
19648
September 1999

Bit rm r 1 iodt,a 

1~~~~ X.iLmio o |

tL K 1lEl-j l 

i~~~~~~JFO In 1!o slaltg au 1po

E~~~~~oMW'inoeeAorcol

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed

P
ub

lic
 D

is
cl

os
ur

e 
A

ut
ho

riz
ed





A WORLD BANK COUNTRY STUDY

Bangladesh
From Counting the Poor
to Making the Poor Count

The World Bank
Washington, D.C.



Copyright C) 1999
The International Bank for Reconstruction
and Development/THE WORLD BANK
1818 H Street, N.W.
Washington, D.C. 20433, U.S.A.

All rights reserved
Manufactured in the United States of America
First printing September 1999

World Bank Country Studies are among the many reports originally prepared for internal use as part
of the continuing analysis by the Bank of the economic and related conditions of its developing member
countries and of its dialogues with the governments. Some of the reports are published in this series
with the least possible delay for the use of governments and the academic, business and financial, and
development communities. The typescript of this paper therefore has not been prepared in accordance
with the procedures appropriate to formal printed texts, and the World Bank accepts no responsibility
for errors. Some sources cited in this paper may be informal documents that are not readily available.

The findings, interpretations, and conclusions expressed in this paper are entirely those of the
author(s) and should not be attributed in any manner to the World Bank, to its affiliated organizations,
or to members of its Board of Executive Directors or the countries they represent. The World Bank does
not guarantee the accuracy of the data included in this publication and accepts no responsibility for any
consequence of their use. The boundaries, colors, denominations, and other information shown on any
map in this volume do not imply on the part of the World Bank Group any judgment on the legal status
of any territory or the endorsement or acceptance of such boundaries.

The material in this publication is copyrighted. The World Bank encourages dissemination of its
work and will normally grant permission promptly.

Permission to photocopy items for internal or personal use, for the internal or personal use of
specific clients, or for educational classroom use, is granted by the World Bank provided that the
appropriate fee is paid directly to Copyright Clearance Center, Inc., 222 Rosewood Drive, Danvers, MA
01923, U.S.A., telephone 978-750-8400, fax 978-750-4470. Please contact Copyright Clearance Center
prior to photocopying items.

For permission to reprint individual articles or chapters, please fax your request with complete
information to the Republication Department, Copyright Clearance Center, fax 978-750-4470.

All other queries on rights and licenses should be addressed to the World Bank at the address above,
or fax no. 202-522-2422.

Cover photo by Shekhar Shah, World Bank.

Library of Congress Cataloging-in-Publication Data has been applied for.



CONTENTS

ABSTRACT .............................. vii
ACKNOWLEDGMENTS .............................. viii
ACRONYMS AND ABBREVIATIONS ............................... ix
EXECUTIVE SUMMA,RY ............................. xi

1. BUILDING CAPACITY AND MEASURING POVERTY
Overview .............................. 1
Building Capacity for Measuring and Analyzing Poverty . ........................................................ 1
Measuring the Incidence of Poverty ........................................................ 4
Who are the Poor? ........................................................ 7
Comparing Bangladesh to South and East Asia ........................................................ 10
Summary ........................................................ 12

2. GROWTH, INEQUALITY, AND POVERTY
Overview ........................................................ 14
Looking Back: Growth in Average Consumption and Inequality ........................................................ 15
Looking Ahead: Poverty and Growth in Agriculture, Industry, and Services .......................................... 17
Sumrnary ........................................................ 21

3. MICROECONOMIC DETERMINANTS OF POVERTY
Overview ........................................................ 22
Analyzing the Determinants of Poverty ........................................................ 23
Area Characteristics ........................................................ 28
Determinants of Inequality ........................................................ 29
Summary ........................................................ 30

4. PUBLIC EXPENDITURES AND GOVERNMENT SAFETY NET PROGRAMS
Overview ............................... : 32
Public Expenditures ............................. .. 33
Government Safety Net Programs ............................... 37
Summary ............................... 40

5. NGO PROGRAMS
Overview ............................... 42
NGOs and Service Delivery ............................... 43
Reaching the Poor through NGO Programs ............................... 46
Sumnmary ............................... 49

ANNEX ............................... 51

BIBLIOGRAPHY ............................... 61



iv Contents

FIGURES

l.la Poverty Incidence: The Very Poor, 1983-84 to 1995-96 ............................. ............................... 4
1.lb Poverty Incidence: The Poor, 1983-84 to 1995-96 ............................................................. 4
1.2a Gini Coefficients ............................................................. 7
1.2b Rural-Urban Decomposition of National Gini Coefficient ............................................................. 7
1.3 Headcount Index by Education, 1995-96 ............................................................. 8
1.4 Headcount Index by Acres of Land Owned, 1995-96 ............................................................. 8
1.5a Bangladesh & Indonesia: Per capita GNP ............................................................ 12
1.5b Bangladesh & Indonesia: Illiteracy Rates ............................................................ 12
1.5c Bangladesh & Indonesia: Life Expectancy at Birth ............................................................ 12
1 .5d Bangladesh & Indonesia: Infant Mortality ............................................................ 12

2.1 Growth, Inequality, and Poverty ............................................................ 15
2.2 Poverty Reduction by Sector in a Hypothetical, Base-Case Growth Scenario ............................... 19

3.1 Gains from Education, 1995-96 .24
3.2a Gains from Agricultural Occupation of Head, 1995-96 .25
3.2b Gains from Nonagricultural Occupation of the Head, 1995-96 .25
3.3 Trends in Real Wages, 1983-96 .27
3.4 Unemployment and Underemployment, 1995-96 .27

4. la ADP Social Sector Real Expenditures .............................................. 33
4.lb Share of ADP Expenditures .............................................. 33
4.2 Distribution of Rural Public Health Spending, 1994 .............................................. 35
4.3 Distribution of Rural Public Education Spending, 1994 .............................................. 36
4.4 Public Foodgrain Distribution .............................................. 37
4.5 Targeting of Food Safety Net Programs .............................................. 37

5.1 Number of Foreign-Funded, Local and Foreign NGOs .............................................. 44
5.2 Foreign-Funded NGO Projects and Funding .............................................. 44
5.3 Reaching the Rural Poor .............................................. 47

Al .1 Food, Lower, and Upper Poverty Lines by Area, 1995-96 .............................................. 51

TABLES

1.1 Strengths and Weaknesses of Alternative Methods of Measuring Poverty .3
1.2 Headcount Indices of Poverty with the Cost of Basic Needs Method, 1983-84 to 1995-96. 4
1.3 Headcount Indices of Poverty with the Direct Calorie Intake Method, 1983-84 to 1995-96. 5
1.4 Poverty Gap and Squared Poverty Gap Measures of Poverty, 1983-84 to 1995-96 . 6
1.5 Village Attitudes toward Women, 1995-96 .10
1.6 Bangladesh and South Asia: Comparisons of Selected Development Indicators,

1996 or Most Recent Estimates .1
1.7 Bangladesh and East Asia: Comparisons of Selected Development Indicators,

1996 or Most Recent Estimates .11

2.1 Elasticities of the Headcount Index with Respect to Growth and Inequality,
1983-84 to 1995-96 .16

2.2 Net Elasticities of Poverty with Respect to Growth
Using Alternative Poverty Measures, 1983-84 to 1995-96. 17

2.3 Net Sectoral Elasticities of Poverty with Respect to Growth, 1991-92 to 1995-96 .18

5.1 Top Two Complaints about Health Facilities in Rural Villages, 1995-96 .45
5.2 Top Two Complaints about Education Facilities in Rural Villages, 1995-96 .46
5.3 Village Targeting of Government and NGO Programs in Rural Areas .48



Contents v

ANNEX TABLES

Table Al.0 Area Definitions for Estimating Poverty Incidence ........................................................ 53
Table Al . Food Prices per Kilogram and Food Poverty Lines in Taka per Person per Month

by Geographical Area, 1995-96 .53
Table A1.2 Food, Lower, and Upper Poverty Lines by Area in Taka per Person per Month,

1983-84 to 1995-96 ............................................. 54
Table A1.3 Gini Indices of Inequality, 1983-84 to 1995-96 ............................................. 54
Table A1.4 Regional Poverty Profile by Administrative Division, 1995-96 ..................................... 54
Table A1.5 Headcount Index by Education of Household Head, 1995-96 ........................................ 55
Table Al.6 Headcount Index by Land Ownership in Acres, 1995-96 ............................................. 55

Table A2.1 Simulated Headcount Index with Changes in Growth and Inequality,
1983-84 to 1995-96 .55

Table A2.2 Elasticity of Poverty Measures with Respect to Growth and Inequality
1983-84 to 1995-96 ........................................................... 55

Table A2.3 Poverty Simulations under Alternative Growth Scenarios, 1996 to 2008 ...................... 56

Table A3.1 Percentage Gains in Per Capita Consumption for Education, 1983-84 to 1995-96 ........ 56
Table A3.2 Percentage Gains in Per Capita Consumption by Occupation of the Household Head,

1988-89 to 1995-96 ........................................................... 56
Table A3.3 Percentage Gains in Consumption from Land Ownership, 1988-89 to 1995-96 ............ 57
Table A3.4 Trends in Real Wages by Sector, 1983-1996 ........................................................... 57
Table A3.5 Unemployment and Underemployment, 1995-96 ........................................................... 57
Table A3.6 Unemployment by Education Level for Population 15 Years and Older, 1995-96 ........ 58
Table A3.7 Impact of Area Characteristics on Differences in Poverty between

Greater Districts, 1991-92 .58
Table A3.8 Contribution of Area and Household Characteristics to Inequality,

1983-84 to 1995-96 ............................................................. 58

Table A4.1 Annual Development Program: Social Sector Expenditures in Constant Prices ............ 59
Table A4.2 Rural Income Distribution and Benefits from Public Spending on Health, 1994 ........... 59
Table A4.3 Rural Income Distribution and Benefits from Public Spending on Education, 1994 ..... 59
Table A4.4 Food Grain Distribution under Government Programs ................................................... 60
Table A4.5 Targeting Performance of Selected Food Safety Nets, 1991 .......................................... 60

Table A5.1 Number of Foreign-Funded NGOs Registered with NGO Affairs Bureau, 1990-98 ..... 60
Table A5.2 Foreign-Funded NGO Projects and Amounts Released to NGOs, 1991-98 ................... 60





Abstract vii

ABSTRACT

Reducing poverty is the central development challenge in Bangladesh. Who are the poor?
Where do they live? What are the characteristics of poor households? Has poverty declined over
time? Has inequality increased? In answering these "counting the poor" questions, this country study
provides a poverty profile for Bangladesh. As importantly, the study addresses several questions
about "making the poor count" in the choice, design, and implementation of public policies and
programs that aim to reduce poverty. What is the relationship between growth and inequality? Is this
relationship different for rural and urban areas? Does education reduce poverty? How much do the
poor benefit from increasing public spending on health and education? Are households that own
more land less poor? Do area characteristics such as rural infrastructure affect the incidence of
poverty? How cost-effective are safety net programs? Where do micro-finance programs fit within a
poverty reduction strategy? Do they reach the poorest? How well do NGO services in education and
health compete with public and private services? This report is also part of a process of strengthening
capacity and enhancing poverty data and analysis in Bangladesh. In late 1994 World Bank staff
undertook a collaborative, capacity-building initiative with the Bangladesh Bureau of Statistics
(BBS) to help enhance the 1995-96 Household Expenditure Survey (HES), train BBS staff, improve
basic data analysis, and publish an abstract. This work is still continuing through capacity-building
assistance for the Household Expenditure Survey for 1999-2000.
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EXECUTIVE SUMMARY

COUNTING THE POOR AND MAKING THE POOR COUNT

1. Reducing poverty is the central development challenge in Bangladesh. This poverty assessment
answers several basic questions about counting the poor. Who are the poor? How numerous are they?
Where do they live? What are the characteristics of poor households? Has poverty declined? Has
inequality increased? In answering these questions this poverty assessment constructs a poverty profile
for Bangladesh.

2. As importantly, the poverty assessment addresses several questions about how to make the poor
count in the choice, design, and implementation of public policies and programs whose aim is to reduce
poverty. These questions are more difficult: What is the relationship between growth and inequality? Is
this relationship different for rural and urban areas? Does education reduce poverty? How much do the
poor benefit from increasing public spending on health and education? Are households that own more
land less poor? Do area characteristics such as rural infrastructure affect the incidence of poverty? How
cost-effective are safety net programs? Where do microfinance programs fit within a poverty reduction
strategy? Do they reach the poorest? How well do NGO services in education and health compete with
public and private services?

3. The lack of access to primary data on poverty in Bangladesh has been a serious, long-standing
hurdle to more detailed poverty analysis. Official poverty estimates have been shrouded in some
controversy because independent analysts have never been able to fully replicate the estimates, examine
the strengths and weaknesses of the official methodology, or suggest altemative estimates using primary
data. Recognizing these problems, in late 1994 World Bank staff undertook a collaborative, capacity-
building initiative with the Bangladesh Bureau of Statistics (BBS) to help enhance the 1995-96
Household Expenditure Survey (HES), train BBS staff, improve basic data analysis, and publish an
abstract. This initiative has also led to a series of analytical papers using the 1995-96 and earlier HES
data (these are listed in the Bibliography). This report is part of this process. Work is still underway to
mainstream poverty analysis into public policy design, implementation, and evaluation.

IMPORTANT FINDINGS AND POLICY CONCLUSIONS

4. Poverty measurement has been put on a sounder footing. The BBS has now adopted the cost of
basic needs method for estimating poverty incidence, which is preferable to the official methodology
used in the past. Using primary data from successive rounds of the HES between 1983 and 1996, chapter
1 estimates the incidence of poverty over time calculated according to the cost of basic needs method.
Two sets of poverty lines identify the very poor (lower poverty line) and the poor (upper poverty line).

5. Poverty has declined in the 1990s, but the remaining challenges are massive. Both the lower
and the upper poverty lines indicate a statistically significant decline in poverty after 1991-92. The
incidence of the very poor declined from 43 percent of the population in 1991-92 to 36 percent in 1995-
96; the inciderce of the poor declined from 59 to 53 percent. Although poverty has declined in both rural
and urban areas, rural poverty is still higher than urban poverty. Reducing the poverty of the very poor
living in rural areas-still at 40 percent of the rural population in 1995-96-remains a massive challenge.
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6. Rising inequality has reduced the rate of poverty reduction. The decline in poverty observed in
the 1990s contrasts with the stagnation of poverty in the 1980s. Why was overall poverty reduction so
slow or nonexistent over the 1980s? This complex question requires considerable inquiry, particularly
since average GDP growth was roughly around 4 percent and exceeded the declining population growth
rate. Chapter 2 shows that part of the explanation is rising inequality. Depending on which poverty
measure is used, one-fifth to one-third of the potential poverty reduction from growth may have been lost
because of higher inequality. The higher inequality associated with growth in Bangladesh does not imply
that growth should not be pursued. To the contrary, faster growth is needed if poverty is to be reduced
faster, because the net effect of growth on poverty reduction is positive. But in addition to faster growth,
efforts to limit rising inequality are required. Over the period 1991-92 to 1995-96, inequality rose the
least with agricultural growth, and as a result the net elasticity of poverty with respect to growth was the
largest in agriculture. Assuming these elasticities hold unchanged in the future, growth in agriculture
would tend to reduce poverty and limit inequality more than identical growth in industry and services.
Industry and services, however, are likely to grow much faster than agriculture, as they have done in the
past, and the net contribution of faster industrial and service growth to poverty reduction should be quite
high.

7. The gains from education and other household and regional characteristics suggest areas for
policy emphasis. Apart from broad-based growth, targeted investments in the poor's human and physical
capital can reduce poverty and limit inequality. Which investments should have priority? This is a
difficult question, but chapter 3 provides some partial answers. Education and land ownership remain key
determinants of living standards. The gains from education are high and have persisted over time. Higher
education has the largest impact in urban areas. Land ownership matters more in rural areas. The returns
to education, as measured by a household's per capita consumption, are similar for the household head
and spouse. Differences in poverty between geographical areas depend more on differences in area
characteristics than on differences in the characteristics of the households living in those areas. This
finding suggests that investment policies aimed at poor areas will reduce poverty. Occupation, too, affects
living standards. In rural areas, for example, the gains from switching from the farm to the nonfarrn
sector are positive and large for the poor, implying that developing the rural nonfarm sector holds
considerable potential for poverty reduction.

8. Public expenditures reduce poverty, but their targeting and efficiency must be improved. The
share of expenditures in the Annual Development Program devoted to social sector spending has more
than doubled since the early 1990s and is expected to increase further in the years ahead, especially the
share devoted to education and health. Chapter 4 reviews the performance of public services in these two
areas. The case for substantial public expenditures to education and health is strong on externality and
equity grounds. While public expenditures on health appear to be somewhat better targeted to the poor
than public expenditure on education, there is much scope for improvement in increasing the quality of
and access to such services. Govermnent programs, such as Food for Work, Vulnerable Group
Development, Test Relief, and Rural Maintenance are well targeted. A detailed assessment of Food for
Education, the fastest growing program, shows that it raises primary school attendance and is cost-
effective as measured by its long-term impact. But, it is not as well-targeted as the other programs, and
improvements in targeting and internal efficiency would further raise its social returns. Investments in the
program's growth will have to be balanced with the need to improve the overall quality of primary
education.

9. Bangladesh's NGOs are a unique, vital resource for faster poverty reduction, and more needs
to be done to support partnerships with them. Bangladesh is a world leader in innovative NGO
programs. Chapter 5 reviews the growth of NGOs and their performance in delivering microcredit,
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particularly to the very poor. With rapid growth in microcredit, it will be important to ensure that
quantitative objectives (reaching as many households as possible) are not pursued at the cost of
qualitative objectives (reaching the households that most need assistance). The government and
microcredit providers should look for ways, possibly through innovative partnerships, to reach the
poorest, as well as better-off borrowers who are ineligible for microcredit but do not have access to
formal credit. A village-based survey provides new insights into the superiority of rural health and
education services provided by NGOs rather than the government or the private sector. The vastly
superior performance of NGO social services suggests clear possibilities for partnerships among NGOs,
the government, and the private sector in providing better health and education services. This information
also sheds light on the potential priority areas for improving government services: quality appears to be
the major problem with public health facilities, and both quality and quantity appear to be problems in
public education.

BUILDING CONSENSUS FOR A POVERTY REDUCTION STRATEGY

10. This report is part of a long-term process of capacity building and mainstreaming of poverty
analysis in Bangladesh. I Its findings outlined above suggest five pillars of a possible poverty reduction
strategy-accelerating economic growth; promoting education for the poor, particularly primary
education, and particularly for girls; investing in poor areas to take advantage of strong location effects
on poverty reduction; improved targeting of public expenditures and safety nets to reach the poor better;
and forming further partnerships with NGOs to reach the poorest and not-so-poor in ways designed to
make a stronger attack on poverty.

11. Discussions with stakeholders, NGOs, the government, poverty researchers, and other donors in
Bangladesh arising from this report will help to build support for an action plan and more detailed policy
and institutional changes for faster poverty reduction. In line with the capacity-building emphasis of the
World Bank's country assistance strategy, these discussions will also help to build consensus on the
institutional capacity required to mainstream poverty analysis in policy design and implementation. BBS
will field the next Household Expenditure Survey in 1999. This will provide the opportunity and the
means to further refine our understanding of the determinants of poverty and the conditions under which
households in rural and urban Bangladesh can most easily escape poverty.

1 In addition to this report, two other tools have been developed to facilitate the use of the poverty assessment. First, the poverty
assessment and its background papers are available on the World Bank's web site
(http://www.worldbank.org/html/extdr/offrep/sas/bangladesh-poverty/). Second, an easy-to-use spreadsheet has been prepared to
allow analysts and policymakers to simulate poverty measures based on chosen household characteristics and to explore the
impact of policies that change these characteristics. This spreadsheet is also available at the web site.
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1.5 to Improving data collection
1.8 The Household Expenditure Survey (HES) provides the basic The BBS should continue to improve the HES in order to

nabonal data for poverty analysis. Bank staff have assisted the enhance its timeliness and use for policy analysis. For the
Bangladesh Bureau of Statistics (BBS) in enhancing the data next HES, a topic for the rotating module will need to be
collection and entry procedures for the 1995-96 HES. selected. The household questionnaire could include more
Consequently, data became available and were analyzed questions on participation in social and NGO programs to
much faster than in previous survey rounds. The HES is now provide data for program evaluation. Qualitative
an integrated survey that includes a rural community module assessment techniques, particularly for health and
and a special-topic, rotating module (education in 1995-96). education, could usefully complement the existing HES.

1.9 to Building analytical capability
1.11 Disagreements have persisted for many years about the extent BBS staff should be further trained on economics of poverty

of poverty and its trend, in large part because of and on the use of household data to inform public policy.
methodological differences on poverty measurement. Bank This will lead to better questionnaire design and higher
staff have assisted and trained BBS personnel to use the cost quality data. There is a need to mainstream poverty
of basic needs method. The BBS used this method for analysis in the design of public and NGO poverty programs.
estimating poverty incidence in the Summary Report on the The govemment should set up a working group consisting
Household Expenditure Survey 1995-96. The BBS now of the BBS, researchers, donor agencies, and line ministries
provides access to HES data for bona fide research uses. to pursue this.

1.12 to Trends in poverty
1.19 Thirty six percent of the populaton in 1995-96 was very poor, Economic growth in which the poor can participate must

a significant drop from 43 percent in 1991-92 (when poverty accelerate if poverty is to decline faster. The needs of the
was still higher than its 1983-84 level of 41 percent). Forty rural poor and the poorest require special attention in
percent of the rural and 14 percent of the urban population was govemment, NGO, and donor-funded programs.
very poor. Nationally, 53 percent of the population was poor,
57 percent of the rural, and 35 percent of the urban population.
Urban poverty has declined the most. Ninety three percent of
the very poor and 89 percent of the poor live in rural areas.

1.20 Trends in inequality
Inequality has increased, particularly since 1991-92. This Programs that reduce inequality without jeopardizing growth
contrasts with the experience of developing countries as a must be developed further. These include effective safety
whole, but some other semirural economies such as China nets, improved access to better quality primary education
have had similar experiences. Inequality is higher in urban than and social services in health and family planning, and
in rural areas. The gap in rural-urban living standards has investments designed to raise the human and physical
increased, indicating that rural areas are lagging behind. Rising capital of poor people and poor regions.
inequality within the rural and urban sectors also accounts for a
large share of rising inequality nationally.

1.21 to Poverty profile
1.32 There are large differences in poverty by region within the Growth alone is not sufficient to reduce poverty. At the

urban and rural sectors and by education, land ownership, regional and household levels, public policies must target
occupation, and demographics. Female-headed households vulnerable groups. Attitudes toward women are an
are poorer in rural areas, and women have less education and important social determinant of equity, access to services,
employment. Village attitudes towards women's activities and well-being. Widespread support for women's education
suggest broad support among men and women for women's suggests that more needs to be done to provide schooling
education, but less support among men than women for for girls, and the strong support among women for income-
participation in income-generating activities. generating activities suggests a larger role for microcredit or

other support for nonfarm self- and wage employment.

