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ABSTRACT
Living Standards and Economic Vulnerability
in Turkey between 1987 and 1994

Until recently, poverty was a relatively unexplored field of studies in Turkey. This is one of the
first attempts outside Turkey to use household survey data from two nationally representative
surveys conducted in 1987 and 1994 to get a picture of poverty and its main driving forces. The
1994 data remain until today the latest household level data available for Turkey. The paper
finds that Turkey does not face a problem of absolute poverty by the standards of a developing
country (in 1994 only 2.5 percent of population lived at less than 1 dollar a day at 1985
purchasing power parity). However, applying a standard that is adequate to Turkey’s level of
development we find that 7 percent of the population were not able to afford a minimum food
basket in 1994 and 36 percent were below the threshold that included alongside minimum food
requirements also essential non-food spending. There was a rather small reduction in the
poverty risk in Turkey between 1987 and 1994, despite an impressive economic growth, - largely
due to negative effects of the macroeconomic crisis of 1996. Poverty in Turkey affects mostly
specific groups of the population. Employment and earnings opportunities are key determinants
of poverty risks. The profile of poverty by labor market characteristics has remained stable in
the 1987-94 period. Macroeconomic and demographic factors (falling fertility and migration from
the poorest rural areas to cities) were the main driving forces behind changes in the number of
poor.
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LIVING STANDARDS & ECONOMIC VULNERABILITY IN TURKEY BETWEEN 1987
and 1994

Turkey does not face a problem of absolute poverty by the standards of a developing country.
Poverty in Turkey affects mostly specific groups of the population. Employment and earnings
opportunities are key determinants of poverty risks. The profile of poverty by labor market
characteristics has remained stable in the 1987-94 period. Macroeconomic and demographic
factors were main driving forces behind changes in the number of poor.

1. Background, data and methodology of the paper

1. Living standards and poverty analysis in Turkey. Poverty isarelatively unexplored field
of studiesin Turkey. Partly thiswas due to availability of detailed household data. However,
thereis already atradition of poverty analysis that uses household survey results both to establish
the overall incidence of poverty and to inquire what groups of the popul ation are poor (poverty
profile). Recent studies by Dansuk (1997), Dumanli (1996), Erdogan (1997), Erdogan (1998),
Uygur and Kasnakoglu (1998)" have relied on household survey data (unit records or grouped) to
arrive at the picture of relative and absolute deprivation in Turkey. However, with the exception
of Erdogan (1997, 1998), none of these studies have used data for the whole country from 1994
household survey.

2. The analysis presented in this paper isaresult of joint effort by the team from Household
Surveys Department of the State Institute of Statistics (SIS) of the Prime Ministry of Turkey and
the World bank®. Our analysis directly benefited from the studies of R.Dumanli, E.Erdogan,
S.Uygur and Z.Kasanokoglu. The team acknowledge the support of SIS management during the
whole duration of the analysis and inputs from T.Bulutay, R.Dumanli, S.Uygur and E.Erdogan for
conceptualizing approaches to the study of householdsliving standards.

3. Data. Theanalysiswas based on unit record data from two nation-wide household
surveys conducted in 1987 and 1994. Household Income and Consumption Expenditure Survey
(HICES)® was conducted by the Household Surveys Department of the State Institute of Statistics
(SIS) of the Prime Ministry in 1994-95. The HICES is the most recent nationally representative
household survey in Turkey. Asexplained in Technical annex, the quality of data has also much
improved in 1994 compared to 1987, and results from two surveys are not directly comparable.
Therefore, we have chosen 1994 survey to be the main datasource for the analysis. In addition,
the use of 1987 survey strengthens the dynamic nature of the living standards profile and alow
for abetter analysis of the link between living standards and macroeconomic devel opmentsin the
country.

! R DUManli (1996) Poverty and its dimensionsin Turkey, Ankara, SPO (in Turkish), 1996; G. Erdogan (1997)
Poverty definitions and poverty in Turkey. Ankara, SIS; G. Erdogan(1998) Poverty in Turkey: Level and Profile. SIS
(in Turkish), Ankara, SIS; S.Uygur and Z.Kasanokoglu (1998) Estimation of poverty line: Turkey 1994. Ankara, SIS.
2 The SIS team was lead by Murat Karaktas and Ozlem Sarica and comprised Sema Alici, Didem..., Hulia..., Muzzeyn
..., the World Bank team consisted of Ruslan Y emtsov (ECSPE, economist) and Diane Steel (DECRG, database
consultant)

3 The 1994 survey collected information on consumption and income of a household during the survey month. In
addition, in 1995 same households were visited to collect the information on income for the whole past year. The
design and organization of the survey is fully described in SIS publications, such as SIS(1998) Results of the
household income distribution survey, 1994; Household consumption expenditures survey results, SIS(1998), and
1994 Household consumption expenditures survey methodology, SIS(1998).
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4, Welfare indicator. Typical measures of well-being are income, consumption, ownership
of assets or durables and non-monetary indicators of basic socia services, such as accessto
health care and education. The analysis hasrelied primarily on consumption as the primary
measure of living standards, but other indicators were also used.

5. Monthly current consumption (excluding investment and business spending and including
consumption from stocks) was used as the primary welfare indicator. There are three reasons
why consumption is preferred over income. First, current consumption is often taken to be a
better indicator of the standard of living, since the utility level depends primarily on actual
consumption of goods and services. Second, current consumption may also be a best possible
approximation to long-term average well-being, because consumption tend to fluctuate much less
than incomes. Third, experience shows that data on consumption are more accurately
collectable. Respondentsin agricultural and informal sectors may have difficultiesin recalling
correctly all kinds of income they receive.

6. Consumption was used as the primary welfare indicator for the analysis of living
standards. Wetried to measure as accurately as possible total monthly current consumption of a
household, including monetary and non-monetary components and imputed rents. In addition to
consumption we have used data on ownership of consumer durables. Unfortunately, household
surveysin Turkey contain little information about access to health an education, and the use of a
more comprehensive indicator of living standards at the household level was not possible.

7. On the other hand, there is a prevailing tradition to use income rather than consumption for
the analysis of living standardsin Turkey4. In the case of Turkish HICES of 1994 there are
relatively small differences between ranking of households by income versus consumption.

Thus, one could also use income as welfare indicator especially when using an internationally
accepted methodology (for example, method recommended by OECD) that specifically requires
the use of income. That would produce overall incidence of poverty that is comparable to
statistics from other countries that use the same approach. However, this approach is not a
substitute for using consumption for reasons outlined in the Technical annex.

8. Unit of analysis. The analysisin the profile focuses on living standards of Turkish
households; if household is deemed to be poor, all its members are counted as poor. Theimplicit
assumption hereisthat all individual members of a household benefit equally (or in a constant
proportion, depending on their age and gender, called equivalence scale), from the household's
expenditure or income. These coefficients are based on the minimum caloric needs for different
demographic groups, and all members are expressed as “ equivaent adults’.

9. Itis possible, in addition, that there exist economies of scale in consumption, such that the
per capita cost of reaching a certain welfare level islower in large households than in small ones.
For example, cost of heating might depend on dwelling characteristics, irrespective of whether
the residing family islarge or small. But the per capita cost of heating is, of course, lower for the
large family. Effective household size is obtained using this economies of scale parameter and
number of equivalent adultsin a household. For OECD countries the scal e parameter equal to
0.5 is often used®; statistical test for Turkey (reported in the Technical annex) arrived at an
estimate of 0.75.

4 Most of the poverty studies done so far in Turkey have relied on income criteria.
5 Which implies that afamily of four has to consume only twice as much as asingle person living alone to achieve the
same welfare level (442=2)



10.  Definition of poverty lines: absolute versus relative poverty. Certain amount of
arbitrariness is unavoidable in defining the poverty linein practice. Given the uncertaintiesin
setting the poverty lines, the danger of focusing on asingle lineis evident. In addition, focusing
on asingle number for the poor gives awrong impression that what matters is how many poor
are there. Instead, there are in fact many grades of affluence and poverty, and one has to identify
the profile of the poor, that is who are they and why are they poor.

11. Inthebroadest definition, poverty isthe status of a person who fals short of alevel of
economic welfare deemed to constitute a reasonable minimum, either in some absolute sense or
relative to the standards of a specific society. In the absolute sense, the household is considered
poor if it consumes | ess than the cost of minimum food basket for its members.

Box 1: Comparing Poverty in Turkey to other countries

Any poverty rate depends critically on the poverty line chosen, and on the choice of methodology used to computeit.
For this reason, it is often hard to compare poverty rates across different countries: these comparisons can be
meaninglessif the respective country poverty lines are widely different. International comparisonsin poverty rates
require that a similar methodology is applied to different countries. One should always take into account three critical
issues:

(i) How the poverty lineis set.

Absolute poverty lines are based on a basket of goods that provide minimum nutritional intakes. While norms do not
differ much between countries, the exact composition of baskets have to take into account differencesin cultures and
tastes. And relative prices for food can also vary. This makes comparisons of poverty based on countries-specific
lines meaningless. To assure comparability of standards between countries the World Bank uses a One-Dollar-A-Day
per capitain 1985 prices poverty line, adjusted for purchasing power parity. Thisis not an arbitrary line; making
such a conversion would give us amost exactly the poverty line developed by Planning commission in India. Thus
thislineis considered typical for a developing country. The aternative for developed countries is to use an absolute
line developed in USA that is equal to $14.40 per single adult in 1985 prices. While a clear advantage of applying a
single, universal standard to all countriesis indisputable, its somewhat arbitrary character and problemsin accurately
measuring thisline, limit its value. Purchasing power parity adjustments, for example, are not designed to reflect the
cost of basic goods and services, which may distort the comparability of poverty lines across countries.

(ii) How the size of a household and its needs are measured.

According to World Bank methodology one simply counts the number of people in ahousehold. For most developing
countriesthisis regarded as ajustified approach. But these per capita measurements are not used at al in OECD
countries. OECD methodology takes into account the economies of scale, such that the per capita cost of reaching a
certain welfare level is lower in large households than in small ones. For example, cost of heating might depend on
dwelling characteristics, irrespective of whether the residing family is large or small. But the per capita cost of
heating is, of course, lower for the large family. Taking into account economies of scale has very substantial impact
on how many people are counted as poor. The complexity arises from the fact that economies of scale themselves
depend on avariety of economic factors and may differ between countries.

(iii) How well consumption or income are measured.

The surveys on which measurement is based differ in coverage, accuracy and quality between countries. Very often
poverty is measured based on only one-month of observation. This normally contributes to somewhat "noisy" data.
HICES in Turkey is an example of annual survey. Asaresult, the dataare of better quality. But definitions of
consumption and income component often vary between countries and make direct comparisons unreliable.

12. Second, we want to define how many people are economically vulnerable in Turkey. Being
vulnerable to poverty means being close to the absolute survival minimum. Not al of the
economically vulnerable are poor, but they are close enough to the bare minimum, and an economic
shock (loss of employment, disability etc.) may mean for them afall into an absolute deprivation.



13. The methodologies developed in the World Bank (as described in Ravallion (1994)) was
chosen to set the internationally comparable absolute poverty line (One-Dollar-A-Day), the
absolute poverty line based on minimum food basket, and the economic vulnerability line. The
relative line was set according to one of the variants of methodology developed by OECD®.
Details of setting poverty linesis depicted in the Technical annex.

14. Toassure comparability of standards between countries the World Bank uses a One-
Dollar-A-Day per capita poverty line, adjusted for purchasing power parity (in 1985 prices).
Thisisnot an arbitrary line: making such a conversion would give us a most exactly the poverty
line devel oped by the Planning Commissionin India. Thusthislineis considered typical for a
developing country. For 1994 in Turkey this line amounted to about 450 thousand TL per month.

15.  The minimum food basket composed of 19 food items was developed by Turkish
academics. The poor in the absolute sense are the households whose current consumption per
equivalent adult (with economies of scale adjustment) falls short of the current local cost of the
minimum food basket. On average for all survey period the cost of food basket was about TL 1.1
min. per equivalent adult (36 US dollars at average exchange rate).

16. Tothe cost of minimum food basket we add allowances for non-food items, as suggested
by actual consumption patterns of the less affluent, to arrive at economic vulnerability line. The
vulnerability line averaged for all survey period at TL 2.1 min. for asingle adult or TL 5.7 min.
for an average Turkish household (about 190 US dollars for household per month). In per capita
term the line was about 24 percent of GDP per capitain 1994.

17.  According to the variant of OECD methodol ogy used to set the relative line, it equals Y2
(50%) of the monthly median expenditure per equivalent adult defined according to OECD
equivalence scale. Household with monthly income less than the corresponding relative line are
called relatively poor, or poor according to OECD definition. On average for all month of the
survey the relative poverty line amounted to about TL 4 min. per household (137 US dollars for
an average household per month).

2. Overall incidence of poverty in 1994 and reliability of poverty measures

18.  Absolute poverty in Turkey is low based on international standard. We find extremely low
incidence of poverty that puts Turkey in the range of countries with small incidence of absolute
deprivation. Thus Turkey does not face an acute problem of absolute poverty by the standards of a
developing economy’. But it does not mean that the problem of deprivation and economic
vulnerability does not existsin Turkey.

& Other variants of methodol ogy used are reported in technical annex.

! Applying a developed country standard shows that Turkey is not yet a high-income economy. USA absolute poverty
line (US$ 14.40 per single adult at PPP) with corresponding equivalence scale to account for family size, shows that
80 percent of the population is poor.
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Table 1: International comparisons of absolute poverty in middle- income
countries 1990-1995

Percentage of peopleliving at less than one dollar aday at purchasing power parity (in 1985 prices), in percent

to population
Country Poverty incidence
Colombia 7.4
Poland 6.8
Malaysia 5.6
Tunisia 3.9
Czech Republic 31
Bulgaria 2.6
Turkey 2.5
Jordan 25
Morocco 11
Hungary 0.7

Source: al countries, except Turkey —World bank, WDI(1998), Turkey - 1994 HIICES, PPP— OECD.

19.  Absolute poverty based on country-specific minimum food basket is also low. The
minimum food allowances adopted in Turkey are relatively high by international standards (as
shown in technical annex), but only 5.7% of households and 7.2% of the population could be
called as poor (total consumption below the cost of the minimum food basket).

20.  But unlike absolute poverty, economic vulnerability is a problem. Relatively large
allowances are made for non-food spending in the minimum consumption basket. Consequently,
absolute poverty lineis set at the high level, and substantial number of households (31%) and
population (36%) have consumption below thisthreshold. This absolute poverty, as we have
mentioned does not represent a deprivation for most of basic needs and should not be compared
to poverty incidence in devel oping countries. Those who are very poor by the Turkish standards
in fact fare not worse or better than the “usual” poor in less developed economies. But
substantial number of people close to minimum by the standard adequate to Turkey’s level of
development is a cause for concern.

21.  Precision in estimating the incidence of economic vulnerability. Sincethereis a
considerable concentration of population just around the vulnerability line, and the 95%-
confidence interval for headcount isrelatively large (+2 percentage points)®. When population is
“bunched” around the line, even small changes in the methodology of measuring economic
vulnerability produce big changes in the number of people who are deemed vulnerable.

