family, this number needs to be halved.
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Table 5.11: Estimation of Minimum Additional Employment Required for
Closing the Poverty Gap: Rural

Sl States/UTs. Number of  Number of Estimated Number of Number of
No. Poor Poor Resource  Additional Days Additional
Persons  Households Gap of Employment Days of
(Lakhs) (Lakhs) (Rs. Crore) Generation ~ Employment
(Crore) Per Family
1. Andhra Pradesh 58.13 11.626 298.8 5.98 51.40
2. Assam 92.17 18.434 858.0 17.16 93.09
3. Bihar 376.51 75.302 2955.3 59.11 78.49
4. Gujarat 39.80 7.96 254.5 5.09 63.93
5. Haryana 11.94 2.388 817 1.63 68.44
6. Himachal Pradesh 4.84 0.968 26.9 0.54 55.54
7. Jammu & Kashmir 2.97 0.594 17.6 0.35 59.41
8. Karnataka 59.91 11.982 3458 6.92 57.71
9. Kerala 20.97 4.194 150.8 3.02 71.92
10.  Madhya Pradesh 217.32 43.464 1686.9 33.74 77.62
11.  Maharashtra 125.12 25.024 887.4 17.75 70.93
12.  Orissa 143.69 28.738 1361.1 27.22 94.73
13.  Punjab 10.20 2.04 55.9 1.12 54.83
14.  Rajasthan 55.06 11.012 347.4 6.95 63.10
15.  Tamil Nadu 80.51 16.102 549.6 10.99 68.26
16.  Uttar Pradesh 412.01 82.402 3094.3 61.89 75.10
17.  West Bengal 180.11 36.022 1544.5 30.89 85.76
Sum of 17 States 14516.7 290.33
All India 1932.43 386.486 14580.4 291.61 75.45

Source (Basic Data): As in Tables 3.3 and 3.5.

Table 5.12 presents corresponding estimates for urban areas. As compared to the rural
areas, where on average, for the all India picture, 2.5 months additional employment per
household needs to be created, in the case of urban poverty 4 month of additional

employment per poor household needs to be created.

In designing a social safety net, it is useful to distinguish between policies meant for,
protection of the poor as against those meant for ‘promoting’ their income. Ravallion (1995)
observes that the standard incidence table cannot tell us how much of any reduction in
poverty was due to better protection of those vulnerable to poverty, versus better performance
at promoting the poor (see Dreze and Sen 1989). The same post-intervention distribution of
living standards can be produced in any number of ways; for example, two policies may yield
the same number of poor, yet in one case many more fall into poverty, and many escape, than
in the other. Clearly, we may be far from neutral to such differences when evaluating a social

safety net. It is useful to distinguish a policy’s ability to protect the poor—interpretable as its
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impact on transient poverty—from its ability to promote the poor—its impact on persistent

poverty.
Table 5.12: Estimation of Minimum Additional Employment Required for
Closing the Poverty Gap: Urban
Sl States/UTs. Number of  Number of Estimated Number of Number of
No. Poor Poor Resource  Additional Days Additional
Persons  Households Gap  of Employment Days of
(Lakhs) (Lakhs) (Rs. Crore) Generation  Employment
(Crore) Per Family
1. Andhra Pradesh 60.88 12.176 702.70 14.1 1154
2. Assam 2.38 0.476 19.73 0.4 82.9
3. Bihar 49.13 9.826 455.83 9.1 92.8
4, Gujarat 28.09 5.618 246.18 4.9 87.6
5. Haryana 5.39 1.078 54.41 1.1 100.9
6. Himachal Pradesh 0.29 0.058 1.89 0.0 65.3
7. Jammu & Kashmir 0.49 0.098 2.50 0.0 50.9
8. Karnataka 44.49 8.898 605.57 12.1 136.1
9. Kerala 20.07 4.014 221.06 44 110.1
10. Madhya Pradesh 81.22 16.244 1160.16 23.2 142.8
11.  Maharashtra 102.87 20.574 1664.98 33.3 161.9
12.  Orissa 25.40 5.08 373.73 7.5 147.1
13.  Punjab 4.29 0.858 20.85 0.4 48.6
14.  Rajasthan 26.78 5.356 256.46 5.1 95.8
15.  Tamil Nadu 49.97 9.994 619.13 124 123.9
16.  Uttar Pradesh 117.88 23.576 1258.18 25.2 106.7
17.  West Bengal 33.38 6.676 275.77 5.5 82.6
Sum of 17 States 7939.10 158.8
All India 670.07 134.014 8038.70 160.8 120.0

Source (Basic Data): As in Tables 3.3 and 3.5.

59  Shortand Long Run Policy Interventions

The key feature of long run strategies for combating poverty is that they offer more
lasting solutions to reducing poverty. These will bring about permanent reduction in poverty.
Over time, as long run policies become effective, the requirement and dependence on short

policies will diminish.

Examples of long term policies are investment in education, health, and physical
infrastructure. Allocation of larger resources on these sectors would lead to permanent
reduction in the incidence of poverty. Policies that create assets and continuing employment

potential also fall within this category.
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Short term policies are designed to instantly attend to the poverty problem. They are
effective only as long as they are in operation. Food for work programmes and other relief
schemes concerning droughts, floods, and other calamities also fall in this group. Even the
PDS is a relief scheme rather than capacity strengthening scheme. The more one spends on

the longer term schemes, the smaller the burden on the short term, relief-oriented schemes.

Since the income and employment of the poor are closely related to rural poor,
particularly the agricultural activities, much of the volatility in agricultural growth also makes
the income profile of the poor highly volatile. Analysts have also noted (Bhalla and Hazell,
2003) that there has been a steep deceleration in the rate of growth of in the crop sector from
90s compared with the 80s. The growth rate of all crops taken together, the average growth in
90s is found to be only 2.38 percent per annum against 3.46 percent per annum during the
80s. The decline in the growth rate of infrastructure investment in agriculture over a long
period of time, declining efficiencies of input use, technological stagnation and surplus cereal
production along with the falling prices have been noted as the main causes in the
deceleration of agricultural growth in India in 90s. The second reason that has led to the
decline in the employment in agriculture is the increasing capitalisation of agriculture. It has
been noted that increase over a time, as a result the labour intensity in the agriculture has
declined. In Punjab, in case of paddy man hours per hectare declined from 857.5 during
1981-82 to only 450.4 in 1998-99. The corresponding reduction in Haryana was from 831.0
man hours to 584.1 in 1998-99. Similar fall has also been noted in the case of wheat in
Punjab and Haryana. The overall employment elasticity for the economy has fallen from
0.473 during 1973-74 to 1993-94 and 0.156 during 1993-94 to 1999-00. In agriculture output
growth has conventionally been associated with high growth in employment but in this case
also there has been a steep decline in employment elasticity which has fallen from 0.49
during 1973-74 to 1993-94 to only 0.005 during 1993-94 to 1999-00. This pattern has been
noted in most states and for most crops. The sector-wise employment elasticity has shown in
Table 5.13.
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Table 5.13: Elasticity of Employment wrt Net Value Added

Period

1983-84 1994-88 2000-94 1994-78 2000-78 1994-74  2000-74
Agriculture, etc., and Allied 0.490 0.443 0.005 0.443 0.335 0.491 0.361
Mining 1.362 0.379 -0.534 0.428 0.537 0.981 0.614
Manufacturing 0.537 0.298 0.226 0.251 0.354 0.554 0.470
Electricity 0.746 0.312 -0.509 0.249 0.210 0.785 0.449
Construction 3.427 -0.022 1.095 0.686 1.451 1.070 1.084
Secondary 0.791 0.233 0.365 0.306 0.520 0.661 0.587
Trade 0.608 0.583 0.697 0.320 0.676 0.747 0.741
Transport 0.891 0.652 0.540 0.289 0.603 0.666 0.636
Services 0.750 0.642 -0.052 0.225 0.387 0.622 0.432
Tertiary 0.734 0.616 0.350 0.296 0.530 0.676 0.586
All Sectors 0.542 0.413 0.156 0.299 0.350 0.473 0.384

Source: Bhalla and Hazell (2003).

5.10 Micro Level Policies

While macro policies relate to growth of output and employment, monetary policies
and inflation, and budgetary allocation to areas such as health, education, and other poverty
related interventions, micro policies aim at individually targeted interventions. Two areas for

micro interventions relate to micro credit and micro insurance.

a. Micro Credit

Micro credit schemes have succeeded in a significant way in many countries. In India
also, these are showing signs of success although the progress may be different in different
states. Micro credit is extended to the poor without the need for a collateral. It is based more
on his participation in the self-help groups. Many banks are now entering this market on the
ground that this is a viable marketing option as compared to earlier where they participated
under compulsion and regulation. The lowering of the interest rates in general has also

helped. Micro credit directed to poor is also one aspect retail banking.

