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Summary findings

Comeparisons of poverty — indicating where or when'
poverty is greatest, for example — typically mawer far
more to policy choices than aggregate poverty
measures, such as how many people are deemed
“poor.” So Ravallion and Bidani examine how
measurement practices affect empirical poverty
profiles. They discuss the pros and cons of alternative
~ approaches to developing a poverty profile and use
those approaches on the same data set.

. InIndonesia, as in many countries, past methods of
building poverty profiles have used the food-energy-

" intake method, defining the poverty line asthe
nominal consumption spending at which a person
typically atrains a predetermined food energy intake in

~ each subgroup. Ravallion and Bidani argue thax chis -

method can yicld differences in poverty lines (between

urban and rural areas, for cxamplé) thar exceed the
cost-of-living differences the poer face. So, thar
methed can mislead policy choxcs aimed at reducmg
absolute poverty. , : '
For comparison, they explore a cost-of-basic-needs

- method, whereby an explicic bundle of foods typically :
consumed by the poor is valued at local prices, witha -

minimal allowance for nonfood goods consistent with

_ spending by the poor. This approach, though not ideal,

_is a conceprually transparent operadonal alternative
that can be implemented with available data. They
argue thar this approach is more likely to generate a
consistent poverty profile in that two people with the
same measured standard of living — purchasing power

- for basic consﬁmption needs — will be treated the

same way. This refinement of past approaches retains 7
some seemingly desirable fearures {such as concern for
the tastes of the poor) and avoids others (such as the
implicit use of a higher real poverty line in richer

~ regions of the same couniry).

For Indonesia, the cost-of-basic-needs me!:hod finds
more incidence, depth, and severity of poverty in rural

 areas, whereas the food-energy-intake method findsall
" . _measures of poverty worse in urban areas. The ranking -

of regions (provinces divided into rural and urban) by
the two methods has virrually zero correlation. The

o poverty profile by principal sector of employment is

less sensitive to the choice of method particularly i in
urban areas.
- This case study suppon:s the conclusion thar

policymakers should be wary of underlymg differences

berween methods of estimating poverty measures.”

The cost-of-basic-needs approach is fairly robust to
several other methodological choices, notably changes -
in the composition of the basic needs bundle (which

determines the overall level of the poverty line), -

differences in the functional form of the poverty
measure, and adjustment for spatial differences in
prices, issues that have dominated debates on how to.
measure poverty. Ironically, the results of this study

_ suggest thar these issues matter less to poverty rankings

(and hence to policy conclusmns) than do the choices
made in mapping a given specification of basic needs
into monetary poverty lines.

This paper—a productof the Poverty and Human Resources Division, Policy Research Department—ispartof alarger -

- effort in the department to evaluate alternative methodologies for poverty analysis and advise on best practice. Copies
of the paper are available free from the World Bank, 1818 H Street NW, Washington, DC 20433. Plcasc contact Patnua
Cook, room N5-057, extension 33902 (3: pages). November 1993. :

The Policy Research Working Paper Series disseminates the findings of work in progress to encourage the excharge of ideas about

development issues. An objective of the series is to get the findings out quickly, even if the presentations are less than fully polished. The

| papers carry the names of the authors and should be used and cited accordingly. The findings, interpretations, and conclusions are the
authors’ own and should not be attributed to the World Bark. its Executive Board of Directors, or any of its member coxntries. -

Produced by the Policy Rescarch Dissemination Center
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1 Introduction

- When pracnces in empmcal work have bearmg on pohcy chotces they deserve especially

close scrutmy Constructmg a povertv prof’ le - showing how the extent of poverty varies across ,

subgroups of a populatron - is typically the t‘ rst step in formulatmg an antx-poverty policy. Do the
assumpnons made matter to the pohcxes advocated" 7 |

ThlS paper crttlcally examines popular methods of constructing a poverty prof le. We dtscuss
: the strengths and weaknesses of the two most common methods of settmg poverty lines. Wlule B
~ neither is perfect, we argue that one of l:hese methods is preferable when the poverty proﬁle is
intended to inform policies aimed at reducmg abso[ute povertv : '

Regtonalj and employment profiles of poverty -in Indonesia for 1990 are constructed bv :
alternative methods 50 as o fest the robustness of the poverty proﬁle to the assumptions made The
followtng sectlon discuss"s the alternattve approaches in the abstract. Sectlon 3 then descnbes the
one we have adopted as the "benchmark" for compartson purposes. The empmcal results for -

Indo_nesxa are discussed in section 4. Our conclus:o_ns are summarized in section 5.

2 Approaches to Constructing a rPoverterrofile
A "poverty profile" shows how a measure of poverty varies_ across-subgroups'of a population:
such as region of r_esidence or sector of employment. Typically,' people in each sub-group are
| classified as "poor” if their consumption expendlmre is beIow a sobgronp specific f'povertyrline“.
Poverty lines can thus be interpreted as .deﬂators which establish the svelfare comparebilitv of -
nominal expenditnres (or incomes) across the poverty profile. '
- How should one set povertyr lines? When the aim is to inform policy, one appealing criterion
is that whether or not a given standerd of iiving constitutes poverty should not depend on which
_ subvroup the person with that standard of living belongs We call a poverty prof le "consistent” if 7

it respects thls prmc1ple For example suppose we are comparmg two households deemed to have



- exactly the same standard of living '-'inall relevantrespeCts - but _one works mainly on a farm while
 the other works in a factory; the poverty proﬁle svould be inconsistent if it classified one of these
~ as poor and theother as not. Slmilarly; whether or not 'a given standard'of living constitutes pouerty
' should not depend on where the person with that standard of living happens to iive.. Consistency
reqmres that the poverty lme is fixed in terms of the level of ltvmg lt lmplxes (It also has
1mphcatnons for the properties of the functlonal form of a poverty measure, though that is not our
-concern here see Foster and Shorrocks 1991.) To test consnstency we must spemfy a measure- of ,
the standard of living"; apoverty prof le may be consnstent in terms of one measure but inconsistent
- for another. We shall follow convention in _assurmng that the poverty profile should reveal
dlfferences_in comntand over thebasi'crconsumption needs for good health and normal aetiuities- _

VThe appeal of this t'ype of 'consistency 'may 'be at odds with another idea that lS often
desnrable- that the chou:e of the basu:—needs bundle should reflect Iocal pereepuons of what
| constitutes "poverty” in each subgroup of the poverty prof le. For brevity, le' us call this
spec1fic1ty One may mterpret this as either a separate goal to "basic-needs conmstency or as
| another way of deﬁmng consnstene , by which the measure of mdmdual well-bemg is broadened o
include feelings of relative deprivation. For example, Sen ( 1987) proposes a definition of "poverty"
as the lack of certain “capabilities”, such as being able to participate wuh dlonry in the society
around one. The capablllttes are absolute out the commodities needed are relative.

There is evxdence of such specnf c1ty Stuches of subjecnve poverty line~ reveal systemant:

, V’ relationships between perceptions of what consntutes poverty and characterlstlcs of the perceiver |
V(Kapteyn et al-,, 19788). One also observes a strong positive relationship between country poverty-
lines and average consumption across countries (Ravallion et al., l991)t 'Indeed, amongst developed - '
countries it is not uncommon to ﬁnd poverty lines which have an elasticity of, unitj withrespect to

the average standard of living, in which case most poverty measures will be independent of absolute



levels 6f living, but will -dépénd enfi'rely on relative iriequalities.I

| Clearly there can be a conﬂid between Consisténcy and specificity. 'Basic-n'eeds consistency
reqmres that the poverty lines used imply the same command over basic needs within the domam of—r' -
the poverty prof le the poverty Imes may well be ahen to the average standards of Iwmg of some
subgroups. In proposing basic-needs con51stency asa nest for a poverty pmf ile we do not clalm that -
Ihls is all that maners. If one is af;er'a purely'- dest:ripti?e account of poverty incidén& by local
perceptioris; such consistency wiil have little appéal._ ﬁowevef, one can readily imﬁgihe other
circumstances in which an insisteﬁce on -respet.:ting-,;:he spet:iﬁcitj' of lﬁcal poverty lines could yield
‘absurd policy :implit.:atioﬁs- For e:karnple, while ﬂie ofﬁéial estimatés of i:overty incidence in the = -
USA and Indonesia érduhd 1990 are at about the same level (14-15 % of the populations afe deetﬁed
' poor), one wduld be loath to say that aid from the USA to Indonesia should thus cease; there. are
clearly many people who are not deemed pobr in Im_ionesia th woﬁld be considered so in the USA.

