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Main Content




Main Content

e How to understand inequality and poverty?
e How to measure inequality and poverty?
e How to analyze inequality and poverty empirically?

« How to make/adjust our public policies to deal with inequality and poverty?
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We are living in an unequal world




An Unequal World in Pictures




Families with their possessions(1994)
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Families with their possessions(1994)
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Families with their possessions(1994)
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Families with their possessions(1994)
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One meal of a week for Families(2005)
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One meal of a week for Families(2005)
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One meal of a week for Families(2005)

2 S aweek for 8.4
adults and 8 children
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One meal of a week for Families(2005)

5134 for 4
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One meal of a week for Families(2005)
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An Unequal China in Pictures
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Families with their possessions across China(2015)

- » : |
- p i .
X . ' 4 - A A 4 B | [ "
it e - = e e - ] ek 1 - kL B & 2505 e
e "-;Ih#._' ey s . b ¢ - . YL N o e i > & “. Sy AL AT
e : S PR e+ R (CHRITg S raat 17 / 119
P oy e S -re - - 3 AT o . caNe's My o 2 o AeERES!
T - 3 -._;A- Por s - - <~ g -..‘-“__‘:'-;:h -:._‘."-’



Families with their possessions across China(2015)
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Families with their possessions across China(2015)
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Families with their possessions across China(2015)

10000 yuan, 6 members
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Families with their possessions across China(2015)

Zhejiang
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e We are living in an extremely uneven world.
o Inequality does exist both across and within countries.

« Anyone who cares about his or her own and others' lives can not avoid thinking

about it.
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Introduction to Inequality
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Introduction

=
s sustamahleﬁeuelnpmentmuumes

sustalnahmty _____
q ty -l

unemplnymen = i

uverty

environ

Source: Www.core-econ.or g
25/ 119



Introduction

 Inequality poses fundamental questions about economic systems:

o How are the gains from economic progress distributed across society?
o What forces shape the allocation of resources and opportunities?
o How does distribution affect the stability and sustainability of growth?

 Inequality matters at every level of analysis:

o Those who study market structures and institutional design
o Those who shape collective decisions about resource allocation

o Those who experience lived consequences of distributional outcomes
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Why we care about?

o Philosophical and ethical perspective

e For a "better" world

o "BEEVRIER , ST by FER(712-770)
o "All men are created equal" by Thomas Jefferson(1743-1826)

o In the end, every regime should justify its existence.
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Why we care about?

e Political and Social Stability

o High inequality could cause crime and others, undermining social stability.

 Economic Efficiency: it may affect other important economic outcomes.

o e.g. inequality and economic growth

28 / 119



How to understand inequality?
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How to understand inequality?

« Popular explanations of inequality
o Biological factors
o Individual Efforts
o Family Backgrounds
o Neighborhoods or Environment
o Random Lucks
« Additional evidence or factors: Institutional factors and public policies.

o e.g. Unemployment varies a lot over the business cycle — hard to explain by

individual variation in laziness. 30 / 119



Introduction to theories of justice

o What is an justice state
o Common presumption for most theories of justice

o Normative statements about society based on statements about

e Formally,

o Individuals? = 1,2,...,m
o Individuals 2's welfare is V;

o the social welfare as a function of individual's welfare

SWF = F(vy,vs,...,0,)
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Introduction to theories of justice

This framework covers many approaches, but not all
Nationalists or Fascist:

"What counts is the greatness of the nation"
Libertarians:

"Market outcomes are just, no matter what the welfare consequences for

individuals"
Environmentalists:

"Preservation of the environment is a value, beyond its consequences for

humans"
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A Theory of Justice

-
VI SN NE W

Philosopher John Rawls on a trip to P . | Frederic Reglai apho via Getty Images

e John Rawls(1921-2002) Professor in
Harvard University and the most
influential political philosopher in the
20th century.

e The veil of ignorance

o Faced with fundamental
uncertainty, you want to insure
yourself as much as possible.

o You want to mitigate the worst

possible outcome.

e The SWF should be evaluated based

welfare of the person worst off
F(vy,vs,...,00) = ming(v;)

o the maximum-min principle. 33 / 119



How to understand "inequality"?

o Equality(*}-5%): the state of quality of being equal.
o Equity(/2y-F-): fairness, treating people equally without favoritism or discrimination.
o Justice(/y1F): the quality of being morally right, fair and reasonable.

e Question: What are the relationships between these concepts?
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Question: True or False?

