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The paper provides a consistent set of estimates of povertiy
incidence in the Philippinez, investigates the determinants of
rural household welfare, and explores empirically an important
aspect of the so—called poverty targeting problem. Regression
techniques are emploved to explain (i) regional differences in
rural poverty incidence and (ii) the variation in rural househoid
welfare. The regression results are used to reinterpret (or
gquestion) a number of commonplace claims concerning the character
of rural poverty in the Philippines.

Poverty targeting is fraught with informational problem: The
poor are not eesily identilisble wnd the cost of targeting may be
quite high. In addressing this issue, the paper applies a simple
computational procedure to national survey data of family Incomes
and expenditures. The cguestion asked is: Given a fixed amount of
money available for transfers, which particular target group in
t+he Philippines should be the focus of attention for a maximum
reduction in rural poverty? The results of the exercise offer
useful insights for-poverty alleviation policies.
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Altheugh there are still onresolved issues in poverty
measurement, the evidence is compelling that the large majority
of the poor in developing courdries are found in rural areas.

=,
Why the rural poor are poor is, however, less understoed, partly
because of the diversity of their economic and social
circumstances, including the political environment in which they
tive, and, until the second-half of the 1980s, partly because of
the neglect of poverty research in the development literature.
There s, [or sxample, zcanty research on the impact of
economywide policies on the rural poor in less developed
countries. including the Philippines. Limited attention is
likewise given to the design of publie policies aimed at securing
the economic welfare of the chronically poor members of the
gociety. As is well known, tergeting public programs to the poor
groups is fraught with informational problems: the poor are not
easily identifiable and the costs of targeting may be quite high.
The challenge is to design policy interventions in such a manner
that the intended beneficiaries are reached and that the costs
ere less compared to alternative (untargeted)} programs.

In the Philippines, as shown In the next section of this
paper, rural poveriy coniributes nearly two—thirds of the

national poverty. While =ome progress has been made in the



recent pasit, the magonitude and severity of rural povertiy remain
high. The second section of this paper provides a comnsistent set
of estimates of poverty incidence in the Fhilippines. The third
and fourth sections then employ regression techmicgues to explain
(i) regionmal differences in rural poverty incidence in the
Philippines and (ii) the variation in rural household welfare.
The fifth section applies a simple computational procedure to
national survey data cf family incomes and expenditures to
address the issue of poverty targeting. The question asked is:
Given a fixed amount of money availakle for transfers, which
particular target group in the Philippines should be the focus of
attention for a maximum reduction in rural poverty? Finally, the

gsixth section provides concluding comments.

2 Measuring Bural Poverty

The statistical base for the analysis in this section is
mainly the various rounds of the pnationwide Family Income and
Expenditure Survey (FIES). These surveys were undertaken in
1951, 1965, 1971, 1975, 1979, 1985, &nd 1988. The 1975 and 1979
surveys, however, were not published due to some technical
problems, one of which was the implausibility of the data
generated arising from substantial undercoverage. Excluoding 1975
and 1979, it appears that the FIES provides a reasonably good
series — and the only one available == for the analysis. of
itrends ip income imequality and poverty over the last thres

decades. Unfortunatelwy, we have been limited to published
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tabolations for 1961, 1965, and 197%, and have acquired data
tapes omly for 1983 and 1988,

The identification of the poor and the attendant aggregation
which brings together the data on the poor into an overall
measure of: poverty, almosi always involve a construction, albeil
imprecise,: of n povecty line or threshold.' For practical
purposes, we define a poverty threshoid as the critical minimum
AMOUNT Lnghmp helow which & household {or person) cannot
attain a predetermined consumptiicn bundle of goods and services,
as judged necessary for the fulfillment of certain basic
consumption needs. moest imporlantiy (in the context of this
study) adequate nutritien. We have adopted the NEDA-FNRI-NSO0
tecimical working group's estimates of poverty lines for 1985 for
the country's 13 regions subdivided into rural and nrban areas.
We have adjusted these estimates for inflation to obtain poveriy
threshaolds . (at current prices=) for 1961, 1965, 1971, and 1968.
Although necessarilyv stil! Imprecise, these estimates take into
account regional price differences and consumption patierns (and
thus avoid a major shortcoming nf previous studies) as well.as
the desirability of imposing consistent definitions of poverty
thresholds throughout the period.of unu]ysis,]

Given the-above restrictive definition of poverty as a
single index of disadvantage - over economic resources, a natural
choice ofoindicator of living standards iz tobal consumpiicon, oF
expenditure plus home produced goods and services.. A houschoid

s

is then considered to be poor if Iis consumption falls below the



poverty line. One advantage of using total comsumption rather
than total income is that the former takes into account ‘the 2
household’s borrowing (or lending) possibilities. These. tend £05
smooth out temporary wvariations in current income, thereby
allowing the attainment of a certain level of living. Another
advantage of using consumption is that income may overstate the
level of liwing when mﬂﬂéy alone is not sufficient to guarantee
access to goods and services. This is, for example, the case
when goods are rationed or are not available.