The measurement choice must ulﬁmately rest on the purpose of d_ler_poverty profile.

' The Cost of "Basic-Needs”

Wé follow common practice in taking "poverty” o mean a lack of command over 'basié
consumption needs”, and the "pqverty Iine'; tb _be the cost of tﬁdse needs Oric_: -method of
implementing this definition is 10 stipulé;é a consumption bﬁr;dle deemed to be aﬂequate for basic
consumpﬁon needs, andr thén 10 esrimater its cost for each of thé subgrouﬁs being conipar_ed in the |
poveny proﬁle; this is the approach of Rowntree (1901) in his semfnal study of poverty in quk in
- 1899, aﬁd it has been folldwed since in a number of studies for bath developed and devélopihg '

Vcou'ntries (ah example is Thomas’s ( 1980) work on the regional poverty profile m Perﬁ). We calI

this the "cost-of-a-basic-needs” (CBVN)'method of setting poverty lines.

1 This holds for all poverty measures which are invariant to scale, in that the measure is
homogenecus of degree zero in I:he poverty line and the mean: see Ravallion (1993) for further
dxscussnon : :



- One can interprei this method in twoquite distinct Ways. It can be interpreted as the "eqst-'
of-atility",r though orily-under éuite special assumptions about preferences. (If one uses the eoSt iof
a given basic-needs bﬁndie then one must aasume that utility-corﬁpensat’ed substituﬁon effectsr are
zero. That irs'a restrietive' aesumption, though posaibly Iess’ so for the poor. If it holds thea'trrher
 estimated CBN - normalized byr its value for some reference - is a uiility-cohais;ea; cost-of-living
index. On such ,iﬁdices see, for example, Deatoh and Muellbauer 1980. ) By the second interpreta—'
tion, the. deﬁnmon_of "basic needs is deemed to bea socnally-detenmned normative minimum for
' 7 avmdmc poverty, and the cost-of basm—needs is then closely analogous to the idea of a statutory

minimum wage rate. " No attempt is made to assure that utility ranklngs and poverty rankmgs
coincide under thls mterpretanon a person mlght (for example) be deemed poorer“ in state A than
state B even if she prefers A toB. 7 o ' 7 ' V )
: :However, in practice the idea of respecting consumer choice has still inﬂilenced the seeond
interpretation of the CBN approachr in ifripoftant ways. VTrhe criterioa fqr defining poverty is rafeiy '
that one attains too litle of each basic need. ("Undernutrition” is viewed as a dfsﬁnct concept to
. "peverty"f) Rather, it is _ihat one eannbt "afford” the cost of a givenrveem'ref basicr needs. The
definition qfr "afford” Vmayrof may 'not_ fespect consumef choice. Early attempts to determine the
miniraqm cost of achieving the b_asic-needs vector at given prices ignoredrprreferences. However,
', the resu_lting povexf;y lines were bften 50 alien te cohsumer behavior that their relevance as a basis
for policy was doubtful (aee Sﬁglef’s, 1945, eseimates of the minimi;m cesf bfa nutritionally
adeqaafe diet)r. V'Instead, current practicesiairri to anchor therchoice raofe firmly to,rexistingr demand
behavier. Amongst the (infinite namber of) eonsumption vectors which could yield-any given set
of basic needs, one is ehesea whieh is 'corisistent with cho'ices. actuairly' made by some relevant_
 reference group. Poverty is then measured by eomparing actual expendfmfes to the CLN. (There '
is also an issue about whether it should be expenditures or incomes; Ravallion, 1993, discaases this

issue and we shall not go into it further here.) A personis not'deemed poor who consumes less food



(say) than the stipulated basic needs', but could do so on rearranging her budget allocation. -

Spending to Reach Basie Food Needs |
| ' Implementation of the CBN method poses a number of problems A degree of arbitrariness
“in defi nmg basxc needs is mevntable though it is not obvnous that consnstent poverty—rankmgs wxll

be affected much by that choice. Another problem is that. cross-secttonal (and sometxmes even inter-
temporal) price data are tncompiete or unreltable, this is particularly problematlc for non-food goods. :
' Achieving consistency - even in term$ of the most basic consumptioni needs - ‘may then be dift‘ cult.

A popular method of setting poverty Imes tries to avoid these problems while snll anchormg 7 f
the poverty line to the most basm consumption need: food energy requu'ements The main alternatwe N
, to the CBN method proceeas by fi ndmg the consumption expenditure. or income level at Wthh a
person ’s typtca. food energy mtake is Jjust sufficient to meet pre-determmed food energy reqmrement.
'We shall call thlS the "food-energy-mtake (FEI) method The method has been used in numerous
' 7- countnes for exampie see Dandekar and Rath (1971), Osmam L1982) G"eer and Thorbecke (1986) _
i Paul (1989), Ahmed (1991), and Ercelawn (1991) |

Notice that the FEI method is also aiming to measure consumption poverty rather than -
undemumtion. If one wanted to measure undernutrition, one would 51mp1y look at nutrient mtakes o
relative to reqdirements, and not incomes or consumption expendittlreé; | What the FEI method is

aiming to do is in principle the same as theCBN method: to ﬁnda monetary value of the poyerty

~ line at which "basnc needs” are met.

In practtce both the CBN and FEI methods anchor the defi nition of basic needs to food

7 energyrequufements. Setting those is itself proble_mattc- (Reqturements vary across mdtvndnals and
over time for a_given _individual. An assumption must also be made about activity levels \.yhich
- detennine energy requirements beyondth_ose needed to maintain the human body’s metabolic rate

at rest.) However, this issue takes us beyond our present scope. _(For an attemPt to deal expiieitiy :



_with the implication; of un-observed vetiahility in nutritional reqo irements see Ravallion, 1992b).,-
We shall follow common practice in assumtng that a single nutritional requirement Vfor -a'typical '
person is already' set. For the present inqoiry, the Vkey' difference ,between methods is inhow t'ood
energy requlrernents are mapped into the expendlture space. | :

: In thlS respect, the FEI method is computattonally far easier than the CBN method A

. common practlce is simply to calculate the mean mcome or expendttute of a sub-sample of

househalds whose estlmated caloric intakes are approxlmately equal to the supulated requu'ements.

More sophisticated versions of the method use regteseions of theempiri.cal relationshtp ben&een food

energy mtakes and consumpnon expendlture These can be readily used (numerlcally or expllcu[y)_

7' to calculate the FEI poverty line. Figure 1 lllustrates the method fortwo styhzed subgroups urban
and rural" On the vemcal axis one has food-energy intake, whxch is plotted agams' total
consumptlon expendlture on the honzontal axis. A lme of "best fit" w1thm each sector is mdlczted
thns is the expected value of caloric mtake ata gwen value of total ‘consumption. By snmply mvertmg ,

.thlS lme one ‘then finds Ihe'total consumpnon expendlture at which a person typlcally attz_uns the ,
snpulated food-enetgy requlrement w1thm each sector - The method Vautomatically -includes an |

- allowance for both food and non—food consumptton - thus avmdmg the tncky problem of determmmg 7
what exactly basu: needs are for these gooos - as long as one locates the total consumptton
expendlture at Wthh a person typlcally attams the calonc requlrement. It also avmds the need for -

pnce data; in fact no explicit valuations are requxred. ,'I'hus the method has, a number of practlcal

advantages as proponents have noted (Osmant, 1982 Greer and Thorbecke 1986 Paul, 1989)

-‘Ostensibly then the FEI method offers hope of constructmg a poverty proﬁle consxstent with B '

the artainment of bzsic food needs, and of domg so with relatively modest data Vreqmrements. But

2 Some versions of the FEI method regress (or graph) nutritional intake against consumption
expenditure and invert the estimated function, while others avoid this step by simply regressing -
- consumption expenditure on nutritional intake. These two methods need not give the same answer,

_though the difference is not germane to our present interest; either way the following points apply.



