Monitoring MDG 1 poverty reduction in middle income countries:

Bulgaria, Moldova, Chile, Costa Rica, El Salvador, Honduras and Mexico*

Final report to UNDP-BDP Poverty Group, New York

Darryl McLeod**
Draft submitted July 28™ 2007
Revised October 8" 2007

Final draft November 28" 2007

*This is Part 11 of a two part report evaluating the sources of inconsistency among poverty rates used in
national MDG Reports and those reported as “global monitoring” estimates by the UN and World Bank.
This report focuses on middle income and transition economies (Bulgaria, Chile, Costa Rica, El Salvador,
Mexico, plus Honduras and Trinidad and Tobago). Part 1 of this report focuses on poverty trends
Bangladesh, the largest “Least Developed Country” and a country that has a special place in the
development of poverty measures. Maria Davalos prepared Appendix A on Poverty and Inequality data
sources. Both reports benefitted greatly from numerous meetings of the Poverty Group’s MDG Data Quality
project, especially Nuzhat Ahmad, Nora Lustig, Selim Jahan, Craig Fagan, Emmanuel Letouze, Rosendo
Ramirez. Nuzhat Ahmad commissioned this report and directed its preparation. Maria Davalos and Elitza
Mileva provided excellent research assistance in preparing the Latin America and Eastern Europe tables.
The views expressed in this report are, of course, solely those of the author, and should not be attributed to
Poverty Group or other participants in the MDG data quality project.

**Consultant to UNDP-BDP Poverty Group and the UNDP BCPR, Summer 2007, and Professor of
Economics, Fordham University, Rosehill Campus, comments, corrections welcome: please contact
Darryl.McLeod@undp.org or mcleod@fordham.edu.

! Thisiis part 2, of the a two part report on inconsistencies in global monitoring poverty estimates and those prepared by
national statistical authorities or other regional agencies such as CEPAL, SEDLAC or Eurostat.


mailto:Darryl.McLeod@undp.org
mailto:mcleod@fordham.edu

Contents:

2.0 Introduction and Summary

2.1 Reconciling National, Regional and Global Monitoring Poverty rates
2.2 Setting National MDG 1 Goals for Middle income countries

2.3 Regional MDG Poverty Monitoring

2.4. Data Quality and Measurement Issues

2.5 Income vs. Expenditure Surveys in Latin America

2.6 Poverty in Bulgaria

2.7 Absolute vs. Relative Poverty measures

2.8 Setting a Goal 1 Benchmark Year other than 1990

2.9 Bulgaria’s Goal 1 Targets

2.10 Inequality and Social Exclusion in Bulgaria

2.11 MDG Poverty Indicators for Moldova

2.12 MDG Poverty Indicators for Chile

2.13 Inequality and Social Exclusion in Chile

2.14 MDG Poverty Indicators for Costa Rica

2.15 MDG Poverty Indicators for El Salvador

2.16 MDG Poverty Indicators for Honduras

2.17 MDG Poverty Indicators for Mexico

2.18 MDG Poverty Monitoring in Middle Income and Transition Countries:
2.19 References

Box 1: Who Monitors the MDGs?

Figure 1: Income per Person Compared to OECD average

Figure 2: CEPAL.: Latin America’s Progress in reducing Extreme Poverty, 1990-2006
Figure 3: Poverty Dynamics in Moldova

Figure 4: Latin American Poverty and Indigenous Populations

Figure 5: Mexico $1/day poverty rates for Indigenous groups

Table 2.8 MDG Poverty and Inequality estimates for Bulgaria
Table 2.9 MDG Poverty and Inequality estimates for Chile

Table 2.10 MDG Poverty and Inequality estimates for Costa Rica
Table 2.11 MDG Poverty and Inequality estimates for El Salvador
Table 2.12 MDG Poverty and Inequality estimates for Honduras
Table 2.13 MDG Poverty and Inequality estimates for Mexico
Table 2.14 MDG Poverty and Inequality estimates for Moldova

Appendix A: International Poverty and Inequality Data Sources for MDG 1: Primary sources,
secondary sources and household survey data sources (as of November 2007)

Appendix B: Description of the MECOVI Program (Poverty and Social Indicator Monitoring)



2.0 Introduction and Summary

By targeting $1/day poverty, Millennium Development Goal 1 directs attention to the poorest
nations and the poorest groups within these countries. However, many middle income countries
have pockets of poverty, especially those with high inequality. For many of these countries the
MDG 1 target of halving $1/day poverty may not be relevant in part because the group below this
poverty line is often less than 2% of the population. It difficult to have such a small group dominate
national poverty reduction policy. The response of most middle income countries is to raise the bar
a bit and define their own MDG 1 targets. These often focus on a higher national poverty line or
particular sub-groups of the poor. Chile for example, targets families that are already involved in
one of its transfer programs. Of course, if countries choose their own targets it becomes more
difficult to monitor progress at the global or regional level. This is where regional agencies, such
as CEPAL and ESCAP or the regional development banks can play a role.

