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Maitreesh Ghatak looks at detailed poverty studies and demolishes some conventional wisdom.

(@ MAITREESH GHATAK o)

THE poor, to
paraphrase Hem-
ingway’s  well-
known quip about
the rich, are just
like you and me,
except they have
less money. How
much less? The
1990 World Devel-
opment  Report
from the World
Bank defines the extremely poor as an
individual who lives on $1 or less a day
(at the 1985 purchasing power parity ex-
change rate). This is close to poverty lines
used by many countries (for example, the
all India rural poverty line used by the
Indian Planning Commission was Rs 328
per person per month, or $32 in PPP
dollars in 1999-2000) and has become
something of a standard measure. The
poor (as opposed to the extreme poor) are
defined to be those who live on less than
$2 per person per day. To put all this in
perspective, the poverty line in the US
works out to be something like $13 a day.
How does someone live on $1 per person
per day? Or for that matter, how does one
live on $2 per person per day? What do
they spend their money on? How do they
earn their living? What kind of infrastruc-
ture do they have access to?

In a recent study, Abhijit Banerjee and
Esther Duflo of MIT look at household
level survey data from 13 countries,
including India (listed in table 1), and
describe the patterns of consumption and
income generation of the extremely poor,
as well as their access to markets and pub-
lic goods.* This is based on the Living
Standard Measurement Surveys (LSMS)
of the World Bank, the Family Life Sur-
veys by the Rand Corporation, and in the
case of India, surveys carried out in the
Udaipur district of Rajasthan, and in the
slum areas of Hyderabad by the authors
along with their collaborators. While the
surveys are not exhaustive or representa-
tive by any stretch, it is still a novel
attempt to use household level data
across countries to get a glimpse into the
economic lives of the poor that remain
hidden behind dry aggregate statistics
such as what percentage of the popula-
tion lives below the poverty line. What
jumps out of the table is that there is
considerable variation in living standards
both within and across these countries:

Barefoot businessmen

the poor are not a monolithic block. For
example, within each country there is a
fair bit of variation in terms of the relative
size of the poor versus the extreme poor.

Let us begin with the expenditure pat-
terns of the extreme poor. As one would
expect, food would be a major item of ex-
penditure and given their resources and
nutritional needs, they would be putting in
as much they can on essential food items.
Yet, interestingly, as table 2 shows, while
food is indeed a major item of expendi-
ture (56-78%), the extreme poor spend
non-trivial sums on alcohol and tobacco.
For example, expenditure on alcohol and
tobacco exceeds that on education for a
majority of these countries. This suggests
that the extreme poor do have some mar-
gin of choice and choose not to exercise it
in the form of buying more food. This is
consistent with findings from research on
nutrition in developing countries that
suggest that a 1% increase on overall
expenditure translates into about 66%
increase in the total food expenditure.
Given the presence of significant extent
of malnutrition, as measured by the Body
Mass Index (BMI) for example, it seems
that, as the American writer James
Baldwin put it darkly, it is extremely
expensive to be poor.

If the poor do not live by bread alone,
as seems to be the case, another intriguing
finding from some of these surveys is that
their self-reported levels of happiness are
not particularly low even compared to de-
veloped countries. Yet, they report greater
incidence of being under stress, and the
prime causes for that are health problems
and lack of food. In this respect, the poor
in developing countries are more similar,
than those in developed countries. Per-
haps it is not that intriguing, after all. Ca-
sual empiricism suggests that if someone is
asked, “How are you?” or “How is life?”
the answer is more likely to be “good” or
“OK” unless one probes deeper.

A striking fact that this study reveals
about how the poor earn their living
across these different countries is that
they are “entrepreneurs” in the following
sense: they raise capital, carry out the in-
vestment, and are full residual claimants of
the earnings. For example, they buy some
fruits or vegetables at the wholesalers and

Householdsliving onlessthan

Year  Averagedaily $1.08aperson $2.16a

consump per aday,%of personaday,%

capita(in PPP$) households  ofhouseholds
Coted'lvoire 1988 22.14 14 49
Guatemala 1995 10.06 18 34
India-Hyderabad 2005 2.39 7 56
India-Udaipur 2004 1.44 47 86
Indonesia 2000 4.7 64 26
Mexico 2002 5.60 15 39
Nicaragua 2001 3.91 6 28
Pakistan 1991 1.60 40 83
Panama 1997 11.99 2 6
PapuaNewGuinea 1996 4.45 15 38
Peru 1994 5.06 7 20
South Africa 1993 9.71 5 19
Tanzania 1993 1.70 35 73

