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Preface

This report is a culmination of work that began in September 2000 with the drafting of a concept paper
identifying issues crucial to understanding poverty in Pakistan, in which the country’s government, local
researchers and NGOs were all involved.

The issues that were identified during this consultative process addressed particularly the country’s rural
sector, impediments to service dedlivery, and institutional and political congtraints, in preparation for the
design and implementation of a new integrated quantitative-qualitative survey under the aegis of the
Poverty Assessment work — Pakistan Rural Household Survey (PRHS) and an associated Qualitative
Survey of Poverty.

The PRHS is a nationally representative, multi topic, rural household survey covering 16 districts with a
sample size of about 2,800 households distributed among approximately 180 villages. Approximately one
third of the sample consists of households that were part of a panel dataset collected by IFPRI between
1986-1991. In addition to a very detailed rural module to uncover determinants of rural poverty, it also
included a detailed community questionnaire, as well as facility questionnaires for schools and rura
health centers.

The Qualitative Survey of Poverty enriches and informs analyses based on quantitative information from
PRHS. It consists of detailed case studies and was designed to understand constraints to collective action
to mitigate poverty, by examining the social dynamics and groupings in communities and how they
impede or improve access to institutions, services, and markets. In-depth fieldwork was conducted in six
villages in Punjab and Sindh, drawn from the universe of communities where the PRHS was
administered.

The insights and findings of this report are primarily based on analyses of three data sources: severa
rounds of Pakistan Integrated Household Survey (PIHS) and Household Income Expenditure Surveys
conducted regularly by the Federa Bureau of Statistics (FBS), Pakistan; the Private School Census
undertaken by the FBS, and the aforementioned PRHS and the integrated qualitative survey, which was
undertaken in the context of the World Bank’s Poverty Assessment, in collaboration with the Pakistan
Institute of Development Economics and the Sustainable Development Policy Institute. The report aso
references secondary sources as appropriate to its needs, but should not be considered a comprehensive
survey of the literature on the topics covered.

The report has evolved in cooperation with the PRSP initiatives undertaken in Pakistan. Further, several
strands of the report have been disseminated and discussed during the process of preparation. The most
notable forums for discussion have been the National Poverty Workshop in March 2001, the Human
Development Forum in January 2002, and the Regional Poverty Workshop in March 2002, all held in
Islamabad.

Broadly, the report should be seen as being part of an evolving effort to increase policy makers
understanding of poverty in Pakistan. It attempts when possible to provide policy recommendations for
such individuas, but also points to important outstanding issues that should be the subject of future work.
This includes expanding the understanding of urban poverty; conducting a Public Expenditure Review to
identify the inefficiencies associated with public spending, deepening and clarifying specific strategies
addressed to human development and rura areas; assessing the impact of poverty programs, and
understanding enduring institutional constraints in the context of the full implementation of Pakistan's
devolution reforms. The World Bank looks forward to continue working with our clients in the pursuit of
these issues.
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Executive Summary

1. In the last three years, the Government of Pakistan has brought about macroeconomic stability
and has implemented wide-ranging structural reform to spur economic growth. Perhaps the most
important example of restructuring is the devolution initiative which, when successfully implemented,
holds promise for improved access to critical public services for the poor. In addition the poverty
reduction strategy prepared by the country highlights needed improvements in education, health and
water sectors. Further the Government took two major initiatives — Khusha Pakistan (a
comprehensive poverty intervention) and Khushali Bank (a microcredit bank) — as nationwide efforts
to address poverty and vulnerability.

2. Thisreport is adetailed examination of poverty trends and their underlying causes. The analysis
covers the 1990s, documenting the underlying causes of the deficiencies in the socia agenda. In
doing so, it highlights the critica priorities for poverty reduction that the ongoing reform program
will need to incorporate.

3. The Government of Pakistan faces challenges and opportunities unprecedented in its history. The
level of poverty in the country has not appreciably changed in the ten years preceding 1999, despite
having fallen in the previous ten. The educated and well off urban population lives not so very
differently from their counterparts in other countries of similar income range, or even of their
counterparts in Western countries. However, the poor and rural inhabitants of Pakistan are being left
behind. This is shown by many social indicators in ways that, unless sharply improved will leave
Pakistan falling further below other countries’ performancein the future.

