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The Distribution of Purchasing Power in
Pakistan, 1985-86

HANS de KrUlIK*

1. INTRODUCTION

Suppose that you and [ earn the average income of Pakistan and that we are
looking at a parade in which the whole population of Pakistan takes part. Itisa
spectacular parade because the size of all marchers is proportionate to their income.
We have the average height. Anyone who earns more than the average is taller than
we are; anyone who earns less than the average is smaller. The procession is organiz-
ed in such a way that the smallest walks in front and the tallest in the rear. The
parade moves at uniform speed and its duration is one hour exactly. What do we
see? What is the size of the marchers in front and in the rear? Who passes by during
the first ten minutes, the second ten minutes, etc.? Where do they live, in which
province, in urban or in rural areas? How long does it take before we see people
of our own length? Who are they? Section 4 presents the Pakistani Parade and
tries to answer these questions.’

But before being able to form the queue by putting everybody in its correct
position, we need to discuss the way of estimating the size of each person, and
therefore, the choice of the concepts of income and income units (Section 3), the
data base, the choice between using grouped data versus tape data, and the related
type of computer required (PC versus mainframe) for these calculations (Section 2).

Actually, the contribution of this paper is twofold. First, the presentation of
the Pakistani Parade, and secondly, after having made adjustments for economies
of scale of households earlier by using equivalence scales [Kruijk (1987)], this
paper standardizes these adjusted household incomes. further by correcting for
differences in average price levels between provinces and between urban and rural
areas as announced but not executed in Kruijk (1986). After these adjustments,
the term ‘distribution of income’ is no longer a proper description of what finally
is ranked. Accordingly, the title of the present paper is now called ‘The distribution
of purchasing power in Pakistan, 1985.86’,

*The author is associated with the Centre for Development Planning, Faculty of Economics,
Erasmus University, Rotterdam,

"The idea of organizing such a parade has been put forward by the dutch economist
Prof. Jan Pen (1971).
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2. THE DATA BASE

Although not ideal, the Household Income and Expenditure Survey (HIES)
is the best data source on household incomes in the country. It presents data on
household composition, sources and levels of household income, structures and
levels of household expenditures. Most likely, the Pakjstani HIES is — like all other
HIESs in the world — incomplete and bad at the top, The rich are not easily accessi-
ble to investigators and their extent of under-representation is not known, In a situa-
tion where data are consistently incomplete, there is no other option than being
pragmatic. Unfortunately, it is not always possible to check and supplement HIES
data by data from other sources like income tax data from the Central Board of
Revenue (as the late Javaid Azfar had done in the 1970s).

Further, to raise the sample size to ‘actual’ population figures, population
trends are extrapolated by applying annual compound growth rates (of the in-
between Census period of September 1972 — March 1981) at the most disaggregated
level available in published form, i.e. population figures of urban and rural areas by
province (eight regions).

This paper makes use of published data in the form of grouped data and not
of unpublished individual income data from computer tapes. Undoubtedly, inequal-
ity calculated on the basis of grouped data is an under-estimation of true inequality
because inequality within brackets is neglected. However, as reported earlier on the
basis of data of other countries, the extent of under-estimation is insignificant in
cases where the number of income groups is more than ten [Kruijk (1986)]. In
the Pakistan case with twelve income groups, the level of Theil coefficients calculated
on the basis of published grouped data appears to be consistently (overall Pakistan,
urban and rural separate) about 0.002 points lower than on the basis of tape data
for the year 1984-85 at a level of about 0.270, which is an under-estimation of about
one percent only [Government of Pakistan (1989)]. This implies that published
data can be used, and — more important — that a (super)mini or mainframe
computer which can handle large data tapes is not required. A personal computer is
adequate encugh, which makes this kind of analysis accessible to a much wider group
of researchers. In fact, all calculations presented in this paper are constructed in
an ordinary spreadsheet.

