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Abstract

in this study we attemnptad {o apply the subjective definition of poverty based on a version of
the income evalualion question to analyse the perceplion of households about their welfare
and fo derive the paverly line and poverty measures in developing country setting. The resulls
aré encouraging and indicate tha! meaningful responses can be oblained fo the income
evalualion guestion. The findings show that in general households are more concemead abaut
their absolute welfara than their welfare in comparisan with others In addition, we found that
household needs rise with the size of the househaold, sax of the head of the household snd the
ediicalion of the head of the household,

1. INTRODUCTION 4

Decades of research on individual welfare and poverty have not yet resolved the
major measurement issues. There are still controversies surrounding the choice of the
welfare indicator, the derivation of the poverty line and the choice of poverty
measures. While substantial progress has been made in developing poverty
measures with important desirable properties (Foster et al., 1984) the determination of
the poverty line continues to be a thorny issue. At the theoretical level the poverty line
is defined as the expenditure of incore level required to attain a given utility level
chosen to define poverty. This approach, however, does not provide a well-defined
notion of poverty that allows identification of the reference utility level and hence the
cost of attaining it. The methods often employed in practice in setting poverty lines are
therefore, not explicitly expressed in terms of welfare theory, Approaches that reject
utility as a metric of welfare prefer to base the measurement of poverty on some form
of commedity deprivation’ _ There is however, no unanimity on the specific form of the
commaodity deprivation that could serve as the basis of measurement

Another dimension of the ongoing debate on the definition of poverty relates to the
long-standing controversy on whether poverty should be viewed as a condition of
absolute or relative deprivatinnz. Absolute poverty is defined as the inability to afttain

" The final version of this article was submitted in May 2002.
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basic needs consumption level irrespective of the general standard of living. The
relative concept, on the other hand, related poverty to the general welfare in society
and often identifies the poor as those falling below a certain fraction of average
income or 2 specific per centile of the income distribution There are a number of
conceptual and measurement problems raised in relation to both definitions. With
respect to the concept of absolute poverty, it is argued that the basic needs
consumption level is not easy to define (Atkinson 1975). The attempt to overcome
this problem by trying to ancher the basic needs on food consumption does not sclve
the problem either as It is not possible to determine nutritional requirements uniquely.
Nermative judgments will, therefore, have to be made regarding what constitutes the
basic nutritional requirement. There is, however, no guarantee that expert judgment
will correspond to observed consumption behaviours which are determined not only
by nutritional requirements but also by social conventions,  Moreover, a greater
degree of arbitrariness is involved in giving allowance for basic non-food
consumption.” In view of these, it s argued that any meaningful poverty line is
inevitably Influenced by contemporary living standards and that poverty must not be
seen as an absolute but a refative concept (€.g. Atkinson 1975 and Townsend 1979).
Relative definitions of poverty too do not escape from the prablem of being based on
exogenously set parameters. the poverty cut-off point of the income distribution has
to be chosen by the researcher,

At the other extreme |s a strand of thought that rejects the “objective” definitions
altogether and contends that poverty cannot be meaningfully quantifie in terms of
ohjective critarig and prefers to make subjective and qualitative poverly assessments

An intermediate approach that has evolved in the last two decades is what is now
referred to in the literature as the subjective poverty definition. This concept is based
on the perception of individuals about their own well-being and attempts to relate
such subjective welfare levels with the actually observed income. Such subjective
welfare levels themselves are essentially based on some form of income evaluation:
ndividuals are asked what they consider to be an absolutely minimal income or two
state [ncome levels they think correspond to different categarical labels designed to
represent different weifare rankings. These are related to actually observed income to
define a subjective poverty line (SPL) (see next section for formal definitions).

The subjective poverty definition has at least three advantages. First, it avoids an
initial understanding (or definition) of poverty as an absolute or relative concept,
\Whether poverty should be considered absoiute, relative or somewhere in between is
determined from the data itself and hence as a perception of the society about
welfare and poverty. Secondly. it does not reguire setting parameters a prion 1o
identify the poverty line: they are determinaed empirically. Finally, its data requirement
is easily obtainable: at the minimum data on income and responses to the gualitative
income evaluation question will be sufficient, If more differentiated poverty lines are
desired data on household size and composition and other relevant characteristics
may be required.
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Despite these advantages, however, its application has been restricted to poverty
studies mainly in Europe and has virtually not been applied to studies in the
developing world.® One reason that may be given is that the concept of income on
which the SPL is based is hard to define in the context of developing countries where
monetisation of the economy, particularly in rural communities is very low and the
major income source is subsistence proeduction. There is no strong reason why it
cannot be applied to situations where cash income is predominant and meaningful
responses can be obtained to qualitative income evaluation guestions.

This study attempts to use a model based on a version of the income evaluation
question to derive the SPL in an urban context in Ethiopia. Unlike most previous
studies, the parameters of the model are estimated from a two-year panel of a
sample of households in seven major urban centres of the country. Apart from
deriving the poverty line, the estimated model is used to examine whether
households perceive poverty as a relative or absolute concept and to assess factors
that determine household welfare evaluation and hence the poverty line.