The immediate success of the Kisan Credit Card scheme is an important dimension of
micro credit. Extension of this scheme to the informal sector is now being undertaken. The
Kisan Credit Card Scheme was launched in 1998-99. Since its inception it has progressively
become more popular and has been taken up by 27 Commercial Banks, 378 District Central
Cooperative Banks/State Cooperative Banks and 196 Regional Rural Banks (RRBs) in the
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country. The number of Kisan Credit Card issued had reached a number of 2.71 crore cards
upto September 2002 and the amount of credit involved was Rs. 640,000 crore. Recently
NABARD has formulated a model scheme of channelising its financial support out of its
Cooperative Development Fund (CDF) by way of one time grant to all SCBs and DCCBs

with the budget allocation of Rs. 6 crore.

There is also a scheme announced in 2002-03 Budget for a Crop Insurance Cover for
the Kisan Credit Card holders upto a maximum amount of Rs. 50,000 and has also been

operationalised by a number of banks.

The concept of Self-Help Groups promoted by NABARD for financing the poor by
formal institutions and non-formal institutions was started in 1991-92 by linking SHGs with

formal crop agencies.

b. Micro Insurance

Table 5.14 shows growth rates in output of agriculture indicated by GDP in
agriculture at constant 1993-94 prices and compares it with corresponding growth rates for
the aggregate GDP. The ‘variability’ of agricultural output is considerably larger than that of
the aggregate GDP. The maximum annual growth in agricultural output was 17 percent in
1967-68 and minimum -13.5 percent in 1965-66 and 13.4 percent in 1979-80. The

corresponding range for GDP as a whole was 10.5 and -5.2. This is depicted also in Chart 5.1.

Similar variability is also seen in agricultural prices (Table 5.15) relative to the
implicit price deflator for the aggregate GDP. The range of annual percentage variation is
between 22.84 percent in 1973-74 at the maximum and -17 percent in 1954-55 at the
minimum. For the price deflator of aggregate GDP, this range is between 17.2 percent at the

maximum and -10 percent at the minimum.
Clearly, farmers are exposed to large fluctuations in output as well as prices, which

leads to variations in agricultural incomes. The element of uncertainty in agriculture is

recognised to be far higher than that in other sectors.
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Table 5.14: Growth Rates of GDP at Factor Cost in Agriculture and Aggregate GDP

Years Agriculture Total GDP Years Agriculture Total GDP

YA Y YA Y

1951-52 1.64 2,33 1976-77 -6.08 1.25
1952-53 4.16 2.84 1977-78 12.51 747
1953-54 8.99 6.09 1978-79 1.99 5.50
1954-55 2.80 425 1979-80 -13.36 -5.20
1955-56 -1.48 2.56 1980-81 14.44 7.17
1956-57 5.99 5.69 1981-82 5.61 5.97
1957-58 -5.08 -1.21  1982-83 -0.52 3.06
1958-59 11.25 7.59 1983-84 10.29 7.68
1959-60 -1.46 2.19 1984-85 1.44 431
1960-61 7.28 7.08 1985-86 0.69 4.45
1961-62 -0.32 3.10 1986-87 -0.61 4.33
1962-63 -2.15 2.12 1987-88 -1.39 3.83
1963-64 1.87 5.06 1988-89 16.81 10.47
1964-65 10.33 7.58  1989-90 0.74 6.70
1965-66 -13.47 -3.65 1990-91 4.43 557
1966-67 -2.29 1.02 1991-92 -1.85 1.30
1967-68 17.07 8.14  1992-93 6.22 512
1968-69 -0.35 2.61 1993-94 4.10 5.90
1969-70 7.25 6.52 1994-95 5.08 7.25
1970-71 741 5,01 1995-96 -1.13 7.34
1971-72 -2.66 1.01 1996-97 10.10 7.84
1972-73 -5.63 -0.32 1997-98 -2.82 4.79
1973-74 8.43 455 1998-99 6.87 6.51
1974-75 -2.76 1.16  1999-00 -0.11 6.07
1975-76 14.20 9.00 2000-01 -0.63 4.37
2001-02 5.73 5.57

Source (Basic Data): National Income Accounts, CSO.
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Chart 5.1: Growth Rates: Agriculture and Aggregate GDP at Factor Cost
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Table 5.15: Percentage Variation in Prices of GDP in
Agriculture and Aggregate GDP

Years Agriculture Total GDP Years Agriculture Total GDP
PA PGDP PA PGDP

1951-52 1.59 3.17 1976-77 8.40 6.17
1952-53 -5.47 -4.10 1977-78 7.65 6.20
1953-54 2.33 2.64 1978-79 0.64 1.87
1954-55 -17.12 -9.89 1979-80 18.66 15.11
1955-56 -2.15 -0.93 1980-81 11.41 11.51
1956-57 20.40 12.95 1981-82 9.37 10.23
1957-58 2.54 3.48 1982-83 8.22 8.18
1958-59 5.44 3.97 1983-84 8.88 8.81
1959-60 1.42 2.79 1984-85 6.34 7.49
1960-61 -1.35 2.24 1985-86 6.35 7.28
1961-62 3.35 2.35 1986-87 8.07 6.88
1962-63 4.09 471 1987-88 11.82 9.38
1963-64 14.72 8.78 1988-89 6.99 8.42
1964-65 11.80 8.59 1989-90 8.55 8.46
1965-66 11.46 8.68 1990-91 11.40 10.50
1966-67 17.61 12.68 1991-92 16.96 13.81
1967-68 9.28 8.67 1992-93 6.48 8.72
1968-69 3.19 2.77 1993-94 11.82 9.59
1969-70 2.87 3.24 1994-95 9.20 9.43
1970-71 -3.16 1.30 1995-96 9.29 9.03
1971-72 3.99 5.33 1996-97 9.22 7.44
1972-73 15.24 10.35 1997-98 9.33 6.67
1973-74 22.84 17.22 1998-99 7.39 7.94
1974-75 11.62 16.36 1999-00 4.66 3.94
1975-76 -11.53 -2.57 2000-01 4.24 4.28
2001-02 3.18 3.43

Source (Basic Data): National Income Accounts, CSO.

One dimension of vulnerability of the poor is their exposure to risks in almost all
walks of life. These relate to illness, disability, accident as well as to reliability in income.
These often generate a vicious cycle or a trap for them to remain in the poverty because for
any such event they often borrow at high rates of interest and this sets up a vicious circle,
which they are unable to get out of. Schemes of micro insurance therefore can be highly
effective to protect the poor against risks. These will not only give them temporally relief but
the effect would be the reduction of incidence in the poverty itself as they can avoid getting
into the high interest-induced poverty trap. However, unlike other life and non-life insurance,
neither insurance companies nor any other agency may take insurance for the poor as an
attractive market proposition. The non government organizations (NGOs) have shown some

initiative on their own to provide insurance to the poor on a small scale. Examples often
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quoted are that of Sewagram Hospital, and ACCORD in the Nilgiris. The difficulty in making
this a marketable proposition arises from high risks, low premium and lack of organisational

structure which can help in distributing the risk among participating agencies.
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Chart 5.2: Annual Percentage Price Variations: Agriculture and Aggregate GDP

Analysts say that there are four key aspects to making the micro insurance of the poor
a viable business proposition. These relate to affordability, insurability, marketability and
profitability. The insurance costs and the related premium need to be kept low in order to
ensure affordability. This is one aspect where government subsidies have also been
recommended, either directly to the poor for insurance or indirectly to the company/
organisation offering insurance. The second aspect relates to risks in insurance. Predictability
of the risk is an important aspect in determining its insurability as well as the corresponding
premium. For any poor, most risks are high and relate to many aspects of his life. To reduce
risks and make the proposition more insurable it has often been recommended that a group
based approach rather than an individual based approach may reduce the costs of insurance.
Profitability should be compared with other insurance activities to attract the insurance
companies. Considering that some of the mainstream insurance companies may not be

attracted to this sphere, these may have to be directed towards micro insurance for the poor
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under some regulation or a separate insurance organisation may be created exclusively for
this purpose. This organisation can serve as an intermediary between the poor, the NGOs and
the insurance companies. Even at present, there are selected schemes being run by different
departments which aim at insuring a limited dimension of the overall insurance requirements
of the poor. One specialised insurance organisation can provide a platform where many of
these individually runs and fragmented schemes can be brought together and integrated with
the overall programme of insurance for the poor. Such an organisation can also be supported
through the budget with subsidies as it will be easier to administer these through such an
organization. This organization can also undertake other poverty related activities like social
security premium for the poor. Income generation, health care, maternity care, women and
child welfare and so on. In fact, instead of having multiple schemes to run through various
ministries and departments, it may be best to design and operate most of the required schemes

through a single organisation that can aim at combating poverty effectively.

A National Agricultural Insurance Scheme (NAIS) was introduced from Rabi season
of 1999-00, which replaced the earlier Comprehensive Crop Insurance Scheme which was in
operation since 1985. The new scheme extends coverage to all the food crops as well as the
oilseeds, commercial and horticultural crops. The premium rates vary from 1.5 to 3.5 percent
of the sum insured depending on the crops. There are actuarial rates for the commercial and
horticultural crops. Small and marginal farmers are entitled to subsidy of 50 percent of the
premium charged from them to be shared on 50:50 basis by the Central and state
governments. At present this scheme is being implemented by 21 states and 2 union

territories.