3. CONCEPTS OF INCOME AND INCOME UNITS
Choice of the Income Unit

The intention of forming a parade is to get a picture of the distribution of
welfare in the country. If the size of each marcher would be based on his or her
individual income like in Pen’s parade for the Netherlands and for England, [see Pen
(1971) and The Economist (1987)] it happens that some wives and children, who
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supplement the family income, are reduced to pygmies and have to walk in the front
of the parade, whereas the husband/father, who is the main income earner of the
family, might be taller than average. This situation is not acceptable in our parade.
It is more satisfying to organize the parade in such a way that everybody joins
in the parade and that members of the same household have equal size and walk
hand in hand alongside. In that case, it seems more appropriate to consider house-
hold incomes instead of individual incomes as the basis for everybody’s size, but
unfortunately it is not as easy as that. Measuring welfare on the basis of income per
household ignores the reality that households differ in size and composition. A one-
person household earning Rs 1000 per month is much better off, of course, than a
six-person household with Rs 1000 per month. An often used remedy to adjust for
household size is simply to deflate household income by household size, so that
income is expressed in per capita terms. However, such an approach is equally
unacceptable because in that case it is believed that a single person with Rs 1000
is as well off as a two-person household with Rs 2000, and a six-person household
with Rs 6000, which obviously is not so.

Economies of scale in household consumption cannot be denied, However,
it is not easy to suggest a proper equivalence scale. Since the one I proposed earlier
has been rejected by Kemal (1987), the old proposal is replaced, herewith, by a new
suggestion for an equivalence scale which has been applied in this paper and which
has the advantage of being very simple: the head of the household is one (as always),
but now any additional person counts for 0.5. This scale implies that a one-person
household with Rs 1000 has the same level of welfare as a two-person household
with Rs 1500, a three-person household with Rs 2000, etc. The result of using this
scale to adjust for economies of scale in the household is presented in Table 2.

Choice of the Income Concept

Although standardizing household incomes by taking the size of the household
into account is an improvement, it is still not sufficient for estimating the size of
each person. Generally speaking, the cost of living in rural areas is lower than in the
urban areas. In other words, one rupee has more purchasing power in rural areas
than in urban areas. Welfare estimates should take these price differences into
account. The HIES presents detailed data on family expenditures (in rupees) and on
shopping-baskets (in units) disaggregated into provinces and urban and rural areas
(eight regions). On the basis of these figures, it is not difficult to calculate prices of
the various items per region. Table 1 present these prices as well as a (weighted)
average family shopping-basket which is constructed on the basis of regional shopping-
baskets. With this information it is feasible to estimate regional price indexes with
the qualification that these are based on food items only.

After having estimated these tegional price indexes all (household size
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adjusted) family incomes are first divided by their index before determining the size
of all marchers. The effect of this price adjustment for the level of average income
in each region is indicated in Table 2. It is clear that the sequence of e.g. all residents
of urban areas in Punjab in the parade changes with respect to residents of other
areas, but not with respect to each other, because all (adjusted) household incomes
of urban Punjab are divided by the same amount i.e. 1.037. Both adjustments (for
household size and for regional prices differences) can be summarized in the
following formula:

1+05(¢6 -1) , 100
1+05@,-1) P,

Ystan ., =Y *
ir i

in which:
Ystan s Standardized income of household 7 in region r;
Y‘ = Income of household i;
§ = Average household size (§ = 6.34 in 1985-86)
S, = Size of household i; and
P_ = Price index of region r,

r

Table 2 shows that the standardization mentioned above have a substantial
impact on the ranking of average monthly household incomes of the eight regions.
According to unstandardized HIES data, Punjab ranks last in urban areas and third
in rural areas, which is not in line with the popular perception of its being the most
prosperous province [see also Naseem (1986)]. After standardization the picture
becomes much more in line with commonsense. Now Punjab ranks second in urban
areas after Sind which is dominated by cosmopolitan Karachi; in rural areas Punjab
has now the highest average income, while Baluchistan and NWFP are the poorest
and not the richest provinces in rural areas as suggested by unadjusted figures.