Many transition economies undertook major reform programs and/or suffered sharp income
loses during the mid 1990s. A number of countries gained independence or changed their borders
on economic systems after 1990, the benchmark year for the poverty MDGs. Due to crises and
revisions to national accounts and borders, using a 1990 benchmarking for MDG progress may not
be possible or desirable. A number of transition countries, such as Bulgaria, have been involved
the European Union accession process. This process brings them under the purview of Eurostat,
the EU statistical agency that uses a relative as opposed to absolute definition of poverty. CEPAL
also use a poverty definition with some relative components. Except for the share of the bottom
quintile, all of the MDG goal 1 targets focus on absolute deprivation. The tension between relative
and absolute poverty measures adds yet another twist to the MDG monitoring process?, but as
discussed below, Bulgaria’s MDG report proposes an interesting solution to this problem.

This report explores how well the global monitoring process supports the MDG 1 goals of
middle income and transition countries Bulgaria, Chile, Costa Rica, El Salvador, Mexico and
Moldova. Among the countries considered here, only Honduras fits the mold of a traditional low
income or $1/day poverty country. As these countries are transition or Latin American economies,
this report complements a similar assessment of poverty trends in Bangladesh (McLeod, 2007).
The concerns over MDG data monitoring addressed in this report grew out of two earlier
assessments of MDG data monitoring, Lustig (2007) and Letouze (2006).

Many of the countries discussed in this report are also monitored by regional agencies and
development banks. In Latin America CEPAL and the World Bank’s Latin America Country
(LAC) group also monitor MDG goal 1 progress. These agencies use household surveys to develop
their own poverty measures, or assess the quality of national statistical agency poverty estimates.”
Bulgaria for example recently joined the EU, so Eurostat estimates relative poverty rates using
national household survey data. Similarly, CEPAL provides independently computed poverty rates
for most the Latin American countries discussed here, and some countries adopt CEPAL style
poverty estimates as their national poverty rates. These regional agencies often provide a 2™ or 3rd

2 For an excellent discussion of the long debate over relative vs. absolute poverty measures, see Peter Townsend’s
introduction to the Rio Group (2006) and his reply to Sen (1983), Townsend (1985) and Sen’s (1985) rejoinder.

® Appendix A provides a list of all the sources of primary and secondary poverty and inequality estimates, as well as a
list of sites that compile and standardize household survey data.



third source or expert opinion for explaining inconsistencies in national and global monitoring
poverty.

Figure 1 shows the wide range of incomes and overall growth rates among the countries
considered in this report. While growth is not sufficient for poverty reduction, it can be very
helpful. Bangladesh had a per capita income of only about $2,300 in 2006 (current $PPP), about
5% of the OECD average: it has been holding itw own relative to OECD growth, and after 2000
began catching up slowly. Chile and Mexico are middle income countries with average per person
GDP of about $13,000 and $12,250 respectively. These countries have also followed different
growth trajectories over the past 15 years: income per person in Mexico, Bulgaria and Moldova for
example fell sharply but has recovered somewhat in recent years.

When progress is uneven, the choice of a base year for setting poverty MDGs becomes an
issue. For example, benchmarking poverty rates to 1990 is not an option for Moldova, a CIS
county that only became independent in 1992. Similarly, Bulgaria’s economy underwent a
dramatic transition characteristic of many former Soviet-block economies: income per person
bottomed out in 1997, with the Russian currency crisis, but has recovered ever since. These
patterns require some flexibility in setting benchmarks, as discussed below.

For middle income countries the official MDG $1/day poverty rate is often under 5% and
sometimes less than 1% of the population. This leads to measurement errors and the population
sub-group targeted by MDG 1 becomes very small. In fact, the global monitoring groups report
$1/day poverty rates that are less than 2% as <2%. This reporting convention creates additional
confusion as $1/day poverty vanishes in middle income countries, especially if this poverty rate
fluctuates around 2% for a time. However, low but persistent severe poverty may indicate social
exclusion or discrimination. If a particular ethnic group is over represented among the low income
population, this can be a factor in design poverty reduction strategies. The Roma minority in
Bulgaria and indigenous peoples in rural Mexico and Honduras are examples where social
exclusion may affect poverty rates.

The solution to the very low $1/day problem chosen by most middle income countries is to
define their own goal 1 targets. Most use their national MDG or PRSPs to choose one or more new
poverty indicators as 2015 goals, $2/day a day poverty rates from example. This is consistent with
the spirit of the MDGs but can disconnect national goals from global monitoring indicators.
Mexico’s MDG report for example targets "Pobreza alimentaria” or food poverty. This poverty
rate was 18% in 2004, much higher than official 2-3% $1/day poverty rate. Global monitoring
agencies do not support this effort to target higher poverty rates: only $1/day poverty rates are
reported by the UNSD and WB MDG monitoring sites.