The next section reviews the major approaches used in measuring subjective
poverty. Section 3 discusses the dats and estimation procedures employed in the
study, Section 4 presents the results and Section 5 concludes the paper.

2. APPROACHES TO MEASURING SUBJECTIVE ROVERTY

The concept of subjective welfare and poverty starts from the premise that people are
the best judges of their own situation and that their opinions should ultimately be the
decisive factor in defining welfare and poverty. Subjective poverty measures are
therafore derived on the basis of survey responses of individuals to questions
“designed to solicit their opinions about their weifare,

Two approaches are commonly employed to evaluate individual perceptions of
welfare, and based on that to define poverty. One of the approaches defines poverty
on the basis of individual responses to what is called "the minimum income guestion’,
and the other on the basis of the “income evaluation question”

The minimum Income guestion asks the individual respondent to state the after-tax
ineeme he, under the circumstances he is in, considers to be "absclutely minimal™ or,
in other words, the income level below which he thinks he "would not be able to make
ends meet’ ® The stated minimum income, designated by Yn., 15 interpreted as the
value of the cost function at the weifare level "making ends meet” (Danziger et al,
1884} and hence is taken to be the individual's poverty line. That is the individual is
considered Lo be poor if his actual income. Y, Is less than Yo, Such a poverty ling,
however, may lead to inconsistency in classification; it is possible that individuals at
the same standard of living may state different levels of minimum Income and may.,
as a result, be classified differently. To impose consistency on the individual sunvey
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responses, it is postulated that the stated minimum income varies systematically with
actual income and a vector of other individual characteristics, x, such as household
size and composition and income in the respective reference group:

Yinin = (Y, X) (1]

And the poverty threshold, called the subjective poverty line (SPL) is defined as the
solution of equation 1 given the values of x. i.e.

M s % 50) [2]

Since. for given values of x, f can be assumed to be monotonically increasing in Y
with an elasticity of a (0<a<1), a unique solution. It consists as depicted in Fig.1a®.
Individuals whose actual income is less than Y*., are considered to feel that their
income to make ends meet, while those whose actual income exceeds Y*, to fesl
that it is sufficient. Hence Y*n., is the income threshold that divides the poor from
non-poor. The vector x however varies across individuals, in which case Equation [2]
can be used to generate a set of poverty lines differentiated by the companents of x
as depicted in Fig.1b. "'
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The secend approach is based on some vanation of the income evaluation question:
Which after-tax monthly income would you in your circumstances consider to be very
bad? And bad? Insufficient? Sufficient? Goed? Very good? (Kapteyn. et al., 1985)

Assuming that the verbal labels "sufficient”, "good”, etc arouse the same emotional
feelings ameng all respondents, and hence different individuals associate the same
level of welfare with each label the survey responses can be used to compare
individual welfare levels. This assumption, it is argued, is sufficient to make
comparnsons between welfare classes defined by the verbal gualifications without
requinng any assumption regarding the precise relationship between welfare and
income (Hagenaars 1886:45). The assumption could also be sufficient to derive the
poverty line when the intention is to compare poverty within the broad welfare
classes The povenrly line in that case can be readily obtained either by averaging the
incomes of all those individuals who say their mcome is "sufficient” or by locating the
ntersection of the actual income level with that associated with the verbal explanation
‘sufficient” in the same way: as 1s done in the case of the mimmum income question.
Both procedures proved the poverty line 15 associated with the welfare |evel
"sufficient”

To compare welfare levels within the broad classes, the individual welfare function of
income denated by Uly), 15 denved from the responses to the income evaluation
guestion. The weifare function of income is a version of the cperationalisation of the
cardinal utility function of income and describes how an individual evduates different
levels of income.  Assuming that welfare s cardinally measurable the verbal
evaluations are converted into numerical values on the [0,1] interval by identifying
them with equal quantles. The relationship between an income leve!l y and its
evaluahon js then represented by the log normal distribution, A, considered to be a3
theoretically and empirically plausible approximation, i.e

L{y) =AMy, o, s) = Nllny - g [3]

Where N s the normal distribution function. Thus the individual responses can be
summansed by the estmated parameters of the lognormal distribution x4 and =
Foverty 15 then defined as a situation of low welfare level and the poverty line as the
ncome level which yields that welfare level. Thus for a low welfare lavel represented
by & (0<4=1), the poverty line, called the Leyden poverly line (LPL) is derived as a
soiution to:

Alag o =N{ny, -p)e 0 1) =4 [4]

Where 4 is exogenously determined’. As a solution to equation 4 we obtain’

5
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In Yu: = by =+ ps Ug [Ei

VWhere u, is the a-guantile of the standard normal distribution, The parameter i is
assumed to depend on the individual's actual income, ¥ and the veclor of other
household characteristics, x. ie &= f{Y.x). Thus we can write

Inys, =flinY.x) + pi Uz (6]
Fixing p, at some value (usually at its value in the sample) and solving
Iny* = f(ln y"x) +p uy 7]

gives the LPL. Just like the SPL, the LPL could alse be differentiated on the basis of
the components of x.