if we are to use this method l'or informirnrgrpolicies aimedrat redttcing poverty in tem'ls of basic-
oonsumption needrs'-'we must also ask: h'owi closely will the FEI m'ethodr approximate a consistent -
poyerty profile, in that Vpeople with the same command over those needs are treated the same way?
}tey pointtonote is that the relationship between food energy intake and total cortSumption :
| expentliture'is very unllkely to be the same acroas the domain of’ any poverty eomparisori, but Will B

shift according 'to differences in tastes, activity levels, relative prices, publicly-provided goods or

other determmants of afﬂuence besides consumptton expend.ture And there lS nothmg in the FEI -

method to guarantee that these differences are ones which would be COl'lSldeled reIevant to poverty

*compartsons., _The following are examples,

() “To the extent that prices differ between urban and rural areas (due,:say,'to transport costs

- for food produced in rural areas) one will want to use different nominal poverty lines. However, .

relative prices can also differ and (in general) this will alter _demand behavior at given real
, experlditure levels {nominal expendltures deflated by'asuitable cost-of—living' index). The prices of

certain’ not:-food goods tend 10 be lower relanve 10 foods in urban areas than rural areas, and their

- -

 retail outlets also tend to be more accessxble (so the full-cost mcludmg time is even lower) in urban
- areas. This may,mean thatrthe demantl for food and (hence) food energy intake will be Iower in
- urban areas than rural areas; at any given real expenditureleyel. 'But‘_this does not, of course,rmean
that urbran households are poorer at a given expenditure leyel | o
(u) Acttvny levels in typical urban JObS tend also to reqmre fewer calorles to maintain body ,
welght than do rural activities. (Compare the stlpulated food-energy requirements for acttvmes such
- as agrxcultural labor wnth factory work, as given in WHO 1985.) Agam food intakes will tend to
be lower at a given real expendtmre but this should clearly not be taken as a sign of poverty.
(iii) Tastes may dtffer systematlcally At given relative prices and real total expendttures,
| ttrban households may simply have more expenswe food tastes: they eat more rice and less cassava,

more animal protein and less foodgrain. or simply eat out.more often. Thus they'pay more for eaclt



| calorie, or (equivalently) food energy intake wili be -lower at any given' realrexpenditurc- leve'i.
Again,'it is unclear why we would deern a person vvho chooses to buy fewer and more e;tpensive 7
calones as poorer than another person at the same real expenditure level | 7 -
| In each of these cases, the real expend:ture levei at which an urban resndent typ:cally attains
- any given ca]oric requrrement wrll tend to be higher than in rural areas. And this can hold even if
the eost of basic consumption needs is no different between urban and rurai areas. The FEI method 5
mayr thus buiid-in diffemnces between the poverty lines which are not related to the agreed definition
of the standard of living.- éonsider Figure 1 again. ':'I'he urban ooverty line is z while the 'rural line
is z,. However, there is nothmg in the method to guarantee that the differentla] z/7, equals the

'dlfferentlal in dle cost-of- bastc needs between urban and rural areas An unwarranted dlfferentxal _

in poverty lines may then appear and the poverty prot' ile will be mconsnstent in terms of command o

. over basrc consumptxon needs

In defense of the FEI method it rmght be argued that one should use higher poverty lmes -

in better—off areas, to reﬂect the relative depnvauon of the poor. For example, the difference in

food tastes described in pomt (ui) may - ‘be due to genume feelmgs of relative deprivatton in urban
_ areas expenenced by a poor person who does not conform w1th prevailing tastes in cities.

One could argue for and agamst the _]udgement that such feelings of relative deprlvation
, should be mc!uded in an assessment of absolute poverty; if one takes the objectxve of the pollcxesr
(which are to be_mformed by the poverty ‘profile) to be the elimination of absolute poverty - in terms
of attainment of basic consumption r.;eed-s'f then relative deprivation wiIi have zero weightr But even
(if we did want to attach a positive weight, it is entirely unclear whether the FEI rmethod is putting
 the right value on relative deprivation; we simply do not know how important this is to the poor, in
whick case it is worrying that the FEI method does so implieitly. In short, ,we do not know in what
sense the FEI method is "consistent". A more transparent approach would be to identify what e:ttra :

money one assumes would be needed to compensate the poor in "rich” areas for their relative



deprrvatton, and add this to the cost-of-baslc needs R o - _-t '
These problems are quite worrymg when there is mobthty across the subgroups of the -

poverty profi le such as migration from rural to urban areas. Suppose that - as the above dlSCUSSIOl‘I -

has suggested may well happen - the FEI poverty lme has higher purchasmg power in terms- of basic

needs in urban areas than rural areas Consrder someone jllSt above the FEI poverty line in the rural
7 sector who moves to the urban sector and obtains a _]Ob there generatmg a real gam less than the'
difference in poverty lines across the two sectors Though that person ts better off - in that she can
Vrbuy more of all basic needs rncludmg food - the aggregate measure of poverty across the sectors
wrll show an tncrease, as the mlgrant wrll now be deemed poor in the urban sector. Indeed it is
'posstble that a process of economic development through urbansector enlargement, in which none -

~ of the poor are any worse off, and at least some are better off, would result in a measured increase

_in poverty. Similar points':can be made concerniné the use of the FEI methodr in making poverty'
o 'compartsons over time; it is entirely possrble that the method will show rtsmg poverty rates over time

- even lf all households have htgher real incomes. '
In summary, a priori cons:derattons lead one to suspect that a FEI-based poverty proﬁle could
~ deviate from one whzch is 'consrstent in terms of the household’s command over basic needs. By
anchormg poverty ltnes to the observed empmcal relanonsh:p between food-energy mtake and total
consumptton expend1ture within each subgroup, the FEI method can estimate poverty ltnes wrthout
B data on prtces However thls pamcular anchor is gomg to shift across the poverty prof Ie in ways -
whtch have little or nothmg to do with dtfferences in command over basrc consumptton needs Nor
is it clear if there is any meaningful sense in whlch FEI poverty lines can be cons:dered consistent”

in other "non-basic" needs.

An Exarr;ple from Indonesra

[Indonesia’s Central Bureau of Statistics (Btro Pusat Stattstlk 'BPS) uses the FEI method for'



constructmg its poverty lines (see BPS, 1990, 1992). Thetr urban poverty line for 1990 of Rp
20,614 is the estimated expendlture level at wh:ch a typical urban resident reaches the pre-determmed
mean 'foocl~energy requnrement of 2100 calorles per person per ddy; the correspondmg rural
expenditure 0 reuch' the same caloric lntake is Rp. 13_.295. : 'l'he lndonesian methed is only 'one _-
example of a common practtce and we are focusmg on this country here in large part because the_-
- government expressed interest in the propertles of this method and altemauves |
As is typlcally the case in developmg countries, the urban relauonshtp between food-energy
-intakes and total expendnures is different to the rural one wnth higher mtakes at gtven consumption .
expendlture level in ‘rural areas. 'l'hls could well reflect one or more of the factors discussed above.
' The concern here is that these factors may lead 10 pnverty lines whieh entail ,different stantiards of
| Iiving in different subgruups of the poverrj profile. -In' principle, there are two enuivnlent ways ene '
~ can 'address this concern: i) one can look at the typlcal consurnptidn'vectors at the FEI poverty lines- |
~ and ask if they imply the same standard of living, or i) oné can deflate the nominal poverty lines
by an appropriate cosr-of-liuing_index, normalliing for differences in the cost of algiven standard of
‘living_ In practice, neither is straightforward. In this sectior_l t:ve offer serne_casual observations§
- later we will present neur evidence on spatial difference.s in the cost-of-living facing the poor.
: What do people:in a neigltborhood of the BPS pbverty Iines typically consume? 'lfable 1
“gives our cnleulations of the mean consumption vectors in a region of R[t. 500 above and beluw 'tlte
BPSVpoverty Iines from the dnta tapes of Indonesia’s' National Secio-Ecnnomie Survey lSUSENAS)
for 1990 Both bundles yield 2100 calories per person per day. However the rural bundle denves
a h:gher share of its c:alont‘ ic value from the staple foodcrams Also the urban bundle has higher

consumptions of the supertor food staple (rice), and lower consumptions of the mfenor staples