When countries choose their own goal 1 indicator it becomes difficult to assess progress across
countries or for the region. This is where some regional agencies can play a role (and some have
already) Eurostat publishes standardized poverty measures for Bulgaria, in part because Bulgaria
joined the European Union on January 1% 2007. These regional agencies can make several
contributions to MDG 1 progress assessment. They define standardized goal 1 indicators that may
be consistent with or complement official UN and national MDG targets. In Latin America for



example CEDLAS is producing new poverty estimates. These agencies can also make
methodological contributions by standardizing survey data across countries and over time.
CEDLAS for example, applies standard conventions for measuring poverty and inequality across
countries to derive consistent poverty estimates from household surveys. For global monitoring,
regional authorities can provide a second opinion on poverty trends, potentially resolving disputes
between national and global monitoring poverty estimates.

Figure 1: Income per Person as a % of OECD average”
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1/ The G7 average $PPP GDP per capita serves as a proxy for OECD income per person (2006 $ppp GDP per person
show n in parenthesis) Source: IMF WEO April 2007 Database (ww w .imf.org)

* CEDLAS is part of the MECOVI network (see appendix B) and receives support from the IDB, the UNDP and the
World Bank.



2.1 Reconciling National, Regional and Global Monitoring Poverty rates

These recommendations follow from the various poverty reporting inconsistencies discussed in this
report as well as similar analysis of Bangladesh’s poverty trends (see McLeod, 2007). This
summary of reporting recommendations is followed by a general discussion of the reasons poverty
estimates may differ, even for the same year, survey and poverty line. Then to illustrate the
problems encountered by middle income and transition countries in particular, we examine poverty
trends as reported for Bulgaria, Moldova, Chile, Costa Rica, El Salvador Honduras and Mexico.
These recommendations reflect the main conclusions of this report.

1. National poverty rates should be reported and documented by global monitoring sites: In
a number of cases documented by here and in the Bangladesh report, national poverty estimates are
superior to global monitoring estimates in method, consistency and coverage. However, neither the
UNSD nor World Bank monitoring sites report complete series of available national poverty rates.
In particular, national poverty rates from the early 1990s are not reported or documented (except in
PRSPs or MDG reports). Incomplete reporting of national statistics confuses users of poverty data,
and makes it more difficult to monitor and corroborate MDG Goal 1 progress. National and global
monitoring poverty reports are too often two trains passing in the night: both embark on the same
journey, but neither acknowledges the other exists..

2. National statistical agencies, regional agencies and MDG/PRSP authors should carefully
document national poverty lines: Where possible all poverty lines should be reported in local
currency units and international prices (1993 $PPP).> Converting and reporting poverty lines in
standard units would help clear up much of the confusion generate by multiple poverty rates. Once
made comparable, multiple poverty lines are an advantage as each poverty line logs the status of a
particular income strata or group. Comparing poverty rates for high and low poverty line rates for
example, helps one assess the severity of poverty (inequality among the poor) as well as progress
among various poor groups (rural and urban for example).

3. Global Monitoring sites should report $2/day poverty rates: For middle income countries,
$1/day poverty rates can be very low and subject to large measurement errors * Global Monitoring
agencies should report $2/day poverty rates (and perhaps poverty gaps and severity rates) for all
countries, but especially for middle income countries. This will encourage governments to focus
on larger poor populations in middle income countries.

4. Country MDG reports should set new benchmark years if 1990 data is unavailable or
unreliable: For countries that did not exist in 1990 or that endured a major crises or transition to a

> The UNSD provides annual $PPP conversion factors but unfortunately not the 1993 PPP consumption deflators used by World
Bank staff to derive the famous $1.08 and $2.16 poverty lines. These conversion factors would allow almost any domestic poverty
lines to be compared with the $1/day standard. Posting a “conversion” factor that also includes the exchange rate would
allow national and MDG Report authors to translate poverty lines in local currency to 1993 $PPP equivalents.

® An even easier method that translating local poverty lines into $PPP 1993 is to simply find the international poverty
line the corresponds to the nationally estimated poverty rate using Povcal.net, this only works however, if the national
authorities do not use adult equivalence scales.