Unfortunately, the available data allow us to estimate
comparable poverty incidence based on household consumption only
for 1985 and 1988. In an earlier paper (Balisacan, 1991), we had
argued that the FIES income data provide a reasonably mesningful
basis for the assessment of trends (rather than precise
magnitudes) of poverty incidence. Thus, in the analysis below,
we use income to establish tremnds in overall poverty incidence
gince 1961. However, for the analysis of the determinants of
rvral household welfare, we exploit the information on
consumption available in the 1985 and 1988 FIES.

Most researchers agree that a list of desirable properties
of a summary measure of poverty would have to include what has
become known as the monotenicity and transfer axioms faue to Sen.
1976). The first axiom states that poverty should increase

whenever, given other ihiags, the inecome cf a poor person falls.

The transefer axiom, on the other hand, simply =says that pn%erty
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should increase whenever a transfer of income from a poor person
Yo & richer one takes place.

A class of poverty measures which we emplov here is that
proposed by Foster, Greer, and Thorbecke (1984, hereafter FGT).

This is given by:

- T3y =
Poa ;}:1{_ 2 } £1)

where z is the predetermined per capita soverty line, ¥: ia the

-~

per capita consumption of the ith family, g is the number of poor
families (having no consumption greater than or equal to z), n is
the total number of families, and 20 i= & measure of poverty
aversion. The parameter o indicatesz the importance given ‘o the
poorast poor: the larger o is, the greater is the emphasis given
te the poorest families. As the valve of ¢ becomes very large,
Py approaches a "Rawlsian" measure giving weight only to the
pooTest among the poor.

The most commonly used povertiy measure. the Headcount (H)
index, is a special case of the FGT class of measures. That is,
for o=0, (1} simply becomes the proportion of the population with
a2 Btandard of living below the poveriy line. This indekx fails
both the monotonicity and trensfer axioms. Another familiar
poverly measure, the average paoverty gap, is also subsumed in the
FGT class of measures. This index (for a=1Y is the average, over
aill families, of the gaps between poor families' standard of

living and the poveriy line. as 'a ratioc of the poverty Iine. 'The
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index is sensitive to the depth of poverty, thereby satisfying
~he monotonicity axiom, but, because the poverty deficits are
weighted equally, it is not sensitive to the distribution of
standard of living among the poor. It thus fails the transfer
axiom.  Where the weights are the income gaps themselves, the

resulting P, measure is distributionally sensitive. For example,

for a=2, the resulting measure, PF io {1} ie then simply the
mean of the squared poverty deficits. This measure satisfies
both axioms for a desirable summary measure of pﬂvﬁrty.ﬁ

The F&T class of poverty measures is additively decomposable

in the following sense: The aggregate (population) poverty level
is simply a weighted average of the subgroup poverty levels, the

welghts being their population shares. That is,

P, = };vj.ﬁ-._j () (2)

where ¥; 15 the proportion of population %o be found in group j,
and m is the number of mutually exclusive and exhaustive groups.
This property proves to be extremely useful for our purposes.

For example, for a policy change that increases the incomes of
group i and reduces those of group j, we can work ocut the impact
of the change on each group's average poverty level, and then use
the groups’ respective nopulation sharez to estimate ££E new
eggregate poverty level.

Table 1 ghows the trends in poverty incidence for the

selected years. All the poverty indices exhibited a decline.




Basad on incoms data, headcount poveriv [ell from 75 percent in
1961 to &2 percent in 1971, to 58 percent in 1985, and bto 49
percent in 1988. The average poverty gap over the whole
populalion was about 40 percent in 1981, 30 percent in 1971, and
17 percent in 1988. Note that altheough income ineguality hardly
changed hﬁxwﬁcn 1261 and 1%Y1 (see Boiisacan, 1991), the
headcount declined by an annual average of 1.3 percentage
ﬂﬂiﬂt:,s' Thiw shows that the benefits of relatively modest
growth of GDP per cepita — averaging about 2 percent per year ——
during Lhi% period "trickled" down te the poor, aithough only
minimally compared to the experiesnce of other Asian countries.
Moreover, the ofl-repeated argument that the post—Worild War II
economic growth in the Philippines completely bypassed the poor
(sce, e.g., International Lebor Organization, 1974 Mangahas and
Barros, 1980; and Oshima. [990) is not supported by the fipures
in ‘Tabie 1." Note too, however, that the reilatively fast growth
oi the population —- averaging 2.9 percent per vear hetween 1961
and 1971 and 2.6 percent per year between 1971 and 1985 -— meant
& 3T percent increoase In the total number of poor families from
3.3 million ia 1961 to 5.2 million in 1988.7

The levels of poverty incidence estimated from consumption
data are higher thar thos¢ from inceme data. Morecover, although
the direction of change is consistenl in both sefs of estimates,
the proporticnal decline of poverty incidence tends to be faster
for estimates based on income then those based on consumption.

The FGT {a=2) measure, for example, showed a decline of 33



percent between 1985 and 1988 when one uses income, but anly 17
percent when one uses consumption.

