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PRO-POOR GROWTH BRIEFING NOTE 1: TECHNICAL ANNEX SEPTEMBER 04

How to calculate the rate of pro-poor growth?

The figure in the Briefing Note presents growth rates and pro-poor growth rates for a
number of countries (X axis and y axis, respectively). This technical annex lists the
data sources and explains the method used for calculating these two growth rates.

Methods

The ideal method for calculating the pro-poor growth rate involves assessing the income growth
for a panel of households. This implies having access to income information for the same
households at the beginning and at the end of the period. Unfortunately, such data is not
available for a large number of countries. Instead, we compare the incomes of households that
were poor at the beginning of the period with the incomes of the same percentiles of the income
distribution at the end of the period. In the case of India, for example, we calculate the pro-poor
growth rate by comparing the income of (each percentile of) the poorest 61.1% in 1983, i.e.
those falling below the poverty line in that year, with the (respective percentile of the) poorest
61.1% in 1997.

This is a second-best solution, as it does not give us a perfect sense of the winners and losers
over the time period. We cannot state with certainty what happened to the households that were
poor at the start of the period — did they stay poor or did they get richer and were replaced by
another set of households? However, by comparing the incomes of the same proportion of people
at two points in time, this approach does offer a statistically sound method for calculating the rate
at which the incomes of the poor rose.

Data sources

1) Average (i.e. economy-wide) real GDP per capita levels at the start and the end of the period:
David Dollar & Aart Kraay dataset (2002).

2) Income distribution data at the start and the end of the period (i.e. GDP per capita levels for
all percentiles of the income distribution) and a fitted Lorenz curve: Aart Kraay dataset (2003)
(original deciles data from the World Bank Global Poverty Monitoring Database).

3) Poverty headcounts for the start of the period: World Bank Global Poverty Monitoring
Database.

Calculations
1) Growth rate of per capita GDP (x axis):

Use the David Dollar & Aart Kraay dataset to calculate the annual percentage change in mean
GDP per capita over the period.
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2) Growth rate of the incomes of the poor (y axis):

First, use the Global Poverty Monitoring Database to determine the percentage of the population
that was poor at the beginning of the period under consideration. Second, use the Aart Kraay
data set to calculate the income levels at the start and end of the period for each of the
percentiles of the distribution below the initial poverty line. Third, calculate the average annual
growth rate of income over the period for each of these percentiles. Finally, calculate the average
(mean) growth rate for all these percentiles.

Worked example: India 1983 -1997

1) Growth rate of mean per capita GDP (x axis):

(The Dollar & Kraay dataset uses real GDP per capita in constant 1996 prices)
Y1997 = Mean income per capita in 1997 = 2161.932

Y1083 = Mean income per capita in 1983 = 1298.742

N = Number of years in time period = 14

1
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= 3.70710%

X-axis: The growth rate in India was 3. 71%é.
2) Pro-poor growth rate, i.e. growth rate of the incomes of the poor (y axis):

The Global Poverty Monitoring Database tells us that the poverty headcount in India in 1983 was
61.1%. This tells us that the bottom 61 percentiles of the income distribution were poor at the
start of the period. Using the Lorenz curve parameterisation and the income share data, income
levels for each percentile of poor people can be calculated at the start and at the end of the
period. Income growth rates can then be calculated for each percentile, using the same
compound growth formula given above. These growth rates should then be averaged to yield a
pro-poor growth rate.

1

p=61 y.? 1997 —1983
> —L - 1[*100 /6l

Annual income growth rate for the poor = 3.182137

Y-axis: The pro-poor growth rate in India was 3.18%6.

For further information, contact the Pro-Poor Growth Team on growth@dfid.gov.uk or visit the Team'’s
intranet site.

This guidance is part of the Policy Division Info series. Ref no: PD Info 046. © Crown copyright 2004. Any part of this
publication may be freely reproduced providing the source is acknowledged.
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