A Pilot Seed Crop Insurance Scheme was also introduced from Rabi 1999-00 to
protect seed growers in the event of failure of a seed crop. This scheme is currently in
operation in Andhra Pradesh, Gujarat, Haryana, Karnataka, Madhya Pradesh, Maharashtra,
Orissa, Punjab, Rajasthan and Uttar Pradesh. The seed crops of paddy, wheat, maize, jowar,

bajra, gram, red gram, ground nut, soyabean, sunflower and cotton are covered.

There is also a scheme for livestock insurance. This consists mainly of cattle
insurance and is being implemented by the 4 public sector general insurance companies.
Under various livestock insurance policies, cover is provided for the sum insured or the

market value of the animal whichever is less. The animals are normally insured upto 100
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percent of their market value. The premium collected under this scheme in the year 2001-02
was Rs. 135.38 crore and the number of animals insured was 1.65 crore. In fact, this number

has come down over the years. In 1998-99, the number of animals insured was 2.35 crore.
5.11 Decentralisation and the Role of the Third-Tier in Poverty Alleviation

State governments, with significant exceptions like Kerala and West Bengal, have
shown downward rigidity in devolving functions to the local bodies in rural and urban areas.
The central government also continues to administer a variety of its schemes through special
agencies like the DRDA rather than using the PR institutions. Thus, following the 73" and
74™ amendments, even though there has been two rounds of State Finance Commissions,
there is considerable reluctance and consequent overlapping of functions being performed by
the local governments with other agencies. At the same time, the local bodies have to perform
a variety of ‘agency functions’ for a number of central government departments who float a

plethora of centrally sponsored schemes.

The main issues in making the constitutionally recognised and elected bodies at the

local level to perform functions that can help in combating poverty, can be listed as follows:

a. In the context of clarity of assignment and responsibility are:

i.  Overlapping responsibilities with state departments, and

ii.  Overlapping responsibilities with special non-constitutional agencies like
DRDA, etc.

b.  Inthe context of finances, two of major problems encountered are:

i.  inadequate assignment and/or exploitation of own revenue sources, and

ii.  the requirement for providing matching contributions for most central funds
flowing to the local bodies through Finance and Planning Commissions or the
Central Ministries.

In most cases, the requirement is for the state government to provide the matching

contribution. This has resulted in delayed and often non-utilisation of substantial funds.
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Decentralisation can help improve the poverty alleviating content of governmental

interventions if

They have the option to select programmes or schemes most suited to their
requirements from among the numerous centrally designed schemes.

The local level institutions (PRI and municipal) can help in better targeting of
household or individual oriented benefits. They can also better understand the
local infrastructure deficiencies.

In the context of primary schools, interface with village Panchayats can improve
attendance of both teachers and students.

It is only in programmes or services where specialised and technical inputs are
needed like watershed development programmes, should agencies or societies
be involved, but they should have a clear interface with the PRI institutions.

5.12  Summary

Fiscal policies can support growth and can favourably affect conditions that augment

the poverty reducing impact of growth. Fiscal policies, through well-designed subsidies can

address human development dimensions of the poverty problem. A significant component of

budgetary policies have to be devoted to well-targeted and direct support programmes that

recognise such characteristics of the poverty profile of India as its increasing spatial

concentration and urbanisation. The size of the budget, the composition of government

expenditure at central, state, and local levels, and coordination between governments at the

three tiers, can significantly enhance the pro-poor orientation of budgetary interventions.

In summarising lessons from earlier poverty reduction strategies, Sandstorm (1994)

draws some critical lessons, as summarised below:

The strategic framework to reduce poverty must consist of two central, mutually
reinforcing elements: (i) economic growth and (ii) investment in people. Labour-
intensive growth allows the poor to make use of their major asset—their labour.
The Bank is focusing increasingly on measures at the macroeconomic and sectoral
level that are both pro-growth and pro-poor. These include: freeing the price of
agricultural products to benefit small farmers; removing anti-employment
biases—such as restrictions on labour mobility and the subsidisation of capital—
to increase job opportunities; and promoting economic stability—inflation, for
example, is a regressive tax which hurts the poor. The availability of good quality
education, health, nutrition, and family planning are essential to enable the poor to
contribute to and participate in growth. The compelling appeal of social
development is that, as well as improving human welfare directly, it is a sound
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Vi.

Vil.

viii.

economic investment. Experience indicates, for example, that no country has been
able to take off economically with a literacy rate of less than 50 percent.

Increasing social expenditures is essential for poverty reduction, but it is not
enough. The efficiency and effectiveness of those expenditures is equally
important. Careful targeting of scarce resources to ensure that they reach those
most in need is imperative.

For poverty reduction to be lasting, it must be environmentally sustainable. The
most common environmental problems hit the poor hardest—dirty water,
inadequate sanitation, and soil erosion. The very poor, struggling at the edge of
subsistence, cannot afford to make natural resource investments that give positive
returns only after a number of years. This means that the poor have little choice
but to overexploit any available natural resource. These problems can be
effectively addressed only by building upon the “win-win’ links between growth,
poverty reduction, and environmental protection.

Reducing the rapid rate of population growth in many developing countries is
important for environmental sustainability and for poverty reduction. The
population issue cannot be addressed effectively in isolation from the overall issue
of social development. Experience shows that as incomes rise and people lead
longer, healthier lives, fertility declines. Evidence also suggests that narrowly
targeted family planning has minimal effect if the vast majority of people in a
country remain unhealthy, uneducated, and unemployed.

The fundamental role of women in reducing poverty is one of the most profound
lessons of development experience over the last generation. In most developing
countries, women play the major role as producers of food and protectors of the
environmental and in educating children and nurturing families.

The global trend toward increased participation is one of the fundamental changes
of our time: more open economies and trading systems; more open political
systems and democratising; more highly educated people in the developing
countries and increasing human-resource capacity; more rapid and widespread
forms of communication and information flow. Participation is an important end
in itself, but it is also a means to more effective poverty reduction.

It 1s primarily a government’s responsibility to involve its citizens in the
development decisions that affect their lives. Governments also have a
responsibility to ensure accountability and transparency for their actions if
resources are to have maximum impact in benefiting the poor.

Improved knowledge and measurement of poverty increases the potential for
greater effectiveness of poverty reduction strategies. These address three basic
questions: Who is poor? Why are they poor? What needs to be done to reduce the
number of poor?
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Chapter 6: TARGETING FISCAL POLICIES

6.1 Introduction

Effective targeting of programmes can significantly improve the poverty alleviating
impact of fiscal policies. Targeting is an attempt to focus the benefit of public expenditure to
the poor by identifying them as direct beneficiaries and screening out unintended
beneficiaries. Universal subsidisation is costly and inefficient. Economists who favour using
targeting of selected expenditure programmes argues that attempts to identify the poor and
targeting benefits to them can serve important re-distributive and safety net roles in a market
economy [World Bank (1990), Lipton and Ravallion (1995)]. Grosh (1995, p. 465) has
observed: “targeted programs have much more incidence than general price subsidies”, and
(p. 466): “on an average targeted programs also have more progressive incidence than public
primary health and public primary education services, although there is a good deal of
overlap in the ranges”. On the other hand, people who hold the anti-targeting view have
argued that finely targeted programmes have usually failed as they have failed to cover fully
the poor or avoid leakages to the non-poor. Such programmes also create dependency, and
may be unsustainable because of lack of political support. In this context, van de Walle
(1995) writes that although the literature indicates that targeting imposes costs, “we know
very little about the actual costs associated with different forms of targeting ... we cannot
operate on the presumption that targeting is an efficient instrument for fighting poverty in all

circumstances”.

6.2  Targeting and Incentive Effects

Targeting has important incentive effects. Kanbur, Keen and Toumala (1994) explore
the implications of variable labour supply for the design of poverty alleviation programs in
the context of minimising poverty index, which is defined in the utility space incorporating
non-zero labour supply responses to subsidising/taxing goods. They argue that if labour
supply is elastic, the standard rule of subsidising those commodities whose consumption by
the poor is a large fraction of total consumption may need to be modified in a ‘non-welfarist’
approach. The rule is modified depending on the weight given to disutility of effort in
evaluating poverty. If no weight is given at all, then the case for subsidising good ‘i’ is

weaker, the more such a subsidy tends to reduce labour supply, that is, the greater is the
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complementarity between good ‘i’ and leisure. But this result is reversed by attaching a

sufficiently high weight to the disutility of effort. It is then no longer acceptable to provide

for consumption at the poverty line by inducing individuals to work excessively. As such,

complements to leisure should be subsidised rather than taxed.

Chaudhuri and Ravallion (1994) from their study of longitudinal data on 103

households in three villages over 1976-1983 with a view to deriving implications for

targeting in the case of the chronically poor, arrive at the following conclusions:

Vi.

Vii.

viii.