4. Largely based on data collected by Pakistani agencies and institute@, the report analyzes the
social gaps and fissures that are becoming ever more pronounced. It identifies constraints that impede
economic and socia progress and suggests policies for the future.

5. One third of the population can be classified as poor in 1999, and somewhat more in rural areas.
The country’s education and health indicators are depressed when compared to other countries of
similar per capita income or rate of growth, and revea large regional, urban/rura, and gender
disparities.

6. The differences between urban and rura education and health indicators are closely associated
with the high incidence of poverty in the 1990s. The raising and narrowing of health and education
differences, this report argues, is the way the government can move towards its goal of poverty
reduction and macroeconomic growth.

7. For example, Pakistan, in comparison to other countries of similar income, had a 23 percent lower
share of the population with access to sanitation. The gender gap in literacy has not decreased since
1970, as it has in comparator countries. School enrollment is lower in Pakistan, adult illiteracy is
greater, and child mortality is higher.

! The Government of Pakistan has produced a candid and analytical assessment of the challenges it faces in a
paper called the Interim Poverty Reduction Strategy Paper (“I-PRSP”). Their effort, which is a strategy not an
assessment, differs somewhat from the thrust of this paper, but the effort is strong and well taken, and in large
part agrees with the message in this paper.



8. The most significant feature of the socia gap is the variance of socia indicators between the rich
and the poor. Lagging national social indicators arein large part adirect result of very low health and
educational outcomes among the poorer segments of its population in comparison to its richer
segments, whose indicators are amost on a par with those of developed countries. For example,
primary gross enrollment rates among the top three deciles, by per capita consumption, are around 90
percent, whereas that among the bottom three deciles is around 50 percent. As argued in this report,
these outcomes reflect afailure of public service delivery. The poor cannot afford to substitute private
for public services, so they are disproportionately affected. Also, to the extent the rich no longer use
public services, they exert little pressure on the public service to be responsive in terms of quality or
amount of spending.

9. The problems in public service delivery can be linked to the fact that in the competition for the
alocation of public spending, social spending has been squeezed. For the past two decades arising
debt service burden along with continued substantial defense expenditure in the face of stagnant
revenues has left little fiscal capacity to meet the rising needs of basic socia services. During the
1990s, overdl government revenue fell from 17 percent of GDP in 1991 to around 16 percent in 1998
and 1999. Even though defense spending fell from 6 percent of GDP in 1991 to below 5 percent in
1999, interest expense rose from 5 percent to 7.3 percent over the same period. As a consequence,
compared to other countries at its income level, Pakistan allocates 42 percent lower health spending
per capita. Furthermore, the failure of public services can also be traced to a record of poor
implementation of public programs, which has eroded their quality. This report introduces an
interesting hypothesis that these patterns of spending are the result of political choicesthat reflect the
voting blocks prevalent in Pakistani €l ections.

10. Much research has shown that there is a correation between educational attainment and
economic growth in developing countries. The low level of education must therefore be understood
as slowing economic growth. Similarly, the chronic child malnutrition in rural areas, which appears
to have not changed in severity in 15 years, impedes the economic prospects of affected adultsin their
later lives. The report thus argues that low education and health indicators have themselves been part
of the reason that Pakistan’s economic growth rate has not been sustained through the 1990s.

11. Growing debt has also contributed to the slowing down of economic growth. External borrowing
financed short term and unsustainable spurts in growth in the 1980s. With increased debt servicing,
fiscal space shrank, which contributed to stagnation in the latter half of the 1990s, further increasing
the burden imposed by the debit.

12. Therefore debt management inescapably has become a major priority of recent governments.
This report argues that cutting spending on the social sector is not the solution, asit will only ensure
that poverty remains well entrenched. What is needed is a sustained and coordinated effort to address
the obstacles that have hitherto prevented Pakistan from making better use of its limited resources.
This report argues that obstacles to the implementation of public policies need to be removed, and the
underlying issues of governance addressed. Furthermore, particular attention should be paid to
Pakistan's rural sector, which is home to most of the country’s poor, and also exposes a number of
specific challenges to poverty reduction.