While the LPL |s based on the underlying theory of the welfare function of income a
similar theory from which a model explaining the SPL is derived does Eut exist, If the
SPL, Y*., is interpreted as the income level corresponding to the welfare level
“making ends meet” or “absolutely minimal". Then the SPL reduces to be LPL apart
from the fact that, in the former case. the associated welfare level is not exogenously
determined but evaluated by the respondents themselves (Kapteyn et al., 1985). Both
approaches, however. are based on the assumption that individuals associate the
same level of welfare with the verbal explanations “making ends meet” in the farmer
case, and “insufficient’, e fficient”, etc in the latter. It is argued that there is ne
guarantee that the minimum income gquestion |eads to consistent responses.
individuals similar in all respects may not provide similar responses to the guestion,
The income evaluation guestion, on the ather hand, is supposed to induce the
respondent to be consistent by providing him the full scale of the wetfare evaluation,

Both approaches, it is claimed, proved direct measures of welfare unlike traditional
demand analysis in which welfare comparisons are derived indirectly from ohserved
market behaviour, This asllows us lo assess the effect of exogenous variables of
variables fixed in the short run such as household size, age, health status, etc., on the
income level required to attain a given welfare. The welfare function of income,
however, cannot be used to make prediction on individual econamic behaviour as it is
itself the result of the individual's behaviour {Harteg 1988). Moreover, as Hartog
(1988:264) argues the welfare function of income is ex-ante evaluation in a world of
limited information and not an ex-post measure af realised welfare and as a result
cannot be integrated with standard consumer theory. Subsequent research {see for
example Kapteyn 1994) has, however, shown that the income evaluation approach

6
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fas well as the minimum income questian) pravides a direct measurement of welfare
which can be used to dentify household cost functions, thereby overcoming the well-
known identification problem in demand analysis.

Despite their strong empirical content and limited data requirement as compared, for
instance; with the widely used consumption-based measures of weifare and poverty
the application of these approaches has been confined to the developed countries of
the west This is most probably because the concept of income on which the
procedures are anchored is hard to define in a developing country context where rural
income is predominant and largely subsistence. It would, therefore, be difficult if not
altogether impossible to get meaningful responses on guestions directly based on
income. To overcome this problem, Pradhan and Ravallion (1987) proposed a
precedurs for deriving the SPL on the basis of subjective evaluations of household
consumption adequacy rather than income, Under this procedure househoids are
asked to state whether they think their consumption” over a given period is adeguate,
inadequate, or more than adequate. Consistent with the definition discussed above,
the poverty line is then defined as the expenditure level at which the subjective
minimum is reached in expectation, for a given household characteristics.  The
poverty line is estimated from an ordered probit regression of the responses to the
consumption adequacy question on consumption expenditure and a vector of
household characteristics.  This poverty line could also be differentiated by the
household characteristics as in the cases discussed above.
L

3. DATA AND DESCRIPTIVE STATISTICS

The data for this study is drawn from the Ethiopian Urban Soclo-economic Survey
undertaken in 1925 and 1897 by the Department of Economics of Addis Ababa
University in collaboration with the Michigan State University and Goteborg
University, respectively, the first and last rounds in collaboration with GU, and the
second with MSU. The survey covered a sample of about 1,500 households in each
of the three rounds in selected seven major Urban centres of the country—the capital
Addis Ababa, Awasa, Bahr Dar, Dessie, Dire Dawa, Jima and Mekele. These urban
centres were purposively selected to represent what were identified as major secio-
economic characteristics of the country's urban population: Samples wilhin each
urban centre were, however, drawn through procedurss which involved random
selection.

In addition to gathering data on household demographic characteristics, employment
and income, education and health status, consumplion and expenditure, the survey
nad a module in which three basic gualitative questions on welfare and welfare
changes were included, One of the questions In the 1985 and 18978 surveys, Is
similar to the income evaluation guestion and is phrased as follows:
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What income {net of taxes) would you, in your circimstances consider to be

Very low Birr
Insufficient Birr
Sufficient Birr
Good Birr

ery good Birr

In this paper we will analyse the responses to this guestion, Since the responses will
very much depend upon the way the guestion s posed and how the respondent
understands the verbal labels, 2 few points are in order as ta how the interviews were
corducted.  The guestionnaires used in the survey are all in English, but the
nterviews were done in local languages’ and to maintain uniformity commanly
agreed translations were used. There may not, however be exact correspondence
between the translated verbal gualifications n the different languages given the
cultura!l diversity of the sample. Even without the added complications of translations,
the standard problam with this kind of survey is that there is no guarantee that
different respondents will attach the same welfare connotations to the verbal
qualificahdns.

