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METHODOLOGY USED FOR POVERTY ANALYSIS 
Based on relative poverty measurement 
1. Data source

Household Budget Survey (HBS) data are the most important data sources for poverty analysis.  

In Mauritius, the HBS is conducted every five years by Statistics Mauritius.  It constitutes the most reliable data source for household income and expenditure data.  The main objective of the survey is to obtain up to date information on the consumption pattern of Mauritian households to update the basket of goods and services used for the computation of the monthly Consumer Price Index (CPI).

The HBS is conducted in the islands of Mauritius and Rodrigues.  The number of households surveyed at the past 4 HBS are as follows:

	
	Island of Mauritius
	Island of Rodrigues
	Republic of Mauritius 

	1996/97 HBS
	5,755
	480
	6,235

	2001/02 HBS
	6,240
	480
	6,720

	2006/07 HBS
	6,240
	480
	6,720

	2012      HBS 
	6,240
	480
	6,720


In addition to information on household income and expenditure, the HBS data comprised demographic and socio-economic details that allow more in-depth analysis of poverty. 
2. Absolute / Relative poverty lines 

The poverty line can be an absolute poverty line which is the cost of the basic needs of a household in terms of food, housing, clothing and other essentials for living; such a line is usually referred to as the minimum vital.  On the international level a poverty line of $1 a day per person has been developed by the World Bank to assess and monitor global poverty; the $1 a day was originally measured at 1985 prices, and re-evaluated at $1.08 in 1993; $1.08 has  been widely accepted as an international standard for measuring poverty and incorporated in the first Millennium Development Goal; the goal calls for eradicating extreme poverty; in 2005, the $1.08 has been re-calibrated to $1.25 based on the new data on purchasing  power parity compiled by the International Comparison Program.   

Alternatively, a relative poverty line can also be used.  The relative poverty line is defined in terms of the poverty of a lower income group relative to a higher income group.

3. 
Use of income or expenditure data for poverty measurement 

Poverty can be measured using either household income or expenditure data.  The relative advantage of expenditure is that it is less subject to under-reporting than income in household surveys.  However, expenditure data can also present problems since it results in distorted consumption measures in cases of stock piling and infrequent purchases of durables.  In the light of this and due to the fact that income data is more appropriate for assessing the degree to which pensions affect poverty in the country, the relative poverty line used is based on income.  

4.
Definition of income for poverty measurement

The income resources used for poverty analysis are based on disposable income since it represents what the household can actually spend to acquire the goods and services that it needs.  In the case of owner-occupiers and households not paying rent, the income resources additionally include the “imputed rent” i.e. the equivalent rental value of their house.

The components of the “income measure” used for the poverty analysis are:-

a. employment income both for employees and the self-employed

b. property income (interests, dividends and rent of buildings, land, etc.)

c. transfer income (pensions, allowances and other social benefits)

d. other income derived from own-produced goods

e. imputed rent for non-renting households

5.
Level of median household income 

The relative poverty line used for poverty analysis is based on half median household income.  In fact, the poverty line can be set at different level of median income.  The most commonly used levels are at 40%, 50% and 60% median income.  The poverty incidence based on these levels of median income is presented in the table below:-

	 
	Survey year
	Level of median household income per adult equivalent

	
	
	40%
	50%
	60%

	Poverty line (Rs.)
	1996/97
	1,603
	2,004
	2,405

	% of households below poverty lines
	
	4.0
	8.7
	15.1

	Poverty line (Rs.)
	2001/02
	2,243
	2,804
	3,365

	% of households below poverty lines
	
	3.5
	7.7
	14.1

	Poverty line (Rs.)
	2006/07
	3,057
	3,821
	4,585

	% of households below poverty lines 
	
	3.6
	7.9
	15.0

	Poverty line (Rs.)
	2012
	4,522
	5,652
	6,782

	% of households below poverty lines 
	
	4.4
	9.4
	16.1


6.
Definition of the poverty line used

The relative poverty line used for poverty analysis is the half median monthly household income per adult equivalent.  For the past 4 Household Budget Survey (HBS), the relative poverty lines are estimated as follows:

· Rs 2,004 in 1996/97

· Rs 2,804 in 2001/02

· Rs 3,821 in 2006/07

· Rs 5,652 in 2012

7.
Why equivalised household income ?

The requirements of a household depend largely on its size as well as its composition in terms of age of members.  For example, in larger households requirements are expected to be higher than those in smaller households.  Also, a child’s requirements differ from that of an adult.  Thus, in order to take into consideration these intra-household differentials, adjustment for household size and household composition is important to obtain the number of adult equivalents in each household.  

The table presents poverty indicators for the Republic of Mauritius based on income from the past four HBS using different relative poverty lines.