EQUALITY EQUITY

35/ 119



o BURGTR IS
YERL 2 SR BN SRR, AR S

A5V YT TR B B AT G/NEEE C. RCRIEE. FEBAT D. J
PRI

36 / 119



w

Efficiency: The Big Trade-off»
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o Arthur M. Okun(1975): «Equity and
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What is "economic inequality"?

o The fundamental disparity in the amount of material possess or economic choice.
o Measuring the difference among people of

o outputs such as GDP/Income

o endowment such as capitals and skills etc.

o choices related with their education, job, and health etc.
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What is "economic inequality"?

« Most(over 90%) studies mainly focus on Inequality.
« A small portion focuses on Equity.(or Opportunity Inequality)

 Very few studies focus on Justice.
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Measuring Inequality
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Why measure Inequality?

o The motivation of defining inequality measure:
o To do the empirical study.
o Failure to specify the meaning of "inequality".
o Different measures may give different results about the inequality.

o The absence of clear criteria for choosing inequality measure.
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Measurement Choice

e Wage, earnings and compensation

o Income or expenditure /consumption
o Current flow or Wealth

e Statics or Mobility

e Objective or Subjective

o Self-evaluated measures such as happiness
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Measuring Inequality

o Standard approach to measuring income inequality: examine the share of total

income received by each quintile (or fifth of the population)

Inequality in the U.S.

Quintile Income Share

1 3.8
2 03
3 15.1
E 23.0
5 48.8

Source: 2013 data from US Census Bureau
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Measuring Inequality

6-2 2EEBRIRVALFHRSEB AL ZEUAN

Biy:
e 2013 2014 2015
BHAR  (20%) 4402 4 47473 5221.2
FERTF (20%) 9653.7 10887 4 11894.0
REWRAR  (20%) 15698.0 17631.0 19320.1
FERER (20%) 24361.2 26937 4 29437 6
SR (20%) 47456.6 50968.0 54543 5
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e Question: How to understand this

statement?
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Lorenz Curve: a useful tool

o A-Equality Diagonal Population =

Income
e B—ILorenz Curve

o C-Ditference Between Equality and

SWO0DUI 2ARRINWND

Reality

Cumulative Population

46 / 119



Urban and Rural inequality(1987-2002)
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Four criteria for measurement

o 1.Anonymity principle ([Z441F)

o FagR HNMEEUEAS S, MRS R HHTA KRR,
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Four criteria for measurement

e 2.Population independence(ja {41374

o FEAHIAFR /NS I B B &5
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Four criteria for measurement

« 3.Relative income principle /homogeneity (f5 %FHg A\ R / 55k PE)

o EEPMSEIRCR, WIHATEZART, JTIAZ100TC RN E =B, 15
UINENERE VAL St o o
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Four criteria for measurement

o 4.The Dalton/transfer principle(3%5# )

o SRE— A, B AN, BRASA, BRI SR %
ThE, AT RARORTE
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Choosing the best metric

e Some popular measures include:
o Range
o Range Ratio
o The Gini Coefficient
o Theil's T Statistic
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o The range is simply the difference between the highest and lowest observations.

Number of employees Salary
@ T 2 $1,000,000
‘f‘ T ’}‘ T 4 $200,000
RTATAT 6 $100,000
FTATAT 6 $60,000
FTATATAT : $45,000
FTATATATATAT  © $24,000

o In this example, the Range = \ $1,000,000-\ $24,000= 976,000
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o The range is simply the difference between the highest and lowest observations.

Pros Cons
e Easy to Understand o Ignores all but two of the observations
e Easy to Compute « Does not weight observations

 Affected by inflation
e Skewed by outliers
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» The Range Ratio is computed by dividing a value at one predetermined percentile by

the value at a lower predetermined percentile.

Number of employees Salary

° o 95 percentile
*\ T / Approx. equals 2 $1,000,000
36™ person

’*‘ T 'f‘ T 4 $200,000
@"F ? 'F é\ T 5 percentile 6 $100,000

RTART AT L r:;(r.sic?]uals 6 $60,000
@??i?T@ﬂ.\.. : $45,000

FEATATATATAY  © $24,000

o In this example, the Range Ratio=200,000/24,000=8.33 55 / 119



» The Range Ratio is computed by dividing a value at one predetermined percentile by

the value at a lower predetermined percentile.