The incidence of poverty was higher in rural areas than in
arban areas, although the difference tended to narrow down since
1961. This tendency paralleled the increase in the ratio of
sverage rural family income to average urban family iHCGME;H
Baged on the headcount index, Tural poverty accounted for the
bulk of overall poverly (nearly three--fcocurths in 1965 and 1971
and about two—thirds in 1985 and 1988), mainly because of the
greater number of families residing in rural areas. This
~ontribution appeared to be even larger if poverty gaps were used
as weights (i.e., consideration is given to poverty aversiom),
simply because poverty gaps were larger in rural areas than in
urban areas.

Earlier (see Balisacan, 1991}, we had shown that income
inegquality in rural areas noticeably increased between 1961 and
1971. This arose partly from the fact that the adoption of
modern technologies in the 1960s and early 1970s tended to be
initially concentrated among large farmers, with small farmers
catching up in later wyears (Herdi, 1987). The distribution of
agrieultural landholdings was also highly skewed. Finally, the
growth of productive employment opportunities in off-farm areas
was slow in relation to the growth of the labor force. Table 1
shows that despite the increase in income inequality, all the
indices of rural poverty showed a decline during this periecd,

further supporting the argument that rural {(mainly agricultural)
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prowth iftself, even i1f it initially ipereases income ineguality,
is a _powerful stimuius to poverty reduction.

There are substantial differencesz in the incidence of
roverty among the various regions of the country {Table 23.
Based on thE 1988 FIES, Metro Manila and Central Luzon, which
both accounted for 23 percent of the population, had the lowest
poverty incidence. Their combined share in overall poverty wae
nuuruximateiylﬁﬂ percent. Note that while Metro Manila had the

Liighest GDP per capita among the regions of the country, Central

iluzon's GDP per capita was slightly lower than the average for
all regions. Regions with the highest neadcount poveriy were
ficol Region (72 percemnt), Eastern Visavas (68 percent), Western
Visayas (67 percent), Central Visayas (467 percent), and Cagayan
falley (63 percent). Bicol and Eastern Visayas had the lowest
Ui pexr .capita among the regions. Western Visayas' GDP per
capita in the late 1980s was about 20 percent lower than the
national average. This region alse had higher land concentration
and higher incidence of landlessness than the national average.
The vast majority (60 percent) of the rural poor are engaged
aih ftarming (Table 2}, About two—thirds of all farming families
Were considered poor in 1988; this group had an average poveriy
=ap of aboutl one-fourth of the poverty line. The incidence of
roveriy was egually high among families whose incomes depended
Wmainly on fishing. Their contribution to total rural poverty,
Lowever, was mach lower (10 percent) than that for farming

tamiiies. simply because the former group accounted for only @
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percent of all rural families. Families dependent malinly on
incomes carned outside farming. fishing, and forestry comprised
another single block (about 36 percent) of families in the rural
areas.’ The incidence of poverty among this group was much

lewer —— about one-half of the families were poor and the average
income shortfall for the group was about 15 percent of the
roverty line.

A traditional characterization of the rural poor is that the
poorest of them are the landless and those who are dependent
mainly on wage incomes. Surprisingly, Table 3 shows that, on the
average,; the intensity of poverty, as indicated by income
shortfalls, among the self-employed is as severe, if not more
gevere, than “"wage® households {although there are differences
across occupations}. In agriculture, the poor self-employed

heads of households include primarily lessees, tenants, and small

cwner-cultivators.

Fa Explaining Regional Differences in

Agricultural Poverty Incidence

-

Porulation growth ir rural areas has outpaced the opening of
new lands for cultivation, particularly since the beginning of
the 1970s5. The inevitahte consequence of the limited ighwth of
employment opportunities Iin the nonagricultural sectors of the
economy has been the continued decline in farm sizes and in

cultivable land per unit of agricultural worker. For all farms,
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lthﬁ average farm size fell from about 3.5 hectares in 1960 and
1971 to 2.8 hectares in 1980, the latest cengsua yeaar.

In addition to farm size, tenancy and the size-distribution
of operational landholdings have been commonly asscciated with
rural poverty. Indeed, an important feature of post-World War II
land reform programs was the prohibition of share tenaney. The
argument has been that farmers are poor because of the high
incidence of tenancy (the proportion of farms under tenancy to
total quME}? considered one of the highest in Asia, and which
changed cnly minimally since 1960." The census of agriculture
in 1960 indicates that only about 45 percent of the total crop
and livestock farms {(and 53 percent of the total physical area)
wat fully owned by the operators themselves. In the 1980 census,
this was about 59 percent. The proportion of rented or leased
farms, on the other hand., hardly changed, from 37 percent in 1960
to, 3B percent in 1980.

