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GROWTH AND EQUITY IN THE PHILIPPINES

Arserno M. Balisacan

Abstract

The paper reexamines the nature of the growth-poverty-inequality nexus in the Philippines
during the second half of the 19805 and first half of the 1990s. It grves give new estimates of
national and spatial poverty, assesses the relative contributions of growth and redistribution to the
observed changes in poverty measures, and examines the determinants of regional poverty using a
consistently assembled regional data set for the period. Among other things, it finds that, contrary
to popular perception, the growth process in recent years and across regions of the country has
not had strongly adverse impact on the position of the poor. Poverly responds elastically to
growth, although the economy's ability to translate growth to poverty reduction appears weaker
than for the "average” developing country.



1. Introduction i e

The Philippine economy’s current episode of growth starting in 1993 appears to have a
fundamentally different character from previous ones. During most of the last tiree decades, each
episode of hooti, fiebéd largely by massive foreign bofrowing and capital-inténsive import-
apbstituting industrialization, was soon followed | By bust and stagndtion. The period also saw heavy
governme.. regulation of the market econiomy, as well aspol ical msml:i'ﬁl}' natural disaseers; and
major shocks in global trade and finahce. For thege réasons, the couniry acquired the anenviable:
immage s Asia's "sick’ man.® In’ contrast, the current growth is taking place in an environment of
political stability, ecoiidmic deregubition. dnd institutiosial reforms. Wihile policy coordination
problems (e.g., in public investments) still persist, ‘it can ||ut‘be derm,d llid[ tJ1E country'is now closer
to a market economy than it ever was in the past. :

Doubts linger, however, as to wheiher the present growth has ihe desred qualily consistent
with poverty nllwialiunrmld' equity objectives. Indeed the commion themes in policy discussions of
the gamuth-mequtly—pmcn v niexus are that (i) econdmic growth hag'nol been broadly'based and that
(ii) the growth has not been' Err:lreﬁtmg the poor. l}llfuﬂuﬂﬂlcd}r, qlTLla data ofi poverty have not
helped much in informing the ' discussion! f‘-.r. ehi:nmted elsewhére {ballsnr:au 1997), the official
approach to assessing poverty appears to ue jfrelﬂmg not only relatively figh poverty lines but also
mconsistent ranking of spatial and mtertemporal poverty profiles "inchisistent” in the qmée that two
persons with the same' commanid over basic !:mlsump‘f'mn goods ate iot treated the same way. The
official estimates show, for example, that poverty incidence is about thrice higher in the I'-'huluplmms
than in Indonesia, even though the' former & f:uiha:r a[u:ﬂd uﬂur éu par m{ln} lha Ialicr in terms of
almost all other atq:c::ts ol ||um£||| -ﬂr:w..lul:lmmt ol : _ ot M3

sani - | ik ¥ f

Critics of development policy the Philippines often point to the relatively large mean income
differences between Metra Manila (the wu‘nlr:.-'s capital) and uﬂaghhurmg Southem 'and Central
Luzon regions, on the one haid, and'the other’ regions of the cmmlry, on the other, as a prime cause
of the high income mequality and poverty in the Philippines (1LO, 1974; Lambertie et al, 1993), The
widely held view is that development policy has favored Luzon and discriminated against Visayas and
(especially) Mindanao. Moreover, the poor |=r‘_'=r!'un1wnut: of the Phﬂlprllle economy over the last thiee
decades has been attributed partly to (e relatively’ Tirge varmtion in access Lo infrastructure and social
services between the major :lﬂ;rml centers and rural areas (E:_E Ranis and Stewart, 1993; Balisacan,
1993; Bautista and Lamberte; 1996:] i":!.'rul.lﬂ \-ﬂ!m“['l“ il certam t‘iﬁ:nl’ﬂar_',. measures of ||umm| :
development—particularly those i mmrpnratmg Elem::} rate, lI'I.ﬁllaT.ltj' ratn; aml puw:rb_;r uu:uden-:ae —is
also evident {UNDF‘ 1996). *

'The official estimate of tlie proportion of the population déemed poor 'was abodt 14% in
1993 and | 1% in 1996 for Indonesia, while this was 40% i 1994 for the Philippines. Using an
mtermationally comparable poverty line of one US dollar (at 1985 purcimsmg power parity) per
capita per day, the World Bank {I"?'?ﬁh} estimated the poyerty mn:u:tence m the early 19905 to be
about 15% for Indonesia and 20% for the Philippines. ' ;
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If indeed spatial income disparities are at the core of the poverty problem in the Philippines,
then policy reforms aimed at reducing these disparities have to be central elements of the country's
poverty reduction program: This may alse promote efficiency goals: lmportant dynamic.extermalities
can arise from targeting by-area or sector-specific characteristics (Bardhan, 1996; Ravallion and Jalay,
1996} Investment in physical infrastnucture (like roads, communications, . and irdgation ) in backwand |
areas, of i the rural sector in general, may improve the productivity of private investment, inflluence,,
fertility theough. its effect on laber allpeation and educatisnal investment decisions, profote the
development ol intangible "social capital” (in.the form of social networks, peer group eflfects, role

. models, eic.). and mitigate erosion in the. osality of Efe in urban areas through its effect on sural-urhan |
migration decisions. In Taiwan, public; investment in rural argas appears.io have induced, such
extemalities, thereby contributing to the country’s broadly. based pattem of economic growth during .

the last three decades (Park and Johnston, 1995). il PR LN ; P

However, if disparity in mcomes and human achievements within each of the regions or areas
of the country is itself the major probleny, a different approach to paverty reduction would have ta
be found. It is possible, for example, that systematic dilferences in levels of human capital between,
low- and high-income groups within:a, geographic area translate inte, considerable dillerences in
eaming opportugities between these gronps. Indeed, as shown in Balisacan and Bacawag ( 1994),
differences in fiving standards within. regions dominate differences between regions. In this case, the
policy prescription to reduce p?'ﬂr_ql_l,hm:mhz-hq;]qal_ity. and poverty would have to involve expanding
the apcess of the low-income groups to basic social services, technology, and infrastructure.