13. The chapters of this report discuss a number of specific ways in which government spending and
policy decisions contribute to the social gap. These range from allocation and quality of spending in
health and education to the range of barriers to market access confronting the rural poor. Chapter
one introduces the main themes of the report, placing them in a cross-country context. Chapter two
provides an anatomy of poverty, exploring its evolution through the 1990s, outlining problems related
to its measurement, and discussing dynamic factors that influence how people identified as poor



either fall into or escape from their circumstances. It also explores the broader dimensions and
possible social determinants of poverty; exploring the social characteristics associated with lack of
consumption and pointing to the influence of human capital on poverty. Chapters three and four then
more deeply examine the dynamics of the most important socia sectors - education and health, and of
the most neglected target areas —the rural sector. Chapter five places the findings of thisreport in the
context of Pakistan’s own Interim Poverty Reduction Strategy, summing up priorities for poverty
aleviation, highlighting areas for further research, and identifying relevant challenges and lessons for
stakeholders, including governments and NGOs. A summary of the main chapter findings and
suggestions follows bel ow.

Poverty, Growth and Inequality

14. How does the fact that Pakistan enjoyed positive if low to moderate rates of growth during the
1990s square with its persistent poverty rate? Thereisin fact a significant link between economic
growth and poverty in the country - as measured in terms of consumption. However, the benefits
conferred by periods of positive growth have been curtailed by increasing volatility in rural areas and
inequality in urban areas.

15. Between 1984-85 and 1987-88,
substantial poverty reduction took place, Figure 1: Poverty in Pakistan
as a result of strong growth performance

that led to sizeable increases in mean %00

consumption, aong with  reduced g 500

inequality in rural areas. From 1987-88 to E

1990-91, lower growth rates combined ;40'0 — .
with slight worsening of inequality ledto | £ a0 B R
smaller gains in poverty reduction. This § = vl
pattern was carried into the 1990s, when 3 20

large variations in growth rates led to | = /|

fluctuations in consumption poverty.

During the later part of the 1990s, growth 00
performance dropped off considerably,
which led to a worsening of the poverty
situation. On balance, the incidence and
severity of overall poverty remained almost unchanged between the beginning and the end of the
decade (1990-91 and 1998-99). Disaggregating by region, while urban poverty fell between 1990-91
and 1998-99, rural poverty held at about 36 percent, widening the rural-urban gap. This is of
particular concern because 71 percent of Pakistanisliveinrural areas.
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16. Inequality trends have also played a part in explaining poverty changes. The period of the
greatest abatement of poverty, between 1984-85 and 1987-88, was also marked by the sharpest fall in
the index of inequality (gini coefficient of per equivalent adult consumption expenditure) for the
country as a whole. By 1998-99, the gini was at a level dightly higher than in 1990-91, with
inequality in urban areas increasing sharply by 1998-99.

17. Accordingly, a growth-inequality decomposition of changes in poverty incidence using household
data reveds that in urban areas some of the potential gains in poverty reduction arising out of growth
in mean consumption between 1990-91 and 1998-99 were negated by rising inequality. Inrural areas
on the other hand, mean consumption did not increase between 1990-91 and 1998-99, and whatever
minimal net reduction in poverty occurred during the period was due to a slight shift towards more
equal distribution of consumption.



Vulnerability and Poverty in Pakistan

18. The high volatility of poverty rates during the 1990s, especially in rural areas, suggests that a
large share of the population may be classified as transient poor--i.e. households that move in and out
of poverty in response to economic shocks. Analysis in Chapter 2 suggests that in 1998-99, these
“transients’ may have accounted for a substantial proportion of observed poverty, with as much as 43
percent of the total population clustered within asmall range of 75 to 125 percent of the poverty line.

19. Thereis aneed to understand the consumption dynamics that drive vulnerability but which cannot
be determined on the basis of static cross-sectiona indicators. Chapter 2 uses IFPRI (International
Food Policy Research Ingtitute) panel datato develop a dynamic measure of vulnerability, defined as
the ex-ante probability of falling into poverty during a specified period of time. The analysis focuses
specificaly on the risk imposed by weather-related shocks, which are the most significant causes of
income volatility in Pakistan and particularly its rural areas. It finds both a high incidence of
vulnerability in Pakistan, as well as a close overlap with poverty: 56 percent of al sampled
households were found to be vulnerable, 75 percent of those classified as vulnerable were also
chronically poor, and 87 percent of all chronically poor households were vulnerable.