However, characteristics of the economically vulnerable and poor population are robust to
changes in the methodology and the size of poverty.

22.  Relative poverty. According to relative poverty methodology (accepted in most OECD
countries) 14.7% of the population have total annual incomes below the rel ative poverty line (and
15.7 percent are poor based on the current monthly income). Comparing the incidence of relative
poverty in Turkey with other countries as reported in LIS studies, we find that Turkey has higher
prevalence of relative income poverty than any OECD-member European country.

8 The estimate of standard error obtained usi ng Huber/White sandwich procedure that takes into account survey
sample clustering effect. Details are reported in the technical annex or could be found in Deaton (1998).
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Table 2: Three methods to measure vulnerability and poverty and results of their application to HICES
1994 in Turkey.

Methods: Welfare Welfare measure* Poverty line Percent of Percent of
aggregate householdsthat  populationin
are poor poor households
Absolute Current Household Loca** cost of 5.7% 7.3%

poverty  consumption consumption/(E)*™  minimum food basket

Economic Current Household Local cost of 31.2% 36.3%
vulnerability to consumption consumption/(E)°" minimum food
poverty basket** +non-food
allowance
Relative  Total income Household National: 1/2 of the 14.1% 15.7%
income income/(n)*® median income***
poverty

Notes: *nisthe number of family members, E is the number of equivalent adults with the caloric scale (FAO)
** |ocal linesarefor 7 regions, urban/rural areas and month of the survey
*** |n the current month, per equivalent adult defined with OECD equivalence scale

23.  Relative poverty. According to relative poverty methodology (accepted in most OECD
countries) 14.7% of the population have total annual incomes below the relative poverty line
(and 15.7 percent are poor based on the current monthly income). Comparing the incidence of
relative poverty in Turkey with other countries as reported in LIS studies, we find that Turkey
has higher prevalence of relative income poverty than any OECD-member European country.

Table 3: Relative poverty: international comparisons.

Year Country Percent poor
1992 Belgium 55
1994 Canada 10.6
1992 Denmark 6.9
1994 Germany 114
1992 Israel 125
1995 Italy 12.8
1995 Poland 11.2
1994 United Kingdom 10.6
1994 United States 17.9

Source: Luxembourg Income Study/ Center for the Study of Population, Poverty and Public Policy/ INSTEAD database. All poverty
lines are drawn at 50% of the annual median disposable income per equivalent adult.

24.  For example, relative poverty around 1994 in UK and Germany were close to 11 percent,
in Nordic countries varied between 5 and 8 percent, in Italy was about 13 percent. At thistime
the highest incidence among devel oped countries was observed in US, where it reached almost
18 percent in 1994. Relative poverty is sensitive to how unequally incomes are distributed
among households in the lowest part of income range. International comparisons suggests that
Turkey isahigh inequality country, and thisis another cause for concern.

3. Trends in economic vulnerability and poverty between 1987 and 1994
25.  Applying same methodologies of measuring economic vulnerability and poverty to 1987

data gives a benchmark to evaluate economic performance and the impact of economic growth on
living standardsin Turkey.



26. Animportant welfare aspect reflecting changes in living standards are developmentsin
living arrangements, reflecting choices of the population related to household size and
composition. Between 1994 and 1987 population has increased by 12.5 percent, but the number
of households has expanded more rapidly, by aimost 21 percent. The average Turkish household
has become smaller, changing from 4.8 to 4.4 by 1994. These developments are certainly a result
of the general improvement in living conditions. Rapid increase in the number of households
usually is associated with better access to housing and higher real incomes. The aternative isthe
lifein extended families that pool together resources to capture the economies of scale and insure
against from unemployment and low income. Thus choosing an independent living reflect higher
welfare. To support this conclusion, we also can refer to arising ownership of consumer
durables. However, during the same period, the average number of employed persons per
household has fallen, reflecting general sluggishness of 1abor market conditions.

27.  Macroeconomic indicators suggests that there has been arather unstable progressin rising
living standards of the population over time. The accurate measurement of increase in incomes and
consumption, though is extremely difficult task for Turkey because of its high levels of inflation.
Thus, in 1994 nominal GDP per capitain Turkey was amost 45 times higher than 1987 level.
Adjusting for inflation using the CPI would give us arise of only about 5 percent in 7 years—less
than one percent per year. Thisrather weak performanceis partly explained by aseverecrisisin
1994.

28.  Comparison of 1987 and 1994 surveys results suggests that there was a reduction of about
2.3 percentage pointsin the overall incidence of economic vulnerability (from 38.5 to 36.2 percent
of the population). However, relatively rapid growth of the population meant that thisfall wasin
fact accompanied by an increase in the number of economically vulnerable by more than one
million people. The progressin reducing poverty was more pronounced and actually lead to an
absolute reduction in the number of the poor in Turkey. Although the direction of changeis
unmistakable, it isa so important to note that the magnitude of decline in poverty is not dramatic.
Leaving poverty for most of the households was not equivalent to definitively climbing out of
vulnerability.

29. Big population shifts between urban and rural areas, regions and demographic changes were
contributing to reduction in theincidence of poverty for the country as awhole, asthe population in
relatively richer ssgmentswasrising fast. Almost a quarter of overall reduction of poverty was due
to these “structural” effects. However, thisfactor was not powerful enough to make a dramatic
change in the picture of poverty. Low or even negative growth of consumption within sub-groups
was amain reason behind poverty being so persistent.

30. Thedecomposition of changes in vulnerability using the methodology proposed by Ravallion
and Datt shows that the distribution of consumption has worsened (has become more unequal) and
this process was slowing down the fall in poverty. Big population shifts between urban and rural
areas and demographic changes were contributing to reduction in the incidence of poverty for the
country as awhole, as residual terms shows (as the population in relatively richer urban areas has
expanded). The decomposition shows the progressin rura areas both in terms of increasing real
consumption and in reducing inequality. Urban areas have exhibited both the deterioration in
consumption and the negative effect of increasing inequality, with the latter operating asamajor
factor.



Table 4: Decomposition of the change in economic vulnerability between 1987 and 1994
(change in percentage points in the vulnerability headcount)

Total change  of which: Growth Redistribution Residual
Rura -0.070 -0.085 -0.012 +0.027
Urban +0.026 +0.043 +0.127 -0.144
Turkey -0.023 -0.024 +0.054 -0.052

31.  When we go astep further and decompose the growth componentsinto "real growth" and
"effect of poverty ling" (related to prices of poverty basket rising faster or slower than other prices),
we find that most of the negative growth effect in urban areasis explained by afast rise in the cost
of poverty basket (probably a 1994 devaluation effect).

4. Macroeconomic factors of vulnerability

32.  Is economic vulnerability related to macroeconomic factors? It appearsthat the link
between economic stability and poverty reduction is very strong in Turkey. The HICES was
conducted in ayear when Turkey had suffered from a severe crisis and a sharp devaluation of the
lira. By looking at the incidence of poverty by months within 1994 we can observe how the
macroeconomic turmoil has impacted on the living standards of the poorest segments of Turkish
society. And as chart below suggests the impact has been indeed deep and negative.

33. Thesurgein the poverty rate that occurred at the time of devaluation and escalating inflation
isagood illustration on how the macroeconomic policies impact on the poor. The impact of the
economic criseswas not short-lived. The poverty rate remained at the extremely high level for 5
consecutive months. Therefore, part of the explanation of why we find such asmall change inthe
proportion of the population that remained vulnerable is the fact that in 1994 a substantial number
of normally non-poor fell into vulnerability.

Monthly incidence of economic vulnerability and poverty in 1994
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34.  What is the potential of growth in reducing poverty? Sustained economic growth the
primary factor of rising consumption and thus pulling people out of poverty and vulnerability.

L arge macrocosmic imbalances can hamper the positive impact of growth, as we have seen on the
case of 1994. Large and persistent (if not rising) inequalitiesin Turkey suggest that the potential of
growth aonein reducing the number of poor isfurther limited. By increasing consumption of al
population in 1994 by 1 percent, we would obtain areduction in the number of vulnerable to
poverty by 1.65 percent and of the poor - by 2.16 percent. Thus, it will take 6 years of steady per
capita consumption growth of 5 percent per year to reduce vulnerability to half of its current
incidencein the population. However, worsening inequality to the level observed for income (Gini
of 0.46) will completely undone the progress in reducing poverty with economic growth. Thus
poverty is stubborn, and growth alone can do only little to reduce poverty if thereis no action to
more progressive redistribution viataxes and targeted socia transfersto increase theliving
standards of economically vulnerable and poor households.

5. Profile of living standards

35. Givenavariety of reasons, the poverty or economic vulnerability numbers are aways
estimated with some degree of arbitrariness. Robustness checks on how accurately the total number
of economically vulnerable and poor persons is measured will be reported in the Technical annex.

It shows that while overall incidence changes dramatically between approaches, most of the
economic characteristics of the poor are very robust to changes in the measurement assumptions.
Now we are going to list the most important factors of economic vulnerability and poverty.

Regional determinants

36. Thedata onincidence, depth, severity and composition of poverty by regions and by urban
versus rural areas, obtained using the basic absolute poverty approach, are presented in Table 3
in the table annex. Changes in poverty incidence by regions between 1987 and 1994 are
presented in Table 3ain the annex. Table 4 in the annex gives the poverty risks by types of
urban settlements. Chart 1 below shows the distribution of population, poor and very poor by
regions. Chart 2 illustrates the difference between urban and rural living standards and poverty.

37. Thereare big differencesin poverty incidence between regions of the country. Aegean
searegion has the poverty risk that isonly half of the national average, East and South East
Anatolia have the risk that is 50% above the national average. The distribution of poor and very
poor population by regionsis different from distribution of al population. But evenin richest
regions we find groups that are poor. If we try to predict whether the household is poor or not
solely based on location, that is running a probit regression of binary outcome variable (whether
the household is poor or not) on a set of regional and location (urban/rural) dummies, we find
that only 2% of cases are predicted correctly. Therefore, location by itself is not a cause of
poverty.



Chart 1: Distribution of population and poor population by regions of Turkey in 1994.
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38. Migration flows have tended to reduce poverty in 1987-94, as poorest regions (East
Anatolia) have experienced a net decrease in the population, and richest regions - very fast
increase in population. Asthis population pressure was coupled with a brunt of the crisis felt
mostly by urban areas, one of the richest regions (Marmara) has experienced faster increase in
the number of people below the economic vulnerability line than above the line. Only two
regions have managed to reduce simultaneously the number of poor and economically vulnerable
while experiencing an increase in the population: Black searegion and Aegean (see Table 3ain
the annex); another growing region - South East Anatolia - has experienced a slight decreasein
the number of poor, but increase in the number of economically vulnerable. These developments
had a weak equalizing effect on regional poverty rates, as poverty rates in poorest regions were
falling, and in richest - rising, but poorest regions have remained persistently much poorer than
therest of the country.

39. AsTable 3 inthe annex witness, there are only small differencesin vulnerability and
poverty between urban and rural areas. Thisresult is due to applying different poverty lines in
urban and rural areas, taking into account lower price level inrural areas. Chart 2 illustrates this
point. It showstwo curves, for urban and rural areas, representing percentage of the population
with consumption below a certain amount. The urban curve lies above the rural, which means
that urban population has higher consumption than rural. Figure also has two straight lines
corresponding to poverty thresholds: the upper line is urban vulnerability line, and the lower line
- rural. Theintersection of urban line with curve of consumption distribution for urban areas
gives an incidence of economic vulnerability on the horizontal axis (percentage of urban
population with consumption below theline). It is evident from the figure, that if we were to
apply asingle national line, rural economic vulnerability would always be higher than urban.
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Chart 2. Consumption distribution and vulnerability lines
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Note: all values are deflated to average 1994 prices using regional CPI indices.

40. Table 4 inthe annex witness that in urban areas undevel oped streets and slums have much
higher risk of poverty than developed areas. Almost 70% of the urban poor live in slums and
undeveloped areas. Therefore urban areas as a whole may seem to be more prone to poverty than
rural areasin part because of the existence and importance of slums and undevel oped streets.
High risk of poverty in these areas push the average poverty risk for all urban areas up above the
poverty risks of rural aress.

Gender and poverty

41. Table5 below gives a comparison of poverty risks for househol ds headed by male versus
households headed by female. Thereisonly adight difference in poverty risks between the
households headed by males and females. Poverty of femal e headed households is, however,
deeper. Individual poverty risks on average are the same for men and women.

Table 5: Gender of household head and risk of poverty.

Gender of household Incidence of Incidenceof | Averageshortfall Depth  Severity
head vulnerability poverty of the vulnerable
Female 37% 9% 34% 0.125 0.059
Male 36% 7% 30% 0.108 0.045

42.  Two caveats should be attached to these results. First, as shown in technical annex,
measured poverty incidence by gender is sensitive to measurement assumptions. Other
indicators of well-being witness the unprivileged position of women. HICES (1994) indicates
that about 80% of prime working age males and only 16% of femalesin rural Turkey participate
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in some monetarily gainful economic activity®. Even in the developed regions employment
opportunities available to females are mainly in casual employment.

43.  Second, at a minimum, caution should be exercised whenever individual poverty is
measured based on household survey data. In reality, household consumption may be distributed
very unequally between members, depending on their age, gender or education. Data on the
actual differencesin living standards within a given household are rarely available. However, we
do find significant differencesin the educational status of men and women: in 1994 over 30
percent of adult females were still illiterate (as opposed to 9 percent for males). Thus,

househol d-based measures may underestimate the true extent of poverty among females (as
shown in Haddad and Kanbur (1990)).

Education and poverty

44. Table6inthissection, and Tables 7 in the annex gives details on individual poverty risks
of persons with different levels of education, while Tables 8 and 9 in the annex focus on the
educational status of children. The dynamic decomposition of changes in poverty and
vulnerability risks by levels of education is presented in Table 10 in this section.

45.  Education is the characteristic that has the strongest correlation to poverty risk. The
education of household head plays a key role in determining whether the household is poor.
Thereis a 10 times difference in poverty risk between the household headed by aniilliterate
person and a household with the head having the higher education. Same magnitude of
differencesis observed for individuals, as Table 7 in the annex suggests.

46. There areimportant differencesin educational achievements of children by regions of the
country, as shown in Table 8 in the annex. Poorest regions have close to 10 percent of all
children in age groups 12-15 who areilliterate. Those who are deprived of even basic education
in childhood tend to have poor prospects on alabor market later. Therefore, gapsin education
explain some part of regional differencesin poverty risks. Remaining problemsin access of
children to education, as they were spotted by the 1994 survey, particularly in some regions, pose
problem for progress in poverty alleviation in the future.

47. Thereisalso avery clear link between the poverty of family and poor educational
achievements of children, as Table 9 in the annex suggests. Most of the adol escents who leave
school before or just after completing the primary level and seek employment are from poor
families. About 5% of al children in the country between ages 12 and 15 did not completed
even primary education and are no longer in school; 70% of these children are from rural areas;
70% live in poor households.