All of the cross-sectional indicators except food share generally perform better
than uniform targeting. Cross-sectional information is better than no information
in reaching the chronically poor.

i. Targeting on the basis of food share generally performs worse than an untargeted

allocation, and, at low budgets, even performs worse than a distributionally
neutral allocation. A closer inspection of the data revealed that the current
expenditure elasticity of demand for food is approximately unity in these villages,
and this appears to be the main reason for this indicator performing so badly.

While land is a better indicator than food-share, it is clearly dominated by the
consumption and income-based indicators.

Current income generally dominates all other measures for all budgets in
identifying the chronically income poor. At low budget levels it is also better at
identifying those who are chronically poor in terms of their mean consumption.

At the lower end of the budgets considered, current food expenditure per person is
worse than any of the other consumption or income measures. But at the upper
end it performs better than most.

Even for the relatively good cross-sectional indicators, step-wise targeting based
solely on cross-sectional data is significantly more costly than perfect targeting in
achieving any given impact on chronic poverty.

While there is some variation from year to year, there is no obvious pattern, such
as between ‘good’ and ‘bad’ agricultural years. This does not bear out the finding
of Lanjouw and Stern (1991) that current income in a good agricultural year is a
better indicator of chronic poverty than in a bad year.

The poverty gap often is used as a measure of the cost of eliminating poverty.
Clearly this assumes perfect targeting. The results indicate that the poverty gap
substantially underestimates that cost, when targeting in practice is constrained to
the use of cross-sectional data.

Targeting should be an essential part of all poverty alleviation programmes. Targeting

can be considered in terms of (i) its costs, (ii) the behavioural responses to potential

beneficiaries and losers as a result of targeting, and (iii) means or instruments of targeting.

Targeting involves identification of the potential beneficiary and the administration of the
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benefit. Both aspects involve costs. Invariably, a number of officials would be involved in

the identification exercise as well as the delivery of the benefits.

6.3  Methods of Targeting

A number of alternative methods of targeting can be identified, as discussed below:

a. Individual Assessment Mechanism
In this mechanism, each potential beneficiary has to be examined separately to assess
whether he is a bonafide applicant on the basis of various criteria, to receive the benefit of the

programme.

b. Group and Geographic Targeting Mechanisms

In this case, an eligible group is decided on the basis of special characteristics, e.g.,
school lunch programs that operate only in poor areas, programs that predominantly benefit
chosen states, municipalities or neighbourhoods based on relevant characteristics. Sen (1995,
p. 19) observes: “Inequalities in health and education have a direct relevance to policy that is
not parasitic on their roles in generating income inequalities as such. This is a consideration
of some general pertinence in devising broad strategies of targeting over distinct groups, such

as regions, classes, or genders”.

Indicator-based targeting has been analysed by Akerlof (1978), Kanbur (1987),
Ravallion (1987), and Besley and Kanbur (1988). Most of these studies assume away the
labour supply effects. If target population is divided into two groups A and B, that group
should be favoured which is less responsive in its labour supply behaviour. On the whole,
labour supply responses introduce some new considerations into the design of poverty-
alleviation programmes. It forces one to reconsider the standard objective function. If
commodity-based subsidies reduce labour supply, the net effect of policy is weakened. Also,
for any indicator that divides the population into mutually exclusive groups, if there is a
positive correlation between labour supply elasticity and poverty incidence across the group,

the usefulness of that indicator is weakened.
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C. Geographic Targeting

The main attraction of geographic targeting is its simplicity. Regions can be assigned
priority on the basis of existing aggregate data. The complicated administrative mechanisms
or means test for selecting beneficiaries individually are not required in the case of
geographic targeting. Many Latin American countries have attempted geographic targeting as
a device to improve effects of poverty programmes. Examples include the Mexican Tortilla
and Milk programs, the Venezuelan Day Care Centers Program, and the Honduran Food
Stamp Program. All of these programs use geographic location in conjunction with other

mechanisms to target direct transfer programs to the poor.

Ravallion (1992) and Datt and Ravallion (1993) have investigated the potential of
geographic targeting for India and Indonesia through a model designed to minimize poverty.
Results for both the countries indicate that the qualitative effect of reducing regional
disparities in average living standards generally favours the poor. The overall maximum
impact for India was equivalent to what could be achieved by a uniform, untargeted transfer
of 1.5 percent of mean consumption. For Indonesia, the effect is higher—equivalent to 4
percent of mean income. They also showed that the gains to targeting were about 2 percent of
mean consumption for Jamaica and 3-10 percent for Venezuela. In the case of Jamaica, it

implied a saving of 43 percent of the programme budget, and for Venezuela 6-12 percent.

Based on simulation exercises, Baker and Grosh (1994) also examine geographic
targeting. Their findings indicate that as compared to an actual generalised food subsidy
programme, the accuracy of geographic targeting is much better. In the cases of Mexico,
Venezuela and Jamaica, over half of the benefits went to those in the higher income groups
under a state targeting scheme, and about half of the intended recipients were excluded from
the programme. The simulations for Mexico show that geographic targeting accuracy can be
improved as the size of unit used in decision making gets smaller. The outcome for the

locality level targeting is distinctly better than that for the state level.

Simulations for Jamaica, comparing a general food price subsidy scheme with a food
stamp program which uses a means test and a self-selection process, and geographic targeting
show clearly that the targeted schemes perform better than the untargeted price subsidies.

Between the two targeting mechanisms, the results are less conclusive. A simulation using a
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combination of the two targeting mechanisms produces results which are somewhat better

than for either mechanism used above.

There are in practice two major problems with geographic targeting relating to
incentive effects and political economy. Giving benefits to one region rather than another
might prompt migration between regions. If the poor move from the unserved to the served
region, programme coverage and costs would increase. However, this may yet be justified

because targeting accuracy would increase and the poor would be better served.

d. Self-Targeting Mechanisms

This involves relying on the individual decisions of a potential candidate to
participate in the programme. The programme is decided in such a way as to discourage the
non-poor from using it. Self-selection as a method of targeting has been recognised as one of
the best. Sen (1995) has also observed that: “... Capability-oriented reasoning in dealing
with targeting problems have some distinct merit with regard to incentive compatibility”.

These relate to

i. the frequently lower manipulability of observed functionings (such as illness or
illiteracy),

ii. the fixing of pre-dispositional characteristics (such as disability or genetic
proneness to illness),

iii. the usefulness of self-selection (such as employment offers), and

iv. the non-transferability of benefits tied to personal functionings such as personal
medical care.

Lipton and Ravallion (1995) observe: “Disappointment with the prospects for poverty
reduction using administratively and politically feasible forms of indicator targeting has
rekindled interest in self-targeting ”. There are two main caveats about self-targeted schemes.
First, they screen participants by imposing a cost on them. Good schemes ensure that the cost
is higher for the non-poor than the poor. But, the cost may be significant for the poor also
including the cost of forgone income. Lipton and Ravallion observe: “However, none of these
mechanisms is perfect: the poor may be unable to afford the work loss in queuing; the rich

may jump the queue, or send their servants to queue”.
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For income-based targeting (and for conventional parameter values), the optimal
marginal withdrawal of benefits as income increases was estimated to be around 50 to 60
percent. This could serve as a benchmark for the evaluation of income-tested schemes. If the
marginal withdrawal rates are far above, this may appear positive from a targeting
perspective, but the incentive effects may overpower any targeting gains. Kanbur, et. al.
(1994) have also considered modifications to rules of thumb in non-income-based targeting
showing that for any indicator that divides the population into mutually exclusive groups for
targeting purposes, a positive correlation between labour supply elasticity and poverty
incidence across the groups reduces the usefulness of the indicator. Thus, relying only on
poverty incidence can give a false sense of the value of an indicator for targeting purposes.
Rao, Naidu, and Raju (1998) illustrate how using a set of household characteristics rather
than an income-based identification (as in identifying the BPL population) can improve the

efficacy of the targeted interventions.

6.4  Targeting Errors

It is generally recognised that there are two types of errors in targeting expenditures
for poverty alleviation: type | and type Il. Type | error is an error of omission of the poor
from the scheme, and type Il error is the error of inclusion of non-poor in the scheme. Cornia
and Stewart (1995) have referred to these errors as the F-mistake and the E-mistake. The F-
mistake is the failure in the prime objective of intervention. The E-mistake is that of excess
coverage. If the total population is N, and the target (poor) population is P, the two types of

mistakes can be indicated as in Table 6.1.

Table 6.1: Classification Matrix: E- and F-Mistakes

Population Covered Poor Non-Poor Total Population
All covered by programme pP° NP° N°
(E-mistakes)
All not covered by programme ~ P™ NP™ N"®
(F-mistakes)
P NP N

Source: Cornia and Stewart (1995).
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Cornia and Stewart argue that the two types of error should be viewed
asymmetrically. In particular, the F-mistake should be viewed as far more serious than the E-
mistake. Often, minimising the E-mistake can increase the F-error. On the other hand, there
could be programmes, where in order to minimise the F-error, very large E-error might be
committed. Such errors would inevitably lead to very high cost of programmes of poverty

alleviation.