Ruralhouseholdslivingonlessthan$1apersonaday, %oftotal consumption
Food Alchohol/Tobacco Education Health Entertainment

Coted'lvoire 64.4
Guatemala 65.9
India-Hyderabad 56
India-Udaipur 80.1
Indonesia 66.1
Mexico 49.6
Nicaragua 57.3
Pakistan 67.3
Panama 67.8
PapuaNewGuinea  78.2
Peru 71.8
South Africa 71.5
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5.8 2.2 0
0.1 0.3 -
1.6 5.1 0
0.3 5.2 0.1
6.3 1.3 0
6.9 0 0.7
23 4.1 0
3.4 3.4 0.3
2.5 4 0.6
1.8 0.3 0.2
1.9 0.4 0
0.8 0 0.1

Ruralhouseholdslivingonlessthan $1apersonaday, %householdswith

In-House Tap Water Toilet/Latrine Electricity
Coted'lvoire 11.8 27.10 45.1
Guatemala 37.7 50.50 29.9
India-Udaipur 0 0.00 8.3
Indonesia 5.6 30.50 96.9
Mexico - - 99
Nicaragua 12.3 59.00 16.4
Pakistan 9.9 28.50 55.5
Panama - 37.70 0
PapuaNew Guinea 1.7 95.20 2
Peru 29.7 - 12.2
South Africa 4.4 58.90 5.6
Tanzania 0.7 91.60 1.1

Source: Banerjeeand Duflo, 2007
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sell them on the street. Alarge fraction of
the rural poor operate a farm and many
rural households operate a non-agricul-
tural business. However, the enterprises
are extremely small scale. For example,
those who own land own tiny amounts of
it, and most of it is not irrigated. Non-agri-
cultural businesses tend to be too small
scale to be efficient and staffed largely by
family members. This clearly reflects lack
of employment opportunities as well as
lack of access to financial markets. An
important policy question is whether to
subsidise or encourage this form of
“petty” entrepreneurship (e.g., through
microfinance) or whether to expand
formal sector employment opportunities.
Access to infrastructure (for example,
roads, electricity, water and sanitation) is a
key element of quality of life. While
poverty is measured in terms of private
consumption, this is too narrow a view.
Two groups of people with similar private
consumption will have very different qual-
ities of life if there are significant differ-
ences in their access to safe drinking water
or medical care. From the evidence pre-
sented by this study (table 3), it appears
that there is enormous inter-country vari-
ation. For example, in Tanzania electricity
isavailable to only 1.1% households in the
sample, whereas in Mexico to 99%. What is
also clear is that there is variation within
each country in terms of access to different
types of infrastructure. In Indonesia,
96.9% households in the sample have ac-
cess to electricity, and yet only 30.5% have
access to toilets/latrines. This poses a chal-
lenge to economists to come up with better
measures of poverty that put weight on
deprivation in these dimensions. This also
should give a moment of pause to those
who have full faith on trickle-down eco-
nomics: economic growth will not auto-
matically take care of these problems.
This last point is reinforced by the evi-
dence on the poor’s access to markets. In
theory, access to markets can help the poor
climb their way out of poverty. However, a
feature that is common across these sur-
veys is that very few poor households get a
loan from a formal source. Even in urban
areas where physical proximity of banks is
not an issue, very few poor households re-
ceive loans from commercial banks. Most

The poor, he shows, are doughty entrepreneurs and small improvement in physical infrastructure
and well-designed cash incentives can make dramatic improvements in their quality of life

loans they do receive are from informal
sources (relatives, shopkeepers, money-
lenders) and the average interest rates are
extremely high (almost 4% per month in
the Udaipur survey). A related issue is the
absence of good ways of holding savings,
however small these might be. Very few
poor households have savings accounts.
Saving at home is subject to all sorts of
problems, such as negative real rates of re-
turn, theft, and temptation to spend.

Economists have proposed many theo-
ries of persistence of poverty. A lot of
these are variations on the theme of a
vicious cycle. The poor are malnourished,
which makes them less productive, earn
less, and this keeps them malnourished.
The poor save less because they discount
the future more heavily (or have greater
temptations to spend money on alcohol
and tobacco) and that is why they stay
poor. The poor have little to offer in the
way of collateral, and as a result lenders
are wary of lending to them, as a result
they cannot expand their small businesses
or acquire skills or afford education for
their children. A simple way to classify
them would be under the heads of
market failure (e.g., the credit market
story mentioned above), and behavioural
problems (e.g., self-control, heavy
discounting of the future).