° Prime working age is defined between 25 and 40 years. Urban areas do not fare far better than rural: female
participation in prime ageisonly 20%. L..Schwartz (1999) finds that the progress in rising women’s education
between 1994 and 1998 has been very dow.
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Table 6: Poverty profile by the level of education of household head, 1994

Poverty indicators Structure, percent
Education of Incidence of Incidence of [Average Depth Severity | Population |Vulnerable  Poor
household head | vulnerability poverty |shortfall population population
illiterate 52% 15% 33% 0173 0.077 13.6% 19.7% 27.8%
literate w/o diploma 45% 10% 31% 0.138 0.058 7.4% 9.3% 10.7%
primary 38% 7% 30% 0115 0.048 55.8% 58.8% 55.0%
secondary 23% 2% 26% 0.060 0.023 17.9% 11.4% 6.2%
higher 5% 0% 16% 0.009 0.003 5.3% 0.8% 0.2%
Total 36.3% 7.3% 30% 0.109 0.046 | 100.0% | 100.0%  100.0%
Table 10: Decomposition of economic vulnerability change by education
Vulnerability risks of which
Education of household| Incidence of Incidence of | Contribution to due to dueto interacti
head vulnerability in  vulnerability in | poverty change | changein population onterm
1987 1994 in the country, risk shifts
points
illiterate 56% 52% -0.9% -0.4% -0.5% +0.0%
literate w/o diploma 46% 45% -1.1% -0.1% -1.1% +0.0%
primary 40% 38% -0.5% -0.8% +0.3% -0.0%
secondary 25% 23% +0.5% -0.3% +0.8% -0.1%
higher 7% 5% -0.1% -0.1% -0.0% +0.0%
Total 39% 36% -2.3% -1.6% -0.6% -0.0%

48.

Table 10 presents changes in economic vulnerability between 1987 and 1994. It shows

that over time we find aremarkable stability in relative risks of vulnerability by the level of
education. To understand changes in the incidence of vulnerability we decompose the total
change (of 2.3 percentage points) into the contributions of each group. We see that most of the
positive action has come from lower levels of education. We decompose further each group
contribution to the nation-wide change in vulnerability into three components: poverty risk
change, structural effect and interaction term. To derive the first element, we apply changesin
the risk of poverty to theinitial (1987) population structure ( this component is called “poverty
risk change). Second term is obtained by applying initial poverty incidence to the changesin the
population structure between 1987 and 1994. To obtain the last term we allow simultaneous
change in poverty risk and population structure (interaction term).

49.

The decomposition shows that changes in the vulnerability risks for the population in the

country as a whole were due to the growing education attainment of the population and fall in
poverty risks. Asawhole, group risks changes have contributed as awhole almost 70 percent of
the total change. But when we ook more closely at the decomposition for each group, we find
that structural effects dominate. Just the rise of literacy rates among the household heads,
however small it was (the share of the population has changed by one percentage point),
contributed close to 50 percent of the reduction of economic vulnerability and poverty in a
nation. Thisisaclear prove that education does offer the most reliable way out of poverty.
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Labor market status

50.

Occupationa characteristics (employment, unemployment or non-participation and type of

job contract) are close correlates of poverty risksin Turkey, asrevealed by Table 11 below and
Tables 13, 14 and 15 in the annex. The Table 12 in the annex depicts changes in poverty risks by
the labor market status of persons between 1987 and 1994.

51.

A rather surprising factor revealed by the Table 11 below with data on household heads, is

that there are only minor differences in poverty risk exists between all employed and al not
employed on average (the same conclusion arises from inspection of Table 11 in the annex with

data on individuals).

Table 11: Poverty profile by employment status of household head

Poverty indicators

Structure, percent

Employment status of Percent  Percent | Average Depth Severity |Population| Vulnerable — Poor
household head vulnerable poor | shortfall population population
EMPLOYED 37% 7% 30%  0.112 0.046 86.3% 88.3% 88.3%
regular employee 31% 4% 28%  0.086 0.033 29.8% 25.4% 15.3%
casual and seasonal worker 58% 15% 34% 0201 0.092 9.2% 14.8% 18.8%
Employer 17% 1% 25% 0.042 0.015 6.4% 3.0% 1.1%
self-employed 40% 9% 30% 0.121 0.051 40.9% 45.1% 53.2%
unpaid family worker 8% 0% 23%  0.019 0.004 0.0% 0.0% 0.0%
NOT EMPLOYED 31% 6% 31%  0.095 0.042 13.7% 11.7% 11.7%
Unemployed 52% 17% 37% 0.193 0.096 1.3% 1.8% 2.9%
Student 12% 0% 21%  0.026 0.007 0.1% 0.0% 0.0%
Housewife 39% 11% 36% 0.140 0.069 1.8% 2.0% 2.7%
Disabled 49% 14% 39% 0192 0.096 0.2% 0.2% 0.3%
11l 39% 8% 27%  0.106 0.048 0.4% 0.4% 0.4%
Retired 23% 2% 25% 0.056 0.020 7.9% 5.0% 1.8%
Rentier 30% 3% 26%  0.080 0.030 0.6% 0.5% 0.3%
Elderly 44% 15% 34% 0.150 0.067 1.2% 1.5% 2.6%
Other 47% 22% 46% 0218 0.130 0.2% 0.3% 0.7%
TOTAL 36% 7% 30%  0.109 0.046 | 100.0% 100.0% 100.0%
52. Most of the non-population as well as poor population in Turkey live in households where

heads are gainfully employed. But within each big group of employed and not employed there
are big differences between different ypes of employment and reasons for non-employment.
When individual (household head) is employed in seasonal, casua positions its (househol d)
poverty risk is much higher than for other types of employment and non-employment alike. To
put it simply, these are the poorest people in Turkey, poorer than even unemployed. Self-
employment ranks second in terms of poverty risks for al the employed, and 45 percent of all
poor in Turkey live in families where a head is self-employed.

53.

When individual or household head is unemployed, or disabled, the poverty risks

(individua and household) are extremely high and exceed al other not employed groups risks.
The largest group with lowest poverty risks amongst the non-employed are pension recipients.
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54, AsTable 11 tendsto suggest regular employees have poverty risks that are just about the
average. This points out to the importance of other factors, that determine the level of earnings,
such as education, occupation and type of work contract. The lowest risk is associated with the
employment as regular employee covered by the social security, as shown in Table 15. Regular
employees not covered by any social insurance are aat arisk of poverty that is twice the risk of
insured employees. Employment in State sector is related to much lower (in fact two times

lower) risk of poverty than private sector employment, as Table 14 in the annex points out.

55. Table 12 in the annex shows group-specific poverty risks have remained remarkably stable
between 1987 and 1994. But asamost a groups have experienced falling or stable poverty
risks, these small changes were reinforcing each other. On the other hand, extremely large
effects of population shifts were working in the opposite directions. Asaresult, asin case of
education, we find a predominance of within-group effects with substantial shiftsin the structure
of population. The number of wage employees alone hasincreased by almost 1.5 min., and the
number of unpaid family workers reduced by 0.5 min. However, the positive effect of changing
employment structure was almost entirely offset on a national level by an increase in the number
of unemployed, a group with the highest incidence of poverty, revealing that the labor market did
not serve the Turkish poor well in this period. Inlarge part thiswas due to the impact of
economic crisis of 1994, and witness a presence of a strong link between macroeconomic
performance and poverty.

Sector of employment and occupation

56. Tables 18 below and Annex Tables 16 and 19 (that isafull versions of Table 18), all
show therisk of poverty by household' s head sector of employment. Table 17 in the annex
explores the poverty profile of individuals by their sector of employment and type of contract.
Table 20 in the annex is a cross-tabul ation of individual employment versus household head
employment. Tables 21 and 22 report changes in poverty risks by employment between 1987
and 1994. Table 21 in the annex gives a picture of changes in sectoral poverty risks for
household heads. Finally, Table 22 reports changes in the poverty risks by main occupation
groups.

57. There are substantial differencesin poverty risks between the sector of employment of
household heads. Table 18 combines sector of employment and the dominant type of
employment in each sector to show both across-sectors and within-sector differencesin poverty
risks for household. Highest risks are associated with the work in agriculture and construction.
The lowest risks are characteristics of employed in power industry and finance and banking
sector. Table 18 shows that some of the sector of employment poverty risks can be explained by
specific type of job risks that is predominant in each sector. For example, high poverty risks
associated with the employment in construction is due to predominance of casual workersin this
sector who tend to have highest poverty risk regardless of sector of employment.

58. Intermsof poverty decomposition (Table 19 in the annex), most of the poor population as
well as most of the overall poverty depth is coming from the households headed by self-
employed in agriculture. It isfollowed by the casua employment in construction, regular
employment in manufacturing and self-employment in trade. Together these four groups account
for 55 percent of the vulnerable to poverty, 56 percent of the poverty gap for the country asa
whole and 63 percent of the poor population in Turkey. The conclusions of the predominancein
total poverty of very specific sectoral and type of employment groupsis supported by Table 17
with the poverty risk of only the employed.
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Table 18: Poverty profile: household heads' dominant status of employment for each sector

Sector and dominant status of Incidenceof  Incidence of Vulnerable Poor
employment of household head | vulnerability poverty population population
Agriculture 42% 11% 33.0% 41.8%
self-employed 41% 10% 30.3% 38.2%
Mining 28% 3% 0.7% 0.3%
Regular employee 22% 1% 0.4% 0.1%
Manufacturing 36% 5% 11.9% 8.2%
Regular employee 37% 5% 8.0% 5.6%
Power, water etc. 18% 2% 0.2% 0.1%
Regular employee 19% 3% 0.2% 0.1%
Construction 50% 12% 10.4% 12.3%
Casual and seasonal worker 60% 16% 8.1% 10.9%
Trade 35% 6% 15.1% 13.6%
self-employed 38% 8% 8.5% 8.4%
Transport 37% 6% 5.9% 5.0%
Regular employee 34% 4% 2.3% 1.4%
Finance & banking 19% 0% 0.3% 0.0%
Regular employee 19% 0% 0.3% 0.0%
Services 27% 3% 10.7% 6.9%
Regular employee 25% 2% 8.3% 3.5%
NOT EMPLOYED 31% 6% 11.7% 11.7%
TOTAL 36% 7% 100.0% 100.0%

59. Table 21 showsthat sectord structure of poverty risks has remained stable between 1987
and 1994 with all sectors registering a slight decline in the incidence of poverty and
vulnerability. The progress has been fastest in services and infrastructure, and slowest in trade
and construction. However, the change in the structure, i.e. reallocation of 1abor between
sectors, was a minor phenomenon, accounting for less than 10 percent in the change in poverty
between 1987 and 1994. Thus within-sector factors, rather than structural changes, were playing
apredominant role in this period. To large extent thisis due to contradictory impact of structural
changes. While reduction of employment in agriculture that initially had a highest risk of
poverty has been working towards reducing poverty, the expansion of employment in
construction and trade with relatively high poverty risks has offset this positive impact almost
entirely.

60. Table 20 reveas a more subtle causation behind the sectoral poverty risks discovered by
the analysis above of household heads employment. It shows that households headed by the
regular employees tend to have a high dependency rate (almost 2/3 of their members are not
working) that might partly explain the relatively high risk of poverty for these households. The
manufacturing is a predominant sector of regular employment contracts in new industrial centers
that attracts migrants from rural areas. Usually these families are characterized by avery low
femal e participation rate, and alarge number dependents living on one earners’ salary. Thus, the
poverty id high for the group of regular employees partly because of this“within” - family™
factors.

61. Thepictureisdifferent for the households headed by the self-employed. herethe
dependency rateislow, but there is in fact more unpaid family workers than the self-employed.
Thus the reason for high poverty risksin this group is relatively low productivity of employment

19 pyt in citation marks since low participation rate of women is not entirely an intra-family phenomenon.
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in their occupation and lack of other earning opportunities except the work on family shop of
farm.

62. Finaly, the structure and changes of poverty risks by occupation, as shown in Table 22 in
the annex, shows that all groups of employed have contributed to a reduction of poverty. The
largest share of poverty reduction in the country can be traced to agricultural workers and manual
productive workers, - the most numerous groups among the employed. On the other hand,
househol ds without employed heads have experienced an increase in poverty risk and expansion
in the number, contributing towards poverty increase in the country. This shows the key role of
employment in a poverty alleviation strategy. Even in difficult economic circumstances for
almost al groups linked to employment there has been a progressin poverty reduction.

6. Living arrangements of the poor and economically vulnerable

63. Poor tend to have quite different living conditions that the non-poor, as revealed by Table
23 below and Chart 3. Table 13 in the Annex revealsindividual poverty risks by age groups.

64. Large multigenerational households traditionally are home for amajority of the Turkish
population. But at the same time these households tend to have highest risks of poverty. Thisis
why most of the poor livein large extended households, as Table 23 shows. Nuclear families
with three and more children are also at the high risk of poverty, but their poverty is even more
severe and deep. The presence of children in a household does increase the risks of poverty
substantialy. Table 13 in the annex shows that children under 10 years old have the highest
poverty risk among all age groups. Most of the poor children live in large extended families that
have many other dependents.

Table 23: Poverty profile by the type of family: change between 1987 and 1994

Poverty in 1994 Poverty in 1987
Type of family Vulnerable, Headcount Poor | Vulnerable, Headcount Poor
percent  forthepoor population| percent for the poor population

Single elderly 25% 5% 0.2% 25% 9% 0.4%
Single work age adult 9% 1% 0.1% 8% 1% 0.0%
Single parent 39% 10% 1.9% 41% 13% 1.7%
Single adult and elderly 21% 3% 0.6% 33% 14% 1.2%
Couple, no children 17% 3% 1.6% 20% 6% 2.7%
Couple, 1 child 24% 2% 1.7% 22% 3% 1.8%
Couple, 2 children 31% 4% 6.1% 31% 4% 4.0%
Couple, 3+ children 53% 14% 23.2% 53% 15% 33.1%
Extended, no children 21% 2% 5.0% 16% 3% 2.6%
Extended, 1 child 31% 5% 9.6% 23% 1% 3.9%
Extended, 2 children 40% 7% 12.8% 34% 6% 6.0%
Extended, 3+ children 52% 14% 37.3% 51% 16% 42.5%
TOTAL 36% 7% 100.0% 39% 10% 100.0%

65. Single parents are also a highly risky category, but they are not important in terms of
number of people. Elderly seemsto be mostly integrated within large families. Those who live
alone can afford doing it and have in fact lower risk of poverty than the population on average.
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66. Table 23 withesses also that a considerable population shift that is occurring in Turkey has
affected its demographic profile of vulnerable population. There has been a dramatic fall in the
average number of children per family. The share of families with three and more children in the
population of Turkey has fallen from 49 percent in 1987 to 32 percent in 1994. As children,
especially in large families, tend to increase the vulnerability to poverty, reduction in fertility
acted as a strong poverty aleviation mechanism. The drop in fertility alone accounts for more
than half of the overall reduction of poverty and economic vulnerability risks in Turkey between
1987 and 1994.

