PP 253/ARE 253, Fall 2009
Chuantitative Policy Case 51
Poverty Assessment in Mexico

Dhee 1n class on Fiiday, October 2

To be done by teams of two. Your paper should not exceed 12 papes, mcluding text tables, and graphs. Please
follow the structure of the assipnment, including the question numbers, to facilitate the comechon.

L. Critical review of the Mexico Poverty Assessment

Poverty assessments are a key Waorld Bank contnbution to help povernments desipn poverty reduction
strategy papers (PRSP). Typucally, these zssessments review levels and chanpes over time and across regions
poverty and inequality, and denve policy implications from this analysis. Information and sndehnes on poverty
assessment can be found on the World Bank Poverty Net webpage:

http:web worldbank org WEBSITE EXTERNAL TOPICS EXTPOVERTY EXTPAN, contentMDE: 20210352~men
uPK:435735~pageP K-145556~mPK:216618~the S1tePK 430367 00 htrml

Among the poverty assessments on this website, you will find that for Mesxuco made m 2004: Poverty
Mexzico: An Assessment of Condinions, Trends, and Government Strateqy. Download and read the following sections:
summary and Key Messages

Chapter 3: The structure and trends 1n deprvation (pp. 35 to 108)

1.1. In not more than a couple of pages, indicate:
What 15500 motivated the report?
YWhat poverty lines and what indicators of poverty were used for the analysis?
WWhat are the main results of the poverty assessment?
Yhat zre the main policy recommendztions made by the report?

1.2. With a focus on the heterogeneity of poverty, mdicate whach aspects of poverty appear to be most in need of
detailed analysis when making a poverty assessment for Mexco.

I1. Macroeconomic context for your 1998-2004 poverty assessment

Your analy=is of poverty and mmequahty in Mexico wall be for the 1998-2004 penod. To understand what
vou will observe in the data, it 5 mmportant for vou to know what was the macroeconomic context for thas peniod.
For thus, find the World Bank’s World Development Indicators on hoe database at:

http:/ddp-ext. werldbank org/ext DD POD member do 7 method=gethiembers Snusend=1&quervid=6

Download the GDP per capita in constant local currency umts (LCL) for Mesco over the 1965-2007 pencd 1n an
Excel file. Construct an Excel graph with the GDPpc tme senes. You will see three successive cnses: the debt cnsis
mn 1562, the peso cnisis n 1954, and the 9/11 shock in 2001, Indicate your two sample vears with vertical bars. Was
the 1983-2004 penod cne of growth or recession? What can you expect 1o terms of changes 1n poverty?

III. Your poverty assessment

You will find on the course webpage a data file taken from the 1996 and 2004 Mexican Encuesta Naoonal

de Ingresos v Gastos de los Hogares (ENIGH). It consists in a random sample of cbservabions on 2,000 and 3,000
households for 1598 and 2004, respectively. The file prves information on regron of residence, demographac
charactenstics, education, job charactenstics of the head of household, as well as indicators on the quality of the
dwelling and ownership of durable poods. For each household, you also have the consumphon per capita and the
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mcome per capita i 2004 pesos for both vears. The poverty line for consumphon per capita 15 set at 1000.£ pesos 1n
rurzl areas and 14573 pesos 1n wrban areas. Both velues are measured m 2004 pesos and apply to both vears.

Although this survey, hke most others used a strabfied random sample scheme, you wall 1gnore this 1n the
analy=is and pretend that you have a random sample of Memcan households. Furthermore, vou will consider the
household a5 a unit of analysis and ipnore its size and composihon. Hence poverty rates will be given as
percentages of households rather than percentapes of mdividuals that are 1n poverty. For these two reasons, your
results wall be different from what vou will read 1n the Poverty Assessment. Just see this assignment as a farst step
for you to leamn how to do a poverty analysis.

3.1. Comelates of poverty in 2004
Useful gmdelines for poverty analysis are found 1n the World Bank's Poverty Monual on (zocgle at-

INTRODUCTHN TO POVERTYANALYSIS

siteresonrces. worldbank. org/PG P/ Resources/PovertyManual pdf

See 1n particular Chapter 7, “Descnbing Poverty: Poverty Profiles™. How to characterize the poor was also discussed

1 class.

Provide a descnption of the poor (in contrast to the non-poor) in 2004 answenng the following questions:
Who are the poor (gender and educabion of the howseheold head, and famly s1ze)?
Where do they hive (rural'urban, regions)?
What do they do (employment posthon/sector of the household head)?
What are their hiving conditions (dwelling quality)?

In order to do this, construct a table with the average values of the following vanables for the poor and for the non-
poor m 2004: female head, head wath less than prmary education, household s1ze, mural, bve o the South region,
head 15 self-emploved, head 15 self-employed 1n commerce, has munmng water in dwelling, number of person per
room. Anzlyze the differences 1n means or percentzges between poor and non-poor for each charactenistic. Make

sure to use a test of the sigmficance of these differences (t-test for difference 10 means of contimucws vanables, che?
for difference in percentages).

You can also estimate a hnear probability model (OLS repression) using a 0'1 indicator for nonpoor'poor on the left
and side, and the sbowve charactenstics on the nght hand side. This will help vou see which wanables are
sigmfcantly cormrelated wath the status of being poor.

Comment on your findings: what did you learn from thas analysis?

3.2. Poverty profiles

Draw on one graph the two poverty profiles for the sample populattons 1 1998 and m 2004, incloding the
poverty kne. ¥What do these profiles tell vou about changes in poverty over the penod? Are your conclusions zbout
change 1n poverty between the two pertods robust to the choice of the poverty hine?

3.3. Poverty indicators
Calculate the Py, P,, and P; indicators for 1993 and 2004, Discuss what they tell you about poverty in thess
two perrods?

3.4. Contribufions to poverty by population sub-groups
Calculate P, for the following population subgroups m 2004:
Furzl vs. urthan.
Education of the household head: wath at most pnmary education vs. with more than primary educaton.
For the ruralurban dichotomy, compute the contnbuhion that each group makes to total poverty according
to the P, indicator in 2004.

. 5%



Dhscuss what thas 1s telling vou about the structure of poverty in Memco.
IV. Your inequakity assessment
4 1. Inequality indicators
Compute the Gim coefficients and a selected Enznets ratio for the rural and urban populations for the two
vears 1598 and 2004, using the formulas given in the class handout. What do they show?

42 Lorenz curves

Draw the Lorenz curves for the rural and wrban populations for 2004, What do they tell you?
V. Your conclusions and policy recommendations
5.1, Summary
Briefly summanze the main messages of your analysis. What 15 the nature of poverty 1n Memxco and how 15
1t changing? How can you contrast what happened wath poverty with what happened with inequality?
5.2. Pohcy mplications

How do your resulis complement the resulis in the Poverty in Mexico report? What are the policy
implications of vour results for the Mexcan povernment?
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