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Trendsin Absolute Poverty and Gover nance
in Pakistan: 1998-99 and 2004-05

TALAT ANWAR

1. INTRODUCTION

Poverty reduction has been at the centre stagbeopolicy agenda in Pakistan
since the beginning of economic reform in the 199snversely, poverty indices show
that the level of poverty has shown no sign of ificgnt poverty reduction despite
numerous policy and institutional initiatives untdéen by the government. The debate
on trends in poverty during the 1990s has been-vwddging in Pakistan. Although there
has been a consensus that poverty rose during@®@s1some controversies emerged on
the analysis of poverty based on PSLM 2004-05. dffieial poverty estimates suggest
that poverty declined substantially by 10 perceatpgints from 34.5 percent in 2001-02
to 23.9 percent in 2004-05. In contrast to thisrM/8ank (2006) has shown that decline
in poverty was by 5 percentage point during thevalyeriod.

While monitoring of poverty trends is fundamentaktaluate the efficacy of policies
adopted by the government under the poverty remtudtirategy, it is important to measure
changes in poverty over time in its true spirittoé concept of absolute poverty using
consistent methods of measurement. The concepbsufide poverty is linked with the
purchasing power of minimum bundles of goods deetmexbsure that basic food and non-
food needs for physical functioning are met in cietg in real term. For measuring changes
in poverty over time, the rate of price inflatia therefore, important as the poverty line is
kept constant in real term to buy minimum calomiake of 2350 for a person per day. Thus,
inflation matters in measurement of poverty tremdsy underestimation of rate of inflation
will understate the level of poverty in the subsadyperiod.

It is this context that guided the author to deisamthe rate of inflation for
attainment of minimum cost of calorie intake of 23Hd measure the level of poverty by
deriving the poverty line from PSLM, 2004-05 usiagonsistent method based on the
official methodology. The consistent approach addpin this paper for updating the
poverty line is based on the prevailing consumpfpiatiern of the sampled households of
PSLM 2004-05. While the theme of the conferencgagernance which together with
acceleration of economic growth has been recograsedne of the important pillars of
country’s poverty reduction strategy, the papeo @gamines the trends in governance
indicators constructed by independent institutifamghe period covered in this study.

The paper is organised as follows: The next sedigas a critical review of the
most recent work on the trends in poverty in PakisThe data sets used in this study are
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discussed in Section 3, whereas official methodsmafasurement of poverty are
discussed in Section 4. Section 5 estimates therpoline for 2004-05 based on official
methodology. Section 6 presents detailed resuftthi® three years of 1998-99, 2001-02
and 2004-05. Section 7 discusses the link betyweerrty and governance and analyses
the underling trends in governance indicators dutime period covered by the study.
Conclusions and policy implications are discussethé final section.

2. AREVIEW OF ABSOLUTE POVERTY IN PAKISTAN

A review of poverty studies shows that a numbeaghors/institutions have made
attempts$ to examine poverty in Pakistan during the last fdecade. Recent work on
poverty comprised of FBS (2001), World Bank (192802), Anwar and Qureshi (2003),
Anwar, Qureshi, and Ali (2004), Planning Commiss{afi03) and Planning Commission
and CRPRID (2006).

These studies define individuals as poor when tbaiisumption is not sufficient
to obtain the minimum food and non-food requiremesquired for physical activity.
Most of these studies derived absolute povertyslingerms of cost of food requirements
consistent with 2550 calorie per day per adult nev@nded by Planning Commission
(1985) for daily activities plus an allowance famfood need.

However, Planning Commission in 2002 made a casetlie reference threshold
in drawing national poverty line should be the ager calorie intake required for all
individuals weighted by population rather than thale adult aged 20-39. Consequently,
minimum average calorie norm reduced from 25501802calories per person per day.
This change reduced the poverty line as well asptheerty level in the counttyby 4
percentage points, from 32.2 percent to 28.0 péréenl998-99 which was not
acknowledged by academia and media.

Planning Commission, however, revised its notifaratin July 2002 that the
official poverty line should be estimated at theermge calorie intake required for all
individuals at 2350 calorie per adult equivalent gay. This new intake requirement of
2350 calories translated into the poverty line ef@¥3.54 per capita per month in 1998-
99 prices. This definition resulted in upward athusnt of poverty levélby 2 percentage
points, from 28.0 percent to 30.6 percent in 1998Mevertheless, the net reduction in
poverty as a statistical artifact in the whole g®x of adjustment was by 2 percentage
points from 32.2 percent to 30.6 percent in 1998-99

However, Planning Commission estimated official guby line at Rs 748 per
capita per month in 2001-02 prices using PIHS, 2001 Using this poverty line,
Planning Commission estimated that 32.1 perceribtad population in Pakistan were
poor in 2001-02. It is important to note that rafénflation between 1998-99 and 2001-
02 implied by official poverty line of Rs 748 peapita per month in 2001-02 was
significantly higher than both the Tornqgvist pricelex derived from the household
survey as well as the consumer price index. Itageworthy that Anwar and Qureshi
(2003) using lower poverty line of consumption engliture of Rs 735 per adult per
month in 2001-02 prices estimated a headcount & BBrcent for the country as a

1For a detailed review on poverty since 1963 seeakramd Qureshi (2003) and Anwat,al. (2005).
2See FBS (2001), Appendix D and Pakistan (2@2)nomic SurveyFinance Division.
3See CRPRID/UNDP (2002) Human Conditions Report§220
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whole. Thus, official poverty estimates at 32 pata# population using a higher poverty
line of Rs 748 per capita per month in 2001-02 vwagaificantly lower than estimatéd
by others. It was mainly due to the fact that eated poverty line of Rs 748 per capita
per month and poverty estimates based on this poliee was derived by dropping 738
households from the total sample of 14705 housshalich is about 5 percent of the
sample. Thus, dropping of 5 percent household tethigher poverty line and lower
poverty estimates of 32.1 percent in 2001-02. Tifieial poverty estimates were never
corroborated from independent sources by any alitistitution.