67. Chart below suggests that poor have worse housing conditions, and that they own
substantially less durables. We do not differentiate between domestically produced and imported
durables, between new and worn out goods, but even at this simplest approach get quite striking
differences.

Ownership of durables for poor and non-poor: changes
between 1987 and 1994
Automobile
M Non poor: percent who
Refrigerator ownin 1987
Color TV
0 Non poor: percent who
Telephone ownin 1994
Water heater
Hot water O _Poor: percent who own
supply in 1987
Piped water
supply
W Poor: percent who own
Central heating in 1994
Bathroom
0.0% 50.0% 100.0%

68. The chart shows a considerable progress over time in the ownership of durables, accessto
water and communications. The progress has also been shared by the poor. But despite this
progress the gap between the poor and non-poor remains large. When we add to that that almost
40 percent of the poor live in undeveloped and slum areas which have poor infrastructure and
access to basic services, the picture of relative deprivation of a substantial proportion of
population is becoming even worse.
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7. Income and employment opportunities

69. Ultimately, the living standards depend on earning opportunities. Table 24 below brings
the evidence on where the poor and non-poor get their income from. Table 25 focuses on the
link between the education and wages, and Table 26 decomposes the gap between the poor and

non-poor workers.

70. Asrevealed by Table 24 the most important source of income for a Turkish household is
labor. Poor depend on labor income even to a greater extent than the non-poor — almost 80% of
their income is coming from labor. Therefore earning opportunities are key factor determining

living standards.

71. Butthereisabig discrepancy in thelevel of total incomes, and in particular - 1abor
incomes - of the non-poor and poor. Table 25 shows that wages for the working poor are on
average 44% less than wages of the non-poor; in addition we know from the survey that the
income from self-employment of the poor is 47% less than the income of the self-employed who
isnot poor. Part of the reasons for such wide differencesis explained in chapter on inequality.
Here we are going to concentrate manly of wage income.

Table 24: Income structure of the poor and non-poor

Poverty status and monthly household incomes

Source of income Non poor: structure of Poor: structure of All households:
household incomes, household incomes,  structure of incomes,
percent percent percent
Total labor income 72.2% 80.8% 73.7%
Wage earnings 34.6% 40.0% 35.6%
Income from self-employment 37.6% 40.7% 38.1%
Total capital and property income 6.0% 2.1% 5.3%
Interest and income from securities 2.7% 0.7% 2.4%
Rent and other property income 3.3% 1.4% 3.0%
Total transfers 10.1% 7.2% 9.5%
State transfers 7.9% 5.8% 7.5%
Private transfers 2.2% 1.4% 2.1%
Other income 11.7% 9.9% 11.4%
Total household income 100.0% 100.0% 100.0%
Total monthly household income, TL 13,895,078 6,853,319 11,696,462

Note: incomes arein average 1994 Central Anatolia prices

72. Asthe Table 25 shows, thereisalarge gap in skills between the poor and the non- poor.
Workers with primary education or less tend to be poor, and in fact almost 80 percent of poor
wage earners areilliterate or have only the primary education. Therefore, part of the different
outcomes for the poor and noon-poor on the labor market can be explained by differencesin the
amount of human capital (education, experience etc.) that the poor and non-poor have.

73. Extending this argument further, we can try to see to what all other personal and job
characteristics explain differences in wages between the poor and non-poor. In aframework of
earning functions we can predict what would be the level of earnings of the poor if they would
have the same returns of their characteristics, as the non-poor. The results are reported in Table

26 below.
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Table 25: Poverty and monthly real wages (in TL) by the level of education

Wages by poverty status Structure wage employment, percent
Maximum level of Non-Poor Poor All wage | Non-Poor | Poor All wage Wage
education achieved by employees employees | employees by
aperson level of
education

All wage employees 6,674,555 3,665,383 5,705,112 67.8% | 32.2% 100.0% 100.0%

illiterate 3,284,729 2,295,105 2,713,328 42.3% | 57.7% 100.0% 5.6%

literatew/o diploma | 4,767,649 3,150,994 3,911,481 47.0% | 53.0% 100.0% 2.8%
primary 5,267,064 3,578,773 4,580,809 59.4% | 40.6% 100.0% 50.9%
secondary school 6,180,306 4,273,725 5,619,980 70.6% | 29.4% 100.0% 10.5%

vocational school 7,307,721 4,453,059 6,407,549 68.5% | 31.5% 100.0% 0.4%
high school 7,169,848 4,825,969 6,755,762 82.3% | 17.7% 100.0% 15.7%

vocational at highsc. | 7,768,707 4,660,668 7,398,132 88.1% | 11.9% 100.0% 3.2%
university 11,062,470 6,311,368 10,834,871 95.2% 4.8% 100.0% 10.8%

aster & doctorate 13,738,302 . 13,738,302 | 100.0% | 0.0% 100.0% 0.3%

Note: Wages arein average 1994 Central Anatolia prices

74.  Extending this argument further, we can try to see to what all other personal and job
characteristics explain differences in wages between the poor and non-poor. In aframework of
earning functions we can predict what would be the level of earnings of the poor if they would
have the same returns of their characteristics, as the non-poor. The results are reported in Table
26 below.

Table 26: Blinder-OQaxaca wage gap decomposition between the poor and the non-poor

Decomposition approach Wage gap between of which:
poor and non-poor,  differencein  differencein
log points endowments treatment
Crude (observed) wage gap 458
Returns for non-poor applied to poors' characteristics 481 414 .067
Returns of the poor applied to non-poor characteristics 115 071 .044

Note: regressions used are earning functions with log of monthly wagesin 1994 average Central Anatolia prices as dependent
variable, regressed to a potential experience (and squared experience), education, gender, location, type of contract, ownership,
industry and occupation dummies, run separately for poor and non-poor workers.

75.  This predicted wage outcome does show a very big discrepancy between the poor and non-
poor in the wage levels. Controlling for differences in mean characteristics, the gap is even
larger that the observed. On the other hand, if we assume that the non-poor would have the same
return as poor on their skills, we obtain agap in predicted wages that is very much below the
actually observed difference in wage outcomes, but still show a substantial gap. Both estimates
shown in the table are legitimate “brackets’ for the “net” gap (accounting for differencesin the
endowments). It shows that there is a discrimination against the poor, but most of the differences
between labor incomes of poor and non-poor is explained by differencesin endowments. poor
have lower education, lower experience and have insecure casual low-productive jobs.

76. Though on average the gap between the poor and non-poor workers has shrunk somewhat
over time (1987-1994, by 5 percent) poor workers with primary education or less have
experienced a deterioration of their relative pay. As the sources of incomes for poor househol ds
headed by casual workers have become less diversified, their ability to strike the balance
between end and needs has become more fragile.
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8. Transfers and social safety nets

77. Aswehave seenin Table 24 above, the structure of incomesis very different for the poor
and the non-poor, and transfers are part of this difference. Chart 4 below brings additional
evidence of the very different coverage of the poor and non-poor by the socia safety net.

78. Asshownin Table 24 transfers from the State constitute relatively small part of Turkish
households' incomes. Main transfer program are different types of pensions and there are mostly
non-poor who benefit from them. The share of private transfersisreally very small both for the
poor and non-poor. It isto note, though, that the aid from relatives and aid associations has
marginally better targeting towards the poor than any government programs. But the share of the
poor covered by this private transfersis very small; just above 10 percent.

79. Thissuggests that neither the State, nor the civil society or inter-family relationships play
an important role as safety net. Thisin combination with the evidence presented on the
predominance of extended families suggests intra-family ties are playing the predominant role as
safety net in Turkey. This system makes those who can no longer rely on their relatives
particularly vulnerable. It isastriking evidence that close to 70 percent of the poor are not
covered with any type of medical insurance.

Chart 4: Transfer recipience and medical insurance coverage for poor and non-poor.

Transfers

From State- pension

From State- tax return —
From State- old age income
From abroad- remittances

Relatives or aid assotiation

Do not receive any transfers
Medicd insurance covered by:

Retirement find

Social security inst.(SSK) r
Self-employment inst.(Bag Kur)

State institution

Ministry of Hedth (Green card)

Nt SUPPOTted by Ay iNSUra1ICe: |

0% 10% 20% 30% 40% 50% 60% 0% 80%

‘D Non poor: percent receiving (covered) B Poor: percent receiving (covered) ‘

Note: the graph is based on annual income survey.

80. Chart 4 aso shows that there are only two small-scale Government programs that favor
poor more than the rich: old age pensions and Green cards program run by the Ministry of
Health. However, these two are very modest in size and have a minimal impact on the living
standards of the poor.
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9. Conclusion

81. The ultimate objective of poverty analysisis not to count people who fall below acertain
line, but to find reasons of why some groups of the population do not benefit fully from the
economic opportunities or are more vulnerable to shocks. What we have discovered in this
profile, isthat human capital and employment are key determinants of living standards of a
Turkish household. Thisfindingisrobust and holds across many modifications of the

methodol ogy that are discussed in the Technical annex. The labor market factors were operating
in 1994 almost exactly as they werein 1987. Therefore, despite some progress, the relative
position of unprivileged groups has not improved by much in this period. The key forces behind
changes of poverty and vulnerability were macroeconomic and demographic factors. They were
working in the opposite direction: while inflation and rise in unemployment were pushing the
poverty up, thefall in fertility, rising educational attainment and migration were operating
towards reducing poverty.
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Table Annexes

Table 3: Poverty profile by regions

Poverty indicators Structure of the total, percent
Region Incidence of Headcount for Average Depth of Severity of | Population Poor Very poor | Depth Severity
vulnerability poor shortfall of the vulnerability  vulnerability population population
poor

Marmara 0.336 0.055 0.300 0.101 0.042 24.7% 22.8% 18.5% 22.7% 22.8%
Aegean 0.245 0.023 0.251 0.062 0.022 13.6% 9.2% 4.3% 7.6% 6.6%
Mediterranean 0.382 0.081 0.308 0.118 0.050 12.8% 13.4% 14.2% 13.7% 13.9%
Central Anatolia 0.390 0.086 0.318 0.124 0.055 17.2% 18.5% 20.3% 19.5% 20.7%
Black Sea 0.259 0.043 0.265 0.068 0.025 13.4% 9.6% 8.0% 8.4% 7.5%
East Anatolia 0.500 0.145 0.334 0.167 0.074 8.8% 12.2% 17.5% 13.5% 14.4%
South East 0.542 0.130 0.306 0.166 0.068 9.6% 14.3% 17.1% 14.5% 14.2%
Anatolia
Total 0.363 0.073 0.301 0.109 0.046 100.0% | 100.0%  100.0% | 100.0%  100.0%
Rural 0.348 0.085 0.293 0.102 0.042 46.5% 44.6% 54.6% 43.4% 42.3%
Urban 0.375 0.062 0.308 0.116 0.049 53.5% 55.4% 45.4% 56.6% 57.7%
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Table 3a: Decomposition of poverty change between 1987 and 1994 by regions and locations

of which*: Memo: absolute change
Region Incidence Incidenceof | Contributionto |due tochange  dueto interaction | Changeinthe | Changein the
of poverty povertyin |poverty changein|in poverty risk population term population, number of
in 1987 1994 the country, points shifts thousand poor, thousand
Marmara 2.2% 5.5% +0.9% +0.7% +0.1% +0.1% +3,304 +556
Aegean 6.9% 2.3% -0.7% -0.7% -0.1% +0.0% +471 -339
Mediterranean 8.0% 8.1% +0.3% +0.0% +0.2% +0.0% +2,432 +203
Central Anatolia 11.8% 8.6% -1.1% -0.7% -0.6% +0.2% -1,432 -500
Black Sea 9.7% 4.3% -0.5% -0.6% +0.2% -0.1% +1,974 -236
East Anatolia 16.8% 14.5% -0.8% -0.3% -0.6% +0.1% -1,200 -326
South East Anatolia 22.5% 13.0% -0.7% -0.8% +0.2% -0.1% +1,057 -303
Total 10.0% 7.3% -2.7% -2.4% -0.5% +0.2% +6,607 -945
Rural 14.4% 8.5% -3.6% -3.1% -0.9% +0.4% -195 -1,658
Urban 5.0% 6.2% +0.9% +0.6% +0.3% +0.1% +6,803 +713
Total 10.0% 7.3% -2.7% -2.6% -0.6% +0.4% +6,607 -945

* Note: to decompose changes of poverty incidence we 1) apply changes in the risk of poverty to the initial (1987) population structure ( this component is called “ poverty risk
change); 2) apply initia poverty incidence to the changes in the population structure (“population shifts); 3) allow simultaneous change in poverty risk and population structure

(interaction term).
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Table 4: Poverty and location: developed and undeveloped areas in cities.

Poverty indicators Structure, percent
Street properties for urban Incidence of Headcount for Population Vulnerable Poor
households vulnerability poor population population

Developed 0.252 0.028 25.2% 17.6% 9.8%
Undevel oped and lum areas 0.478 0.090 28.7% 37.8% 35.6%
ALL URBAN 0.372 0.061 54.0% 55.4% 45.4%
ALL RURAL 0.348 0.085 46.0% 44.6% 54.6%
ALL HOUSEHOLDS 0.363 0.073 100.0% 100.0% 100.0%

Table 7: Poverty risks for individuals by the level of education.

