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Abstract

The first part of the paper describes the character of poverty alleviation during the
sccond half of the 1980s. It shows that much of the (limited) poverty alleviation achieved
during this period is attributable to intrasectoral improvement in the distribution of living
standards. The relative importance of distributional effects varies substantially across
locations and sectors of employment. In agriculture, where nearly two-thirds of the total
‘poverty are found, the average proportionate increase in the incomes of the poorest 40
percent of the population was substantiaily higher than the average for the total population.

The second part employs a simulation analysis to assess the probable short-run
impact on poverty of certain structural adjustment policies. The analysis combines the
wealth of information available in household scoveys with the information on changes in
meso variables (e.g., product and factor prices) generated from a macroeconomic model.
It is shown that aggregate poverty may increase during the transition to sustainable growth.
Particularly vulnérable are the osumerically-large small agricultural producers and landless
workers who are net buyers of food. This suggests that the provision of safety nets to the
poor during an adjustment period must go beyond the urban sector to include as well the
adversely affected households in roral areas.



The Poor During a Perled of Macroeconomic

Adjostment: The Philippiae Case

1 Introduction
Concerns hawe been raised in discussions of development policy that
macrosconomic adjustment programs do not bave a "human face.” The programs sre

thought to bave focused on promoting economic efficiency and bringing an economy to a
stable and sustainable growth path, but have neglected poverty and social concerns
(Cornia ef af,, 1987). In pasticular, it is claimed that the poor have disproportionately
barn the pain of transitional costs of adjustment, especially when the transition has been
longer than initially expected. Thus, many observers call for the inclusion of these
concerns in adjustment programs, not merely as complementary (and sometimes
conflicting) measures but as equally central component of any adjustment program.

Indeed, increases in poverty as well as sbarp culs in government expenditures on
social services, including health, nutrition, eduecation, and infrastructure programs
benefiting the poor, have accompanied the implementation of adjustment policies in 2
number of less developed countries (LDCs). On the other hand, country cases where the
transition apparently bas not been anti-poor, even in the short run, also exist (sec, &g,
Eehrman, 1990). Indonesia’s experience with adiustment in the 1980s, for example,
appears to be coe such case. In general, the available evidence indicates that changes in
living conditions in the short run do not appear 10 be systematically related to the
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presence (or absence) of adjustment programs (Srinivasan, 1988; Behrman, 1990; Corbo
and Fisher, 1991).

ﬂdiuﬂnmmpuﬁciesaﬂ‘cﬂhmmhnllhbmhﬁd:mdpmnthrmghmymuﬂh

three avenues: (1} changes in the prices of goods and services consumed by households:

:;_ (2} changes in employment status a5 well as returns to production factors owned by

! households; and {3) changes in t~=fa. both public ard private, and in the provision of
public services to households, Changes in the prices of goods and services are often the

4‘ mm:&ﬂnfmaﬁummmmmmm.mm
| mquimth:n&thdrawnlufgmmnmtwbsidiﬁunbaﬂcfmdﬂmnm“mm

I
h goods and services (e.g., petrolenm and electricity). Exchange rate realignment in the
famnfdnmhaﬁun.whichm:imumpuﬁﬁ an adjusiment program, also raises the
prices of tradable goods, including food, consumed by households,
Thchangcsinpmﬁtimﬂnﬁvmindlim&bﬂheadjusmemwﬂmmm
high transition costs for wage earners and selt-employed workers. The adjustment
program’s objective of pruumtiﬁg economic efficiency may reguire the dismantling of
tariff and nontariff barriers enjoyed by import-substituting industries, 'I'Impmgr;mmnj-
mrmmemmﬁmﬁtmmmrmmw. The degiree of
mmmmﬁcmmmmnmmmmﬁmm
the adjustment period. Finaily, changes in the provision of public services as well as
publi:transfersmncmnmnn;fzamre of adjustment programs. Puh]mfnndsﬁnrheahh,
nutrition, education, family planning, and basic infrastructare (e.p.. ural roads, power




and communication, clectricity generation) may be reduced as part of an overall effort to
reduce the government deficit.

The lack {or the poor quality) of data — especially on social and human
development indicators — in LDCs, including the Philippines, hampers the analysis of the
ﬁnkb:m;:naﬂjmun:m policies and poverty alleviation. Moreover, because the-
transition in many countries is an on-going process, the impact of the adjustment is still
in the making, Thus, available information tells only a partial (and possibly even
misleading) picture of the full effects of adjustment policies on the poor’s standard of
living. Even when reliable data are available, the analysis has to move beyond simple
correlations and establish counterfactual situations. Spcciﬂcaﬂy,:hﬂm
need to be compared with those of a counterfactual situation involving no adjustment.
Applied general equilibrium modelling is appropriate for this purpose. The advantage of
this approach is that one gets a clearer resolution of "what caused what,” although it
typically does so at the cost of many more assumptions.

This paper follows a simpler approach by looking at actual changes in poverty
mﬂnpﬂiudmmmpnsﬂnglh:dmngﬁindﬂmeﬁcpﬁqmdutﬂmlmﬁm
and by employing a simulation analysistﬂassmmtshnnnmimpa_mﬂfmnuinpoﬁq
reforms on household welfare. The focus is on the character of poverty, espedially rural
poverty which contributes the bulk of total poverty in the Philippines, during the second-
ha].fufthr. 1980s. This period saw major policy and institutional reforms — especially
those affecting agriculture - as well as changes in the external environment. The period



also marked 4 recovery of economic growth after & period of severe sconomie
contraction, aithough the growth proved to be wu steinable,

The analysis uses simulation results of » macroeconamic model designed for
analyzing the short run impact of macroeconomic reforms, as inputs into a houschold
model designed for poverty analysis. The household model exploits the wealth of
information availnble in household surveys, thereby provaging much richer .xf::-rmauun
on the characteristics of the poor, than is available in either macro or OGE models
alone. Such information can be extremely useful for efficient targeting of scarce
resources to the poor,