Thus, official poverty lines as well as the estiesatvere revisédfrom 32.1
percent to 34.5 percent in 2001-02 using lower pgue of Rs 723 which seems to be
in line with the findings of Anwar and Qureshi (B)pAnwar,et al. (2004), and World
Bank (2005). Poverty estimates implied by recendlists are reported in Table 1. There
appears to be a general consensus that absolutstydrcreased during the 1990s.
However, increase was more rapid in rural areagpeoed to the urban areas. According
to World Bank (2002), urban poverty rose from 2pe8cent in 1992-93 to 24.2 percent
in 1998-99, whereas the rural poverty increasechf27.2 percent to 35.4 perceshiring

Table 1
Headcount Measure (% below Poverty Line) for Pakist1992-93 to 2004-05
Planning Planning
World Bank Commission Anwar and Commission/
FBS (2001) (2002) (2003) Qureshi (2003) CRPRID (2006)
Rs 682 Urban Rs 767 Rs 748 Rs 735 Rs 723
Poverty Lines in 1998-99 Rural Rs 680 in in 2001-02 in 2001-02 in 2001-02
Prices 1998-99 Prices Prices Prices Prices
Overall
1992-93 26.6 25.7 - - -
1993-94 29.3 28.6 - - -
1998-99 32.2 32.6 30.6 30.4 -
2001-02 - — 32.1 35.6 34.5
2004-05 - — - - 23.9*
Rural
1992-93 29.9 27.7 - - -
1993-94 34.7 334 - - -
1998-99 36.3 35.4 34.6 32.1 -
2001-02 - - 38.9 41.0 39.3
2004-05 - - - - 22.7*
Urban
1992-93 20.7 20.8 - - -
1993-94 16.3 17.2 - - -
1998-99 22.4 24.2 20.9 26.39 -
2001-02 - - 22.6 26.47 22.7
2004-05 - — - - 14.9*

Source:Various studies cited above.
* Planning Commission/CRPRID (2006), based on tidta (CPI) adjusted official poverty line of
Rs 878.64 in 2004-05.

“4In another study, Anwar, Qureshi, and Ali (2004¢dishe official poverty line of Rs 748 per capita
and estimated a headcount of 38 percent in 2005i@dlarly, World Bank (2005) using official povgtine of
Rs 748 per capita estimated reported 37 perce2@0t-02.

5SeeEconomic Survey2006. Also see Cheema (2005), Revisiting Offi®alverty Line, CRPRID
Discussion Paper.
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the same period. In the subsequent period, ruraénp deteriorateédsharply, while
urban poverty increased marginally. The rise iroalie poverty in the 1990s was mainly
attributable to the low economic growth, which deetl to 4 percent in the 1990s from a
growth trajectory of 6 percent per annum in the 980

More recently poverty as measured by the officiabthnodology declined
considerably by 10.56 percent from 34.5 percer®3® percent between 2001-02 and
2004-05 (see Table 1). The decline was more rattleein rural poverty, which declined
from 39. 3 percent to 22.7 percent between 2001afd 2004-05. However, a
controversy in poverty assessment rose when WaltkB2006) contradicted the official
poverty estimates for 2004-05 during the validatexercise. According to the World
Bank (2006), official poverty estimates are basedndlation adjusted poverty line of Rs
878 per capita per month in 2004-05 that seemave been underestimated due to lower
changes in prices indicated by Consumer Price liedexpared to the price index derived
from the household survey prices. CPI suggest #ation rate of 21.46 percent, the
household survey based price index—Tornqvist pincex (TPI) yield a much higher
inflation rate of 29.6 percent. World Bank (200B)g strongly recommended the use of
TPI for adjustment in poverty line for inflation dwarrived at poverty headcount of 29.2
percent in 2004-05.

In this context, this paper is an attempt to exanihe level of absolute poverty.
The paper argues that inflation matters in the mnreasent of poverty and thus derives
price changes to get reliable estimates of poveased on the actual consumption pattern
of households using PSLM survey data.

3. HOUSEHOLD DATA SETS

To examine the changes in poverty, Pakistan Intedgrelousehold Survey 1998-
99, 2001-02 and Pakistan Social and Living Starglédéasurement Survey (PSLMS)
2004-05 conducted by the Federal Bureau of Stdistislamabad are used. These
surveys are designed to collect information on oomdion expenditure at household
level, which can be used to analyse the povertindut998-99, 2001-02 and 2004-05.
While income of a household clearly reflects it€iaband economic status, income
components are often under reported to the enuarerdh most poverty assessment in
developing countries like Pakistan household curreonsumption expenditure is,
therefore, preferred to income as an indicatorivihdg standards. Therefore, current
consumption expenditure on all non-durable is e proxy for the measurement of
poverty in this paper.

4. OFFICIAL METHODOLOGY OF MEASURING POVERTY

Prior to the official recognition of measurementpoferty, a number of authors used
different methods for the measurement of povertyakistan. In 2002, the government
recognised the task of monitoring trends and adojite methodology used by DFID study
[FBS (2001)] in collaboration with Federal BureduStatistics. However, before outlining
the methodology adopted officially, it is approf&ito explain concept of poverty.