1.33 to Intemational comparisons
1.35 Although Bangladesh has reduced poverty and improved other A combination of high growth, good social policies, and

dimensions of well-being, it lags behind other countries in investment in human capital can help Bangladesh to
South and East Asia. Indonesia, for example, had a GNP per achieve the rapid rates of poverty reduction of the East
capita similar to that of Bangladesh in the early 1970s, but Asian countries. Bangladesh should leam from the pro-
(notwithstanding its recent problems) has reduced poverty and growth policies adopted in these countries to promote faster
improved its social indicators much faster since then. growth with equity.



CHAPTER 1: BlUELDING CAPACITY AND MEASURING POVERTY

1.1 Reducing poverty is the central development challenge in Bangladesh. This poverty assessment
addresses several basic "counting the poor" questions: Who are the poor? How numerous are they?
Where do they live? What are the characteristics of poor households? How should we measure poverty?
Has poverty declined? Has inequality increased? This study also discusses equally important questions
about "making the poor count" in the choice, design, and implementation of public policies and programs
aimed at reducing poverty. This discussion requires answers to more difficult questions: What is the
relationship between growth and inequality? Is this relationship different for rural and urban areas? Is
education associated with lower poverty rates? How much do the poor benefit from increasing public
spending on health and education? Are households that own more land less poor? Do area characteristics
such as rural infrastructure affect poverty? How effective are safety net programs that seek to protect the
poor and the most vulnerable?

1.2 Bangladesh is blessed with world-renowned nongovernmental organizations (NGOs) and
microfinance institutions such as BRAC and Grameen Bank. We examine several questions relating to
NGO activities. Where does microfinance fit in an overall poverty reduction strategy? How well does it
reach the poorest? How well do NGO services in education and health compete with public and private
services? How should these services be divided among the public, NGO, and private sectors to maximize
the impact on poverty?

1.3 The World Bank's most recent poverty assessment for Bangladesh was based on aggregate,
secondary data and the published official estimates of poverty (World Bank 1990). Without access to
primary data, it could not capture the important characteristics of the poor needed to construct a poverty
profile and elucidate the determinants of poverty. The lack of public access to primary data has been a
serious, long-standing hurdle to better poverty analysis in Bangladesh. Further, official poverty estimates
have been controversial, because independent analysts, without access to data, have never been able to
fully replicate the estimates or examine the pros and cons of official methodologies.

1.4 We are in a better position today, thanks to a long-term, collaborative, capacity-building effort
between the Bangladesh Bureau of Statistics (BBS) and the World Bank. The next section outlines this
collaboration. The third section presents new measures of national, rural, and urban poverty since 1983,
based on the last five rounds of the Household Expenditure Survey (HES), the basic national data for
poverty analysis. The fourth section discusses poverty measures based on location, land ownership, and
the education, gender, and occupation of the household head. The final section compares Bangladesh's
overall performance with that of other South and East Asian countries.

BUILDING CAPACITY FOR MEASURING AND ANALYZING POVERTY

1.5 As part of the joint capacity-building effort with the Bank, the BBS designed and fielded an
improved RES in 1995-96. It also improved the official methodology for measuring poverty and granted
researchers access to the HES data. Work on mainstreaming poverty analysis into public policy design,
implementation, and evaluation is still underway; this poverty report is part of the process.

The Household Expenditure Survey is improved
1.6 The Bank's South Asia Region started its capacity-building effort with the BBS in 1994. The
cooperative effort centered initially on the design for the 1995-96 HES. The Survey was made an
integrated survey by adding to the basic household questionnaire a special-purpose module designed to



2 Chapter I

rotate among different topics and to collect detailed information for each household member on the
chosen topic (BBS 1997e). The BBS chose education for the 1995-96 HES. It also integrated into the
survey a rural community module to obtain detailed information on the villages (rural primary sampling
units) from which households were selected.

1.7 The survey methodology has been enhanced. The BBS also introduced important innovations in
its data collection and entry procedures along the lines of the World Bank's Living Standard
Measurement Surveys (LSMS). The use of personal computers to enter and validate data in the field
improved data quality, since households could be revisited soon after they were surveyed to correct
logical errors or verify unusual entries (see BBS 1997f for details on the sampling framework, survey
methodology, and field procedures). The previous practice of processing the HES questionnaires on
mainframe computers in Dhaka long after the data had been collected would have made this impossible.
That older method also forced long delays before poverty estimates could be published (for example, the
preliminary report for the 1991-92 HES was published only in 1995, and the full report in 1997). In
contrast, the preliminary 1995-96 HES data were available for analysis four months after the survey was
completed, and the BBS published a summary report (BBS 1997e), including new poverty measuTes,
considerably faster than it had in previous HES rounds.

1.8 BBS staff were trained and a broader dialogue has been started on poverty issues. The
comparative advantage of BBS is in collecting timely, high-quality data, not in conducting research.
Nonetheless, a good understanding of poverty measurement and analysis can greatly help to improve data
collection. To this end, 12 BBS staff participated in a specially designed, two-week workshop on poverty
analysis arranged by World Bank staff in May 1997 in Kathmandu (officials from the Nepal Central
Bureau of Statistics also took part in the training). The hands-on workshop included sessions on data
management, poverty analysis, and public policy. Each participant had exclusive access to a personal
computer and used data from the Bangladesh HES and the Nepal LSMS. The workshop was followed by
seminars organized jointly with the government in Dhaka to discuss the preliminary findings from the
1995-96 and earlier HES data and the background work for this report. These seminars and the ongoing
collaboration with the BBS has promoted a dialogue among the government, researchers, and donors on
how to best mainstream poverty analysis in public policy formulation, with the objective of making
poverty analysis a much more integral part of designing and evaluating government and NGO policies
and programs. The May 1998 meeting of Bangladesh's aid donors at the Bangladesh Development Forum
in Dhaka will pay special attention to poverty issues.

BBS has adopted the superior cost of basic needs method for measuring poverty
1.9 A poverty measure needs three elements:

* An indicator of well-being or welfare, such as per capita caloric intake or per capita real
expenditures.

. A normative threshold-a poverty line-representing the minimal well-being a person or
household must attain to be above poverty.

* An aggregate measure to assess poverty across the population. One example is the headcount
ratio or index, which indicates the percentage of the population whose welfare indicator falls
below the poverty line.

1.10 The three methods used for estimating poverty in Bangladesh differ in which indicator of welfare
they use and how they define the poverty line (table 1.1 and Background Paper 51). The direct calorie

l The background papers prepared for this poverty report are part of the World Bank's ongoing work on poverty in Bangladesh.
They are listed in the Bibliography.
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intake and food energy intake methods have been used in the past for official poverty estimates, while the
cost of basic needs method has more often been used by independent researchers in Bangladesh and
abroad. Ideally, poverty measures should be representative and consistent. They are representative if the
indicator used for measuring welfare reflects people's lack of command over basic goods and services
associated with poverty; they are consistent if they are based on poverty lines that represent the same
living standard for different groups and over time. The direct calorie intake method is not representative,
while the food energy intake method is not consistent (see the Annex for details). The cost of basic needs
method is typically consistent and representative.

Table 1.1: Strengths and Weaknesses of Alternative Methods of Measuring Poverty

Direct calorie intake Food energy intake Cost of basic needs
Welfare Caloric intake in kilocalories (kcal) Consumption expenditures in taka Consumption expenditures in taka
indicator
Poverty line Calonc threshold (usually 2,122 kcal Expenditure level at which households Expenditure level at which households

per person per day) are expected to reach the caloric can afford predetermined basic
threshold consumption needs

Strengths and Comparisons over time consistent, but Indicator representative of actual Indicator representative and poverty
weaknesses welfare indicator narrow and not consumption, but poverty comparsons comparisons consistent across time and

representative of what individuals and poverty lines not consistent across space for real expenditures
actually consume time and space

1.11 Calculating the cost of basic needs poverty lines. In its Summary Report of the Household
Expenditure Survey 1995-96 (BBS 1997e), the BBS dropped the food energy intake method and has
instead adopted the cost of basic needs method (it has retained the direct calorie intake method for
comparisons with its previous estimates). The cost of basic needs method is based on the estimation of
the cost of a bundle of goods that meets predetermined basic needs, which are held constant from year to
year and across space and groups. Three steps are needed to estimate this cost, which then defines the
poverty line (see the Annex and Background Papers 4 and 6 for details). First, a representative, fixed
food bundle must be defined to meet the nutritional norm of 2,122 kcal a day per person. The cost of this
food bundle is calculated for various geographic areas using estimates of the price of each food item (as
paid by the poor) in each area. This cost represents the food poverty line for each area (Annex table
Al.1). Second, allowances for nonfood consumption are estimated. These are also area-specific in order
to capture geographic differences in the costs of nonfood goods. A fixed bundle for nonfood consumption
is not used because of the intrinsic difficulty of defining a basic, representative nonfood bundle. Instead,
lower (less generous) and upper (more generous) allowances for nonfood basic needs are computed for
each area based on households' actual nonfood expenditures (Annex table A1.2).2 Third, for each area
the food poverty line is summed with the lower and upper allowances for nonfood consumption, to yield,
respectively, the lower and upper poverty lines. The lower poverty lines can be said to identify the very
poor, and the upper poverty lines the poor.

2 The lower nonfood allowance is the nonfood expenditure of households whose total consumption expenditures are equal to
the food poverty line (the very poor), meaning that anything they spend on nonfood actually reduces their food expenditures
below the food poverty line. The upper nonfood allowance is computed from the nonfood expenditures of households whose
food expenditures are equal to the food poverty line (the poor). See the Annex for details.
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MEASURING THE INCIDENCE OF POVERTY

1.12 This section examines the trends in poverty incidence and inequality between 1983 and 1996. It
is based on the lower and upper poverty lines estimated with the cost of basic needs method and the
primary data from the HES of 1983-84, 1985-86, 1988-89, 1991-92, and 1995-96.

Poverty has decreased significantly in the 1990s
1.13 In 1995-96, 36 percent of Bangladesh's population was very poor and 53 percent was poor
(figures 1. la, l. lb, table 1.2). The incidence of poverty has declined since 1991-92 as measured by both
the lower and upper poverty lines. Assuming poverty incidence for 1985-86 was underestimated because
the estimates are not consistent with other evidence and because the HES for that year was of lower
quality,3 poverty incidence was relatively stable from 1983-84 to 1991-92, and then experienced a
statistically significant decrease in 1995-96. The drop in poverty in recent years was larger in urban than
in rural areas. Throughout the period under review, rural poverty remained much higher than urban
poverty as measured with both the lower and upper poverty lines.

Figure 1.1a: Poverty Incidence: The Very Poor, Figure 1.1b: Poverty Incidence: The Poor,
1983-84 to 1995-96 1983-84 to 1995-96

(% of population below lower CBN poverty lines) (% of population below upper CBN poverty lines)
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Source: Table 1.2; CBN is wst of basic needs method. Source: Table 1.2; CBN is Cost of basic needs method.

Table 1.2: Headcount Indices of Poverty with the Cost of Basic Needs Method, 1983-84 to 1995-96
(percentage of population below the poverty line)

Verypoor (lowerpoverty line) Poor (upper poverty line)
1983-84 1985-86 1988-89 1991-92 1995-96 1983-84 1985-86 1988-89 1991-92 1995-96

National 40.91 33.77 41.32 42.69 35.55 58.50 51.73 57.13 58.84 53.08
Rural 42.62 36.01 44.30 45.95 39.76 59.61 53.14 59.18 61.19 56.65
Urban 28.03 19.90 21.99 23.29 14.32 50.15 42.92 43.88 44.87 35.04
Note: See Annex for the definition of the poverty lines. The figures for 1995-96 are also reported in BBS (1997e).
Source: World Bank staff estimates.

Independent evidence also suggests declining poverty in the 1990s
1.14 Other estimates of poverty incidence. The cost of basic needs headcount indices are broadly
consistent with two sets of independent studies of poverty conducted in the late 1980s and early 1990s.
The first set uses grouped aggregate data available in the various HES reports published by the BBS and

3 Concerns have been raised about the validity of the poverty estimates for 1985-86. First, the decrease in poverty observed for
that year does not match consumption measures obtained from the national income accounts (Ravallion 1990). Moreover, the
survey suffers from lower quality data than were available in other years. Thus, the drop in poverty observed for that year may
be overestimated.
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deploys variants of the cost of basic needs method. These studies indicate that both rural and urban
poverty increased from the second half of the 1980s up to 1991-92 (Khandker, Mahmud, Sen, and
Ahmed 1994; Hossain and Sen 1992; Ravallion and Sen 1996). They also find higher rural poverty than
urban poverty throughout the late 1980s and up to 1991-92. In this report, access to the household-level
HES data for estimating poverty measures has enabled more detailed results.

1.15 A second group of poverty studies is based on a series of small-scale surveys conducted by the
Bangladesh Institute of Development Studies. This group shows an increase in poverty in the late 1980s,
followed by a decrease in the l990s (Rahman and Hossain 1995; Rahman, Hossain, and Sen 1996).

1.16 Estimates of poverty incidence by BBS using the direct calorie intake method show different
results than those obtained with the cost of basic needs method (table 1.3). The two biggest differences
relate to poverty trends in the 1990s and to rural-urban comparisons. First, the direct calorie intake
method suggests that only rural poverty using the lower caloric threshold declined between 1991-92 and
1995-96; urban poverty incidence actually increased, particularly for the upper caloric threshold.
Although the direct calorie intake estimates suggest that between 1983-84 and 1995-96 poverty declined
more than indicated by the cost of basic needs estimates, the decline according to the direct calorie intake
method occurred largely between 1983-84 and 1985-86, but according to the cost of basic needs method
it declined primarily after 1991-92. Second, the cost of basic needs estimates consistently show that rural
poverty is higher than urban poverty, whereas the direct calorie intake measures suggest that poverty
rates are similar in rural and urban areas for most survey years. The food energy intake method gives
results similar to the direct calorie intake estimates (because both rely on the actual caloric intake).4

Table 1.3: Headcount Indices of Poverty with the Direct Calorie Intake Method, 1983-84 to 1995-96
(percentage of population below the poverty line)

Lower caloric threshold Upper caloric threshold

1,800 kcal 1,805 kcal 2,200 kcal 2,122 kcal

1983-84 1985-86 1988-89 1991-92 1995-96 1983-84 1985-86 1988-89 1991-92 1995-96

National 36.8 26.9 28.4 28.0 25.1 62.6 55.7 47.8 47.5 47.5
Rural 36.7 26.3 28.6 28.3 24.6 61.9 54.7 47.8 47.6 47.1
Urban 37.4 30.7 26.4 26.3 27.3 67.7 62.6 47.6 46.7 49.7
Note: Part of the large decrease in poverty observed for the upper caloric threshold between 1985-86 and 1988-89 is due to the
lowering of the caloric threshold for 1988-89 and after.
Source: BBS (1 997e).

1.17 Independent evidence on changes in living standards. In addition to measures of poverty
incidence, other independent evidence suggests that standards of living improved in the first half of the
1990s as reported by the cost of basic needs method. As noted by Mitchell (1998), Helen Keller
International's National Surveillance Project report (Round 41) indicates that malnutrition in rural areas
(as measured by the percentage of underweight children) since mid-1990 was at its lowest level in
December 1996. The percentage of underweight children had declined by approximately 13 percent
compared to August 1990. Also according to CIRDAP (1997c), real wages increased by about 7 percent
between 1991-92 and 1996, especially in the agriculture and manufacturing sectors (this is discussed in

4 Several recent food energy intake measures of poverty are available in BBS reports related to a separate BBS Poverty
Monitoring Project (BBS 1996a, 1997d). Unfortunately, the short horizon over which this project measures poverty reduces its
value for analyzing long-term trends. The food energy intake estimates from this project are not always comparable to those
obtained by the BBS using the full HES for previous years because of differences in survey methodologies and in the food
energy intake method itself.
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greater detail in chapter 3). And at a more aggregate level, the fact that GDP growth has consistently
outpaced population growth over the last decade is consistent with a decrease in poverty over time.

Poverty has decreased the most in urban areas
1.18 The cost of basic needs headcount indexes (the method used for the rest of this report) suggest
that poverty has declined in 1995-96 compared to 1983-84. How have changes in rural and urban
poverty over time affected national poverty? A sectoral decomposition of the changes in national poverty
incidence suggests that the rural sector, with 85 percent of the population, contributed only 47 percent of
the total decrease in national poverty between 1983 and 1996 (Background Paper 11). The urban sector,
with only 15 percent of the population, contributed 30 percent of the decline. Rural-to-urban migration
accounted for 13 percent, and interaction effects the remaining 9 percent. The results of the
decomposition are similar if only the last five years are used to measure this change.

The depth and severity of poverty are worse in rural areas
1.19 The poverty gap and squared poverty gap measures offer additional insights into poverty
incidence. The poverty gap is the ratio of the average extra consumption needed to get all poor people to
the poverty line, divided by the poverty line. It estimates how far below the poverty line the poor are on
average as a proportion of that line (for the nonpoor the distance is zero). It also gives an idea of the
minimum resources required to close the gap. The squared poverty gap takes into account not only the
distance separating the poor from the poverty line, but also inequality among the poor (Foster, Greer, and
Thorbecke 1984). The poverty gap is often interpreted as measuring the depth of poverty, and the squared
poverty gap the severity of poverty.5 Both measures confirm that rural poverty is much higher than urban
poverty and suggest similar trends over time-stagnation in poverty during the 1980s and a decline in the
1990s (table 1.4).

Table 1.4: Poverty Gap and Squared Poverty Gap Measures of Poverty, 1983-84 to 1995-96

Very poor (lower poverty line) Poor (upper poverty line)

1983-84 1985-86 1988-89 1991-92 1995-96 1983-84 1985-86 1988-89 1991-92 1995-96
Poverty gap
National 10.42 6.85 9.89 10.74 7.89 16.52 12.27 15.35 17.19 14.37
Rural 10.51 7.36 10.76 11.73 8.90 16.83 12.50 16.01 18.06 15.40
Urban 6.53 3.70 4.20 4.89 2.75 14.26 10.85 11.06 12.00 9.19
Squared poverty
gap
National 3.69 2.14 3.43 3.86 2.59 6.61 4.20 5.77 6.76 5.36
Rural 3.88 2.31 3,78 4.25 2.95 6.72 4.27 6.07 7.15 5.74
Urban 2.29 1.04 1.21 1.53 0.80 5.78 3.81 3.83 4.43 3.44
Note: Based on the cost of basic needs method.
Source: Wodld Bank staff estmates. The 1995-96 estmates are also in BBS (1997e).

5 The difficulty with using the headcount index rather than the poverty gap and the squared poverty gap can be illustrated with
an example of two households with per capita consumption expenditures of Tk 400 and Tk 450 per month, respectively, in an
area where the poverty line is Tk 500 per capita per month. If the first household receives a transfer of Tk 50 per person, the
headcount ratio for the area will not change. If, instead, the second household receives the transfer, it will no longer be below the
poverty line, and the headcount index will fall. The poverty gap will decrease by the same amount for both transfers. But the
squared poverty gap will decrease more if the first household receives the transfer, because the squared poverty gap is
distribution sensitive. Using the squared poverty gap as a poverty indicator will lead to better policy decisions. In contrast, the
objective of lowering the headcount index would have the transfer go to the richest among the poor; the objective of lowering
the poverty gap would be indifferent to which household received the transfer.
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Inequality has grown
1.20 Has inequality increased or decreased nationally and within the rural and urban sectors?
Inequality is higher in urban than in rural areas and has increased over time in both sectors, especially
between 1991-92 and 1995-96 (figure 1.2a and Annex table 1.3). Urban inequality has increased much
more than rural inequality. Decomposing the national Gini coefficient by sector indicates that the increase
in the national Gini was due not only to rising inequality within sectors, but also to rising inequality
between the urban and rural sectors (figure 1.2b). The between-sector component of the decomposition
increased substantially, particularly between 1991-92 and 1995-96 (see Background Papers 8 and 11).
The changes in stratification (a measure of the lack of overlap between the consumption levels of urban
and rural households) also indicate larger differences in welfare over time between urban and rural
households.

Figure 1.2a: Gini Coefficients Figure 1.2b: Rural-Urban Decomposition of National
0.38 T (lower poverty lines) Gini Coefficient
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0.22 0.00t .

0.20 -0.05 Stratificabon (overlap)

1983-84 1985-86 1988-89 1991-92 1995-96 1983-84 1985-86 1988-89 1991-92 1996-96

Source: Annex table A1.3. Source: Annex table A1.3.

Note: The Gini index for real per capita consumption is defined as
nominal per capita consumption deflated by the lower regional poverty
lines taken to be the price index.

WHO ARE THE POOR?

1.21 Do the poor live mainly in rural or urban areas? Are they illiterate? Do they own land? Are
households headed by women poorer than households headed by men? This section examines these and
other characteristics of poor and very poor households.

Regions with large urban areas fare best
1.22 Urban households tend to be better off than rural households. But there are also large differences
in the incidence of poverty between different regions and between urban and rural areas within those
regions. The Dhaka, Chittagong, and Khulna administrative divisions have lower incidences of urban and
rural poverty than the Barisal and Rajshahi divisions (Annex table AA.4). That is not surprising given the
positive impact of large cities in the Dhaka, Chittagong, and Khulna divisions (the Dhaka and Chittagong
Standard Metropolitan Areas have even lower headcount indexes). The contrast between urban and rural
poverty incidence is the greatest for the Dhaka and Raj shahi divisions, the two divisions with positive net
rural-to-urban migration according to the 1991 Census.

1.23 The proportion of the nation's poor living in each division or living in rural and urban areas can
be computed using population shares. Ninety-three percent of the very poor and 89 percent of the poor
live in rural areas. The Dhaka division, because of its large size, has the largest number of the very poor
and the poor nationally and the largest number of the urban very poor and poor. The Rajshahi division
has the largest number of the rural poor and very poor.
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Social indicators are correlated with poverty
1.24 Education. Households whose heads did not have any education had a higher probability of being
poor in 1995-96 (figure 1.3 and Annex table
A1.5). Nationally, the headcount index for Figure 1.3: Headcount Index by Education, 1995-96

very poor households was 48 percent if 60(lower poverty lines)

headed by a person without any schooling and so
7 percent if the head had completed the
secondary school certificate and above. Using - } 3 Ui5en 0:Rura U

the upper poverty lines, 67 percent of 8 30

household heads with no schooling were poor 20

across the country, as compared to 16 percent
of household heads who had completed the 10
secondary school certificate and above. o
Poverty falls as the level of education of the No School Class 1-4 Class 5-9 SSC* & above

household head rises, and it falls faster in *Seouryc:oAnextae At5

urban than in rural areas, suggesting higher
returns to education in urban areas.

1.25 Land ownership. The more land that a household owned beyond half an acre, the less likely it
was to be poor (figure 1.4 and Annex table A1.6). Owners of less than half an acre were the most likely
to be poor-even more likely than landless households. While education had a strong impact in urban

areas, land mattered the most in rural areas.
Figure 1.4: Headcount Index by Acres of Land owned, Among the landless in rural areas, six of ten were

1995-96
(lower poverty lines) very poor and seven of ten were poor. Among
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Source: Annex table Al 6 lower poverty lines), followed by workers in

nonagricultural activities (38 percent); tenant
farmers (42 percent); workers in fisheries, forestry, and livestock (45 percent); agricultural workers with
family land (51 percent); and agricultural workers without family land (75 percent) (see BBS 1997e). In
the nonagricultural sector, most high-level employees (executives, officials, professionals, teachers) and
most small businesspeople and petty traders escape poverty. Factory workers and artisans rank below
them, followed by salespeople, service workers, and brokers, as well as transport and communications
workers. Servants and day laborers have relatively higher poverty rates. Households in which the head is
not working, including households headed by retired workers and students, do not fare badly, probably
because they have other sources of income or support that allow the head not to work. Heads who have a
second occupation tend to be in poorer households, suggesting that the second occupation is pursued out
of necessity. An exception is households whose heads have a second occupation as an owner-farmer.