" This problem is compounded by the fact that the WDI, UNSD and WB Global Monitoring databases report $1/day
poverty rates below 2% as 2.0 and poverty gaps below .5 as .5 (adding to the confusion if one does not read the notes
carefully — in Costa Rica a $1/day poverty rate of 2.01% was reported accurately, but very hard to distinguish from the
<2% rate reported for many other periods).



market economy during the 1990s, Global monitoring agencies cannot change benchmark years
(though the UN-country team MDG reports can) but years prior to a country’s current geographical
composition or for which national accounts were unreliable, can marked as missing data points.
Using notation similar to that currently used by the UNSD, years of non-existent or unreliable data
can be marked. Alternatively, the first reliable household survey date can be identified. These
notes would allow users of global monitoring data to choose a suitable benchmark year, with data
reliable enough to be compared to recent poverty estimates and eventually to 2015 performance.

5. Regional MDG Monitoring: Regional poverty estimates provided by agencies such as CEPAL,
CEDLAS, ESCAP and Eurostat can provide alternate country specific and regionally consistent
poverty estimates for middle income and transition countries in particular.® These estimates should
referenced by global monitoring agencies. At minimum, links to these data bases should be
provided, especially for middle income countries or where global monitoring and national statistics
send mixed messages. Similarly, links to MDG reports and PRSPs should also be provided for
those who want more detail and interpretation of a particular countries poverty rates (Povcal.net
does this already if one digs deep enough). Evaluations of and alternative estimates of national
poverty rates by regional agencies better reflect conditions and priorities in particular regions (Latin
America for example) but are also likely to be more consistent and comparable that national
poverty estimates.

6. Adjusting for household composition: The use of adult equivalence scales have become
standard practice in many countries, particularly in Latin American and Eastern Europe. Not using
equivalence scales can create apparent inconsistency in poverty estimates (Povcal.net does not use
equivalence scales, for example). The Rio Report (2006) reviews and recommends a simple adult
equivalence scale. Where data permits, poverty rates for individuals and adult equivalents can be
reported.® When the number of dependents changes rapidly over time, or where smaller urban
families are compared to large rural households, for example, adjusting for household composition
can provide a clearer picture of relative poverty rates and even trends over time. Short of
computing both poverty rates, national poverty estimates should be annotated with poverty lines
$PPP and with reference to definition of a person used.

7. Absolute vs. Relative Poverty: Middle income countries should report absolute and relative
poverty measures. Reporting only absolute poverty indicators is consistent with MDG goal 1, but
reporting only relative poverty measures is not. Bulgaria is a good example as its adoption of EU-
Eurostat standards diminished focus on absolute poverty. But the national authorities responded by
setting both a relative poverty and a median income target, essentially transforming relative into
absolute poverty targets. Even when absolute poverty are not longer computed by the national
authorities, countries should be strongly encouraged to report and target absolute poverty estimates
reported by researchers and agencies. The MDGs focus on absolute as opposed to relative living
standards. Because income shares change slowly, so do relative poverty rates. These slow changes
can mask massive changes in absolute living standards, as the case of Bulgaria and Moldova during
1990s clearly illustrate.

& McLeod (2004) evaluates a range of alternative survey adjustment methods provided by Székely, Lustig, and Mejia
(2004) and concludes that the ECLA-CEPAL national accounts based adjustment method produces poverty rates that
contain the most predictive power for other measures of well-being in Latin America, including school enroliment,
child labor, mortality rates, etc.

° The OECD equivalence scale is particularly simple: starting with one adult, additional adults as count as .7 and
children .5 additional persons. See the Rio Group (2006) Box 2.1 and 2.2 starting on page 38.



8. Poverty rates for ethnic or indigenous groups should also be reported where possible:
Apart from gender, social exclusion is not a focus of the MDGs and in some countries raising the
issue of excluded ethnic or religious minorities can create a backlash against national MDG
planning. Still, where the political climate permits, the status of ethnic groups such as the Roma
community in Bulgaria or the indigenous groups in rural Honduras should be highlighted. Even
where national averages suggest MDGs will be met in middle income countries, the standard MDG
targets of 100% primary schooling and $1/day poverty may remain very relevant to particular
ethnic groups or regions. Reporting key statistics on the status of groups whose persistent and
disproportionate poverty rates may reflect social exclusion should be encouraged, even where
designing policies to target particular ethnic groups may not be advisable or politically feasible.
Highlighting the particular problems or geographic locations of these groups can form the basis of
more inclusive policies that target characteristics of these groups but not the group directly.

Box 1: Who Monitors the MDGs?

The success of the Millennium Development Goals as development targets is reflected in the number
of agencies and groups that now regularly post data on progress toward the 2015 targets (the new UN-Cisco-
Google MDG Monitor site even reports the minutes left before 2015 arrives). This report refers to mainly to
three online data bases, all which share a largely common database of poverty related MDG 1 indicators.
The official United Nations site for the MDG indicators is the UN Statistics Division MDG Indicators site
(http://mdgs.un.org). The UNSD MDG database is easily accessible for country and regional queries. The
UNSD site marks the global monitoring poverty indicators it reports with a “G” for global estimates, while
national poverty rates are marked “CA” for “country adjusted.” Explaining and resolving discrepancies
between “CA” and “G” poverty estimates posted on the UNSD web site is the focus of this report. In
November 2007 a new MDG Monitor site was established via as part of an initiative involving the UNSD,
the UNDP, UNICEF, DESA, UNICEF and OCHA with support from Google and Cisco Systems.