6Planning Commission (2003) and Anwar and QuresB03® have also arrived more or less at the
same conclusion.
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4.1. Concept of Absolute Poverty

The human body requires energy for performing biotlernal functions and
external work in an environment. The energy requ@et standard can be defined in
terms of the levels of body weight and activitytthee consistent with various functional
capabilities, e.g. the ability to avoid diseased #m perform physical activities. Thus,
under nourishment is a state in which the phydigattioning of a person is impaired to
the point where he cannot either maintain an adedeael of performance at physical
work or resist against various diseases.

Thus, the concept of absolute poverty is basededinidg minimum calorie intake
for food need and a minimum non-food allowanceHoman need required for physical
functioning and daily activities of life. This amach requires an assessment of a
minimum amount necessary to meet each of thesesn&bdse amounts are added up to
arrive at a poverty line in terms of income or engiture. Welfare of the population
defined in term of poverty line is measured in ream over time. Changes in prices of
commodities used by the household play an importaletin determination of poverty
line. Any change in prices will require an adjustién poverty line in the same
proportion so as to keep the welfare of the pomratonstant.

4.2. Official Poverty Norm

Previously, a number of authors/institutions ch@8&0 calorie per day for an
adult as nutritional requirement recommended by Bianning Commissidnas a
reference threshold to estimate the absolute pplieg for poverty analysis. However,
Planning Commission notified on August 16, 2002t ttiee reference threshold for
official poverty line should be estimated at theermge calorie intake required for all
individuals at 2350 calorie per person per day.sTHB50 calories per adult equivalent
per day has been used as a reference threshdtate the poverty line in this paper.

4.3. Official Method of Estimation of Poverty Line

To estimate the poverty, the focus is on compuimyitritionally satisfactory level
of consumption expenditure called poverty line, athineets the poverty norm in term of
calorie intake. This poverty threshold can be aygd to assess whether individuals are
poor or not. To consider food and non-food needsperall poverty line is derived by
regressing calorie intake on total consumption esjiare. The following steps are
involved in estimation of poverty line.

(i) The first step is to derive calorie requirengenf individuals with different
demographic characteristics among household membEngse can be
expressed in absolute terms or as a multiple oféfjairements of a reference
individual. The latter can be viewed as a calodaliaequivalent (CAE), so for
each household member, the number of CAEs cantbpued.

(i) The second step is to work out the caloriake of each household from the
actual quantity consumed of food items given in ¢besumption module of
PSLM, 2004-05.

“Government of Pakistan, Planning Commission (1986pd Composition Table for Pakistan,
Peshawar, University of Agriculture.
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(iii) The third step is to work out the consumptiexpenditure of all households on
all food and non-food items.

The official methodology used for the estimation pdverty line is a variant
version of methodology suggested by Greer and Hemies (1986). The methodology is
conceptually strong and simple in computation. Ewa (1990) and Anwar (1996) used
this methodology for estimation of poverty line fBakistan, respectively from HIES
primary data for 1984-85 and 1990-91. DFID in dotleation with Federal Bureau of
Statistics also used this methodology in FBS (20@igh was adopted officially by the
government in 2002.

According to this approach, one needs informatiooui the two variables of each
individual: Calorie intakeC; and total consumption expenditudg constitutes both

purchased food and the imputed value of food copsiom out of own production. Both

of these variables are adjusted for household s&meg adult equivalent. This method
assumes that those households that reach the mmmirequirement of calories also
consume also necessary non-food items, otherwisg wWould have increased their
calorie attainment. The information on adult eqlém& calorie intake and adult

equivalent expenditure, enable the estimation & tonsumption expenditure for
acquiring a calorie norm by using the calorie exjieme function which is expressed as
follows:

InX = o+ BG +uy .. )]

wherea is the interceptp the slope or coefficient of calorie expenditurediion andu
are the error terms. Equation (1) determines dioeihip between total expenditure and
calorie intake. This equation can be solved to rgehthly expenditure required for a
person corresponding to the official caloric thiadiof 2350 notified by the Government
of Pakistan in August 2002. The merit of this mellogy is that for a given poverty
norm (say 2350 calorie), any rise (decline) in congtion expenditure for any reason
would result in higher (lower) poverty line, cortimg for over-reporting (under-
reporting) of consumption expenditure data for eegson.

4.4. Poverty Measures

Given the information on per person consumptioneexiiture and poverty line,
the next step is to examine how much poverty existsss regions and provinces. The
most commonly used measure of poverty, the Fo&eer and Thorbecke (1984) class
of poverty measurel,, have been used in this paper. These measurest dmly reflect
the severity of poverty but also satisfy the axiomdecomposability and additivity.
These measures capture the distribution of liviagdards among the poor.

q
puz%z[(z—yi)/z]“ L@
i=1

These measures have clear advantages for evalymtiicges which aim to reach
the poorest. Note that =0 , the FGT indexP,= Headcount measure, &=1, P,=
Poverty gap index or quotient and a2, Py is the mean of squared proportionate
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poverty gaps and indicates greater severity of gig\among the poorest. The higher the
value ofa the more sensitive the measure is to the well peihthe poorest. Ast
approaches infinity the measure collapses to orfachwreflects the poverty of the
poorest person.