The next section discusses conesptual and practical measorement fssues in
assessment, describes the data employed in the analysis, and examines poverty
characteristics as well as sources of poverty alleviation during the second half of the
1980s. The third section provides the framework underlying the welfare analysis of
certain policy reforms and discusses the results of simulation exercises, Firally, the

fourth section, discusses some implications for poverty alleviation during an adjustment

peripd.
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dentification of the poor requires the use of a broad Ludicator of economic

TSSOUrCes. Tm;tmm;inmmeﬁapﬂpdnrchuiceinahgcmmbcrdm




ﬂmﬂ#ﬂmﬁmm However, income may overestimate of
underestimate living standards. If a family can borrow or dissave, its level of living is not
constrained by current income. Even in underdeveloped regions, honseholds typically
 Bave some capability for buffering their living standards from temporary variations in
income, such"as by saving money or goods. Moreover, a family that can share in the
income of others may have higher standard of living than its current income would
permit Available evidence indicates that the proportion of Philippine housebolds mainly
m@mmﬂmgﬁmmpﬁan,mdrdew
from about S percent in 1961 to 19 percent in 1985 and 16 percent in 1988 (Balisacan,
1992b). mmﬁhﬁhﬁmrmmwwﬂmm
increased from 22 percent in 1961 to 88 percent in 1985,
htﬁsﬁpﬂ.ﬁmmmpimmmpﬁmumhﬂmwﬁmmw
of housebolds. The FIES consumption data capture a wide range of implicit
expenditures, such as use value of durable goods (including owner-ocrupied dwelling
uﬁﬁ}mmpﬁnnufhmepm&uuﬂgmdsmdmvimmmnﬂMW
relief in goods and services received by the household from various sources. This makes
this welfare measure valid even for comparisans between urban and rural househalds.
The determination of the poverty standard is a complex issue. Ideally, this
standard (or line} should allow for differences in household composition, relative prices
faced by spatially dispersed households, houschold tastes, bealth status of household
membﬂs,mdlhingmndiﬁnnsmdameﬂiﬁeswhichmnmwmwh:hmmq
b:lmg(nrwhatisﬁtmﬁfwmdtnmmxﬁﬁpﬂimm»ﬁud}. For practical purposes,
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we have adopied the NEDAFNRI-NSU technicai worldng group’s estimates of poverty
lines for 1985. These estimnies cover the country 12 regions subdivided #mto rursl and
urban areas. Although still imprecise, thése e: imates take into account regional price
differences and consumption patierns (and thus svoid & major sharicoming of previous
poverty studies). .

Powerty asessinen: also cequles & ovocedute of bilaghs wogether the data on the
poor into an overall measure of poverty. While there remains unsettled issues in this
area, most researchers agree that a list of desirable properties of an aggregate measure
of poverty would have to include m:wmmm!m,@m
consistency axioms. The first axiom states that, given other things, & reduction in the
income of a poor household must increase the poverty measure. 'Ih&ﬁaannd_ﬂm
simply says that, given other things, 2 pure transfer of income from a poor housshold to
any other household that is richer must increase the poverty measure: Finally, the third
wmmmnﬂmmgmmm.imﬂﬁmmﬁﬂw_
poverty decreases within some subgronp of the popnlation and is vnchanged cutside that
group. Although these properties appear to be simple, they are often violated by many
of the poverty indices sugzestad in recent yu-.am.l . ~

A class of poverty measures which we employ here is that proposed by Foster,
Greer, and Thorbecke (1984). Thiz e piven by -~

: g e . : 3
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o Inﬂmp:rmpﬂapmfen}'hm,jilsthaperm;mmnpﬁnﬂuffnmlyi,u{m
"mqhﬂ::numhcrufpmrf:mﬂms(hawngmnsumpunnmmthmnr
fual to 7, n is the total number of persans in the population, and a0 is & measure of
mraim.lh:pﬂmmﬁwruindimmﬂw_lmponanugimmth:pmmpm
Mn&nis.ﬂqmiﬂhe:mphaﬁsgﬁenmthapu}dmfamﬂim As the value
@ becomes very large, P, approaches o "Mawlsian” megsure giving weight oaly to the
poorest among the poor.

Th:mumm.@empluycdpmcﬂymeasure mmmmmdmhlmdﬂ
mr.ﬂfth:P class of measures. That is, for a= =0, (1) is simply the propartion of the
wﬂahmmthtmcihﬂnghﬂawth:mm This index fails the
Wﬁﬁm&mmmyhmmﬂbﬂtmﬂmﬂ
remain the same. Italmhﬂsmeuam&:aﬂom:ﬁnhmmehamfﬁ&amnpﬂm
Mmhmh:taon:abmaitdumnm:hmgcmmmpﬂgmy.

mm&ﬁﬁuwmumaavmgcwﬁmmmmﬂhﬂm
F, class of measures, Thjsindm{fmamljismeav:mgc,maﬂmn{mam
hmmmmepmrpﬂm’mdmdufﬁﬁngnnﬂﬂmpﬂmhhasamﬁuﬂfﬂe
poverty line, Theindaxismmiﬁvemthedepmufpmny,thmbym&&ingﬂu
mnmmiciljrﬂium,bunhcmthepowny&eﬁdmamwigmmnquﬂy,ﬂﬁmt

sensitive to the dictribution of living standards among the poor. It :ﬁ:us fails the transfer
axiom,

Where the weights are the income gaps themselves, the recnlting P, measure is
distributionally sensitive. For example, for a=2, the resulting measure, Py, in (1) is then



simply the mean of the squared poverty deficits. ~ ais indew, hereafter referred to 28
distribution-sensitive measure, satisfiss all the sbove axioms for a desirable summary
measure of poverty.