The association between rural poverty and size—distribution
of agricultural landheldings, on the other hand, is not
surprising; considering that landlessness is highly correlated
with landholding cencentration and that the landless agricultural
workers are among the poorest groups and have litile employment
opportunities outside of agriculture. Southern Tagaleog and
Cagavan Val!lley do not seem to fit this generalization, but note
that agriculture has been more diverszified in the latter than

most of the regions and that, tor the former, employment



13

opportunities outside of agriculiure are available partly due to
its proximity to Metro Manila.

in systematically assessing the importance of the
aforementioned factors in explaining regional differences in
agricultural poverty incidence, we have eztimated "reduced form”
headcount and poverty gap functions using the 1985 and 1988 FIES
data. These data are supplemented by regional indicators
obtained from various sources. In each function, we have
included the following explanatory variables: size distribution
of farms (FDIST)., expressed as the ratioc of physical area above
10 hectares to total area; average farm size (FSIZE}; irrigatien
(IRRIG), expressed as the ratic of irrigated to total farm area;
incidence of tenancy, alternatively defined as the ratic of the
number of farms under share tenancy to total number of farms
{NTEKANCY) and as the ratic of area of farms under share {enancy
total area of farms (ATENANCY); level of urbanization (URBAN),
expressed as the ratio of urban population to total population;
and road density (R0OAD), defined as the ratio of total road (in
km) to total harvested area (in sg. km). IRRIG is a proxy for
land guality. The last two variables —- URBAN and ROAD — are
proxies for access to markets and off-farm employment. A dummy
variahle (YEARDUMMY) reflecting the macroeconomic difficulties in
1985 is also included. All the regression equations take a

double-log specification. The regression results are given in

Table £,
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All the regression equations explain no less than two-thirds
of £he variation in regional poverty incidence. FDIST is
consistently significant in all regressions., thersby affirming
Lthe common observation in the develcpment literature concerning
the negative association between operaticnal landholding
inegualiiy and rural poverty. FSIZE ies significant in half of
the six estimated equations. Although IRRIG does not appear to
ba an impﬁrt;nh determinant of regional headcount, it contributes
significantly to the variation of regional poverty gaps. This
suggest=s that, at the very leaslt, land guality is an important
factor contributing to differeaces in household farm incomes.
Neither ROAD nor URBAN is significant. It is, however, possible
that these variables could nci adegquately capture the influence
of access to markets and off-farm employment onportunities on
poverty in agriculture. Interestinels, ﬁnnnnuy s nat-
significant in all regressions. - {We will return to the
implication of this resuit below.} Finallw, we note that the
 severe macroeconomic difficulties in the mid-1980s significantly
influenced the incidence of poverty in agriculture.

What the aforementioned observations, as well as manv other
recent emplirical and theoretical studiesl;r suggest is that
Eenancy by itself iz mot as important and compelling correlate of
poveriy as expected: the ;ariatiﬁn in incomes within tenure
classes (reflecting the effect of farm size, yield, cropping
intensityv. lapd gualitv,; oic.) bes bBeen found to be much greater

than the variation belwesn classaes.
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The common presumption of past land reform designs in the
Philippines was that share tenancy would induce resource
allocation inefficiencies. That is, since part of the ftenant's
output goes to the landlord. there is less incentive for the
former to apply labor and other inputs to optimum levels.
However, recent empirical and theoretical development
increasingly shows that the same degree of efficlency can be
achieved under the share tenancy contract as, say, under the
fixed-fee contract and owner farming. Share tenancy contract
aleo has the added advantage of risk-sharing and tenant-landlord
credit relations., Over time and across space, however, contract
choice reflects the farmer's (and the landlord’s) consideratiom
of economic, social, and sociological factors. In rural
environments, for example, where production is risky (and the
farmer is risk-averse), both the share tenant and the landlord
may find it mutually advantageous to choose the share tenancy
contract. In general, in the absence of tightly enforced tenancy
regulations, the efficiency of alternative contracts depends on
the relative magnitudes of risk, transaction costs, and returns

to entreprensurial abi!ity.n -

4. Examining the Determinants of

Bural Household Welfare

To predict the impact of specific policies on household
welfare, it is useful to move beyond explaining differences in

regional poverty incidence to understand as well which




characteristies of households and of the envircomment in which
they live enable them %o raize ftueir econoumic welifare levels., Ix
this section, we attempt to investigate the underlying causal
structure of the welfare levels of rural households in the
Philippines. For this purpose, we build on the ecarlier work of
Neaton and-Muellbauer (1980) and, in large measure, Glewwe
(1990). The data used cover all 10,057 rursl families in the
1958 Family ;Pcnme and Expenditure Survey.

Duality theory allows one to express copsumer preferences in
terms of the expenditure (cost) functions, whose arguments
include the prices of goods and services (Dys.-.sBp)s the
characteristics of housenuld memhorvs woeh as their ages and sex
{&jr¢+2sa,), and the utility level (U) which the household aims
to obtain. For analytical convenience, the form of the
expenditure funetion can be restricted so that the vector of
household characteristics appears as a distinct function which
i

serves as a multiplicative fuctor wifth recpect to the rest of ihe

expenditure function. This can be written as:

2]

08 - el o al) B P o) (
whers EL iz the expenditure level of housshold h and Teoy s per
capita expenditurc.” Intuitively. waat (3) says is that there
exists a per capita expenditure function E(.) which can be scalec
up or down by the multiplicative factor m(.)}. Put differently,
if the reference household comsists of one adult only, then the

cost function of any household h with demographic charccterisiics
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charactcristi:s can be made by dividing (3) by m(.}, However, in
Practice, gne Can never estimate m{.} without making certain
untestable assumptions (Deaten and Muellbayer, 19865). Following
Glewwe (19903, we makea a further simplification by assuming a
linear form of the expenditure function {though quadratic
specification is used for certain variables}. The function ta

estimate ig:
s 3 TR Y, +; Brkf+e (4)

where the . are coefficients, 4; and K; are predetermined op
eXogenous variables, and € is a random error term. This
specification i Simply a reduced—form functionat relation of
certain underlying structural relationships (labor supply,
Production funetion, ete. ).