This paper re-examines the nature of the growth-poverty-inequality nexus in the Philippines
during the second half of the 1980s and first half of the 1990, a peried of economic liberalization and
mstitutional reforms. The next two sections give new estimates of national and spatial poverty during
the period. assess the relative contributions of growth and redistribution to the observed changes in
PovETY mEasures across space and over time, and examine the link between growth aud poverty, as
well as betyveen growth and income mequality. The paper then examines the determinants of regional,
poverty, using a consistently assembled regional data set for the period. The final section provides ;

¥ T W Nl T E s R e e s e e e o
2 Poverty Estimates: l.t};g!l;,_,ﬁ'i]_a.lp.gﬂﬂ,ﬂqd Proximate Caunges, ;- ...« ..
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. Mentification of the ppor requires the use of a bread mdicator of a person's standard of living,
ke Pilippine Government uses cuprent houschold income in its poverty assessment. However, as
= well known, income may overestimate or underestimate Fving standards. If a person can borrow
o m=e bis savings, his level of living is not constrained by current income, Even in underdeveloped
‘segens. houscholds typically have some capability to buffer their welfare from leimporary variations
8 mcesne. such as by saving money or goods. Moreover, a household that can share in the mcome

of others mey have a higher welfare level than its current income would permit.* Current consumption

e

’ 1i".’mr. and .li'r'rrenezll:l*:'E:E} [found _t_:t-'_i;ig;ut:lie_ r_nf" ..I.‘:.“:.L!EISEH.I.I“H] mterhousehold income
transfers —typically from the relatively rich !lmlsr:hﬁlds_m poor houseliolds—in the Philippines.
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would thus be a better indicator of welfare level than current income. Indeed, using standard
arguments in microeconomic theory, it can be ciaimed that since wellare level is determined by “life-
cycle” or "permanent” mcome, and since current Considtifition is a good approximation of this income,
current consmmgtion can be justified as a better measure of current welfare. This does not, of course,
suggest that consumption does not vary over time, It does, and the change over the life cycle is
sometimes large. This is especially true among the poor whe do not have access to capital markets
(or to interhousehold transfers) and whose current consumption is thus constrained by current instead
of life-cycle income. But even in this case, current consumplion is as goud an‘approximation of life-
cycle income as current income, Hence, i this paper, mnsumpimn i5 preferred to income as a broad
indicator of a person's living sl:muhturuL1

In aggregating the information on the poor intx a single measure of poverty, a common
procedure is to simply count the proportionate number of the population deemed poor. The resulting
head-count index, conventionally interpreted as a measure of the "incidence” of poverty, is what
appears in official reports on poverty in'the Philippines. This measure, however, is silent about the
depth and severity of poverty. Two other popular measures are reported below Lo caplure these
aspects of poverty. The poveriy-gap index, defined by the mean distance below the poverty line as
a propoition of that line (where the nonpoor are counten as having zero poverly gap) gives a measure
of the "depth” of poverty, while the distribution-sensitive meastre, defined as the mean of the
squared proportionate povarty gaps, reflecis ilie “severity" of pnvenjr The lmwr mdex pertains to
the familiar FGT (Foster-Greer- Thorbecke) nle'asdrmlmni'phralmgn uﬂ:u.t;u’a mu-lil:rale" aversion
to poverty (Foster et al’] 1G34).5 1 fotn e e o

Table | provides two sets of estimates of poverty for the 19805 and early 19905 The first set,
referred to as official estimates, reflects the Government's approach to estimatmg poverty. In brief,
the approach uses cirrent household meome as mdicator of living .'il.a_ndarfiii. a% wt_&“ as poverty lines
constructed from actual consumption pattems in' each region or area of the ‘country. A's Showii'in
Balisacan (1997}, the problein with'the approach is thit the poverty 1ies estiated for the Various
regions and years tend be inconsistent-"inconsistent” ifi'the sense that two persons with the same
command over basic consumption needs are hot treated the 'same way. Put 'differeitly, the poverty
Fnes applied for various regions, areas, and years imply difTerent levels of living standards, tending
to systematically underestimate (overestimate) the reduction {(increase) in absolute poverty in
economically more pmgn:ssnr: l‘,backwalll]l n..glmi‘; or ﬁ:ﬂlurs._ IJ'I' dmlllg pt'rmdt when 1I|¢ merall

il A L i T LR

= ’ . H 'y L L SCLL FRRT St T T LE TR SR S ITRE G B T SR L1 LI [

‘For an cxtensive discussion {m cmi:}Eplual fl:d Eﬂq}frlc.'il :Iﬁ"-:lrt‘:'i ]5] ]}n‘pen}' ar:sésﬁment
see Ravallion (1996).
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economy is expanding {mnlrwlmg} ln mnl:nl&t, lhe semud sr::t F catimmtes w table 1 hereaﬂer