5. DERIVATION OF POVERTY LINE FOR PAKISTAN

Having information on adult equivalent consumptiempenditure and adult
equivalent calorie intake for each household, adgliivalent consumption expenditure
(Xj) is regressed on adult equivalent calorie intalg. (To establish a consistency with

official methods previously applied in estimatiohpmverty lineé regression is run using
consumption expenditure of the first three quistief population so as to avoid the
effects of consumption pattern of rich income gmimpthe determination of poverty line.
The following estimated regression equation has lestimated for overall Pakistan:

InX, = 68088 + 0.0002563
(1770.9)* 11.1)* .. ()

Figures in parentheses areatios, which are significant at 1.0 percent lenfebignificance.
This equation can be solved for total expenditeguired for the officially recommended
daily calorie norm of 2350 per adult equivalentivig this equation gives a preliminary
estimated poverty line for Pakistan at Rs 933 mmsgn per month in 2004-05 prices.
Accordingly to PSLM, 2004-05, average household sizPakistan is 6.73, the poverty line
for an average household comes at Rs 6279 pehnm2004-05. Any household of average
size spending monthly less than Rs 6279 is corsides poor in 2004-05. This poverty line
represents average consumption behaviour in 20@#i€&s across the country. The poverty
line derived in this way reflects the monthly ambimrupee necessary to buy minimum
calorie intake of 2350 per person per day in 20®4fices notified by the government as
official poverty norm plus a non-food allowancesibsistence term.

5.1. Price Adjustment between Rural and Urban Areas

Since prices of various commaodities included ingroywline are different between
rural and urban areas, differences in prices ageimed an adjustment in poverty line.
This is mainly due to the fact that cost of liviisghigher in urban than in rural areas due
to higher food prices in urban areas. For examiplayo households have exactly the
consumption expenditure but reside in differentioeg, then consistency requires that
poverty line be adjusted accordingly to the pridffecences. Regional price differences
have been taken into account using Pasches regidioalindex. Thus, an adjustment in
household consumption expenditure has been matiegebg price indices to compute the
poverty estimates across the country.

5.2. PriceInflation between 1998-99, 2001-02, and 2004-05

The nominal consumption expenditure grew by 42 grbetween 2001-02 and
2004-05 implying that for a given quantity consuiopt particularly for food prices

8Previously, official poverty line of Rs 673 in 1998 prices was derived in this way with out drogpin
any observation from these quintiles but regressmmation has not been reported by FBS (2001).
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household paid much higher prices in 2004-05 tmaR001-02. Thus, it is important to
measure the household welfare in real term. Chaimgesces (or rate of inflation) play a
fundamental role in determining the changes in pgJevel over time. This is turned out
to be highly controversial as adjustment in povdirtg by different price indices may
lead to divergent conclusions about the changgsowrerty over time. It is, therefore,
important to adopt appropriate methods to takedmuaate account of price changes that
reflects true changes in prices over time.

This paper derives the poverty line from the mesent household data—PSLM,
2004-05, it does not, therefore, require an antyitedjustment in the poverty line by a
price index from different source of data such asstimer price index which is limited
to urban region. Changes in prices implied by tbe poverty line may be different due
to changes in consumption pattern of householccaptured by CPI. Secondly, share of
consumption of various commodities used by housEhohay be different from the
weights given in CPI.

The approach adopted here is consistent with theaging consumption pattern
of households over time. To estimate the povert®404-05, poverty line of Rs 933 per
person per month in 2004-05 prices derived in phiger using official methodology will
be used. The government revised CPI adjusted afffpdverty line is at Rs 723 per
person per month from PIHS, 2001-02. Taking peammtchanges of derived poverty
lines (Rs 933 in 2004-05 and Rs 723 in 2001-02gi28.9 percent inflation between
2001-02 and 2004-05. The price inflation deriveahfrthese poverty lines can also be
validated from the other independent sources. WBddk (2006) estimated a household
survey (PSLM, 2004-05) based price index—TorngRiste Index which yields inflation
rate of 29.6 percent between 2001-02 and 2004-&ila8ly, Sensitive Price Indicator
from official sources which is reflective of conspiion pattern of low income poor
households indicates an inflation rate of 26.0 @er.cOn the contrary, CPI gives inflation
rate of 21.46 percent during 2001-02 and 2004-®hisTchanges in CPI lacks empirical
supports of household survey data, PSLM 2004-O%hvis used to analyse poverty in
2004-05. The use of CPI for adjustment in offigiaverty line will underestimate the
official poverty line and thus poverty level in 2D05 leading to an overstatement of
change in poverty between 2001-02 and 2004-05.

It is noteworthy that the coverage of CPI is lirdito 16 urban centres. Thus,
changes in prices as measured by CPI may not taflgct changes in prices of the
commodities used by households particularly inlraraas. While price changes based
on TPI are very close to the changes observed floamges in estimated poverty lines
between 2001-02 and 2004-05, TPI can only estimate changes in food and fuel
items. Thus, changes in non-food need cannot beessield by TPI. On the other hand,
the approach adopted in this study takes an acafuptice inflation of both food and
non-food needs using the prevailing consumptiotepatof representative households in
rural and urban areas across provinces. Thus, tharerit in using estimated poverty
line derived from PSLM, 2004-05 to measure the arelin constant prices.

The advantage of the approach adopted in this gagbat it does not require an
arbitrary adjustment in poverty line due to chanigegrice level since it is based on the
prevailing consumption pattern of representativeisetiolds of the population. It, is
therefore, recommended to use estimated povertydinRs 933 per person per month
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derived in 2004-05 prices to arrive at genuine piyvestimates for 2004-05. For 2001-
02, the revisited official poverty line of Rs 72Brperson per month will be used. For
1998-99, the official poverty line of Rs 673.54 parson per month will be used. The
approach adopted here is quite consistent asstpmeerty lines that are derived from the
actual consumption pattern of households reflentate last three household surveys.