The World Bank also maintains a_Global Data Monitoring Information system which also has a
“quick query “system for country data. The World Bank provides additional information and definitions of
each of these variables in its WDI database. For the most part, global monitoring poverty estimates are
consistent with those prepared by the World Bank’s Povcal.net group, and to poverty estimates available in
the World Bank’s World Development Indicators online database. Complementing these global monitoring
sites are a number of supporting agencies. Deserving special mention are the regional UN Agencies in Latin
America (CEPAL), ESCAP and the Asian Development Bank, all of which post and have developed poverty
related MDG indicators. This report, for example, uses ESCAP’s MDG progress classification: on track,
off-track regressing, off-track slow and “early achiever” where halving poverty requires a 2.75% annual rate
of decline in poverty to stay “on-track.” The actual and potential role of regional agencies in standardizing
national and regional indicators is discussed below.

Acknowledgement: This report focuses on discrepancies between national poverty rates and global
monitoring agency estimates, but it is important to acknowledge and appreciate the tremendous progress
that has been made in standardizing, documenting and making available international poverty estimates. .
Most of the data sources and global monitoring web sites discussed in this report did not exist five years
ago. UN agencies and the World Bank deserve enormous credit for their efforts to develop consistent and
reliable poverty estimates for hundreds of countries. Only someone who has worked with household survey
data can appreciate their efforts, without which focusing development policy and resources on the poorest
groups would be much more difficult. .
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http://iresearch.worldbank.org/PovcalNet/

An example of regional MDG assessment is shown in Figure 2, taken directly from
CEPAL’s preliminary “Social Panorama of Latin America 2006” (page 11). CEPAL estimates an
“extreme” or “indigence” poverty line for a most Latin American countries. Figure 2 shows the
percent reduction in this poverty rate achieved since as of 2006 (the target is a 64% reduction in
poverty by 1006, consistent with 2.74% annual fall in poverty benchmark used throughout this
report). Overall Latin America is on track to meet this target (the top bar) but progress varies
greatly: Argentina, Venezuela and Bolivia have made almost no progress in reducing “extreme”
poverty, while Brazil, Chile and Mexico have reduce indigence by more that 64%. In terms of
levels, this poverty rate for Mexico was about 12% compared to the national food poverty rate of
18% and the $1/day poverty rate of 2-3%. Mexico’s $2/day poverty rate was also about 12% in
2004 so CEPAL’s extreme poverty line appears to be close to $2/day $PPP 1993.

Figure 2
LATIN AMERICA (17 COUNTRIES): PROGRESS IN REDUCING EXTREME POVERTY BETWEEN
1990 AND 2006 a/
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of special tabulations of household
surveys conducted in the respective countries.

a/ The percentage progress is calculated by dividing the reduction (or increase) in indigence expressed in percentage points
observed in the period by half of the indigence rate for 1980, The dotted line represents the percentage of progress expected by 2006
(64%).

bf Urban areas.

Progress in poverty measurement is such that many countries have gone from no poverty
estimates to several, often based on the same household survey. These estimates may come from
official national statistical institutes, from academic research institutes, from regional research
centers such UN CEPAL or from global poverty monitoring agencies such as the World Bank and
UNSD. Having more than one estimate of poverty can be helpful, unless rival estimates suggest
different trends in poverty over time. This is the case in many of the countries discussed here. This



report reviews recent poverty estimates Bulgaria, Chile, Costa Rica, El Salvador, Honduras,
Mexico and Moldova. Perhaps more importantly, we ask how the national authorities in these
countries choose to define and track progress toward achieving MDG 1. Given that national
economic policies and transfers are likely to play a major role in achieving Goal 1, progress
benchmarks chosen by national authorities deserve particular attention.

As in the Bangladesh case study our main focus is how to cope with inconsistencies in poverty
rates and progress reported by countries in MDG reports and PRSPs and by international
monitoring agencies such as UNSD, the World Bank. However Latin America and Eastern Europe
introduce some new players: regional authorities and statistical agencies that produce their own
estimates of poverty for many if not all countries in their region: these regional authorities include
Eurostat, CEPAL (ECLA) and the World Bank’s Latin America Country (LAC). These new
players complicate the pictures somewhat, but they also provide a useful second opinion, especially
when national authorities and global poverty monitoring (GPM) agencies disagree.