lﬁﬂhﬂ fixed-level-of living (FLOL) estimates, uses the official norm about nutritional calorie
Tequirement fie.. 2,000 kilocalories per person-per day) but imposes the desirable consistency leature
- of a poverty norm by hn{dm,g the poverty fine fixed in real terms over time or across regions/areas
i % ! j I B Sa
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re lml:rwn that as hl:n:lsehuld incomes nse, El}:ﬂ.‘;l.ﬂllptll:m :}I’cheap sources nf calories
' ﬂE’DIIEIJII‘H‘.‘-]‘E shift to higher quality and more varied—but not necessarily more
i sources. Put differently, the income elasticity of demand for calories is typically
& tilli for food as a group (Bouis, 1996; Subramanian and Deaton, 1996). The shilt
by associated with improvement in living standards. On the implication of this issue on
menl, see Ravallion (1994).

’huﬂylhas in the official approach is sensitive to overall mean expenditure (income),
smg that what is parlly captured by the poverty assessment is refative poverty. Pul
w:.f is mtumtd}r.ldephﬁedmﬂl the distribution of living standards. In developed
=5, poverty assessment is commonly anchored on such notion of poverty However, for
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At least three points are apparent in table 1. First, poverty in the Philippines is much lower
than what official figures indicate. The incidence estimates are hmadl}r comparable to those obtamed
by the World Bank (1996) using an intemationally comparable poverty line of one US dollar (at 1985
purchasing power parity) per capita per day. Second, while both estimates show considerable
progress in poverty reduction during the period under investigation, the reduction displayed by the
FLOL approach is more "impressve” considenng that the initial-year poverty level is relatively much
lower in the FLOL than in the official approach. Third, the FLOL approach mdicates that a good deal
of the poverty reduction took place between [985 and 1988 (a period of considerably high
consumption growth), while the official approach shows that this occurred from 1991 to 1994 {a
period of low consumption growth).

Clearly, the construction of a poverty norm greatly affects the profile of aggregate poverty.
But how robust are the observed chariges in poverty over time? To check whether the intertemporal
poverty patten is robust to the choice ol poverty lines and of poverty index, a first-order dominance
test is applied.” Figure | compares pairs of n:uum“la.twe distributions of per ~apita consumption; two
non-intersecting cumulative distribution {l: ) curves indicate that the change in poverty during the
period is unambiguous. This is the case for 1985 and 1988 as well as for 1991 and 1994 [n both
periods, poverty fell unambiguously, regardless of the assumed (but plausible) poverty norm and the.
chosen poverty mdex. Notice that the vertical distance between the [985 CD curve and the 1988 CD
curve is wider for almost all levels of per capita expenditure than Hmt between the 1991 CD curve
and the 1994 CD curve, suggesting that the poverty reduction in 1985-1988 is greater than in 1991-
1994, The possibility of disagreement on the direction of poverty change applies to 1988 and 1991
where the CID curves intersect, Indeed, both the FLOL and the uﬂ'n::la[ Eﬁlll]lﬂ:lﬂ-ﬂ. indicate inconsistent
ranking of 1988 and 1991 by the three poverty m:h::,q_s -

Viewed from an intemational perspective, the rate of poverty reduction during the second half
of the 1980z and early 17905 was broadly comparable to those for China and Indonesia, but much
slower than the average for developing Asian and Pacific countries (table 2). However, this

developing countries such as the Philippmes where the immediate policy concem is the redustion
of absolute poverty, this concept 1s of hmited value. As is well known, 3 relative measure of
poverty may underestimate the progress being made in the re.dui:i_.iun of absolute poverty, From
a policy viewpoint, the two concepts have different implications for the choice of poverty
reduction strategies. Redistnbutive programs {e.gz.. social welfare payments) characterize a
development policy focused on reducing relative poverty. Economic growth alone may not help
much in reducing this type of poverty, On the other hand, the reduc_lli::ll! of absolute poverty may
require no less than overall expansion of employment opportunitics sustained over a long pedod
of time. In this case, development policy anchored on poverty 1 E:dﬁn:imn may have to focus on
creating a favorable emvironment for sustained employment growth {m.g , mvestment in mfrasuuﬂure
~ and human capital).

: *On the application ufqmdlaqtm dn minance theory- Lo poverty assessment, see Foster and
Shorrocks (1988).
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performance is remarkable considering that ecopomic growth during this period was considerably
lower in the Philippines, than in virtyally all developing East fAsian and Pacilic countries, especially
China and Indonesia. Even more significant is the contrast of this period with the 1960s and 19705
when economic growth in the Philippines was respectable by intemational standards, but poverty
during the period appeared not to have reqmm;led well to that growth (Ranis and Stewart, 1993;

Balisacan, 1993; Bautista an-d I_.m:ﬂhen&, 1996}

The growth (and stagnation) of real consumption per capita imay well have been an important
Factor in the changes in poyenty measures observed in table 1. Indeed real consumption per capita
grew fastest during the "boom® of 1985-1988; a period of velatively rapid poverty reduction, and
slowest during’ the' deep "bust” of ‘1991-1994 (table2). But another "proximate” cause for the
observed poverty reduction duriig tlic: 1980s and early: 1990s may well be the changes in the
distribution of rving standards. The consumption Gini changed only slightly during this period (table
3), but as shown below, even such changes coyld have considerable impact on aggregate poverty.