1.27 Rural farm versus nonfarm workers. There has been a debate in Bangladesh over the living
standards of rural farm versus nonfarm workers (see World Bank 1997b). The traditional view has held
that the bulk of nonfarm activities are residual, low-productivity occupations which the landless poor are
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pushed into. Therefore, the growth of the rural nonfarm sector is interpreted as a sign of weakness rather
than strength in rural development. If that were the case, rural nonfarm workers would be employed in
residual activities, receiving extremely low wages, and their poverty rates would be higher than those of
rural agricultural landless households. But the 1995-96 HES shows that rural households whose heads are
landless agricultural workers are the poorest. This finding supports the alternative view of the
development of the nonfarm sector, which maintains that growth of the nonfarm sector pulls people out
of poverty in rural areas. Promoting the rural nonfarm sector, including fisheries, livestock, and forestry
(for example through microcredit programs) therefore represents an attractive policy option for reducing
poverty in rural areas (see Background Paper 2).

1.28 Gender disparities. Rural households headed by women have a higher probability of being
among the very poor than households headed by men (45 percent versus 39 percent), but not urban
households (about 14 percent of both female-and male-headed urban households are very poor; see BBS
1997e for details). The headcount ratios for poor households are virtually identical for both female (52
percent) and male-headed (53 percent) households. To the extent that female-headed households have
smaller families, and the use of per capita consumption as the welfare indicator underestimates poverty
among smaller families compared to large families,6 differences in poverty between female and male-
headed households are likely to be larger. Further, if the distribution of consumption within households
favors men, poverty among women is likely to be higher still.

1.29 While poverty is best measured by comparing per capita consumption to a poverty line, there are
other dimensions of well-being that are not captured by such measures. Gender inequality is an important
case in point, since women in Bangladesh lack access to health and education. Women have a lower life
expectancy than men at birth. Moreover, in 1993 the ratio of female-to-male child mortality was 1.33,
and the ratio of female-to-male children who received no treatment for episodes of fever or acute
respiratory infection was 1.19 (Filmer, King, and Pritchett 1998). Bangladesh's gender performance in
education is better: the ratio of female-to-male enrollment for children aged 11 to 14 was 0.93 in 1993,
well above the South Asian median of 0.70. Yet, girls still lag behind boys, especially in secondary and
higher education. Girls are not only less likely than boys to attend post-primary school, they are also less
likely to complete school when they do attend. Moreover, women represent a small minority of teachers:
19 percent in primary education and only 10 percent in secondary education (World Bank 1996a).

1.30 Attitudes toward women. Attitudes toward women are an important social determinant of equity,
access to public services, and women's well-being. The rural community module of the 1995-96 HES
provides important information on village attitudes, of both men and women, toward women's
participation in income-generating activities, education, and family planning. Men and women have
different attitudes toward women taking up income-generating activities: in almost three-quarters of the
villages most women favored or strongly favored doing so, but that view is held by a majority of men in
less than half the villages (table 1.5). Support for female education is universally higher than support for
income-generating activities and is more even between men and women. Support or strong support for
female education is the majority view of men in 84 percent of villages and the majority view of women in
90 percent of villages. There are many villages (more than 20 percent) in which men oppose or strongly
oppose women engaging in income-generating activities, but almost none where they oppose or strongly
oppose women's education. Most men support or strongly support family planning for women in 56
percent of the villages; most women do so in 65 percent of the villages.

6 This is because per capita consumption as a welfare indicator does not take into account economies of scale within larger
households, for example larger households need not spend as much on housing per capita as small households may have to.
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Table 1.5: Village Attitudes toward Women, 1995-96
(percentage of villages with a majority view)

Women's income-eaming activities Female education Familyplanning

Men Women Men Women Men Women
In favor 41.0 50.8 57.3 44.5 40.3 38.9
Strongly in favor 6.3 23.5 27.2 45.4 16.4 25.9
Opinion divided 29.7 10.5 12.6 7.1 33.6 20.9
Against 16.7 7.1 1.3 0.8 4.2 4.2
Strongly against 3.8 1.3 0.4 0.4 2.5 0.8
No opinion 2.5 6.7 1.3 1.7 2.9 9.2
All responses 100.0 100.0 100.0 100.0 100.0 100.0
Number of villages 239 238 239 _ 238 238 239
Note: Shares are not weighted by village population. Percentages may not add up to 1 00 percent due to rounding or coding.
Source: World Bank staff esfimates using 1995-96 HES.

1.31 Marital status, age of household head, and household size. Household heads who are unmarried
are less likely to be poor than those who are married, and married household heads are less poor than
widowed or divorced household heads (see BBS 1997e for details). Individuals living in households
where the head was widowed or divorced had a higher incidence of poverty (43 percent) compared to the
population as a whole (36 percent). There appears to be an "inverted U" relationship between poverty
incidence and the age of the household head: poverty rises for households with heads up to 39 years old
and declines thereafter. Poverty also increases with household size of up to six members and then
declines, possibly because of the presence of additional adults with earning ability. But, the relationship
between household size and poverty is contingent on the equivalence scale used for measuring
consumption. By using per capita consumption as the indicator of well-being we do not take into account
potential economies of scale within households, and therefore we may overestimate poverty among larger
households as compared to smaller households.

1.32 A large number of other household and other characteristics can be related to poverty incidence
(see BBS 1997e for examples). Instead of doing so here, the reader is referred to chapter 3, where the
correlates of poverty are discussed in greater detail.7

COMPARING BANGLADESH TO SOUTH AND EAST AsIm

1.33 Bangladesh compares well in some areas with its South Asian neighbors, but lags in nutrition,
infant mortality, and literacy. Bangladesh has a lower GNP per capita than all other South Asian
countries except for Nepal (table 1.6). Population growth in Bangladesh is now lower than that in other
South Asian countries except Sri Lanka, but labor force growth is similar, implying, as elsewhere, a need
for rapid, labor-intensive economic growth. Bangladesh has a relatively high incidence of poverty
measured by the headcount index.8 Life expectancy at birth in Bangladesh is lower and child malnutrition
higher than in other South Asian countries, except for Nepal. Infant mortality is higher except when
compared to that in Nepal and Pakistan. Access to safe water in Bangladesh has been the best in South
Asia (however, this is not taking into account the increasingly recognized problem of arsenic
contamination of ground water in Bangladesh). Bangladesh lags behind in literacy, although gross

7 We are also developing a simple spreadsheet model that allows a user to estimate the probability of being poor as a function of
different combinations of household characteristics, such as education, land ownership, or occupation. This will allow a flexible
representation of the poverty profile. This software will be available upon request.

8 These comparisons should be treated with caution since each country uses different methodologies for measuring poverty.
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primary school enrollment now is approaching 100 percent (in part because of over-age students and
repeaters in primary schools ) and has near gender parity.

Table 1.6: Bangladesh and South Asia: Comparisons of Selected Development Indicators, 1996 or Most Recent Estimates

Bangladesh India Nepal Pakistan Sri Lanka South Asia

Population mid-1996 (millions) 121.6 943.2 22.0 133.5 18.3 1264.0
GNP per capita 1996 (US$) 260 380 220 490 740 380
Poverty headcount index ( % of population) a 36 35 42 34 22 na
Population growth (°O) 1.6 1.7 2.5 2.9 1.3 1.9
Labor force growth (%o) 2.1 2.0 2.4 3.3 2.0 2.1
Urban population (% of total population) 18 27 14 35 22 26
Life expectancy at birth (years) 58 62 55 60 72 61
Infant mortality (per 1,000 live births) 77 68 91 90 16 75
Child malnutrition (% of children under 5) 67 63 70 40 38 na
Access to safe water (% of population) 96 63 48 60 57 63
Illiteracy (% of population age 15 & older) 62 48 73 62 10 50
Gross primary enrollment (% of school-age population) 92 102 109 69 105 98
a Poverty estimates are based on different methodologies and should be used with caution. na = not available
Source: World Bank Economic and Social Database.

1.34 East Asia suggests the possibilities for rapid growth and poverty reduction in Bangladesh.
Comparing Bangladesh with East Asian countries highlights the potential gains of growth and investment
in human capital (table 1.7). Growth in East Asia has been associated not only with poverty reduction but
also with rapid improvement of other social indicators (Ahuja and others 1997). For example, infant
mortality in East Asia is half the rate in Bangladesh, and the illiteracy rate is one-third. Vietnam is the
East Asian country closest to Bangladesh in terms of development indicators.

Table 1.7: Bangladesh and East Asia: Comparisons of Selected Development Indicators, 1996 or Most Recent Estimates

Bangladesh China Indonesia Philippines Vietnam Thailand East Asia

Population mid-1996 (millions) 121.6 1211.3 196.1 70.0 75.3 58.7 1726.0
GNP per capita 1996 (US$) 260 750 1,090 1,190 290 3,020 890
Poverty headcount index (% of population)a 36 9 11 54 51 13 na
Population growth (%o) 1.6 1.1 1.6 2.2 2.0 0.9 1.3
Labor force growth (%q) 2.1 1.1 2.5 2.7 1.9 1.3 1.3
Urban population (% of total population) 18 30 36 54 21 20 31
Life expectancy at birth (years) 58 69 64 66 68 69 68
Infant mortality (per 1,000 live births) 77 34 51 39 41 35 40
Child malnutrition (% of children under 5) 67 17 11 30 45 13 na
Access to safe water (% of population) 96 46 63 84 38 81 49
Illiteracy (% of population age 15 & older) 62 19 16 5 6 6 17
Gross primary enrollment (% of school-age population) 92 109 115 111 114 87 117
a Poverty estimates are based on different methodologies and should be used with cauton. na = not available.
Source: World Bank Economic and Social Database.

1.35 Comparing Bangladesh with Indonesia, also a predominantly rural and densely populated
country, is especially revealing (figures 1.5a to 1.5d). Indonesia had a per capita GNP similar to
Bangladesh's at the latter's Independence in 1971. The gap widened slightly in the mid-1970s and then
sharply in the late 1980s. In 1996, prior to its recent currency crisis, Indonesia's GNP per capita was four
times that of Bangladesh. The gaps between Indonesia and Bangladesh on the illiteracy rate, life
expectancy at birth, and infant mortality have also widened over time.
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Figure 1.5a: Bangladesh and Indonesia: Figure 1.5b: Bangladesh and Indonesia:
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Figure 1.5c: Bangladesh and Indonesia: Figure 1.5d: Bangladesh and Indonesia:
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SUMMARY

1.36 The World Bank had five objectives in launching its 1994 program to assist the BBS in building
its capacity to improve the collection and analysis of poverty data:

* Enhance BBS's institutional capacity to field complex, integrated household surveys using
modemn techniques of data collection and entry.

* Help make the official methodology used for poverty measurement and monitoring more robust
analytically so that it is well suited for comparisons over time and space.

*Help change the of ficial BBS policy of granting limited or no access to the data for researchers.
* Help expand the focus of BBS and other poverty analysts beyond poverty measurement issues to

poverty analysis that feeds into policy and program design.
* Prepare a poverty assessment.

The first three objectives have been achieved and are discussed here. The fourth objective-shifting
attention away from measurement to policy issues-is being pursued as part of a long-term process of
institutional development. This report meets the last objective.

1.37 Using the recommended cost of basic needs method for measuring poverty suggests that:
* The incidence of poverty has decreased significantly between 1991-92 and 1995-96, after

stagnating over most of the 1980s.
* Rural poverty continues to dominate urban poverty, and the gap appears to be increasing. The

incidence of poverty also varies considerably by region within the urban and rural sectors.
* Inequality has increased over the long term in both urban and rural areas.
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1.38 The profile of the poor in 1995-96 suggests that:
* Higher levels of education and land ownership are associated with a lower probability of being

poor.
* Rural households whose heads are employed in the nonfarm sector are less likely to be poor on

average than landless households with heads working in the farm sector, and more likely to be
poor than urban households with heads in the same occupations.

* Female-headed households are poorer than male-headed households in rural areas. Women lag
behind in other dimensions of wellbeing, such as access to health and education.

1.39 Attitudes toward women are an important determinant of equity. Data from the 1995-96 HES
suggests that support for women's education is universally higher than support for income-generating
activities in rural villages and is more even between men and women. On the issue of women joining
income-generating activities, a majority of men was in favor in 47 percent of villages, as compared to a
majority of women in favor in 74 percent of the villages. Village support for female education was more
even: a majority of women in 90 percent of villages and a majority of men in 84 percent of villages.

1.40 International comparisons show that despite recent progress, Bangladesh still lags behind other
South and East Asian developing countries. For example, Indonesia has outperformed Bangladesh not
only in per capita GNP growth, but also in life expectancy and in reducing infant mortality and illiteracy.
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2.2 to Looking back: growth and inequality
2.11 From 1983 to 1996 the headcount ratio for the very poor fell The higher inequality associated with growth in

from 41 to 36 percent. Poverty reduction has been slow Bangladesh does not imply that growth should not be
partly because growth was associated with higher pursued. To the contrary, higher growth is needed if
inequality. Depending on the poverty measure used, one- poverty is to be reduced faster. But given the risk of
fifth to one-third of the potential decrease in poverty rising inequality, safety nets must be extended and pro-
resulting from growth is estimated to have been lost poor investments in human and physical capital made.
because of rising inequality. The impact of rising inequality
on poverty reduction has been especially strong in urban
areas and much weaker in rural areas.

2.12 Looking ahead: three growth scenarios
to Using a macroeconomic consistency model, three simple Faster growth from industry, services, and agriculture is
2.25 hypothetical growth scenarios are examined to understand required simultaneously to reduce poverty faster and

some of the implications of alternafive growth patterns for further. Sound macroeconomic management and policy
poverty and inequality. These scenarios assume that the reforms leading to faster economic growth should help.
recent changes in inequality associated with growth will To finance the investment needed for higher growth
continue in the future. without reducing domestic consumption substantially,

foreign investment must increase and aid utilization must
Steadily accelerating growth improve. Economic growth from industry and services
With GDP growth progressively rising to 7.3 percent in the has outstripped agricultural growth and will continue to
decade ahead, poverty would be 13 percentage points make an increasing contribution to poverty reduction.
lower in 2008 than in 1995-96. The decrease in poverty makevan increasing on to pvrty econ.
would be strongest in industry and services due to higher However, givent thesizeo e agriutural ieonomy,
assumed growth in those sectors. This reference scenario
is compared with two other scenarios. continues, higher growth in agriculture would also help to

reduce poverty incidence and dampen the increase in
Higher nonagricultural growth inequality. Such growth can come from intensification of
This scenario is intended to illustrate the importance of rice cultivation and the diversification into other nonfood
aggregate saving and the financing of investment for faster crops. It is also possible that the impact of growth on
growth. As a result of higher domestic saving (and lower poverty may change in the future. For example, the
consumption) needed to finance investment, somewhat greater difficulty of reaching the poorest in the rural
higher growth (mainly in services, the conclusion would be sector through growth may lower the impact of
the same for growth in industry), would result only in slightly agricultural growth on poverty reduction. On the other
lower poverty as compared to the reference scenario. To hand, rising demand for labor and employment as a
the extent that remittances (as part of national saving) or result of faster industrial growth may serve to increase
foreign saving finance investment and growth, and safety the impact of growth on poverty reduction.
nets cover the poor so that their consumption is protected,
poverty reduction would be that much greater.

Higher agricultural growth
This scenario is intended to illustrate the importance of
changes in inequality with growth and the impact on poverty
reduction. Assuming that the recent pattern of growth and
inequality persists over the next decade, faster growth from
agriculture would contribute to inequality less and reduce
poverty incidence more.
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2.1 Bangladesh's economic growth has exceeded its population growth, especially since the early
1990s. GDP growth has averaged around 4 percent over the past 12 years, and was 4.4 percent during
1991 to 1997, whereas the population growth rate was about 2 percent. This should have resulted in
increased consumption and reduced poverty. Yet poverty declined slowly, with no net gains between
1983 and 1992. Rural poverty in particular remains very high, and the number of the poor has increased
over time. Why has poverty declined so slowly?

LOOKING BACK: GROWTH IN AVERAGE CONSUMPTION AND INEQUALITY

2.2 From 1983 to 1996 the national headcount index of poverty fell from 40.9 to 35.6 percent using the
lower poverty lines, and from 58.5 to 53.1 percent using the upper poverty lines. Part of the answer to
why poverty declined so slowly lies in rising inequality during this period.

Growth lowered poverty, but inequality increased it, especially in urban areas
2.3 As noted in chapter 1, inequality was higher
in the urban than in the rural sector, and increased F
over time in both sectors, especially between 1991- (Figure 2.1 Growth, Ioequalrty, and Poverty

92 and 1995-96. Figure 2.1 (and Annex table A2.1) ss
shows a simulation of what the national headcount so
ratio (using the lower poverty lines-the results are 45 _ _

similar for the upper poverty lines) would have @ 40 ualheadcount

been with the actual pattem of growth in per capita 8 > ,. -
52 35 -> .. ^' *nv edon 

consumption but without changes in inequality (the I 30 -

"growth" headcount line). Poverty would have been 25 -

about 10 percentage points lower in 1995-96 than 20- _ l _ I_ l_ I

what was actually observed (see Background Paper 1983-84 1985-86 1988-89 1991-92 1995-96

9). What impact did rising per capita consumption Soure: World Bank staff eUmates and Table A2.1

and inequality have on poverty incidence in the
Note: The actual headcount shows the observed nationalrural and urban sectors? The simulation shown in headcount indexes; the "growth' headcount shows the

figure 2.1 can be carried out for each sector headcount index simulated with the actual growth in per capita
separately (Annex table A2. 1). Using the lower consumption but assuming no change in inequality; the

'inequality" headcount shows the headcount index simulated
poverty lines, and factoring out the increase in with the actual rise in inequality but assuming no growth in per
inequality, poverty would have been 5 percentage capita consumption.
points lower in rural areas and 6 points lower in
urban areas in 1995-96.1

One-fifth of the potential poverty reduction from growth was lost due to rising inequality
2.4 The above simulations take into account actual changes in growth and inequality, but they do not
tell us much about the relationship between growth and inequality. To better quantify their relationship
and its implications for poverty, we created a regional panel-comprising cross-sectoral and time-series
variables-with welfare measures (mean consumption, poverty, and inequality) for the 14 areas and the
five survey years between 1983-84 and 1995-96 (see Background Paper 9).

The "inequality" headcount line shows a "no-growth" situation of the impact of actual changes in inequality on poverty
incidence but without any growth in per capita consumption: poverty in 1995-96 would then have been 15 points higher
nationally, 8 percentage points higher in rural areas, and 24 percentage points higher in urban areas than actually observed.
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2.5 Nationally, without the rise in inequality, a one percentage point increase in per capita consumption
would have resulted in a 2.42 percentage point decline in the headcount ratio (using the lower poverty
line) (table 2.1). With a headcount of about 40 percent, this represents a one percentage point decline in
the share of the population below the poverty line. Growth in per capita consumption and rising inequality
are also correlated-the elasticity of inequality with respect to growth is 0.35. Finally, rising inequality
results in a rising headcount ratio-a one percentage point increase in the Gini coefficient of inequality
increases the headcount index by 1.28 percentage points. The net elasticity of poverty with respect to
growth is therefore -1.98 (as compared to the gross elasticity of -2.42). One-fifth of the potential decrease
in poverty from growth was lost because inequality rose. The upper poverty lines show a similar but
smaller loss.

Table 2.1: Elasticities of the Headcount Index with Respect to Growth and Inequality, 1983-84 to 1995-96

National Rural Urban

Lower poverty lines
Gross elasticity of poverty With respect to growth -2.42 -2.20 -2.84
Elasticity of inequality with respect to growth 0.35 0.18 0.43
Elasticity of poverty with respect to inequality 1.28 0.88 2.10
Net elasticity of poverty with respect to growth -1.98 -2.04 -1.95
Upper poverty lines
Gross elasticity of poverty with respect to growth -1.43 -1.23 -1.70
Elasticity of inequality with respect to growth 0.27 0.07 0.37
Elasticity of poverty with respect to inequality 0.52 0.29 0.92
Net elasticity of poverty with respect to growth -1.29 -1.21 -1.33
Note: The net elasticity of poverty is the gross elastcity of poverty with respect to growth plus the product of the elasticity of inequality with respect to
growth and the elastcity of poverty with respect to inequality. The estimates use a fixed effects model on a panel of welfare measures at the regional
level. Estimates are similar with random effects. The gross impact of growth alone on poverty is the impact of holding inequality (as measured by the Gini
coefficient) constant.
Source: World Bank staff estimates.

The association between growth and rising inequality is stronger in urban than in rural areas
2.6 The rural and urban estimates of these elasticities suggest an important difference that is not
evident from the national figures: growth in per capita consumption has been associated with rising
inequality in urban areas but not in rural areas. In urban areas the relationship was significant (the
elasticities of inequality with respect to growth for the lower and upper poverty lines, 0.43 and 0.37, are
statistically different from zero at the 5 percent level). In rural areas the relationship, although also
positive, was much weaker (the elasticities for the lower and upper poverty lines, 0.18 and 0.07, are not
statistically significant). Growth in rural per capita consumption therefore has a bigger net impact on
reducing poverty under the lower poverty line than growth in urban per capita consumption.

2.7 The loss in poverty reduction due to rising inequality is stronger if poverty measures that are more
sensitive to inequality are used. Nationally, using the lower poverty lines, the poverty gap measure
suggests a net elasticity of poverty with respect to growth of -2.67 (instead of -3.47 when no change in
inequality is assumed), so that one-fourth of the gains from growth are lost because of higher inequality
(table 2.2). Using the squared poverty gap measure the net elasticity is -3.30 (instead of -4.39), so that
one-third of the gains from growth are lost because of higher inequality.

2.8 The net elasticity of rural poverty with respect to growth is larger than the net elasticity of urban
poverty with respect to growth in all but one case (the exception is the upper poverty lines and the
headcount ratio). These results suggest that more rapid rural development will reduce poverty faster than
more rapid urban development (see Background Paper 9 for details).
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Table 2.2: Net Elasticities of Poverty with Respect to Growth Using Altemative Poverty Measures,
1983-84 to 1995-96

Lower poverty lines Upper poverty lines

National Rural Urban National Rural Urban
Headcount -1.98 -2.04 -1.95 -1.29 -1.21 -1.33
Poverty gap -2.67 -3.08 -2.47 -2.17 -2.55 -1.96
Squared poverty gap -3.30 -3.85 -3.05 -2.85 -3.50 -2.51

Note: The estimates use a fixed effect model on a panel of welfare measures at the regional level. Estimates are similar with random effects. The net impact of
growth on poverty is the impact after accounting for the increase in inequality associated with growth.
Source: World Bank staff estimates.