: 3 For an overview of the various approaches to poverty measurement used in the Indonesian

literature see World Bank (1990) and Booth (1992). Contributions to that literature have been made
by Sayogyo and Wiradi (1985), Bhanoji Rac (1984), BPS (1989), and Asra (1989). Mention should
- also be made of the antecedents in the literature on poverty in Indla' see Bardhan (1970) and
Dandekar and Rath (1971) ,

10



(com'and r:assava) ' Sirnilarlv ther urban bundle is more generous in more expensive vegetables -
V(tomatoes) wnth less of the cheaper ones (ca.sava leaves) than the rural bundle. The urban bundle
| also has hlgher consumpttons of meat and chlcken and consnderably hlgher expendltures on food and

drink consumed outside the home Whtch of these two consumptton bundles would one- prefer '
1gnormg the dtfference in their cost? Clearly one cannot answer thlS questton in the abstract (there

are theoretically admissible preferences ‘which could go,etthe_r way). But we would be _surprtsed if
" the vast majority of '-Indonesians did not give the urban bundle as their answer. |

The difference in the relattonshtp between food-energv intake and total spending between

urban and rural areas - and hence in the poverty Iines - -is so Iaroethat, at any given .food-energy "

requxrement level, the urban FEI poverty line exceeds the rural lme by a magnrtude ‘Whlch is -

sufficient to imply an esnmated head-count index of poverty whlch is greater in tl"e urban sector thanr
the rural sector. Thts is 1llustrated m Fi gure 2, which gwes the cumulative distribution of nommal
consumption per person in eaeh of urban and -rural areas of Indonesia in- 1990, whxch we Vhave'
' estunated from the datar rapes of Indonesfa’s National Socio-Economie Survey (SUSENAS) for 1’9907-
At the BPS (1992) rural poverty line for 1990 one finds that about 14% of the rural populauon is -
- poor. At the BPS urban poverty lme we fi nd that 17% of the urban population is poor.

But notice that at any awen poverty line (fixed across botb sectors) in F'cure 2, the
proportlon of the rural populatlon deemed poor is hjhi r than that of the urban populanon. And this
“holds wherever one draws that poverty line. If there is no dtfferenee in eost—of—basrc-needs between -
urban and rural areas then this implies rnore poverty in rural areas no matter Where one draws the
poverty line, or what poverty measure one uses (within a broad class; see Atkinson, _1987).
However, there clearly are cost—of;!ivi'ng differenees between urban andi rural areas. and so this
conclusion need not hold, given’that the distributions in Figure 2 are not adjusted for those
dirfferences., We shail,attempt to do so later in this paper, but first it is of 'interest to ask: What is

-~ the critical poverty line differential needed for a reversal of the sector poverty ranking? It is easy
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to calculate numéﬁcﬂly ﬂiat, as long as the urban poverty Vlin'e is no more than 45% higher than the -
rural poverty ling, the head-couht ,index will be higher in rural areas. (This is the same - 10 the
‘nearest integer - whethér one uses the VBVPS urban po#erty liné as the reference or thejr rural line.)
But with the BPS diffe:ential of 55% we gét the 6§posize conclusion. | |
B | ,Unformriétely, no satisfﬁctory spatial cbst—of-living index is availa'blrer for Indonesia. Markets
may 'nort be peffecﬂy .integraxed ,spatially , but it is difficult fo believe that existing transport costs and
barriers to trade in Indonesia cﬁuld yield a 45 % diffefenﬁd in the prices of basié consumption items '
between urban and rural areas. Ravallion and van de Walle (1991) estimated 2 behavioral cost-of- :
living mdex for Java using ddémand model estmated on 1981 SUSENAS daté; which alloweci' for
housing cost differeﬁc.es (after éontrollihg' for observabie differences in housing quality), and rice
price differences. P;:r the poor, the estimared coSt-of-l_iﬁng &iﬁ'erence bemeen urban and rural areasr
‘was about 10%, though it was slightly over 20% between Jakarta and rural areas. Though clearlj _
restricted m both commodity and ggographical coverage, this result does not suggest that urban-rural -
_ cost-of-living differences are as high as the differential built into the BPS poverty lines, or as high

as the critical differential needed for the sectoral poverty ranking obtained by BPS.

3 | - An Altém-ative Approachr

' [nlthe followingsections we will examine more closely the rdbuSmgss of Indoflesi;'cl's poverty
pfdﬁle to measzremeht assumptiohs’. Asa benéh—ma_rk for comparison with the existing pové;ty
proﬁlé based on the FEI method. we shall construct our own profile usling‘ a version of the CBN
method.' We do not claim our method to be ideal. but only that it is a credible alternative which is
implementable with the available data. | |

The first problem'in doing so is setting the basic-needs bundie- ' Nutritidnal requirements are
at defensible anchor for the food bundle 3nd. when the cOmpositiof; of local food diets is alﬁd taken
 as given. the food comﬁoneﬁ_t ofa CBN poverty line is fully détermined. Non-food basic needs are
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a Bigger problem, v}hich we discﬁss further beiow.

" The second problem is costing the basi;—heeds bun-dle.rrr ftis sufprisingly rare for statistical
agenciés 1o provide Mi_a! costs-of-living indices, analogous,td the usual Consumer'Pric,;e Indiéés,
(CPI_) used for imer-temporél cost-onIEVing tbﬁpafisons.‘ For some time now, the lack of a suitable
spatial  price indgxr for Indonésfa has clouded effoﬁs t0 compare living standards across the
archipelago (Booth, 1992). ]ﬁe péucity of reliable ptice -data - pafﬁcularly for non-foodr'goodrs -
severely consirains'mmpts to form a consiétent regional povérty profile.

Our approach to estimé.ﬁng' ‘CBN poverty lines for Indohesiﬁ - to be compared with the
- existing FEI,_Iiné's in the next sectibn - incorporates two basic refinements 10 most past vérsioné of
the CBN method. The first is that we not only anchor the food component tp_rthe stipulated food
energy requirement, we also #djust ir; composition to' accord with observed diets of the podr. - The
second is that we adbpt a new method of setting' non-foo_d basic needs consistent with consﬁmpﬁori
behavior of those_wh.o, can just afford their basic food needs.

o However, as we are concerned more with the way these methods rank subgroups in the |
povefty profile, we will calxbrate the CBN method to yield a similar aggregate incidence of poverty
as BPS’s FEI method. In particular, our CBN fnethod wi[_l dse rthe sﬁme speciﬁcaﬁon of nutﬁtrionalr
requirements. (As we have already noted, there is an inherent arbitrariness in setting food energy
' 'rgquiremehts, but this is 2 common problem to both methods. We will _test,thé rdbﬁsmess of the
CBN-based poverty measures to the level of the poverty line.) And we will chose thé reference -

" group fof specifying tastes to accord with fhe estiniates of poverty incidence obtained by BPS. Our
~ objective is Vnot to come up Qim an alternative estimate of the extent of aggregate poverty incidghoe
in Indonesié, but rather tb compare how these two methods rank subgroups, as this is v;rhat matters _

most to the policy implications.

4 CPi’s are sometimés available by region. However, they are rarely rvalid for making spatial
comparisons, since they are indexed to 2 common value in the base date for all regions.
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The Food Poverty Line

First we specify a reference household deemed 10 be typical of the poor. We chose that
houséhold to have the mean values of all relevant variables for the poorest 15% of the Indonesian .
population, when ranked according to expenditure pér capita. -This is the same group of -persons -
deemed to be poor in 1990 by BPS (1992). The consumption pattern of this reference household
becomés the “anchor” fdr the subsequent stages.

Next we set the poverty line in each region. A person is deemed poor if she lives in 2
household which cannot afford the cost of a reference food bundle, chosen to yield adeqﬁate food
energy intake, consistent with the typical diet of those deemed ,'po'or. Following past practice for
Indonesia, we set the food energy requirement at 2100 calories per perSon per dav, again following
BPS (1990, 1992). The judgement about whether or not the household can afford the reference food

' bundle is based on the household’s consumption éxi:endimre on all goods and services. 7

More formally, let " denoe the actual food consumption vector of' the reference group of '
households. The corresponding caloric values are represented by the vector £, and the food energy
intake of the reference household 1s then k" = kx ‘ The recommended food enefgy intake is £°.
The refereﬁcer food consumption bundie used in constructing the poverty [iher,is then given byz" :

‘such that k* = kx”'. There are, of course,-iriﬁnitely many possible consumption vec;ors that would

yiéld k*. The particular compositibh of x° used in constructing' the poverty line is obtained by
- multiplying every element of x" by the constant k°/k". Thus the relative quantities in the diet of
the poor are preserved in setting the poverty line.