el Table 2 :
i'wtrt:,-' reduction, Phlhppmcs vE utlm’
developing countries :

ez Ty Pl e . g Crrowth of
A it g ddd, GNP per
b I Sy 11 1 I’eréerjyi_age-pcrlut__ capita, 1980-94

Country Period reduction per vear {%a/year)
Philippines 1985-1994 1.0 1.7
East Asia and the Pacific :
{excluding China) 1987-1993" % 6.9
China i B '..115,:3?4994. Y 7.8
ndoresia "7 T UPBRARGE [ Y g A 6

Sources: For the Philippines, table 1 {aboutthe &zme fipure for both FEOL and official
eshimates; East Asia, the Pacific, and Ch]:l:la', World Bank [ 19%6b7; ||Id-|:||ll=5|:| H:H U ".?!:}{:l]
and BP‘S{W‘}?} BRIl g [ :

1 i ) pp
FrepE§ T it T Ty i T ¥ L | L)
I o L | 157

: [ ' ¥
" bgigyporr P 1 8- % R | B +OpEy Pp=1

It is possible to- determine the refative impdrtance’of growth zind distributional eliange to
poverty measures through some simple counterfactual experiments. One such experiment would be:
What would have been the change in poverty during a given period if all consumption groups had
shared equally in the, growth that occurred? Another would; be: How much further would poverty
have increased (decreased) during the period if not for the growth {declise) that did occur? The latter
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experiment requires sinnlating the poverty measires that would have been observed at the end-year
of the period if mean consuniptici‘did not change but'inequality did as actifaliy observed.

L et VNN e il RS e s LS SRR L TR R

AT ey btk s e e SRl s b ca s
‘ b
Consumption growth and inequality
. i Inequality n living standards® |
o 2l t 3-year growith ok i - : ..,g‘
; e of real consunytion - Gimi ratio, . | Ratio ol richest
' ! percapita: - . | vendiyear o |20% to poorest
o el Reriod b W8k | ST 20%, end:year
= » i R E B T L e R P Fral IFH [SEE T
1985 043 7.9
1985- 1988 10.3 0.42 7.1
1988-199] otk ot 0.45 8.9
b=~} 6 AR o il
1991-1994 K@nuon orf i o4 8.2

"Based on distribution of real mmunmhm expenditure per capita,

Expenditures 5 nrve j-, xrﬁ_nu_s years,

iy

"‘ L
A _ ,
8-} i Sources of basic data: MNational Statistics Office, Family Income and

The two experiments comrespond to components of a poverty change, i.c., the growth and the
fmbution components of observed changes in the poverty measures employed in this papes.” Put
Iy, the growth component is the change in the poverty measure Jdue (o a change in mean
per capita while holding the consumption distribution constant at some reference level,
sibution component, on the other hand, is simply the change in consumption distribution
zepimz the mean consumption constant at some reference level !,

Jic ) LT
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e end-period poverty levels corresponding to the two experiments— one with no change
fity and the other, with no growth in mean consumption —are summarized in table 4. Clearly,
measures would have been lower at the end of each period if the distribution of consumption
B change. A distribution-neutral growth would have, for example, led to a drop of 5.4
sage pomts in poverty incidence from 1991 to 1994, instead of 3.2 percentage points. Similarly,
. - SE PR I ¥ 11zl ] :

T TR T ] e T H

methiodoloi I_bl'!u"ﬁ%'kh'nt saggested by Dait and Ravallion (1992) for decomposing
ge mto growihi'mid redistribution components. '

Y
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. during the "boom” years of 1985-1988, the drop in poverty incilence would have been 8.5 percentage
points, instead of 5.8 percentage points. The other-poverty indices show ganeraily c:nmpsr’nh!e
qualitative results. tithad paaie e
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I is thus the changes in real mei consumption, rather than changes in its distribution, that
have mainly contributed for the observed changes in poverty in recent years. Thistesult rans counter
to the common claim in policy dialogues that recent episodes of growih have largely not benefited
the poor.




3 How Mltﬂlliﬂ.ln_ Growth Performanee E:p];vgjn
- Regional Poverty Reduction?

Poverty varies considerably across regions of the country (table 5).% Metro Manila, which
~accounts for about 14% of the population, had the lowest poverty and contributed not even one
percent of the mational poverty in 1994, This is true for both incidence and severity indicators of
. sverty. On the other hand, Bicol, the Visayas regmns, and Western and Northern Mindanao had
mmch higher poverty levels than the average for all regions of the country; these regions contributed
about 60%-70% of thenational poverty, depending on the year and the poverty measure employed,
Poverty was particularly mor¢ severe in Bicol and Central Visayas than in any other region of the
sountry, as mdicated by the marked increase iii the contribution of the two regions to national poverty
shen the assessment moved beyond head count to include as well the distribution of poverly among

- O
-
4
1

) | £ T e S
- It might be expected that achieving a given absolute reduction of poverty would be casier
Amore difficult) for regions with mitially high (already low) povertydevels. The correlation, hewever,
rather weak (table 6). Bicol and Western Mindanao, tweo of the poovestinegions, had lower poverty
reduction than the average for all regions. It was not that growth was absent in the two regions. The
=d consumplion growth during the period would have reduced poverty in both regions by more
reduction achieved for the entire country if the growth were distributionally weatral, which
s mol. In Western Mindanao, the poverty-increasing effect of a rise in consumption inequality
totally wiped out the poverty-decteasing effect of growth, hemce: the fittle reduction in poverty
985 and 1994. In Central Mindanao, the effect: of growth ou poverty was insufficient to
verty-mereasing effect of redistribution. llocos Region and Southern Tagalog had fnilially
poverty vis-a-vis the average for all regions, but the observed poverty reduction in the
weas higher than the national average. In both cases, the growth effect was considerably
35 the redistribution effect. In Western and Central Visayas, two of the poorest regions,
ve effect of im'pl:pua:l distribution on poverty complemented that of growtly,