For ocur Purposes, we refer to the a: variables as mainly
dousehold composition, specifically age and number1af household
members. The K; variables, an the other hand, include: (i}
household structure, (L1} Luman capital and physica] agsets, and
(iii) locatianat ch&racteristies, The household Etructure
variables comprise the marital status of the household heag and

the employment status of the household head's spouse. Hunfan
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capital variables are represenied 0y the age (and its square) and
ithe educational attainment of the household head. Physical
&55Et5-.whinh contribute, dirzctly or indirectly, to household
incomes, are proxied by the rental value of owned house and/or
lot. In‘addition, transfers from both Aomestic and foreign
Jources cancaugmanl the economic Tescurces available to the
househald. Some of these transfers may be endogencus; PoOOLE
households are; for example, likely to be recipients of reliefs
from privale and govermment sources. Parameter estimate on this
variable may thus aave guzitive bias. Locational
characteristics are repressnted by regional dummias. This last
set of .variables serves to capiure regional differences in
infrastructure and the physical and economic environment which
can have iadependent influence on ¢conomic rewards te production i
factors:; and hences on rural household welfare. The definitions
of these variables are given in Table 5. The results. of the
regression . analysis ave reported in Table 6.

Stricktly speaking, one can only interpret the estimates in
Table 6 as explaining the variation in the rural household |
welfare conditional on past decisions concerning the . cumulation A
of . stocks of human and physical assets. They do not explain the
process by which households have sccumulated these assets., To
the extent that selectivity in asset accumulation takes place,

the bemefit to a typical household of owning a certain asset

R

could be overstated. Usspile this limitation, one can reasonably

take these estimates as providing the order of magnitude on the



19

likely effects of certain government policies on rural household
welfare.

As shown by Glewwe (1990), the household composition
variables cannot be interpreted as directly affecting household
relfare since these variablus are also used to comtrol for
differences in household composition when using expenditure
levels to measure household welfare. Their inclusion, however,
allows such interpretation to be made for the other included
variables. Thus, below, we zkip the interpretation of the
household composition variables.

Households headed by men whose wives are not employed —
comprising about two-thirds of the rural households in the 1988
FIES — tend to have the same level of household welfare as the
reference group consisting of households headed by women. But
those households headed by men whose wives are employed have, all
aother things being equal, 11 percent higher level of household
welfare than the other types of households. These resulis
suggest that the conventional wisdom that households headed by
women tend to be poorer than households headed by men,“ ie only

-
partly correct.

Marital status also affects household welfare. Households
whgse heads are sinzsle, widowed, divorced or separated~tend to
have lower household welfare relative to those whose heads are

married. Yet, as noted above, one should not use these reduced-

form estimates as & substitute for estimation of underlying
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straetural. equations, linking marital status, labor force
participation. occupational choice, etc.

The household head’s working experience is represanted by
the age (and its Sfuare) variable. The statistical significance
of the quadratic term of this variable suggests a typical "age—
earnings: profile” commonly demonstrated in the human resources
literature. The other human capital variable, education, is
represented by dummy variables, In relation to an otherwise
identical household where the household head has either no formal
edueation or anly attended but not completed elementary
education. a household where the head has completed elementary
education has & parcent higher level &f Lhousehold welfare. For
the household where the head atiended or completed hign school
education, the level of household welfare is 20 percent higher
than that for the reference household. Finally, a household
headed by one who has sitended or completed a college education
tends to have a level of household welfare 42-71 percent higher
than that for the reference nousehold. Again, it bears
recognizing that these estimates are conditional on past choices
in human asset accumulation, implying that the parameter
estimates overestimate the rates of return to educati -.

The physical asset variables are both pesitively associated
with household welfare. These assets contribute, directly or
indirectly, to incomes of households.

The regional dummy variables reprasent rural arcas cother

than Central Mindanao ia Soalze—- Philippines (Region 12). Wide
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differences in household welfare across regions are revealed by
the parameter estimates. A household in Central Luzon (Region
3), the country’'s most progressive rural region owing te its
proximity to Metroc Manila and to massive investments in
irrigation by past political regimes, tends to have the same
level of household welfare as that in the reference region which,
among the country’s 12 regions (excluding the National Capital
and the Cordillera Autonomous Regions), has the highest
land/labor ratio and a relatively less skewed size-distribation
of landholdings. A household in Central Visayas (Region T), a
region with highly skewed size-distribution of perscnal income
and of agricultural landholdings, has the lowest level of
household welfare. This is followed by a2 household in Bicol
Region (Region 5), the country's most economically depressed
region owing to its poor state of rural infrastructure and te
natural calamities (i.e.; tgphnuns}.