In the survey the guestion is posed to the head of the household and tlie response
theraefore represents an indwidual's evaluation about the welfare of the entire
hiousehold. A possible reservation against this procedure Is that other members of
the housenold may have different evaluations This is not likely fo be a serious
aroclem in our case since the head 15 usually the sole or the main breadwinner and
fis evaluation tends te be post authentic

Some basic descriptive statistics an the relevant characteristics of the sample and the
responses to the income evaluation question are provided in Table 1

The summaries presented in the tables réveal that as regquired on the average the
Inceme evaluations consistently rise with the verbal scales in all expenditure guintile.
This in fact 1s also true for the individual recerds indicating that the ordinal nature of
the categories has been, to a large extent, understood by respondents. Mareover, the
quintie distributions indicate that the evaluations increase with income as is usually
hypothasized about the relationship between the two It is alsa interesting to note the
syaluztions have shifled upwards in 1897 as compared to 1995, and during the same
period mean monthly expenditure increased |n all urban centres. The mean values
are also indicatve of the income threshelds corresponding to weliare level
represented by the verbal labels
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Table 1a: Mean Income Evaluations, Household Size and
Monthly Total Expenditure by Expenditure Quintile 1895

Tolal

Gumbile Housahold Expenditure Very Low |rzuffickent Sutfizient Gogd Very Gocd
1 4 BT 145 58 13147 2168 a38.57 455.55 84917
2 5,66 29927 170:35 ZB5. 4B 42324 59556 BEZ
3 626 45297 23415 360.28 G23.40 add B0 1320.59
2 B2 B2 48 201.78 410.87 545,50 BEG.43 1223.06
5 759 1544 04 40978 619.20 109425 135594 57 BB
Totfal B.16 B23.28 247.54 374,25 618.24 835.79 1248.79

Table 1b: Mean Income Evaluations, Household Size and

Monthly Total Expenditure by Expenditure Quintile 15937

Tolsl

Quindly.  Househoid Expendiure Wery Low Imsuffizient Sufficient Giesod Very Good
1 4,42 s 140 33 214 58 34215 502 12 Ti7.48
Z 524 28373 178 34 27858 447 Ba 555 67 88118
3 45 43593 25077 38515 SB1.14 8427 B5 113860
] 5.0 B581.74 319.77 A81.18 G54, 33 938,88 129240
5 o B2 161852 408 74 15497 102871 1437 54 2055:65
Tatal 5,58 630.53 259.73 293.72 612.29 87215 1226.88

4. PROCEDURES USED FOR POVERTY LINE ESﬂMATIDN

The responses to the income evaluation question are first analysed to identify factors
that influence housshold perception of poverty. To this effect, following what is
usually donean the literature, the equation explaining the parameter 4 is specified as;

= IR Y e In o xe + floxg, [8]

where ¥ 15 the actual income of i household, xs, is household size, x5 Is mean
Income in the reference group of individual . We defined poverty to correspond to the
welfare leve| evaluated by the verbal explanation “sufficient” and substituted equation
8.into 5 and including other household charactenstics and adding a time subscript t
it=1. 21 and an errar term ¢ gives

In 'j.f5|| = .;r.rc. + IH' In Y,l + IH'; In Ko+ .'!I-gl Kag-F-0F IIrllK Xy + &y E'EI]

Where y” s the income level evaluated as sufficient  The second term in equation 6
drops out because ud (d-gquantile of the szandglr-::l normal distribution corresponding to
the evaluation “sufficient” is zero in our case) '

9
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Unlike the usual practice and what the income evaluation presupposes, we have
oreferred to use total household consumption expenditure to household income
hecause we found out that in our surveys, income has been substantially
underreported as compared with total expenditure and is, therefore, not a reliable
measure of current standard of living. The underreporting may not be necessarily
deliberate; it could be due to the fact that households, particularly low-income
households, have non-regular multiple sources of income many of which are
available during peak seasons of certain types of employment and used to smoothen
consumption during slack pencds and therefore may not have been reported at the
time of the survey. Secondly, the use of consumption expenditure can further be
;ustiﬂed”b-,a the fact that it may be a better indicator even of long-term average
weifare,

Eguation [5] is first specified with log household size, log total consumption
expenditure and log of reference group mean expenditure as explanatory variables
and estimated as a random effects model by feasible generalised least squares, The
log of reference group expenditure was statistically insignificant and the model was,
thus, re-estmated by dropping this variable. The poverty lines differentiated by
household size are obtained as the solution of the estimated equation:

Yt = exp{ (s + Ao im0 i)} P [14]

Where Jiz, [, and /iy are the estimated coefficients.