2 what extent do differences in mean living standards account for the variation in regional
mates? The data set for the four survey years and 13 geographic regions of' the country

ong negative relationship between the consumption mean and the three poverly indices

i also apparent that the relationship is not linear. Taking logs of the variables deals

L et ek IR |
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B¢ reasons indicated in the preceding section, this section uses spatial poverty estimates
the fixed level-of-living (FLOL) approach.



Table 5
f : Regional poverty profile, 1985 :md 1994
{in percemnt’

- = L TaEEAER P R B

- : Poverty measure . .
| Contribution to

' !Puj:u!atiun share - Incidence - Severity.. matinnnlpma[ry, 1904

el - ; o T ol O e e T Tl el L TR '-'-'———'—T'_

£ 5-1935' 1 15594 I‘JE*‘ 4 15"94 "1 1985 1994 Incldence Swenn""

~d

Philippines L1000 | 1000 | 327 | 234 | 38| 21 | oo !':mﬂ.ﬂ
NCR Metro Manila -~ | 14.0 i e il Bt SN SR Rl
Ilofog % & 8 8 B 72N Faegl sl ana| AR 2550w S -
I Cagayan Valley 4.6 45 | 346 | 250 34 2.0 49 A4 450 4
Ml Central Luzon—— 9.9 10.5—| -16:6 ——84-| 06 | 04 38 20 >
IV Southern “Iagaiﬂg 125 | S1305|3L4 1158 a3 1.3 Fone g S0 7
V. Bisala s 8 23 L 68 T | sdhy B Bl S B SdE S0 2 RE1 2 F 15
VI Wesie Visayas | 89 | 9.0 | 447 2662|744 | 167 104 : - 63
VIT Central Visayas 7.6 722 | AAta B s | S 46" 18 & = 15%
VIII -Eastern Visayas— 54 5.2 —|-53:0- i 42.3 81 4.8 8.4 -5 L 1
L¥ Western Mindanago. 5.1 5.1 EE-'J': :-_333 44 . 3.6 T 8.7
© X Northem Middanag: 6.1 519|483 % %3%2. 117.0 | 4.1 10,0 B
:{L Squthern Mindanao: = 7.3 72 314 ‘ st i3 |4 28 S 5.8 ..
“"{H- f‘éu*nl:-"-'hnd&nau : 4.9 4 kR | 348 ’." S L g B 7.3 6.4
- - R 1 :

¢ Nnts mences under Curdﬂ]era ﬂumn OIS Fregmn,l[::rcay;d in I%?Jdnﬂ Autnﬂnmu::s E.egu:m for
Muslim Mindanao (arqated in 1990) were iumpe-E[ mh:n t]m_jr mmﬁnal classification in .15"55 e denotes less
1ilat1 0.1%, = = = ;

ZT




NCR Metro Manila
I llocos
Il Cagayan Valley
1l Central Luzon

AV Southem Tagalog
Y Bicol
I Western Visayas
ﬂ- entral Visayas
stemn Visayas |
Px: mh[tndmnn
rthem Mindanao

Mindanao

Mi]damap-.

Table o

ll;m pﬁrmnhge pmmsj
Growth Rﬁdlﬁtnhuhm
component component
-15.88 6.64
-2.11 =222
-21.31 11.78
P b 1263
-%.10 9.06
-16.72 1.52
-19.61° . 9.56
-20.07 -1.91
-16.76 -4.05
o i J 152,
1847 b
-23 89 1391
~19877 | o Tidid)
2265 3432
-2.33 1.58
-0.13 -0.12
2 <203 r 2,13
-2.3% 2,26
-0.45 2.60
-2.13 0.37
e iy 28 1.54
z A5T% S -0:14
A i S 0,36
AT B o T
292 : 4.1]:'”
A0 AL TR E
- =262 z,sq
-2.10 547

Residual

=046
1.19
354

=491

-3.25
1.30
145
3,05
1.24
205
—4.03
0.58

| 13.06,

=183

_0.80
0.09

-1.39
| 2119
o228

-0.30
-1.28

| .0.08

0.32
-1.19

e e
p bk

_1.84
-3.27

llemluplmithn of povertly change between 1985 and 1994, by region

Total
change

-0.70
=3, 14
=13.07
-49.66
=219
=13.90
=860
-18.03

o e
| -10.76

530
9,10
_9.89
016

-1.64
=016
-1.29
-1.31
=0, 14

- =2 06
; =0.94

=219
-4.07
=3.34
-0.85
-2.91
-1.60

010




Incidence (%)