Rising inequality in the short to medium term is not unusual, but a long-term rise would be unsual
2.9 Is Bangladesh's increase in inequality unusual compared to other countries? Kuznets (1955, 1963)
and Oshima (1963) suggested in their inverted-U hypothesis that inequality widens in the initial phase of
growth and then narrows. They perceived economic development to be a fundamentally sequential and
uneven process, pulling up certain groups first and leaving other groups to catch up later. Despite its
intuitive simplicity, the Kuznets hypothesis has not received clear-cut empirical support, in part because
of a number of measurement problems with international, cross-section data. New international evidence
using panel data does not suggest a simple, systematic, inverted-U relationship between growth and
inequality when country-specific effects are controlled for (Deininger and Squire 1996; Bruno, Ravallion,
and Squire 1996).

2.10 During the transition from an economically backward to a progressive sector, technical change,
migration, saving behavior, and asset and labor markets may all increase inequality (Ray 1998).
Eventually, as the transition is completed, less inequality will more likely prevail. Note that these uneven
and compensatory changes occur not just in developing countries, but in industrial countries as wellP
Thus the increase in inequality in Bangladesh would not be an exception over the short to medium term.
However, a long-term trend of rising inequality would be relatively unusual. Only in a few semirural
economies such as China, in Thailand and in several developed countries such as the United Kingdom,
United States, and New Zealand has growth and rising inequality been correlated over long periods of
time (Bruno, Ravallion, and Squire 1996). These considerations suggest that we need to better understand
both the likely implications of alternative growth patterns in Bangladesh (discussed below) and the
microeconomic determinants of inequality (discussed in chapter 3), so that public policies may help to
reduce inequality over time.

LOOKING AHEAD: POVERTY AND GRowTH IN AGRICULTURE, INDUSTRY, AND SERVICES

2.11 How would different sectoral patterns of growth affect poverty? How does the saving required to
finance investment affect poverty? To address these questions and to simulate future trends in poverty, we
combine estimates from household level data with a macroeconomic consistency model.

Simulating the impact of sectoral growth patterns on poverty
2.12 The simulations in this section are not intended to provide forecasts of poverty reduction, since
they do not take into account the many dynamic forces that can affect economic growth, inequality, and
poverty. Rather, their objective is to approximate outcomes within a consistent macroeconomic
framework to illustrate the tradeoffs and policy choices in promoting growth and poverty reduction.

2 An example is the recent upsurge in inequality in the United States while its industrial structure is undergoing a transition.
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2.13 In our model the impact of growth in agriculture, industry, and services on poverty depends on four
parameters: the rate of sectoral population growth, the rate of sectoral GDP growth, the change over time
in the share of sectoral GDP used for consumption, and the sectoral elasticity of poverty with respect to
consumption growth.3 First, we use data from the two most recent HES surveys (1991-92 and 1995-96)
to estimate the net elasticities of poverty Table 2.3: Net Sectoral Elasticities of Poverty with Respect to Growth,
(using the lower poverty lines) with 1991-92 to 1995-96
respect to per capita consumption growth (using lower poverty lines and adjusting with respect to rise in inequality)
in agriculture, industry, and services
(table 2.3). These elasticities incorporate Headcount Povertygap Squaredpovertygap
the observed correlation between growth Agriculture -1.67 -3.07 -4.22
and inequality. For example, a 1 percent Industry -1.26 -2.36 -3.20

Services -1.25 -1.91 -2.13
increase in growth of per capita Note: These elasticities are for the most recent period, 1991-92 to 1995-96, during which
consumption of agricultural households inequality increased the most. They are therefore lower than the long-term elasticities
generates a 1.67 percent decrease in the reported in table 2.2. The more recent elasticities are used for the projections because they

reflect the latest information and because they generate conservatve projections of povertyheadcount index in agriculture. The reduction.
corresponding sectoral elasticities for Source: World Bank staff estimates.
industry and services are -1.26 and -1.25. The difference in the size of the elasticities between agriculture
and the other two sectors is the largest using the squared poverty gap. Inequality rises less in agriculture,
so the squared poverty gap measure declines more with growth in agriculture than elsewhere. A possible
explanation for lower inequality with growth in agriculture is that the wage structure is much more flat
and hence the premium on skills is lower and growth yields more evenly distributed gains in the labor
market. The higher growth elasticities in agriculture compared to industry and services reiterate our
earlier finding-agricultural growth will reduce poverty more than the same industrial and service
growth, and the difference will be larger using the poverty gap and squared poverty gap measures than the
headcount index. For the sake of simplicity, we assume for our projections that these growth elasticities
remain unchanged over time.

2.14 In addition to different sectoral growth paths, the saving required for higher growth will itself
affect poverty over time. Higher economic growth requires higher investment, which should be financed
through a higher national saving (domestic saving, and net current transfers and net factor income) and
(or) through higher foreign saving in terms of capital inflows of aid, loans, or foreign investments. If the
domestic saving rate is to rise, the share of GDP allocated to consumption must fall. And, assuming this
increase in saving is uniform across the income distribution, higher growth would have a lower short-term
impact on poverty.4 Households would be exchanging current gains in consumption (and thus in poverty
reduction) for future benefits. By contrast, if investment were financed in part by foreign saving,
consumption as a share of GDP need not decrease as much, and the immediate impact of GDP growth on
poverty would be larger (but if the financing is through loans, debts would have to be repaid later).

' The percentage change in per capita consumption in each sector following growth in average income is the sum of the growth
rate of the share of income that is consumed and the growth rate of income per capita in that sector. The rate of change in the
poverty measure is the sectoral growth elasticity of the measure (factoring in any changes in distribution) multiplied by the
percentage change in per capita sectoral consumption. We estimate this rate for each sector. Using changing sectoral population
shares over time to reflect different growth patterns by sector, we can then simulate changes in national poverty following
changes in sectoral growth, consumption, and population.

' If the increase in domestic saving needed to finance growth comes from greater saving by better-off households rather than
from saving and reductions in the consumption of the poor or very poor, then the impact of growth on poverty reduction would
be that much greater.
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Growth and poverty reduction scenarios
2.15 We examine three simple scenarios-one with steadily accelerating growth, one with higher
growth coming from services, and one with higher growth coming from agriculture. We use a
macroeconomic consistency model to estimate the investment needed to achieve various levels of growth
and to finance the investment through the saving of households, the government, and the rest of the
world.5

2.16 Poverty would decline substantially under a 10-year scenario with steadily accelerating growth. In
the imitial scenario GDP growth is projected to increase progressively to reach 7.3 percent per year by
2008, working out to an average growth rate of 6 percent over 1997-2008. This rate is higher than the 4.4
percent average growth rate observed in the past six years, but below the 7.3 percent target average rate
projected in the Fifth Five-Year Plan for 1997-2002 (in that Plan growth increases from 5.7 percent in
1996-97 to 8.54 percent in 2001-2002).

2.17 GDP growth in this scenario would be expected to come primarily from industry and services
rather than from agriculture. The scenario assumes a 2 percent growth rate in value added for agriculture
each year. This figure corresponds to average climatic conditions. For industry, growth in value added
would increase progressively from 3.6 percent in 1997 to 8.5 percent per year after 2004. The annual
growth rate for services would increase from 6.2 to 7.5 percent.

2.18 Given limited availability of foreign financing, private consumption as a share of GDP would be
expected to decline nationally by four percentage points, from 85.7 percent of GDP to 81.6 percent, in
order to help finance investment. Since agricultural growth is limited, the share of GDP that agricultural
households use for consumption is assumed to remain constant at the original national average.
Consumption as a share of GDP in industry and services must thus decline more than the national
average.

2.19 Overall, population growth is set at 1.5 percent
per year until 2001 and at 1.2 percent thereafter until Figure 2.2: Poverty Reduction by Sector in a

2008. With rural-urban migration and occupational 45 - Hypothetical, Base-Case Growth Scenario

shifts, population growth is assumed to be higher in 40 

industry and services (at 2.25 percent until 2001, and at U O35 . . .Ir.... -_ __ Agnculture

1.8 percent thereafter) than in agriculture (0.75 and 0.6 E
percent). We can then derive sectoral growth rates in Xb 

per capita consumption for each year from the model. I 

Using the elasticities of poverty with respect to 20

consumption growth then yields sectoral poverty is
projections (figure 2.2 and Annex table A2.2). The E M 8 E 8

national headcount projections are obtained by tracking Soue: World Bank staff estmates and Table A2.3.

the population share in each sector over time.

2.20 In this reference scenario, poverty will decrease in all three sectors, with the largest decreases in
industry and services because of their higher growth (which more than compensates for the higher
sectoral population growth and the drop in the average propensity to consume in these two sectors). The
national headcount index would fall from 35.6 percent (1995-96) to 22.9 percent (2008). This decline of

5 Using a Leontief-type production function in which labor is abundant and capital is rationed, the World Bank's RMSM-X
model assumes a relatively stable relationship between current investment and future GDP growth. The model also includes
detailed monetary, budgetary, trade, pricing, and debt information. The general assumptions and economic reasoning behind the
RMSM-X model are outlined in Easterly (1989) and Khan, Montiel, and Haque (1990). For recent use of the Bangladesh RMSM-
X model and its underlying assumptions, see World Bank (1997a). Here the model assumes overall macroeconomic stability and
no adverse macroeconomic shocks.
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more than one-third is only slightly more than half the squared poverty gap decline of 60 percent (from
2.6 to 1.0), indicating that growth would not leave the worst off behind even though inequality may be
rising over this period. On the other hand, if consumption as a share of GDP in agriculture were to decline
to finance investment in other sectors, the poverty impact could be smaller (because the elasticity of
poverty with respect to consumption growth is assumed to remain higher in agriculture). Other
complications could include an increase over time in the elasticity of poverty with respect to growth-
faster industrial growth would increase the demand of labor and bring upward pressure on real wages,
thereby increasing the impact of such growth on poverty reduction.

2.21 Faster nonagricultural growth would reduce poverty further, but the financing of investment
needed for faster growth would be important. The second scenario serves to illustrate the importance of
how the investment needed to increase growth will be financed. The scenario assumes that the agricultural
growth rate is unchanged at 2 percent, but assumes higher growth coming essentially from services
(which has grown the fastest in recent years; the conclusions would be the same if growth were to come
from industry rather than services), yielding average GDP growth in the next ten years closer to the 7.3
percent average growth rate projected by the government in its Fifth Five-Year Plan for 1997-2002.
Under this higher-growth scenario poverty in agriculture does not change, since none of the assumptions
for agriculture have changed. As expected, poverty falls only marginally compared to the reference
scenario by the end of the period (less than one percentage point greater decline in the headcount index
with the lower poverty lines) because of the higher saving rate necessary to maintain the higher
investment (assuming the additional saving is generated by these two sectors only and not from additional
foreign saving). To the extent that remittances (as part of national saving) or foreign saving through
grants, aid, and loans finance investment and growth, and safety nets cover the poor so that their
consumption is protected, poverty reduction would be that much greater.

2.22 Faster growth from agriculture would reduce poverty more. The third scenario serves to illustrate
the importance of how inequality is associated with growth. The scenario is based on higher growth from
agriculture rather than from services or industry. Given our assumption of unchanged elasticities of
poverty with respect to growth, and given the size of the agricultural economy and the much greater
incidence of poverty, promoting agriculture will clearly reduce poverty more than the second scenario.
This scenario assumes an annual growth rate in this sector of 3.5 percent for 1997-2008. The aggregate
level of saving needed is the same as in the second scenario. The difference in saving between the two
scenarios is that in this (pro-agriculture) case, all sectors (including agriculture) contribute to the higher
saving necessary for growth, because all sectors need to invest more to grow at a higher rate than in the
past.

2.23 Under this scenario the national headcount would be 2.6 percentage points lower than in the
reference scenario at the end of the decade. In other words, the headcount would have fallen by slightly
more than ten percent by 2008 compared to what it would have been under the reference scenario. And
this relative gain is higher for the squared poverty gap. This difference is due to the higher elasticity of
poverty with respect to growth in agriculture when poverty is measured with the squared poverty gap.
Finally, the level of inequality nationally would be lower in 2008 under this scenario than under the
reference scenario because the between-group component of inequality (with groups defined by
occupation) would be lower, and growth would have been associated with a smaller rise in inequality due
to agricultural growth.

2.24 What do these simulations suggest for policy?First, if economic growth accelerates, we can expect
significant poverty reduction, even after taking into account the potential impact of rising inequality.
Second, to the extent that Bangladesh makes better use of the concessional foreign aid that it has access
to, the impact of higher growth on poverty would be larger. And to the extent that safety nets better
protect the consumption of the poorest, the impact of faster growth on poverty would be greater. Third,
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growth based on faster agricultural growth would bring additional gains in poverty reduction, and reduce
inequality.

2.25 As a practical matter, to reduce poverty faster and further, faster growth from industry, services,
and agriculture is required simultaneously. Sound macroeconomic management and policy reforms
leading to faster economic growth should help. To finance the investment needed for higher growth
without reducing domestic consumption substantially, foreign investment must increase and aid
utilization must improve. Economic growth from industry and services has outstripped agricultural
growth and will continue to make an increasing contribution to poverty reduction. However, given the
size of the agricultural economy, and assuming the recent experience of growth and inequality continues,
higher growth in agriculture would also help to reduce poverty incidence and dampen the increase in
inequality. Such growth can come from intensification of rice cultivation and the diversification into other
nonfood crops. It is also possible that the impact of growth on poverty will change in the future. For
example, rising demand for labor as a result of faster industrial growth would serve to increase the impact
of growth on poverty reduction. Similarly, the greater difficulty of reaching the poorest through growth in
the rural sector may lower the impact of agricultural growth on poverty reduction.

SUMMARY

2.26 Economic growth has reduced poverty substantially in Bangladesh, but it has also been associated
with higher inequality. Thus to achieve faster poverty reduction, the country must:

* Maintain pro-growth macroeconomic fundamentals that support higher growth and investment,
and support measures preventing further rises in inequality, such as improvements in safety nets.

3 Invest in the human capital of the poor so that they will not be left behind by growth.
* Make more effective use of concessional aid flows to spur sustainable growth and finance high-

priority public programs that reduce poverty directly.

2.27 Future work should look at how initially high inequality affects the poor's ability to benefit from
growth and the policy implications that follow from this:

* The elasticity of poverty to growth argument suggests that with higher initial inequality, the poor
share less in the benefits of growth, and therefore are less likely to escape poverty through
growth.

* The induced-growth argument suggests that higher initial inequality (or poverty) may result in
lower subsequent growth, and therefore lower poverty reduction. The impact of inequality (or
poverty) on future growth could be due, for example, to distortions from redistributive policies
implemented to reduce inequality (or poverty) or to access to credit concentrated in the hands of a
privileged few, which prevents the poor from investing.

2.28 There are other macroeconomic issues of interest that have not been discussed in this chapter.
Chief among them is the labor market and its impact on wages and employment. While unemployment is
low, underemployment is a nagging concern for one-third of the working population according to the
BBS Labor Force Surveys. Policies for improving labor market performance could include:

* Using variants of current microcredit programs to increase employment opportunities, not just
through self-employment but also through wage employment.

* Promoting occupational shifts in rural areas from the farm to the nonfarm sector.
* Encouraging the participation of women in the labor force and promoting changes in the attitudes

of both men and women toward such participation.
* Improving access to education, which raises earnings and consumption.
* Furthering the cost-effective use of public works programs, such as Food for Work, to help the

rural poor make a living in slack seasons while maintaining much needed infrastructure.
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3.4 to Returns to education
3.6 Holding other household characteristics constant, for a The gains from education have remained high, despite

household whose head completes primary school, recent increases in unemployment among the better
consumption rises 19 percent per capita in urban areas educated, warranting greater investment in education.
and 7 percent in rural areas compared to a household The increasing gains from education for spouses in rural
whose head has had no education. For secondary school, households may denote greater participation of women in
the gain is 48 percent in urban areas and 17 percent in income-generating activities.
rural areas. The gains are high for spouses as well. These
figures have been relatively stable since 1983 and have
increased for women.

3.7 to Returns to land ownership, occupation, demographics,
3.16 wages, and employment

Landlessness increases the probability of being poor, as do Given potenbal political and administrative constraints to
certain occupations. In agriculture, owner-farmers are the land redistribution, promoting the nonfarm sector,
best off, followed by tenant farmers; workers in fisheries, microcredit programs, and human capital investment is a
forestry, and livestock; and agricultural workers with land. good strategy to raise the standards of living of landless
In industry and services, businesspeople, petty traders, agricultural workers. Nonfarm-related investments in the
and high-level employees are the most likely to escape poorest regions would reduce poverty the most, although
poverty. Factory workers, artisans, salespeople, service the absolute gains in per capita consumption from joining
workers, brokers, and transportation workers all fare better the nonfarm sector may be larger in better-off regions.
than landless agricultural workers. Real wages have The slower rise in agricultural wages is consistent with
increased, but agricultural wages have lagged behind the slower decline in the incidence of rural poverty.
manufacturing and national average wages. While Policies should be implemented to reduce
unemployment is relatively low, underemployment remains underemployment in rural areas, for example by
high, especially in rural areas. Unemployment tends to be providing better opportunities for women.
higher for those who are better educated. Households with
many children tend to be poorer, but if there are large
economies of scale in household consumpton, larger
households need not be poorer.

3.17 to Area determinants of poverty
3.22 Differences in poverty between geographic areas depend Policies targeting investments to poor regions should be

more on different area characteristcs than on differences supported. These could include investments in rural
in the characteristics of households located in these areas. roads and bridges, marketing facilities, health and school
Dhaka's advantage over other districts has increased over facilities, energy, and telecommunications.
time.

3.23 to Determinants of inequality
3.24 In urban areas education contributes the most to inequality, Enabling the poor to complete primary education is

while land ownership drives inequality the most in rural inequality-reducing, as is investing in poorer regions and
areas. In both urban and rural areas, location is the second eliminating land-labor market failures that further skew
largest determinant of inequality. Occupation has a lesser rural land distribution. Transfer and skill-building
impact. programs such as Food for Work and Vulnerable Group

Development reduce inequality.
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3.1 In addition to broad-based economic growth, investments in the poor's human and physical capital
are widely recognized to reduce poverty. Which investments should have priority? Should the
government invest in education, infrastructure, or both? Should microcredit programs be encouraged? In
addition to human capital investments, should investments also be made to improve areas where the poor
live? In this chapter we provide answers to these questions by presenting estimates of the returns to
education, land ownership, geographical location, occupation, and demographic characteristics. We also
look at how these returns have changed over time. The next section looks at education, occupational
choice, labor markets (including trends in wages), land ownership, and demographics. The third section
discusses the impact of area-specific characteristics, and the final section discusses the determinants of
inequality.

ANALYZING THE DETERMINANTS OF POVERTY

3.2 Regression models are better for analyzing poverty determinants. Although tabulations of the
incidence of poverty by household characteristics such as those provided in chapter 1 are useful, they do
not necessarily identify the determinants of poverty. For example, poverty and a given household
characteristic may appear to be correlated, but in fact, they may not be correlated with each other, but
with a third variable. Simple tabulations also do not tell us much about the relative importance of different
characteristics that may affect living standards. Are people poor mainly because they lack education or
because they do not own land? Does the probability of being poor depend on where people live? More
fundamentally, does poverty in Bangladesh depend primarily on the characteristics of households, or on
the characteristics of the geographical regions where households are located?

3.3 We use a regression model to explore how household and regional characteristics determine real
per capita consumption for each of the five HES survey years between 1983 and 1996 (for estimation
details see Background Paper 11). These estimates can be interpreted as the gains from (or returns to) a
specific household characteristic, holding other characteristics constant, so that in some sense they are the
"4pure" gains in household per capita consumption from that characteristic.2 We estimate separate
regressions for urban and rural areas. Apart from household characteristics, the regressions include
geographical identifiers that capture differences among "greater districts" (the former administrative
entities under the division level), leaving the household variables to account for differences in real
consumption levels within districts' We also use the regression model to assess the impact that household
characteristics have on inequality in per capita consumption.

1 As noted in chapter 2, we are also developing easy-to-use spreadsheet models based on these regressions that allows users to
estimate the probability of being poor as a function of different combinations of household characteristics.

2 In the regressions the dependent variable measures real consumption by the logarithm of per capita consumption normalized by
the lower regional poverty line to take into account differences in cost of living between areas. Normalizing by the upper poverty
lines gives similar results.

3 Although regressions represent an improvement over simple tabulations of poverty incidence by household characteristics, the
relationships observed between the explanatory variables and per capita consumption need not imply causality: only the strength
of the association is being measured. Yet the choice of the explanatory variables often makes causality plausible. For example,
the education of the head and spouse can be considered determinants of consumption while that of children cannot, in the sense
that the education of children depends mpore on standards of living than standards of living depend on the education of children.



24 Chapter 3

Education improves well being substantially, and its impact continues to be high over time
3.4 Consumption gains from education are very large. Education has been shown to be closely
associated with improved standards of living (Psacharopoulos 1994). Researchers usually measure the
returns to education through wage or earnings equations estimated at the individual level. But in
Bangladesh, where formal labor markets coexist with a great deal of informal labor participation and
many households rely on self-employment, earnings equations may not be representative of the
population as a whole. We use an alternative method here that measures the impact of the household
head's educational attainment and, separately, that of the spouse, on per capita consumption at the

household level. Holding all
other household

Figure 3.1: Gains from Education, 1995-96 characteristics constant, we
(percentage gain in per capita consumption relative to no compare these per capita

50 education) gains to the per capita
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Source: Annex table A3.1. percent for an urban

l_________________________________________________________ household with a spouse who
had some primary education

to 48 percent for an urban household with a head who had completed secondary school (figure 3.1 and
Annex table A3. 1).4 Furthermore, these gains are additive: an urban household whose head and spouse
have both completed secondary school would have an expected per capita consumption that is 90 percent
greater than a similar household whose head and spouse have no schooling. Similarly, a rural household
whose head and spouse have both completed secondary school would enjoy 57 percent higher per capita
consumption.

3.5 Average household consumption gains from the spouse's education are high. The effects of
education on per capita consumption are greater for urban households when it is the household head who
is educated. But, for rural households the gains are generally greater when it is the spouse who is
educated. The difference between the gains from secondary education for rural households that are
attributable to the household head (17 percent) and to the spouse (39 percent) is particularly large.

3.6 The large gains from education have persisted over time. Between 1983-84 and 1995-96 the gains
from education of the household head remained relatively stable, increasing slightly in urban areas and
decreasing in rural areas (Annex table A3.1). Per capita consumption gains related to the spouse's
education have also remained stable over time in urban areas and increased in rural areas. Yet these
changes have been generally small-not surprisingly, though, since the proportion of households in

4 The impact of education on the probability of being poor is directly proportional to the relative percentage gains shown in figure
3. 1-the higher is the gain, the lower is the probability of being poor.
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different education groups has been relatively stable (the increase in primary and secondary enrollment
over the past 15 years has not yet changed the education levels of household heads and spouses). If the
proportion of household heads who completed primary school had increased dramatically, the gains from
education might have fallen because of the additional pressure on wage markets for adult primary school
graduates. This has not been observed in urban areas, where wage markets are likely to be deeper and
more developed, though in rural areas, where many household heads are self-employed, the gains have
declined slightly over time. The increasing gains for spouses in rural areas may result from women's
increasing participation in income-generating activities. The persistence of these high consumption gains
from education, and the as yet small changes in these gains over time from rising educational attainment
suggest that these gains can be expected to remain high, warranting further investment in education.