Then we estimated s more expanded version of the equation with disaggregated
household characteristics as explanatory variables (Model 2}12. To account for
reference group effect. we included log of mean income in each woreda (the second
stage sampling area). Instead of household size we used the proportion of household
members other than the head in different age groups differentiated by sex. The age
and age squared of the housshold head, who in most cases served as our
respondent, is included to allow for differences in perception as a result of different
habits and having different reference groups (DeVos and Garner 1981). The sex of
the head may also have similar effects on the perception of welfare: females may
perceive the sufficiency of income differently from males and we included a dummy
variable to account for this. Two other possible important determinants of the
perception of welfare and poverty are number of inceme earners in the household
and educational status of the head These are accounted for by the inclusion of
dummy variables. Still another factor that may positively influence perception of
welfare js the size of assets owned by the household. Two sets of assets are
identified in the study. Qne is the ownership of durables and the other Is ownership
of housing. Estimated values of the former as provided by the respondents
themselves and a dummy variable for those ownership are included in the

10
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regression.  Since most of the above listed variables remain unchanged or do not
change substantially over short fime intervals, the equation is estimated for each of
the two years separately by ordinary least squares,

Once the poverty lines are estimated from Equation [10], individual poverty is
competed and then aggregated using the most widely applied poverty measures, the
incidence of poverty, P, the depth of poverty, P,, and the severity of poverty, P..
given jeintly by the formula

e, }.-- il }I i
P = _’Z( _'j ) =ik 12 [11]
N Yoo

1=l
Whera N is the sample size and Q is the number of househclds whose expenditure
levels are below the corresponding estimated subjective poverty lines,

The regression estimates and the resulting poverty lines and poverty measures are
discussed in the next section.

5. REGRESSION AND POVERTY ESTIMATES 4

5.1. Regression Hesulls

The regression estimates of the two models are provided in Table 2, The coefficient of
the size (B} of In expenditure measures the elasticity of the poverty line with respect to
total consumption expenditure and fi; can be used to derive household size: elasticity
which is given by fo/1-Bs. The estimated expenditure elasticity (0.393) is significantly
greater than zero indicating that the poverty line is not independent of current
consumption expenditure.  This estimate is consistent with the resulis of similar
studies based on the minimum income ar the income evaluatien questions. Danziger
gt al (1984) obtained an estimate of 0.376. Colasanto et al. (1984) a value of 0.44,
NeVos and Gamer (1991) 0 43 and 0 552 from regressions of an extended model and
Stanownik (1992) values of 0.52 and 0.71.

The estimated coefficient of household size is also significantly different from zero, Its
value (0.0918} is, however, much lower than estimates from similar studies. Danziger
et al, (1984) obtained a value of 0.35, Colasanto et al, (1984) an estimate of 0.244,
Stanownik (1992) 0.15 and 0.285; Pradhan and Ravailion (1397) also obtained much
higher estimates of 0.37 for Nepal and 0.23 for Jamaica though their results are
based on a different method of estimating the subjective poverty line. Our estimate
implies a household size elasticity of 0.15, i.e,, an increase in household size by 10%
antails anly a 1.5% increase In the percelved line, hence suggesting that there exists
substantial economies of scale in household consumption. Although this may not

1
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seerm surprising in the Ethiopian context where additional household members are
often accommodated by sharing meals from the same pot and other consumer foods
from existing stock, it substantially underestimates the consumption requirements of
having more pecple in the household: It is, however, contrary to the wioely held view
that the majority of households in countries like ours do not face significant
economies of scale in consumption since private goods constitute the bulk of their
budget,

The OLS regression estimates for each year provide similar and interesting result
The estimated coefficient of log mean expenditure was found to be Insignificant in
both years (Table 2, columns 2 and 3) and hence did not affect the poverly line
estimates in any meaningful way, suggesting that household perceive paverty as a
purely absclute phencmenon, Le:, individuals do not refer to other peaple whan
evaluating their welfare status Furthermore, the equation was sstimated including
dummy variables for each urban centre with and without log mean expenditure to see
if there are other factors such as the provision of pelicy provided goods and
différences in the cost of living In the different urban centres which together with
mean expenditure or separately may affect the perception of poverty. The coefficients
of all dummies (not reported here) were alse found to be insignificant

As far as demographic composition is concerned, househoids with proportionally
higher female and male adult members tend to give higher income evaluations, much
more so i the latier case than the former The presence of more Rnildren also
positively (but not necessarily significantly) affects the perception of welfare but not
gs much that of the presence of adults,

The other interesting result is the significant coefficient for the sex of the household
head. It indicates that males generally give higher income evaluations than females.
This indeed is likely to be the case given that most of the female heads in our sample
are less educated and widowed, divorced or separated

As expected, education of the head of the household has an important bearing on
perception of welfare and poverty. Education was represented by dummy variables
for four levels of training attainment of the household head: no schooling, some form
of primary education, secondary education, college diploma holder and degree
holder. The latter two categones were found 1o have positive and significant impact
on perceved welfare: Le;, better educated individuals tend to give higher evaluation
of Income. The explanations given by DeVos and Garner (1891) and Hagenaars
(1888) for similar findings might well be trug in our case Betler-aducated individuals
may need higher incomes to reach high welfare levels In anticipation of which they
have invested in ther education. In countries like ours. education also tends o stir
higher aspirations for the maore expensive ways of modern life than is the case among
the uneducated whose incomes are generally lower and hence their needs are largely
limited tc meeting the necessities of life. Moreover, better-educated individuals cften

12
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belong to reference groups with similar or higher levels of education and hence
higher incomes which tend to influence them to have higher evaluations.