The F-errors are usually measured as a proportion of total population or as proportion

of total poor population. The E-error is similarly measured. Thus:

F-error = P"/N or P"°/P
E-error = NP/N or NP*/NP

Table 6.2 provides some estimates of the extent and cost of targeting errors in
selected countries. E' indicates percentage of subsidy going to the non-target population. E"

indicates percentage of the non-target group covered by the subsidy.

Table 6.2: Summary of Targeting Mistakes in Selected Countries

Country and Region General Subsidies Food Stamps and Rations
F E' E"a F E' E"
Jamaica Very low 66 100 50 43 —
(top 60 percent)
Pakistan (Urban) Very low 78 100 50 52-80 21
(top 60 percent)
Egypt 7 70 100 — — —
(top 75 percent)
15
(top 25 percent)
Sri Lanka Very low 62 100 30 31 34
(top 60 percent) (top 60 percent)
Tunisia Very low 75 100 — — —
(top 65 percent)
Mexico (urban) Very low 39 100 Tortilla: 73 40 —
(top 30 percent) Rural community (better off)
stores: 6 46 —
(non-poor)
Philippines (villages) 5 9 (80 percent of 100 — — —
recommended 100
calories)
Tamil Nadu Very low 37 100 — — —
(two villages)
Tamil Nadu Preschool 31 77 School meals: 54 33 36
(“richer” village) feeding: 17

Source: Cornia and Stewart (1995).

Notes: — Not available
E' = percentage of the subsidy going to the non-target population (which broadly corresponds to the percentage
program savings that could be realised if there were no such mistakes); and E" = percentage of the non-target
group covered by the subsidy.
a. E"-mistakes are assumed to be 100 percent and F-mistakes to be very low for the universal subsidies. In fact,
some people from both rich and poor households are likely to be omitted for various reasons, so E" may be less
than 100 percent, and F may be positive but low. Precise data are not normally available.

154



However, it is quite useful to measure the E-mistake in terms of its financial costs. If

the total cost of the programme is ‘S’ and if ‘v’ is the average money cost of the subsidy or

benefit received by the non-target population, then VNP®/S is the financial cost of the E-

mistake. In the context of food subsidies the money cost of E-mistake (E) has been indicated

by Cornia and Stewart for several case studies. Some of these estimates are summarised in

Table 6.3.
Table 6.3: Money Cost of E-Mistakes in Food Subsidies Programmes
Country Study
I. India Harris (1992) Case: Two Villages in North Arcot
Richer Village Poorer Village
E' 32.0% 37.5%
I1. Jamaica Grosh (1992) Households
E' General Subsidies 66 (top 60%)
Food Stamps 43 (top 60%)
I11. Pakistan Alderman
E' in Ration Scheme 52% (urban)
F in General Subsidy 78% (total)
E' Refers to percentage leakage to the top two-thirds
of the population, assuming no diversion
IV. Egypt Alderman and Braun
(1984, 1986)
E' Top three quarter
Urban Rural Total
55.7 75.0 69.5
V. Sri Lanka Edirisinghe (1987) Pre 1979 rice subsidies
E' Top 80% 82
1981-82 Total stamps
E' Top 80% 64
VI. Tunisia Yusuf (1989)
E' Top 90% 96%
E' Top 65% 75%
E' Top half 65%
VII. Mexico World Bank (1991) Targeted Subsidies
Tortila E' Better off 40%
Urban Milk Program E' Non-poor 40%
VIII. Philippines Garcia and  Pinstrup-
Andersen (1987)
E' (Persons with more than 80%  8.8%

of recommended calories)

Source: Based on Information in Cornia and Stewart (1995).

Some of the important conclusions derived by Cornia and Stewart from the studies

that they reviewed may be listed as follows.

I. Universal schemes tend to involve significant E-mistakes.
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ii. Universal unrestricted subsidies can sometimes provide much larger absolute
benefits to richer than the poorer groups, since the richer groups can afford to
consume more.

iii. In a number of countries, targeted schemes have replaced universal schemes. In
almost every case, the result has been a major increase in F-mistakes.

iv. Administrative costs are estimated to be higher for the targeted food
interventions; they range from 2 to 5 percent of the total costs of these schemes.

v. The political support for general schemes that reach some of the non-poor appears
to be higher than for the more narrowly targeted schemes.

a. Efficacy of Targeting Mechanism

The relative efficacy of alternative delivery mechanisms need to be worked out in
terms of minimising an objective function. Some discussions are available in Besley and
Kanbur (1987) and Chaudhari and Ravallion (1994). As discussed in Cornia and Stewart
(1995), it is useful to measure the total mistake as the weighted sum of all individuals

mistargeted.
One idea is to minimise the weighted sum of the F and E errors:

Z=a(E) +b(F)

NPC PnC

=a +b
N

1
== (aNP® + bP™
N ( )

In general b > a.

For each intervention, the value of the E-mistake ought to be weighted together with
the immediate welfare cost and the discounted value of the failure to incorporate the target

population in the welfare program. Three types of objectives may be set.

I. Minimise the weighted sum of mistargeting ratios.
ii. Minimise the E-mistake, given an acceptably low level of F-mistake.

iii. Maximise the welfare impact for a given cost of the program by evaluating the
gains for the coverage of the targeted population and losses of the mistakes.

156



Cornia and Stewart (1995) proposed the following objective function for

minimisation of targeting error.

Z =VNP®+ (am + Bc) t P + W,
where
VNP = monetary value of leakage (E')
% = average monetary value of the subsidy received
W = immediate welfare cost of F-mistake

The term 7 (am + Bc) evaluates the weight to be attached to the F-mistake. In the
context of food subsidies:

1 = yearly productivity of a low income manual worker.
m = share of adult manual workers in P™.
¢ = share of children below five years of age in P™.

A = percentage average loss of productivity of malnourished manual workers not
reached by the nutritional program.

B = multiple of present value of future forgone income of malnourished children not
reached by the nutritional program expressed in terms of current productivity of
low income manual workers.

b. Deriving Optimal Targeting Costs

High universality of the program increases the crowding out of the target population
and increases the F-mistake. There is a trade off between administrative cost of targeting and
monetary value of E-mistake. As administrative cost is increased, the F-mistake is minimised

as well as the E-mistake.

F=a-C
C = administrative cost
_B
C

dF __dE__B

- YT . e., both fall as C increases
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Total cost is given by:

Z=C+E'
Z=0oF +VE
vp

Z = ao.—boC + —
C

d—Z:—boc—V—Bz

dC C?
w_,

bo +— =
baC?+vp=0

G W
bo

d’z  2vp
——="""50
dc> C? 4

This condition ensures a minimum. The welfare gain can be written as

Z =aP°*—vNP®
P =0+ BC - C?
Z =aP®— v(N - P9
=aP°— VN + vP°
=(@+Vv)P°—vN
Z =(a+v)(a+pC)—VN-C?
dz/dc = (a+v) (B—2C) =0

B-2C=0
C=pp
P® : welfare gain aP°

NP welfare loss (= VNP®)

Pn®: welfare loss BP™
It may be noticed that C (targeting expenditure) is the policy instrument with respect

to which the welfare gain is to be maximised. It may be postulated that P¢ increases with C,
and NP° falls with C. Thus,
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P =a+hC

NP®= s/C

Z = oP°+ B(N — P) — VNP°
= oP° + BN — BP® — VNP®
= BN + P (a— B) — VNP®
BN+ () @+bCO) - 2

& — (u=B)b+2> =0,and, C* (o= P = vs

We may define v and C as proportions of total expenditure

C=./vs/(B—a)

let p=1 C=

3

B—oa
v
kKy(@—o)

let B=k?a, C=

6.5  Costs of Targeting: Some Empirical Results

The main cost of targeting is the administrative cost component. Administrative costs
need to be incurred both in the process of screening or identifying the poor, that is, the
potential beneficiary, and the cost of delivering the benefit to them. Subsequently, there may
be monitoring and follow-up costs, as for example, in recovering a subsidized loan. In
estimating targeting costs, Grosh distinguishes between total administrative costs and
targeting costs. Total administrative costs (TAC) are defined as covering all costs necessary
to deliver the targeted benefit. Only a part of these are called “targeting” costs (TC) that are

incurred during the screening process that determines as to who benefits.

Grosh (1995, p. 467) observes: “The incidence outcomes from a single mechanism as
applied in different countries or programs are more diverse than the differences in outcomes
among different mechanisms, on average. The range of outcomes for the individual
assessment mechanisms is much wider than for the other mechanisms, on average”. In

Grosh’s study, the range of outcomes for the individual assessment mechanisms is much
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wider than for the other mechanisms, with 59 to 83 percent of benefits going to the poorest
two quintiles. The median is 73 percent. For geographic targeting mechanisms, the range is
from 62 to 79 percent of benefits going to the poorest two quintiles with the median at 72
percent. For self-targeting mechanisms, the range is from 69 to 77 percent of benefits

accruing to the poorest two quintiles with the median being 71 percent.