Poverty indicators Structure, percent
Maximum level of education Incidence of Headcount for poor Population Vulnerable Poor population
achieved by a person vulnerability population
ADULTS (>=25 y.0.) 0.314 0.057 47.9% 41.5% 37.5%
illiterate 0.417 0.099 12.0% 13.8% 16.4%
literate w/o diploma 0.349 0.063 3.4% 3.2% 2.9%
primary 0.324 0.052 23.0% 20.5% 16.5%
secondary school 0.233 0.026 3.0% 1.9% 1.0%
vocational school 0.176 0.008 0.1% 0.0% 0.0%
high school 0.155 0.012 3.6% 1.5% 0.6%
vocational at high sc. 0.096 0.004 0.6% 0.2% 0.0%
university 0.041 0.002 2.2% 0.2% 0.1%
master & doctorate 0.000 0.000 0.1% 0.0% 0.0%
YOUTH (6-24 yrs.) 0.402 0.085 41.0% 45.4% 48.0%
illiterate 0.551 0.136 4.0% 6.1% 7.5%
literate w/o diploma 0.456 0.107 10.7% 13.4% 15.7%
primary 0.407 0.084 18.0% 20.1% 20.8%
secondary school 0.298 0.045 4.4% 3.7% 2.7%
vocational school 0.237 0.037 0.2% 0.1% 0.1%
high school 0.205 0.023 3.0% 1.7% 1.0%
vocational at high sc. 0.176 0.023 0.4% 0.2% 0.1%
university 0.142 0.000 0.2% 0.1% 0.0%
master & doctorate 0.000 0.000 0.0% 0.0% 0.0%
CHILDREN(<6 y.o0.) 0.426 0.095 11.1% 13.1% 14.5%
TOTAL 0.363 0.073 100.0% 100.0% 100.0%
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Table 8: Educational status of children 12-15 years old, by regions

Region Illiterateto total, Literatewithout Primary school Junior high  Vocationa  Highschool Vocational at
percent diploma, completed, school secondary, high school

percent percent percent level
Marmara 1.4% 5.4% 75.7% 16.5% 0.4% 0.3% 0.2%
Aegean 1.4% 5.7% 72.9% 18.8% 0.5% 0.6% 0.1%
Mediterranean 3.1% 9.6% 72.1% 14.4% 0.6% 0.3% 0.0%
Central Anatolia 0.4% 9.7% 71.8% 16.2% 1.1% 0.6% 0.2%
Black Sea 1.7% 7.1% 75.2% 14.5% 0.7% 0.8% 0.0%
East Anatolia 8.1% 10.0% 66.8% 14.2% 0.2% 0.7% 0.0%
South East Anatolia 11.4% 12.3% 63.5% 11.3% 0.8% 0.6% 0.1%
Total 3.4% 8.2% 71.8% 15.3% 0.6% 0.5% 0.1%
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Table 9: Location and education of children 12-15 years old

Percent of children in the area who: Structure, percent of
Place of living for children areno longer in areno longer in school and have | All children | All children All children no longer in
school not completed primary education| 12-15years | no longer in school without primary
old school education
Developed urban areas 18.5% 0.8% 23.0% 11.0% 3.8%
Undeveloped and Slum areas 32.9% 1.6% 29.0% 24.7% 9.9%
ALL URBAN CHILDREN, 12-15y.0. 26.6% 2.8% 52.4% 36.0% 30.2%
ALL RURAL CHILDREN, 12-15YO 51.9% 7.1% 47.6% 64.0% 69.8%
ALL CHILDREN 12-15y.0 38.7% 4.8% 100.0% 100.0% 100.0%
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Table 12: Decomposition of poverty change by labor market status

of which
Individual characteristic | Incidenceof Incidenceof | Contribution to due to dueto interaction
poverty in poverty in 1994| poverty changein| changein population term
1987 the country, |poverty risk  shifts
points
Wage employee 6% 5% -0.0% -0.1% +0.1% -0.0%
Employer 1% 1% -0.0% -0.0% +0.0% -0.0%
Self-employed 11% 7% -0.4% -0.3% -0.1% +0.0%
Unpaid family worker 11% 8% -0.7% -0.5% -0.3% +0.1%
Unemployed 16% 10% +0.2% -0.1% +0.4% -0.2%
Retired 4% 1% -0.1% -0.1% +0.0% -0.0%
Rentier 6% 4% -0.0% -0.0% -0.0% +0.0%
Elderly 13% 9% -0.1% -0.1% +0.0% -0.0%
CHILDREN (<12y.0.) 13% 10% -1.2% -0.9% -0.5% +0.1%
Other not employed 8% 6% -0.4% -0.6% +0.2% -0.1%
TOTAL 10% 7% -2.7% -2.6% -0.1% -0.0%
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Table 13: Poverty risks and employment status of individuals

Poverty indicators Structure, percent
Employment statusand | Incidenceof  Headcount for the | Population | Vulnerable Poor
reasons for non- vulnerability poor population  population

employment of a person
EMPLOYED 0.333 0.064 38.3% 35.2% 33.9%

regular employee 0.309 0.037 11.1% 9.5% 5.7%

casual worker 0.584 0.148 3.6% 5.7% 7.2%
employer 0.169 0.013 1.6% 0.7% 0.3%
self-employed 0.400 0.095 10.2% 11.3% 13.3%

unpaid family worker 0.357 0.080 11.3% 11.1% 12.4%

seasonal worker 0.570 0.159 0.5% 0.9% 1.2%
NOT EMPLOYED 0.340 0.062 37.1% 34.7% 31.8%
unemployed 0.455 0.103 4.2% 5.2% 5.9%

student 0.326 0.056 9.5% 8.6% 7.3%
housewife 0.340 0.058 17.1% 16.0% 13.7%

disabled 0.442 0.120 0.3% 0.4% 0.5%

ill 0.410 0.110 0.4% 0.4% 0.6%

retired 0.179 0.010 2.8% 1.4% 0.4%

rentier 0.216 0.040 0.3% 0.2% 0.1%

elderly 0.373 0.094 2.1% 2.2% 2.7%

other 0.331 0.092 0.4% 0.4% 0.5%
CHILDREN (<12 y.o.) 0.443 0.102 24.6% 30.0% 34.3%
TOTAL 0.363 0.073 100.0% 100.0% 100.0%

Table 14: Ownership form and poverty risk for wage employees.
Ownership form of the establishment| Incidenceof = Headcount for | Population | Vulnerable Poor
economic poor population  population
vulnerability

Regular and casual employees 0.313 0.054 14.1% 12.2% 10.5%
state sector 0.176 0.013 4.8% 2.3% 0.9%
private sector 0.382 0.064 9.4% 9.9% 8.2%
TOTAL EMPLOYED 0.333 0.064 38.3% 35.2% 33.9%
TOTAL POPULATION 0.363 0.073 100.0% 100.0% 100.0%
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Table 15: Poverty risk and social security coverage for wage employees

Socia security coverage for Incidenceof  Headcount for | Population | Vulnerable Poor
employed person vulnerability poor population  population
EMPLOYED 0.333 0.064 38.3% 35.2% 33.9%
All wage employees 0.313 0.054 14.1% 12.2% 10.5%
insured by SSK 0.276 0.024 5.7% 4.3% 1.9%
insured by contract 0.197 0.016 0.4% 0.2% 0.1%
retirement fund permanent 0.149 0.011 2.6% 1.1% 0.4%
retirement fund by contract 0.155 0.001 0.2% 0.1% 0.0%
NOT REGISTERED 0.454 0.095 5.1% 6.4% 6.7%
NOT EMPLOYED 0.340 0.062 37.1% 34.7% 31.8%
CHILDREN (<12y.0.) 0.443 0.102 24.6% 30.0% 34.3%
TOTAL 0.363 0.073 100.0% 100.0% 100.0%
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Table 16: Poverty profile by sector of employment for household head

Poverty indicators Structure and decomposition, percent
Sector of Incidence of Headcount for| Average Depth of Severity of | Population | Vulnerable Poor Depth  Severity

employment of vulnerability poor shortfall of the vulnerability vulnerability population population

household head poor
EMPLOYED 0.371 0.074 0.301 0.112 0.046 86.3% 88.3% 88.3% 88.1% 87.5%
agriculture 0.418 0.106 0.303 0.127 0.052 28.6% 33.0% 41.8% 331% 32.7%
mining 0.283 0.026 0.283 0.080 0.030 0.9% 0.7% 0.3% 0.7% 0.6%
manufacturing 0.357 0.049 0.304 0.109 0.045 12.1% 11.9% 8.2% 12.0% 11.9%
power, water, gas 0.183 0.025 0.208 0.038 0.013 0.4% 0.2% 0.1% 0.2% 0.1%
construction 0.496 0.117 0.331 0.164 0.073 7.6% 10.4% 12.3% 114% 12.2%
trade 0.346 0.063 0.301 0.104 0.044 15.8% 15.1% 13.6% 15.0% 15.2%
transport 0.370 0.062 0.296 0.110 0.045 5.8% 5.9% 5.0% 5.8% 5.7%
finance & banking 0.189 0.000 0.206 0.039 0.010 0.6% 0.3% 0.0% 0.2% 0.1%
other services 0.270 0.035 0.270 0.073 0.029 14.4% 10.7% 6.9% 9.6% 9.0%
NOT EMPLOYED 0.310 0.062 0.307 0.095 0.042 13.7% 11.7% 11.7% 11.9% 12.5%
TOTAL 0.363 0.073 0.301 0.109 0.046 100.0% 100.0% 100.0% | 100.0% 100.0%
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Table 19: Poverty profile by dominant status of household heads employment for each sector

Poverty indicators

Structure and decomposition, percent

Sector and dominant status of Incidence of Headcount for | Average shortfall of ~ Depth of Severity of Population Vulnerable Poor population Depth Severity
employment of household head| vulnerability poor the poor vulnerability vulnerability population
Agriculture 0.418 0.100 0.303 0.127 0.052 28.6% 33.0% 41.8% 33.1% 32.7%
regular employee 0.428 0.143 0.359 0.154 0.074 0.7% 0.8% 1.4% 1.0% 1.1%
casual and seasonal worker 0.674 0.180 0.343 0.231 0.102 0.9% 1.6% 2.1% 1.8% 1.9%
employer 0.237 0.029 0.273 0.065 0.022 0.5% 0.3% 0.2% 0.3% 0.2%
self-employed 0.412 0.104 0.300 0.124 0.051 26.6% 30.3% 38.2% 30.1% 29.5%
Mining 0.283 0.026 0.283 0.080 0.030 0.9% 0.7% 0.3% 0.7% 0.6%
regular employee 0.222 0.008 0.290 0.064 0.023 0.7% 0.4% 0.1% 0.4% 0.3%
casual and seasonal worker 0.517 0.075 0.262 0.135 0.049 0.2% 0.2% 0.2% 0.2% 0.2%
self-employed 0.610 0.193 0.339 0.207 0.115 0.0% 0.1% 0.1% 0.1% 0.1%
Manufacturing 0.357 0.049 0.304 0.109 0.045 12.1% 11.9% 8.2% 12.0% 11.9%
regular employee 0.372 0.052 0.309 0.115 0.048 7.8% 8.0% 5.6% 8.2% 8.3%
casual and seasonal worker 0.570 0.102 0.329 0.187 0.081 0.9% 1.4% 1.2% 1.5% 1.5%
employer 0.173 0.009 0.231 0.040 0.014 1.8% 0.9% 0.2% 0.7% 0.6%
self-employed 0.380 0.052 0.297 0.113 0.044 1.6% 1.7% 1.1% 1.7% 1.5%
Power, water etc. 0.183 0.025 0.208 0.038 0.013 0.4% 0.2% 0.1% 0.2% 0.1%
regular employee 0.193 0.026 0.208 0.040 0.014 0.4% 0.2% 0.1% 0.2% 0.1%
Construction 0.496 0.117 0.331 0.164 0.073 7.6% 10.4% 12.3% 11.4% 12.2%
regular employee 0.389 0.042 0.258 0.100 0.037 1.3% 1.4% 0.8% 1.2% 1.1%
casual and seasonal worker 0.595 0.160 0.347 0.207 0.095 5.0% 8.1% 10.9% 9.4% 10.3%
employer 0.156 0.035 0.354 0.055 0.023 0.5% 0.2% 0.2% 0.2% 0.2%
self-employed 0.271 0.029 0.272 0.074 0.028 0.9% 0.6% 0.3% 0.6% 0.5%
Trade 0.346 0.063 0.301 0.104 0.044 15.8% 15.1% 13.6% 15.0% 15.2%
regular employee 0.352 0.048 0.285 0.100 0.040 3.7% 3.6% 2.5% 3.4% 3.2%
casual and seasonal worker 0.566 0.148 0.359 0.203 0.097 1.1% 1.7% 2.3% 2.1% 2.4%
employer 0.168 0.012 0.251 0.042 0.015 2.8% 1.3% 0.5% 1.1% 0.9%
self-employed 0.375 0.075 0.303 0.114 0.048 8.2% 8.5% 8.4% 8.5% 8.7%
Transport 0.370 0.062 0.296 0.110 0.045 5.8% 5.9% 5.0% 5.8% 5.7%
regular employee 0.336 0.040 0.276 0.093 0.034 2.4% 2.3% 1.4% 2.1% 1.8%
casual and seasonal worker 0.453 0.090 0.293 0.133 0.056 0.6% 0.8% 0.7% 0.7% 0.7%
employer 0.206 0.000 0.193 0.040 0.012 0.3% 0.2% 0.0% 0.1% 0.1%
self-employed 0.403 0.084 0.320 0.129 0.056 2.5% 2.8% 2.9% 2.9% 3.0%
Finance & banking 0.189 0.000 0.206 0.039 0.010 0.6% 0.3% 0.0% 0.2% 0.1%
regular employee 0.188 0.000 0.207 0.039 0.010 0.6% 0.3% 0.0% 0.2% 0.1%
Services 0.270 0.035 0.270 0.073 0.029 14.4% 10.7% 6.9% 9.6% 9.0%
regular employee 0.249 0.021 0.243 0.061 0.021 12.1% 8.3% 3.5% 6.7% 5.6%
casual and seasonal worker 0.572 0.151 0.381 0.218 0.108 0.6% 1.0% 1.3% 1.2% 1.5%
employer 0.098 0.003 0.211 0.021 0.005 0.5% 0.1% 0.0% 0.1% 0.1%
self-employed 0.409 0.134 0.369 0.151 0.077 1.1% 1.3% 2.1% 1.6% 1.9%
NOT EMPLOYED 0.310 0.062 0.307 0.095 0.042 13.7% 11.7% 11.7% 11.9% 12.5%
TOTAL 0.363 0.073 0.301 0.109 0.046 100.0% 100.0% 100.0% 100.0% 100.0%
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Table 17:

