Measuring Poverty:

Poverty isa state orconditionin whichanindividual lacksthefinancial
resources and essentialsforabasic standard of living. Poverty can have
diverse environmental, legal, social, economic,and political causesand
effect. Whenevaluating poverty in statistics oreconomicstherearetwo
mainmeasures: absolute poverty which compares incomeagainst the
amount neededto meet basic personal needs, such as food, clothing,
and shelter;secondly, relative poverty measures whena person cannot meet
aminimum level of living standards, compared to othersinthe sametime
andplace. The definition of relative poverty variesfromone countryto
another,orfromone society toanother.

There are several definitions of poverty depending onthe context of
the situationitisplacedin. It usually referencesa state orconditionin whicha
personorcommunity lacks the financial resources and essentialsfora
basic standard of living.

United Nations: Povertyisadenial of choicesand opportunities, aviolation
of humandignity. t means lack of basic capacityto participate effectivelyin
society. It means nothaving enoughto feed and clotheafamily,nothavinga
school orclinictogoto, not havingthe land onwhichto growone'sfoodora
jobtoearnone'sliving,nothavingaccesstocredit. It means insecurity,
nowerlessnessand exclusionof individuals, households and communities.
t means susceptibilitytoviolence,and it oftenimplies living in marginal or
fragile environments, without accessto clean wateror sanitation.

World Bank: Poverty is pronounced deprivationin well-being, and comprises
many dimensions. ltincludeslowincomesandtheinabilitytoacquirethe
basicgoods and servicesnecessary for survival withdignity. Poverty also
encompasses lowlevels of healthand education,poor accessto cleanwater
and sanitation,inadequate physical security, lack of voice,and insufficient
capacity and opportunityto betterone'slife.



European Union (EU): Povertyismeasuredinrelationtothe distribution of
income ineachmember countryusingrelativeincome povertylines.

Causesof poverty:

Povertyiscausedbyacomplex,interlocking set of factorsincluding lack of
accesstoquality education, healthcare, and financial services,alongside
systemicissueslike inequality, corruption, conflict,and climate-induced
disasters. Itismaintained by low wages, high unemployment, and
inadequate infrastructure, oftencreating a cycle where hungerand
malnutrition diminish productivity.

Here arethe primary causes of poverty:

1.

Economic Factors:

LowWages and Unemployment: Insufficientincome from
employment or alack ofjob opportunities keeps families in poverty.

Inequality: Unequal distribution ofincomeandresources, wherea
small percentage of the population controls the majority of wealth,
limits opportunities forthe poor.

Lack of Infrastructure: Poorpublic works, such asinadequate
transportation, sanitation,and communication systems, limit
economic growth.

Inflation: Rising pricesforbasic necessities,suchasfoodandfuel,can
makethemunaffordable forlow-incomehouseholds.

. Social and Structural Barriers

Lack of Education/llliteracy: Limited accessto quality education
restrictsjob opportunities and keeps individualsinlow-paying work.

PoorHealthcare Systems: Lack of accesstomedical careand high
medical expenses canexhaust savingsandleadtodebt.



. Discrimination and Social Exclusion: Marginalization based oncaste,
gender,orsocial status restricts accesstoresources, education,and
employment.

 Population Growth: Rapid population growth, particularlyin
developingregions,canstrain resourcesandinfrastructure.

3. Environmental and Geopolitical Factors

. ClimateChange and Natural Disasters: Floods, droughts,and other
disastersdestroyhomes,crops, and livelihoods, particularly affecting
thoserelyingon agriculture.

. ConflictandInstability: Warandviolence destroy infrastructure,
displace populations,and halteconomic activity.

. Corruption: Weak governance and corruptionhinder the effective
implementationof poverty alleviation programs.

The PovertyCycle:

« HungerandMalnutrition: Poor nutritionleads to poorhealth, which
reducestheabilitytowork or attend school, perpetuatingthecycle.

. LackofAssets: Alackof savings,land,orotherassetsmeanspeople
cannotrecoverfromeconomic shocks or disasters.

Poverty line:

Povertyis primarily measured by defininga "poverty line".