2.2 Setting National MDG 1 Goals for Middle income countries

A second issue is that for many middle income countries, extreme $1/day poverty is less than
5%. This can lead to large measurement errors and a MDG policy focused on a very small
population. Most countries studied here respond by simply raising the bar for Goal 1, by choosing a
higher poverty line, typically focusing in $2/day poverty. The problem is that this poverty rate is
not monitored by UNSD and World Bank global MDG monitoring sites. Most countries also use
their national MDG reports or PRSPs to choose one or two other poverty indicators with targets for
2015. This is entirely consistent with the spirit of the MDGs but it can create a sharp disconnect
between the indicators reported by the global monitoring agencies and those actually being targeted
by the countries. Mexico for example targets "Pobreza alimentaria™ or food poverty in its national
MDG report, with this poverty line poverty is 18% in 2004-05, much higher that official $1/day
poverty - which, by most measures, was under 2% in 2004-05 (and by this measure Mexico has
already met Goal 1, see below for a more complete discussion).

2.3 Regional MDG Poverty Monitoring™

One problem is that if countries choose their own goal 1 indicators, overall MDG progress is
difficult to monitor by outside agencies as standards vary from country to country. In some cases
regional agencies have stepped into the breach. In Latin America for example both UN ECLA or
CEPAL and the World Bank-UNDP CEDLAS data base projects produce uniform alternative goal
1 indicators for the Latin American countries discussed here. In Eastern Europe, Eurostat publishes
standardized poverty measures for Bulgaria, which joined the European Union in 2007. These
regional agencies have several potential contributions to make in assessing MDG 1 progress. First
they can define standardized goal 1 indicators that may be consistent with UN and national targets.
Second, they can standardize estimation methods and survey data across countries and over time,

19 According to Figure 2 Argentina, Bolivia, Guatemala, Honduras,, Nicaragua, Uruguay and Venezuela are not on
track to meet MDG goal 1, yet the region as a whole is “on track” mainly because of rapid poverty reduction in the
largest largest countries, including Brazil, Chile, Peru and Mexico. For an excellent and somewhat different
perspective on poverty and inequality trends in Latin America that draws on many of the data sources discussed here,
see Helwege and Birch (2007).
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effectively providing a “third opinion” on poverty trends that can help resolve disputes between
national and global monitoring estimates of progress.

An example of this regional MDG assessment is shown in Figure 2, taken directly from
CEPAL’s preliminary “Social Panorama of Latin America 2006” (page 11). CEPAL estimates an
“extreme” or “indigent” poverty line for many Latin American countries. Figure 2 shows the
percent reduction in this poverty rate, achieved since 2006 (the target is a 64% reduction in poverty
by 1006, consistent with 2.74% annual fall in poverty benchmark used here). Overall the Latin
America region is on track to meet this target (the top bar) but progress varies greatly: Argentina,
Venezuela and Bolivia have made almost no progress in reducing “extreme” poverty, while Brazil,
Chile and Mexico have reduce indigence by more that 64%. In terms of levels, this poverty rate
for Mexico was about 12% compare to the national food poverty rate of 18% and the $1/day
poverty rate of 2-3%. As Mexico’s $2/day poverty rate was also about 12% in 2004, CEPAL’s
extreme poverty line appears to be close to $2/day $PPP 1993.

Regional agencies that produce national (and regional) poverty estimates specifically
designed to measure progress in MDG 1 include the CEDLAS-World Bank! project in Argentina
and UN CEPAL (ECLA). Both of these agencies compute poverty rates using their own methods
that meet the $1 and $2/day PPP standards. Another regional agency focused on poverty and social
exclusion is EUROSTAT which produces poverty estimates for Bulgaria and other countries in
transition to the EU. Since EUROSTAT estimates and advocates relative poverty measures, its
estimates are not ideal indicators for MDG 1 (MDG 1 has one inequality indicator — the share of the
bottom 20%-- but is mainly focused PM? absolute living standards or deprivation). Despite these
obstacles, Bulgaria adopts a clever approach to set both an absolute and a relative poverty goal,
discussed below.

2.4, Data Quality and Measurement Issues:

These issues, including the choice of benchmark year, middle income country targets for
MDG 1 and poverty estimates by regional commissions, add to the potential variation in MDG 1
progress assessment that arise from the measurement issues discussed above. Estimation issues
also play a role in some of the countries discussed here: poverty rates for Mexico vary in trend
depending on whether income or expenditure based estimates are used. Similarly, survey mean
expenditures track national accounts per capita income very closely, whereas survey income means
move in the opposite direction (falling when expenditures and GDP per person are rising).

1. Survey and national account spending data can be combined in different ways, leading to
different poverty estimates for the same poverty line, year and household survey.
Disparities between national account and survey based estimates of household spending are less
of a problem in Latin America, mainly because many of these economies have been growing
slowly as measured by both surveys and national accounts. However, Latin America is
dominated by income surveys (as opposed to expenditure surveys), so there is likely to be a
wide range of poverty estimates, partly because there as so many ways to define and adjust
income, whereas “expenditures are expenditures” to some extent).