	 
	1996/97
	2001/02
	2006/07
	2012

	Half median monthly household income (Rs)
	4,935
	6,650
	8,698
	12,776

	% of households below the half median income  
	12.3
	11.5
	12.3
	15.3

	Half median monthly household income per capita (Rs)
	1,265
	1,834
	2,554
	3,879

	% of households below the half median income per capita 
	9.3
	9.5
	10.1
	11.0

	Half median monthly household income per adult equivalent (Rs)
	2,004
	2,804
	3,821
	5,652

	% of households below the half median income per adult equivalent  
	8.7
	7.7
	7.9
	9.4


8.
Equivalence Scale used

The Bank and Johnson’s non-linear equivalence scale is used in this report as recommended by the World Bank.  This scale caters for intra-household differentials as mentioned above and also for economies of scale.  

It is of the form




E = (A + 0.7*C)0.7

where

E = Number of adult equivalents 




A = Number of adults (aged 16 years and over)




C = Number of children (aged below 16 years)

The table below gives the number of adult equivalents by household type:-

	Household type 
	Household size (unadjusted)
	Number of adult equivalents

	One adult 
	1
	1.00

	One adult, one child 
	2
	1.45

	One adult, two children 
	3
	1.85

	Two adults, one child 
	3
	2.00

	Two adults, two children
	4
	2.36

	Three adults, one child 
	4
	2.50

	Three adults, two children 
	5
	2.82


The household income per adult equivalent or equivalised household income is, thus, obtained by dividing the household income by the number of adult equivalent.  This adjustment allows comparison of income levels between households of differing size and composition.

9.
Determining relative ‘poor’ households

For each household covered in the survey, information is available on its size, composition, age of its members and on its different income components.

For the purpose of the analysis, a household is determined poor as follows:-

(i) The monthly resources of the households ( R )  is calculated as the sum of total household disposable income and imputed rent

(ii) The number of adult equivalents in the household ( A )  is calculated using the Bank & Johnson’s non-linear equivalence scale

(iii) The monthly household resources per adult equivalent = Ra = R/A 

(iv) Ra is then compared with the relative poverty line. If Ra is less than the poverty line, the household is considered to be relative ‘poor’.

For example in 2012, the relative poverty line was estimated at Rs 5,652; a household was considered as relative ‘poor' if Ra was less than Rs 5,652 in 2012.

10.
Poverty line for selected household compositions

The poverty lines based on the ‘equivalence scale’ for some selected household compositions are given below.

	Household type 
	Relative poverty line (Rs)

	
	1996/97
	2001/02
	2006/07
	2012

	One adult 
	2,004
	2,804
	3,821
	5,652

	One adult, one child 
	2,906
	4,066
	5,540
	8,195

	One adult, two children 
	3,699
	5,176
	7,054
	10,434

	Two adults, one child 
	4,016
	5,619
	7,657
	11,327

	Two adults, two children
	4,719
	6,603
	8,998
	13,310

	Three adults, one child 
	5,010
	7,010
	9,553
	14,130

	Three adults, two children 
	5,653
	7,910
	10,779
	15,944


11.
Poverty indicator

11.1 
Headcount ratio

The headcount ratio is the most common indicator used for poverty measurement.  It is defined as the proportion of households or population whose income is below the poverty line.  The formula can be expressed as follows:-



H  =
q



n



Where, H = Headcount ratio




q = Number of poor households / persons




n = Total number of households / total population 

The headcount ratio is easy to interpret; it is an indicator of the incidence of poverty and indicates how many poor there are.

10.2
Income gap ratio

The income gap ratio is a measure of the depth of poverty.  It measures the difference between the poverty line and the mean income of the poor, expressed as a ratio of the poverty line.  The formula is as follows:-

I  =
z - yq



   z




      q                   

yq  =
1   ∑   yi        ( yi  < z )



q   i =1      



where I = Income gap ratio



          z = Poverty line 



         yq = Average income of the poor



         yi = Actual income



         q = Number of poor

11.3
Poverty gap ratio

The poverty gap ratio is the mean distance separating the population from the poverty line (with the non-poor being given a distance of zero), expressed as a percentage of the poverty line.  This indicator considers both the number of poor people and how poor they are.  

The formula is expressed as follows:-





      q                   

PG
=
1   ∑       z - yi 





n   i =1        z



where PG = Poverty gap




 q  = Number of poor




 n  = Total population




 yi = Actual income (yi < z )



  z = Poverty line

The poverty gap can also be expressed as the product of the average income gap ratio of poor people and the headcount ratio.

11. 
Statistical Package 

The data analysis is done using the statistical package, STATA 11.0, Statistics Data Analysis, together with Microsoft Excel.  