Table 2; Regression Estimates

~ Dependent Variables Random Effects OLS 1855 1897
Canstant 3 630062 [ 40480366
Irs foial expendiluie 0:383 {0.014)° 0.365(C023)" 0.335{0.021)"
Ir brousahold gize C.C82(0.023)"

In mean expendidure G.020(0 08T -0.008{0.052)
Aga of head D004 {0.007) 0.00200.008)
Mg of hegd squared 11,0000 1 (3.0 )
HMraparticn af children <& 0. 129(0.203) 0, 00004 {0.00008)
Proportion of children 5 1o 14 Q1250 122) 02510 1TT)
Prapartion of female adulis 0.446(0.134)" 0, 19840, 102)°
Proportics of male adulis QL3540 136)" Q3080 114"
Proporticn of eldierly =53 -0.296(0.268) CATHO1IT)
Siey of nead o 0750 033) O ZET(0ET1)
Mo perscn emplayed GOAT(0.075) 0 GES(0.035)
Onig persoe empiayed G040 053) 014T(0.08T)"
Twe persans employed 0 0DBIT 053) <0.0F3(0.0483)
Mo schoaling G200.043) -0.047(0.053)
Secondary C.074(0°072) -0.047(0.039)
Codegs dinlpma 0 1820 058) 00510 0a7)
Colege degree Qoo 10800 054)"
Valuse of durables 0.00002/0,000001]° 020800 G71)
Cwwnership of housing 002240 O3E6) @ 000040 0000

onay
Rowid A 0322 0.313 oOET0L03)"
Fratio 28 54

0353

3537

Mote: The figures i paraninesis are the standard errors
* Gignificant

& similar representation was used for-employment. Dummy variables were included
for each of three categones of houssholds: all members unemployed, one member
working, and two or more members working. Contrary to what is expected, almost all
coefficients of these variables are insignificant. The only exception is the negative
and significant coefiicient for households in which there is no working member. This
result suggests that such households provided much lower income evaluations than
the average consumption needs for the sample.

13
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Surprisingly, the coefficient of age of household head and the other demographic
composition variables are all founded fo be highly insignificant. Qlder respondents are
expecied to state higher income needs than younger ones and households with mare
children are generally expected to have higher costs which will positively affect their
income ewvaluations. Though insignificant, the estimated coefficients are of the
expected sign.

With regard to the effect of assets. the regression results show that both ownership of
durables and housing positively and significantly Influence household perception of
welfare and poverty, Generally, higher income households are better placed to have
their own housing as well as a larger number and mare valuable durabe goods.

5.2. Poverty Lines and Measures

Since mest of the estimates of the coefficients of the demographic varables were
found to be insignificant and to make comparisons with the consumption-based
estimates, we use the results from the regression of Modet 1 to derive the subjactive
poverty lines differentiated only by househotd size

The results presented in Table 3 indicate that while en the average the SPL and the
poverty lines derived from the consumption expenditure data * are reasonably close,
the former s much higher than the |atter for small households (with size less than the
mean househeld size of six) and lower for large households: This is dufto the very
low size elasticity of the SPL (0.15) obtained from the regression estimates which. by
the defimtion of the SPL remains constant across all households: The value is
substantially lower than the elasticity by the censumption-based poverty lings, which |5
estimated to be 1.015. Clearly this is extremely high and rules out the possibilities of
economies of scale in consumption: This follows from the fact poverty lines were
estimated per capita without incorperating any thing to account for size economies
and the household level poverty lines obtained by multiplying these by household size

Tabie 3: Subjective and Consumption-based Poverty Lines by Household Size {Birr)*

1985 19ET
R Crnsemphon- Consumption-

Hausahald Based povery lines Based poverly ines
Size SPL ) SPL .

1 381.66 8095 35166 B7.73

Z 434 92 84,60 434 92 173:.94

3 45240 276:05 462 40 25401

4 482.96 36468 482 B8 34275

B 45553 45652 49953 42802

B 51348 545,62 51345 50893

7 52553 83877 52558 594.12

3 536 30 53416 B36.30 ESD 99

9 54554 BE35.58 5G4 94 T72:94

10 ang above BE2.35 102140 55147 943 09
Averaga 507.69 566,30 43817 476.65

*Ethigpian Birr = USD in 1985 and USD in 1827 during the survey penoos
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The implications of the above results on the estimation of the poverty measure is
obvious, While the SPL overestimates poverty among small households and
underestimates it among large households, the reverse is true for the consumption-
based poverty lines as can be seen from the poverly measures reported in Table 4.
As is evident from the figures in the fable, while the results from the two approaches
are reasonably close for moderately-sized households, they are at extreme variance
at the lower and upper tails of the household size distribution. The SPL results in
extremely high incidence, depth and severity of poverty for househalds with three or
less members, much higher than the overall averages as well as the consumption
poverty measures. On the contrary, it provides unduly low poverty estimates for
households with eight or more members.