All members of the P_ poverly measures have the desirable property of subgroap

consistency. Moreover, they are additively decomipasabis in the following sense: The
aggregate (population) poverty Tsve! 's simply a weishted S¥erace of the subgroup
poverty levels, the weights being their population shares. This property proves to be
extremely useful for our purposes. For example, for a policy charge that increases the
incomes of group i and reduces those of group j, we can work out the impact of the
change on each group’s average poverty JmLandthgnusethzglwps'w
popaulation shares 1o estimate the new aggregate poverty level, .

Following Ravallion and Huppi (1991), we exploit the additive decamposshility of
the F, poverty measures to explore the factors underlying the observed changes in
aggregate poverty during a specified period. Let P! «i D¢ the poverty index for sector (or

group) i with o population share of 5; at date r, where there are m sectors. Tt can be




msily checked that the change it observed aggregute poverty is & sum of inrasecioral
lects, population shifis, and interaction effec.:

"‘5@“’ £ E(“’I PP furasectoral effects
:.. g{'ﬁf’r}?ﬁ}f tpopulation shifis] @
4 J__ b{f* .P' "I )) linseraction: efjecis]

The intrasectoral effects are simply the contribution of the gains to the poor within each
sector fo the change in aggregate poverty, nmtm:llm;fwmmhuap@dndpnpuhm
shares. The “population shifts” effects are the contribution of changes in the distribution
of the population across sectors during the period. The residuals, the interaction effects,
arise from the possible correlation between population shifis and intrasectoral changes in
poverty.

22 Data

Thﬂlﬂﬂitﬂl?ﬂﬂrmﬁufmeFmbfnmmaudwmm
comprise the data baze for the anslysis. The 'ack of reliable surveys for the 1970s and
mﬂylﬂﬂhmﬁsuﬁmﬁnﬁttﬁ:mlﬁismmmmm.Tuhemwm.
undertaken in 1975 and 1979, but these were not published duve to some technical

problems, one of which was the implausibility of the data generated arising from
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substantial underrepresentation of certain grovps of households (e.g., wealthy houscholds
in plush subdivisions).

Both the 1985 FIES and the 1988 FIES have sample sizes which are deemed
. sufficient to provide reliable estimates of household incomes and expenditures at the
regional and national levels. The 1985 survey covers 17.495 households, while the 1988
survey encompasses 19,897 households. ihe change in the sample size reflects ﬂm
increass in the total number of bouseholds listed 10 the sample barangays, which is based
on "Listing of Households' operation conducted early in 1983. The questionnaire design,
content, and reference periods for the (w0 surveys are geaeraiy comparable,

A worrying aspect of the FIES data is that estimates of average family income
and expenditures for both 1985 and 1988 are lower than those implied by the National |
Income Accounts (NIA). We do not know which is closer to the truth, We sote,
however, that the growth rates of expenditures per capita implied in both the FIES and
the NIA are sbout equal. This is significant since our main interest 15 in the changes in
poverty and income distribution during this period.

23 g istics of P —
in the Second Half of the 19805 3

That sustained poverty alleviation requires no less than susfained, rapid growth of
income and employment is & widaly accepted premise. The Philippines’ overall
economic performance during the 1980s was dismal, both in relation to the 1960s and




i1

_ and to most other Asian countries. The first half of the 1980s was punctoated by 2

trac ion of GDP per capita by an annual average of 3.1 percent. While open
" enl remained relatively low al an aveiage o0 02 percent, underemployment
.mm;ing 17 percent of the labor force. Real wages fell for the most part of
7 e ard 1980s. The cconamic recovery in the second half of the 1980s — per
JEJP grew at snnuzl average of 3.4 percent — proved to be short-lived. By the

p of the 1550, the growih of per upiia GDF was viotuslly nil. The end of the

sovery was precipitated by specific adverse shocks, including the loss of confidence
wing the coup attempt in December 1989, the earthguake in July 1990, the Mt
Finatubo eruption in June 1991, and the Middle East crisis in late 1990.. Students of

i mﬂdwtlnpmmtmmenﬂthanmenwhhuutthutm&mmy
8= fast approaching a crisis? The main culprt was domestic economic structures and
ficies which remained biased against the production (and consumption) of labor-
goods, particularly labor-intensive exports, as well as backward integration.

- In this section, we examine how the sectoral and regional structure of poverty has

_'_'_;_'f-" umsustained upturn of economic activity in the second half of the

Based on the FIES data, the change in average real consumption per capita in the
ppines between 1985 and 1988 was virtually nil, although this was significent (at 5
level) for rural households (Table 1). On the other hand, average real income

imcreased by 12 percent during the 3-year period. The increase wes
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Despite the virtual stagnation of mean consumption per capita, all poverty indices
show a significant decline during the period. The head count index fell from about 68
percent to 63 percent while the distnbubion-sensilive moatus dropped from i4 to 11
;:u-al'::azm,3 MNotice that ihe significance (i.¢., the t-ratio) of the poverty difference is
bigher for the measures that account for the intensity (8nd distribution) of poverty. This
suggests an improvement in the command of &2 poor over resources. This could have
some Irorg several fuciors, For ouce thing, e miation jale dvopped from 18 per-.xm: in
1985 to 9 percent in 1988, possibly benefiting the majority of the poor who tend to be
fixed-income earners and subsistent sell~employed workers. For another, as we shall see
below, in sectors where most of the poor are found, the incresse in mean consumption
appears to have been accompanied by improvement in the size distribution of
mrmmpﬁpn.