; ~ "“Figure 2 R
Mean consumption and poverty

| "
60 10
o I o
- : -
& o 0 O
¥
40 0@ t 4 5' , :'rg.--
bio

o
- Severity (%)
P
B

Eﬂ 0 o 1 -| . i anﬂif&l’ '
& : S ol o LS
i 1 la:' ' ket et 'léj o]
| iy it o ._ ;
TR e Pne.. E: 1?-%:‘-._....._ e qgﬁ = b R—o-Th
B RS I e s Qs 0 s RS e g 20
gy Slgoar T e b s Apinsmi e y
Real Mean Consumption Real Mean Consumption
LFLGO, FIER prices ) (P00, 1998 prices )

well with this nonlinearity; the regression coefficient of the logar™im of a foverty measure on the
logarithm of real consumption per capita is— 2:5 far thehesd-count rezression. ~ 30 for the poverty-
gap regression, and 3.4 {for the distcbution-sensitive measure repressiom  hese: estimates indicate
a highly elastic response of poverty to changes in average Iiving standards. It is well known, however,
that such regressions are likely to be biased since cross-region comparisons of levels are quite prone
to problems of measurement and related errors, For example, any omission of region-level fixed
effects correlated with the consumption variable will bias the estimate of the impact of consumption
growth on poventy. Moreover, since the estimation of poverty uses the information on consumption,
any cIrors in measuring consumption are reflected in the estimates of poverty and, hence, of the
Tegression pargmelerss o de b Beans b i e
A convenient way to résolve these problems is'to ' focus o' Farés of zrowth in poverty and
consumption, rather Lian on levels’ Differencing gliminates region‘ieval hiif{igi»-e fived effects that may
bias conventional regressions. Instead-ofising survey consumplion meins, we employ f!_if (largely
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independent) estimates of the growth rate in mean consumption per capita reported in the national
income accounts. This should take care of the measurement lem noted above. The regression

Fe | ¢ (%]
results are” s o ¢

H,/H,, = 0923 — 0.935[(C, /C, )}~ 1]. R =0.20
(30.59) (-3.09) _ Mean of dep. var. = 0.880

PG, /PG, ,=0.927 - 1.482[(C, /C,)-1]. R =0.27
(23.46) (-3.72) | . Mean of dep. var. = 0.858

DSM, /DSM,, = 0,937 - L864[(C,/C,)-1], R2=0.29
~ (19.71) (-3.91) ° = Mean of dep. var. = 0.850

-

3

Evaluated at mean values, the implied elasticities of the poverty measures with respect 1o
consumption per capita are —2.6 for the incidence (head-count) index, 3.1 for the depth (poverty-
gap) mdex. and —3.2 for the severity (distribution-sensitive) measure. The higher absolute values of
: aty for poverty measures that are sensitive to the depth and/or severity of poverty indicate
=cts on the poor of growth (and contraction) in average living standards are not confined

ing near the poverty lines Thus, cortrary to popular perception, the' growth process
= of the Philippines in recemt years has not had strongly adverse impact on the position

T |

However, these elasticities are somewhat low (in absalute values) by "intemational” standards.
mmparable data on poverty from a cross-section of 16 developing countries in the 1980z,
B (1995) estimated poverty elasticities of =3.4 for the head-count index and 5.6 for the

fion-seasitive measure. Thus, while poverty in the Philippines responds elastically to growth,
owny's ability to translate growih fo poverty reduction appears weaker than for the "average”
mg couniry. Indeed, the (above) regressions 'of the rate of ehange i poverty on the fate of

el consumption per capita could @ecount Tor only 20-30% vfthe observed variation in
ehanges across regions during thessecond half of the 19805 arid early 19905, =

TR T o) T A e | S TRl M T (LT S R B

e e W,
bt UL PR LRy EL B T L E LT R UEEL S (PR TR s i o O e, Apurrid |
< L L R - R TR ] e I Feiche Wits B e B
U T SRR 1 ST TR T T 1

e B I o EEEEt R Y 1y EE Pt  Er e  f Reeiir A gra - Ly g g

e - T L Tl et 2 by Lk S T GSTE A R R T A
e ill.‘:ﬂl!:t test for functional form (using powers of fitted values) gave b4 L (distributed
ead count, 0.99 for the poverty gap, and 0.62 for the distribution-sensitive measure.
sstsiactory, suggesting the appropristeness of the finctional form. White-Weisberg test
city gave .03 (distributed as chi-square) for the head count, 9.31 for the poverty
for the distributiop-sensitive measure_These tests indicate the absence. of the:|
ity in the regressions.
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k
4. How Important Are Initial Conditions on Economic
'luequnllw to Rural anﬁrtj A’Ewmtmn‘* "

=<

> B LT |

As showit'above, pov e'ﬁ;,- alleviation varies’ mhﬁtaﬁi‘i‘n!!} across regions. 5o is the télative
importance of g,mwﬂJ Lo poverty cﬁaugﬂs it recent years. The rual sector accounts Tor over tliree-
fourths of ]:r::uw:rl.} in virtually all regions. 'Wiiliin éach region {ex-:!mrmp ‘Metro Manila), the
agricullural sector is the biggedt contributor—over 80 percent—to poveity (Balisacan, 1997). It thus
appears that the search for solution 1o the coutiny's poverty problem has to Wvolve an mldemaud.mg
of the conditidng and lrltrmaliﬁ:ﬂ impinging bn the performance uf the II_IT al secton, as “-"E“ as ol the
responses of rural areas to certain growih stimuli.