Thepovertyline representsthe minimumincome orconsumption
level required tomeet basic needslike food, clothing, shelter, health,

and education.

It varies by country and time, with India traditionally using
nutrition-based, per-capita expenditure thresholds (e.g.,
Tendulkar/Rangarajan committees), while the World Bank uses an
international standard of $3/day for extreme poverty.



Measurement: Poverty measurement is critical fortargetingaid and
evaluating policies, butitcanvarysignificantlyacrossdifferenttimes and
countries.

Acommon method usedto estimate poverty inIndiaisbased onthe income
orconsumption levelsandiftheincome orconsumptionfalls belowa given
minimumlevel, thenthehouseholdissaidtobe Belowthe PovertyLine
(BPL).

Poverty EstimationinIndia:

 Accordingtorecentreports, morethanaquarterofthe population
ivinginrural areas of Indiaisbelowthe povertyline. Out of the total
populationlivingintherural parts of India, 25.7% islivingbelowthe
poverty linewhereasinthe urban areas, the situationisabitbetter
with 13.7% of the populationliving belowthe povertyline.

In India, the Planning Commission (now NITI Aayog) previously

used NSSO consumption data to set poverty lines. Current discussions
often reference Tendulkar (2816/month rural, ¥1,000/month urban,
2011-12) or higher Rangarajan estimates.

The international poverty line, whichisusedto measure extreme povertyin
low-incomeeconomies, is set today at $3.00 per personper day. According
tothelatest data,around 1in 10 peopleglobally are estimatedtobelivingin
extremepoverty, a significant share of whom arein Sub-Saharan Africa or
fragile and conflict-affected situations.

AbsolutePoverty

o AbsolutePoverty: Accordingto United Nations World Summit
for Economic Development, absolutepovertyisa condition
characterized by severe deprivation of basichumanneeds,
including food, safe drinking water, sanitationfacilities, health,
shelter,educationandinformation.



Absolute poverty, often synonymous with ‘extreme poverty' or ‘abject
poverty, referstoaset standard whichisconsistent overtime and
between countries. This set standard usuallyrefersto"a condition
characterized by severe deprivation of basic human needs,including
food, safedrinking water, sanitationfacilities, health, shelter,
education andinformation. Itdepends notonly onincomebutalsoon
accesstoservices." Havinganincomebelowthe povertyline,whichis

definedas anincomeneededto purchasebasic needs,isalsoreferred
toas primary poverty.

. Itdependsnotonlyonincomebutalsoonaccesstosocial
services.

o Poverty Threshold: Thepovertythresholdinabsolute
measurement of poverty is set using the monetaryvalue of the
basket of essential products (required for basic needs) and
every householdwhoseincomeislessthanthisvaluewill be
classifiedaspoor.

o Limited Scope: Absolute measurements of poverty, used by the
World Bank and developing countries like India, relyona poverty
linewhichremains constantacross geographies and overtime.

Relative Poverty

o RelativePoverty: Itis present whenahouseholdincomeislower
thanthe medianincome ina particularcountry andisused
mainly bythe developed countries.



Relative poverty views poverty as socially defined and dependent

on social context. Itisarguedthatthe needs considered fundamental
iIsnotan objectivemeasure and could change withthe custom of
society. Forexample,a person who cannot afford housing betterthan
asmalltentinanopenfieldwould be saidtoliveinrelative povertyif
almosteveryoneelseinthatarealivesinmodern brick homes, but not if
everyoneelsealsolivesinsmalltentsinopenfields (forexample,in

a nomadictribe). Sincerichernations would have lowerlevels of
absolute poverty, relative povertyis considered the "most useful
measure forascertaining povertyrates in wealthy developed

nations" andisthe "'most prominentand most-quoted of the EU social
inclusionindicators’.

Usually, relative povertyismeasured as the percentage ofthe
population withincomelessthan some fixed proportion of median
income.

. Thosewhofallintothe categoryofrelative povertyare not
necessarily deprived of all basic needs, but may not
experiencethe same standard of living asthe majority of
society orin other words, they are relatively deprived.

o Poverty Threshold: Inthis method certainpercentage
of economically bottompopulation isalways considered below
thepoverty line.