Certain occupations are associated with poverty
3.7 Returns to occupation vary considerably, but landless agricultural workers fare the worst. To
calculate returns to a particular 
occupation, we measured the per Figure 3.2a: Gains from Agricultural Occupation of Head, 1995-96
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3.8 The poorest agricultural households are likely to benefit the most from switching to the nonfarm
sector. Rural nonfarm households are almost always better off than rural landless agricultural households.
Would poor rural landless households benefit from efforts to promote the rural nonfarm sector, say
through access to credit and rural infrastructure? The potential difficulty with the answer to this question
is that landless agricultural households tend to be not only poor, but also poorly endowed in
characteristics (such as educational attainment) conducive to success in nonfarm activities. Our work
shows, however, that controlling for observable household characteristics, the average expected gain in
per capita consumption for a household head leaving the farm sector to join the nonfarm sector is about 6
percent of per capita consumption (Background Paper 2). And the gains tend to be the largest for the
poorest farn households. For example, if a landless farm worker were to become a rural transportation
worker, his household would enjoy a 16 percent increase in its per capita consumption. If this landless
worker were to instead become a rural petty-trader, household per capita consumption would rise by 23
percent. Promoting the nonfarm sector will therefore enhance consumption and reduce poverty, specially
of the poorest.

3.9 Gains from nonfarm occupations vary greatly by region. We have also found that there are large
regional differences in the gains from switching to the nonfarm sector-nonfarm occupations appear to be
more lucrative in the periphery of large urban centers, such as Dhaka. But, if the priority is poverty
reduction, efforts to promote nonfarm activities should be directed at the poorest areas where the poorest
households will benefit the most even if the average gains for the area may not be highest.

Landlessness increases the probability of being poor
3.10 Consumption gains from owning land in rural areas are high. In addition to looking at
consumption gains by occupation, we can also directly measure the per capita consumption gains
associated with land ownership while controlling for other characteristics (Annex table A3.3). Average
consumption gains for landholding are higher in rural than in urban areas, unless the landholding is less
than half an acre. Consumption gains rise sharply as the size of the landholding increases. Compared to a
landless rural household, a rural household with less than half an acre enjoyed 7 percent higher average
household consumption, and a household with at least 2.5 acres enjoyed 43 percent higher per capita
consumption in 1995-96. These consumption gains have been stable between 1988 and 1996 (the returns
cannot be estimated for previous years because information on landholdings is not available in the HES.

3.11 Simulations of the effect on poverty incidence of taxing large landowners and transferring revenues
to the landless and near landless (which can also be interpreted as implementing land redistribution under
certain assumptions) suggest that these policies may be limited in their ability to reduce poverty
(Ravallion and Sen 1994). Redistribution, in a country like Bangladesh where standards of living are low
on average, may have a limited impact on poverty. Moreover, the impact of land redistribution on growth
is uncertain. On the one hand, research has shown that smaller landowners tend to be more productive per
unit of land than large landowners. There is also evidence that tenancy reform has promoted agricultural
growth in West Bengal in India. On the other hand, land redistribution and a weakening of property rights
may adversely affect investment, thereby reducing growth. While a more detailed analysis is required to
establish the long-term consequences of land reform, some reallocation, or at least a fragmentation of
landholdings, may already be taking place. According to the HES, the proportion of large landowners
(more than 2.5 acres) in rural areas has fallen from 20 to 14 percent between 1988 and 1996, with a
corresponding rise in the proportion of small landowners (0.05 to 1.49 acres). The proportion of the
landless has remained stable.
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Wage trends confirm the decline in poverty, and the slower decline in rural poverty
3.12 Real wages have
increased, but the
agricultural wage has Figure 3.3: Trends in Real Wages, 1983-96
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confirming the improvement
over the same period in living standards shown by the poverty measures in chapter 1. The trends in real
wages differ by sector. Wages in agriculture have lagged behind wages in manufacturing and the general
average wage. In manufacturing, the real wage was 50 percent higher in 1996 as compared to 1983. In
contrast, real agricultural wages were only 18 percent higher in 1996 than in 1983. Furthermore, they did
not keep up with inflation during the 1980s, confirming the stagnation in rural poverty incidence over the
1980s that was noted in chapter 1. The agricultural wage data used here are from the National Income
Wing of the BBS. Alternative data from the Agricultural Statistics Wing (which are likely to be of better
quality) suggest that agricultural wages have lagged behind manufacturing even further.

3.13 Unemployment and
underemployment are higher in
rural areas. In addition to smaller Figure 3.4: Unemployment and Underemployment,
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population-was higher in rural areas (37.9 percent) than in urban areas (19.6 percent) and than
nationally (34.6 percent). In both urban and rural areas the unemployment and underemployment rates are
higher for women than for men (Annex table A3.5).

3.14 Unemployment rates are higher for the educated. Although the per capita consumption gains from
better education have remained stable over time, the better educated show higher unemployment rates. Of
people over 15 years of age, unemployment rates are lowest for those with no education (0.7 percent
nationally) and highest for those who have completed secondary education (10.3 percent) or have
obtained a higher degree (9.2 percent; Annex table A3.6.) Part of this difference may be due to the higher
reservation wage of better educated youth, who can afford to spend more time looking for better
employment opportunities because their families can support them. Among the better-educated,
unemployment rates are higher for women than for men.

Household size has an impact on poverty
3.15 Households with many children under 15 years tend to have lower levels of per capita
consumption-and therefore to be poorer. Overall, the negative impact of household size on consumption
and poverty incidence holds for a range of equivalence scales. But, if economies of scale within
households are significant, larger households need not be poorer. Our results using 1995-96 data suggest
that households with four or more adults tend to fare better, probably because of greater household
earning capacity.

3.16 Changes in demographic characteristics-for example, a decrease in household size over time-
and in the returns to those characteristics accounted for a relatively large share of the changes in per
capita consumption between 1983 and 1996. For example, the number of adults in a household was found
to have a greater impact in reducing poverty in recent years. Although more analysis is needed to
understand the forces at work, this change may be the result of women's higher participation in labor
markets and in self-employment (see Background Paper 11).

AREA CHARACTERISTICS

3.17 Should poor areas be targeted? Governmental and nongovernmental agencies often target
resources to poor areas-aimed both at investing in the poor directly and at improving characteristics of
poor areas such as infrastructure. If poverty depended on household characteristics alone, not on location,
then public resources should go primarily to investing in these characteristics, such as education. We
would still observe higher poverty incidence in some areas, but mainly because of the concentration of
poor households in these areas, rather than because of the characteristics of the areas themselves.
Geographic targeting would then have a rationale only if unobserved household characteristics were
correlated with geography, or if the cost of targeting were lower if geographical variables rather than
household characteristics were used for targeting.

There are significant geographic effects on poverty
3.18 Our work shows that poor areas are not poor just because they have a concentration of poor
households. There are spatial differences in the returns to given household characteristics, such as
education. Moreover, some spatial differences are independent of any obvious differences in observable
household characteristics or differences in the returns to those characteristics (Background Paper 1). For
example households living in the Dhaka district are better off than otherwise identical households living
elsewhere (Annex table A3.7). Households in the districts of the Chittagong division (Chittagong,
Comilla, Sylhet, and Noakhali) are also better off, especially those in rural areas.
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3.19 Geographic differences in poverty are largely explained by different area characteristics. The
relative importance of geographic effects can be measured by comparing actual headcount ratios with
simulated headcount ratios for which suitable controls have been applied. Doing so will isolate the pure
effects on living standards of geographic location on the one hand and household characteristics on the
other. We computed two sets of conditional, simulated measures of poverty for 34 geographic locations
(the 34 areas correspond to the rural and urban areas of 17 greater districts or combinations of districts)
using the 1991-92 HES. One set, the "geographic profile," controls for household characteristics, so that
the differences revealed can be attributed to geographic effects. The other set, the "concentration profile,"
controls for location, so that the differences can be attributed to household effects. In rural areas, for
example, the observed headcount ratios vary by district from 11 to 65 percent (Annex table A3.7.) The
headcount ratios obtained in the geographic profile are similar-they vary from 9 to 62 percent. By
contrast, there is much less variation in the concentration profile, with rural headcount ratios ranging from
44 to 58 percent. This finding indicates that difference in area characteristics, rather than differences in
household characteristics between areas, largely explain. geographic differences in poverty. The results are
similar for urban areas. They are also similar when using 1988-89 data, suggesting that the differences
have been persistent. Further analysis is needed to identify which area characteristics account for these
differences.

3.20 Migration patterns correspond to the differences in area characteristics. These differences in area
characteristics should lead to migration, specially if the expected gains from moving are large.
Bangladesh has relatively few (obvious) social, physical, or governmental impediments to internal
migration. And, in fact, the geographic effects accord with independent evidence on rural-to-urban
migration. The 1991 Census estimated that the number of annual, lifetime net migrants is positive for the
Dhaka (and to a lesser extent Rajshahi) division, and negative for the Barisal, Chittagong, and Khulna
divisions. This result should not be surprising given that an observationally equivalent household is less
poor in the Dhaka Standard Metropolitan Area than elsewhere.

3.21 We can use a simple decomposition to measure the impact of changes in the gains from living in
specific areas on per capita consumption over time (Background Paper 11). The decomposition indicates
that the differential in living standards between the capital district of Dhaka and all other areas widened
considerably over 1983-91, and then did not change much over 1992-96. With few constraints on
migration, the rural to urban population shifts observed in recent years can be expected to continue unless
significant investments are made to enhance the welfare of poorer rural areas.

3.22 Improving area characteristic will reduce poverty. The strong effects of geography on household
consumption indicates that investments designed to improve area characteristics should play an important
role in poverty reduction, especially in rural areas. Thus, the government's policy of concentrating rural
investments on selected growth centers should be complemented by public, NGO, and private
investments targeted to the poorest areas.

DETERMINANTS OF INEQUALITY

3.23 Education, landownership and location are the main determinants of inequality. The
microeconomic determinants of per capita consumption and poverty discussed so far also affect
inequality. Secondary education of a household spouse raises her household's average consumption, but it
also increases inequality relative to other (poorer) households. Here, we estimate conditional measures of
between-group inequality (see Background Paper 11). These measure the impact of individual area and
selected household characteristics on inequality, controlling for other characteristics. The higher is the
conditional, between-group inequality associated with location or a characteristic, the more it contributes
to the total inequality in per capita consumption, measured by the overall Gini coefficient (Annex table
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A3.8). Education of the household head contributes the most to inequality in urban areas, in large part
because the returns to education for household heads who have completed secondary school are high.
This contribution has been rising. Education of the spouse contributes less to total inequality in rural
areas as compared to urban areas: in rural areas it also contributes the least to inequality as compared to
the other characteristics. Land ownership drives inequality more than any other household attribute in
rural areas. Location is the second largest determinant of inequality in both urban and rural areas.
Occupation has a smaller impact on inequality, and this impact has decreased over time.

3.24 Do these determinants of inequality pose a policy tradeoff? Not necessarily. For example, while
public spending for universities may increase inequality, funding for primary school reduces both poverty
and inequality. Enabling the poor to complete primary school or enhance their skills through programs
such as Food for Education and Vulnerable Group Development would help to reduce inequality. The
same situation holds for household land ownership in rural areas: enabling the landless to own some land
would be both poverty and inequality reducing even though land is a key determinant of inequality
overall. Investments in poorer areas that improve area characteristics would help to reduce geography's
contribution to inequality. If there is a trade-off between reducing poverty and increasing inequality the
reduction of poverty should have priority in Bangladesh.

SUMMARY

3.25 In Bangladesh, as in many other countries, household characteristics are related to poverty:
* Education is the key determinant of urban living standards, and to a lesser extent also of rural

living standards.
* Land ownership is the key determinant of the rural living standards.
* The returns to education are similar for household heads and spouses.
* The returns to education and to land have remained relatively stable over time.
* There are large differences in standards of living by occupation

The percentage gains in per capita consumption associated with these household characteristics can guide
policy design and cost-benefit evaluations.

3.26 If poverty depended on household characteristics alone and not on area characteristics, there would
be little incentive for targeting investments to relatively poorer areas. Differences in poverty between
regions:

* Depend more on area characteristics than on differences in the characteristics of the households
living in those areas.

* Provide a strong justification for targeting investment to poor areas.

3.27 The next step would be to explain what determines area effects on living standards by attempting to
answer questions such as: Does the density of the road network matter more than electrification? Do
household characteristics (such as education levels) matter for regional development, suggesting the
existence of positive externalities? Are geographic differences in living standards a result of differences in
social capital? These are difficult questions to be sure. But, it may be possible to answer them in future
using panel data techniques similar to those illustrated in chapter 2.

3.28 Ninety three percent of the very poor live in rural areas, where nonagricultural households are
better off on average than landless farm households. Our results suggest that:

* The gains from switching from the farm to nonfarm sector are positive on average for farm
households as a whole, and are the largest for the poorest farm households.

* There is a strong justification for microcredit and other policies that expand rural occupational
choice.
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3.29 Some household characteristics associated with lower poverty also contribute to inequality. These
results suggest that enabling the poor, particularly girls, to complete primary school, for example through
programs such as Food for Education (discussed in chapter 4) and investments in poorer areas that
improve area characteristics, would help to reduce inequality.



OVERVIEW OF CHAPTER 4. PUBLIC EXPENDITURES AND GOVERNMENT PROGRAMS

4.21t Social sector expenditures
4.3 Since 1990, the share of the Annual Development Program The increase in social spending has contributed to

(ADP) devoted to the social sector has more than doubled. progress in the social sectors. While the focus on health
In future years spending for educaton and health will and education is approprate for promoting human
continue to rise, reaching 30 percent of ADP spending. development of the poor, the increase in social spending
This is higher than other South Asian countries. must address concerns about quality and sustainability

and must be well-targeted. Broader public sector
govemance issues must be addressed in improving
service delivery.

4.4 to Public expenditures on health
4.10 Health care improves not only well being, but also earning There is a strong case for public provisioning of basic

capacity. Per capita costs for medical treatment remain health care to the poor, but quality and targeting must
high. Although in rural areas public spending on health is improve. Given budget constraints, the focus should be
devoted about equally to the nonpoor and the poor (the on a package of basic services, reproductive health care,
bottom half of the rural population absorbed 57 percent of child health services, communicable disease control, and
public expenditures on health), there remains considerable promotion of behavioral changes. These have positive
scope for better targeting public health expenditures, externalities and are less likely to be offered by private

I______ providers.

4.11 to Public expenditures on education
4.16 Despite progress, attendance remains low in primary and Education reduces poverty, and public expenditures

secondary schools. Drop-outs and repeats are frequent. must therefore improve coverage, quality, and efficiency
Attending primary school does not ensure literacy. The of schooling for the poor. Investments in education
bottom half of the rural population benefits from only 38 should continue to receive high priority. The priority for
percent of rural public education expenditures. Education public funding should be given to primary and secondary
spending benefits the rich more than the poor because the education. Gender equity should be pursued in
poor do not participate as often at secondary and higher secondary school (through the stipend program) and
levels. possibly at higher levels.

4.17 to Safety nets
4.19 Food safety nets are an essential component of the Safety nets in Bangladesh offer both transfer payments

govemment's strategy to fight poverty. Food for Work and the opportunity for human capital accumulation. To
provides relief in rural areas in slack seasons while helping increase the welfare impact of these food-based
to maintain rural infrastructure. Vulnerable Group programs, as well as their efficiency and coverage,
Development contributes to the empowerment and earning monetization options should be explored, as should
potential of poor women. Vulnerable Group Development better means of targeting.
includes an investment component, and participating
women benefit from skill, literacy, and numeracy training;
access to microcredit; and health and nutrition education.
Food for Education promotes primary school enrollment.
Food for Education holds the promise of high social returns
and equity gains in the future. Though their benefits are
difficult to compare, all three appear to be cost-effective,
with Food for Work and Vulnerable Group Development
better targeted.

4.20 to Food for Education program
4.29 Food for Education is the fastest growing food distribution Although Food for Education raises enrollment and

program. It accounts for 43 percent of the primary attendance, it does not increase school quality-a major
education budget in the 1997-98 ADP. Food for Education concem. Improving the quality and efficiency of primary
increases primary school attendance for poor children by education (to complete the cycle in a shorter period)
21 percent and has been found to be cost-effective in its would increase the cost effectiveness of Food for
program impact despite imperfect targeting. Education, as would better targeting. The needs of Food

for Education must be balanced against the overall
needs of primary education.



CHAPTER 4: PUBLIC EXPENDITURES AND GOVERNMENT SAFETY NET PROGRAMS

4.1 -Effective public spending, including spending on rural and urban infrastructure in addition to
social sector programs and safety nets, can reduce poverty. This chapter focuses on health, education, and
safety net programs because they are among the fastest growing public expenditures in Bangladesh. In
1989-90 social expenditures made up 10 percent of total Annual Development Program (ADP) outlays.
By 2001, according to the Fifth Five-Year Plan, ADP expenditures on social sectors will amount to 30
percent of total ADP spending (more than Tk 63 billion). Most of this rise will finance education and
health, two sectors that are important for the poor. But how much will the poor benefit? The next section
addresses this question.

4.2 Public safety net programs can also protect the poor. Do these programs attain their objectives?
Are they well-targeted? The second section deals with safety nets, focusing on Food for Education, a
rapidly growing program that is designed to boost primary school enrollment and attendance among poor
children. Underlying the public expenditure focus of this chapter are fundamental issues of governance,
institutional arrangements, and the role of public, NGO, and private agencies. Though we do not deal
explicitly with these issues, it is clear that outcomes for the poor are closely related to the quality,
accessibility, and sustainability of public services.'

PUBLIC EXPENDITURES

4.3 Public social sector expenditures are rising rapidly. Social spending in real terms rose from less
than Tk 8 billion in 1989-90 to Tk 28.5 billion in 1995-96 in constant 1995-96 prices (figure 4.la, Annex
table A4. 1). Real education spending has increased the most, both in absolute and relative terms, from Tk
3.15 billion in 1989-90 to Tk 15.88 billion in 1995-96. Public health spending has also increased
dramatically, from Tk 1.37 billion in 1989-90 to Tk 5.85 billion in 1995-96. Education and health
together represented 80 percent of ADP social spending in 1995-96; the other outlays are devoted to
family planning and social welfare. Overall, the share of Bangladesh's ADP devoted to education, health,
social welfare, and family planning has more than doubled since 1989-90, from 10 to 24 percent (figure
4.1b).

Figure 4.1a: ADP Social Sector Expenditures Figure 4.1b: Share of ADP Expenditures
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Sourme: Annex table A4. 1. Source: Annex table A4.1

I For recent reviews of public expenditures see World Bank (1996d and 1997c). For discussions of public expenditures in
specific sectors see World Bank (1996b) on rural infrastructure; World Bank (1996a) on education; Government of Bangladesh
(1997) on health and population; and World Bank (1997d) on municipal expenditures.
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4.4 In future years spending for education and health will continue to rise in real terms. According to
the Fifth Five-Year Plan, by 2000-01 real spending for education will increase by another 50 percent,
reaching Tk 23.88 billion (in 1995-96 taka); spending for health will more than double, reaching Tk 13.8
billion; and overall social spending will represent close to 30 percent of ADP outlays. These planned
increases are likely to outpace planned social spending increases in other South Asian countries. But how
much will the poor share in the benefits of this rapidly increasing social spending?

The case for public provision of basic health care to the poor is strong, but quality must improve
4.5 Good health has a direct, positive impact on the quality of life. It contributes to a person's
capabilities and raises earnings capacity. Research by Haider and others (1997) using the 1994-95 Health
and Demographic Survey indicates that 41 percent of rural people who were sick and 32 percent of urban
people who were sick lost an average of 20 days of work per person. Annual per capita treatment costs
were relatively high, at about Tk 900 in urban areas and Tk 600 in rural areas. In both urban and rural
areas this amount is equal to or higher than the regional monthly poverty lines. Access to affordable
health care for the poor is therefore vital. It is also important that the poor be able to take advantage of
higher quality health services: too often the gains from improved quality are captured by the nonpoor,
even those in basic services (for a discussion of the relationships between public spending on health and
health outcomes, see Filmer and Pritchett 1997).

4.6 Bangladesh has made substantial progress in health andfamily planning. Fertility has decreased,
in part due to the rising use of contraceptives (Cleland and others 1994). Child immunization has reached
70 percent. Life expectancy rose from 45 years in 1970 to 58 years in 1996. From 1981 to 1992 the
population-to-doctor ratio fell by half, to 5,242, and the population-to-nurse ratio declined by two-thirds,
to 5,709. The number of hospitals has increased more slowly, but has kept pace with population growth
so that the population-to-bed ratio has remained stable.

4.7 Major health challenges remain. Maternal and infant mortality rates are very high by
international standards. Many children are malnourished, with numbers higher in rural than in urban
areas. Less than 40 percent of the population has access to basic health services. And due in part to lower
contraceptive use by less-educated women, fertility rates remain one-third higher for rural illiterate
women than for women who have completed primary school (Mabud, Hossain, and Haque 1997). The
longer-term challenges are daunting: over the next 30 years Bangladesh's population (124 million) will
increase by 60 million people due to the momentum created by several decades of rapid demographic
growth.

4.8 The Health and Population Sector Strategy, prepared by the government and donors in 1997,
recommends focusing on an essential package of basic services. Current government health expenditures
are estimated to be $2.7 per capita per year, while the cost of an essential package of services
recommended by the Health and Population Sector Strategy is estimated at $4.1 per capita per year.
Given budget constraints, prioritizing expenditures is essential. The Strategy recommends that the focus
should be on reproductive health, maternal and child health, communicable diseases, simple curative
care, and social communication to promote behavioral change. Health services in these areas have proven
externalities, and private health services providers are less likely to offer them. Partnerships with
Bangladesh's NGOs and greater community participation will help the government reach its objectives.
For example, the success of the government's pilot Integrated Nutrition Project is closely related tc its
field implementation by NGOs and community participation in nutrition activities. This project is
expected to be replicated nationwide to address Bangladesh's massive malnutrition problem.

4.9 Rural public health expenditures should be better targeted. The focus of the Health and
Population Sector Strategy on basic services is appropriate in the context of poverty reduction. Evidence
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could argue that such evenly distributed
rural public expenditures for health reduce inequality (they are akin to a flat transfer payment to all), there
clearly remains considerable scope for better targeting, (see World Bank 1996d).

4.10 Focusing on public expenditures alone is misleading when there are weak links between public
spending and actual improvements in health status because of poor service quality. This is the case in
Bangladesh. Filmer, Hammer, and Pritchett (1998) argue that there are some basic services for which
market failures are less severe and thus could be provided efficiently by the private sector. But because
the very poor who cannot afford private basic health services are so numerous in Bangladesh, the equity
case for public provision and subsidy of basic health services to the poor is strong.

The case for public expenditures on education for the poor is strong, but quality and access must
improve
4.11 The government has recognized the role of education in promoting growth and reducing poverty.
As a result, the country has made substantial progress. School enrollment has increased dramatically,
almost doubling in percentage terms in the 1980s according to data from the 1981 and 1991 censuses.
But, while 8 of 10 children aged 5 to 11 currently enroll in school, attendance rates are as low as 60
percent (some students attend non-formal schools, which are not reflected in the official data, hence
actual attendance and enrollment rates are higher than these figures). Dropout rates are high, since only 6
of 10 students complete primary school. Among those completing primary education, repeats are
frequent. It takes on average nearly 9 years for a student to complete the 5 years of primary school.
Dropout rates for secondary school are even higher, with only one-third of students completing their
studies. It takes nearly 13 years on average to complete the 5 years of secondary school.