1 CEDLAS is the Centro de Estudios Distributivos, Laborales y Sociales at Universidad Nacional de La Plata in
Argentina, or roughly translated, the center for the study of distribution among workers and families.
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2. The type, quality and coverage of household surveys vary greatly among countries and
over time. Expenditure surveys that gather prices and quantities for valuing home
production are best, but many countries base poverty and inequality estimates on labor
and income surveys where definitions of income can vary greatly: income from self-
employment and the value of public services are particularly difficult to assess. Several
UN, IDB and World Bank groups launched MECOVI* initiative to improve and standardize
the quality surveys in Latin America, this resulted in part to the CEDLAS project discussed
below and led to major improvements in household surveys. Unfortunately, these
improvements make surveys less comparable over time. An example is in Honduras, where the
definition of income was expanded in 1998, making it difficult to compare post 1998 poverty
rates with benchmark 1990 poverty estimates.

3. Variations in national poverty lines and how purchasing power is measured. It has
become a convention to value poverty lines in international purchasing power parity
dollars ($PPP), however assessing changes in living costs among the poor over time must
rely on domestic price deflators, which generally reflect urban costs of living even though
70% of the $1/day poor live in rural areas.

4. Countries may use different household or family units, and employ region or household
specific poverty lines. The U.S. for example, defines a poverty line for each household
depending the number adults, children and elderly. Household equivalence scales are
considered best, but are not widely used. Living costs vary within as well as between
nations. Povcal Net uses country and consumption $PPP factors to adjust for differences in
living costs across countries, but the same logic applies to regions and households of different
sizes. These refinements in poverty measurement may make it difficult to directly compare
international global monitoring with domestically computed poverty rates.

2.5 Income vs. Expenditure Surveys in Latin America

Most of these problems reappear in the countries discussed here. An important exception is
that most Latin countries and their regional agencies rely on income surveys (recall that Asian
countries rely almost exclusively on expenditure surveys). An exception is Mexico, which collects
both expenditure and income data, and this turns out to be important in assessing MDG progress
(see section 2.13 below). A few countries in the region report both income and expenditure
surveys (Mexico for example). Because the definition of income can be arbitrary and incomplete,
and because some households report zero income but still make expenditures, efforts to standardize
income definitions across countries and over time are important. This is where the MECOVI
project (Appendix B) and CEDLAS have a made a major contribution in Latin America.

Generally poverty rates a based on expenditures are considered in best, but practical considerations
and past practice may prevent widespread adoption of this surveys. One interesting note discussed
below is that consumption per capita measured using expenditure surveys tracks national accounts
estimates of income in Mexico, where as mean income per person derived from income surveys
moves in the opposite direction (falling which national income per person is rising).

2 MECOVI is an acronym for “Mejoramiento de las Encuestas de Hogares y la Medicion de Condiciones de Vida” or “Program for
the Improvement of Surveys and the Measurement of Living Conditions” in Latin America and the Caribbean. MECOVI is a joint
initiative of the UN, CEPAL, UNDP, IDB and the World Bank see Appendix A for details on its activities.
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2.6 Poverty in Bulgaria

Bulgaria’s MDG 1 date reporting raises several interesting issues relevant to middle income
countries and to countries emerging from major economic crises or transitions. We begin by noting
Bulgaria’s $1/day poverty rates are frequently “too low to measure”: rather than report poverty
rates less than 2% as 2%, and poverty gaps less than .5 as .5 (see lines 6 and 7 and lines 13-16 in
Table 2.8). Estimates of <2% $1/day poverty values can be obtained from Povcal.net (see line 10)
but even these values often fall to less than .05% in Bulgaria, when for the same year $2/day is over
10% . Overall, the $2/day poverty estimates during 1990s look more reasonable, at least as
reported by the WDI and in the Povcal.net online database (see line 15 and lines 10-14). One
explanation of inconsistent data reporting is that the incidence of $1/day poverty is very low, and
subject to large measurement error, but this argument does not apply to $2/day poverty after 1992,
which also appears to reported incorrectly (or it is just not reported). The Povcal.net $2/day
poverty estimates seem consistent, (line 11), as does the WDI data from 1996 on (but note that
some estimates are from income surveys, the shaded sections of rows 10-14, and others for
expenditure surveys).