This might seem too dry and acade-
mic, but poverty is the result of complex
processes, and one cannot hope to blast
it away by some magic bullet without
understanding these processes. For ex-
ample, there are some policies that can be
helpful in addressing both market failure
and behavioural problems of the poor. Re-
ducing the costs of financial intermedia-
tion, for example, by innovative financial
products (e.g., microfinance) that enable
the poor to save and borrow more easily is
an obvious candidate. Another policy that
fits the bill is conditional cash transfers to
poor families in exchange for regular
school attendance by children (along with
health clinic visits, and nutritional sup-
port) such as the well known Progressa
programme in Mexico (now called
Oportunidades). Designing and evaluat-
ing such programmes, to see what works
where, is the central focus of current
research in development economics.

*“The Economic Lives of the Poor;” Jour-
nal of Economic Perspectives, 2007, Vol. 21
(1), pp. 141-167
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» American economy finished 2008 in miserable style. The Institute
for Supply Managers index of non-manufacturing businesses was
40.6 in December—a number below 50 indicates a contraction.
The Commerce Department reported that factory orders had
fallen by 4.6% in November, their fourth monthly fall.

» America saw a 4% fall in the National Association of Realtors
November index of pending home resales. The index showed se-
vere falls in the north-eastern United States.

» Consumer price inflation in the euro area slowed to 1.6% from
2.1% in November, according to the European Union's statisti-
cians. The reduction, on lower oil prices and weak consumer
demand, took the figure below the European Central Bank's
target—below, but close to, 2%—for the first time since

August 2007.

» German unemployment climbed to 3.18m in December. The
rise, of 18,000, was small, but it was the first in almost three
years. Economists are predicting a large number of job losses in the

year ahead.

» In the year to December British house prices fell by 15.9%,
according to Nationwide Building Society.

» Taiwan's central bank cut interest rates by half a point, to 1.5%,
after a record fall in the country’s exports last month.

The Economist commodity-price index
2000=100 % change on
one one
Dec30th  Jan6th month  year
Dollarindex
Allitems 155.6 167.4 +16.5 -26.3
Food 186.0 195.9 +18.8 -12.4
Industrials
All 116.2 130.6 123  -43.6
Nfatt 113.0 118.2 +14.7 -349
Metals 118.0 137.4 +11.2  -47.0
Sterling index
Allitems 163.5 172.8 +17.3 -1.0
Euro index
Allitems 101.7 115.7 +12.2  -19.0
Gold
$peroz 871.45 845.50 +10.0 -3.3
West Texas Intermediate
$ per barrel 39.19 48.54 +15.2  -49.7
*Provisional tNon-food agriculturals

Stockmarkets
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Source : Thomson Datastream

It is a sign of how dismally financial markets
behaved in 2008 that the table shows not the
worst performers of the year, but the best.
Not a single large market enjoyed a positive
return. That Venezuela finished top of the
league did not reflect sudden investor enthusi-
asm for Hugo Chavez's regime, but was the
consequence of the Caracas market's dismal
performance in 2007; international investors
had long since given up. Indeed the presence
of four Latin American markets within the top
five is also a hangover from 2007, when
investors preferred Asia and the Middle East.
What went up in 2007 was quickest to come
down in 2008: Russia and China were the two
worstperformers.

The Economist poll of forecasters, January averages (previous month’s, if changed)

Real GDP, % change Consumer prices Current account
Low/high range average % increase %of GDP