Having selected the bundle of gobds, we then value it at local prices in each region. In
principle this is straigh;fo:ward-, though in practicer there are ofter problems of matching the price

data with the budget data used in Constructing' the reference food bundle. There is nothing of any
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general interest that can be said about those problems, so we refer interested readers to Bidani and

Ravallion (1993) which describes the method in greater detail.

The Allowance for Non-Food Goods
‘In priﬁciblg, one could proceed the same way for non_—focid goods i.e., set a bundle of suéh_ '
gbods, and cost that bundle separately in each region and sector. Hawever, certain considerations
militate against that approach in the case of non-fqod gdods. While fo'od'energy réquirements,éfe,
the obviou$ anchor fof'food consumption, there is no analdgous basis for setting Basic non-focd
consumption' Fnrﬂlenndré as is cofnmon for anSt developing cohriu'ies' non-food Vprirces are
dlﬁ' cuIt to monitor rehably (mdeed pnces for more than a few non-food voods are rarely available
from statistical a=en<:1es) |
~ ‘The problem is how one can best allow for diffefences’ in the basic non-fdod woods neede'd,
to achieve the same standard of hvmg in the various sectors or regions bemg compared Past
approaches to settmv poverty - lmes have tried 10 anchor the allowance for non-food goads to the
consumption behavior of the poor, but in ways whxch are likely to create biases in ther poverty
proﬁlé- For éxample. dividing by mean food shafe of the p(-)orest 20% '(say)' in each subgfoup will
. typically entail higher real povertyiliﬁés in ricf;er regions. The idea of anchdﬁng the:alldwance fbr
" non-food goods to the coﬁsumpﬁon Vbehavior' of thé poor does; howcver_. rﬁake sense; th;: issue is 7
more one of deciding at what point in the distrib,utionrof cdnsumption amongst thé pocV)rr one should
focus on. Here we implcfﬁent the method suggested in Ravallion (1993, Appendix 1). | 7
An'appeaiing test ior deﬁnirrfg a "basic non-food need" is that one is willing to forgé a basic
food need in order to: obtain that good. We can thus ask: What level of non-food spending wxll
people allow 1o displace basic food spending, as embrdied,inr' thé food pdvérty line?, 'VTher'e will -
undoubtedly be some displécemént of basic food spendiﬁg over a,range'of consumption !évels- Evenr,

those households whose total consumption expenditure is below that required to meet their nutritional .
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reqnlrements with the traditional diet will almost certainly Spend slomethihg on non-food goods- The
better measure of basic non-l'ood spending is to look ar how much is Spent on non-food goods by
houSeholds' who are g@l& of readﬁﬁg their nutritional requiremehrs but choose not to do so. Of
course, quxte Iarge sums mtght be spent by some households on non-food goods even though E
nutritional requlrements are not being. adequaxely met. One may not want to ldenufy all such
households as "poor”. There will also be some vanaoon in spending patterns at any given budget
- level, such as due tormmsuremon[ orrors or random differences in tastes. leen this heterogeneity,
a more rmsonablo approacll is to ask: what is the t_\_rm value of non-food spendiog by a household
who is just capable Vof reaching food requirementS?' As long as non-food is -a normal good, this vnrrill
also eqoal the lowésf level of non-food spendini’ for llouséholds who are capal)lé of acquiring tho
-~ basic food bundle. It can thus be cons:dered a mmlmal allowance for non-food goods | |
Thls definition of the basac non-food compornent can be lmplemented quite easﬂy with readily
' ;Wailable data. To illustrate, let us assume that food spendmg mc:r_eases with total spending, wuhr '
a slope less than unity, and docréas&s as total spénding increases (as implied by - out not implying -
Engel’s Law that the income elasticity of demand for food is less'tllan' unily). “This is dopictod'in
| Figure 3. (This can be moughf of as a regreoslon line, giving the exbected value of_ food $pending
o atany given valuo of total spéncllng.) Let us also aSsume thai there is a unique expenditure needed |
o reach ntltritional rrequiremenrs, as indicated ‘in Figure 3. - This is the food povertyr lino, zZ
Amongst those households who canafford to reoch their nutritional requirements (with given tastes)
the lowest level of non-food spending is given by the distance NF in Figure 3,’ all of which displaces
basio food spending. This then is the basic level of non-food sponcling_ The combined poverty line
 is then given by z (' plus NF). |
The rvalue of NF can be estimated as follows-_ We _begrin'wit-h a demand function for food,

'repreSenting'the food share as 'a linear funct_iOnof the_,log of total spénding (food plus-non—food)

relative to the cost of basic food needs (augmented'for other relevant va;lables: see the Appendix for
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| details on the derivation of the estimated model). For household i in region j:
su = q; + B Iog(y,,!z ) + error term;

where s; is the share of tot:il expenditure y; which is devoted to food, ', is the cost of basic food
needs, and o;, §; are parardeters to be estimated. The value of the intercept o estimates the average
food share of those households who can just afford basic food needs, i.e., those for whom y;=z}.
V(The'same is true if one adds a term in the squared value of log(y;/z5), wt-lich- 'wﬁl orobdbly allow:
ra better fit to the data. as it permits the income elasncuy of demand for food to exceed unity at low

values of y) The poverty line is then given by:
5= ?‘,-;(2-%)

In words the poverty [me is obtained by scalmc up the food poverty line, the propornonate mcrease
bemg given by the estimated non-food budger share at the food poven:y line.

Norice that _thxs method does not insist that the non—poor acually spend enough on food 0
buy the nutritionally-adequate, food-lrnundle. -(That would entail 2 higher ‘poverty line, where z
intersects With the "food spendfng" curve in Figure 3.) Rather,it_ only insists that they are capabie
of doing so. as discussed in section 2. Thus our method deems a person m' have esoaped poveﬁy '
: -'1f -and only if, she can afford the supulated baszc consumptlon needs; whether in fact she also

chooses 1o do so is another matter.

The Poverty Measurd |
- Having estiﬁafed the regional poverty lines, the poverty measures are then estimated for each
region; and agvrevdted 10 the narional level. Three standard poverty heaures are used in this study:
1) The head-count index (H). vwen by the percentaae of ‘the populauon who hve in

- households wrth a consumpnon per capita less than the poverty lme This measure has the advantage'
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that it is easy to interpret, but it tells us nothing abotit the depth or severity of poverty

ii) The poverty_gap mdex (PG), defined by the mean dlstance below the poverty line

expressed asa proportron of that lme (where the mean is formed over the entire populatzon, counting
the non-poor as having zero poverty gap). (This is the Foster, Gre_er'and Thorbecke, 1984, defi nition
of the peverty gap index, whieh has ad\}antages over the "income;gap ratio”, obtained when the mean
is only formed 'over those who are peor: 'for l‘urther discussion see Ra\rallion 1993).

. iii)r The Fostér—GreerQThorbeCke P, measure,'deﬁned as the mean of the squared proportionate
poverty gaps (again the mean is fdrmed over the entire population, connting the non-poor as having |
zero poveriy gap). Unlike the poverty gap index, this measure reflects the seve':rit)rr of poverty, m

that it will be sensitive to inequality amongst the poor.