Methods of Measuring Poverty:

. AbsolutePoverty Line: Usesafixed standard, suchasthe World

Bank’ sinternational poverty line,to measurethe abilityto meet basic
survival needs.

. Relative Poverty Line: Measurespovertyrelativetotheliving

standards of the majorityin asociety (e.g.,income below 60% of the
median).



. Multidimensional Poverty Index (MPI) : Evaluates deprivations
across health, education, and standard of living, ratherthan just
Income.

. Consumption-Based Measure: Focuses on whatahousehold actually
consumesratherthanearns, often usedtodeterminethe povertyline.

Methods to Measure Poverty:

1.Headcountratio (HCR):

The headcount ratio (HCR) measures the proportion of apopulationliving
belowthepovertyline. Itis calculated by dividing the number of poor
individuals (H) by the total population (N), often expressed as a percentage:

Formula: HCR=(H/N) x100

FormulaComponents:

« (NumberofPoor): Thetotal countof people orhouseholdswhose
income orconsumptionisbelowthe defined poverty threshold.

. (TotalPopulation): Thetotal numberofpeople orhouseholdsinthe
area



2.Povertygapratio (PGR):

The poverty gapratio (PGR) measures the depth of poverty

by calculatingthe average shortfall of the poorfromthe povertyline,
expressed asaratioofthe poverty line. It represents the total resources
requiredtobringall poorindividuals uptothe povertyline.

Formula: PGR=1/N x3X (Z- Yi/Z)

Key Variables:
. N:Total population (including poor and non-poor).
. Z:Povertylinethreshold.
. Yi:Income (or consumption) of the i-th poorindividual.
 (Z-Yi): The poverty gap foranindividual.

Interpretation:
Theratioisgenerallybetween0and 1. Ahigherratioindicatesthat,on
average, the poorarefurther belowthepovertyline. ltisoften
expressed asapercentage,indicating what percentage of the poverty
linewould havetobetransferredtothe poorto eliminate poverty.

3.The Multidimensional Poverty Index (MPI):

The Multidimensional Poverty Index (MPI) is aninternational
measure of acute poverty developed by the UNDP that captures severe
deprivationsinhealth, education, and standard of living. Unlike
income-based poverty, itidentifies,ata householdlevel,individuals
who are simultaneously deprived in atleast one-third of 10-12
weightedindicators.



Key Aspectsofthe MPI:

Dimensions&Indicators: Theindex consistsof threemain
dimensions— Health, Education,and Living Standards— brokendown
intoindicators like nutrition, schooling, sanitation, electricity,and
housing.

Methodology: It utilizesthe Alkire and Foster (AF) method, which
allows fortrackingthe proportion of poor people (incidence) and the
intensity of their deprivation.

Globalvs. National: The Global MPI coversover 100 developing
countries,while India's National MPI, produced by NITl Aayog,
includes 12 indicatorstailoredtonational developmental goals.

Purpose: ltactsasapolicytool toidentify specific areas of deprivation,
helping governmentstarget resources tothe poorest households.

Interpretation: Ahigher MPlvalueindicatesgreaterpoverty. For
instance, in 2023, Indiahad an MPI valueof 0.069, withroughly 42%
intensity of deprivation.

Components of the National MPI (India):
. Health: Nutrition, child/adolescent mortality, maternal health.
. Education: Yearsof schooling, school attendance.

. Living Standards: Cooking fuel, sanitation, drinking water, electricity,
housing, assets, bankaccounts.

Accordingtothe Global Multidimensional Poverty Index 2025,
approximately 1.1 billion peoplelive inacute multidimensional poverty
across 109 countries.



Effects of Poverty:

Poverty has devastating, multi-dimensional effects, including chronic
hunger, malnutrition, poorhealth,and highinfant mortality. It severely limits
accesstoquality education and economic opportunities, causing
intergenerational cycles of, and contributesto social exclusion, gender
inequality,and higher crimerates.