Country 2008 2009 2008 2009 2008 2009 2008 2009

Australia 0.52.4 -0.2/2.7 2.02.4) 0.8(1.1) 4.4 2.8 -4.8 (-5.5) -4.5(-5.5)
Belgium 1.1/1.4 -2.3/-0.2 1.3 -0.7(-0.4) 4.4(4.5) 1.8(2.1) 0.1(0.7) 0.2(0.6)
Britain -1.5/0.8 -3.0/1.5 0.6(0.8) -1.7(-1.4) 3.53.7) 1.0(1.7) 2.4 (3.0 -2.0(-2.8)
Canada -1.1/0.8 -0.8/1.8 0.4(0.6)  nil(0.1) 2.202.7) 1.3(1.8) 1.0 -0.7(-0.1)
France -1.0/1.0 -2.3/1.3 0.7(0.9) -1.0(-0.7) 3.0 1.1(1.4) -1.8(-1.7)  -1.9(-1.7)
Germany 1.8/1.6 -3.0/1.1 1.0(1.4) -1.4(-1.0) 2.6 0.7(1.3) 6.6 5.8(6.0)
Italy -1.7/-0.2 -2.3/0.8 -0.5(-0.3)-1.2 (-1.1) 3.4 1.6(1.9) -2.9(-3.0)  -2.7(-2.8)
Japan -1.6/0.3 -3.8/0.6 nil (0.3) -1.4(-0.9) 1.5(1.6) -0.1(0.3) 3.8 3.7(3.8)
Netherlands -0.5/2.2 -1.7/1.3 1.6(2.0) -0.6(-0.4) 2.3(2.5) 1.3(1.7) 6.7 (6.3) 6.0(5.7)
Spain -1.6/1.8 -3.0/1.2 1.0(1.3) -1.3(-1.1) 4.3(4.4) 1.8(2.3) -9.8 (-10.0) -8.0(-8.7)
Sweden nil/1.0 -2.2/1.5 0.6(1.0) -0.6(-0.1) 3.4(3.7) 1.2(1.9) 7.3 (1.6) 7.0(7.4)
Switerzerland nil/2.2 -1.4/1.0 1.6(1.8) -0.6(-0.2) 2.4(2.5) 0.8(1.1) 9.1 (9.8) 9.1(10.3)
United States -1.6/1.4 -2.0/1.3 0.9(1.3) -1.2(-1.0) 3.7(4.1) nil (0.7) -4.5 -3.1
Euro area -1.4/1.0 -4.11.2 0.7(0.9) -1.4(-0.9) 3.2 1.1(1.5) -0.3(-0.4) -0.2(-0.3)

Sources: ABNAMRO, BNP Citigroup, Decision Economics, Deutsche bank, EconomistIntelligence Unit, Goldman Sachs, HSBC Securities, KBCbank,
JPMorgan Chase, Morgan Stanley, Scotiabank, UBS