4 Comparmg Methods

- We shall now compare the methods described ‘in the prevrous two sectlons on data for }
| _Indonesra. For the FEI method, we rely on the results reported,m BPS (1992), based_on the 1990 -
SUSEl\IAS. The BPS poverty lines were constructed ,bj the method described in section 2, using i
graphs of mean food energy intake against consumptien expenditdre per person, w:th differentgraphs
for each provinee of Indonesia, and separately for drban andrural areus For the CBN method we ) |
follow the approach otrtllned in the previous section, implemented on exactly the same data set. For
both methods' avemEe food-energy requirements are-set at 2100 calories per person per day. |

In both cases, the data tapes of the 1990 SUSENAS were used in esnmanng the poverty

Vmeasures for each reglon The 1930 SUSENAS gives consumpnon data for a strauﬁed sample of

45 ,000 households surveyed in January of that year. In all estimations, the inverse samplmc rates

estimated by BPS were used to obtain un—brased populauon estimates. We shall only summarize the
salient features here, before discussing the comparison; Brdam and Ravalhon (1993) documents the

results in far greater detail.
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~ Qur reference food bundle for the CBN method includes 31 foods allowmg shghtly more-
.than 400 grams of food-grams (plus cassava) per person per day. plus small amounts of fresh fish,
| 7 meats eggs and a range of local vegetables fruits, condrments and spices. Of the 2100 calories per
- person per day which this bundle yields, 81% came from food-grains and cassava. The average cost
~ of the reference food bundle in J anuary 1990 was Rp. 13,028. In urban areas the average cost was
Rp- 14 ,043, while in rural areas it was Rp. 12,581. (Bldani and Ravallion 1993 give the results
a by region.). Urban food prices were, on average, 1‘7% higher than rural food prices. By contrast,
the estimated cost of non-food basnc needs was 44 % hxgher in urban areas. With the allowance for
' non-food basnc needs, the mean poverty line in urban areas was Rp 18,519, and Rp 15, 693 in rural

areas, giving an averall differential of 18% in the poverty lmes across the two sectors..

Poverzy Proﬁles by each Method

- Table 2 reports the aggregate poverty measules for Indonesra and for the urban and rural

areas separately, using both the CBN and FEI methods. (T 0 help assess the sensitivity of the CBN

- method to the definition of "basnc needs we also give some key results for the food component o '

only.) The national poverty measures by the FEI method lie between those we have estxmated forr
 the food rpoyerty line and the total poverty line by the CBN method, and are appreciably lower than
the latter. However, the more rdramatic difference - and of greaterrelevance to policy - is that the
'FEI method shoyvs that urban poverty is hicher' than rural poyerty a result driven by the far larger -
(55 %) urban-rural differential in the poverty hnes generated by the method, as discussed in section
2 The difference is sufficient to reverse the sectoral rankmgs for all three poverry measures.

| Poverty incidence curves, plotting the percentage of the populatronr consnmmg less than a
77 given proportion of the poverty line, are shown in Figure 4 for both'urbanand rural areas, using
both the FEI and CBN methodsg The results show. that the CBN poverty incidence curve fer nrban |

areas lies everywhere below that for rural areas, implying that the percentage of the population
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deemed pob’r for any givgn poverty riiné in rural areas is unequivocally higher than for urban rarears.r
. lndéed, whé;evcr the povéftyrline or poverty rheasure; there is higher 'poverty'in'rural areas.ihan
urban areas; (This follows from ‘the application ‘of stochastic dominahce theory to pové&y
comparisohs; see. Afkinson, 1987). By contrast, the poverty lines baSed on the FEI method imply
intersecting poverty incidence 'curves', though the intersection poifxt is high; up to about 150% of the
poverty line, the FEI rhéthqd gives higher poverty in urban areas.>
- We prgsent morerdetailed reSuIts by b'othi methods Vt‘or the 'head-count mdex by region in
Table 3. (Resu'lts for altcmaﬁi(e poverty lines | and poverty 7mea$ures' by the CBN ‘method are
| available in Bidani and Rarwrla[lion,r 1993; The régional arrlrd'urbanlrurair ranl;ingé in terms of poverty
are not véry sensitive to these choices. BPS, 1992', omits results for some regions, thoqgh they ate
included in the raggfevates reported in Table 2.) Usinu the CBN poverty lines, the -incidence of
,poverty is markedly *ugher in rural areas than urban areas. The most stnkmv result from Table 3
 is the extent of re—rankmg that occurs when one swnches from the CBN to the FEI method. This
: car_l ‘be seen more clgarly in Figure 5 which ranks aII regions (provinces spht urban-rural) ,by ;he' 7
hlead—bount ihdei for therFEI povertj lines, and then plots the corresponding CBNré.étimatg of that
Cindex. If the'two mefhods agree in their ranking then' one would observe arrmonotonic increasing line
(though not necessarxly straight) joining all the pomts. Instead we see numerous re-ranlcmgs For
- example, 1t' one asks: "what are the ten poorest regxons"" then only three will be in common between |
~ the two methods The overal[ rank correlatlon coeffi cient is 0. 15 (n=35), which i is not significantly '
drfferent from zero. The two methods arerw_rtually rank—prthogonal.
| FigureS distinguisheS the urban and mral points. As in Table 2, the CBN method generally

-gives higher poverty measures in rural areas, and re-ranking is evident across provinces within each

*  The poverty deficit curves (given by the areas under the poverty incidence curves) show
higher poverty in urban areas up to 300% of the poverty line (not presented, but available). Thus -
all poverty measures which are strictly decreasing in consumptxons of the poor will show hxgher
poverty in urban areas (Atkmson 1987) :
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of the _urrban and rural sectors, as well as between them;r cbrhpaﬁng urban areas ohly the rank
correlation is 0;5 1 '(n=,18),'7 while for fural areas it is 0. 177 (17).
Vr'l"he FEI method gives_ a better approximation to the provihce level poverty profile (combining
i;rbéri and rural areas)' based on ;he CBN pover,ryrlines (Figufe 6).7 _Amongst (say) the. qufest ﬁve" o
provinces by each method tﬁere are now four in common (East"and West Nusa-Tehggara, ,Wesf
Kdimmm, and Central Java). However, a considerable amount of re-ranking'occﬁrs ém_nbrrlg'sf other
 provinces and the overall rank correlation coefficient is 0.39 (n=18) which is (iusf barely)
signiﬁcantiy different from zero at the 5% level. | | |
' Sd far we have foéused on a single basi_c~needs bundle and a single povérty méaSufe, 'V-Ho_w 7
N 'sénsiu’ve are.poverty fanldngs to that choice? In Figure 7 we ‘compare resxrxilts'for the “food+non-
Vfood"- basic needs bundlé with 'that for food alone. We alsd coini:are the P, ind¢x ﬁth the head? ,
count ir.ﬂéx (boﬁ using the full CBN'po#érty line). In both cases, there is some re-ranl;ing, but
certainly far less than we have seenrabové. The rank correlation coefficient between the two poVértyr
'linesr ('food+non;food" versus "food onIY") Vis 0 94 (0. 86 for Vurrrbanr areas, 0. 93 for ru;'al areas), -
while that betwecn the head-count index and P-, is 0. 95 (0 93 urban 0. 87 rural) Bidani'andr ,
'Ravalhon (1993) give results for other combmanons of poverty measures and poverty lmes th.r'
results are sm_nlarly robust. | |
Within ther-CBNmethod.rit is also of interest to see how inuch, rﬁnlcings are affected by the
_adjusunent fof'spatial,differences m the cost 6f thé- basxc ngeds bund!e (a sirﬂilax% question is posed
| by Thomas. 1980, for Pen;u)- Sepérating urban and ruré.l areas, 'thé: rank cofrelhtion between the 7 '
head-count iﬁdex using local poverty lines and that'usfng the natio'nal'mé.an boverty Iiné' (in erffécrt,'
| using natlonal mean prices) was 0.88; at province level ii,rwas' 0.77. Again, while there is some re- -
ranking, this choice. appears t0 matter far iess 'Lhan that bétWeen the CBN and FEI- inethodé
We also etammed Indonesna s poverty prot' ile by the pnmary sector of employmem

* Previous studxes (Hupp1 and Ravall.on 1991)on thlS subject have Iacked accesstoa suxtable regional -



prtce mdex Table 4 compares the sectoral prot' les denved usmg poverty lines denved by the CBN
and FEI methods Flgure 8 ranks all the sectors. (spllt by urban/rural) by the head-count index of
“the FEI method and plots the correspondmg head-count esttmates using the CBN method The t‘ gure 7
' Vshows that the estlmates of the urban head count mdex derwed usmg the FEI method are htgher than
those using the CBN method, though the rankmgs are very snmxlar. Only i in two cases are there re-

rankings. The estimates of the head-count index for rural areas by the FEI method are much lower

than those obtamed by the CBN method However in contrast to urban areas, there is substantxal L

re-rankmg in rural areas especrally among the sectors that have head-count indices between 5 and
. 10% accordtng to the FEI method. These sectors include those employed in the 1ndustrtal sector as
: laborere, and in transport (both laborers and self employed) The. overall rartk correlatton coeff' cient
7 between the poverty measures usmg the CBN method and the FEI method is 0 28 (across urban and
rural sectors n—-33) comparing urban sectors only it is 0.99 (n 16) whlle amongst rural sectors o

alone it is 0.76 (n=17).