4.12 Quality of education remains a major issue. Attending primary school does not ensure literacy.
Greaney, Khandker, and Alam (1997) show that one-third of rural school-going children aged 11 or
higher do not meet standard, minimum levels of performance in reading, writing, written mathematics,
and oral mathematics. Acknowledging the low quality of education, the Bank's 1996 Education
Expenditure Review recommended shifting the focus from expanding enrollment to improving the quality
and efficiency of schooling (World Bank 1996a). Doing so by providing better pay and training to
teachers will cost money, but it will also save money. In government primary schools, the cost per
graduate in 1993-94 was Tk 6,403. This figure would drop to Tk 3,680 if the cycle was completed in five
years. For secondary schools, the potential savings are even larger-the current average expenditure per
graduate of Tk 28,174 would drop to Tk 16,994 if the cycle were completed on time. The savings for
university students would amount to an even larger share of university education spending.
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4.13 Increasing girl's education should be a priority. Chapter 3 suggested that the gains in per capita
consumption if the spouse of a household head was educated are as large or larger than the gains from
better-educated household heads. Raising the educational attainment of women should therefore be the
highest priority, since it also provides public externalities, for example, reduced maternal and child
mortality and better control of communicable diseases (Summers 1994). While progress has been made
toward gender equity, girls remain underrepresented at all levels of schooling. In 1993-94 girls
represented 43 percent of all primary school students, 41 percent of secondary students, 31 percent of
higher secondary students, 23 percent of university students, and only 5 percent of technical education
and vocational training students.

4.14 Programs such as Food for Education (discussed below) and secondary school stipends for girls
can help boost school enrollment and attendance. Khandker (1996) shows that better-educated mothers
are more likely to send their children to school. Using HES data we show that parents' education has a
significant impact on children's enrollment and attendance (Background Paper 3). Since adult literacy in
rural areas according to the 1991 Census was only 39 percent for men and 21 percent for women, adult
education programs should be effective in raising children's school attendance, in addition to increasing
the earning potential of adults.

4.15 Both household and community variables affect school attendance. The higher is the proportion
of children in a household, the lower is the household's mean attendance rate, possibly because of
crowding out effects (see Background Paper 3). If the main school in a village is a private school,
primary school attendance is significantly higher. Villages in which parents complain about the lack of
secondary institutions for girls or the poor quality of teachers have a significantly lower number of
children in primary school. As with health services, it is important that the poor gain from higher quality
as well as broader coverage. Given that government services suffer from quality problems NGOs should
play a major role in helping to improve service standards and ensuring that the services are targeted to the
poor.

4.16 Public expenditures on education need to be more pro-poor. Data for 1994 (CIRDAP 1997a)
indicate that the poorest decile of the rural population receives only 6.9 percent of rural public
expenditures on education (figure 4.3, Annex table A4.3). Overall, the bottom half of the population

receives only 38.4 percent of education
Figure 4.3: Distribution of Rural Public Education expenditures. By contrast, the top decile

Spending, 1994 receives 15.4 percent. Primary education
expenditures are more evenly distributed

30 - ~ \ nTotal income EPublic educaion with the poorest decile receiving 9.5
25- percent. But secondary and higher

CD 20 t education expenditures are not, with the
15 poorest decile receiving 3.0 percent of
lo 10 secondary education spending and 0.8
5 percent of higher education spending.
O Given the strong effect of education on
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.________________________________I be made more pro-poor (World Bank

1996d, 1997c). This could be achieved by increasing the poor's attendance in primary and secondary
school and letting the private sector pick up a greater share of spending for higher education.
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GOVERNMENT SAFETY NET PROGRAMS

4.17 Safety nets in Bangladesh serve both transfer payment and human capital accumulation
objectives. There is a long tradition of
safety nets funded by external food aid. 1200 _ Figure 4.4: Public Foodgrain Distribution
The three biggest programs are Food
for Work, which provides wheat in 1000 Total '

exchange for work in rural -* -

infrastructure projects, Food for 800 -- -
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primary school attendance, and 400 ,
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disadvantaged women. Test Relief is a 0
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activities like cleaning ponds and Source: Annex table A4.4.

bushes, and making minor repairs to
bushes, and making minor repairs to Note: FFW is Food for Work, VGD is Vulnerable Group Development, FFE is Food for

rural roads, schools, mosques, and Education, TR is Test Relief.
madrasahs during the rainy season.
Food for Work is by far the largest program, but the fastest growing (and second largest) program is Food
for Education, which was started in 1993-94 in selected rural villages (see figure 4.4 and Annex table
A4.4).

The Costs of transferring one taka to the poor is roughly similar across programs, except Food for
Work
4.18 The unit transfer costs of the various food-based safety net programs are similar in size. Ahmed
and Billah (1994; see also Subbarao and others 1997) estimate these costs taking into account
administrative costs and leakage to the nonpoor. The cost of transferring I taka in benefits to the poor
through these programs was Tk 1.59 for Food for Education, Tk 1.56 for Vulnerable Group
Development, and Tk 2.06 for
Food for Work (under World
Food Program management). 60 -- Figure 4.5: Targeting of Food Safety Net Programs
The lowest cost is that of the 5

Rural Maintenance Program, 50
which employs destitute 40 -Household income *FFW DVGD ETest Reliefwhich employs destitute 40
women in a labor-intensive X

rural road maintenance work cl 30
(Tk 1.32). Food for Work, e 

Vulnerable Group 20

Development, and Test Relief
are generally well targeted to 10

the poor, so that leakage does
not contribute much to the

not contribute much tot0<750 750-999 1000- 1250- 1500- 2000- 2500- 3000+
overall cost (figure 4.5, 1249 1499 1999 2499 2999
Annex table A4.5). Leakage Income bracket (Tk per month per household)

appears to be higher for Food Source: Annex table A4.5.
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for Education (see discussion below). When compared to public works programs in other countries,
Bangladesh's programs appear to be performing well in terms of cost effectiveness. However, the
efficiency of the programs could be improved. Dorosh and Haggblade (1995) suggest that monetization
would increase benefits by 16 percent thanks to the savings in commodity handling costs, especially in
the case of Food for Work.

4.19 Which programs should be given priority? The benefits of the various programs extend beyond
the simple transfer payment and are therefore difficult to compare. Food for Work provides immediate
relief to the rural poor and helps build and maintain rural infrastructure, which is important for rural
development. Vulnerable Group Development was originally a pure transfer program, but it now also
includes a skill-investment component-NGOs working in partnership with the government, provide
women with skill, literacy, and numeric training; credit; and health and nutrition education. Food for
Education, by raising primary school attendance, offers high future returns, not only for the children
themselves, but also for society as a whole.

Evaluation of the Food for Education program
4.20 Given the high returns to primary education in many countries, it should be no surprise that
programs designed to increase enrollment rates abound. What is surprising is that these programs have
not been frequently evaluated. Subbarao and others (1997) report that of 97 programs surveyed in Latin
America, including many school feeding programs, only ten had been evaluated (apparently only three
evaluated well). Most evaluations focus only on coverage, few measure program impacts, and fewer still
assess cost effectiveness.

4.21 Many poor households may not send their children to school because they cannot afford direct
schooling costs and/or the opportunity costs of the children's help in the home or outside the home. Food
for Education was launched in 1993 to address this situation. Its objectives are to increase enrollment and
attendance rates and reduce dropout rates. Participating children receive monthly rations of wheat or rice
(wheat from food-aid was used in the early years) if they attend at least 85 percent of their primary school
classes. Food for Education has grown rapidly. It is expected to cost Tk 3.4 billion in fiscal 1998,
accounting for 43 percent of ADP's primary education budget.

4.22 To participate in Food for Education, schools and children must pass through a two-step selection
procedure. First, economically backward administrative units at the union level are selected. Within these
unions, Food for Education support is granted to most schools, whether government-run or not. Second,
within schools, poor children are targeted by household land ownership (landless or near landless
households), parents' occupations (day laborers and poorly paid artisans), and family structure (female
household heads). Households benefiting from Food for Education cannot also receive assistance from
the Vulnerable Group Development and Rural Maintenance programs.

4.23 Previous evaluations have shown mixed results. The International Food Policy Research Institute
(IFPRI; Ahmed and Billah 1994) and the Bangladesh Institute for Development Studies (BIDS 1997)
have evaluated the Food for Education program. These evaluations were based on before-and-after
comparisons of mean outcomes of a treatment group (beneficiary schools) and a control group
(nonbeneficiary schools). Treatment and control group methods are valid only if schools have been
randomly assigned to treatment and control groups.2 But placement has not been randomized. This could

2 The issue of program placement can be illustrated with an example. Consider two schools. The first, which is better than
the second, grows at a rate of 10 percent in year 1, while the second grows at 5 percent. Without Food for Education, in year 2
the growth rates of the two schools would have been 10 percent and 2 percent. With Food for Education granted to the second
school, its growth rate in year 2 is maintained at 5 percent. If one does not take into account the fact that the second school was
targeted by the program precisely because of its difficulties, a simple comparison of the outcomes for the two schools would not
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explain why the evaluations by IFPRI and BIDS are contradictory to some extent: IFPRI found a
statistically significant positive enrollment gain for girls (31 percent) and boys (27 percent). But BIDS'
work, literally interpreted, suggests that Food for Education had a negative impact on enrollment, that is
the introduction of Food for Education reduced enrollment growth in participating schools.

4.24 Foodfor Education is cost-effective in terms of its program impact. Data from the 1995-96 HES
and an appropriate econometric model to control for the endogeniety of program placement at the
individual level show that Food for Education does raise enrollment and attendance rates (see
Background Paper 3). Enrollment and attendance of all primary-school-age children in the household
increased by 21.1 percent for every 100 kg of foodgrain per year that the participating household
received. Since there are on average 2.1 such children in each household (or older children who have not
yet completed primary school), this result implies that sending the equivalent of one more child to
primary school full time for one year would take 226 kg of foodgrain (i.e. 100/(.21 1 x 2. 1)).

4.25 Food for Education suffers from program leakages and is less well targeted than other food safety
net programs. One-third of its beneficiaries come from households with per capita consumption above the
upper poverty lines. As a result of this targeting leakage, it would take 332 kg of foodgrain per year to put
one more poor child in primary school full time. Half the beneficiaries come from households with
average consumption levels above the lower poverty lines. It would therefore take 475 kg of foodgrain to
put one more very poor child in school full time (see Background Paper 10).

4.26 How cost effective is Food for Education? We answer this question by estimating how much a
participant's per capita consumption rises in the future as a result of having completed primary school.
This is a fundamentally different (and more appropriate in the context of program impact) evaluation of
Food for Education than simply adding up current program costs and comparing them to the current value
of the foodgrain transferred. We estimate that the annual cost of one more poor child attending primary
school through Food for Education is $66.4, while the cost of having one more very poor child attend
primary school is $95. These costs take into account not only the cost of the grain, but also the cost of its
transport and delivery and the leakage to the nonpoor. These costs are higher than those estimated by
Summers (1994) for India ($32) and Kenya ($58), in large part because we have taken the leakage to the
nonpoor into account. The additional per capita consumption enjoyed by the child and his or her family
when the child reaches adulthood is $52.6 per year for the very poor and $69.9 for the poor, not taking
into account the direct benefit of the food received. (Including the value of the direct consumption of
foodgrain, or its sale and use for other purposes would improve cost-effectiveness. Similarly, including
the opportunity cost to the household of the child going to school would reduce cost-effectiveness.) Since
the average student completes the 5 years of primary school over a much longer period of time, we
assume that the young adult starts earning only at age 20, and further assume that the benefits provided
by a better education last for 38 years. With these assumptions and the resulting stream of benefits, the
discount rate needed to break even was estimated at 3.61 percent for the very poor, and 5.84 percent for
the poor (the greater the stream of future benefits the higher the discount rate, and the more cost-effective
the program).

4.27 These discount rates measure the private returns to education, but do yet account for the direct
consumption benefits from the foodgrain received. If we also include the value of foodgrain consumed, or
its sale and use for other purposes, the discount rates would rise. Administrative and delivery costs
represent one-third of the program costs and foodgrain itself represents the other two-thirds. Including the

reveal any impact of Food for Education because the counterfactual of a 2 percent growth rate would not be recognized.
Appropriate econometric techniques can help in highlighting such counterfactuals, while simple before-and- after comparisons
of outcomes cannot.



40 Chapter 4

value of foodgrain received would lower the net costs of enabling one poor or very poor child to attend
school full time by two-thirds, in which case the private rates of return would increase to 8.1 1 for the very
poor, and 11.50 for the poor. To estimate the social returns, we need to add the value of externalities to
these private returns. As noted by Summers (1994) for India and Kenya, the positive externalities-for
example the future public savings in health, family planning, and nutrition costs achieved through better
education for girls-tend to be large. Adding such positive externalities to the already high private rates
of return would yield social rates of return that would, under most circumstances, be substantially greater
than the social cost of funds, making Food for Education cost effective in terms of its program impact.

The Food for Education program should be improved
4.28 Even if Food for Education is cost-effective, its perfonnance could be improved. If school
efficiency was increased by reducing the number of repeats by two-thirds, so that children would
complete primary school in six years instead of almost nine, the discount rates for the very poor and the
poor would rise. Alternatively, if targeting was improved by reducing leakage by two-thirds, the discount
rates for the very poor and the poor rise even more. These figures seem to suggest that the gains for Food
for Education from improving targeting would be larger than the gains from improving school efficiency.
But of course, from a broader point of view, all children would benefit from better school efficiency,
while only a portion of poor and very poor children would benefit from better targeting of Food for
Education. The above simulations should therefore not be interpreted as an argument against improving
school efficiency; they simply make the case for better targeting. Note that it would be useful to think
about including incentives within Food for Education to help beneficiary children finish school faster,
which could have spill-over effects for children not in the Food for Education program. But further
research would be needed to ensure that such incentives do not work to the detriment of the poorest
children, who may also be the ones who have the hardest time avoiding repeats. If Food for Education
can be organized as a cash stipend program rather than as a food-based one, it is very likely that
administrative costs would decline, thus further improving its cost-effectiveness.

4.29 Despite imperfect targeting, Food for Education seems to be cost-effective. But this by itself does
not imply that the program should be pursued. Given the already large and growing education budget
allocations to Food for Education, its growth clearly has substantial opportunity costs, especially since the
program does not, by itself, improve the quality of primary schools-still a major issue. Moreover, other
targeted programs may be more cost-effective than Food for Education, but it is not clear what these other
programs would be. Using 1991-92 data (before the start of Food for Education), Khandker (1996) found
that reducing the cost of schooling (books, uniforms, school supplies) by 50 percent increased attendance
for boys and girls by only 6 and 3 percent, respectively-much less than the 21.1 percent increase
obtained with Food for Education. Food for Education also appears to be cheaper than school lunch
programs. Thus, the above results would suggest that the government should continue to improve Food
for Education given the need to reach the poor and hence the major role Food for Education is likely to
play in primary education for some time. The government should also be mindful of the opportunity cost
of Food for Education investments in human capital in terms of the additional investments in classrooms,
teaching materials, and teachers.

SUMMARY

4.30 Social expenditures in the Annual Development Program will continue to rise, particularly in
education and health. The evidence suggests that:

* Although the incidence of rural public spending on health is evenly distributed in the population
and therefore somewhat redistributive (the poor benefit as much as others despite their lower



Chapter 4 41

incomes) the targeting and quality of public health expenditures should be improved to benefit
the poor more.

* To increase the impact that public spending on health has on poverty, priority should be given to
providing a basic package of services including reproductive health, maternal and child health,
communicable disease control, and simple curative care.

* Public spending on education remains biased toward the well-off. Reallocating public education
expenditures toward primary and secondary schooling would help to increase the benefits for the
poor.

* The quality and efficiency of education must increase to ensure that primary school enrollments
translate into literacy. Reducing repetition rates in primary, secondary, and higher education
would reduce the cost of public education, thereby freeing up resources to encourage school
enrollment and attendance among the poor.

* The Food for Education program raises primary school enrollment and attendance and is cost-
effective, but must be better targeted.

4.31 Public safety net programs such as Food for Work, Vulnerable Group Development, Test Relief,
and Rural Maintenance play an important role in protecting the poor and in building rural infrastructure
and human capital. Given the persistence of high poverty rates and the observed increases in inequality,
these programs must be pursued. Monetization could bring additional benefits by reducing costs and
avoiding risks of distortions in food markets.
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5.2 to NGOs in partnership with the government
5.5 Bangladesh is a pioneer in establishing innovative NGOs. The poor and variable quality of public services,

Unlike most countries in which the government largely bears particularly in the social sectors, and the proven grassroots
responsibility for overall development and NGOs focus on record of many NGOs suggest a natural partnership
small projects, in Bangladesh several NGOs have reached between public and NGO programs. Such partnerships are
a size that puts their poverty reduction programs on par with increasing in number and should be promoted further.
govemment programs.

5.6 to Microcredit programs
5.8 Microcredit programs are effective in fighting poverty. With rapid growth in lending, it will be important to ensure

Research suggests that microcredit institubons such as that quantitative objectives (reaching as many households
Grameen Bank are becoming more sustainable over time as possible) are not pursued at the cost of qualitative
because of their system of group-based collateral and high objectives (reaching the households that most need
repayment rates. Yet it is unlikely that microcredit alone can assistance). The government and microcredit providers
be the solution to poverty reducton. Microcredit may not must find ways, possibly through innovative partnerships,
reach the poorest, and it may exclude small landowning to reach the poorest, as well as borrowers who are
entrepreneurs who are not eligible for microcredit but also ineligible for microcredit but do not have access to formal
do not have access to formal commercial credit. credit.

5.9 to Health care and education facilities
5.12 In rural areas NGOs provide health and education services NGO rural health and education facilities suffer the least

that are of higher quality than government services and less from complaints by users. The biggest complaint against
expensive than private services. Complaints about NGO facilities was that they were too far, suggesting that
government services suggest that the primary need in more and nearer facilities would be highly welcome. The
health care is to improve the quality rather than the quantity complaints against public services point to the areas of
of public services. But, in education there are more improvement that are likely to benefit users the most. The
complaints about the number of education facilities than top two complaints against public institutions are poor
about the quality of teachers. There, both quantity and service quality and lack of medicines for health and not
quality concerns should continue to receive attention. enough primary and post primary schools for education.

The vastgy superior performance of NGO rural health and
education services suggests clear possibilities for
partnerships among NGOs, the government, and the
private sector in providing better health and education
services.

5.13 to Targeting the poor
5.17 Landownership is the primary targeting indicator for NGO Land holding is a good targeting indicator for households,

and other programs. While this has many advantages, but targeting the landless in microcredit programs may not
targeting efficiency can be improved by using other be enough to reach the poorest because they lack the
information, particularly in the context of reaching the skills to participate in group lending. Improved village-level
poorest. While well targeted at the household level, NGO targeting by both NGO and public programs may help to
and public programs do not appear to be well targeted at reach poorer households.
the village level.



CHAPTER 5: NGO PROGRAMS

5.1 Bangladesh's NGOs are world renowned. The Grameen Bank, BRAC, Proshika, and the
Association for Social Advancement (ASA) are among the largest rural development organizations in the
country. The next section reviews the growth of NGOs and assesses their performance relative to that of
the government in providing microcredit, health, and education services in rural areas. The last section
examines how well microfinance programs target the poor.

NGOS AND SERVICE DELIVERY

5.2 Bangladesh's NGOs are unique in their mandate, size, and orientation. The traditional roles of
NGOs and the government have become blurred in Bangladesh. In most countries NGOs tend to be small,
focusing on project-specific issues of local interest, targeting interventions to specific local groups,
promoting innovation, and advocating and initiating change. The government's activities tend to be larger
in size and coverage, and usually have a much greater impact on overall development. But NGOs in
Bangladesh go well beyond the traditional NGO strengths. Several of the largeNGOs offer services that
are superior in quality to public services and, taken together, larger in coverage.

5.3 The Grameen Bank had 2.06 million microcredit clients in 1996, mostly women, and BRAC,
Proshika, and ASA had 1.84, 1.30, and 0.57 million, respectively. This puts the size of these
organizations on par with the Bangladesh Rural Development Board (BRDB), the government's
microcredit agency. In addition to microcredit, NGOs provide skill training, education, health and family
planning services, and water supply and sanitation services. NGOs are also active in managing common
property resources, extending nontraditional agriculture, and initiating income-generation activities. For
these activities as well, some NGO programs have reached the size of similar government programs.
BRAC's Non-Formal Primary Education program operated 34,175 schools in 1996, enrolling 1.1 million
students in 22,602 villages. By comparison, the Food for Education program served about 2 million
children that year. NGOs have also diversified their activities: BRAC acts as a rural financial
intermediary providing microcredit to landless women nationwide and, for example, also supports
research on plant tissue culture to improve agribusiness opportunities in fruit and vegetable cultivation.
Grameen not only operates the Grameen Bank but has also sponsored Grameen Telecomm, which
provides cellular telephone services.

5.4 This remarkable growth is not limited to large, internationally knownNGOs. Some 20,000 NGOs
have registered to date with the Department of Social Welfare: of these, many that are still active remain
small. The NGO Affairs Bureau started registering foreign-funded NGOs in 1990: 1,185 such NGOs had
registered by November 1997, most of them local. This number is rising (figure 5.1, Annex table A5.1.)
The NGO Bureau also tracks information on foreign-funded NGO projects (figure 5.2, Annex table A5.2).

5.5 NGO-government partnerships have increased. The relationship between the government and
NGOs has not always been smooth (World Bank 1996c). The government has been concerned about
NGOs' cost-effectiveness, accountability, and heavy reliance on foreign funds. The NGOs, in turn, have
criticized the government for being rigid and bureaucratic, for wanting to control rather than support
NGOs, and for failing to differentiate among NGOs according to their performance. Many of these
wrinkles have been ironed out in recent years, leading to a rapid rise in partnerships between the
government, NGOs, and externally-funded projects in which NGOs are the executing agencies in the
field. We discuss below two of the many areas NGOs are active in: microcredit and the provision of
health and education services in rural areas.
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Microcredit reduces poverty
5.6 The microfinance programs of Grameen Bank and other NGOs lend to groups of poor borrowers
in which each group member receives a loan in sequence. No collateral is required and nominal interest
rates are around 20 percent. Most borrowers are women. Group-based lending induces self-selection
(good credit risks join together) and creates incentives for peer monitoring to reduce the level of group
risk. Recent research confirms that microcredit helps to reduce poverty (Khandker and Chowdhury 1996).
One recent estimate suggests that the effect of Grameen Bank lending is around 17 cents to the dollar,
after controlling for selection bias and nonrandom program placement, meaning that every dollar
provided as credit raises annual household expenditures by about 17 cents (Pitt and Khandker 1998). This
figure does not include additional earnings that are saved, the value of social education and
empowerment, heightened future earnings, and possible spillover effects on non-borrowing households.
Microcredit enables borrowers to undertake self-employment in nonfarm activities. The expected gains to
poor farm workers joining the nonfarm sector, holding other household characteristics constant, can also
be used as a measure (albeit an imperfect one) of the benefits of microcredit programs. Our work suggests
that these gains are large, especially for the poorest workers (Background Paper 2).