Individual poverty risk by sector of employment and employment status

Poverty indicators Structure, percent
Sector and status of employment of a Incidence of Headcount for poor Population Vulnerable Poor population
person vulnerability population
Agriculture 0.365 0.082 18.0% 18.1% 20.3%
regular employee 0.333 0.107 0.2% 0.2% 0.3%
casual and seasonal worker 0.579 0.113 0.7% 1.2% 1.1%
employer 0.190 0.022 0.1% 0.1% 0.0%
self-employed 0.345 0.080 6.5% 6.1% 7.1%
unpaid family worker 0.364 0.081 10.5% 10.5% 11.7%
Mining 0.260 0.033 0.2% 0.2% 0.1%
regular employee 0.180 0.005 0.2% 0.1% 0.0%
casual and seasonal worker 0.476 0.063 0.0% 0.0% 0.0%
employer 0.132 0.000 0.0% 0.0% 0.0%
self-employed 0.854 0.369 0.0% 0.0% 0.1%
unpaid family worker 0.254 0.000 0.0% 0.0% 0.0%
Manufacturing 0.340 0.047 5.3% 5.0% 3.4%
regular employee 0.336 0.045 3.5% 3.3% 2.2%
casual and seasonal worker 0.462 0.089 0.5% 0.6% 0.6%
employer 0.148 0.012 0.4% 0.2% 0.1%
self-employed 0.398 0.063 0.6% 0.7% 0.5%
unpaid family worker 0.364 0.025 0.2% 0.2% 0.1%
Power, water etc. 0.153 0.023 0.1% 0.0% 0.0%
regular employee 0.161 0.024 0.1% 0.0% 0.0%
casual and seasonal worker 0.000 0.000 0.0% 0.0% 0.0%
employer 0.000 0.000 0.0% 0.0% 0.0%
Construction 0.442 0.101 1.9% 2.4% 2.7%
regular employee 0.350 0.045 0.4% 0.4% 0.2%
casual and seasonal worker 0.537 0.137 1.2% 1.8% 2.3%
employer 0.126 0.033 0.1% 0.0% 0.0%
sdlf-employed 0.210 0.024 0.2% 0.1% 0.1%
unpaid family worker 0.186 0.010 0.0% 0.0% 0.0%
Trade 0.299 0.045 5.5% 4.5% 3.4%
regular employee 0.288 0.037 1.7% 1.4% 0.9%
casual and seasonal worker 0.509 0.103 0.6% 0.8% 0.8%
employer 0.141 0.009 0.7% 0.3% 0.1%
self-employed 0.324 0.055 2.0% 1.8% 1.5%
unpaid family worker 0.216 0.017 0.5% 0.3% 0.1%
Transport 0.298 0.041 1.5% 1.3% 0.9%
regular employee 0.261 0.026 0.7% 0.5% 0.2%
casual and seasonal worker 0.447 0.064 0.2% 0.2% 0.2%
employer 0.140 0.003 0.1% 0.0% 0.0%
self-employed 0.321 0.057 0.6% 0.5% 0.5%
unpaid family worker 0.200 0.031 0.0% 0.0% 0.0%
Finance and banking 0.152 0.009 0.3% 0.1% 0.0%
regular employee 0.149 0.010 0.3% 0.1% 0.0%
casual and seasonal worker 0.637 0.000 0.0% 0.0% 0.0%
employer 0.288 0.000 0.0% 0.0% 0.0%
self-employed 0.000 0.000 0.0% 0.0% 0.0%
unpaid family worker 0.000 0.000 0.0% 0.0% 0.0%
Other services 0.209 0.027 4.9% 2.8% 1.8%
regular employee 0.181 0.013 4.0% 2.0% 0.7%
casual and seasonal worker 0.446 0.124 0.3% 0.4% 0.5%
employer 0.105 0.002 0.1% 0.0% 0.0%
sdlf-employed 0.339 0.112 0.4% 0.4% 0.6%
unpaid family worker 0.484 0.053 0.0% 0.0% 0.0%
NOT EMPLOYED 0.383 0.079 62.2% 65.7% 67.3%
TOTAL 0.363 0.073 100.0% 100.0% 100.0%

33




Table 20: Employment status of individuals versus employment of household head

Poverty indicators

Structure, percent

Employment status of a person by Incidence of Headcount for Population Vulnerable Poor population
employment of household head vulnerability poor population
H/H head not employed 0.310 0.062 13.7% 11.7% 11.7%
not employed 0.313 0.064 11.7% 10.1% 10.2%
regular employee 0.253 0.035 1.1% 0.8% 0.6%
casual and seasonal worker 0.475 0.089 0.3% 0.4% 0.4%
employer 0.133 0.045 0.1% 0.0% 0.0%
sdlf-employed 0.284 0.070 0.4% 0.3% 0.4%
unpaid family worker 0.255 0.080 0.1% 0.1% 0.2%
H/H head regular employee 0.309 0.037 29.8% 25.4% 15.3%
not employed 0.333 0.042 19.8% 18.2% 11.5%
regular employee 0.259 0.027 8.6% 6.1% 3.2%
casual and seasonal worker 0.395 0.053 0.4% 0.4% 0.3%
employer 0.006 0.000 0.0% 0.0% 0.0%
self-employed 0.237 0.042 0.5% 0.3% 0.3%
unpaid family worker 0.235 0.011 0.5% 0.3% 0.1%
H/H head casual worker 0.584 0.148 9.2% 14.8% 18.8%
not employed 0.614 0.163 6.1% 10.3% 13.7%
regular employee 0.412 0.071 0.3% 0.4% 0.3%
casual and seasonal worker 0.556 0.129 2.3% 3.6% 4.1%
employer 0.099 0.000 0.0% 0.0% 0.0%
self-employed 0.508 0.129 0.3% 0.4% 0.5%
unpaid family worker 0.361 0.079 0.2% 0.2% 0.2%
H/H head employer 0.169 0.013 6.4% 3.0% 1.1%
not employed 0.174 0.015 4.2% 2.0% 0.9%
regular employee 0.061 0.004 0.2% 0.0% 0.0%
casual and seasonal worker 0.250 0.000 0.0% 0.0% 0.0%
employer 0.146 0.010 1.5% 0.6% 0.2%
self-employed 0.199 0.000 0.1% 0.0% 0.0%
unpaid family worker 0.238 0.008 0.4% 0.3% 0.0%
H/H head self-employed 0.400 0.095 40.9% 45.1% 53.2%
not employed 0.444 0.111 20.4% 25.0% 31.1%
regular employee 0.246 0.045 0.8% 0.6% 0.5%
casual and seasonal worker 0.476 0.114 0.5% 0.7% 0.9%
employer 0.078 0.000 0.0% 0.0% 0.0%
self-employed 0.345 0.075 9.0% 8.5% 9.2%
unpaid family worker 0.370 0.083 10.0% 10.2% 11.4%
H/H head unpaid family worker 0.080 0.000 0.0% 0.0% 0.0%
not employed 0.113 0.000 0.0% 0.0% 0.0%
regular employee 0.000 0.000 0.0% 0.0% 0.0%
employer 0.047 0.000 0.0% 0.0% 0.0%
self-employed 0.070 0.000 0.0% 0.0% 0.0%
unpaid family worker 0.050 0.000 0.0% 0.0% 0.0%
TOTAL 0.363 0.073 100.0% 100.0% 100.0%




Table 21: Decomposition of poverty change by household heads sector of employment

of which
Sector of employment Incidence of Incidence of Contribution to due tochangein dueto interacti
poverty in  poverty in | poverty changeinthe| groupspoverty populatio onterm
1987 1994 country, points risk n shifts
Agriculture 17% 11% -2.3% -2.0% -0.6% +0.2%
Mining 5% 3% -0.0% -0.0% +0.0% -0.0%
Manufacturing 5% 5% -0.0% -0.0% -0.0% +0.0%
Power, water, gas 4% 2% -0.0% -0.0% +0.0% -0.0%
Construction 12% 12% +0.2% -0.0% +0.2% -0.0%
Trade 6% 6% +0.1% +0.0% +0.1% +0.0%
Transport 11% 6% -0.3% -0.3% -0.1% +0.0%
Finance and banking 1% 0% -0.0% -0.0% -0.0% +0.0%
Other services 7% 3% -0.7% -0.6% -0.2% +0.1%
All h/h with employed heads 10% 7% -3.1% -2.9% -0.5% +0.3%
All households 10% 7% -2.7%
Table 22: Decomposition of poverty change by household heads occupation
of which
Occupation of household | Incidence of Incidence of Contribution to due tochange dueto interaction
heads poverty in  poverty in | poverty changeinthe ingroups  population  term
1987 1994 country, points poverty risk shifts
professional and technical 2% 1% -0.0% -0.0% -0.0% +0.0%
managers and administrative 1% 2% +0.0% +0.0% -0.0% -0.0%
clerical personnel 2% 2% -0.0% -0.0% -0.0% +0.0%
salesworkers 6% 6% -0.1% -0.0% -0.1% +0.0%
service workers 9% 5% -0.3% -0.3% +0.0% -0.0%
agriculture workers 17% 11% -2.2% -1.9% -0.5% +0.2%
production and related 10% 8% -0.5% -0.5% +0.1% -0.0%
worker
armed forces 0% 0% +0.0% +0.0% +0.0% +0.0%
H/h without employed heads 5% 6% +0.5% +0.1% +0.3% +0.1%
All households 10% 7% -2.7% -2.7% -0.3% +0.2%
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TECHNICAL ANNEX
Measuring Economic Vulnerability in Turkey: Methodological Issues

1 This note summarizes the methodol ogical approaches to analyzing economic vulnerability
and measuring poverty in Turkey. The analysis of the 1987 and the 1994 Household Income and
Consumption Expenditure Surveys (HICES) was conducted by ajoint team from the Household
Surveys Department of the State Ingtitute of Statistics (SIS) and the World Bank in May, 1998 -
February, 1999. The HICES s the most recent nationally representative household survey in
Turkey, and as the analysis undertaken by the team has shown, the results of the survey offer a
solid base for analyzing living standards and poverty in Turkey.

Introduction: What is poverty?

2. The definition of poverty dictates how it is measured. In the broadest definition, poverty
isthe status of a person who falls short of alevel of economic welfare deemed to constitute a
reasonabl e minimum, either in some absolute sense or relative 10 the standards of a specific
society. Even this narrow definition has some implications. First, poverty should not be defined
just in terms of the intake of calories; the measure of household well-being should be
comprehensive. Second, relative and absol ute poverty are different concepts, and therefore,
measures of poverty obtained using relative and absolute lines are not directly comparable.

3. Before examining the state of poverty in Turkey based on the 1994 household survey data,
one has to make several assumptions that reflect one's approach to defining poverty. General
concepts of (i) measuring the well-being (using income, expenditure or consumption), (ii)
choosing the unit of analysis (individuals or households), and (iii) setting the poverty line
(defining the minimum threshold below which the household is deemed to be poor) are discussed
below. Finally, (iv) one hasto check how robust the conclusions are about poverty to
measurement assumptions.

(>i) Measuring well-being

4, Several issuesin measuring the living standards determine the result of poverty analysis.
The main issues in measuring well-being are: (@) the choice of household welfare indicator
(income or consumption); (b) stock and flows problem; and (c) monetary versus non-monetary
components of welfare. In thissection | first discuss these methodol ogical issues and then
present the choices made for analyzing the Turkish data.

(a) Income or consumption?

5. Typical measures of well-being are income and consumption. For any household, these
may differ because families may save or borrow; the poverty status of some households may also
be different under the two approaches. The generally preferred indicator of the household living
standard is a comprehensive measure of current consumption.

6. There are three reasons why consumption is preferred over income. First, current
consumption is often taken to be a better indicator of the current standard of living, since the
utility level depends primarily on the actual consumption of goods and services. For that reason,
the consumption measure should be as comprehensive as possible. Second, current consumption
may also be abest possible approximation to long-term average well-being, because consumption
levels tend to fluctuate much less than incomes. Third, experience shows that data on
consumption are more accurately collectable. Respondentsin agricultural and informal sectors
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may have difficulties in recalling correctly all kinds of income they receive. They may also seek
to conceal their income because of taxation and other concerns.

7. On the other hand, there is a prevailing tradition to use income rather than consumption for
the analysis of living standardsin Turkey. Most of the poverty studies done so far in Turkey
have relied on income criteria. In both the 1987 and 1994 surveys, there are relatively small
differences between rankings of households by income versus consumption. And for groups
which generally have the most problemsin recalling income (self-employed and informal sector
workers), HICES data shows a close fit between total consumption and income. Thus, one could
also use income as a welfare indicator, especially when using an internationally accepted
methodology (i.e., the method recommended by OECD) that specifically requires the use of
income. That would produce overall incidences of poverty that are comparable to statistics from
other countries that use the same approach. However, this approach is not a substitute for using
consumption. Based on our argument above, it isfair to say that while the income approachis
fine to find out the average risks of poverty, a number of households would be incorrectly
classified as poor or non-poor based on their current income.

8. It should be noted that a number of factors make current consumption itself a somewhat
noisy welfareindicator. Idealy, one has to use data from aslong of a period of the household's
lifeasispossible. Thus, collecting data on consumption for the same household over the whole
year may reveal its actual standing better than from collecting data from just one monthly
observation. But thisinformation is rarely available form the surveysin most of the countries.
Also, the 1987 and 1994 surveys collected information on consumption and income of a
household during the survey month. In addition, in 1995 the same households as in 1994 were
visited to collect the information on income for the whole past year. Though datafrom 1995 are
from the whol e year, the method of their collection (recall during the interview rather than diary
as in the case of monthly consumption) makes these data somewhat problematic for welfare
measurement. An additional difficulty for using annual datais posed by inflation and is
discussed below.

9. Thus, the consumption was used as the primary welfare indicator. We tried to measure as
accurately as possible the total monthly current consumption of a household. While use of
monthly consumption is still preferred over monthly income, one has to bear in mind the
limitations of thisindicator. Thus, it isimportant not to forget that we identify poor families for
a particular period when we observe them, and among those we may find those who are
permanently poor as well as those suffering from a brief transient shock that has temporarily
reduced their welfare. Use of 1987 data for rural areas may be used to analyze the dynamics of
living standards within the same household. Inrural areas the survey sampled the same
households for all 12 months of the survey. Therefore, we have data on continuos monitoring of
consumption for the same household throughout the year.

10. Inflation poses many difficultiesin accurately measuring welfare of the household. Thisis
aparticularly big problem for comparisons between 1987 and 1994 data, and for month-to-month
comparisons within 1987 and 1994. For Turkey, the annual inflation rate in 1994 was 106%
(prices roughly doubled throughout the year), and in 1987 the annual inflation was about 40%.
Prices rose at a different pace in different regions of the country and very unevenly throughout
theyear. In principle, in these circumstances one should deflate nominal data recorded in the
survey using the appropriate price indices and val ue the poverty line in the constant prices.
Unfortunately, not all the information that is needed to make this adjustment is available in
Turkey. The CPI price index is measured monthly by regions of Turkey (differentiating between
rural and urban areas for 1994, only urban indices are available for 1987 ). However, price data
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on rural areas are somewhat fragmentary and less reliabl e than urban prices; the differencesin
price levels for the goodsin CPI basket by regions of the country are available only for 1994.
Therefore, while using deflated consumption and income for income distribution and inequality
analysis, the use of nominal values was chosen for poverty analysis. To take into account
inflation, we have used nominal poverty lines that were valued at monthly local (region plus
urban/rural areas) prices.

(b) Problem of stocks and flows

11.  Oncethe choice of welfare indicator isdone, it isimportant to measure it accurately.
Normally, one wish to measure the flow of consumption or income for a household over acertain
period of time. Therefore, one hasto carefully draw a distinction between flows and stocks.
Durables (including housing) that the household owns can be regarded as a part of stocks. On
one hand, one hasto include the flow of goods and services from the stock that the household
owns in its consumption measure; on the other hand, one has to exclude expenditures to
replenish stocks or investment in the increase in the stock from monthly current consumption.

12. Datafrom the 1994 HICES on a balance addresses thisissue rather adequately. The
consumption from stocks was one of the questionsin the dairy part of the questionnaire. The
flow of services from an owner, i.e. occupied housing, (the largest item in the total flow of
services from stocks to a household ) was asked to be estimated by the respondent as imputed
rents. The design of the questionnaire permitted our team to classify in total expendituresthe
investment components; al investments were excluded from the consumption expenditures of a
household. Undoubtedly, the resulting measure of consumption expendituresis quite accurate by
international standards. There are, however, some problems and issues that required special
attention from the team.