: Why do rhe FEI and CBN methods d _ﬂ‘er so much?

Even purely random dtfferences between two sets of poverty lmes could produce such re-
- ranking. However the dtscrepanc1es between the two are not random, but_ are correlated wtth
another key variable determmmg the poverty proﬁle : 7 :

'As Table 1 suggested might be the case m the compartson of urban and rural areas, the FEI
poverty lines tend 0 ,implya higher standard of living - beyond slmply counting calories - in better—
off subgroups Across reoions both the FEI and CBN poverty lines vary positively with mean '
consumption, but the FEI lmes have a cons:derably higher elast|c1ty to the mean thus dampemnga
the response of FEI-based poverty measures to dtfferences in absolute levels of living. Across all
Vregtons (poohng urban and rural areas), the least-squares elasttcnty of the FEI poverty hne with

respect to mean consumptmn is 0.86 {with 2 t-ratio of 15); by contrast, the analogous elastlclty of



the CBN: poverty Iine is 0.31'(t=6.7)'. (This patterhpersists within each of urban and rural sectors
separately.®) The basianeeds Vpu-reh'asing power of the FEI line (deﬂated by the CBN Iine) has an
elasticity of 0.77 (t= 110)7 with rrespect to the basic needs purchasing power of 'the rneatt. Households
. in better-off regions are typically reaching the 'stipulated food cnergy requirementsat higher levels
of Iwmg “This could be due to any one of the factors described in section 2. o

. The elastxc:ty of the FEI lines to the mean is far htgher than one fi nds in the eross-county

relationship between the poyerty line and average lwmg standards amongst developing countries, and o

isactually more typical of rich countries; the eta_stiei_t): of rtheCBN line is more in line VWith the
2lasticity one finds amongstlow- and middle-income countries'(Ravallion et.al., 1991). -

In short the FEi-based measures behave more like rélativ'e poverty measures which depertd

mainly on the dlfferences in Lorenz curves between subgroups in the poverty prof' ile. This appearsr

| to be an important factor accountmg for the extent of re-rankmg C'early, if one is almmg t0 gutde

policy chotces for reducmg absolute poverty, the relatwe msensmvnty of the FEI-based measures to

dlfferences in absolute levels of ltvmg is of concern.

5 Conclusnons
Poverty compartsons such as where or when poverty is greatest typlcallv matter far more
to pohcy chouces than aggregate poverty measures - such as how many people are deemed * poor

' ,'I'hus we should look very closely at how measurement practtce affects the emptrtcal prot' ile of

poverty. We have dlscussed the pros and cons of alternative approaches to constructmg a povert' S

profile, and tmplemented altematlve methods on the same data set
As In many countries, _past methods of rconstructmg pove_rty profiles in Indonesia have used '

:the food-energy—intake method whereby one defines the povertyline as r'the’ nominal consUmption .

6 Across urban areas only, thc least squares elasticity of the FEI line to the mean is 0. 64
(t=4.72), while for the CBN line it is 0.41 (3 52). For rural areas, the correspondmg figures are

104(598)and040(271)

23



expenditure at which a person typically attains a pre-deterrnined food energy intake in each s==bgroup.
We argue that this method can yield differentials in poverty lines (such as between urban and rural
areas) in excess of the cost-of-living differential facino the poor ‘I‘hus the method can mtslead
_poltcy chou:es almed ar reducmg absolute poverty For compartson thh the food-energy-mtake
method we have outlined an alternatwe "cost-of basic-needs method" whereby an explicit bundle'

of foods typlcally consumed by the poor is’ valued ar local prlces w1th a mmmal allowance for non-

food goods consistent with spendmg by the poor. Whlle not ideal, thls is a concep’ually transparent B

-and operauonal altemattve which can be |mplernented W|th the avatlable data. We argue that thts :
approach is more llkely to generaie a consistent poverty prof ile in that two persons with the same
| ]measured standard of living - measured by purchasmg power over basnc consumptton ‘needs - will
' be treated d'le same way. Qur approach 1s a refinement of past approaches retaining some seemmgly
' desxrable features (such as the concern to respect tastes of the poor) while trymg 0 avo:d others |
(such as the lmpltctt use of a higher real poverty line in rtcher regions of the same countxy)
Comparmg the_se,two methods for Indonesia, ‘we find that the difference 'm,poverty lmes
hetween urban and ruralsectore implied by the foodéenergy-intake method is large enough to cattse
- a rank reversal in all poverty measures between the two Sectors; whtle our alternattve cost-of- basm-
needs method finds greater poverty incidence, depth and severtty in rural areas, the reverse is
' mdlcated by the food-energy-tntake method The rankmg of regtons (each provmce divided into
urban and rural areas) by the two methods has virtually zero correlation. The poverty proﬁle by
prln(:lpa.[ sector of employment is less sensmve to the choice of method (parttcularly in urban areas).
| Nonethele_ss,' this case-study, and our supportive a priori -argume'nts, lead us to conclude that polic_y '
| makers should be very wary of how the underlying poverty measures have"been constructed before
_using the' deered poverty prof'les o guide the formulation of poverty-reductionpolicies |
On a positive note, we have found that our alternative poverty proﬁle based on the cost-of

basic-needs method is falrly robust t0a number of other methodologlcal choxces notably changes '
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- in the 'compoéitiéﬁ of the basic needs bundlé (dete:fnining thé'rove'rall_' levei of the pbveh:y line),
differences inthe_ functioﬁﬁl form of the poverty mqasﬂre, and adjus'tment for spaﬁal differeﬁces in |
prices. Ironically; while these issues have tended to dominate debates :on how to,nrteasurerpovefty.'
ouf results suggest that they matter less 10 p;iverty rankmgs and (hence) poiif.y cbnclusionsrthan thé N

-'choirces made in mapping a given specification of basic needs into monetary poverty lines.
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o ,Appendlx

An esnmate of the food Engel curve -is needed to make the allowance for non-food’ '
consumpnon usmg our CBN memod,(secnon 3). We _posmlated that the food share was a function ,

of the food purchasing poWer of pef capita -consumntion expenditure and the structure of re[au’ve

(food/non-food) pnces To derive this model conmder the follomng version of the Almost Ideal -

Demand System (Deaton and Muellbauer 1980)

PEEIPTRT e
where 5; isrthe foqd share for hqnsehold L, ¥ ,is'the per capita consumption exnendinire of i z,f is -
our estimate Vof tﬁecost of the re.ferenee food bundle (i.e. , the food pox_reny line),' ;ei" is rhe pﬁce of
a composite bundle of non-food goods, end the cost of zero utility is. given by: | R

- hc?=ao+m’hg+a“bqa | ]
+ el + 2xttncling? + vy + 5

- where x; represents a vector of other exogenous variables (for example demographic variables).
" Under the parameter restrictions ﬁnplied by the fact that the budget shares-must sum to unity
' (q:f +a"=1), the demands must be homogeneous of degree zero in prices (yf+y7=0, y’ﬁr‘+y’"‘=0)'and,
the Slutsky matrix must be symmetric (y*=y"), this can also be writien In the form:
s;=a + Bfln()'ilzif)' + 8lnk; + p,

where
Ink; = minlz‘_j‘:"r .

8, = ol - - +v 7))
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Since non-food prices are unavailable, we introduce province/(urbanlr'urdljr dummy Variables to
capture dlfferences in relanve pnces in the level of pubhc servxces and other differences across
regions that are we do not Qbserve. By addmg an additional random error term we obtam ther
following specification:
= e B « XDy 5w v
o el '

We _tp.sted'this against some ad hoc altematives-’ One was to iriclude the log of food price

" as a separate regressor; the coefficient on this variable was inéigniﬁtant. Howevér;-we found that = '

a significant improvement in fit could be obtained be adding a term'in the squared value of ln(y.[p,:ﬁ .