In summary, the variation in the welfare level of rural
househeolds is attributed to differences in (predeltermined)
ownership of human capital and physical assets, in hnusehn}d_
structure, and in locational characteristics of houséholds. It
bears repeating, however, that our reduced-form estimates are
conditional on past decisions with respect to the accumulation of
human capital and physical assets as well as to the choice of
occupation and location. The investigation of the process of
accumilation, including migration decisions, is beyond the scope

of this paper.
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3. Poverty Targeting

ia can now ask: How can one target the poor in such a way
that, glven limited budgetary resources, the reduction in total
poverty is maximized? Put aneother way, if subsidies (e.g., food
EUbEidiES; are going to be removed owing to, says budgetary
pressure, how ecould it be dore in such a way that the impact on
poverty is mynimizad? Tdeally, an efficient policy is ooe that
targets the poor directly. 1t is, of course, well known that
targeting is imperfect owing to 2 veriety of reasoms: costly
administration of subsidy programs, bureauvcratic corruption and
rent-seeking activities, leakages arising from imperfect (costly)
identification of intended beneficiaries., etc.

To address this issue, we draw on the earlier works of
Ranbur (1%987) and Kakwani (1990). We maintain our assumption in
section two that each household belongs to a mutually exclusive
group. Suppose that the income of each househoald in a particular
group, say j. increases by a fixed egqual amount owing to a
targeted government program. Then, using (2)., we know that the
proportionate reduction in fotal poverty is AP /P, = (B)=P.) /P
where P 'is the total poverty incidence after an equal increase
in income of A for all houwuseholds in group j. But because the
poverty budget is always limited, the reduction in poverty must
be compared with the coest of targeting. The cost of targeting
the Jjth group is equal to the product of the population
proporticn Tjaﬂd 3. Thae targeting indicator for group j can

then be written as
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AP, 4
5 -1¥; (5)

k..lr‘-

Intuitively, (5} indicates the proportionate reduction in total
poverty associated with a dollar of poverty budget for group j.
A similar indicator for the whole population Dﬁzl} can be
estimated. Let this indicator be k. One can think of k as the
proportionate reduction in total poverty associated with highly
imperfect (untargeted) transfers. Where k is used to normalize
E:y one obtains a measure of the poverty-reduction efficiency of

3
targeted transfers:

ki - k/k (6)

Clﬂarlﬁr where k; is equal to one, targeting transfers to group
J is nmeither superior nor inferior relative to a case where the
transfers are left untargeted. Where the targeting indicator is
greater than one, it is more efficient to target transfers to the
group than not to faréﬁt at all. The normalized targeting
indicator reaches a minimum value of zeroc if there are no poor
households in the targeted group. Where the poverty budget
allows the targeting of several groups, maximum redyctiom in
tét&l poverty can be obtained by choosing those (mutually
exciﬁﬁiv&] household groups which have the highest wvalues of k;.

. To implement this procedure, ;E have classified ﬁ;usahnlda
according to their spétiai (regfnnalj location As well as sociog—

economic and demographic characteristics. This type of
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information ia typically avallatle in most household surveys.
The resulte of the exercise are given in Table 7.

& éuticcublﬁ feature of the exercise is that the ranking of
hovsenold groups with rTespect to the value of the targeting
indicator is dependent on the poverty measure being employed.
Households £L Central Luren. For cxamnle, give the second highest
value of targating "o . ntor based en the headcount measure, but
the second loweési based on the FGT measure (for a=2). This
suggests that, based on Lthe Ffirst measure, Central Luzon, which
has a relatively low moverty incidence (sea Table 2), is an
appropriate region for toargeting, but based on the second
measure, it is an inappropriate onme. This unusual ohservation
arises from the facit that a large proportion of the population in
Central Luzon is clustered around the congsumption level which is
not significantly lower than the poverty line for the region.

The effect of income redistribution has thus little effect on the
poverty measure which is sensitive to the distribution of incame
among the poor.

Based on the distributionally sensitive poverty measure, the
following regions and household groups are considered good
targets for poverty reduction:

1. Hougseholds living in Central Visayvas, Bicol Region, and

Eastern Yisayas:
- Households in agriculture, mining, and quarrying;
X Little or no education of househcold head;

L Are of household head 15 J6+=43 years:
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L5 Households with high dependency ratio {(child=adult
ratio is from 0.5 to 1.0);

- Large family size (7-12 members);

Ta gelf-employed heads of households; and

8. Bural families dependent on farming, forestry, and

Fishing.

One can improve upon the targeting by combining two or more
of the above household characteristics. One obtains, for
.Exaﬁﬁfe, that households located in Western Visayas and Bicol
Region, whose heads’ main source ai livelihood iz farming, and
whose heads are not elementary graduate, are a superior target
for poverty alleviation.