Poverty incidence in rural areas is higher than in urban areas. Poverty reduction
in rural aress account for about two-thirds of the observed reduction’in national poverty
between 1985 and 1988. For both rural and urban areas, intrasectoral gains capture
almost all the observed reduction in national poverty. The contribution of population
shifts to aggregate poverty alleviation is nil owing to the virtual absence of change in
population shares for urban and rural arcas.

Because intrasectorzl gains account for almost all of the ;bscwed aggregate
paverty alleviation, it is useful to look further into the characteristics of poverty for
various population groups. The sectoral employment of the household head is one useful

way of disaggregation. Table 2 shows the changes in mean expenditures and mean




incomes per capita by sector of i:mp%uyn"rﬂ:." Tahle 3 presents the corresponding
changes in sectoral poverty incidence as well as the contribution of each sector 1o
aggregate poverty reduction.

There are substantia! differences in mean consumption per capita (as well as
mean incomme Per capita) across sectors. Agriculture-dependent households (including
those residing in urban aress), which accounted for ahont 44 percent of the total -
population, had the lowest average consumption per capita as well 25 the lowest average
income per capita. The mean consumption per capita of rural households in agriculture
was only 40 percent of the mesan for all urban households. Urban households in finance
and utility, which represented barely two percent of the population, had the highest
average consumption and income. Their average consumption per capita was about
four-fold higher than their counterpart in agriculture.

The change in mean consumption per capita between 1985 and 1988 is
insignificant in all sectors, except in agriculmre. Although the three-year growth rates of
mean income per capita and (to a limited extent) consumption per capita are
considerably high for a number of sectors, standard deviations in thesa sactors are
hkewise high. The guly sectors that experienced a decline in mean consumption and
mean income per capita were mining, urban manufacturing and construction, and rural
transport, although the decline was insignificant. The combined share of these sectors in
total population was zbout 15 percent in 1988, On the other hand, considering
agriculture’s relatively large share in total population and that its size distribution of total

household income is less unequal than that of urban nonagriculture (Balisacan, 1992a),




i4

the impact of the increase in mean consemption in agriculture on secioral poverty (as
well as aggregate povery) is expected to be large

In contrast ¢ the generally insignificant change in mean COnSUMpLion per capils,
poverty gains are ghserved in almost all sectors between 1985 and 1988 (Table 3). Even
for urbaa households in manufactiring and construction where mean consumption per
canita fell during the period, the reduction in poverty i5 signidcant, especially for poverty
indices that take into account the welfare deficits of the poor. Poverty gains in
agriculture accounted for about 37 percent of the total reduction in the national head
count index. The sector's contribution was even higher (at zpproximately 51 percent) if
one takes into account the depth nfpw&ﬂyuw&ﬂutheﬁﬂﬁﬂuﬁnnufﬂﬂﬁumpﬁm
(income) among the poor. The averape consumption deficit of the poor in agriculture
Wis ahmt.dm percent of the poverty line. This was about 10 percent higher than the
poverty deficits of the poor in urban nonagricultural sector,

Tables 2 and 3 suggest a relatively strong correlation between the sector’s poverty
level and its mean consumption per capita. The simple correlation coefficient (r} for the
combined 1985 and 1988 estimates is -0.67 for the head count index, -0.53 for the poverty
gap index, and -0.47 for the distribution-sensitive measure.” The rates of change in
mean consumption per capita across sectors are also negatively correlated with the rates
of change in the head count index (r=-0.56). However, the rates of change in the means
are weakly correlated with the poverty measures that are sensitive to- the welfare deficits

— as well as the distribution of these deficits - of the poor (r=-0.103 for the distribution-

sensitive measure). This implies that the sectors experiencing the more rapid rates of




inmcgmwthwﬁrcnmthﬂmnmmﬁchhadlhﬁhighmwﬂmgtwdﬂﬂdﬂl
(expressed in proportion to the sector’s population), although they were the sectors with
the highest proportion of poor households. Nor were the poorly performing sectors in
mmnfimumcwthmenmswﬁchhadmelﬂmtammmd:ﬂﬁmm
they were the ones which had the highest proportion of poor households. :
These results snggest that the d.i:-:m'buti{mal effects within sectors were important
tﬂthﬂsamu:ﬂlpmnfpcﬁtrtjraﬂﬂmtmu. Tabhﬁﬂmﬁmcmemtwﬁﬁchm
distributional effects can account for the observed sectoral poverty alieviation. The first
column gives point estimates of the elasticity of the poverty gap. The calculation
assumes that all incomes within a sector change at the same rate. The second column
presents the rates of change in sectoral poverty gaps that are associated with
MmmEﬁmﬁtmmﬁdlﬂmhmmﬂm
per capita between 1985 and 1988. The third column reproduces the rates of change in
mtf:apsshmminTaMai.Thchstmlumnpmﬁdﬂthapmpm;imuhh:m
wmtﬁtmbﬁmunmdfmhydismhuﬁuﬂﬂiymﬂﬂm
%@,ﬁmﬁuﬂmﬂym&ﬂmﬂha&mnmfmuﬂy#ﬂpﬂmdﬂu'
observed aggregate poverty alleviation during the period. In rural areas, this
contribution was 46 percent, while that in urban areas was 44 percent In 6 of the 20
cases - rural and urban mining, rural transport, urban manufacturing, urban utility, and
urban construction -~ m“nﬂdhawmﬁmscdﬁmuimgnm}mmm
distributionally nentral, while it actually decreased. In these cases, over 100 percent of
thtwuﬂ:nmmmﬁutablammpmwd{h:uibunmwﬂhmmw* On the
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ether hand, in rural utility and wrban trade and finance, poverty would have decreased
faster than the aciual rate of poverty afleviativa if the rapid growth were distributionally
neuiral. What is remarksbie, however, is the large vanagom i the relative Importanice
of distributional effecis seross sectors of cmployment.