Mainimpactsofpovertyinclude:

« PoorHealth: Lack of resources causes malnutrition, stuntingin
children, and limited accessto healthcare,leadingto higher disease
rates (e.g., malaria, tuberculosis). Itincreases chronic stress and poor
mental health outcomes.

. LowEducationalachievement: Childreninpovertyfaceeducational
barriers,including, but not limited to, malnutrition, poorhousing,and
lack of supplies,leadingtoloweracademic achievementand higher
dropoutrates.

Over 25% of children in India do not attend school, according to
UNICEF. Boys are less likely than girls to get kicked out of school.
Despite the fact that women and men must be treated equally under
Indian law, particularly those from lower social strata, women are
nevertheless seen as less than men. Due to their lack of education,
their chances of earning a respectable income in India are slim.

 RestrictsEconomicand Social mobility: Poverty restricts social
mobility, oftentrapping familiesina cycleof poverty forgenerations. It
contributes tohousinginstability,includinghomelessness.

. RiskofSafetyand Environment: Impoverished areas often sufferfrom
lack of,ordegraded, infrastructure (clean water, sanitation) and higher
crimerates,leadingtoincreasedrisk of violence and exploitation.

« High Infant Mortality Rate: Over 1.4 million children in India die
before turning five every year, making it one of the countries with the
highest child mortality rates in the world. The primary causes of



death are pneumonia, malaria, diarrheal diseases, and chronic
malnutrition.

Malnutrition: India is the country with the highest rate of malnutrition
with more than 200 million people suffering from it, including 61
million children.

Child Labour: Government statistics indicate that 12.5 million
children between the ages of 5 and 14 are working in India, despite
the fact that child labour for those under the age of 14 isiillegal. In
addition, 65 million children between the ages of 6 and 14 do not
attend school and work instead in private homes, businesses,
quarries, farms, and even prostitution.

Child Marriage: Although it is against the law for children to marry, it
is still practiced in a few Indian communities. Young women give
birth to children while still in their early years. Many people die before
reaching the age of adulthood. Many parents push their children to
marry young in the hopes of leading better lives because of their
poverty

Low Purchasing Power: In a country in which the per capita income
and purchasing power of a poor country or household fall below a
specified minimum standard, there is a shortage of medical facilities,
low productivity, and there is illiteracy. In society, this led to
epidemics and diseases.

Increased Criminal Activity to meet Fundamental Needs: Poor people
will indulge in socially inappropriate behaviours, including drug
addiction, crime, position, violence, and terrorism to survive. These
factors weaken social norms, moral principles, and human self-worth,
and as a result, more and more members of the community exhibit
intolerance and disrespectful behaviour towards one another on a
regular basis.

Exploitation of People: The living conditions of the poor are terrible,
and some family members of these people pass away from famine or
hunger. When government institutions fail to defend the rights of the
poor, it leads to parents selling their children into slavery because
they cannot afford to feed or care for them. This is a danger to the
social structure.



Povertyisa significant driver of gender inequality, withwomen and girls
disproportionately affected, oftenwithless accesstoeducationand
employment.

Poverty, nutrition, and economic development:

Poverty, nutrition,and economic development aredeeply interconnectedin
a viciouscycle,where poornutrition hinderseconomic growthand
perpetuates poverty, whilelowincome limits access to nutritious food.
Malnutrition reduceslabourproductivity and cognitive ability, with every $1
invested in nutritionyieldingupto $23-$138in economicreturns, essential

for breakingthe povertytrap.
The Vicious Cycle: Poverty and Nutrition

. PovertyDrivers: Low wages,unemployment,and economicinequality
directly cause poornutrition.

. ImpactonHealth: Povertyrestrictsaccessto nutritious food,leading
to stunting, wasting, susceptibilitytoillness,and compromised
cognitive development.

« Economiclmpact: Malnutritionreducestheintellectual and physical
capacity of the workforce, limiting the potential to earn and hindering
economic growth.

Nutritionas Economic Development

« HighROI: Investingin nutritionisnot charity but a high-return
economic policy. School meal programs, forexample, generate
USS4- S11inreturnsforeverydollar spent.