4. THE PAKISTANI PARADE

After having discussed the way in which everybody’s size has been determined,
it is high time to watch the parade. Graph 1 facilitates to visualize the cortege a
bit, each bar illustrates one minute of the parade. Table 3 shows the Pakistani
Parade in figures. Each major group of Tables 3 and 4 represents ten minutes.
Table 4 gives an indication of the over-representation of the eight regions (the
shaded segments) in the six groups of ten minutes. In this paper only one attribute
has been selected, viz. the eight regions of the country, Of course, it is possible —
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Table 4
Estimated Population Share per Income Group, Pakistan, 1985-86
(in percentages)
ALL GROUPS
Urban Rural | Total
Punjab 16.6 39.0 55.6
Sindh 104 12.7 23.1
NWFP 2.0 132 15.2
Balochistan| 0.9 5.2 6.1
Total 29.9 70.1 100
GROUP 1 (Poorest) GROUP 2
Urban Rural | Total Urban Rural | Total
Punjab 10.6 62.9 Punjab 27.6 495
Sindh 2.3 14.6 Sindh
NWFP 152 NWFP 39.0
Balochistan 7.3 Balochistan : 115
Total 16.4 83.6 100 Total 23.1 76.9 100
GROUP 3 GROUP 4
Urban Rural | Total Urban Rural
Punjab 51.2 Punjab 49.1
Sindh 40.1 Sindh 293
NWFP 2.7 NWFP 19.6
Balochistan| 6.0 Balochistan 2.0
Total 396 60.4 100 Total 12.5 87.5 100
GROUP 5 GROUP 6 (Richest)
Urban Rural | Total Urban Rural | Total
Punjab 65.1 Punjab 293 | 55.6
Sindh . 22.6 Sindh 8.3 304
NWFP 0.7 45 5.2 NWFP 84 11.0
Balochistan 7.1 Balochistan 1.6 3.0
Total 322 67.8 100 Total 52.4 47.6 100
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and also desirable — to extend the number of characteristics like occupation, working
status, age, level of education, etc. of the over-represented parties in each group,

What do we see? In the first seconds, we see very tiny gnhomes pass by, the
size of a match-stick.? But this does not go on for long, the average length during
the very first minute is already more than two feet (see Graph 1 and Table 3).
During the first ten minutes an over-represented group from rural Baluchistan,
rural Punjab and urban NWFP passes by (see Table 4). The impact of standardiza:
tion on each position in the queue is illustrated once more by Table 3. The average
size of the marchers going by after exactly ten minutes (NWFP-urban) is not
(according to unstandardized incomes) twice as high as those of the first minute
(Baluchistan-urban), but they are less than fifty percent taller. They are still dwarfs
of about 3.5 feet. During the second period of ten minute, the size of the marchers
does not increase much. After twenty minutes people are about four feet. In this
group residents from rural areas of NWFP and Baluchistan are highly over-represent-
ed. As far as townsmen are concerned, Punjab and Baluchistan are over-represented,
Twenty minutes is a long time to keep seeing small people passing by who barely
reach to our midriff.

Income ‘Size’ in Feet

Average Size = Average Income (Standardized)

—

fi A |

Lenght of the Parade : 60 Bars = 60 Minutes

w

HH

Graph 1 : The Pakistani Parade 198586

(=]

2The lowest monthly household income reported is Rs 30, which corresponds with a size
of less than two inches (this figure together with the highest income reported are the only two
figures that are derived from tape data; since the tape of 1985-86 is not operational yet, these
extreme figures are from the tape of 1984-85, as mentioned earlier all other calculation are
based on grouped data and made on a personal computer).
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Looking in the direction of the approaching parade to see what we can expect
next, we still cannot observe normal people. We keep seeing dwarfs. After half an
hour the size of the marchers is less than 4.7 feet. During the last ten minutes, we
have seen many Sindhi’s. In fact, this is the first group where Sindhi's — both from
rural and from urban areas are over-represented. It takes exactly forty minutes
before we can see people of our own size arriving (average standardized household
income is 1900 rupees per month in 1985-86). They mainly belong to the rich of
the countryside. The group of ‘normal’ people is fairly small. After fifty minutes
the size of the marchers has increased to over 6.5 feet, More than fifty percent of
the richest group are city-dwellers, while the overall percentage of urban population
is about thirty percent only. Urban areas of all the four provinces are over-
represented in the richest group, The average size of marchers passing by in the
last few minutes increases rapidly. Average size in the last minute is nearly twenty
feet. During the last few seconds, we see people like tower flats. The highest house-
hold income reported in 1984-85 HIES corresponds with a size of about five hundred
feet. This giant family has an income of Rs 244,000 per month,?

5. CONCLUSIONS

First, the impact of standardization is substantial. Nominal incomes have to be
adjusted for household size, economies of scale within households, and last but not
least for regional price differences.