2.7 Absolute vs. Relative Poverty measures®

Other possible explanations of incorrect Bulgaria poverty data is that government agencies
and the World Bank use different surveys and poverty lines (as noted in the 2003 MDG report) and
that statistical agencies in Bulgaria no longer monitor or report absolute poverty measures. This
shift to relative poverty measure began in 2000 when Bulgaria began EU accession process (it did
join the EU in 2007. The statistical division of the EU, EUROSTAT, reports only relative poverty
measures for “persons” counted in accordance with the age and living arrangements (the first adult
member of each household counts as one person, the 2" as .5 persons and children are .3 of an
adult equivalent). The shift to a fluctuating relative poverty measure (less than 60% of median
adult equivalent income) and the change to an adult equivalent scale makes it difficult to compare
absolute and relative poverty measures, and is potentially a source of confusion, consequently, the
government no longer reports (or checks) absolute poverty estimates.

This EU accession process may also explain why the 2003 Bulgaria MDG report does not
set targets in terms of absolute deprivation notions of poverty. Instead Bulgaria uses the Eurostat
poverty line for 2001, an example of which is reported in lines 21 and 4 of Table 2.8. Almost all
the MDG 1 targets are measures of absolute deprivation as opposed to relative poverty, the one
exception being the share of the bottom quintile in total income or consumption. The Bulgarian
MDG report works around this problem by setting targets for both average income per person and
for the relative poverty rate, targeting in effect an absolute poverty rate. Using the Povcal.net
database, we can compute the poverty line that would generate a 14% poverty rate in 2003. This
turns out to be about $85/month in $PPP 1993 prices or about $2.80/day.

2.8 Setting a MDG Goal 1 Benchmark Year other than 1990

A third issue is that Bulgaria’s average income fell and poverty rose sharply during the
early 1990s (see Figure 1 and Table 2.8). Average real income per person recorded by household

3 For an excellent historical discussion the pros and cons of relative vs. absolute poverty measures, see the Rio Group’s
2006 Report, chapters 1 and 2 (Rio Group, 2006).
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surveys, for example (Table 2 line 11), fell from $301 in 1992 to just $106 in 1998, recovering to
$169 by 2003. In part this sharp drop in Bulgarian income reflects difficulties with national
accounts in former socialist economies (people had income, but there was not a lot to buy) it also
reflects a very serious economic crisis characterized by high inflation and sharp drop in purchasing
power. The MDG report largely ignores the early 1990s benchmarks recommend by the UN and
marks progress from 2001 onwards. Should countries be able to choose their own goal 1
benchmark or should they be held to the 1990 international standard? Both Bulgaria and Moldova
have chosen not only their own MDG 1 targets and indicators, but they have set 1998 (or 2001) as
their benchmark year. This is an issue for CIS-Eastern Europe region due to the transition to a
market economy and the sharp economic crises of the 1990s (the latter is an issue for Mexico and
other Latin American countries as well).

2.9 Bulgaria’s Goal 1 Targets

Bulgaria is a middle income country that went through a severe crisis during the 1990s (the
HDR also classifies it as a “medium human development” country). Since it began the process of
joining the EU in 2000, becoming an EU member in 2007, the Bulgarian government has adopted
Eurostat approach to measuring poverty in relative terms: people with incomes below 60% of the
median income are considered “extremely poor.” As opposed to absolute poverty defined by the
international poverty lines of $1 or $2 a day. This approach is also consistent with EU criteria. In
2001, the median monthly income per person in Bulgaria was 91 euros and the proportion of people
with incomes below 55 euro (60% of median income) was 15%. Accordingly, Bulgaria’s 2015
target for the reduction of poverty is to raise median monthly income from 91 euros to 280 euros,
increasing the poverty threshold to 170 Euro, while keeping the proportion of people below the
poverty line to no more than 15%. As an additional goal 1 target is to reduce youth unemployment
from 35% in 2001 to 25% in 2015 and long-term unemployment from 9.6% to 7% by 2015.

2.10 Inequality and Social Exclusion

Our discussion of poverty in Bulgaria would not be complete without mentioning the Roma
population. Bulgaria’s Roma population is estimated to be 400-750,000 or about 5-9% of the total
population. By every HDI and MDG measure, the Roma are much worse off that the average
Bulgarian. Eurostat’s estimates put the persistently poor population at 1-1.2 million (about 11-
15% of the population). Hence a considerable fraction of the hard core poor could accounted for by
the Roma population. A 2005 UNDP fact sheet and survey, the $2/day poverty rate is 11% for
Bulgaria’s non-Roma population, but 51% for among the Roma in Bulgaria. Among persons over
12, 72% of the non-Roma population has completed primary school but only 10% of the Roma
population. Performance on a number of MDG health indicators shows similar disparities. While
Bulgaria is a middle income country, it is clear that within Bulgaria there are ethnic groups for
which the MDGs are relevant goals. UNDP and the EU have acknowledged this problem to some
extent by publishing a separate HDR for the Roma peoples of Eastern Europe and by launching the
“Decade of Roma Inclusion” 2005 to 2015 to include legislation and special projects to integrate
the Roma population through the 