20. Furthermore, the correlates of vulnerability appear, not surprisingly, to overlap considerably with
those of poverty. These include more unequal land ownership and less diversification of agricultura
income. These factors also are likely to explain strong regional effects observed in the IFPRI data,
with the lowest levels of vulnerability prevailing in the canal colony areas of Punjab, and the highest
in the southern irrigated plains in the province of Sindh, where land ownership is both more unequal
and incomes less diversified than in the northern province.

21. However, there are adso some apparent differences between the correlates of vulnerability and
poverty. IFPRI panel data correlating household characteristics with vulnerability broadly indicates
that ownership of assets like land, machinery or livestock clearly mitigates vulnerability. However,
land ownership by itself mitigates vulnerability the least, pointing up the prevalence of thin markets
for land and collateral in rural areas, and the importance of livestock, which has the greatest impact
on vulnerability, in smoothing household consumption.

22. This analysis carries a number of implications. Given the importance of weather related risks,
policies that expand access to non-farm sources of income may be quite important, and these may
benefit from being geographicaly focused in light of the significant regiona correlates of
vulnerability. In this context, the preliminary results call for continued analytical focus towards
understanding better how income risk differs across regions, and how that should influence the
targeting of poverty programs.

Household and Socially Based Linkages to Poverty

23. Asnoted, lagging and uneven growth and inequality help to explain poverty trends. But it is also
clear that some factors weaken the link between growth and poverty, particularly for some segments
of society, for instance by making them vulnerable to risk. Data from the household surveys in the
1990s, including qualitative information on social dynamics, offer some evidence on these multi-
dimensional aspects of poverty. The economic and socia factors identified below are considered to
be particularly relevant in this context. The constraints imposed by these factors are further



exacerbated by rule of law problems associ ate%lwith governance that exist in the country, in terms of
the costs and obstacles they create for the poor.

24. Skewed pattern of landownership: More than one-half of the rural population in Pakistan is
landless. Theincidence of rural poverty is highest among those who own no land and falls steadily as
the ownership of land increases. Over 40 percent of landless households are poor and together
constitute 70 percent of the rural poor, while less than 3 percent of households owning 10 acres or
more are poor.

25. Poor educational attainment: 42 percent of the population living in households with illiterate
heads is poor, compared to 21 percent of those in other households. Net primary enrollment rates are
59 percent for the non-poor, and 37 percent for the poor, and are otherwise particularly low among
poor female childrenin rural areas.

26. Poor hedlth and fertility indicators: The poor are less likely to access hedth facilities — the
incidence of medical consultation for diarrhea among children is 79 percent for the poor compared to
84 percent for the non-poor. Similar or larger gaps exist in various measures of access to maternal
health care; 15 percent of married women of ages 15 to 49 in the lowest expenditure quintile have
ever used contraceptives, compared to 25 percent of those in the highest quintile.

27. Disadvantageous consumption patterns. The low level of human development of the poor is
reinforced by the fact that they have to alocate a larger share of their expenditures towards
necessities like food, fuel and lighting than do the better off. Consequently they are able to spend less
on items, such as healthcare or education, which could boost their long—term earning potential.

28. Poor accessto critical infrastructure: As many as 24 percent of the poor rely on potentially unsafe
sources for drinking water, compared to 19 percent of the non-poor; only about 52 percent of the poor
live in households connected to e ectricity, compared to 76 percent of non-poor households.

29. Restrictive socia grouping: Individuals and households are part of wider social groupings,
defined by kinship or caste characteristics. According to case studies based on qualitative data on
labor marketsin rural Pakistan, (illustrated in Chapter 2) the associated importance of social collateral
can be a critical determinant of the opportunities and vulnerabilities to which an individual or a
household is exposed. Social grouping also matters for issues like access to schooling, and collective
action, e.g., to secure community access to services.

Education in the 1990s

30. The poverty anaysis above provides some indication of the nature and extent of poverty in
Pakistan, not just as a measure of consumption, but aso as an index of human development.
Educational attainment is among the most valuable benefits of such development because it is an
important determinant of whether someone living in poverty is likely to improve their circumstances.

31. Among the most salient educationa trends in Pakistan during the 1990s is the fact that while the
primary gross enrollment rate (GER) improved until the middle of the decade, it then stagnated. A
GER of 69 percent around 1998-99 was well short of the target of 88 percent by 1997-98 set by the
country’s ambitious Social Action Program — and lowest among countries in the region. Throughout

2 Chapter One provides some evidence on how Pakistan ranks poorly on certain indices of government
effectiveness and rule of law, compared to other countries with similar levels of income — factors that are likely
to have the most significant impact on the poorer sections of the population.



the decade, enrollment showed significant rural-urban differences, and while Pakistan’s large gender
gap closed dightly, thiswas in part due to some declinesin male enrollments. In addition, throughout
the period there were widening differences between relatively wealthier and poorer households,
though a noteworthy expansion of private schooling in the Pakistan has taken place across al income
levels.