A caveat ig in order here. An assumption in this exercise
iz that all the gﬁins of targeting accrue to the group being
targeted. If there are substantial leakages of poverty budgets,
the targeting indicators overestimate the impact of transfers.
It is also possible that the transfers induce changes in
household behavier (e,g., in labor supply) which may influence
the outcomes of transfers. Where these changes are not
negligible, it is important +to carefully specify the struectural
relationships governing consumption decisions, earnings,
migration, etcl Finullj, the specifie policy instruments to
effect transfers may matter and these have not been spelled out.
Future targeting exsrcises may have to deal with these and

similar issues.’ ' '

'~
T 0. L
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6. Concluding Comments

Though there are stil! unresolved issues in poverty
measurement, the indications are that the "war against poveriy”
in the Philippines will continue for a long time, given the
ragnitude of the problem, sertizularly in rural areas, and the
economic anﬂ"}n‘i+Fr;J ~onstraints to reforms toward sustained
economic growth and poverty alleviation. Based on total
household expenditures which can be argued ito provide a better
indicater of standard of living than total household income, ihe
poor as a proportion of the total population slightly diminished
from about 64 percent in 1%85 to 55 percent in 1988. The average
poverty =iy (for the wvhole population) dropped from abhout 25
percenc in 1985 to 20 percent in 1988. The size—distribution of
income during this pericd hardly changed, suggesting that the
little reduction in poverty was brought about mainly by the slow
{and unsustained} growth of GDP per capita which averaged about 2
percent annually during the same period.

Sustained, rapid growth of productive employment
opportunities represents the key to continued poverty reduction.
When this growth is coupled with an improvement in the size—
distribtution of income and in the poor’s access to opportunities
for the development =7 their major asset, their labor, the
reduction in noverty can even be faster. For the landless rural
< sor, cecess to land offers immediate and lasting benefits. A
major land redisiribution. however, is not likely forthecoming,

given the strong resistance against it by the landed elits, the
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magnitude of landlessness, and the goverument’s fiscal
constraint. Landlords have, time and again, demonstraied
themselves to be politically powerful. and they —— and the
nenpoor in general —— have exerted a stirong influence on policy.
Improved access to opnortunities for the davelopment of the
poor’s human assets also offers lasting gaina for rural poverty
alleviation. Among ihe most important of these are education and
vocational training as well as health and nutrition services in
rural areas. Rural infrastructure and technology development is
another area which can go a long way in increasing rural incomes.
But even here, reforms aimed at channeling more of these services
to the rural poor, are likely to be met with some resistance from
the nonpoor (especially from urban areas). although it is not
likely to be as intense as that attendant wifﬁ land
redistribution. The support to these reforms can be enhanced by
bringing together the poor and certain nonpoor groups that have
interest in seeking reforms. The nongovernmental organizations,
private volunteer groups, and development assistance agencies are
potentially powerful allies of the rural poor and reform—oriented
edvocotes within the government hierarchy, for poverty—reducing
reforme. Unfoertunately, the political power and administrative
machinery of these groups still remain largely unharnessed.
Finally, we have shown that, given limited poverty budgete,
there are high payoffs, measured in terms of the reduction in the
overall poverty incidence, in carefully targeting transfers tn

certain household groups. A logical extension of the analysis is
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oy
A1

to explicitly specify the policy instruments requirasd to achieve

the transfers.
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MOTES

: See DBalisacan (1991} for a detailed discussion on the
limitations and comparability of the wvarious rounds of FIES.

2. For a discussion of the conceptual and empirical issues
involved in poverty measurement, see Hagenaars (1986), Buhmann et
al. (19883}, Srinivasan (1990), and Atkinson (1991).

3. The poverty line can be argued to be positively related with
correlates of development (e.g.. urbanization). Ravallion et al.
(1990), however, have demonstrated that, for a large number of low-
income countries, real poverty lines tend to increase with growth,
but they will do very slowly for the poorest countries.

&. See Foster (1984) for a review of the literature on aggregate
measures of poverty.

5. These rates of decline were, however, lower than those for
other countries of similar income level, bﬂﬁed_ﬂn data in the World

Bank's World Development Heporit 1990 {(pp. 453—48).

. B Interestingly, the same basic data from the FIES series were
used in these other studies. However. in contrast with this paper,
these studies have employed a mixture of definitions I%Fh respect
to poverty norms, units of analysis, and level of &Egregntinn,
thereby making compa.iscn of poverty estimates for wvarious years
problematic.

