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ECOS3002 Development Economics 
Topic 1: What is Poverty? What is Development Economics? 
 

What is Poverty? 
 
Defining Poverty 

 The United Nations defines poverty as “the denial of choice and opportunities, a violation of human 
dignity. It means a lack of basic capacity to participate effectively in society. It means not having 
enough to feed and clothe a family, not having a school or clinic to go to, not having the land on which 
to grow one’s food or a job to earn one’s living, not having access to credit. It means insecurity, 
powerlessness and exclusion of individuals, households and communities. It means susceptibility to 
violence, and it often implies living in marginal or fragile environments, without access to clean water 
or sanitation.” 

 The World Bank defines poverty as “pronounced deprivation in well-being, and comprises many 
dimensions. It includes low incomes and the inability to acquire the basic goods and services necessary 
for survival with dignity. Poverty also encompassed low levels of health and education, poor access to 
clean water and sanitation, inadequate physical security, lack of voice and insufficient capacity and 
opportunity to better one’s life.” 

Measuring Poverty 

 Economists try to quantify poverty through a statistic  

 Measures such as income and consumption are typically used to construct a poverty line, which serves 
to separate the poor from the non-poor. A formula can then be applied to calculate the amount or 
depth of poverty in a society, eg: 

o The headcount ratio measures the proportion of a population that is poor. 
 It is calculated as: P0 = NP/N where NP is the number of poor and N is the total 

population. 
 It is favourable because it is easily understood and constructed. 
 Its weaknesses are: it does not take the intensity of poverty into account; it does not 

indicate how poor the poor are and thus does not change when the poor become 
poorer, and it considers households, which, without information on the average size 
of households, does not provide meaningful information about individuals. 

o The poverty gap index (P1) measures the extent to which individuals fall below the poverty 
line (poverty gaps) as a proportion of the poverty line. The sum of these poverty gaps gives 
the minimum cost of eliminating poverty if transfers were perfectly targeted. 

 It is calculated as: P1 = (1/N) ∑  𝑁
𝑖=1 (Gi/z) where G1 = (z-yi).I(yi<z)  where z is the 

poverty line, yi is actual income for poor individuals and I(.) is an indicator function 
that takes on the value of 1 if the bracketed expression is true and 0 otherwise. 

 It does reflect changes in inequality among the poor. 
o The squared poverty gap (‘poverty severity’) index averages the squares of the poverty gaps 

relative to the poverty line.  

 It is calculated as: P2 = (1/N) ∑  𝑁
𝑖=1 (Gi/z)
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 It takes into account inequality among the poor because it places weights on the 
poverty gaps, which are proportion to the poverty gaps themselves. 

 In recent years, scholars have become less satisfied with these simple measures because they assume 
that people can equally convert money into other goods. 

 The ‘capability approach’ to poverty measurement was developed by Amartya Sen, and considers 
other factors beyond incomes, such as an individual’s ability to transform resources into valuable 
activities. 

o However, we will stick to income/consumption measures for simplicity. 
Poverty around the World 

 The World Bank defines someone as ‘poor’ if they live on less than PPP $1.25 per day. 

 Gross national income (GNI) per capita in PPP terms in 2010: 
o For Australia: $36,910; for Barbados: $18,850; for Bosnia and Herzegovina: $9,200; for 

Indonesia: $4,530; for Nigeria: $2,300; for Ethiopia: $1,100; for Burundi: $610; for DRC: $350. 

 Using the World Bank poverty line: 