6. CHANGESIN ABSOLUTE POVERTY: 1998-99, 2001-02 AND 2004-05

To examine changes in poverty, the level of povémty1998-99, 2001-02 and
2004-05 has been estimated using the poverty linesare derived directly from the
household survey data by applying consistent mathdlis method has merits because
price inflation for both food and non-food is basmd the same source of data, which
gives coverage to both rural and urban areas. mrast, CPl changes are limited to
urban areas that are not reflections of price cbsirig rural areas where majority of the
poor reside. To take an account of economies dtdoahousehold consumption, the
paper uses 1 for adult and 0.8 for children agé8.0-

The results indicate that incidence of povertytfingreased in Pakistan from 31.1
percent in 1998-99 to 34.4 percent in 2001-02 aed teclined to 29.3 percent in 2004-
05 (see Table 2). Likewise, the number of poordased from 42.5 million in 1998-99 to
49.1 million in 2001-02 and declined to 45.1 roitliin 2004-05. The intensity of poverty

Table 2
Poverty Incidence, Intensity and Severity 199820®1-02, and 2004-05 in Pakistan
Headcount (Po) FGT Poverty Gap Index (P1) FGT Index (R)

Regions 1998-99 2001-02 2004-05 1998-99 2001-02 2004-05 1998-99 2001-02 2004-05
Pakistan

Overall 31.1 34.4 29.3 6.6 7.0 6.0 2.1 2.1 1.9

Rural 35.1 39.2 34.1 7.6 8.0 7.1 2.4 2.4 2.3

Urban 21.4 22.6 18.9 4.3 4.5 3.7 1.0 1.3 1.1
Rural

Punjab 34.6 35.8 33.9 7.5 7.5 7.3 24 2.3 24

Sindh 34.0 45.0 28.4 7.3 10.0 5.7 2.3 32 18

NWFP 43.7 43.4 41.4 9.5 7.8 8.3 3.0 2.1 2.6

Balochistan 21.3 375 35.9 3.8 6.4 7.4 1.0 15 4 2.
Urban

Punjab 24.2 23.2 20.6 5.0 51 4.2 16 16 13

Sindh 15.6 20.1 14.3 2.8 3.3 2.6 0.7 0.8 0.7

NWFP 27.1 29.0 26.5 5.7 5.2 4.9 1.9 14 15

Balochistan 229 26.2 22.4 4.0 45 4.4 1.0 1.1 3 1.
Overall

Punjab 31.6 32.2 29.7 6.8 6.8 6.3 21 2.2 2.0
Sindh 26.0 35.3 22.4 5.3 7.4 4.4 2.3 1.6 14
NWFP 413 413 38.9 8.9 74 7.7 2.0 2.8 24
Balochistan 21.6 35.5 33.1 3.8 6.0 6.8 15 10 2 2
Number of Poor in
Pakistan

(Million) 42,5 49.1 45.1 - - - - - -

Source: Calculations are based on primary data of PIH$31%9, 2001-02 and 2004-05, Federal Bureau of
Statistics, Government of Pakistan, Islamabad.
Note:  All Poverty indices are expressed as pergesta
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reflected by poverty gap measure;)(increased from 6.6 percent in 1998-99 to 7
percent in 2001-02 and then decline to 6 peraer004-05. The severity of poverty,
captured by FGP, measure, remained stagnant at 2.1 percent duéi®g-29 and 2001-
02 and declined to 1.9 percent in 2004-05 amongtieest groups in the country.

The results relating to changes in absolute powartegional level indicates that
while the rural poverty initially increased subgtalty from 35.1 percent to 39.2 percent
between 1998-99 and 2001-02 and then declined tb 3rcent in 2004-05, the urban
poverty increased marginally to 22.6 in 2001-02 #meh declined to 18.9 percent in
2004-05. While both rural poverty gap and sevesftpoverty increased initially in 2001-
02 and then declined in 2004-05, the urban sevefitpoverty increased persistently
during the period.

While poverty declined at national level in bothraluand urban areas, it does not
indicate about the changes in poverty at provieeell It would therefore be interesting
to examine how this decline in poverty is shareg@rawince level. Changes in absolute
poverty at province level shows that poverty insezhfirst between 1998-99 and 2001-
02 and then declined in all provinces in rural areatween 2001-02 and 2004-05. On the
other hand, poverty also declined in all provinegban areas and increased in all
provinces across urban areas between 1998-99 &idd0

All provinces shared in the decline in poverty le tsecond period, 2001-02 and
2004-05. Across rural areas, Sindh rural has shawmuge reduction in poverty as
absolute poverty decreased by 16.6 percent fro® gércent in 2001-02 to 28.4 percent
in 2004-05. This substantial decline in povertyunal Sindh reversed the ranking across
provinces. Sindh rural was the poorest region 01202 which is turned out be the least
poor region across the country. It is noteworthat this huge decline over a short period
of three years is unlikely and thus need more sorutf the data at province level in
future. Similarly, poverty declined in Sindh urbfitom 20.1 percent to 14.3 percent in
the second period. Both poverty gap and the sgvefipoverty also show a significant
declining trend. Likewise, urban poverty alsolohsd in other provinces but the rate of
decline was lower than the Sindh during the seqmartbd.

Considering provinces as a whole, changes in headahows the highest decline
in poverty in Sindh from 32.2 to 29.7 percent ia #econd period, 2001-02 and 2004-05.
In overall term, poverty declined in NWFP from 4p&rcent to 38.9 percent whereas in
Balochistan it declined from 35.5 percent to 33etcpnt over the period. Similarly,
overall Punjab observed a decline in poverty fr@3ercent to 29.7 percent during the
period.