7. See Balisacan (1991) for an analysis of the sensitiveness of

poverty estimates to varying levels of poverty line.
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B. Average real family income in rural areas increased by 19
FEFCEQt between 1961 end 1965 and by another 19 percent between
1955 and 1971, In contrast, while average real family income in
urban areas Iincreased by 21 percent in the first periocd, it
stagnated in the gecond period. Thu=s, *hs rural-urban income ratio
increased fr;m about 40 percent in 1561 and 1965 to 48 percent in
1871,

L
9. There is wver-representation here owing to the Iumping of
families whose occupations were not declared, into the “other
occupation” category.
10. Changes in category defipiticns of farms do not make the last
three censuses of agriculture sirictly comparable. Many of the
carmarcial fplantation erops tluﬁéified as manager—operated farms in
the 1771 census, for example, were classified as farms "leased for
a fixed amount of money/produce™ in the 1981 census. Quisumbing
and Acrcisna (1987, p. 39) conjectured that the 1980 census was
meant to "shed less light on distributional matters than its
pra-d ipaors (not in terps of the design of the census, but in the
mannar of ita reporting).”
11. .Fﬂr an excellent survey of the literature on share tenancy and
alternative contractual arrangements, see Otsuka and Hayami (1988)
and Otsuka, Chuma, and Hayami [(forthcoming).
17 See Dteuka, Chuma, and Hayvami (forthcoming).

%, % oswwe (1990) also includes the price variables as arguments

5

This would be aporopriate in cases where there are large
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differences In “relative prides ‘(e.g.. vyurbhar ve. rursi Areagl
However, In our case, Felative price differénces [FMRG varinus
rirg] 'Fegions are guiie smEll and hends price variables cin Ba
sefely Tgnored Tm o @mi.}.

14, "Thizs i=s & stenderyd bavumpiion employed i the estimation of
eguivalepéa scales feor the cost of chiidren' fsee Deaton and
Meellbaver, 1980, pp- 193=-5; Tsakloglou, 1991}.

15. Tt ghould ‘be recognized that merital’ =¥atus apd the' Tabor
force participotion of the 2pouse (i.e. ) wiféy are to some dggree
themselves influenced by inceme prospecis and otker factors. The:
are ‘{bus not entirely exogenocusiv given. On this and relsted
isdues, see Behrman (199G,

14. - See, Ter exemple, World Bank (198%9).
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Normal ized Targeting Indiceters for Reglons
erg for Veriouw Iocie-foononic and Sencgraghic Groups

e o o g e o e A E EHE H B B S e et o o o o 5 g o o e i o g e TP

Valus of Tergeting Indicator Baded an

0 U 0 0 e 5 i e - i e i 58 . ol e

Feglooyhres Kendooum] Fovarty w FBE
i {==2)

.....................................................................................

E- Family Size

¥-3 1.0% .6 g
4 -8 1,08 o, pe 055
T-9 . .84 127 R
i - 12 0.7 L e 74 Tk

F. Child-Adult Botia

tess then 0,25 .94 L {155
035, 048 ' 1.60 1.02 098
0.30, 0.7 ; 0.84 1.38 1.58
0.75, 1.00 0. 34 1,51 1.6

e CeriaTion of Ecusehgld Haesd

Profows icnal 0.8 1,40 a.35°
Adzinfetrative 003 .55 g.00
Clerient _ .38 oLAT .45
EEfey p 083 0 _& d.84
Farvice 1.24 &.72 L. 1)
Egricutturet 0. %% 130 .37
Frocuct for 1.84 T.90 0,83

Horkers nog.c. _ LAT 050 a.73

. Ecoramic Secter

Fgriouttury 055 t.50 137 ¢

Hining & Sumroying Z.41 1.30 1.25

Beratacturirg - .1 Q.7 a.&%

Electricity, Ges & Weter .60 : i. 75 .0

Constryei fon 1.4 A ] 0.58 Ny {
Trace .85 .49 040

Transgarratian Ttk G BE oyt |
Finsnce _ &7 q.4% .35

Lervices .95 .56 Q.45

Sthery . 281 . 1,30 8,93 |

e e AT I LA I IS TR IS T R SRR SRS EEEE S BT B e m o o i e e N T B e e




Table T (cont.)

Hormsiiisd Targeling indicsters for Kegions
= Tor Yarisus Socio-Foongmic and DemegrEpiic drcaEs

e PR PR EE AL ET R N R EE S S B ek o o e i o o i e O R o

velve of Tergeting Ingtenter Eesod o

B2 Lfhres . Hendeouni Ravarty P ET

____________________________________________________________________________________

1. Blae=s of Worker

Vorsed far private 1.68 .76 B
ﬂ':ﬁli.ml‘ =

work B far gevervsenis .55 il [
EOVETTYRETT COTPETAT 60 .

Talf-emgrlayrd ; §.i2 1.1 722

Erzlicver in femily- ) 925 0.7 2
Gperrated buminess

warked with pey on o G0 b | o,

fawily-aperaiad buplineog

Uorked without pay of o ¢.73 &, T8 1.1F

fand Ly-operated buslnesa

4. Rocsl Familien -

by induntry
Farming
Lages . .55 .43 1.5
- Sekf-anpToped .03 1.51 1.37
Nifears . TE §.0% 0.95
Formairy 042 1-3a .5
Fishing .77 1.3% 4k
Rgri, Eervicas . g.0m 0.08 9.00
Ol DecupsT (on
Wrgas - : 1.09 .70 5
Zalf-eopd gyad %8 .50 &.72

e RN S T AT A S PR T I E A TR LT TR N SR . -