Output, prices and jobs
% change on year ago
Industrial Consumer prices Unem-

Gross domesticproduct production year ployment
Country latest gtr* 2008t 2009t latest latest ago 2008t rate?, %
United States +0.7Q3 -0.5 +0.9 -1.2 -5.5 Nov +1.1Nov +43 437 6.7 Nov
Japan -05Q3 -1.8 nil -1.4 -16.2 Nov +1.0 Nov +0.6 +1.5 3.9 Nov
China +9.0 Q3 na +9.6 +7.5 +5.4 Nov +24 Nov +69 +6.2 9.0 2008
Britain +03Q3 -2.0 +0.6 -1.7 -5.2 Oct +4.1 Nov§ +2.1  +3.5 6.0 Octtt
Canada +0.5Q3 +1.3 +0.4 il -3.4 Oct +2.0Nov +25 +2.2 6.3 Nov
Euro area +0.7Q3 -0.8 +0.7 -1.4 -5.3 Oct +1.6 Dec +3.1 +3.2 7.7 Oct
Austria +15Q3 +0.6 +1.6 -1.3 -2.7 Oct +23 Nov +3.1 +3.0 3.0 Oct
Belgium +13Q3 +04 +1.3 -0.7 -5.3 Oct +2.6 Dec +3.1 +44 10.5 Nov#t
France +0.5Q3 +05 +0.7 -1.0 -7.2 Oct +1.6 Nov +24 +3.0 8.2 Oct
Germany +0.8Q3 -2.1 +1.0 -1.4 -3.9 Oct +1.1 Dec +3.1 +2.6 7.6 Dec
Greece +3.1Q3 +2.0 +2.6 +1.4 -4.5 Oct +29Nov +39 +44 7.4 Sep
Italy -09Q3 -21 -0.5 -1.2 -6.9 Oct +2.2Dec +2.6 +34 6.7 Q3
Netherlands +1.8Q3 +0.1 +1.6 -0.6 -2.5 Oct +1.9Dec +19 423 3.8 Novtt
Spain +09Q3 -09 +1.0 -1.3 -11.2 Oct +2.4 Nov +4.1 +43 12.8 Oct
Czech Republic +42Q3 +3.8 +4.2 +3.0 -7.6 Oct +4.4 Nov +50 +6.6 5.3 Nov
Denmark -1.2Q3  -1.9 -0.4 -1.2 -5.1 Oct +2.7Nov +25 +34 1.9 Nov
Hungary +0.8Q3 -0.3 +1.2 -1.5 12.2 Nov +4.2 Nov +7.1 +6.3 7.8 Novtt
Norway +0.6Q3 -2.8 +1.8 -0.2 +0.1 Nov +3.2 Nov +15 +3.38 2.7 Oct™
Poland +4.8Q3 na +5.1 +2.9 -8.9 Nov +3.7Nov +3.6 +43 9.1 Novi
Russia +6.2 Q3 na +7.0 +3.7 -8.7 Oct +13.8 Nov +11.5 +14.1 6.6 Nov#t
Sweden nilQ3 -0.4 +0.6 -0.6 -7.1 Ot +25Nov +33 +34 6.2 Novtt
Switzerland +1.7Q3 +0.1 +1.6 -0.6 +0.7 Q3 +0.7 Dec +2.0 +2.4 2.8 Dec
Turkey +0.5 Q3 na +2.5 +1.5 -13.9 Nov +10.1 Dec +8.4 +10.6 9.0 Q3%¥
Australia +1.9Q3 +03 +2.0 +0.8 +2.8Q2 +50Q3 +19 +44 4.4 Nov
Hong Kong +1.7Q3 -2.0 +3.1 -1.0 -6.7 Q3 +3.1 Nov +34 +4.2 3.8 Novtt
India +7.6Q3 na +6.2 +6.1 +0.4 Oct +10.4 Nov +5.5 +8.3 6.8 2008
Indonesia +6.1 Q3 na +6.1 +35 +7.0 Oct +11.1 Dec +4.9 +105 8.5 Feb
Malaysia +4.7 Q3 na +5.6 +3.2 -3.1 Oct +5.7 Nov +23 +5.8 3.1Q3
Pakistan +5.8 2008** na +6.0 +1.4 -2.2 Oct +24.7 Nov +8.7 +20.8 5.6 2007
Singapore -2.60Q4 -125 +2.2 2.2 -7.5 Nov +55Nov +42 +6.6 2.2Q3
South Korea +3.8Q3 +2.1 +4.2 -1.7 -1.7 Nov +4.1Dec +3.6 +5.0 3.3 Nov
Taiwan -1.0Q3 na +2.3 -2.9 -28.4 Nov +1.2 Dec +3.3 +3.8 4.6 Nov
Thailand +4.0Q3 +23 +4.0 +1.9 -6.6 Nov +0.4 Dec +3.2 +5.8 1.1 Sep
Argentina +6.2Q3 +5.4 +6.2 +2.2 -7.2 Nov +79 Nov +85 +9.0 7.8 Q3%
Brazil +6.8Q3 +7.4 +5.3 +2.4 +6.2 Nov +6.4 Nov +4.2 +5.8 7.6 Novtt
Chile +4.8Q3 -0.2 +3.9 +1.0 -5.7 Nov +7.1 Dec +7.8 +89 7.5 Novttit
Colombia +3.1Q3 +29 +3.2 +2.0 -7.5 Oct +7.7 Dec +5.7 +7.1 10.1 Oct®t
Mexico +1.6Q3 +2.6 +1.8 -0.2 -2.7 Oct +6.2 Nov +39 +5.2 4.5 Novtt
Venezuela +4.6 Q3 na +4.2 -3.0 +2.7 Sep +32.7 Nov +20.7 +30.5 7.2 Q3%
Egypt +6.8 Q2 na +7.2 +5.1 +6.8 Q2 +18.3 Nov +6.9 +184 8.6 Q37
Israel +5.1Q3 +23 +4.2 +1.8 +1.8 Oct +45Nov +2.8 +4.7 5.9Q3
Saudi Arabia +3.52007 na +6.0 +3.0 na +9.5 Nov +4.8 +85 na
South Africa +29Q3 +0.2 +3.5 +2.5 -1.6 Oct +11.8 Nov +84 +11.4 23.2 Septt
*% change on previous quarter, annual rate. tThe Economist poll or Economist Intelligence Unit estimate/forecast. ¥National definitions. SRPI inflation
rate 5.0% in Sep. ttLatest 3 months. ¥ Not seasonally adjusted. ***Centred 3-month average.
Sources: National statistics offices and central banks; Thomson Datastream; Reuters; Centre for Monitoring Indian Economy; OECD; ECB