13.  Inthe methodology adopted by the SIS for published results of the 1994 survey, the
consumption from stocks was included in total consumption expenditures only for rural areas.
The argument was that the pattern of consumption from stocks and their role are different in
urban and rural areas. Since it isimpossible to find out what part of the current purchases go
toward just replenishing or building up stocks, the inclusion of both current purchases and
consumption from stocks may lead to double-counting. In fact, if the stocks are constant over
time and constitute only akind of “float” in the household consumption, one should not include
the consumption from stocks in the measure of current consumption. That was the argument
previously applied to urban households. In contrast, rural households often stock home-produced
goods and thus inclusion in the consumption of the monthly flow from this stocks is necessary.
The practical argument behind ignoring consumption from stocks was to assure comparability
with the 1987 survey that did not included questions on consumption from stocks for urban
households.

14. Theanalysis conducted by the team showed that while consumption from stocks in urban
areas is indeed a much smaller share of total consumption, it follows absolutely the same time
pattern as consumption from stocksin rural areas. The stocks are not constant throughout the
year in urban households. Solely based on that finding, the exclusion of consumption from
stocks for urban householdsisincorrect and leads to a (slight) underestimation of their
consumption. It creates problems because this biasis different for households in cities with
different sizes and different regions (small cities located in agricultural regions have very similar
consumption patternsto rural areas). Thus, the decision was taken to include consumption from
stocks into the total household consumption.
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15. Datafrom 1987 survey are more problematic in the way how consumption from stocks
was measured. Data on the total value of stocks were collected only in rural areas and only at the
beginning and the end of the year. Therefore, there is no information on the flow of consumption
from stocks. The team has imputed the value based on the stock from the beginning of the year,
and the assumption that it is used up completely in 12 months. But this estimate is not directly
comparable to 1994 monthly data where the actual flow of consumption was measured.
Therefore, the consumption variable from the 1987 survey underestimates the actual

consumption of households and thus direct comparisons of consumption are not correct.

16. The source of another concern isimputing the flow of services from durable goods.
Omitting the flow of services from owned durables may introduce a measurement error in the
living standard indicator. But to do this adjustment accurately one has to have detailed
information on 1) age and trademark of durables owned by the household; and 2) information on
their monthly prices and/or expected years of service. Thisinformation was either missing or
difficult to assemble in the case of Turkey. Therefore, the adjustment to the consumption with
the inclusion of flow of services from durables was not possible to do.

17. Whenitispossibleto include flow of services from durables in the consumption measure,
normally one would wish to exclude the current purchases of theseitems. In fact, purchase of a
durable good in a particular month is often aresult of previously accumulated savings and thus
may distort the measurement of current consumption. The exclusion of expenditures on durables
in the case of Turkey has proven to be a very difficult task. Durables do not constitute a special
standard sub-group in the classification of total expenditures, but have to be identified based on
the 10-digit code in many sub-groups. In one particular case — passenger vehicles—such an
identification was nevertheless carried out, and the corresponding expenditures excluded from
household total expenditures (52 cases or 0.2% of the households in the survey). This
adjustment was deemed important for analyzing inequality, since households that happened to
spend money on cars had the largest values for total household expendituresin the survey only
for that reason. No other item among durables had produced such a strong effect. Therefore the
exclusion of spending on cars from current monthly consumption expenditures has reduced
noticeably the measured dispersion in consumption. Inequality in consumption measured by the
Gini coefficient has been reduced by 5%. This adjustment does not affect poverty measures at
al: al households that made car purchases were still on the top of the distribution even after this
adjustment.

18. Though the final measure of consumption expenditures is better designed to capture the
differences in welfare of households than consumption expenditure used before, it should not be
forgotten that the new measure represents a compromise between the feasibility and full accuracy
initstreatment of stocks and flows. Asanalysisof datafrom other countries has shown (see
Hentschel and Lanjouw), the non-adjustment of consumption indicator for durables produces
only adlight bias in the ranking of households and overall measurement of living standards.
Therefore, the constructed aggregate of current consumption is adequate for poverty analysis.

(c) Monetary and non-monetary components
19. Findly, one has to estimate in-kind components of welfare. Note that all goods received
in-kind and consumed enter on both the income and expenditure sides of the flow of funds for a

household. Therefore, regardless of what indicator of welfare is chosen, one has to care about
measuring in-kind consumption carefully.
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20. There arethree sources of problems while measuring consumption in kind: 1) in-kind
earnings and transfersin-kind; 2) own agricultural produce consumption; and 3) goods and
services received for free or at asubsidized price. Asl am going to show below that the 1987
and 1994 surveysin Turkey adequately addressed the first two, it proves to be difficult to do
anything with (3).

21. Individuasin the survey were asked to specify the estimates of values of benefits received
in-kind from employer (output produced, food, transportation, heath care), or aid received in
kind from the Government, organizations or individuals (food, non-food goods, fud,
medicaments). The respondents valuations of these benefitsin-kind are, of course, subject to
criticism; but for most of the goods and services there are parallel market prices, and probably
most of the responses are close to actual market values

22.  To measure in-kind consumption of home produced goods and of using common property
resources (fish caught in the river, or fuel collected in the forest) the questionnaire asks for each
good consumed whether it was produced at home or bought. Respondents are also asked to
evaluate the market value for consumption of home produced food, clothes etc.

23.  In-kind benefits received from society (subsidized food, publicly provided education,
health care etc.) are a source of greater concern. Normally here we observe a combination of
some partial payment (often out-of pocket) and in-kind aid. The household survey includes
guestions on the value of goods in-kind received for free from State, NGOs, employers and
individuals. But subsidized services or goods are difficult to trace, and in this case it was
impossible to impute the monetary val ue of these goods and services, because there was no
specific details or information on the use of these by the household.

(d) Evaluation of the consumption aggregate

24. Thedata collected in both 1987 and 1994 seem to address adequately most of the problems
in measuring well-being. Asaresult, the current consumption indicator for measuring living
standards and poverty based on Turkish household data offers quite areliable base. The
consumption aggregate includes:

* monetary non-business and non-investment expenditures (1987 and 1994)
» (ifts, earnings and transfersin-kind (1987 and 1994)

» consumption from stocks (1994, but not in 1987)

*  consumption from own production (1987 and 1994)

» imputed rents from owner-occupied housing (1987 and 1994).

25. Therearethree sources of biasin thisindicator for Turkey. First, the expenditureson all
durables (except cars) areincluded in current monetary consumption expenditures of households.
Thistends to overestimate the current consumption of some households. Second, the
consumption aggregate does not include imputed flow of services from all durable goods that
household owns. Asaresult, consumption for many households may be underestimated.
However, if the poverty lineis constructed on the basis of survey data, the resulting poverty
picture will not be distorted by this problem. Third, and most importantly, the imputation of
market value of subsidized goods and services was impossible. This could be a source of a
serious trouble in adequately measuring poverty and inequalities in well-being, when the access
and use of such goods and services are not universal.
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26. Theexistence of hiasesin the indicator of consumption requires taking it into account
while constructing the poverty line. The first and second biases could be ignored in aframework
of vulnerahility analysis on the assumption that poor households are not buying too much of
durable goods anyway. Simply in setting the non-food share in the poverty basket on the level of
observed rather than normative values, is enough to correct for the second bias. Thethird biasis
potentially more distortionary. To partly remedy the situation, whenever feasible, one hasto
include explicitly some subsidized goods in the poverty basket, and price information on these
goods should be applied to set the line according to the availability of these goods for the poor
groups of the population. We have done so by including the municipal bread in the minimum
food basket of urban population. We hope, based on macroeconomic data, that the overall level of
subsidiesis not too high to seriously damage the quality of the living standards analysis.

(ii) Unit of analysis

27. Theanaysisin the profile focuses on poverty among Turkish households; if ahousehold is
deemed to be poor, al its members are counted as poor. The implicit assumption hereisthat all
individual members of a household benefit equally (or in constant proportion, depending on their
age and gender, called equivalence scale), from the household’'s expenditure or income.

28.  Consumption data from household surveys are usually collected at the level of the
household rather than the individual. This meansthat in attributing to individuals within the
household their share of household resources, an adjustment based on some allocation rule must
be imposed. Though there exists little guidance for choosing among the wide range of possible
scales, it isimportant to examine the sensitivity of poverty comparisons to the particular
allocation rule chosen.

29. Inmany developing countries, the literature on poverty has tended to use per capita
measures. The minimum food standard used to set the poverty line dictated the use of acaloric
scale to count the number of equivalent adults in the household. In ageneral, from such a
conversion follows the simple formula,

E= Z a].n];

where E is the number of equivalent adults, thé individuals in the household are divided into J
different demographic groups each having its conversion factor to equivalent adult equal to Q;;,

and number of membersin each group isn;. The coefficients o and corresponding demographic
groups were:

Small Children (under 5) 0.64
Children (5-11) 1.00
Male adolescent (12-17) 1.00
Female adolescent (12-17) 0.84
Prime working age male (18-39) 1.00
Prime working age femal e (18-39) 0.84
Retirement age male (40+) 0.88
Retirement age female (40+) 0.76

30. These coefficients are based on the minimum caloric needs for different demographic
groups, as presented, for example, in FAO(1994). The highest number of minimum calories
relative to the needs of working age male are used for each group (for example, children in the age
group 0-5 years have different minimum caloric needs, the maximum isfor 5 years old, and this
was taken as value for the whole group). This may lead to some “flattening” of the equivalence
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scale towards per capitameasures. To correct for this, an additional adjustment for economies of
scale was used (see below). As an alternative approach, the OECD equivalence scale with very
strong adjustment was used for departing away from per capita measures.

31. Inaddition, it is possible that there exist economies of scale in consumption, such that the
per capita cost of reaching a certain welfare level islower in large households than in small ones.
For example, cost of heating might depend on dwelling characteristics, irrespective of whether the
residing family islarge or small. But the per capita cost of heating is, of course, lower for the
large family. To measure such economies of scale, one uses a special parameter 0. It is assumed
that the effective number of household members that share a certain welfare should be adjusted
using this economies of scale parameter, that is welfare per member (w) in a household with n
members equals total household welfare (W) divided by n6
w

4
n

32. Thetaequal to .5, for example, implies, that to achieve the same level of welfareasa
single-person household spending one unit, afamily of three will have to spend only 1.73 units
(30.5), i.e. 0.57 per each member instead of 1. Such magnitude for economies of scaleisthe one
that is widely accepted by statistical agenciesin many OECD countries.

w =

33. Theuse of equivalent adults instead of the number of individuals already implies some
economies of scale. Aswe have seen, all demographic groups have o lessor equal to 1. Inthe

case of Turkey, the demographic equivalence scale used implied the parameter of 8 equal to 0.913
—arather small adjustment.

34. InTurkey, wherejoint multigenerational families are not rare (in fact, 63% of the
population live in such families), taking into account the economies of scaleis crucial; so far,
there has been no attempt to estimate it empirically on Turkish data.

35. Theframework adopted by researchers who try to estimate this effect is taken from the
Lanjouw and Ravallion article of 1995 and based on the Engel curve. To summarizeit in simplest
form, the share of spending devoted to food is taken as an inverse wealth indicator. In this model
the food share is regressed on the log of expenditures per person and a set of demographic
variables; by adding a parameter for effects of household size independently of these variables,
one obtains the basic from that is tested on data by using, for example, the minimum least squares
method,

J-1
wi=a+bin(x/n)+ Y e+ regional effects+residual,
J

where w; denotes the budget share devoted to food by household i, and g is the proportion of
persons in household i who belong to category J. In that specification the compositional effect ¢
(equivalence scale per se) is estimated alongside the size elasticity 8 (or economies of scale
effect), by isolating the pure compositional effect from the effect of household size n.

36. Applying thisto Turkey and taking into account the survey stratification and clustering,
we obtain the following regression results (standard errors are corrected errors using the
Huber/White/sandwich correction):

Regression with robust standard errors Nurmber of obs = 26186
F( 8, 26120) = 1176.24
Prob > F = 0.0000
R- squar ed = 0.4926
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Adj R-squared = 0.4913
Root MSE = .12589

| Robust

gi dapay | Coef . Std. Err. t P>t [95% Conf. Interval]
_________ e m e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e m— e m—— ==
| nt opt uk -.1497295 . 0019017 -78.736  0.000 -.1534569  -.1460022
Intfert .1210119 . 003304 36.626  0.000 . 1145359 . 1274879
yt npay05 -. 0142077 .0098869 -1.437 0.151 -. 0335865 . 0051712

ytnpay1l1l (dr opped)
yt npay17 -.0228799  .0093548 2.446 0.014 -.0412159  -.0045439
yt npay39 . 0148925 . 0087822 1.696 0.090 -. 002321 . 032106
yt npay65 . 0635961 . 007844 8.108 0.000 . 0482213 . 0789708
yt npay66 . 0263618 . 0097968 2.691 0.007 . 0071595 . 045564
ki rkent -. 0501294 .0025135 -19.944  0.000 -. 0550561 -.0452028
_cons 2.131856 . 022577 94.426  0.000 2. 087604 2.176108
b1t 02s01 | absor bed (58 categories)

37. Thefirst two variables are log of household expenditures and log of the total number of
household members; the estimated val ues of 8 are obtained by dividing the coefficient of the
second term by the coefficient for the first term. In this case the value lies in the 95% confidence
interval between 0.746 and 0.873 and is different from one. Therefore, per capita measures are
inappropriate for measuring welfare in Turkey. The demographic coefficients (terms3-8) are
together significant and show that the use of equivalence scale is appropriate. There are 58
dummies (adsorbed in output) for provincesin the survey and adummy for rural versus urban
areas.

38. It wasdecided to use an upper bound estimate for possible economies of scale, thus lower
values of 8; the number of equivalent adults in the household was raised to the power of 0.75 (the
regression with survey weights yielded 0.75 as the middle of confidence interval). The example
below shows the effective household size for measuring the welfare of household members for
different types of Turkish families.

Number of | Number of | Effective size
members | equivalent |with economies of
adults | scale adjustment

Single male living alone 1 1 1
Married couple of working age with 2 small 4 3.12 2.35
children

Married couple with 2 small children and 2 elderly 6 4.76 3.22
parents

Married couple+ 4 (2small, 2 school age) children 8 6.76 4.19

+ 2 elderly parents

39. Thereisalong simmering debate about the vaidity of "quantitative" analyses of poverty
because anthropological, sociological and participatory poverty studies tend to find that large
households are much better protected against poverty than small, nuclear households, while the
opposite conclusion is reached from quantitative studies which apply aper capita measure of
welfare. Setting economies of scaleis avery approximate science. It relies heavily on normative
assumptions that are accepted in asociety. Within the tradition that existsin Turkey, thereisa
strong preference for using per capita measures. Among only afew acceptable alternatives are
OECD equiva ence scales, where the number of equivalent adultsis simply n0.5. Based on the
results of the test described above, such an adjustment can be regarded as a bit extreme, but gives
a good robustness check for the main results obtained using the main relatively moderate
approach.
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40. There are some problems with this estimate. Strong identifying assumptions are needed to
justify the Engel curve method. However, most of the researchers are quite convinced, mainly
because of the findings from the subjective poverty literature in Western Europe and now recently
in A. Deaton’sand M. Ravallion's work, that the assumption of no economies of scale is more
extreme than an assumption of some economies of scale.