Apart from these discrepancies, the subjective poverty measurement provides very
close estimates to the consumption-based measures and more or less comparable
regional poverty profile. The overall incidence, depth and severity of subjective poverty
{56.5, 25 and 14.5 per cent in 1995 and 56.6, 25.7 and 15.1 per cent, respectively in
1897) are strikingly close to the corresponding consumption poverty measures (56.8,
27.4 and 14.1 per cent in 1995 and 50.5, 21.5 and 12 per cent in 1997). Since the
consumption poverty lines are strictly absolute, the correspondence between the two
measures reinforces the finding from the regression estimates which suggested that
households perceive poverty as a completely absolute phenomenon. Since the
subjective poverly line fries to identify the income level which the individual thinks is
sufficient to meet basic needs, appropriate choices of the parameters of the
consumption-based poverty lines and the definition of the choice of the basket of
goods to accord with what a given society perceives to constitute poverty could lead to
such close correspondence between the two concepts and the implied poverty
measuras,

The poverty profiles by centre also provide comparable results. The poverty rankings
are not strictly consistent, but there is a general agreement between the two methods
in identifying towns where poverty is high or low,

Another dimension of comparison is to see how closely the subjective and
consumption poverty estimations corréspond in identifying households as poor or fon-
poor. The results on this comparisan given in Table 6 show that there is a very high
correspondence between the two approaches: 81.4 and 83.8 per cent of the sample
househelds in 1985 and 1997, respectively, have been identically classified as poor or
non-pocr by both methods, There was non-correspondence only in 18,6 and 16.2 per
cent of the cases in 1995 and 19897, respectively. The high correlation between the
two definitions is also confirmed by the highly significant i_‘ static.
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Table 4: Subjective and Consumption-based Poverty Measures by Household Size (Birr)

1555 19497
Sublective Consumphion Consumption Poverty

Urban Centra poverty Pg poverly SPL

1 0,755 0205 .80 028
2 0.83% 0.407 0543 0.239
3 0759 0.527 05581 0432
4 0805 G443 0.385 0.47
9 (1558 0.487 0,543 0482
g (.553 589 0.503 0,509
T 0.516 &5 0.553 .60
8 0.481 Q877 0.542 0.635
9 0.525 0682 0.526 0705
10 and above 0.338 Q685 0,345 0 B4
Total 0.565 0.5685 0.566 0.508

Table 5: Estimates of the Incidence, Depth and Severity of Subjective and Consumption Poverty by Urban Centre

1995 1997
Subjecive Consumption Subjective Consumption
Urban Py P, Py Pe P, Pz P Py Py Pe Py Py
caning
Addin Shaba 58 D348 0137 O0BIT 0273 0155 085 0243 0138 D& 0225 0185
AwEEsa 0808 0227 Qa3 0508 0238 0138 D450 022 014 D443 0227 0,148
Bahr Dar 0457 D208 073 0434 083 0N D437 0235 047 0372 098 .08
Bessis 0708 0358 Oz 0558 0225 0125 075 0402 0273 ODEE  OZIT 0137
Durer Dlinway Eifk]e] 021 e 0.am 14 0008 063 025 G161 G482 04173 008
dimma 0522 0247 (0143 0458 0197 o1 0.556 0288 D183 047 022 0488
Mizkela EET Q4 0217 0538 024 D8F 0538 0270 G110 04TE 04TE O0Ds
Total 0.565 3,25 0,145 0509 D274 0441 0586 0257 0451 0505 015 042
Table &; Coincidence of Subjective and Consumption Poverty
BT CSmall housaholds Poor by SPL and non MNon-poar by SPL and
wlenlified as poor or POOr By CONSwptions pood by consumption £ slate
fins-pone by bolh poverty lmes poverty lines
methods
18955 814 9.1 95 469 3
1997 83.8 11.2 5.0 542 3

Thera is an even much higher correspondence in identifying households that may be
regarded as very peor: 94 and 91 per cent of the sample households falling below the
107 and 20™ per centiles of the expenditure distribution have been correctly identified
as poor by both approaches. Thus, the subjective poverty definition could provide as
much robust results in identifying the poor as the consumption-based poverty line, for
instance, for poverty reduction programmes.
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6. SUMMARY AND CONCLUSION

Studies of household welfare and poverty in the developing world are almost
exclusively based on objective measures derived from household budget surveys. In
this study we attempted to apply the subjective definition of poverty based on a
version of the income evaluation question to analyse the perception of households
about their welfare and to derive the poverty line and poverty measures in developing
country setting. The results are encouraging and indicate that meaningful responses
can be obiained to the income evaluation question,

The analysis of the responses suggest that households perceive welfare and poverty
as an absolute and not as a relative concept. Moreover the perceptions are influenced
by a hest of household socio-economic characteristics. Households with mare
children and adults are more likely to report higher income needs. Similarly, education
significantly and positively affects income evaluation: males are more likely to report
higher income needs than females; and ownership of assets and housing also have
simjlar effects.