 Productivity Gains: Better nutritionraises cognitive skillsand physical
capacity,leadingtobetter school performance and strongereconomic
growth.



. Intergenerational Impact: Improving nutrition forchildren not only
stopstheimmediate cycle of poverty butalsoincreasestheirfuture
economic potential, fosteringlong-termeconomic development.

« Double Burden: While undernutrition remains a primary concern, many

countriesare facing therise of overnutrition (obesity) alongside
poverty.

. Policy Shift: Tackling malnutritionrequirestackling poverty through
job creation and food security, as well as direct nutritional
interventionstoimprove productivity.

Poverty and economic development:

Poverty and economic development have acomplex,bidirectional
relationship, where economic growth generally reduces poverty by creating
jobsandraisingincomes, while highpoverty levels hinder development by
restrictinghuman capital, education, and investment. Sustainable, inclusive
growthisvital,ashighinequality can diminishthe poverty-reducing effects of
economic development.

Economic development is the most powerful tool forreducing poverty,
asit createsjobs, increasesincomes, andimproves quality of life. Sustained
economic growth facilitatesinvestmentinhealthand education,enabling
peopleto escapepoverty, while povertyitself hinders development by
limiting human capital and productivity. Effective poverty reduction requires
inclusive growth, social protection,andtargeted structural changes.

Main Connections Between Developmentand Poverty



. JobCreation: Economic growth creates employment opportunities,
which arethe primary way people move out of poverty.

 Virtuous Circle: Increasedincomeallowshouseholdstoinvestin
health, education,and skills, whichinturnboosts productivityand fuels
further economic growth.

. Impactof Growth: Researchindicatesthata 10%increaseina
country’ saverageincomereducesthepovertyrateby 20— 30%.

. Structural Transformation: Shiftingfromagrariantoindustrialized,
service-oriented economies oftenleadto higherwages andimproved
living standards.

. Impactof Growth onPoverty (Trickle-Down Effect): Economic
growthisaprimarydriverof poverty reduction. As GDPincreases,
opportunitiesforemploymentandincome growthusuallyrise,
reducing both monetary and multi-dimensional poverty.

. ImpactofPoverty on Development: Poverty posesa significant
narriertoeconomic development. It createsacyclewherelowincome
eadstolowsavings,lowinvestmentsin education and health,reduced
abor productivity,and overall economic stagnation.

. TheRoleoflInequality: Growthdoes not always guarantee poverty
reductionif thereishighincomeinequality, which can cause
developmentbenefitsto skip the poorest populations.

. BidirectionalLinkages: Povertyreductionis akeygoal of
development, but inturn, lifting people out of poverty enhancesoverall
marketdemand, boosts productivity,and drives furthereconomic
growth.

Factors Influencingthe Relationship:

. Employment: Highunemploymentratesare strongly associated with
increased poverty, oftennegating the benefits of economic growth.



Social Investment: Investingin education, healthcare,and
infrastructure (humancapital) is crucial fortranslatingeconomic
growthinto sustainable povertyreduction.

Structural Barriers: Political instability, weak institutions,and
discrimination cantrap populations in poverty despite overall
economic growth.

ChallengesinReducing Poverty

Inequality: If economic benefits are not widely shared, growth might
not effectivelyreduce poverty.

Vicious Cycle: Povertyrestrictsaccessto educationand healthcare,
leadingtolow productivity that hinders economic growth.

External Shocks: Eventslikethe COVID-19 pandemiccan eraseyears
of progressinreducing extremepoverty.

Employment Quality: Simply increasingthe numberof jobsisnot
enough;the quality of employment (fairwages, safety) is crucial for
improving welfare.

Strategiesfor Success

Inclusive Growth: Policies should focus onjob creationthatengages
the poorandvulnerable populations.

Social Protection: Implementingmeasures like social safety nets can
help protectvulnerable populationsfrompoverty.

Human Capital Investment: Improvingaccesstohealthcareand
educationisessential forlong-termdevelopment.

Sustainable Development: Integrating economic, social,and
environmental goals helps ensurelasting reductionsin poverty.