Estimates indicate that total administrative costs (including the costs of screening
potential beneficiaries and of delivering programme benefits to them) ranges from 0.4 to 29
percent of the total programme costs. In the case of individual assessment mechanisms, the
range of total administrative cost is the largest, ranging from 0.4 to 29 percent of total
programme cost. Estimates of the administrative costs for different mechanisms are
summarised in Table 6.4.

Table 6.4: Cost of Alternative Targeting Mechanisms

As % of Total Cost of Programme

TAC Median
Individual Assessment 0.41to0 29 9
Geographic Targeting 4.0t0 16 7
Self Targeting 3t010 6

Administrative costs vary greatly by programme type. Screening costs have a small
share in TAC. There is no apparent correlation between benefit incidence and shares of TAC.
The reason for this somewhat surprising result is that screening costs of (imperfect) targeted
programmes constitute only a small share of overall administrative costs. In the lights of

these results Grosh (1995) draws three main conclusions:

i. Targeted programmes have much larger progressive incidence than general food
price subsidies. They even have somewhat more progressive incidence than
scarce public health and educational services.

ii. The administrative costs of programmes with moderate good incidence need not
be excessively high.

iii. It is not possible to rank targeting mechanism a priori. There are no broad
correlations between the targeting mechanism and targeting outcomes, and there
appears to be a weak correlation with administrative costs.
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6.6 Issues in Targeting in India

In a recent study, Sundaram and Tendulkar (2003) have highlighted the social
disadvantage for SC/ST population in rural areas in 1999-00. Clearly among all rural
households SC and ST have a much higher incidence of poverty; between the two, STs have
a much higher incidence of poverty. Classified according to means of livelihood, agricultural
labour has the highest incidence of poverty. Some of the results are summarised in Tables 6.5
and 6.6.

In urban areas again SC/ST have a higher incidence of poverty. In this case SC
households have a higher poverty incidence than ST. In terms of means of livelihood, casual
labour has the highest incidence of poverty.

Table 6.5: Head Count Ratio by Social Groups and By Means of Livelihood:
1993-94 and 1999-00

1993-94 1999-00

| Social Groups

Scheduled Castes 45.7 38.4
Scheduled Tribes 48.8 48.0
Others 28.3 23.2
All Households 34.2 28.9
1. Means of Livelihood
Self-Employed in Agriculture 29.6 21.6
Self-Employed in Non-Agriculture 32.6 24.1
Agricultural Labour 57.5 44.6
Other Labour 39.1 27.8
Others 24.3 14.9

Source: Sundaram and Tendulkar (2003).

Table 6.6: Head Count Ratio by Social Groups and By Means of Livelihood:
Urban (1993-94 and 1999-00)

1993-94 1999-00

| Social Groups

Scheduled Castes 42.9 37.8
Scheduled Tribes 33.6 35.2
Others 23.4 20.0
All Households 26.4 23.1
1. Means of Livelihood
Self-Employed 28.5 26.1
Regular Wage/Salaried Workers 15.6 114
Casual Labour 57.3 49.9
Others 21.1 16.9

Source: Sundaram and Tendulkar (2003).
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It is suggested here that a strategy of multi-stage targeting can improve the quality of
targeting without much cost. Direct transmission of funds to the implementing level of

administration.

6.7 Multi-Stage Targeting

The present pattern of allocation and utilisation of Centrally Sponsored Schemes
(CSS) is highly distorted because of the absence of any clear principles of distribution and

because poorer states fail to utilise the schemes as they are unable to contribute their share.

a. First Stage: According to Share in the Number of Poor
At present inter-state allocation is quite ad-hoc. The first stage targeting can be done

without any administration costs.

b. Second Stage

Within the state, allocation of funds should be done district-wise in proportion of total
population of scheduled castes, scheduled tribes and agricultural landless labourers, and list
of Antyodaya beneficiaries. Information on these is available from the Census and other

relevant sources.

C. Third Stage
Within the district, allocation of funds should be done to Gram Panchayats again in
proportion of total population of SC/ST and (non-SC/ST) agricultural landless labourers. This

information is also available from the Census.

d. Fourth Stage
Gram Panchayats should decide through Gram Sabha:

i.  Given their entitlement, what schemes (central and centrally sponsored)
they would like to administer;

ii.  Village level schemes will be administered by them; and
iii.  For schemes that have individual beneficiaries, the beneficiaries may be

identified by the Gram Panchayat by looking at SC/ST/Antyodaya/
agricultural landless labourers/single parent households. First priority
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may be given to families at the inter-section of any two criteria, i.e.,
households that satisfy at least two criteria.

All schemes implementable at village level should be passed on directly to the Gram
Panchayat. Schemes should be classified at implementable at state level, implementable at
district/block level, and implementable at village level.

6.8  Poverty Maps as a Tool for Targeting

A poverty map is a geographic profile of poverty, indicating those regions of the
country where incidence of poverty is high. This becomes a readymade guide to allocation of
public spending. Consumption-based poverty maps with other indicators of well being

including health and education conditions, could serve as effective tools for targeting.

Sometimes categorical regressions and Receiving Operating Characteristics (ROC)
curves can be helpful in devising targeting strategies. Categorical regressions can be used for
measuring the performance of alternative targeting indicators for different poverty reducing
programmes. This can be complemented by ROC analysis. In Figure 1, P, P(-) and P(+)
denote respectively the number of poor, the number of poor classified as non-poor, and the
number of non-poor classified as poor by a given model. Correspondingly by NP, NP(-), and
NP(+), we may denote the number of non-poor, the number of poor classified as non-poor,
and the number of non-poor classified as poor.

Two parameters can now be defined: sensitivity and specificity. Sensitivity (SE) is

given by:

SE = P(+)/[P() + P(+)]
Or  SE=P(+)/P

This indicates the fraction of poor households classified as poor by the model or
strategy. Further, specificity (SP) is defined as:

SP = NP(-)/[NP(-) + NP(+)]
Or  SP=NP(-)/NP
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This is the fraction of non-poor classified as non-poor. The probability of type I and

type Il errors can then be written as:

(1-SP) and (1-SE)

An ROC curve is a graph that plots SE as a function of (1-SP) for alternative values of
the cut-off point used in a programme to classify poor and non-poor. The higher the ROC
curves the better the predictive power of the model used for making the predictions. A 45
degree line has no predictive power, while a vertical line from the origin to the top of the box,

joined by a horizontal line reaching the upper right corner has perfect predictive power.

An area of 0.5 corresponds to the 45 degree line whereas an area of 1 corresponds to
perfect prediction. The more titled the ROC line towards the upper-left corner of the box, the
better the targeting based on its predictions. Targeting strategies based on ROC curves are
discussed in Wodon (1997) and Estache and Others (2001).

A typical shape of the ROC curve is shown in Figure 6.1

1

SE

(0] 1-SP 1
Figure 6.1: ROC Curve: An Example

6.9 BPL Surveys and Poverty Alleviation Programmes

Censuses of households below poverty line (BPL) are being launched in States and
Union Territories since 1992 and have been used variously by the Government for poverty
alleviation programmes. The Expert Group for the purpose of BPL Census 2002 has laid
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down the methodology for the identification of households below poverty line supposedly
improving upon the one adopted for the 1997 BPL Census. Sundaram (2003) observes that
three of the four criticisms of the 1997 BPL Census are equally applicable for the 2002 BPL
Census. First, there is the absence of provision for inclusion of persons who became poor
after finalisation of the BPL list; second, the absence of poverty lines for all States and UTs.
comes back via the upper limit given by Planning Commission’s estimate of head count ratio;
third, adoption of "uniform criteria for all the rural areas throughout the country’ is very much
present through the newly prescribed centrally determined uniform list of thirteen indicators.
The fourth criticism of exclusion of visibly non-poor does result in dropping of the exclusion
criterion but at a cost of increasing the coverage of the census many fold. Since all the listed
variables (adult literacy, educational facilities, sanitation, drinking water) are available down
to the village level from 2001 Population Census, seeking to collect the same information

within such a short interval is a gross waste of resources.

Many of the thirteen indicators have no clear link with deprivations in either the
capability space or in regard to consumption of goods and services serving as proxies for
such deprivations. Secondly, the procedure of simple aggregation of scores establishes in
effect, cardinal equivalence across what are essentially ordinal rankings of alternative states
of households in respect of individual indicators. In fact, in seeking to combine in a single
measure several facets of deprivation, the notion of a hierarchy of basic needs is abandoned.
There could be absurd situation of a score of zero for non-ownership of any consumer
durable seen as an extreme deprivation at par with “having less than one square meal per day

for major part of the year’.

The ranking on the aggregate score of rural households is not called for programmes
addressing deprivations that are universal in scope like illiteracy, lack of sanitation, safe
drinking water. The ranking is not relevant for key employment programmes (JGSY and
EAS) that are focused on locations of need and not at individual households. The ranking
does matter for programmes like Antyodaya and Annapoorna but while the ranking should
have been done with respect to food security, the aggregate of 13 scores offers virtually no
information on this aspect and hence is not relevant. The major anti-poverty programme,
SGSY focused on alleviation of income-poverty cannot be monitored or evaluated because of
the non-inclusion of per capita expenditure of households as one of the indicators. The

procedure recommended could lead to a non-transparent and inequitable process of
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beneficiary selection in a situation where households with identical aggregate scores are

dissimilarly placed on any given indicator.