Table 5 displays even more clearly the sources of paverty slleviation in
agricultuve. The proportionate changes in tiee veal incomes of the bottom two quintilas
\pogeest 40 percent) of tise population in ugricolture were Subslantiaily higher thas thoge
for the top (richest 20 percent) of the population. Entrepreneurial incomes accountad
for about one-half of the toial income of the poor, and toese increased by 38 percent for
the poorest 20 percent and by 29 percent for the next poorest 20 percent from 1985 to
1988. In contrast, entrepreneurial incomes increased by only 4 percent for the richest 20
percent of the populaion. Note that this period was marked by substantial deregnlation
of agriculmral markets, particularly in coconuts, sugarcane, and, to some extent, grains,
The period also saw the recovery of world market prices for th and coconmt
products. In real terms, farmgate prices rose by an annual average of 13 percent for
cocomut and by 16 percent for sugarcane. It thus sppears thar the deregulation fsvorably
affected small farmers, thersby casting doubt on the claim of deregulation critics {zee,
e.g, Ofreneo, 1987) that this did not benefit the agricultural secter, particalarly the small
farmers. -

Wagmtm&salaﬁﬂsacmmdfﬂrahmziﬂpﬂmmnfmcmmmuufmemm

20 percent of agricoltural bevseholds. From 1985 10 1988, these incomes increased by 46

percent for-the first (poorest) quintile and by 18 percent for the second quintile.
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mmumefmﬁuﬁﬁhqﬁnﬂ:wHWIyMgh{Hmt}. Note that during this
peniod agricultural real wages increased by 7 percent, a reversal from their falling trends
in the first haif of the 1580s.

Tables 6 and 7 show the regional dimension of poverty alleviation during the
recovery period. As in sectors of employment, regional mean consumption per capita-
did not significantly change during the period. (Significant increases in mean inogme per
capita occurred r.;* 8 rural areas of Easiern Visayas and Noribern Mindanao and in
urban areas of Western Mindanso.) Nonetheless, in most regions, poverty was either
significantly reduced ar statistically remained the same. The exception is the urban arcas
of Cagayan Valley whese all poverty indices significantly rose. Again, notice the varied
picture depicted by the different poverty indices. The head count index, for example,
does not show any significant poverty alleviation in rural areas of Hlocos Region, Central
Lnzon, and Bicol Region, but the distribution-sensitive measure does show,

3.  Measring the Impact of
Policy Reforms on Poverty

As discussed earlier, typical components of adjustment programs are exchange
rate realignment in the form of devaluation as well as elimination of food price subsidies
and trade restrictions that distort efficient resource allocation. The need to restore
balance in government budgets may also require similar elimination of price subsidies on
utilities and basic social programs such as education, nutrition, and family planning.




These changes affect bouseholds differentiy, depending on the Importance of certaln
commodities in their consumption basket, on their physical gnd hivmsn endowrents, and
on their employment stats us well 45 socul U LeSs &L Lhe time of the policy
change. As shown in the preceding section and slcewhere ioaliacan, 1992a), even
among the poor, their sconoriie and social circrmstancss gre helerogencous. We focus
on the poverty impact of Comunodity price changes srising fom selected miscrosconomic

adpstment policies.

3.1  Practical Measurement of Welfarc Change

Macroeconomic and OGE models are appropriate for understanding the nature of
relations between macro policies and the mesa varigbles (factor and produc prices,
infrastructure, etc.} that determine the context in which heuseholds and production
entities operate. These models, howeyer are typically too ageregated for poverty
analysis. They are silent with respect 1o the “heman face® of the poar (who they are,
what their socioeconomic circumstances are, where they lve, ete.). Available evidence

indicates tha, if true household income or expenditure is anobssrved (or can be

obtained only at high costs), the efficiency of providing income transfirs to the poor can
be enhanced by employing household characteristics — such as area of residence,
educational attainment of the househoid bead, occupation of household members,
landholding class, or & combination of characteristics — as targeting indicators (Kakwani,
1990b;: Ravallion, 1989). Our approach builds on this aspect of the Doverty-tarpeting




hterature by combining the wealth of information typically available in household

surveys, with the information on meso variables generated by macro models

For reasons of practical measurement, we assume that household production and
consumplion decisions are separable and recursive, ie, production decisions concerning
choice of production teciinology, crop mix, and i.ﬁput levels, are made prior to -
consumption dwdhﬁ Households choose optimal bundles of consumption gmds and -
services m order 0 EEmNRe their well-being (Le., utiiity), given their maximized profits
in production, lsbor and sental incomes, and other (fixed) incomes. For producers
whase incomes are directly affected by commeodity price changes owing to policy reforms,
their total household income s

y - WF)+r @
where r;{..} is the housebold's maximized variable profits from all production activities,
V=(P,W) is a vector of prices of outputs (P) and variable inputs (W), F is a vector of
fixed inputs, and I' is 2 vector of other incomes (assumed fixed). The output supply and
factor demand functions are derived from x (.) viz Shephard’s lemma; that is, the vector
of output (Y) and (negative) variable inputs (-X)} is written as -

g - [v,-x] - agF @




Utilizing {4) and with Tile manipnlatior, the propartionate change in varighle profit

arising from proportionate changes in output and variable factor prices cam be written as

e

£ m—fP “Togky ®

i I-Jl._

where the hat above 3 variahie denotes Proportionate change, «; is initial variahje profit
(vaine added) from activity 1, 4 15 the cost shere of varinlile toput j in activity i, a; is the
ratio of value added to toral cost.