The “mnifial” mnﬁltmns of rTural nmas—dlslr'ihu.um: of pll}'ElE-.'l! :md IIu!IIE:: assels,
infrastructure, and institutions —are r:.zg‘pc:lad to mguf]” uamly mfluenne the re'qmm:es of rural welfiare
to growth stimuli, such as those provided by agn::ulr.ur:at gmwih and/or export {u:]:rall} demand
growth. Indeed, success m rural poyerty alleviation has been associated with the growth not m:]}r of
agriculiure hut alm of rural m.rrrlaml ﬂLII‘.-'llIL‘:h-, ﬂspecmliy i ecmmmleql with fast growing labor force
(Ranis and ‘-".tew&rl 1993, M:l]m‘ JWE ﬂlmkn 1996). High inequality in ﬂcce.rg: 1o land, poor state
of rural infrastructure, low level of human capital, and unfavorable pu]:u:}- enviromment would not only
impede rural mdustrialization and gmw!h but could also disproportionately hagm the economic
pmspt:n:{s of the poor, especmll_y' lhg:ae in Ipw—prﬁducmﬂl} a:,;,n:u]iure- e A TP .

¥ RS kil (E

Iitm 111'11.11:!1'[31!1 a,l.'q ;'llwgm faclﬂm m, ewlajirmg ,n,:gmlml dliT&lenms in poverly allew;ruuu'? In
systematically addressing this issue, _11.*@_1,'1_;14# estinated reduced-form functions relating to three
aspects of poverty—mcidence (given by the head-count index), depth (ziven by poventy-gap index),
and severity (given by the distributipn-sensitive FGT measure). The poverty data pertain to FLOL
estimates using the 1985, 1988, 1991, and 1994 FIES rounds. These data are supplemented by
regional indicators obtained from vadous sources,

In each function, we have included the following. {3-year lagged) explanatory variables:
functional literacy, defined as.the proportion of adult population who, can read and wrile simple
messages; land inequality, given by the landholding Gini ratic which has extréme values of one
(perlect inequality) and zero (perfect equality); average fanm size; incidence of tenancy, defined as
the ratio of arca of fanos under shape tenancy to total area of fanns; irrigation, expressed as the ratio
of irrigated to total farm-area; agricultural ters.of trade, defined s the ratio of the price of
agriculture to the price of non-agriculture; road. wealth, quality-adjusted woad len@th. per square
kilometer of land; and electricity, defined as the proportion of houscholds with accessto electricity,
The fimctional-literacy. variable reflects the predetermined quality of huma capital endowment in the
region. The umigation variable is a-proxy for land quality. The terms-of-trade varable reflects the
relative price incentives for. ggriculture; Road wealth and electricity are proxies for access to markets
and off-farm employment ™ Three year-dummy variables are also included to capture sighificant

—_—

“Road wealth is preferred to the conventional road-density measure (lotal road length
expressed as a ratio of land area) since the former better reflects regional differences in the guality
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differences in political and economic environment durinjg, the period of interest: 1983 was a period
of severe macroeconomic difficulties {Marcos regime), 1988 was the peak of the shon-lived
cconomic recayery, in the 1980s (Aquino regime), 1991 was the lowest ebb of the relatively long
recession begmning in 1989, (severely. weakened Aquino regime), and 1994 was th early period of
the economic recovery, and of renewed policy and. institutional reforms {Ramos regime). All the
regression equations take a douple-log specification. Hence, the coeflicients, except for the dupmy.
variables, can be copvenicntly intérpreted a8 poverty elasticities. In all regregsions Metro Manila s
exchuded since agricultural produgtion is not an important part of econemic agtivity in the region. The
TegTEssion results are given in table 7. ) : : J )

L L P T LR e i i

“metional fileracy is highly significant in all egressions. lts coefficient suggests a very elastic
foopanse. of poverty to improvement m human capital, Poverty incidence flls by about 15% if
functional Fteracy rate _ifq_:'rxm:é_sl'brv_ 5%, allr othgr things remaininlg the same. For the poverty measure
cepiring the severity of poyerty, e reduction would be 23%. These results confim the populas
story emamating from the development experence of the _sq_-c';ﬂq]El'Eg:_:t: Asian econiomic miracles,
suggesting that substantial improvements jo'human capital formed part of the building blocks for
sustained economic growth shd poverty reduction (World B: ;Irirjlt:g;:‘_]ﬁm_.ia 1996).

R "

The land“mequality variabi is consistently’ mﬁ!ﬁﬁmﬁtt&:‘iﬂ réEmEéiﬂus,thEr&by' also a_fE!rmi_ng
the common observation in ﬂ’éﬂﬁlﬁﬁﬁﬁﬁ’f'lii&&i‘lﬁ’éi'chﬁééffnili‘:ﬂi'rihg'ﬁ‘égntﬁﬁ asséciation between
landholding inequality and rural poverty. Furthermore, the elasticity of poverty with respect to this
variable increases with the degree of imporiance &iven to the consimiption shortfdlls of the poor.
Thiis, for'a 5% increasé in likd {anh&pgﬁé'ﬁéﬁjfﬁinﬂ]:ﬁteﬁé&é iy abialit 1495 while poverty
severity reses by alicat 20%, all dii'th'-i"fnﬁﬁﬁ'ﬁqﬁﬁ_ﬁﬁ'ﬁéﬁéﬁi&.’_Eﬁﬁ’l;@dﬁﬁi&t&ﬂiﬁg is that these
elasticities refléct thitnationsl picture, ie.,the responsiveness of ii,iﬁﬂii.':éj’]iﬂ-:_ﬁg_:lrff'tﬁ_ the consumption
Gini mdex {Balizacan anid Bacawag, 1994). R oEELT € S EESRE