(iii) Definition of the poverty line

41. There are two approaches to set the poverty line. One using an absolute poverty line, and
the other using arelative poverty line. Both are valid methods, and they give different results.
Note that these two approaches are based on different definitions of poverty, so we should expect
numbers of poor and even their characteristicsto differ considerably between these two
approaches. Inthissection |, first describe the approaches chosen to set the minimum food basket
and the absolute poverty line. The relative line was chosen according to one of the variants of
OECD methodol ogy described in the second section. Finally both relative and absolute lines are
evauated in light of international experience.

(a) Setting the absolute line

42.  Setting an absolute lineis not an easy task. How does one derive a cost of normative
nutritional requirement and make allowances for non- food consumption? There are two waysto
do this.

43.  One popular method to set an absolute lineis to find the consumption expenditure at
which a person is expected to attain the food energy requirement. This can be readily estimated
from a graph (plotting actual caloriesintake for households against actual current expenditures) or
regression. You arejust going to need the caloric values for all food items consumed by
households. Price data are not needed and the method automatically includes allowances for non-
food consumption.

44.  However, while fine for asingle national poverty line, this method can yield inconsi stent
poverty comparisons across sub-groups and especially across regions; the problem is that the
relationship between energy intake and expendituresis not going to be the same across subgroups,
but will shift according to affluence, tastes, activity levels and publicly provided goods. For
instance, poverty lines derived by this method tend to be higher in richer regions, where
households tend to buy more "expensive' calories and may cause a complete rank reversal and
inconsistencies in the poverty profile (i.e., when a person migrates from poor to richer region, this
could lead to an increase in the aggregate poverty measure even though this person is better off in
terms of real consumption).

45.  An dternative method is to use a normative food consumption bundle valued directly in
the local prices. The food bundle is anchored to the nutritional requirement and consistent with
tastes of the poor. Such abundle existsin Turkey which was devel oped by the Hacateppe
University and is widely used by researchers who attempt to measure poverty in Turkey.
Unfortunately, quantities of food in the basket are defined in broad product groups (vegetables,
fruitsetc.). To make ameaningful poverty line, one triesto define products very narrowly (down
to specific items). Otherwise, in the use of average “group” prices more expensive items
consumed predominantly by the rich could lead to an overestimate of the minimum food basket
cost.



46. To solve this problem, we have selected 19 most important food items consumed
predominantly also by the poor. To account for subsidized goods, one such item, municipal
bread, was explicitly included in the minimum food basket for urban areas. The table below gives
the quantities for items per equivalent adult per day and nutrient value for main nutrientsin
percentages recommended by the USA FDA for working age males.

\ Grams purchased ||Percent consumed

(per day, per (taking into

equivalent adult account waste

1 |[|Rice (common variety) 60 100%
2 |(Beans 50 95%
3 |[White flour, normal grade, in packets 60 95%
4 |White bread (normal grade)* 350 100%
5 |Mutton 120, 75%
6 |Yogurt 350 95%
7 |Fetacheese 30 100%
8 |Eggs 50, 100%
9 |ail 30 100%
10 ||Apples 100 80%
11 |Watermelons 200 60%
12 | Tomatoes 150 95%
13 |Carrots 100 55%
14 ||Jam 30 100%
15 |[Black olives 20, 100%
16 ||Onions 50, 80%
17 ||Potatoes 150 70%)|
18 |Sugar 60 100%

KCAL 2450

Protein (% RDA) 137%

Vitamin A (% RDA) 135%

Vitamin C (% RDA) 108%

Iron (%RDA) 193%

Calcium (%RDA) 137%

Total fat (g) 81

*  Inurban areas - 200g of municipal and 150 g common

47.  The nutrient analysis shows that the diet proposed is rather rich and exceeds the minimum
requirements for many magjor nutrients. Thus, the food line that is used for Turkey isrelatively
“generous’.

48. Computing average purchased prices from the survey data for these items by month of the
survey (12), by region (7) and urban/rural areas within region, we have obtained a set of 168
locality and time-specific food lines. If the total household consumption divided by its effective
size (i.e. taking into account the equivalence scale and economies of scale in consumption) isless
than the cost of the minimum food basket, one classifies the household as poor. But the minimum
food basket is not afully comprehensive measure of living standards. One hasto take into
account non-food basic needs. The full line that includes minimum food basket costs and basic
non-food spending is called “vulnerability ling”.

49.  Setting this non-food component is difficult. Taking the average food shareis

inappropriate: according to Engel’ s law, poorer households have higher food share. Therefore
taking an average would seriously overestimate the actual minimum living standard norm. Itis
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widely accepted that for setting the non-food component of the poverty line one takes the
expected non-food spending of those who are just capable of reaching the cost of the minimum
food basket. One assumes that these households really choose necessities in their non-food
spending.

50. To obtain an estimate that is consistent with the model of demand devel oped by Deaton
and Muellbauer, one has to estimate a regression (with appropriate correction for standard errors
for sample design) that would give an estimate of the food share in the poverty basket in the
following form:

Foods share w;j= g + by log(Current consumption/Food ling) + uj,

where i-th household is located in j-th region; uis an error term; estimated coefficients for a; are
specific for each region and would give the share food expenditures for those who could have
Just achieved a nutritional minimum. With regional dummies this regression gives a satisfactory
fit, with a statistically significant estimate of food share for urban areas (Marmara region) at
46816 (see regression output below). There are some differences between regions, with food
sharein rural areas higher by 10 percentage points. Seein detail on the assumptions for this
estimation Ravallion (1994).

Survey |inear regression

pwei ght: faktorl Nunber of obs = 26186
Strat a: b1t 03s01 Nunber of strata = 4
PSU: faktorl Nunber of PSUs = 1202
Popul ation size = 1.601e+08

F( 8, 1191) = 381.35

Prob > F = 0. 0000

R- squar ed = 0.4271

gi dapay | Coef . Std. Err. t P>t [95% Conf. Interval]
_________ o e e e e e e e e e e e e e e e e e e e e e e e e e e e e m e m e mm o m - =
| nt opt uk -. 1254053 . 0027044 -46.370 0.000 -. 1307113  -.1200993
I b1t 01_2 . 0192393 . 0085777 2.243 0.025 . 0024103 . 0360682
I b1t 01_3 . 031372 . 0078246 4.009 0.000 . 0160205 . 0467235
I b1t 01_4 . 0221004 . 0088303 2.503 0.012 . 0047758 . 039425
I b1t 01_5 . 064271 . 013832 4.647 0.000 . 0371334 . 0914087
I b1t 01_6 . 0216827 . 0110077 1.970 0.049 . 0000862 . 0432793
I b1t 01_7 . 0690872 . 0096545 7.156  0.000 . 0501456 . 0880288
Kir . 1046355 . 0064488 16.226  0.000 . 0919834 . 1172876
_cons . 4681649 . 0053492 87.520  0.000 . 45767 . 4786598

51. Thusthe full poverty line or “vulnerability line” is approximately double the food line for
urban areas and 1.75 of the cost of minimum food basket in rural areas. Thisgivesusarelatively
high poverty line by international standards: both the food basket and non-food allowances are
much higher than in an average developing country. For that reason, we have decided to call this
linea*“vulnerability”, rather than a“poverty” line, and consider households below thisline as
economically vulnerable (see in more detail in section ¢ below).

(b) Setting the relative line

52.  According to the variant of the OECD methodology used to set the relative line, it equals
% (50%) of the monthly median expenditure per equivalent adult defined according to OECD
equivalence scale (for any given month of the survey). There are subsequently 12 poverty lines —
one for each month. Households with nominal monthly income divided by their effective size less
than the corresponding relative line are called relatively poor, or poor according to OECD
definition.
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53.  We can summarize the approaches used to measure poverty in Turkey in the following
table:

Welfare Welfare measure per | Poverty line
aggregate household member
Food poverty (poor) Current Household Loca cost of minimum food
consumption | consumption/(E) "™ basket
Economic Current Household Loca poverty line=local cost
vulnerability consumption | consumption/(E) " of minimum food basket+
local non-food share
Relative poverty Total income | Household National: one half of the
income/(n)° median income per equivalent
adult in the corresponding
month

(c) Approaches used for Turkey in an international perspective

54, Thefood lineis constructed according to best practice, using the survey-generated prices.
The composition of the basket may be a bit too generous. Thisis shown in the following table
that makes international comparisons of the minimum food basket with countries at lower levels
of income (India and Indonesia), comparable levels of income (Russia and Equador) and higher
levels of income (USA).

55.  Thusthe measures of poverty and vulnerability are going to be overestimated once we
compare them to developing countries where lower nutritional lines, and most importantly baskets
containing less expensive foods (like animal products) are set. The full absolute poverty line or
vulnerability line is derived based on best international practice, and is subject only to the bias
mentioned for the food line; large allowances for non-food reflects relatively high standards of
living of Turkish households compared to devel oping countries.
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Food allowances and calories intake in the minimum food baskets:
some international comparisons

UsA Turkey Russia Ecuador India Indonesi
(USDA (Hacateppe (Min. of (World bank, (NSS, a (World
Thrifty University for Labor min. per capita) per bank, per
food plan  equivalent food basket capita) capita)
for 20-50 adult) for working
y.0. male) male)

KCa/Day 2700 2450 2700 2237 2100 2150

Bread and grains 335 510 485 279 420 533

Potatoes 96 150 438 168 120

Fruits 145 300 40 60 30

Onions 60 50 96 0 43

Meats 210 120 88 35 0

Qil and butter 48 30 22 38 15

Cheese 8 30 7 10 0

Eggs (no) 0.58 1.00 0.49 0.00 0.2

Milk and yogurt 314 350 350 100 70

Note: Turkey - Guzin Erdogan (1996); Russia- Goskomstat; India- India: achievements... (1997); Indonesia—
Ravallion (); USA: USDA family food plans, 1983, thrifty plan, table 1; Ecuador — Hentschel and Lanjouw().

(iv) how robust are findings of the poverty profile?

56. Given avariety of reasons, the poverty numbers are always estimated with some degree of
arbitrariness. Aswe have mentioned, each country decides on its minimum living standard and
these may vary substantially, reflecting the level of economic development, cultural and political
factors.

57. Thetable below lists all of the approaches that were used to measure poverty and
economic vulnerability in Turkey. It shows that there are large variationsin the total number of
people who are counted as poor or economically vulnerabl e between different methodol ogies,
thus, focusing on asingle line or single approach is always amenable to criticism. Therefore, one
has to check how robust the findings are about poverty profile and its determinants to the
methodol ogical assumptions.
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Sensitivity of poverty headcounts for Turkey with respect to various methodological assumptions in
measuring well-being

Approach Variations in the methodology Percent of the population
below the line

Consumption based approaches

Basic approach (to Local cost of basic needs(vulnerability) basket versus 36.3%
identify the consumption per equivalent adult with moderate economies
economically of scale
vulnerable)
10% lower line 30.3%
10% higher line 42.5%
Poverty Local cost of minimum food basket versus consumption per 7.3%

equivalent adult with moderate economies of scale

10% lower line 5.2%
10% higher line 9.8%
Absolute poverty by One - Dollar - A -Day per capita at the purchasing power parity 2.5%
international in 1985 prices
standards
Per capita measures Local cost of vulnerability basket versus consumption per 61.6%
of vulnerability capita, no economies of scale
OECD equivalence Local cost of vulnerability basket versus consumption per 14.0%
scale measure of equivalent adult, large economies of scale (0.5)
vulnerability
Constant prices Cost of vulnerability basket in average 1994 prices versus 33.9%
measure of deflated consumption (CPI index, 1994=100) per equivalent
vulnerability adult, moderate economies of scale

Income based approaches

Basic approach, 1994 Local cost of basic needs(vulnerability) basket versus current 29.6%
monthly data monthly income per equivalent adult with moderate economies
of scale
Basic approach, 1994 Local average annual cost of basic needs(vul nerability) basket 28.4%
annual data* versus annual income per equivalent adult with moderate

economies of scale

OECD One half of the current monthly national median total 15.7%
methodology, 1994 income per equivalent adult, large economies of scale (0.5)
monthly data
(relative poverty)
OECD methodology, One half of the annual national median total income per 14.7%
1994 annual data equivalent adult, large economies of scale (0.5)
(relative poverty)

58.  Whilethe overall incidence changes quite dramatically between approaches, most of the
economic characteristics are very robust to changes in the measurement assumptions.
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59. Theunusua finding of roughly equal risks of poverty between rural and urban areasis
explained by much lower price levelsin rural areas. Therefore the relative ranking of urban and
rural areas by poverty risk is sensitive to measurement assumptions, as revealed by the following

graph.

60. The graph shows that whenever we apply the same poverty line for urban and rural
poverty, therural poverty is aways worse than urban. The gap is particularly substantial when we
take total annual incomes.

Sensitivity of poverty risk by urban/rural areas to methodology of poverty
measurement
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61. Relativerisk of poverty by gender of household head is sensitive to the measurement
assumptions as well.

Sensitivity of poverty risk by gender of h/h head to methodology of poverty
measurement
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62. Relativerisks of poverty by regions are reasonably robust to changes in the methodology,
in a sense that poorest and richest regions do preserve their rank across methods. However, there
isasubstantial amount of re-ranking in the middlie with different approaches.

Methodology of poverty measurement and poverty risks by regions
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63. Thetype of education iskey determinant of poverty risk regardless of what assumptions
are used to measure poverty. This is the most robust and consistent finding that holds across all
methodologies, datasets and approaches applied.

Sensitivity of poverty risk by education to measurement assumptions
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64. The poverty profile hasidentified that households headed by the self-employed constitute
the largest group. However, the concern is, particularly for the self-employed, that the use of
monthly data may overstate their poverty, since both income and consumption for this group tend
to fluctuate over ayear. When we look at the structure of poverty in the following graph, we do
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see indeed some important changes across methodol ogies and datasets. However, the main groups
approximately hold their share in total poverty.

Sensitivity of poverty composition by employment of household head to measurement assumptions
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65. If welook at the graph that compares the relative risk of poverty by employment type
across methodol ogies, we see quite arobust picture, where the casual employed and the
unemployed have a much higher risk with any methodology. Thereis aremarkable stability and
robustness of conclusions regarding the relative risk by employment status. The use of annual
income data for 1994 does not change the picture of poverty by main groups.

Relative risks of poverty by employment status of household head
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66. Therefore, the key determinants of poverty and economic vulnerability are the same across
all methodol ogies and approaches surveyed. Demographic and location factors are less robust to
changes in measurement assumptions.
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Conclusion

67. Poverty in Turkey is measured with reasonably good precision. The applied methodology
uses most of the best practice approaches. It isbased on using a comprehensive consumption
measure as the welfare indicator, on adjusting for economies of scale in consumption and on using
survey-generated prices to value the poverty basket. The minimum standard adopted in Turkey is
relatively high for a developing economy that may lead to excessively high estimates of poverty
risks. However, the profile of poverty, especially with respect to economic factors, is robust
across all methodologies and datasets used. This suggests that causes of poverty and economic
vulnerability can be subject to in-depth consistent analysis.
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