32. The primary enrollment rate (NER) — a better measure for educational attainment — tells an
even starker story. Primary NER for the entire country was 51 percent in 1998-99, which included a
large rural-urban gap (67 percent to 45 percent) and a sizeable male-female gap (57 percent to 44
percent). Primary NER for girlsin rural areasis aslow as 36 percent. The gender gap persists across
the rural regions of al four main provinces, with rural Sindh and Bal ochistan having particularly low
female enrollments.

33. Educationa attainment is closely related to
pova'ty_ As Figure 2 ShOWS, improvements in Figure 2: Widening Rich-Poor Gap in Primary
enrollment during the decade occurred primarily Enroliment
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34. As discussed further, this trend is significant because there is a strong indication that private
schooling may not only be a financialy viable way to extend access to schooling but is aso
particularly successful in increasing female enrollment. There are however outstanding issues of
guality measurement that need to be addressed if thisis to be an efficient option.

35. The fact that the spread of education has been slow and marked by wide disparities over the
1990s is particularly debilitating. Education impacts earnings, particularly in the non-agricultural
sector and in the urban economy. Beyond individual benefits however, investments in education also
yield large household externdlities. parents education, and notably, mother’s literacy and education
are associated with lower infant mortality rate, higher enrollment rates of children, and smaller gender
differences in enrollment of children. Education externalities also impact earnings, education of
household members is found to have a significant positive impact on labor earnings, especialy for
those employed in the non-agricultural sector. The presence of these externalities carries a powerful
policy implication — namely, the importance of the spread of literacy and education among the
population.

% The net enrollment rate measures the proportion of children of the relevant age group (primary/secondary,
etc.) who are enrolled in school at alevel that is correct for their age — a definition that takes into account grade
repetition or late entry.
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Determinants of School Attendance

36. Both supply and demand factors are important in determining school attendance. On the supply
side, a multivariate analysis of school participation establishes that access to school facilities is
critical; the probability of a girl attending school is increased by 15 percent by the presence of an
appropriate primary school within 1 km. of the village.

37. However, evidence also shows that merely providing school facilities is clearly not sufficient to
increase enrollment. First, because the quality of available schooling is aso a crucid determinant of
school participation, and second, because demand side considerations - which are in turn influenced
by issues of quality and access - are a so important.

38. Itisclear first, that the mere existence of a school does not imply that it offers quality education,
or even that it meets the minimum standards of a functional school. In fact, results from the PRHS
facilities survey demonstrate wide spread quality problems, ranging from teacher absenteeism to lack
of amenities. For instance, no classes were being held in 34 out of the 200 schools surveyed, 48
percent of the remaining lacked drinking water, and 77 percent lacked adequate supply of textbooks.
Not surprisingly, such conditions impact school enrollments. Among girls of primary school age in
communities with schools with adequate amenities, the net enrollment rate is 42 percent, in
comparison to 32 percent in communities where the local girl’ s school lacks amenities.

39. Second, a multivariate analysis of school participation confirms the importance of such demand
factors as economic status in determining the probability of a child attending school: it increases
significantly if he/she belongs to a higher expenditure group. Parents education is also important:
having a mother who attended school makes it 23 percent more likely for the child to attend school.
Evidence aso suggests that household socia attitudes may have a role in determining school
attendance, particularly for girls. Responses of households in the PIHS (1998-99) point up that
parental disapproval is more frequently cited as a reason for girls never attending or leaving school
than it is for boys, by a margin of 39 percent and 18 percent vs. 6 percent and 4 percent in rural and
urban areas respectively.

40. That socid attitudes play an important part is aso indicated by evidence that gender gaps in
school enrollment are, to a large measure, prevalent among poor and well-off households dlike.
While net primary enrollment rate among the poor and the non-poor are 37 and 59 percent
respectively, a gender gap of 13 percentage points exists for both groups. Further, controlling for a
host of factors — including household economic status, parents education, availability of schools,
househo