It may be argued that comparison of poverty in 20R@with 2004-05 may not be
fair because the year 2001-02 is not the normal gegrowth declined rapidly due to the
drought which seems to have increased poverty magielly in 2001-02. It is, therefore,
important to examine changes in absolute povertinduhe period as whole from 1998-
99 to 2001-02. Poverty comparison suggests thailatiespoverty declined in Pakistan by
1.8 percentage points from 31.1 percent in 1998&%9.3 percent in 2004-05. However,
number of poor increased by 2.6 million from 42.®ion in 1998-99 to 45.1 million in
2004-05. While rural poverty declined marginally by) percentage points from 35.1
percent to 34.1 percent, the urban poverty dectebge.5 percentage points from 21.4
percent to 18.9 percent during the above periodogscrural areas, the highest decline by
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5.6 percentage points in poverty was found in Sifudlowed by NWFP and Punjab. In

contrast rural poverty rose rapidly by 14.6 peragatpoints in Balochistan during the
period as a whole. Across urban areas, the higiesline in urban poverty by 3.6

percentage points was found in Punjab followed B fdercentage points in Sindh.

However, urban poverty declined marginally at sl remained stagnant at worst both
in Balochistan and NWFP between 1998-99 and 2004-05

6.1. Comparison of Poverty Estimates with Other Sources

For 2001-02, poverty estimates of this study amilar to the official poverty
estimates of 34.5 percent. For 1998-99, poveriynases of this paper at 31.1 percent are
little bit higher than the officially reported pavg estimates of 30.6 percent. Official
poverty estimates for Pakistan at 30.6 percent9®8199 is endorsed by this paper by
using the poverty line of Rs 670 rather than Rs §é8 capita per month notified
officially. For 2004-05, poverty estimate of thisidy is 5.2 percentage points higher than
the official poverty estimates for Pakistan. Howeweir poverty estimates are very close
to World Bank (2006). It is mainly due to the faleat official poverty line of Rs 878 for
2004-05 has been adjusted using Consumer pricex imdtech rose by 21.5 percent
between 2001-02 and 2004-05. On the other hantjtioni derived in this paper by
estimating a new poverty line of Rs 933 per capia month in 2004-05 is at 29.0
percent between 2001-02 and 2004-05. It is notdwydhHat inflation derived in this study
is consistent with the Tornqvist Price Index dedivey the World Bank (2006) from the
PSLM, 2004-05.

7. GOVERNANCE AND POVERTY

Poverty and governance are closely linked. If poiseabused, or exercised in
a weak manner, those with the least power partibullhe poor are most likely to
suffer. Weak governance compromises the delivergesfices and benefits to those
who need them most particularly the poor. Influerddepowerful interest groups
biases policies, programmes and spending away ftenpoor. Lack of property
rights, police protection, and legal services disadage the poor and inhibit them
from securing their homes and other assets andatipgr businesses. Due to its
significance for poverty reduction, governance lhaen recognised as one of the
important pillars of poverty reduction strategy lmgd in Interim and Full-Poverty
Reduction Strategy Paper adopted by the Governmemakistan since 2001. The
PRSP was aimed at taking a number of policy meastoémprove governance in
key areas of governance—devolution, access tocgispolice reforms, civil service
reforms and capacity building, anti-corruption #tgg/, procurement reforms,
freedom of information and statistics. An evaluatiof the reforms programme is
beyond the scope of the paper as it needs a sepsttaty that can examine the status
and progress of governance reform in Pakistan.digiteon, there are difficulties in
measuring the changes in governance profile dusbsence of data and information
in household survey. Alternatively, governance dadors constructed by
international institution like World Bank (2005) cé&e used to examine the trends in
governance indicators over time.
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Governance is broadly defifeds the traditions and institutions by which
authority in a country is exercised for the comngod. This includes: (a) the process by
which those in authority are selected, monitored eeplaced (the political dimension);
(b) the government’s capacity to effectively manégeresources and implement sound
policies (the economic dimension); and (c) the eespf citizens and the state for the
country’s institutions (the institutional respeanénsion).

To define and measure governance, World Bank (2@08structed aggregate
Governance Indicators, which cover more than 20@hties, based on more than 350
variables, obtained from dozens of institutions ldide, including the Survey. The
Governance Indicators capture the following six Ba@yensions of governance:

(1) Voice and Accountabilitymeasuring political, civil and human rights.

(2) Political instability and violence; asuring the likelihood of violent threats to,
or changes in, government, including terrorism.

(3) Government effectivenesapasuring the competence of the bureaucracy and
the quality of public service delivery.

(4) Regulatory burden; sasuring the incidence of market-unfriendly pokcie

(5) Rule of law;measuring the quality of contract enforcement pibiéce, and the
courts, as well as the likelihood of crime and eiate.

(6) Control of corruption;measuring the exercise of public power for privgde,
including both petty and grand corruption, andestatpture.

These governance indicators are used worldwidenfonitoring performance,
country assessment and research. Table 3 prekeng®ternance indicators for Pakistan
for 1998 and 2005. Higher values indicate betteregoance ratingsPercentile ranks
have been adjusted to account for changes overitiithe set of countries covered by the
governance indicators. The results indicate thatepgile rank of Pakistan’s governance
indicators were placed in the bottom range of paileein 1998. However, the percentile
ranks of Pakistan in all governance indicators @oesl persistently further between 1998
and 2005 except the government effectiveness. Hneeptile ranking of government
effectiveness improved significantly between 19981 &2002 but remained almost
stagnant afterward. On the whole, these trendsestiggat Pakistan did not fare well in
governance compared to the other countries geifermance in governance in madt

Table 3
Percentile Rank of Pakistan (0—100) Based on Garere Indicators

1998 2002 2005
—Voice and Accountability 30.4 17.4 12.6
—Political Instability and Violence 11.8 11.3 5.7
—Government Effectiveness 22.0 33.0 34.0
—Regulatory Quality 37.4 21.2 27.7
—Rule of law 25 27.4 24.2
—Control of Corruption 18.6 23.5 15.8

Source:Kaufmann, Kraay, and Mastruzzi (200Bpvernance Matters V: Governance Indicators foB@-9
2005 World Bank.