The subjective poverty lines and poverty measures are in very close correspondence
to those derived from consumption expenditure data. The subjective and the
consumption poverty definition also identify, in large measure, the same individuals as
poor and the poverty profiles obtained are closely comparable. The sulgjective poverty
lines could therefore be used as effective tools for identifying the poor for purposes of
poverty reduction programmes, at least as effectively as the consumption-based
measures,

NOTES

The capabilities approach proposed by Sen (1983 must be distinguished from command over commaodities. Sen
defines well-noing as the abality te live long being well nounshed, being literate and so on and poverty s lack of
theze capabulities  This concepr has nol yer been effectsvely operationalised and hence the approach has seen
sartually né empincal applicanons
© The foarue definn lon s widely apphied mostudies of povery 10 developing counties while the fatter are common 10
stuthas in Butepe  In fact, there are arguments 1o the effect that absolte poverty defintions are more appropriace in
the cargext of developing coustoies (e:g. Bavallion ot al | 1591}

"1 the most carmmanly used provedurss — the food energy intake (FED and cost of basic needs (BN ) methods — a
munmnum cilotie requirements has to be chosen a priori Inothe FED method o 1§ this choice that essenually
determines the baswic pon-fond expenditwre.  The vaneus procedures used for determming basic non-food
Lonsumption under the CBY method are eriticized eather for arbitrarmess or hasedness (522 Ravallion 1994, for
dhacussion o sl

1 applcaten of the SPL s by Yiohannes Kifu (19955 s sidy ol oA Sample of Souseholds m Dare
o4 o also convered i this stedy The study by Pradhan and Ravallion (19970 dses consumption
eatons toederivie the SPL for Farnaeca and Nepal (see Section 2 for discussion on this)

apphication of this verston of the gquestion 15 found n Goedhart et al  (1977) Other apphcations inelude
v Frimg et plo 19840 on data from the member countries-of the Eurtpean {ommunity, anziger, et ai (1984, and
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Colasanta, e &l (19847 on U5 dale De Vos and Garmer (1991} on data from the US and the MNetherlands: and
Stanowvik (1992 ) on Slovens dara.

© Most of the studies caited above, m line with this postutate, formulate a lop-bnear function for the relationship
between the mimmum meeme and actual income and 1ts application to data has indicated that it is an appropriate
specification

" In the Diteratire, this 15 largely consadered to be set by polincians and hence the poverty line is also called a
“pelitieaily determimed paverty lme” (ses for example, van Pragg et al (19807, Since 5 represents 8 cermain welfare
level clivsen to represent the poverty threshold, it could be set gt desiced scale corresponding to the wellare |evels
aiven i the verbal responses to e mcome evalustion (see for example, Hagenaars 1986,

Phas couldd refer 1o the househeld's total consumplivs er lo specific consumption categories: food, mon-food,
hoysing. clething, heahi, education: ete. 1115 4lso possible to Tinyt the itettion to mors spisfic consumptian iteris
strategically important i determanng welfare
" Most of the interviews were conducted in Amiaric, as il s the lingua franca in most parts of Ethiopia, partioularly
i urban areas Other lecal languages were also used when respondents do not speak Amharic or preferred some
other fanguapge

| Followiig the equal-quintile assumpnion, the verbal labels “wery low”, “insufficient”, “sufficient”, “good” and
wery gowd” can be represenced by 001, 003, 0.5, 0.7 and 09 respectively. The standasd score comesponding 1o
sutficient” 8, therefore, zero. Mote that we are defimng the LPL a1 the welfare level 8=0.5 as sometimes
recommended in the Hteratore (¢ ¢ Hagenaars |986) Note also that by cheosing the inecme level evaluated by
suffigient” as the mdividual poverty threshold, we are nol necessarily subseribing, to the cordinality assumption
which wnderhes the denvanon of the LPL

" &ee, for exampte, Lipton and Ravallion (1995) far this and other arguments i favour of using consumption
eEpendiure a3 3 proxy 1o inceme

" Wersions of the model with an extended nutiber of vartables have been estimated hy Hagenaars ( 1986), who also
tsed wairiables as differentinting factors of the estmates of poverty lnes, and Vos and Gamer (1951 ),

“ These poverty lines are derived by dividing the food poverty ling obtained using the basic needs ﬂpmactl by the
fened share e an sarher work 4see Mokonnen 19974
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