In section II, we have ollowed eonvention in using consurption per capita to
distinguish the "poor” from e "nompoor” households, Wehwmﬂmmmlhk
this poverty indicator with '« theoretical attraction of utility-based poverty measures. In
this section, instead of usiug consumption per capita, we base our pOverty measures on
distributions of money meirl; utility or "equivalent income "6 Changes in household
welfare owing to price change: dunng adjustment are measured as changes in equivalent
income,

Let the expenditure {anction of the household, which relates the minimpm
zmount of money yhmquim& to obtain the utility level u®, be a:{dh.ph,uh],wh:m dlisa
~ vector of household characteristics (e.g. family size and composition), and ph is a vector
of prices facing the household. Assuming strictly positive marginal utility of income (ie.,
fonsanation), this function can be inverted to give the indirect utility fisaction wdbph I
of the household. Then the equivalent income y®} is the amount required to obtain b gt

reference prices p’ and for household characteristios d’:




I I.'.
yE = ela?, pTult - eld”, o7, v (ak, %, yH) ()
' [ = L & &Y

-J‘ir; + d P ¥}

Note that, sincs p* and 47 are ixed for all households, y*;, is an exact money
metric of actual atility v(.), ie., y*h is an increasing monotonis 11'.‘111&5ul‘m;ﬁm of vi.). -
{For most purposas, the choice of reference prices and household of mrﬁct,..nm s
arbitrary.) Nodce 100 that, for ibe reference housebold, the equivalent :'_m i equal to
the money income. Finally, note that the eguivalent income poverty line mrﬁpmding
to the fixed vtility level u can be defined readily as e(d”,p' 1),

The form of the equivalent income function can be derived if one knows the
specific fonctional form of the indirect utility function (or of the expenditore fonetion).
Thus, starting from any well-behaved demand model and honsehold-level dats on budget
constraints and bousehald characteristics, a distribution of eguivalent incomes can be
obtained. In this paper, Deaton and Muellbauer's {1930) alraost ideal demend system
(AIDS) model is employed in deriving parameter estimates of consumer demand systems
for the Philippines. The demand functions derived from this model are first-order
approximations to any demand system derived from utility-maximizing bebavior.

The system of AIDS demand eguations can be written s

Wi = @ v 3 Yij0RP; * ﬁglﬂg{iﬁj, £ = LZm )
")
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where w; is the budget shagg of commodity i, ¥ Is total nominal expenditures, and P is &
cost-of-subsistence index dained by

logP -Reg + ¥ a logo; + ':-:E ¥ vifloss ilogp;. 8
j g
Following coavention, we Hiwe nsed the Stone price iﬂhm oy
logP™ = ¥ wylogr, e
g = !

as a reasonable approximaflon to (8). Then we can express the comresponding
expenditure function as

"
logc(u,p) - logP* + u][ ;" (10)
)

from which the equivalent fncome function in (6) ‘an be readily derived.

Adding-up and huum restrictions implied by utility maximization require
that Z.o; = 1 and E;8; = I = Iy = 0 (where all summations ﬂre over m goods).
Eytnmett)rufthtﬂuislcymhhmquircsthmﬁj= ¥ji- In our estimation of the 'linear
approximate” AIDS modeifwe have chosen to impose these restrictions.

The y;; parameters easure the change in the ith budget share following a
pmpummichangeinpjuhh (v/P) constant. The g; parameters, on the other hand,
indicate whether the soodsiare necsseities or hemries, ﬁeﬁﬂg?ﬂ,wih?mﬁthmm
that commadity ¢ is a luxud with 8;<0, commodity i i5 2 necessity.

For our purposes, wis have classified expenditures into four groups: cereals, meat
(broadly defined to induﬂa_i meat and dairy products, eggs, and fish), utilities (biroadly
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defined to include firel, light, water, and transportation and communication), snd ﬂTjIET
expenditures. Date on expendinures were derived from the FI5S for 1985 end 1988
Becanse the FIES data de sot contain prices, price indices for the varions regions are
used. The iterative Zellner estimation proceduse is employsd i1 cbtaining efficient
parameter estimates of the AIDS model.’ The sstimated model yielded an own-price -
elasticity of -0.703 for cereals, -0.954 for meat, -1.135 for utilities, and -0.782 for other
expenditures.

32  Simuolation Results

The macroeconomic model that we employ here is that by Bantista (1992). This
model, specifically tailored for an analysis of the probable short run impact of
macroeconomic adjustment policies, allows a fairly disaggregated characterization of how
the major agricaltural sectors are likely io be sfecied by these pohnns. This feature is
important to our analysis since, as we have seen above, agriculture contributes the largest
sectoral share in aggregate poverty; it is also the sector which has contributed most to
totai poverty alleviation in the second half of the 1980s. |

Typical components of an adjustment program are exchange rate realignment in
the form of devaluation and 2 contractionary monetary and Sscz! policy. Table 8 shows
part of the Bautista model’s simulation results for (i} a devaluation alone and (ii) &
combimation of devaluation and contractionary monetary policy.  The devaluation, as




expected, tends to raise agricoitural (as well as nonagricultural) prices. The contraction
of money supply partially offsets the inflation effect of the devaluation.

Tables 9 and 10 present the implication of the two cases on poverty by sectors of

employment. In both cases, the net effect is an incresse in aggregats poverty. The
humhpw:mmﬁmsmhighcrmmamm-lmmhimﬁmddﬂm
andmumﬁnnarymnempn]iq—than!hnehﬁmﬁulmu which involves only
devaluation. Ajthough commodity price {ncreases have wellare-r-dp ing ¢fTeet on
households as consumers, these raise the incomes of the numerically-large
entrepreneurial (self-employed) households. The profit effects are much greater in the
ﬁﬂmmmhmcmﬂm,pﬁmmmﬂampﬁmm&
commodities in the first case.

The pattern of change for the two cases are similar. Thus, in the discussion
henceforth, only the case of devaluation is further discussed.