The Expert Group permits the use of varying cut-off scores for separating the poor
from the non-poor subject to the proviso that the resultant number of poor persons in a
State/UT does not exceed the corresponding estimate of the Planning Commission by more
than 10 percent. Apart from the difficulty in operationalising this recommendation, explicit
linking of the choice of the cut-off score to a pre-set estimate of poverty by reference to the
official poverty line in terms of monthly private consumption expenditure nullifies the chance

of providing an alternative measure of poverty that goes beyond income-poverty.

6.10 Summary

In India, a large part of fiscal intervention even though often justified on the grounds
of helping the poor, are very general and untargeted. Consequently, a significant proportion
of these benefits accrue to the non-poor. The impact of well-targeted interventions in
reducing poverty could considerably increase the poverty reducing impact of fiscal policies.
While considering targeting strategies broad, group-wise and area-wise targeting may be
better and would involve less administrative costs than very finely targeted interventions. In
developing targeting strategies, incentive effects, and asymmetry of errors should be
recognised. A greater weight should be attached to minimising errors of exclusion of the poor

rather than errors of inclusion of the non-poor.

166



Chapter 7: REFORMING FISCAL INTERVENTION FOR POVERTY REDUCTION

While the incidence of poverty has gone down almost by one percentage point on
average since 1973-74, we have noted that poverty has become more spatially concentrated
and more urbanised. Broad-based fiscal policies and generalised subsidies constitute
inefficient fiscal interventions for poverty alleviation in the present context. The poverty
reducing impact of fiscal policies can be increased by supporting pro-poor growth, by
investment in human development, by supporting expansion of urban infrastructure for
absorbing the flow of poor from the rural areas, and by improving targeting of poverty
alleviating programmes. Improvement in rural infrastructure and growth in agriculture and
non-farm employment at the village level also should be given adequate stress to arrest the
growth of migration of rural population to urban areas, which in turn may reduce urban
poverty to a significant extent. The main instruments of fiscal policy for enhancing their

impact on the poor may be listed as:

a. Restructuring Government Expenditure
Restructuring that favours infrastructure investment would augment growth, which
will have a pro-poor impact provided initial asset inequalities can be attended to.

b. Emphasing Human Development

This can have a long-term and lasting impact on poverty alleviation provided the
incidence profile of government expenditure on health and education can be made
pro-poor.

C. Improved Targeting of Subsidy and Income Support Programmes

These can have immediate beneficial impact in reducing poverty provided leakages
and wastages are minimised. Considerable changes are needed to recast general
subsidy programmes to broadly targeted programmes.

d. Constructing Social Safety Net
This should become part of explicit provision in all state budgets to protect the poor
against extreme price volatility and other unforeseen circumstances.

e. Coordination Among Government Tiers

There is considerable overlap in interventions by central, state and local governments.
Better coordination in design and implementation would increase the impact of pro-
poor policies.

Overall, the failure of fiscal intervention to reach the poor could be considered under
the following broad headings: (i) design failures, (ii) focus failures, (iii) coordination failures,
(iv) implementation failures, and (v) access failures. In this respect, all three-tiers of

government will have to coordinate their pro-poor budgetary interventions. But specific
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attention has to be paid by states that have a high incidence of rural/urban poverty. This is all

the more important, in the context of spatial concentration of poverty in India in recent years.

Some of the important issues that call for attention in the context of poverty reduction

and policy in India are indicated below.

Vi.

Has the rate of decline in the incidence of poverty accelerated in India during
the reform era in the nineties?

What accounts for the considerable inter-state variation in performance
regarding poverty reduction? To what extent, state-specific policies account for
it?

What role can fiscal instruments play in poverty reduction as indicated by the
inter-state differentials in the poverty reduction performance? Does the role of
fiscal policy widen when poverty is measured more broadly, considering health,
and education apart from nutritional disadvantage, and when we distinguish
between chronic and transient poverty, especially temporary increases in the
extent and depth of poverty when natural calamities like drought, floods, etc.,
occur.

In particular, how (i) growth, (ii) share of agriculture, (iii) expenditures on
health, education and other social services, and (iv) poverty alleviation
programmes have affected differentially the poverty reduction performance of
states?

How does one increase the efficacy of budgetary intervention by improved
targeting, design of programmes, and cost effectiveness?

What are the options for better targeting of subsidies for poverty reduction on a
case by case basis?

7.1  Poverty Monitoring System

An effective system of monitoring poverty can serve as a powerful tool for combating

poverty. It can help in monitoring the efficacy of policies, and point to lacunae either in their

design or implementation.

A Poverty Monitory System (PMS) would consist of the following parts:

a & w0 N e

Goals

Indicator: Intermediate and Fiscal

Targets: Overall and Sector-Wise

Evaluation of Effectiveness

Feedback and Modification in Poverty Schemes and Strategy
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Examples of goals are: eradicating extreme poverty and hunger, achieving universal
primary education, promoting gender equality and empowerment of women, reducing child

mortality, improving maternal health, etc.

Usually, actual expenditure on relevant heads, or number of schools per thousand
populations, number of doctors per thousand inhabitants, pupil teacher ratio, etc. may be
considered as intermediate indicators. Final indicators may be listed as literacy rate, poverty
gap ratio, IMR and MMR, etc.

7.2  Growth Augmenting Fiscal Policy Reform

Economic growth can be supported by the size as well as structure of expenditure.
There has been in recent years an erosion in the volume of primary expenditure (non-interest,
non-pension expenditure) relative to GDP/GSDP. The increase in the size of government
expenditure increases its capacity to intervene. Secondly, government expenditure needs to
be restructured away from supporting a variety of inefficient public sector enterprises or
untargeted subsidy regimes. Instead, the emphasis has to be on infrastructure that could
support growth. In order to improve the capacity (size) of government for pro-poor
intervention, the quality and structure of budget should improve. First, governments would be
required to reduce their fiscal deficits to sustainable levels; secondly, the quality of fiscal
deficit will need to improve so that little of it is used for current consumption (revenue
expenditure) except health and education, which can be considered as contributions to human
capital formation and adequate provision needs to be made for capital investment in

infrastructure with special emphasis on road connectivity.

Among the growth augmenting fiscal policy reforms, the following may be listed.

i. more investment in infrastructure, especially power, roads, and transport,

ii. stepping up of investment in low growth, high poverty states, especially attending
to infrastructure in poorer states,

iii. development of an integrated all India market ensuring unfettered movement of
goods across the states,

iv. increased mobility of rural poor to non-farm sector and urban sectors, and

V. restoring revenue account balance and making fiscal deficit and debt sustainable.
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The central government should directly invest in infrastructure in states with high
incidence of poverty. State governments will need to focus on education and health, and
target the poor. Chelliah and Sudarshan (1999) divide states into three groups in respect of
fiscal reforms aimed at poverty reduction by classifying their growth performance and
position on the HDI.

7.3 Human Development: Restructuring Government Expenditures

Analysts have also called for restructuring of expenditure towards health and
education and within the health and education budgets — more attention towards preventive
health care and primary education. Both will have a pro-poor impact. Greater attention needs
to be paid to the quality of primary education provided by government-run or government

supported schools, so those children from these schools can continue up the education ladder.

7.4  Reforming Subsidy Regimes

The positive ripples created by fiscal intervention become considerably weak by the
time they reach the poor. First, the core of fiscal intervention consisting of a large subsidy
regime is by design non-pro-poor. Most subsidies enter the system as price subsidies, the
benefit of which goes to those who consume the subsidised product. The benefit is in
accordance with the purchasing power, and the rich are able to exploit these for more than
the poor. Examples are subsidies of higher education, power subsidies appropriated by richer
households, and fertiliser subsidies appropriated by richer farmers. Government expenditure
that subsidises inefficiencies of the public sector is appropriated by the middle-to-high
income employees of the government and public sector. These are the consequences of
running a large, untargeted and a non-transparent subsidy regime. A small portion of
government expenditures is targeted towards intended beneficiaries. A second round of
leakage occurs because of mistargeting and misadministration of the subsidies. A third round
of exclusion occurs where even though a relevant scheme exists (for example, widow’s
pension), the potential beneficiary cannot access the benefit, because she needs to incur
private costs to access the benefit, which may be considerably high in relation to her income.
The private costs relate to filling up the forms and paying convenience money to the chain of

intermediaries and administrators before the benefit can be accessed. Access failures occur
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because of (i) non-access to relevant information, (ii) legitimate but prohibitive private costs,

and (iii) corruption — induced private costs.