5.7 Are microcredit programs sustainable? This is an area of continuing research but Khandker,
Khalily, and Khan (1995) argue that the Grameen Bank's microlending is sustainable because its
borrowers are viable: loans have a positive effect on wages, dropout rates are low at about 5 percent, and
repayment is above 90 percent. They find that the marginal cost of additional loans is below their
marginal revenue, so that Grameen Bank branches acting as semi-independent profit maximizers could
improve their financial performance by lending more. However, administrative overheads have been high
because of the small average loan size. Grameen Bank has received substantial subsidies from foreign
donors and Bangladesh Bank. In 1991-92, these subsidies amounted to about 22 cents for every dollar
lent (Ray 1998). Ray suggests that this figure, when compared to the 17 cents of (short-run and partial)
benefits created for borrowing households, implies that the cost of targeting the poor byNGOs is about 5
cents, which appears to be quite reasonable. Another way of looking at viability is to consider what
interest rates Grameen Bank would have had to charge to cover its administrative expenses and cost of
funds. Morduch (1997) has estimated that Grameen Bank would have had to charge interest rates of 32 to
45 percent during 1987-94 (instead of the 12-17 percent that it actually charged) to cover its subsidized
borrowing from Bangladesh Bank. Similarly, it would have had to charge interest rates of 18 to 22
percent to cover its grant-subsidized operating costs.

5.8 Should the government be directly involved in providing microcredit? The evaluation of the RD-
12 program of BRDB by Khandker, Khan, and Khalily (1995) is not as favorable as the evaluation of
Grameen Bank, but the authors recommend that the program be continued, in part to foster efficiency
through competition between microcredit providers. The government also intervenes through the Palli
Karma Sahayak Foundation (PKSF), a quasi-public apex organization channeling funds formicrocredit to
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smaller NGOs that do not have easy access to foreign or local funding. PKSF receives a large part of its
funding from abroad, including from a $105 million IDA credit granted in 1996. Rahman (1996) found
that loans made by PKSF's partner organizations had a positive impact on standards of living.

Users have the least complaints about NGO-run rural health and education facilities
5.9 How do the users of rural health and education facilities view NGOs, the government, and the
private sector as alternative suppliers? The rural community module of the 1995-96 HES offers new
insights. The module includes data (obtained from a village head or elected representative) on the top two
complaints at the village level about government, NGO, and private health and education facilities.

5.10 Health facilities. Poor quality of service and lack of medicines are the top two complaints against
government facilities in most villages (table 5.1). A complaint about government facilities being too far is
the third most frequent. The primary need in public health from the rural user's point of view appears to
be improvement of the quality of public services. Private facilities score better in many complaint areas,
but most villages consider them to be too expensive. Also, many people feel that they are too far.NGOs
perform better all around with between half and one-third of the villages voicing no complaints. The main
complaint against NGO facilities is their distance from villages, suggesting that more and nearer facilities
would be welcomed.

Table 5.1: Top Two Complaints about Health Facilities in Rural Villages, 1995-96
(complaints as a percentage of total number of villages responding to the question)

Government Private NGO
Type of complaint First Second First Second First Second
Poor quality of service 39.8 12.0 5.2 7.1 3.0 2.6
Lack of courtesy/help 5.0 10.7 1.3 0.9 0.6 0.0
Too expensive 2.5 4.3 77.7 18.8 4.7 3.3
Absence of doctor 2.5 12.0 0.9 5.8 1.8 4.6
Lack of medicines 33.2 39.7 1.8 7.1 5.3 5.2
Long queues4ong wait 2.5 6.8 0.9 4.5 8.9 9.1
Too far 11.2 11.5 7.0 34.4 34.9 20.1
Other complaints 0.4 1.3 0.4 8.0 14.2 22.9
No complaints 2.9 1.7 4.8 13.4 26.0 33.1
All Complaints 100.0 100.0 100.0 100.0 100.0 100.0
Number of villages 241 234 229 224 169 154
Note: Percentages are not weighted by village population, and may not add up to 100 percent due to rounding or coding.
Source: World Bank staff estimates using 1995-96 HES.

5.11 Education facilities. We can obtain similar, user-oriented insights about the provision of
education services. The chief complaint about government education services in most villages is the
shortage of primary and secondary government schools, followed by the shortage of teaching staff, and
poor teaching quality (table 5.2). There are twice as many villages with the top complaint related to the
number of education facilities as to the quality and quantity of teachers, the second biggest complaint.
This suggests that both quantity and quality concerns will have to be balanced in the future. Private
schools do slightly better on quality, but they are considered too expensive and too far to attend in many
villages. NGO schools do better than both government and private schools. One-third villages have no
complaints about NGO facilities. For NGOs, the biggest complaints were that NGO schools are too far,
followed by the insufficient number of primary and post-primary NGO schools.

5.12 Several conclusions can be drawn from these survey results. First, NGO institutional and
incentive structures provide much higher service quality. This calls for scaling up NGO activities and for
greater public-NGO partnerships in service delivery. Second, community influence and participation,
hallmarks of NGO activities, must be integrated more fully into public service provision to create the
conditions under which public services can also become much more responsive to user needs.
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Table 5.2: Top Two Complaints about Education Facilities in Rural Villages, 1995-96
(complaints as percentage of total number of villages responding to the question)

Government Private NGO
Complaint First Second First Second First Second
Not enough institutions (up to primary) 29.5 3.1 12.6 1.3 9.0 3.0
Not enough institutions (post-primary) 15.4 10.1 9.7 4.4 7.1 6.7
Not enough girls-only institutions (up to pnimary) 6.6 8.4 6.3 7.6 1.9 0.8
Not enough girls-only institutions (post-primary) 8.3 10.6 6.9 5.0 2.6 3.0
Difficulty in admission/enrollment 0.8 1.3 0.6 1.7 1.9 4.5
Poor quality of teaching 10.4 10.6 6.9 8.8 5.8 6.7
Insufficient teaching staff 11.2 18.1 7.4 7.6 5.2 8.2
Too few women teachers 0.8 4.9 1.7 4.4 3.2 1.5
Poor infrastructure in schools 3.7 10.1 4.0 5.0 7.7 9.0
Too expensive 2.1 4.0 17.1 18.9 0.0 6.0
Too far 0.0 4.9 8.0 14.5 18.1 8.2
Very high failure/repetition rates 0.4 1.3 0.6 1.3 0.0 3.0
Schools closed too often 0.4 0.9 2.3 3.8 1.3 1.5
Other complaints 0.4 3.1 1.7 3.8 5.8 6.0
No complaints 10.0 8.8 14.3 12.6 30.3 32.2
-All complaints 100.00 100.0 100.0 100.0 100.0 100.0
Number of villages 241 227 1 75 159 155 134

Note. Percentages are not weighted by village populaton, and may not add up to 100 percent due to rounding or coding.
Source: World Bank staff estimates using 1995-96 HES.

REACHING THE POOR THROUGH NGO PROGRAMS

5.13 NGOs contribute to development and poverty alleviation in Bangladesh on a scale that is unique
in the world. In the face of Bangladesh's poverty and institutional challenges, the success, strengths, and
size of NGOs pose the obvious question of whether they can and should be doing more for poverty
alleviation. These include questions such as: Does greater competition in microfinance raises any
concerns? What should be the role of microfinance in Bangladesh's poverty reduction strategy? Should
NGOs reach the rural poorest and those not normally eligible for microcredit? Are there geographic
imbalances in the placement of NGO programs? Can land ownership as an indicator be supplemented to
improve targeting? We deal with these questions below.

5.14 Increasing competition in microfinance should increase efficieny, but must not reduce
inclusiveness.. The growth of microcredit, including the expansion of PKSF's activities, is likely to
increase competition, both among NGOs and with other formal and quasi-formal providers. There are
issues of banking regulation and supervision that are being examined in this context, but leaving these
aside, there is still a larger issue of the poverty impact ofmicrofinance. It is clear that greater competition
will improve efficiency at one level, but it may also pressureNGOs to select less risky clients, meaning
that the very poor may be left out. To put it differently, with the high growth in lending it will be
important to ensure that quantitative objectives (lending to as many households as possible) are not
pursued at the cost of qualitative objectives (lending to households that need credit the most).

Should NGO microfinance reach the poorest and the not-so-poor?
5.15 During the past decade NGOs have grown rapidly to meet the demand for their services from a
population with so many deprived members that, in the beginning, it did not matter who among the poor
was helped. But given the sophistication and increasing coverage of NGOs, there is now a question of
whether NGOs should focus on reaching specific groups among the poor, for example, the poorest. There
may also be the need to form partnerships with the government and others to address the credit needs of
smaller entrepreneurs, the "missing middle," who do not qualify formicrocredit but are yet too small for
formal credit. There are opposing views here: one maintains that microcredit should not cater to the
poorest because the poorest are not bankable; the other maintains thatNGOs have a clear comparative
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advantage in grass-roots and community level activity as compared to public agencies and should
therefore try to reach those who are normally excluded by markets or inefficient public systems.

5.16 The strong focus of many NGOs on microcredit may pose special problems related to reaching
the poorest. Group lending may exclude the poorest because they represent too big a risk to a group or
because they may not have the skills required to participate. At the other end, borrowers in agriculture or
nonfarm occupations who are ineligible for microcredit (because they own more than 0.5 acres of land)
may still lack access to formal credit markets. Since these entrepreneurs are likely to be more interested in
generating wage employment rather than self-employment, they represent different types of risk. Group-
based microcredit lending may not be the strategy and right financial intermediation for this group, which
in many countries has formed the basis for dynamic growth.

5.17 Land-based targeting (discussed below) does not ensure that NGOs reach the poorest. For
example, the Association for Social Advancement (ASA 1997) identified a number of factors preventing
the chronic poor from joining its programs. These include inappropriate guidelines issued by the central
office for selecting program participants and constraints faced by the poorest themselves, such as lack of
clothing or initial savings, to participate in group meetings. Pooling of group risks also creates incentives
for groups to exclude the most risky participants.

5.18 The above considerations suggest a market segmentation of the rural borrowers and the type of
NGO partnerships that could cater to different segments of the market (Figure 5.3). Mainstream NGOs
would provide microfinance to their usual borrowers-those marginal landowners and the landless who
possess entrepreneurial and other self-employment skills to self-select themselves into microcredit
groups. Below these borrowers are two large segments consisting of poorer potential borrowers and the
indigent. The potentially very large pool of Figure 53: Reaching the Rural Poor
poorer borrowers are those who do not as yet
have the immediate abilities or the motivation
to be able to join a credit group and benefit
from microcredit. Some form of venture or Fornnl lendrs
risk capital is likely to be needed to finance
programs to assist these borrowers, possibly
also run by NGOs in partnerships with the i v 
government and donors. These programs
could be designed to specifically cater to the
skill-building needs of the marginal borrowers
as well as to accommodate the higher risks NGOS:
these borrowers are likely to represent. The
long-term indigent are unlikely to be able to Veret,aJ-
benefit from credit, but need support from NG03_ 
safety nets. In practice, these market segments
are of course a continuum of clients and credit
providers with overlapping coverage (figure Safety
5.3).

5.19 Few would disagree that microcredit is helping to reduce poverty in Bangladesh. But few would
argue that it can be relied on as the only or principal means of poverty reduction. These considerations



48 Chapter 5

suggest that microcredit can and should be a vital element of a poverty reduction strategy of inclusive,
rapid growth, even though it is unlikely to be the panacea for poverty reduction.

Land ownership targets the poor, but could be supplemented by village-level targeting
5.20 Targeting enables policymakers to maximize the effectiveness of their limited resources by
focusing programs on the poor. Several household characteristics can be used as targeting indicators. In
Bangladesh, NGOs and the government have predominantly used land ownership (with a typical
threshold of 0.5 acres) to screen participants. This has a number of attractive properties.First, rising land
ownership is strongly correlated with lowering poverty, which makes it less likely to select anonpoor
household or to reject a poor household on the basis of the land it owns (Background Paper 6). Second,
the administrative costs of selecting households tend to be low because it is relatively easy to identify the
landless and marginal land owners. Third, targeting through land ownershop is unlikely to distort the
decision to own land because being a rural landowner in Bangladesh is usually not a matter of choice but
more the result of inheritance. Nonetheless, some research does suggests that targeting could be improved
by supplementing landownership with other indicators (Ravallion and Sen 1994). In fact, some NGOs use
a combination of landownership, number of days employed, and (for women) desertion and widow as
targeting indicators.

5.21 Village-level targeting may offer other means to reach the poorest. Village and area effects on
living standards are large in Bangladesh. It may therefore be possible to reach the poorest by targeting
poorer villages, as opposed to targeting the poor in all villages. Since many villages (poor or rich) now
have NGO and/or government offices, as a practical matter, there may already be limits to village-level
targeting, though this could be compensated to some degree by the relative allocation of NGO resources
and the size of operations in poorer villages.

5.22 According to data from the 1995-96 HES, neither government nor NGO programs appear to be
well targeted at the village level in rural areas. Table 5.3 shows thatnonpoor villages are as likely as poor
villages to benefit from government and NGO programs with the possible exception of Vulnerable Group
Development. For example, of all villages benefiting from Food For Work, 53 percent are poor, while 47
percent are nonpoor.

Table 5.3: Village Targeting of Govemment and NGO Programs in Rural Areas, 1995-96
(percent)

Share of goverment programs by village type Share of NGO programs by village type
Village type FFW VGD I FFE Grameen BRAC Others
Poor(50) 53 64 50 49 52 57
Nonpoor (50) 47 36 50 51 48 43
Note: Villages with mean per capita consumption below the median for all villages are considered poor, while villages with mean per capita consumpton above
the median are considered nonpoor. Hence there are as many poor as nonpoor villages.This definition is a matter of convenience; another definiton would not
affect the results in terms of targeting.
Source: World Bank staff estimates using 1995-96 HES.

5.23 What would be the potential benefit of focusing programs on poor villages? Simulations based on
Food for Education (which is not an NGO program) indicate that the share of nonpoor households
(identified by the upper poverty lines) benefiting from the program could be cut in half-from one-third
to one-sixth of beneficiary households-if only poor villages were offered the program (poor villages
have a higher proportion of poor households). The gains are similar using the lower poverty lines.
Reaping these gains would require finding ways to identify poor villages. This may not be easy, and
further research is warranted to better understand the dynamics of NGO and government program
placement at the village level.
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SUMMARY

5.24 Bangladesh is known internationally for its innovative NGOs, which have grown rapidly. The
number of NGOs registered with the NGO Affairs Bureau has tripled since 1990. In some areas the size
of NGO programs is now on a par with the size of government programs. While the influence ofNGOs
and their reliance on foreign funding has been a source of tension with the government in the past, the
situation has improved and partnerships withNGOs are now very common. This collaboration should be
encouraged further since it benefits the poor.

5.25 Microcredit programs such as those provided by BRAC, ASA, Proshika, and the Grameen Bank
are among the best known, but NGOs are active in many other areas, including education and health care.
NGO activities reduce poverty. While standards of living are best measured by comparing consumption
to a poverty line, poverty is inherently multidimensional. Other important dimensions of well-being
besides consumption include those related to employment opportunities, gender issues, and access to
basic social services. The impact of NGOs in these areas is positive as well. For example, NGOs facilities
receive less complaints than government and private facilities.

5.26 The focus of many NGOs on microcredit may pose special problems related to reaching the
poorest. There may also be the need to form partnerships with the government and others to address the
credit needs of the small entrepreneurs who do not qualify for microcredit but are yet too small for formal
credit.
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Estimating the cost of basic needs poverty lines in Bangladesh
1. This note describes the cost of basic needs method used to estimate poverty lines for the 1995-96
HES (BBS 1997e and Background Papers 4 and 5). Acknowledging the fact that prices may differ by
geographical area, poverty lines were computed at a more disaggregated level than the urban-rural split,
specifically for 14 geographical areas (6 urban and 8 rural: table Al.0). Three steps were followed.

2. First, a food bundle (F1, ... FN) providing 2,122 kcal per day per person was chosen. The food
bundle corresponds to actual consumption patterns in the country. It comprises rice, wheat, pulses, milk,
mustard oil, beef, fresh water fish, potato, other vegetables, sugar and bananas (table Al.1). In each of the
14 geographical areas, the price of each item in the bundle was estimated. It is known that richer
households buy better and more expensive food than poor households. Hence, not controlling for
household characteristics may yield upward biases in the estimated food prices. Therefore, regressions
were used to find the prices paid by the poor, controlling for total consumption, education, and
occupation. Given the estimates of the food prices by area, food poverty lines were computed asZfk = Z j
PjkFj, where Fj is the per capita quantity of food item j in the bundle (common for all areas) andPjk is
the price of j in area k. The prices are given in table Al.1 by area for 1995-96.

3. The second step is to compute the cost of basic nonfood needs. The approach used for basic food
needs cannot be followed here because there is no widely agreed on basket of nonfood goods that can be
deemed as essential. And even if there were such a basket of nonfood goods, their prices would be hard
to estimate. An alternative approach was proposed by Ravallion (1994). We denote household per capita
consumption for household i by yi and food per capita consumption by xi. First, in each area k the
nonfood expenditures ZLnk = E[yi -Xi I yi = zfkj among households whose total consumption expenditures
are equal to their regional food poverty line zfk (yi = zfk) were estimated. Since these households spend
less on food than the food poverty line, what they spend on nonfood items must be devoted to bare
essentials. The nonfood allowance ZLnk can be considered as a lower bound for the cost of nonfood basic
needs. Next, upper bounds for the cost of nonfood basic needs zUnk = E[yi -xi I xi = zfk] were estimated
as the nonfood expenditures (in each area) among households whosefood expenditures are equal to the
food poverty line (xi = zfk). In practice, both zLkn and Zekn were estimated using a nonparametric
technique (Background Paper 4). As the share of consumption expenditures devoted to food typically
decreases when consumption increases, Zukn tends to be larger than zLkn, which was indeed observed.

4. The third step consists of summing up the food and lower and upper nonfood allowances to
obtain the lower and upper poverty lines by area. In area k, the lower poverty line is defined as zLk = Zfk
+ ZLnk and the upper line is zuk = Zfk + ZUnk. The resulting lower and upper poverty lines by geographic
area for various years are
given in Table Al .2. The Figure A1.1: Food, Lower, and Upper Poverty Lines by Area, 1995-96
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Weaknesses of the Direct Calorie Intake and Food Energy Intake methods for measuring poverty
5. The direct calorie intake method, as used by the BBS, considers any household with a caloric
intake per capita less than 2,122 kcal per day as poor (1,805 kcal for the "hard core" poor). But caloric
intake is t6oonarrow an indicator of well-being; it covers only one aspect of welfare (albeit an important
one). Households must spend money on other items, such as clothing, shelter, education, and social
events. Moreover, caloric intake can be a misleading indicator of nutrition. For example, the share of the
population with a caloric intake below 2,122 kcal is similar in urban and rural areas, which might suggest
that the prevalence of malnutrition is similar in both areas. However, the Child Nutrition Surveys of the
BBS indicate that malnutrition (as measured by wasting and stunting) is much higher in rural areas.

6. The food energy intake method determines the per capita consumption expenditures in taka at
which a household can be expected to fulfill its caloric threshold requirement. This level of expenditure is
then the poverty line. Since this welfare indicator (expenditure) is more comprehensive, embracing other
goods and services, the food energy intake method is superior to the direct calorie intake method in terms
of better representing what people actually consume. But the food energy intake method suffers from
major deficiencies when used for poverty comparisons, because the poverty lines it generates do not
represent identical purchasing power in real terms over time or across sectors or groups. For example, if
tastes differ between rural and urban sectors, with urban consumers preferring to buy more expensive
foods to meet the same caloric standard, then the urban poverty line will be higher than the rural poverty
line. The same per capita expenditures that put a rural household above the rural poverty line may not
place an urban household above the urban poverty line. Thus we would see a higher incidence of urban
poverty. In fact, the BBS's food energy intake poverty estimates show a similar incidence of poverty in
rural and urban areas, contradicting other evidence that suggests that rural poverty is far more prevalent.

7. To determine whether poverty has risen or fallen over time, it is important to account for
increases or decreases in households' command over commodities. Food energy intake poverty lines may
not reflect this well. For example, using this method the 1988-89 urban poverty line (Tk 500 a month per
person) computed by the BBS is lower than the 1985-86 urban poverty line (Tk 519 a month per person),
although prices of most consumption commodities increased between the two years. The 1988-89 urban
poverty line was lower because it did not represent the same standard of living as the 1985-86 urban
poverty line. Basing poverty comparisons on poverty lines that do not represent similar levels of well
being over time and space can be seriously misleading. Such poverty lines may indicate that the incidence
of poverty has decreased while it has actually increased, or the other way around (see Background Papers
4 and 6 and Ravallion 1994).
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ANNEX TABLES

Table A1.07. Area Definitions for Estimating Poverty Incidence

Areas Definition

1 Dhaka SMA

2 Other urban areas of the Dhaka division

3 Rural areas of the Dhaka and Mymensingh districts

4 Rural areas of the Faridpur, Tangail, and Jamalpur districts

5 Chittagong SMA

6 Other urban areas of the Chittagong division

7 Rural areas of the Sylhet and Comilla districts

8 Rural areas of the Noakhali and Chittagong districts

9 Urban areas of the Khulna division

10 Rural areas of the Barisal and Pathuakali districts

11 Rural areas of the Khulna, Jessore, and Kushtia districts

12 Urban areas of the Rajshahi division

13 Rural areas of the Rajshahi and Pabna districts

14 Rural areas of the Bogra, Rangpur, and Dinajpur districts

Table A1.1: Food Prices per Kilogram and Food Poverty Lines in Taka per Person per Month by Geographical Area, 1995-96

Rice Wheat Pulses Meat Potatoes Milk Oil Bananas Sugar Fish Vegetables ZF 
Grams/day 391.06 39.40 39.40 11.82 26.60 57.13 19.70 19.70 19.70 47.28 147.76

Areasb
1 14.25 12.59 39.80 60.60 7.92 19.61 55.33 19.70 35.32 50.06 7.37 465.86
2 12.75 10.92 39.03 61.79 8.55 15.16 55.80 20.61 37.15 46.39 6.15 429.51
3 12.91 10.92 40.00 60.00 8.00 14.67 60.00 13.33 31,82 40.00 6.00 415.68
4 12,44 10.11 39.41 54.84 7.84 13.31 63.54 19.30 31.80 37.57 6.02 406.32
5 13.52 12.00 39.38 72.89 8,74 16.48 65.79 19,49 35.65 38.24 6.53 441.20
6 13.04 11.27 39.74 66,60 8.98 16.06 67.44 26.32 33.86 38.81 7.58 441.83
7 12.73 11.30 38.53 66.66 8.18 15.01 57.92 22.08 34.27 31.93 7.30 415.06
8 12.82 11.60 39.80 68,73 8.59 14.65 60.35 20.06 35.21 40.41 5.94 425.32
9 13.11 10.96 38.98 58.42 8.68 14.07 56.15 18.88 32.74 40.04 5.69 416.08
10 12.90 11.18 37.33 62.87 8.78 13.15 64.05 17.46 34.75 33.17 6.16 409.18
11 12.05 10.30 32.30 52.69 7.96 11.54 56.70 16.39 29.74 33.13 4.04 367.35
12 12.26 10.32 35.51 47.71 6.97 12.98 57.11 16.87 31.24 32.25 4.54 375.98
13 11.18 9.52 36.68 40.45 7.98 12.45 57.35 21.02 30.43 32.75 4.44 363.29
14 11.15 9.74 32.47 47.58 7.42 10.51 55.59 12.38 29.82 32.62 4.32 349.57
ZF is the food poverty line representing the food bundle shown in this table and corresponding to 2,122 kcalories per person per day.

b For a definition of the areas see table A1.0
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Table A1.2: Food, Lower, and Upper Poverty Lines by Area in Taka per Person per Month, 1983-84 to 1995-96

1983-84 1985-86 1988-89 1991-92 1995-96
ZF ZL ZU ZF ZL ZU ZF ZL ZU ZF ZL ZU ZF ZL ZU

Areasa
1 198 254 342 248 331 478 305 401 565 365 480 660 466 613 950
2 192 258 314 234 308 381 293 389 437 317 399 482 430 584 931
3 191 241 279 223 291 336 285 358 405 336 425 512 416 523 661
4 180 231 271 218 282 325 281 344 355 350 432 472 406 521 604
5 197 258 375 238 321 404 305 399 507 384 523 722 441 561 749
6 193 238 291 236 317 400 301 384 475 391 517 609 442 564 704
7 188 241 281 223 291 345 285 368 513 352 432 558 415 515 584
8 195 259 297 231 301 366 287 394 436 341 438 541 425 548 638
9 186 245 302 220 286 401 283 364 473 381 482 635 416 541 779
10 183 234 253 220 280 316 281 355 397 322 413 467 409 522 639
11 183 229 270 210 286 339 266 353 405 328 420 497 367 481 563
12 188 248 351 223 296 384 280 357 462 342 446 582 376 499 628
13 184 238 292 208 282 330 261 333 371 353 459 540 363 480 582
14 181 238 302 204 272 303 270 347 386 336 426 487 350 457 570
a For a definiton of the areas see table A1.0
Note: ZF is the food poverty line; ZL is the lower poverty line; ZU is the upper poverty line.