1 LR TR TR
-1 i L

Farm size and mrigation are also mportant determinants of poverty in regions other than
Metro Manili: The consi negitive'and significant ﬂmﬁciﬁﬁt'uf‘t’h’e!nﬂ&'tiﬂﬁ‘ variable suggests
thatimprovements in land quality offer dn inportarit avenie for feduting jovérts, both in agrichiture
and in'rural nonfEemn dress (ool st fein) sneddoedbel sl o ey o ileii T e

ot I EIERI LT BN s e llrpen St o) o b {u R ringed o

‘Road wealth is highty significait in‘all eiations: Electricity is dgmifint for the depith and
SEVErity. regressions but not:fir mcidenice regression) At i very least Bofh variables suggsét thay
aceess to-markets and offfarm enploymént epportirities mfhiénce povérty. The importance of road
wealth in explaiming the variation i regional poverty is parficifarliintéresting hecause previoiid
attempts to capture the effsct of markét socess and ofF-farin ﬂfﬁ&h}*iﬂﬁ'&thp‘p’ﬁﬂtﬁﬂﬁes an poverty
m agriculture through the wse of conventional mesisures soch 45 road deiisity and urbanization {usually
expressed bs the ratis of nrban poplation to' tetal popubition) pioved insuccesshil {see Balisacan,
TRBYalss ity o ] R TR ) TR T e

Errbriaiziiie o 3 B4 h

R B Lo e 4 el € T MG Al A S L Fily s

of road stock. T e :
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Table 7
Poverty determination functions
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The terms-of-trade variable is msignificant. It is possible that this variable could not capture
adequately the regional biases of commodity pricing policies and hence the relative profitability of
agriculture. 01

A0 RETTR e

Interestingly. tenancy is not significant in any of the regressions. What this observation, as
well as many other recent theoretical and empirical studies (e.g., Hayami and Otsuka, 1993), suggests
is that tenancy by itself is not as important and compelling a correlate of poverty as expected: the
variation in incomes within tenure classes (reflectiiig the effect of farm size, yield, crepping intensity,
land quality, etc.) has been found to be wuch greater than the variation between classes.

Finally, nete that the year dummy varia bles are generally significant, 'iildll;:ating that changes
i the overall macroeconomic and political regimes influence the ncidence, depth, and severity of
povertly, as expecied. Hed b .

| S fat 1
4. Concluding Remarks : . .

Contrary to popular perceptions, recent episodes of growth in the Philippines have not been
anti-poor: the bulk of the poverty redyction since the waid- 19805, g pegiod of wide-ranging economic
deregulation and institutional reiorms, has come from the beneficial effects of growth on the poor.
The importance of growth in poverty alleviation varies greatly, however, across administrative
regions and seclors of the ecoméiny. For the entirs country, the agricullural sectorded the way to
poverty alleviation during the 19805 gnd early 1990z d2spite its sluggish growth (Balisacan, 1997),
The selFcmployed workers, the large majority of whom were dependent on agriculture, gained more
than proportionately to the overall siowth, maiuly because their consumption grew more rapidly than
those of vther groups. For faster poverty alleviation, the development of agriculture and the rural
sector, which still accounts for over three-fourths of the poor, has to be a central element of the
country’s development strategy. Priority should be given to rural infrastructure development, human
capital formation, agricultural research and small- and medium-scale industrial development, and
improvement of ‘iccess to land. As the East Asian experience demoustrates, thése investmenis,
together with sound "fundamentals” (ie., fiscal amd 'monetary restraint), are critical to the building
of mitial conditions for broad-hased growth amlilj:lln:au;?lnpmwt_ i

The high :ii:iﬂql.lﬂiil ¥ lJ[T%L&liﬁHiﬂg wt:ki:h:s', ﬂli:ru:gll perhaps not eliminates, the potential of
agricultural growth in leading the way to poverty alleviation in rural sreas. Several land reform
programs have been launched since the 1930g, but their performance have been poor in refation 1o
their objectives, as well as to similar programs undertaken in Fast Asian countries. Tn general, their
very limited success in promoting either equity or efficiency stems not so much from ek of "political
will” but fromi faulty designs arisitig ffom unrealistic expectations and virtual disregard for financial,
economic, and political landscapes, 1t is high time that an altemative paradigm for reforming agrarian
relations in the Philippines, as %isv;:f.ﬂlere in developing Asian countries, be found. The "new"
paradigm needs to exploit the virtues of decentralized decision making, rely upon market forces for
land transactions, and impose compatibility of incentives with program objectives (i c.. the intended

£ |.-,-I. S | Ry b Il. ':"'l-"l'i IR i
2 1 i £ L
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beneficiaries have the incentive to seck program benefits, while the unintended beneficiaries do not
have the mcentive Lo preempt these benefits).

The finding that econoimic growth in recent years has been beneficial o the poos, even in the
short run, is a stark contrast to earlier fmdings for the 1960s and 1970s when the "trickle down”
effects of growth on poverty were comparatively small (see, e g, Balisacan, 1993 Ranis and Stewart,
1993; Bautista and Lﬂml:Lﬁ.rftn, 1996). It is possible that'the structure of the ecbnomy has changed in
ways that now allow gréater panticipation of the poor ‘during épisodes of growh: Bui swhat has
changed, and how have specific policy reforms in recent years influenced the observed outcomes on
poverty? The analysis undertakeii'in this paper Provides Suie mswers, but e story'on what explams
the country's unenviablfe record in'growti imd poverly alfeviation is far frohw complete:

. . TR SLRAPE R o 5k L IR T e :
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