9This definition is given by Kaufmann (2005).
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the above areas declined resulting in lowering tgisipercentile ranking between 1998
and 2005.

It is important to note that corruption is oftecause as well as an effect of week
governance. It is, thus, important to discuss hoargovernance and corruption hurt the
poor through a multiple routes.

» A capital-intensive infrastructure project may offmore opportunities for
kickbacks than spending on primary education thirerting resources from
pro-poor expenditure. Spending on operations andnter@nce may be
squeezed in favour of new projects leaving existafs, schools and hospitals
to decay. Similarly expenditure allocated may match the intended recipients.

e Corruption in health sector may divert funds awegnf patients of the poor
families. Corruption can mean that death toll amsklof assets in earthquake
may be far higher than necessary because procutemmmh inspections
procedures may be subverted.

Corruption can be broadly categorised into two $ypg@) state capture and; (b)
administrative corruption. The state capture referactions that individuals, groups or
firms in both public and private sectors take tdluence the formation of laws,
regulations, decrees and policies to their own athge which occurs through illicit and
non-transparent transfer or concentration of peivaenefits to public officials. The
administrative corruption refers to the intentiomaposition of distortions in prescribed
implementation of existing laws, rules, and redalzs to provide advantage to either
state or non-state participants as result of tflegal transfer or concentration of private
gains to public officials.

Keeping in view the importance of linkages betweerruption and poverty, the
extent of corruption and its underlying trends akiBtan are further analysed. However,
the absence of country’s survey data on corrupti@tiudes analysts for assessment of
corruption. Nevertheless, an attempt has been neagleamine extent of corruption using
corruption index constructed by independent sour@e® of the important and widely
recognised indicators of corruption is the CorroptiPerception Index (CPI) that is
annually prepared by the Transparency InternatjoBakrmany. Corruption Perception
Index is based on a definition of corruption sushte misuse of public power for private
benefit, for example bribing of public officialsjckbacks in public procurement, or
embezzlement of public funds. It assesses the fi€xtef corruption among public
officials and politicians in the countries in quest The index is a composite index based
on data compiled of surveys of business peopleagaedssments by country analysts from
10 independent institutions.

Table 4 reports country’s rank and score based amu@tion Perception Index
(CPIl) among Asian developing countries includingiBt@an. The first two columns
report the country rank whereas the last two cokimeport the score of corruption
perception index for 1999 and 2005. CPI commung#te perception of the degree of
corruption as seen by business people and countysts, ranging from 10 (highly
clean) to 0 (highly corrupt). CPI score resultdigate that Pakistan’s score of 2.2 in
1999 was in the lowest range of the index implyting high extent of corruption among
public officials and politicians compared ¢oher countries. Notably, the already low
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Table 4

Country’s Rank and Score Based on Corruption Pareepndex (CPI)
Country’s Rank  Country’s Rank as  CPI Score
% Maximum Rank
1999 2005 1999 2005 1999 2005

Malaysia 32 39 32 25 5.1 5.1
South Korea 50 40 51 25 3.8 5.0
Saudi Arabia - 70 - 44 - 3.4
Sri Lanka - 78 - 49 - 3.2
India 72 88 73 56 2.9 2.9
Iran - 88 - 56 - 2.9
Afghanistan - 117 - 74 - 2.5
Nepal - 117 - 74 - 2.5
Indonesia 96 137 97 87 1.7 2.2
Pakistan 87 144 88 91 2.2 21
Maximum Rank among 99 158 100 100 - -

Sampled Countries
Source:Transparency International, Germany; PerceptindsX 1999 and 2005.

score of CPI declined from 2.2 in 1999 to 2.1 i®2(ndicating a worsening of extent of
corruption during this period. The extent of cqtian in Pakistan in 2005 was even
higher from south Asian counties like Sri Lank, im@&nd Nepal. The worsening of
corruption is also validated by the decline of B&da’'s ranking among the sampled
countries. Pakistan’s ranking worsened from 87989lto 144 in 2005. Since numbers of
countries ranked in both years are different, ithi® possible to draw a clear-cut
conclusion about the change of ranking betweensy@dre next two columns present the
country’s rank as  percent of humber of countifetuded in the sample. The result
indicates that Pakistan’s ranking deteriorated fr@min 1999 to 91 in 2005. Thus,

Pakistan’s ranking as having highly corrupt puldiicials and politicians worsened

during this period. On the other hand, rankingaohumber of countries (such as
Malaysia, South Korea, India and Indonesia) impdosensiderably during this period.