Table A1.3: Gini Indices of Inequality, 1983-84 to 1995-96

Normalization by lower poverty lines Nornnalization by upper poverty lines
1983-84 1985-86 1988-89 1991-92 1995-96 1983-84 1985-86 1988-89 1991-92 1995-96

Gini index
National 25.53 25.66 27.94 27.15 31.01 25.38 24.73 27.02 25.92 29.34
Rural 24.33 23.80 25.96 25.06 26.43 24.62 23.58 25.71 24.34 26.47
Urban 29.46 29.87 31.78 31.09 36.03 29.31 29.34 31.35 30.68 35.28
Decomposition
Within group 24.93 24.64 26.74 25.93 28.02 25.17 24.38 26.46 25.25 27.93
Stratification -0.29 -0.54 -0.79 -0.84 -1.80 -0.02 -0.01 -0.19 -0.27 -0.52
Between group 0.89 1.56 1.99 2.06 4.79 0.23 0.36 0.75 0.94 1.93
Note: The between group component measures the inequality between urban and rural areas, while the within group component measures the inequality within
urban and rural areas. Stratification is a measure of overlap between urban and rural areas in the distribution of consumption. The measures of per capita
consumption used to compute the Gini index are normalized by the cost of basic needs poverty lines (lower and upper) in order to account for differences in
costs of living between geographical areas.
Source: World Bank staff estimates.

Table AI.4: Regional Poverty Profile by Administrative Division, 1995-96
(percentage of the population below the poverty line)

Very poor (lower poverty lines) Poor (upper poverty lines)
Barisal Chiftagong Dhaka Khulna Raishahi Barisal Chittagong Dhaka Khulna Rajshahi

Headcount
Division 43.9 32.4 33.0 32.2 41.6 59.9 44.9 52.0 51.7 62.2
Rural 44.8 35.3 41.5 33.2 44.4 60.6 47.2 58.9 51.5 65.7
Urban 28.9 12.1 10.8 25.8 19.2 47.7 29.2 33.6 53.3 33.9
Share of the
poor
Division 8.6 23.8 28.8 10.9 27.9 7.9 22.2 30.3 11.7 27.9
Rural 8.3 22.7 26.2 9.7 26.4 7.5 20.3 24.9 10.1 26.2
Urban 0.3 1.1 2.6 1.2 1.4 0.4 1.8 5.4 1.6 1.7

Source: BBS (1 997e).
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Table A1.5: Headcount Index by Education of Household Head, 1995-96
(percentage of the population below the poverty line)

Very poor (lower poverty lines) Poor (upperpoverty lines)
No School Class 1-4 Class 5-9 SSC & above No school Class 1-4 Class 5-9 SSC & above

National 48.0 30.6 22.7 6.9 67.0 49.9 40.5 15.5
Rural 50.1 33.0 25.8 11.0 67.5 50.7 42.7 22.8
Urban 29.0 16.2 10.7 1.7 62.3 44.8 31.7 6.3

Source: BBS (1997e). SSC= secondary school certificate.

Table A1.6: Headcount Index by Land Ownership in Acres, 1995-96
(percentage of the population below the poverty line)

All sizes Landless Below0.05 0.05 to 0.49 0.50 to 1.49 1.50 to 2.49 2.50 to 7.49 7.50 or more
Very poor (lower poverty lines)

National 35.6 39.9 50.5 47.0 30.9 21.4 16.0 2.4
Rural 39.8 57.9 63.1 53.1 33.5 22.9 17.4 2.6
Urban 14.3 19.4 22.1 13.2 4.5 3.6 0.6 0.0

Poor (upper poverty lines)
National 53.1 58.2 68.9 64.2 51.0 40.6 30.9 9.3
Rural 56.7 69.0 80.0 69.8 53.6 42.8 32.4 9.1
Urban 35.0 45.8 43.6 32.9 24.2 13.8 13.1 11.0

Source: BBS (1997e).

Table A2.1: Simulated Headcount Index with Changes in Growth and Inequality, 1983-84 to 1995-96

Very poor (lowerpoverty lines) Poor (upper poverty lines)
1983-84 1985-86 1988-89 1991-92 1995-96 1983-84 1985-86 1988-89 1991-92 1995-96

National
Actual headcount 40.91 33.77 41.32 42.69 35.55 58.50 51.73 57.13 58.84 53.08
'Growth' headcount - 32.01 36.65 39.79 25.90 - 49.03 52.62 59.24 46.34
lInequality"headcount - 43.99 45.18 43.70 50.51 - 60.32 62.32 58.14 64.00
Rural
Actual headcount 42.62 36.01 44.30 45.95 39.76 59.61 53.14 59.18 61.19 56.65
'Growth'headcount - 29.37 41.18 44.44 35.05 - 48.51 56.03 62.94 53.06
"Inequality* headcount - 44.36 45.88 44.30 47.53 - 60.91 62.78 58.41 62.79
Urban
Actual headcount 28.03 19.90 21.99 23.29 14.32 50.15 42.92 43.88 44.87 35.04
'Growth' headcount - 22.32 18.97 21.44 7.96 - 41.35 37.46 41.25 26.42
"Inequality' headcount - 29.07 32.30 29.70 37.84 - 50.94 53.65 51.50 55.90
Note: The 'growth only' scenario is based on actual growth with no change in inequality. The *inequality only' scenario is based on actual changes in inequality
with zero growth.
Source: World Bank staff estimates.

Table A2.2: Elasticity of Poverty Measures wifth Respect to Growth and Inequality, 1983-84 to 1995.96

Lower poverty line Upper poverty line
Impact of Impact of

Impact of inequality Impact of growth inequality
Net impact of growth controlling for Net impact of controlling for controlling for

growth controling for growth growth inequality growth
inequalityl

Headcount -1.98 -2.42 1.28 -1.29 -1.43 0.52
Poverty gap -2.67 -3.47 2.30 -2.17 -2.57 1.49
Squared poverty gap -3.30 -4.39 3.12 -2.85 -3.44 2.18
Note: These estimates use a panel of poverty measures at the regional level. The net impact of growth on poverty is the impact after netting out the impact
of the increase in inequality on poverty.
Source: World Bank staff estimates.
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Table A2.3: Poverty Simulations under Alternative Growth Scenarios, 1996 to 2008

Poverty incidence in Poverty incidence in 2008
1996

Higher growth via Higher growth via
Base case growth services agricufture

National
Headcount 35.56 22.85 22.30 20.28
Squared poverty gap 2.59 1.04 1.00 0.76
Agriculture
Headcount 41.26 31.46 31.46 26.20
Squared poverty gap 3.12 1.55 1.55 0.95
Industry
Headcount 36.49 18.74 17.94 16.72
Squared poverty gap 1.97 0.44 0.39 0.32
Services
Headcount 28.72 15.01 13.97 15.34
Squared poverty gap 2.59 0.64 0.56 0.66

Source: World Bank staff estmates.

Table A3.1: Percentage Gains in Per Capita Consumption from Education, 1983-84 to 1995-96
(gains are measured relative to consumption of households in which household head and spouse have no schooling)

Urban areas Rural areas
1983-84 1985-86 1988-89 1991-92 1995-96 1983-84 1985-86 1988-89 1991-92 1995-96

Household head
Some primary 2.51 9.40 - 14.96 13.46 11.79 10.91 - 6.23 6.19
Primary completed 20.03 17.78 9.00 13.93 18.84 15.22 12.91 9.01 8.00 7.27
Some secondary 18.75 25.79 15.71 24.65 23.68 17.05 16.12 18.65 10.39 12.65
Secondary completed 25.90 38.00 34.82 37.15 47.87 32.65 30.16 21.01 16.01 17.35
Spouse
Some primary 8.10 11.17 - 4.20 3.13 4.93 0.06 - 5.04 4.32
Primary completed 13.07 12.87 2.09 8.38 8.11 -0.78 7.21 3.54 11.92 9.21
Some secondary 20.35 23.34 15.14 15.01 16.39 11.44 15.17 9.41 16.94 22.16
Secondary completed 43.32 43.43 39.84 38.13 41.82 28.98 40.66 19.45 25.11 39.41

Note: The definition of the educaton levels is slightly different for the 1988-89 HES. The gains for 1983-84 and 1985-86 may be overestimated due to
omitted variable bias because land informaton is not available for these years. The gains are slightly higher when taking into account occupational choice.
Source: World Bank staff estimates.

Table A3.2: Percentage Gains in Per Capita Consumption by Occupation of the Household Head, 1988-89 to 1995-96
(gains are measured relative to consumption of households with household heads working as landless agricultural workers)

Urban areas Rural areas
1988-89 1991-92 1995-96 1988-89 1991-92 1995-96

Agriculture
Agricultural worker with land 16.49 12.32 2.40 9.38 9.51 10.76
Worker in fisheries, livestock, forestry 10.75 30.42 16.18 16.02 16.68 15.70
Tenant farmer 15.42 26.69 20.49 17.75 18.96 18.23
Owner farmer 21.89 34.42 32.69 14.07 17.55 23.46
Nonagriculture
Servant, day-laborer 15.88 16.46 10.57 8.74 8.71 11.24
Transport, communication worker 7.98 25.43 17.20 21.59 19.13 19.06
Salesman, services, broker 13.85 19.25 22.07 21.91 19.14 22.15
Factory worker, artisan 24.40 29.73 22.15 20.86 14.88 20.28
Petty trader, small businessman 34.68 36.59 34.06 24.21 25.46 28.70
Executive, official, teacher 20.02 29.98 27.44 23.84 26.46 23.79
Retired, student, not working 17.10 35.48 25.49 12.43 10.17 21.99

Note: The gains are not shown for 1983-84 and 1985-86 because of differences in the definition of occupations for these years.
Source: World Bank staff estimates.
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Table A3.3: Percentage Gains in Consumption from Land Ownership, 1988-89 to 1995-96
(gain is measured relative to the per capita consumption of a landless household)

Urban areas Rural areas
1988-89 1991-92 1995-96 1988-89 1991-92 1995-96

Acres of land
0.05 to 0.49 9.76 8.60 10.39 8.66 7.91 7.04
0.50 to 1.49 7.84 8.20 9.56 13.23 17.11 15.83
1.50 to 2.49 15.29 10.14 19.05 21.90 28.18 22.99
2.50 or more 21.69 26.82 24.24 39.86 41.99 42.81
Source: World Bank staff estimates. Land ownership data are not available in the 1983-84 and 1985-86 HES.

Table A3.4: Trends in Real Wages by Sector, 1983-1996
(1970 = 100)

Fiscal year General Agriculture Manufacturing Construction
1983 88 82 82 99
1984 90 70 95 99
1985 86 70 91 91
1986 95 80 102 100
1987 102 86 109 106
1988 106 89 108 117
1989 107 89 110 120
1990 110 94 115 113
1991 107 91 114 107
1992 107 93 113 104
1993 113 99 119 109
1994 114 101 121 106
1995 111 98 121 100
1996 114 97 123 105
Ratio 1996/1983 1.30 1.18 1.50 1.06
Source: CIRDAP (1997c).

Table A3.5: Unemployment and Underemployment, 1995-96

Banglad sh Urban Rural
___ ___ _ All Men Women All Men Women All Men Women

Population (million)
1. Labor force 56.0 34.7 21.3 10.2 7.4 2.8 45.8 27.3 18.5
2. Unemployed 1.4 0.9 0.5 0.5 0.3 0.1 1.0 0.6 0.4
3. Work l15hours 7.8 1.5 6.3 0.7 0.1 0.6 7.1 1.4 5.7
4. Employed =(1)-(2) 54.6 33.8 20.8 9.7 7.0 2.7 44.8 26.7 18.1
5. Work •35 hours 18.9 4.2 14.7 1.9 0.7 1.2 17.0 3.5 13.5
Rates (%)
Unemployment (2)4(1) 2.5 2.6 2.3 4.9 4.1 3.6 2.2 2.2 2.2

[(2)+(3))/(1) 16.5 7.1 31.7 11.3 6.2 24.5 17.6 7.4 32.8
Underemployment (5)1(4) 34.6 12.4 70.7 19.6 10.0 44.4 37.9 13.1 74.6

Note: Numbers may not add up due to rounding.
Source: 1995-96 Labor Force Survey (BBS 1996b).
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Table A3.6: Unemployment by Education Level for Population 15 Years and Older, 1995-96

Bangladesh Urban Rural
Alt Men Women All Men Women All Man Women

Unemployed (thousands)
Total 1,266 848 418 401 299 102 865 549 316
No education 180 84 96 45 27 18 136 58 78
Class l-X 600 390 210 186 141 45 416 250 166
SSC, HSC, and equivalent 360 273 87 107 87 20 253 186 67
Degree and above 125 100 25 64 45 19 61 56 6
Unemployment rate (/)
Total 2.5 2.7 2.2 4.4 4.4 4.3 2.1 2.2 1.9
No education 0.7 0.6 0.8 1.5 1.5 1.6 0.6 0.5 0.7
Class l-X 3.0 2.9 3.3 4.6 4.5 5.0 2.6 2.4 3.0
SSC, HSC, and equivalent 10.3 9.7 12.9 7.9 7.8 8.8 11.8 10.9 15.0
Degree and above 9.2 8.4 15.2 7.3 6.0 15.3 12.7 12.7 15.4

Note: Numbers may not add up due to rounding.
Source: 1995-96 Labor Force Survey (BBS 1996b).

Table A3.7: Impact of Area Characteristics on Differences in Poverty between Greater Districts, 1991-92
(lower poverty line)

Urban areas Rural areas
Observed Geographic Concentration Observed Geographic Concentration
headcount profile profile headcount profile profile

Dhaka 13.47 12.50 34.73 39.48 24.23 48.44
Mymensingh 32.89 27.13 40.26 52.19 48.58 48.66
Faridpur 51.56 43.60 48.56 64.25 61.03 49.88
Tangail/Jam. 50.00 65.11 37.35 58.58 60.41 49.75
Chittagong 16.97 16.16 38.03 20.00 13.61 55.02
Comilla 37.50 36.77 40.56 34.80 28.31 48.04
Sylhet 12.50 10.46 57.09 10.78 8.85 49.57
Noakhali 37.50 59.39 27.78 37.36 28.70 47.80
Khulna 27.08 2 7.09 30.41 48.57 43.41 43.87
Jessore 21.88 30.10 33.91 35.79 26.37 48.71
BarisaliPat. 40.63 47.29 28.68 52.49 49.23 45.73
Kushtia 34.38 40.27 36.06 38.54 35.62 45.63
Rajshahi 18.75 35.59 29.30 55.35 53.53 49.25
Rangpur 28.13 34.83 38.52 65.30 62.00 54.63
Pabna 27.91 34.18 36.77 62.50 48.22 58.19
Dinajpur 37.10 40.84 41.40 55.11 41.97 54.02
Bogra 37.50 25.99 58.14 51.75 48.42 48.21
Note: Differences between districts in the poverty in the geographic profile are due to area characteristics. Differences in the concentration profile are due to
differences in household characteristics.
Source: World Bank staff estmates using the 1991-92 HES.

Table A3.8: Contribution of Area and Household Characteristics to Inequality, 1983-84 to 1995-96
(the contribution of each set of variables is obtained holding other variables constant)

Urban areas Rural areas
1983-84 1985-86 1988-89 1991-92 1995-96 1983-84 1985-86 1988-89 1991-92 1995-96

Overall Gini 29.46 29.87 31.78 31.09 36.03 24.33 23.80 25.96 25.06 26.43
Location 8.38 7.60 7.28 8.74 9.24 5.85 7.49 5.55 10.77 6.48
Educ. Head 6.09 8.54 7.78 8.11 10.86 5.16 4.91 3.96 2.66 2.90
Educ. Spouse 7.18 7.49 6.37 6.57 6.78 1.24 1.61 1.09 2.19 2.66
Occup. Head 5.76 3.67 5.03 4.34 4.52 7.29 6.84 4.55 4.37 4.62
Land - - 3.95 3.71 3.90 - - 7.51 7.98 7.33

Note: The contributons of groups of variables need not add up to the overall Gini. The conditional between group inequality for land cannot be estimated with
the 1983-84 and 1985-86 HES data sets.
Source: World Bank staff estimates.
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Table A4.1 Annual Development Program: Social Sector Expenditures in Constant Prices
(billion taka in 1995-96 prces)

Spending category Fiscal year Percentage of Fiscalyear Percentage of Fiscal year Percentage of
1990 ADP 1996 ADP 2001 (planned) ADP

Total social expenditures 7.93 9.95 28.54 24.39 45.45 29.43
Education 3.15 3.96 15.88 13.57 23.88 15.45
Health 1.37 1.71 5.85 5.00 13.80 8.93
Family Planning 3.07 3.85 4.94 4.22 4.83 3.12
Social Welfare 0.36 0.45 1.87 1.60 2.98 1.93

Total ADP 71.75 100.00 117.00 100.00 154.52 100.00
Note: Education includes spending for religion in 1996 and 2001. Sports and culture not included.
Source: World Bank (1996) for 1990, and BBS (1997:111-12) for otheryears.

Table A4.2 Rural Income Distribution and Benefits from Public Spending on Health, 1994

Per capita income decile Share of nrral income Share of benefits from public
spending on health

1 1.94 12.88
2 3.25 8.86
3 4.11 12.22
4 5.64 3.67
5 6.05 17.84
6 6.91 8.13
7 9.50 8.62
8 12.63 6.87
9 17.38 7.27

10 32.59 13.64
Total 100.00 100.00

Note: Numbers may not add up due to rounding.
Source: CIRDAP (1997a).

Table A4.3¶ Rural Income Distribution and Benefits from Public Spending on Education, 1994

Per capita Share of rural Share of benefits from public spending on education
income decile income Primary Secondary Higher Total

1 1.94 9.53 3.04 0.76 6.87
2 3.25 9.89 3.04 0.76 7.00
3 4.11 9.35 5.12 3.03 7.34
4 5.64 9.89 7.02 3.03 8.71
5 6.05 9.53 7.97 6.81 8.49
6 6.91 10.06 10.06 4.54 8.18
7 9.50 10.43 13.09 13.64 11.31
8 12.63 10.43 15.75 18.94 13.27
9 17.38 10.62 17.08 19.70 13.41
10 32.59 10.27 17.83 28.79 15.42

Total 100.00 100.00 100.00 100.00 100.00
Note: Numbers may not add up due to rounding.
Source: CIRDAP (1997b).
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Table A4.4: Food Grain Distribution under Government Programs
(thousand tons)

Program 1990-91 1991-92 1992-93 1993-94 1994-95 1995-96
Wheat total 604 834 253 774 999 1078

FFW 420 512 164 424 493 468
FFE - - - 79 168 237
VGD 139 204 76 167 182 172
Test relief 32 94 3 71 92 88
Others 13 24 10 32 64 112

Rice total 194 91 365 71 66 70
Grain total 798 925 618 845 1065 1148

Note: FFE is Food for Education and was started in 1993; FFW is Food for Work; VGD is Vulnerable Group Development
Source: World Food Programme, Dhaka.

Table A4.5: Targeting Performance of Selected Food Safety Nets, 1991

Household Rural population Population share in 1991 surveys on food safety nets
Income group (Tk) Share in 1991-92 HES FFW VGD Test Relief
<750 3.18 31.85 54.42 27.63
750-999 4.06 22.11 22.87 20.15
1000-1249 7.24 19.40 10.75 17.03
1250-1499 7.60 10.74 5.29 10.51
1500-1999 16.38 9.38 3.68 13.52
2000-2499 12.99 3.81 2.13 6.65
2500-2999 10.26 1.66 0.63 3.09
3000+ 38.29 1.09 0.23 1.42
Total 100.00 100.00 100.00 100.00
Note: Income groups defined in taka per household per month. Population shares based on number of households by category without weighting by household
size. Numbers may not add up due to rounding. Methodologies differ among cited surveys.
Source: BBS reports on Food For Work, Vulnerable Good Development, Test Relief Surveys for 1991, and HES for 1991-92.

Table A5.1. Number of Foreign-funded NGOs Registered with NGO Affairs Bureau, 1990.98

Period Local NGOs Foreign NGOs Total NGOs
New Cumulative New Cumulative New Cumulative

1990 293 293 89 89 382 382
1990-91 102 395 10 99 112 494
1991-92 129 523 12 111 141 634
1992-93 77 600 14 125 91 725
1993-94 106 683 9 124 115 807
1994-95 108 790 5 129 113 919
1995-96 92 882 3 132 95 1014
1996-97 115 997 3 135 118 1132
1997-98 (through Nov. 97) 48 1045 5 140 53 1185
Note: Bureau was set up in 1990, so earlier data not available. Cumulative figures show data for existing projects, plus new projects, and less completed
projects.
Sourcre: NGO Affairs Bureau.

Table A5.2. Foreign-funded NGO Projects and Amounts Released to NGOs, 1991-98

Period Number of projects US$ Amounts approved US$ Amounts released
New Cumulative New Cumulative New Cumulative

1990-91 464 472 158.54 158.91 106.60 112.03
1991-92 549 1,021 287.11 446.02 121.64 233.67
1992-93 626 1,647 399.88 845.91 195.71 429.38
1993-94 581 2,228 315.02 1160.93 171.01 600.38
1994-95 579 2,807 440.69 1601.62 209.50 809.89
1995-96 702 3,509 366.81 1968.43 259.30 1069.19
1996-97 746 4,255 246.50 2138.31 250.14 1277.72
1997-98 (through Nov. 97) 324 4,579 72.31 2083.53 84.79 1288.57
Note: Bureau was set up in 1990 so earlier data not available. Cumulative figures show data for existing projects, plus new projects, and less completed
projects.
Source: NGO Affairs Bureau.
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