The vector of demographlc vanables mc!udes the age-sex composmon of the household in the age
' groups < 4, 5-9, 10-14, 15-59 and 60+ years; dummy variables for the educauon mantal sams
-~ and sex of the household head and the number of mdm uals employed in the household. *We then

- . obtained the following estimaie of this S;ﬁeciﬁcaﬁpn of the Ehgel curve on the 45 ,000 housgholds in

m’e'SUSENASV sample is as follow:f- (Absolute ﬁ-ratios in parenthe_ses; This is a %ighted least

squares estimaté,r assurrung that the error variance is probortionél to the invefse sampling rate for

each household. This gave a slight iﬁxprovement m overall fit.)

s = 0.67 -'0.061 log(y/Z) - 0.028 [log(y/z)]® + Demogpﬁphic variébles + Province urban/rural
- (127.5) (28.3) 26.2) o . ~ dummy variables

- R?=0.489

‘We 'use ﬂ’lis equation 1o cbmpute the poverty line, z, for each region using me mean demographics

~
-

of the poorest 15% natlonally Hence. z; = zf(Z ~x) where aj = u+x 5% +&; and ’-C(U) is the

mean of the demographic variables of the poorest 15% nationally. -
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- Table 1: Cbnsumptions in a Neighborhood t;f FEI-Based Pdverty Lines for Indon&sia

, Unit __Uthan Real ||
- Rice ] kg }. 9636 _8.078 ‘
Com kg ) 0.079 : 1.655
Cassava ke -~ eso | 1
Fresh Fish ke o677 0459
Dred Fish ous Less | . Lm92
Meat , k| oo oo
Chicken | ke 0078 0025
Chicken Eggs | kg o1 | o005
Spinach/Kangkung kg | 0756 0.697 ’
Tomato - - oms , 0.890 0314
Cassava Leaves ke 0209 | - 0630
Eggplant ke | 0.113 o8
Vegetable Soup bks ) 0.35_0 6.075 e
Vegetable Mix . bks 0.525 - o3 |
Onion o ems 1.199 - 1.001
Garlic: 7 7 ons 7 0.184 - 0137 .
Red Pegper ons 0.752 0389
+ Cayenne Pepper - ons - 0.5'5 o 0,944 7
Tahu o - kg 0.371 0.147
Tempe - . | ke | 0.461 0.2
Rambutan ke | o3 0132
Yecllow Bananans kg  0.256 0.229
Other Bananas ke | 033 | o6
Papaya R kg 01 o oam
oi E - liter .0a66 |- 0.338 l
Coconut 7 : butir - 0843 S 1an
Whie Sugar | oms CsasT | 3665
Brown Sugar ons 0974 0.866
Ta  ens | - 0397 - 0299
Coffec "~ oms 0.418 0540
satk | ons Coisso | 197
Tamarind ~ens | - 0203 oass |
Fish Pastc ] ons . 033 | 0284
'Soya Sauce . , wm | 1786 | 0562
Food and drink - " Rp 116055 | 30252
" spending outside home ) |-
LS —

Note: Consumptions per person per month for SUSENAS samples within plus or minus
Rp. 500 per person of the BPS poverty lines: authors claculations from 1990 SUSENAS data tapes.



Table 2: Alternative Poverty Measures forrlmrlbne;ia 1990

7 Poverty Measures 7 ! Co$t—of-basic~nw&s ' Food-
: : method | energy-
intake -
Food only Food+ method
: - non-food o
Head-count Index  Indonesia 7.93 119.63 1508 |
(%) S R o
Urban T 2.80 10.67  .16.75
Rural . 1020  23.58 - 14.33
Poverty Gap Index  Indomesia-  0.97 346 242
(%) - R
' Usban 031 167 - 3.3
Rural - 1.26 - 425 206
Foster-Greer- Indonesia . 018 - 087 0.66
Thorbecke P- T - o )
Index (x100) N . o , o
Urban 0,06 - 040 0.94
‘Reural - 024 108 0.53

Note: CBN-based estimates are the author’s calculations from BPS price dara and 1990
- SUSENAS data tapes. The FEI-based estimates are from BPS (1992). '
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Table 3: Regional Poverty Profile for Indonesia 1990 by Alternative Methods

Province Utban+rmural - Urban ' Rumal
Costof | Food-r 'Cos'ml‘- "Food- | Costof | Food-
basic- | energy | basic- | cnergy | basic- | energy
needs | inmke | needs | intake | needs | imake
‘method | method | method | method | method | method

Ach 1149 1591 6734 1374 1235 1632
North Sumatra 12.05 1353 818 1344 1412 15.03
Wes: Supatrm © 1335 1501 - 092 IL15 1638 1599
Risa . 1307 1366 489 875 168 1596
Jambi 1123 na 5320 na. 1281 na.
‘South Sumatra 1463 1681 427 2356 1890 1302 |
Bengkuln 2456 na. 960 a3 2816 na.
Lampeng W07 1302 ISTE IS 2994 . 1284
Jaia;in 130 179 130 779  aa. -
West Java 1761 1389 1621 2087 1832 1031
Coumallava 2469 1749 ILI3 2200 2954 1583
Yopyakaa - - 1722 _ 1550 1068  19.18 2210 125§
Esstfava 2180 1478 1528 2185 2419 1210
Baki 1219 1121 588 1660 13.05 927"
WestNuma© . 2761 3.8 2156 3216 2885 2130
| Esst Nusa 4562 2306 1795 - 1802 49.06  24.84
West Kalimantan 3383 - 7758 1469 2243 3872 - 2886
Central 18.65 na. 1234 na 1994 . aa
Kalimantan B 7 .
South 869 2117 087 1906 1154 2191
Kalimantan - i
East Kalimaotan 1400 aa 485 na. 254 a2
North Sulawesi 18.79 14.88 5.16 1101 2271 16.02
Cemtral Sulawesi 2391 - na. -2.18 ‘na. 29.20 ) na
South Subwesi A2 1079 152 1732 3558 87
Southeast 2884 ma. 1633 - na. 3129 na.
Maluku 2904 na. 734 aa. 783 aa
IhanJaya 1261 na. 1261 na.  na. .2
Aggrepue 1963 1508 1067 1675 258 1433

No:e' The ublc gives the percentage of each subgroup’s population deemed 10 be poor by each method. '
. The FEl-based estimates are from BPS (1992). The CBN-based estimaies are !he author” scalcuhnons
from BPS price dal:a and 1990 SUSENAS d.-na tapes. . ]
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Table 4: Poverty Profile hy Sector of Employmént Using -Alterhative Methods

Principal Laborer/ : VUr'bnn o - Rural
Sector of Self : —
Employment | Employed Cost-of- Food Cost-of- Food
o | _ Basic-Needs | Energy | Basic-MNecds | Energy -
Method | Method | ~ Method | Method
Farming. L s 3sm; - 3237 193¢
 SE 33 3333 2629 1579
Mining @ L 868 1686 979 4.95
~ SE . - ma. na - 2535 8.86
Industry L 1024 2039 1497 582
- SE- 1378 2578 2533 1408
Construction L 1502 3106 1721 8.0
' ' SE 1205 2050 1395  7.60
Trade L 7 693  13.09 16.66 8.04
. SE 950 1926 14.76 7.00
Transport L - 625 1463 no 6xm | -
. SsE 1903 3219 1402  6m N T
Finance L s 3w 7.58 8.91
Serviee L . 39 98 659 365
: SE 1296 105 . 168 786
Oher L - 900 195 2090 - 1392
T:ansfers L __am w033 11.99' 6.49 ‘

Note: Sectors with small sample sizes (population less than O-I) have been ommed from the analysis. These are sclf o
cmployed urban mining, self-employed finance (bath urb:m and rurnl). sclf-employcd others (both urban and ruml) and the -
 entire sector of electricity, water and gas. :

- Sector Definitions
Farming: farming, husbandry, forestry, huating and ﬁshmg
- Mining: mining and excavating

Industry: mduslrnl processing

Trade: wholesale, retail, restaurant and hotel

Transport: transportation, warehousing and communication’ .

Finance: finance, insurance, building renml real estate and office services
- Service: community services. social services and personal services -
~ Transfers: pension, rchnva. gifts etc.