The impact on poverty of the devaluation, when viewed in terms of the head
MMEMMWWEﬁMEImrdm Urban poverty, based
on the head count index, represents abont two-thirds of the change in national head
count index. On the other hand, when one takes into account the welfare deficits of the
poor as well as the distribution of these deficits mangihem,th:ﬁvi;;ﬂamhrﬂsufmﬂ
i‘ﬂlhﬂiﬁﬁ are reduced disproportionately vis-a-vis urban families. Rural families, who
comeprise about 62 percent nflheMpupulaﬂan,waﬂd:cpmmmmmuf
the change in the national distribution-sensitive poverty index,
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It is frequently claimed thet because agnculture is largely tadabie ~ more so than
industry — a devaluation would hawe relatively large income effects for agricultural
households. This should réduce poverty in the sector, even in the short-run. Table 11
shows, howsver, that this may not necessarily be the case. Because the severity of
poverty is greatest among the disproportionately sumerous landless and small farmers
who arc net buyess af staples (Dallsacan, 1992b), the auerall net impact of price increase
on the sector is an mu:n;as-: in the average poverty gap. Based on the distribution-
sensitive measure, the contribution of agriculture 1. the change in the national
distribution-sensitive index is about 50 percent.

Table 11 further demonstrates the usefulness of household ﬂl-l."'i"l.'r}‘i, when
combined with simulation outcomes on macro-meso relations, in characterizing the
differential impact of policy reforms on various groupings of households. In this table,
households are reclassified according to the type of work of the household head. The
sclf-cmployed workers figure dominantly as the largest block of workers —~ they comprise
about 50 percent of al! workers — who would be adversely affected by the devaluation, at
least in the short run. In both urban and rural areas, they represent about 50 percent of
the change in the national distribution-sensitive index. Note, however, that the urban
workers employed in private firms, represent almost one-balf of the change in the
national head count index, 2lthough thiz group accounts for only 18 percent of the total
oumber of workers in the population. The rural workers employed in private firms —
also representing 18 percent of the population — are poorer than their counterparts in



urban areas, heace their contribution 19 the chanee in patinnai poverty man fe l'trg!'m'
percent).

Natice that workers in government and government « . ations account for
8 percent of the total number of worker: in the m::iuu. The majority of them
i urban areas; their average poverty is less severe $han fhe aversges lor other types ¢

workers. ‘Thus, government workers represeat only about 5 perceat of the national

poverty gap. It thus appears that, a5 part of an effort to reduce fiscal deficiis, the
retrenchment of workers in unproductive seciors of government is not tantamount to a
substantial increase in aggregate poverty. :

Table Izmmﬁmimmmmtmmmmmmmuf
utilities (defined broadly to include fuel, light, water, communication and transport).
surprisingly, given the relatively small share of vilities in the total consumption
expenditures of poor households, the increase hardly makes a dent on both the national
poveriy gap and the distribution-sensitive indices. The increase in lhc head count index
for urban bouseholds in mining, manufacturing, construction, and transport is somewhat
high, but these households represent anly shout 10 percent of the total number of poor
houscholds. vm:n their welfare deficits are considered, they are gt as a::'lvmuly_
*ffected as the rural poor. Thus, adjustment programs involving removal of subsidies in
power, fuel, water, and transport are not Fkely to have sigiificavtly adverse, immediate
“fects on the welfare of the Jarge majority of the pooT.
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4. Concluding Remaiks

A,ggrcga!-n: powerty fell poly slightly during the economic recovery period in the
second half of tie 1980swhen growih wreraged 5.8 percent annually. The two available
hovsehold surveys — the 1985 and 1988 FIES - covering this period indicate that, for the
Fhitipnines a5 a whole, the averase standard of living (as ltdicated by tnean consumption
per capits) did not hﬂﬁg}_._s.{gﬁt’immiy. However, the average rural household lures
slightly better than its urban eounterpart. On the whaole, much of the (limited) poverty
alleviation achieved during this period is attributable to intrasectoral improvement in the
distribution of living standards. What is even more remarkable was the large variaticn v
the relative importence of distributional effects across locations and sectors of
cmployment. Fufure research could substantially improve understanding of the procese
of poverty alleviation by looking more closely into the social and umpumicmpeds&f
bousehold incomé Jelermination, particularly in roral areas where the bulk of the pou
are located. |

The short run effects of commodity (particularly food) price increases that may
zocompany an adjustment program is an increaseé in aggregate poverty, even within the
agricultural sector. Particularly vuinerzbie are the numerically-large small agricultural
producers and Tandless workers who are net buyers of focd. Taking into acconet the
extent of deprivation of living standards, agricultural househelds can contribute nearky
ong-half of the change io aggregats poverty due to commodity price increases. Taking

all rural househalds together, the contribution can rise 1o nearly three-fourths of the




change m aggregate poverty. This therefore suggests that, among other things, the
provision of safety nets to the poor during adjustment must go beyond the urban sector
to include as well the adversely affected households in rural areas.

The removal of price subsidies on fuel, light. water, and transport is unkikely to
adversely affect the picture of aggregate poverty, largely because of the small share of
these goods and services in the budget ol poor Lonseholds, Yet, recent pﬁ'[[;;.'diséuﬁims
in the Philippines have given much attention 10 providing subsidies on these goods and
services.