Secondly, the parade is a more fascinating and appealing way of looking at
the distribution of income than other inequality indicators like Gini or Theil co-
efficients. The parade is mainly a parade of dwarfs with a few giants only, It takes
forty minutes before average income passes by,

Thirdly, the parade has the attractive property that the participants can be
identified which is extremely useful for policy preparation and for analyzing changes
in the relative positions of household groups over time, Distribution indicators like
Gini and Theil coefficients are not affected by a mutual exchange of households in
the distribution. In other words, if two households exchange positions in the queue,
the distribution itself will remain the same. However, exchange of positions is
important information for understanding determinants of the distribution and for
analyzing the impact of distribution policies. As mentioned earlier, in this paper
only one attribute has been selected, viz. regions. Of course, it is possible to extend
the number of characteristics like occupation, working status, age, education, source

3Commenting upon an earlier draft of this paper, Pen points to the non-appearance of real
giants in this parade: 500 feet is not much compared to e.g. the Duke of Westminster who is
about 20 miles [see The Economist (1987)]. Apparently, in Pakistan, these giants do not report
to the HIES.
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of income, etc.

Finally, although these kind of exercises do not give great precision, it is a
challenge to keep trying to be as accurate as possible and to see what can be done
with the available data, '
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Comments on
“The Distribution of Purchasing Power in
Pakistan, 1985-86”

Kruijk has an interesting paper. It is a snapshot of Pakistan’s income distri-
bution/purchasing power at one point in time, 1985-86. Jan Pen described the
typical income distribution in a market economy as a parade of countless dwarfs
and a few giants in 1971. Kruijk uses the same device.

Estimation

He uses HIES grouped data. The basic unit used for comparison is the
household. To make different family sizes equivalent, household income is divided
by a deflated family size. Dividing income by family size alone does not make per
capita incomes comparable. Economies of scale in household consumption accrue
to larger families. So dividing by family size reduces income for large households
disproportionately. Kruijk alternatively uses 1 for head of household, and 0.5 for
each family member. I suggest alternatively 1 for adults and 0.5 for children.

Results

The most important aspect of this paper is that it does a regional comparison
of purchasing power. Given the debate on regional access to resources, this kind of
analysis is needed. He uses purchasing power/household to rank provinces. All
urban areas have the highest rank, followed by rural areas in the following order.

Urban : Sind, Punjab, Baluchistan, NWFP.
Rural : Punjab, Sind, Baluchistan, NWFP.

So the two most prosperous provinces are Punjab and Sind. The result also
shows a clear urban bias.

He ranks provinces within each income group. The sample is divided into 6
income groups. For a non-biased distribution, provincial distribution within each
income group should be same as provincial distribution of the population c.f. rural
Punjab has 39 percent of total population. So within each income group rural
Punjab should have a 39 percent share, But actually in the poorest group rural
Punjab has a 52 percent share so it is over-represented. So rural Punjab is both the
most prosperous and has the largest percentage of the poor. This polarisation of
income is a very interesting result, a product of the high rate of growth and the
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particular pattern of growth in rural Punjab. .However this is not pointed out by
Kruijk.

In fact this is the fundamental shortcoming of this paper, that it presents a
set of interesting statistics but makes no attempt to analyse them. There is no
attempt to establish a regional pattern to this income distribution. There is no
attempt to explain e priori why a particular regional pattern should hold. No
hypotheses about growth of income across provinces. There is no attempt to explain
a fortiori why a regional pattern does hold — no testmg of these hypotheses and a
causal explanation of the prevalent phenomena,

I do see a regional pattern. And I can venture some hypotheses to explain
this pattern,

(@) The Punjab has had high growth and structural change in agriculture,
Therefore polarization of income is expected in agriculture. It has had
high growth in manufacturing. Growth in manufacturing in itself does not
lead to polarization, but to a skewed distribution towards the upper end
of the scale. Table 4 shows that the Punjab is over-represented in the
poorest and two richest income groups. Rural Punjab is over represented in
the poorest and richest groups. This supports polarization of rural income.
Urban Punjab is over represented in the richest income group. This
supports skewness of manufacturing income.

(b) Sind has not had any structural change in agriculture, so no rural polariza-
tion is expected. Sindh has had high growth in manufacturing. This
should lead to a skewed distribution of urban income. This should also
lead to a skewed distribution of total income for Sindh. Table 4 shows
that Sind is over-represented in the richest income group, And this is due
to urban Sind. Rural Sind shows no polarization.

(c) NWFP and Baluchistan have had neither structural change in agriculture
nor significant growth in manufacturing. So neither polarization nor
skewness of income is expected in each province. Table 4 shows that
both provinces are not over-represented in the poorest and richest income

groups.

So the statistics presented have a lot of potential. But they are just dead
figures without analysis and causal explanations.

Moazam Mahmood
Pakistan Institute of

Development Economics,
Islamabad.