It is noteworthy that corruption hurt the poor thgh more regressive taxes,
lower and more ineffective social spending and ndisntives to investment in the
human capital of the poor. Corruption also increaseome inequality and poverty by
perpetuating unequal distribution of assets. Evideshows that inequality worsened in
Pakistan between 2001-02 and 2004-05. Gini coefiicincreased during this period
(see Tableb). The percentage share of consumption expend#tuogvs that while the
lowest 60 percent lost their consumption share hildbest 40 percent gained in their
consumption share implying that inequality in P&kisincreased at the expense of the
poor and the middle income groups during this pkribhe ratio of the highest to the
lowest quintile that determines the gap betweeh aiod the poor also worsened. The
rising trends in corruption are consistent withngstrends in inequality. Thus, there is
a need to take measure to reduce corruption amabgjcpofficials and politicians,
which would results in availability of more resoescfor public sector development
programme and poverty reduction.
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Table 5

Gini-coefficient and Consumption Quintile by RedionPakistan
between 2001-02 and 2004-05

PIHS 2001-02 PSLM 2004-05
Urban Rural Pakistan Urban Rural Pakistan

Gini-coefficient 32.27 23.67 27.52 33.88 25.19 29.76
Consumption Share by Quintile

Quintilel 5.3 12.8 10.1 4.8 12.6 9.5

Quintile2 8.1 16.9 13.7 7.6 17.1 13.2

Quintile3 12.1 19.5 16.8 11.6 19.7 16.4

Quintile4 19.4 22.4 21.3 18.3 23.0 21.4

Quintile5 55.1 28.4 38.0 57.7 27.6 394
Ratio of Highest to L owest 10.40 222 3.76 12.02 2.19 4,15

Source: Computed from PIHS 2001 and PSLM 2005.

8. CONCLUSIONS

The paper made an assessment of absolute poventy psmary data of three
countrywide household income and expenditure swviey 1998-98, 2001-02 and
2004-05. The paper draws attention to the fact thi of inflation matters in poverty
reduction over time. The preliminary findings suggehat price inflation as
measured by percentage changes in nominal povewy lis 7.4 percentage points
higher than Consumer Price Index between 2001-@P 2104-05 and close to the
Torngvist Price Index constructed by World Bank 8D as well as the Sensitive
Price Indicator from the official sources. Notab§ensitive Price Indicator reflects
the consumption pattern of low income poor houseé$olThus, use of CPI for
adjustment in official poverty line is likely to selt in lower poverty line for 2004-05
and thus overstates of decline in poverty betwe@d1202 and 2004-05. While revisit
of official poverty line by the Planning Commissidrom Rs 748 to Rs 725 per
person per month for 2001-02 is logical and empitjc valid, the CPI adjusted
official poverty line of Rs 878 per person for 2008 lacks empirical support and
raises questions for the relevance of poverty egbased on CPI adjusted poverty
line. It is, therefore, suggested to use the esdchgoverty line of Rs 933 for 2004-
05 so as to monitor poverty genuinely to evaludte poverty reduction strategy
adopted in 2001. World Bank (2006) strongly recomded the use of TPI adjusted
poverty line of Rs 937 for estimation of povertyA@04-05. The use of poverty lines
derived by the consistent approach from the houseborveys results indicate that
absolute poverty increased significantly during finst period, 1999-98 to 2001-02.
This period relates to a low growth period primardue to drought in the country.
On the other hand, poverty declined by 5 percenfagjats in the second period,
2001-02 to 2004-05 when the country witnessed hegbnomic growth rate. This
period is also characterised as high inflationagyigd. The high inflation seems to
have eroded positive effects of rapid economic dghovesulting in higher poverty
line of Rs 933 and slower poverty reduction durihig period. It is thus important to
reduce high inflation, if government aimed at potiteg the poor. At province level,
the finding of a substantial reduction in poverty 6.6 percentage points in rural
Sindh over a short period of three years requingshér scrutiny of the data at
province level.
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It may be argued that poverty comparison betwediZ2 and 2004-05 may not
be fair since 2001-02 is not the normal year dugrémight that resulted in low economic
growth leading to a rapid rise in poverty in 20@L-Poverty comparison considering the
period as a whole suggests that while absoluterpodeclined by 1.8 percentage points
from 31.1 percent in 1998-99 to 29.3 percent in208, the number of poor increased
by 2.6 million during the same period. Rural poyedeclined marginally by 1.0
percentage points from 35.1 percent to 34.1 peredrdgreas the urban poverty decreased
by 2.5 percentage points from 21.4 percent to p&r@ent during the above period. At
province level, rural poverty declined in SindhniRid and NWFP whereas increased in
Balochistan between 1998-99 and 2004-05. Similarhpan poverty declined only in
Punjab and Sindh whereas it remained stagnant ifFR\&nd Balochistan during the
period as a whole

While good governance is closely linked with poyereduction, Pakistan’s
governance indicators that were already placetiérbbttom range of percentile ranking
among counties in 1998 worsened continuously in52@Xcept the government
effectiveness. These trends suggest that Pakistamad progress well in governance
compared to the other countries as its performamgmvernance declined resulting in
lowering country’s percentile ranking in 2005 comgzhto 1998. Trends in corruption as
measured by corruption perception index by an irddpnt source indicate that the
already low score of CPI declined between 19992056 indicating an increasing extent
of corruption during this period. Pakistan’s rankias having highly corrupt public
officials and politicians worsened during this peli The extent of corruption in Pakistan
in 2005 was even higher than in the south Asiamtiesi like Sri Lank, India and Nepal.
It is noteworthy that corruption increases inegyadind poverty by perpetuating unequal
distribution of assets. The evidence of rising dréminequality supports the evidence of
the rising extent of corruption in Pakistan durthg period. Thus, good governance is
crucial for reducing inequality and poverty.

The worsening of governance indicators accompabiedh decline in poverty
suggests that poverty reducing effect has come fhigh economic growth whereas
governance played little role in reducing povertyad the governance indicators
improved, the reduction in poverty would have berrth higher. Thus, there is a need to
pursue governance reform process more rigorousiggalvith its effective monitoring
and evaluation to improve the governance indicatetich would enhance the rate of
reduction of poverty.
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