Estimates of the short-run impact on poverty of certain adjustment policics may
be sensitive to the way the macroeconomy is modeled (Behrman, 1990). Thus, the above
results should be viewed as providing enly an idea of the probable impact of certain

Household targeting is a key element in providing safety nets to the poor at
reduced fiscal and economic costs. This would reduce benefit leakages to the nonpoor
households. Ideally, targeting would be based on incomes of households adjusted for ‘
size and composition. However, it is seldom the case that reliable estimates of
bousehold incomes are available. Efforts to obtain such estimates m:::l:l:mnﬁy
expensive and often impossible. These can easily raise the administrative costs of
mmmaunnsfers,andmchmwnumighi}mmﬁngsﬁnmm&udngWWh
nonpoor households. Moreover, these costs may add severely to the budget-deficit

problem which may have been partly the raison d'éfre for an adjustment program.
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Thus, other targeting mechanisme, albeil not perfect, may have to be relied upon,
or may have to complement household incomes.  These may include targeting by
geographical unit, by employment status, by oo apation of heusehold members, by
: iandholding chsa,.'glhhsidizing inferior commuodilies or inferior qualities, by nutritional

siatus ni‘l:nmmhnbﬁm, and by season of the year (say, in periods where seasonal

fiuctnations aerelym the ability of puor househ bls to gequure sufficient food).
Available evidence * that, when information (and hence targeting) is imperfect,

these mechanisms may be superior to targeting by household income or to a case where
traosfers are untargeted. As a general rule, targeting approaches that contradict
household bebavior the least are most likely 0 be successful in achicving income transfer
of mtrition goals, given the government outlay for safety nets. Two examples that meet
this rule are subsidies on food less preferred by rich housebolds, and rural work
programs with offered wages lower than minimum (legislated) wages and those
prevailing in the formal labor market. In the latter example, only poor workers who

need work the most are likely 10 seek employment in rural work programs.




NOTES

L See Foster {1984) for a review of the literature on 8ggregate poverty measures, Cn
the diversity of judgements conesrning the meuar:mqu paverty, see Ailinson {1987),
Foster and Shorrocks (1991) characterize the ciass utmmﬂttpwnﬂy indices.

sec Alonzo et al, (1990)

Ly

2. For rzcent critical assessments on the Slalip
and Krogman et zl, {1992)

3. Powerty estimat=s based on consumplion per capita were higher than those based on
current income per capita. The headcount estimate bassd on the latter, for example, was

50 percent in 1985 and 48 percent in 1988, Thi: suggests that, for the poverty lines adopted
in this study, current income substantially understates poverty. in general, current incoms
permpmmarmmmtﬂuruudemmrty{MMM}.

4, The shere of oﬂleructﬂrs“mmm]pcpu-iﬁmﬁfm-mnémth: clastering
of families whose occupations were not declared into this category.

5.  The same order of magnitude is obtained for the carrelation of sectoral per capita
income and poverty incidence.

6. Varian {1983, p. 124) refers to it as "indirect compensation function." We ﬁlﬂﬁw
convention in poverty assessments in calling it "eguivalent income." -

7.  See Balisacan {i!?ﬂc} for detzils on the estimation of the AIDS model for the
Philippines.
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Wate: Cossumption and inceme are expressed in 1983 prices, using region-specilic *.
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Simnlatioe Resulis oo Heso Varisbles Fooed
oo Ve Pagtista Hodel

Sinetatiog

Palicy:
Bxchenge Rate
Bezey Supply
Pesulis:
Honagriculteral price
hgreculfural Price g
Tice 54 L0l
Cam N %
Livestack .45 L3
Cocaml 15.48 5
Supar g7 1%
Fish 13,55 1.87
Fheai 4,75 1)
General Price Lewsl - B0 )

5.3
4.35
3.4
.l
L4t
0.7
LU

N

of Mgricaltural prices usder base simulation aze in pesss
per Eilogra.

Swurce: Takle 1 of Batista (1992},
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Short-Pey {mpact on Foverty of 2 § Percent
ineresie in Lhd Brclones Eute

m——w————— s s aacaa

Porcantaze Point Change Copbritetisn i Tofal
Sector Bead  Poverly Distribefios  Fead Poverty Bistributjuc-

ceanl sl et pRp gensilive

Bzasire REGSITE
k:E Pailaes [:73 .37 s IR0 00 10600
Rurzl .97 .28 .95 4 M 56
£

Ayricaltmre 513 113 S LH MY A1l
fining g0 185 "1k 000 5 a5l
fanulactaring 1.68 143 id S
Btifity &0 LR 5% .94 [
Cansfruckion L ik B L1 L 4L
Trade L.l 15,/ a Ln B R
Tramport 1.5 .00 LIy 1.35 % S
Finazes &.00 1.0 SR B0 0% 0.3
Srvices 13 .57 A .31 P
Clhers 1.86 1.4g: R 5 | 5 S F
Grhan LiE 1.5 &8 LT 1IN
dgricuiturs |.R S S 519 A1 54T
Hinizg L R [l (e .38 0.2 - G2
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Finaace 1.76 3 1 ¢ 0.5 0.ef8 0.3
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Hote: See Table 8 far values of wess varjshlss.




Table 13

Short-Ran Ingect om Poverfy of a 5 Percent Increass im ik
Exchange Rzle and 1 § Percent Decrease in fhe Travy Sevgln

Percentage Toizl Change  Conlributisn fe Tolal

Sectar Head  Poverly Distribolion- Head  FPoverty Distrabeties-
comt  gp  semsitive wist gy sl
RezsuTE measnre

e

Al Families .07 L9 Lo 0000 jRee 10000
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Trade N T S Y
Transpart {0 S W T T S
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Others 18 LB LW TR BT
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8 Boverty of an Increase in Lhe Eichange fate,
T of Turker

iy e B

{xmln‘mtm {0 Tofal

Class of - S iE
urker tlun .ﬁt oo

St !s.r‘ Baverty Distribation-
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Buzal C
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Governaeal worker R T S
Self-aaployed R RIS L e ¥
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ote: FPepulation sheres do ot 260 ep o 100 dus fo the esclusion of sorkers who did mof
indicate fheir class categery.
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Short-Hun Impact o Peverly of 2 20 Pereal facrease
in fhe Prices of Btilities

Percentage Point Change Contribution to Tofal
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ol gp seasifive ount  gap  semsifive
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