Subsidy reforms are essential to improve their impact on poverty reduction while
reducing their budgetary costs. Generalised subsidies have to be reduced to a minimum, and
targeted subsidies have to be emphasised. Particular attention has to be given to targeting
health and education subsidies. In particular, while universal elementary education would
ensure coverage of all poor children, one has to facilitate their movement into higher classes
by improving access to higher education subsidies targeted towards the children from poor
families. Emphasis on quality of education in villages and small towns is also important to

ensure upward movement of poor children in the education scale.
Among subsidy related reforms Chelliah and Sudarshan (1999) list:

i. Reduction in subsidies in respect of consumption of power by the agriculture and
domestic sectors along with restructuring of the state electricity boards to make
them autonomous and more efficient;

ii. Closing down or sale of loss making public enterprises; and lastly

iii. Higher outlays on primary and secondary education, health and family planning
and significant improvement in the standards of the services.

7.5  Central Fiscal Intervention: Central and Centrally Sponsored Schemes

The central government plays a significant role in poverty alleviation in a number of
ways. In particular, a number of central sector and centrally sponsored schemed play a
significant role in combating poverty directly or indirectly. The central schemes are funded
fully by the Central Government whereas the Centrally Sponsored Schemes (CSS) are funded
partially by the Central Government and partially by the States. The pattern of sharing the
costs varies from scheme to scheme and the share o f the states ranges from 20 — 50 percent
depending upon the scheme. The Central Schemes are financed by the Central Government
but implemented by the State Governments on the basis of technical guidance and
administrative clearance of the central government. The initial objective of CSS was that they
should relate to administering pilot projects and research. It was stipulated that (ii) that these
should be regional or inter-state in character (iii) that these should contain some provision of
finance and (iv) that there should have an overall significance from the point of view of the

country.
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Since these schemes draw significant budgetary resources, it is useful to consider

whether their poverty reducing impact can be enhanced through suitable reforms. The states

have often expressed dis-satisfaction with the way the centrally sponsored schemes have been

designed and are being implemented. Their objections basically are on the following grounds:

Vi.

there is no consultation with the states before formulating a scheme to be
implemented by them.

the amount allocated for a specific state is often arbitrary and there are no
transparent methods by which allocation of finances among states for the
different schemes is being done.

Central Ministries tend to examine even the minute details thereby affecting the
autonomy of the states.

due to the requirement for the matching contribution , states often are unable to
contribute their share and therefore loose the whole amount.

the CSS has provided an avenue where by the Central Ministries intervene in the
affairs of the states.

the design of the scheme is often faulty because the same design is meant to
apply to all states regardless of the differences in their local situation or the local
requirements.

7.6 Designing Targeted Interventions

So far, very few targeted interventions have been designed by the central and the state

governments in India. The limited list includes the targeted PDS that has been tried out in

recent years. This programme had involved identifying population which is ‘extremely poor’

for ‘Antyodaya’ programmes and people below poverty line (BPL). In different states, they

have been issued ration cards of different colours. Targeting strategies should aim to

minimise administrative costs as well as targeting costs. Targeting should be attempted in

several stages. In the first tier, states are identified where large numbers of rural and urban

poor are located. Policies especially designed for high poverty incidence states can have a

much larger impact on reducing poverty for the same cost than a general all state scheme. In

the second stage, district within the states are to be identified where there is high incidence of

poverty and appropriate schemes should be formulated and administered on those high

poverty incidence districts with active involvement of local bodies.
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7.7  Reform of CS/Centrally Sponsored Schemes and State Schemes

Vi.

The requirement of contribution by the states should be abolished. Centre should
fully finance schemes that it wants to sponsor. Instead of providing shares in
individual CS/CS schemes, states can fully finances their own schemes.

Central Ministries/Departments can lay down all other relevant conditions
including provision for monitoring.

The total amount of expenditures centre wants to allocate on all such schemes
should be determined. From this, the share of states should be appropriately
determined. States should be provided this as an entitlement with the option that
they select any combination of CS schemes according to their requirements.

States, in turn, should determine using appropriate criteria, allocation of its share
as entitlements to districts which, in turn, should determine the entitlements of
the Gram Panchayats. At each stage, there should be a choice for selecting any
combination of CS schemes, subject to the limit of the entitlements.

Actual money should be transferred directly from the centre to the implementing
Panchayats by passing all intermediate steps to minimise transmission losses.

Gram Panchayats should be free to choose any scheme they want to administer
with full conditionalities subject to the ceiling of their entitlement.

This would ensure that schemes would compete with each other. Those that fail to

generate sufficient demand will be eliminated in subsequent rounds. Ministries would also

compete to design better end more relevant schemes.

The problem of excessive number of schemes would therefore be automatically

solved.

Rationalisation of centrally sponsored schemes should be given priority in supporting

pro-poor fiscal policy reforms. There are numerous welfare schemes being run under central

sector or centrally sponsored schemes. The entire fabric of intervention can be changed by

reducing the multifarious schemes into just a few groups.

asset — creating schemes: like facilitating construction of a developing unit;

i. livelihood support schemes: this group includes schemes that support livelihoods

to supplement incomes being earned from the primary occupation.

direct income support schemes: like pensions and social security payments for
specified population groups; and

human development schemes: these schemes should be geared towards education
and health needs, particularly of the children from the poor households.
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7.8 Role of the Three-Tiers

This section considers the role of the three-tiers of government in implementing
poverty combating schemes.

a. Central Government

The basic task of the central government is to identify nationwide priorities in areas
like health, education, infrastructure. The central ministries can formulate schemes that they
wish to sponsor in the areas of priority along with the necessary conditionalities and
provision for monitoring. A catalogue of all current schemes should be prepared and

published to all implementing levels of government.

The centre also needs to determine the total amount to be spent on these schemes. The
centre should also determine the entitlement of each state using appropriate criteria using
existing poverty estimates. Different central ministries can float their schemes. Ministry-wise
allocation of funds can be done depending on the demand for their schemes.

b. State Government

The role of the state governments may be delineated as consisting of the following:

i.  State governments should ensure matching contributions for all selected CSS, if
required.

ii.  State governments should design their own schemes for poverty alleviation in
addition to the CSS. Keeping in mind the state-specific needs and profile of
poverty.

iii.  State governments should develop a district-wise targeting strategy. Assistance
should be directed to districts with high incidence of poverty using district-wise
data from the census, the BPL survey as well as states’ own district-wise data
bases.

iv. State governments should determine a minimum percentage of their budgets for
the poverty alleviation programmes.

v. State governments should provide a platform for coordinating activities of
various CS schemes, work of NGOs, externally aided programmes.

vi.  State governments should restructure their budgets so as emphasise expenditure
in health, education, water supply and sanitation, and other infrastructure, social
and economic.
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79 Role of the Local Governments

The district and village level bodies, urban as well as rural, provide the third step in
the targeting strategy. It is their task to identify household that are below poverty line and
make sure that the benefits of various schemes are distributed properly. Specific suggestions

are listed below:

I.  The concept of ‘Mini-Secretariat’ should be encouraged for the PRIs to
coordinate activities of various departments. All agencies like DRDA etc. that
are tasked with the various development programmes and the PRIs, should have
household-wise information indicating occupation, size of family, education and
health status and income and expenditure profiles of the households, village-
wise and target assistance to households according to the incidence of poverty.

ii.  For schemes where employment on daily basis is provided, a ‘card’ for each
adult member of the household should be prepared indicating the record in terms
of number of days for which employment on approved rates has been provided.
Some distinction should be made between households with single adult worker
and those with more than one adult worker.

iii. PRIs should keep records of educational and health status of households.
Families, where children are not maintaining regular attendance should be
discouraged in terms of their eligibility for other benefits. PRIs should also
ensure regular attendance of teachers.

iv. PRIs should keep record of all working ‘self-help’ groups and take
responsibility for encouraging these activities and help facilitate interaction with
banks as well as nodal officers at block and district levels.

7.10 Sustaining Poverty Reduction Policies

Sustainability has two aspects: financial sustainability and absorptive sustainability. It
is difficult to sustain poverty reduction policies when governments are in fiscal stress. A
well-managed fiscal system is a key to financial sustainability of Poverty Reduction Policies.
While in many countries external debt has caused fiscal stress, fortunately this has not been
much of a problem in India. In India, fiscal stress has mostly been caused by interest
payments due on internal debt. Absorptive sustainability refers to the implementability of a
planned expenditure when finances are available. This encompasses aspects like the system
of labour contracts, staff strength of implementing departments, the organisational structure

of implementing departments, etc.
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Increasing the effectiveness of public spending is key to improving the sustainability
of poverty reducing policies and improving their impact. Improvement in public expenditure
efficiency is a slow process. Activity rationalisation, staff rationalisation, information flow
rationalisation, are important components of this exercise. Modern information technologies
have come as a boon for this endeavour. Participation of potential beneficiaries and the local
level governments in designing poverty reducing policies and selecting beneficiaries leads to

improvement in poverty reducing policies effectiveness.

7.11  Summary

This paper has looked into the conceptual basis of the need for attending to poverty
reduction as a specific policy objective. It has reviewed the available literature outlining the
impact of fiscal policies on poverty reduction, indirectly by supporting growth, and directly
by reforming the structure of public expenditure, and designing and implementing subsidy
and income, support programmes. The considerations and issues that have been highlighted
provide the background for the state specific studies as well as in the formulation of the

questionnaires for the primary survey.
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