Pros Cons
« Easy to understand o Ignores all but two of the observations
 Easy to calculate « Does not weight observations

« Not skewed by severe outliers
 Not affected by inflation
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The Gini Coefficient

« Mathematically, the Gini Coefficient is equal to twice the area enclosed between the

Lorenz curve and the equality diagonal.

o When there is perfect equality, the Lorenz curve is the equality diagonal, and the

value of the Gini Coefficient is zero.

o When one member of the population holds all of the resource, the value of the Gini

Coefficient is one.
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The Gini Coefficient

o Gini=A/A+B=2A

100%

Cumulative share of income earned

—2»
100%
Cumulative share of people from lowest to highest incomes
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The Gini Coefficient

« BEARTHIR R

o BLFIRSE
o S ORI

o 152 PO FRIEN
o AGBHBHRE N

o BN 10% 15 NIOIHAE25% N, BRAFJE 2 %040.25-0.1=0.15.

« PEIMEREEARLGE045, XEIRE?
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The Gini Coefficient

« WAL
o X'E NHMESEHILIEBUR, BAr-ERE,
o [Al—HUR K AU NINTREL RS BIFEARBIIT , Horr SR H AP TR L 2N
JRJEE K
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Inequality among the world

Economic inequality — Gini Index, 2011
Shown is the World Bank (PovcalMNet) inequality data. This data includes both income and consumption measures
and comparability across countries is therefore limited. A higher Gini index indicates higher inequality.

<20 35 45 58
No data 30 40 50 66 62 / 119
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Inequality among the world

Income share held by richest 10%, 2011

Percentage share of income or consumption accruing to the richest 10% of the population. In a country with 100
people, if you rank them by income the share of the top 10% corresponds to the sum of incomes of the top 10
people, as a proportion of total income in that country.

Nodata0% 5%  10%  15%  20%  25%  30%  35%  40%  45%  >50% 63 / 119
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Generalized Entropy Index

BERAIN, EROMNETLERET UE (Generalized Entropy,
GE) f83l, A Z RRWANER, ( RE TR, N REEAEH, 7 K
RAAWE, T UEREmRER N,

o= a(ll—a)zf{l_ (%”

Hr, aFEL FONPREAFFRIRER . A {HBUNME LSS




Theil's T Statistic

o« 2a=01S25 " Z/RIEEL AR EEE
_ 1n
Ty = Z filn Z,;
J

o« La=1152 B —ZI/RE%EL

Z; 7
Bo=2 fipmy)
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What are driving forces behind the huge inequality?
o The labor share of total income
o The capital share of total income
o How does these shares to be decided?

o relative scarcity

o the bargaining power
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Inequality in different angles
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Two Categories Inequality

o Functional Income distribution

e Personal Income distribution
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Functional Income distribution

 All production can be reward in terms

of rent, profit and wage.

o Inequality due to the relationship in
the production.

David Ricardo(1772-1823)
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Functional v.s. Personal

Functional Distribution

Wages of Different

Production

Skills

Personal Distribubief

Rents

Profits

Figure 6.1. Functional and personal distribution of income.

Ownership of Factors /J:gghulll [
>

Household §

Household 3

Household 4
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Functional v.s. Personal

|Funcﬁonal Distribution ] Personal Distributie

Ownership of Factors

Wages of Different

Production

Skills

Householl |

Household § |

Rent,s

Household § §

Profits

AN

Household 4 §

Figure 6.1. Functional and personal distribution of income.
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Functional v.s. Personal

|Funcﬁonal Distribution ] [ Personal Dislrlbul-i;

Ownership of Factors Household 1
: Wages of Different o

Skills

_ Household § §

Production

Rents

l. \7 : Household § §

Profits Household 4 §

Figure 6.1. Functional and personal distribution of income.
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Capital v.s. Labor

« JPIEIEAE

o BIARFIHI"S7H)
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Capital v.s. Labor

e The labor share of total income
o The capital share of total income
e« How does these shares to be decided?

o relative scarcity

o the bargaining power
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Income Inequality and Wage Share

Income inequality
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Sources: Luxembourg Income Study for Canada, France, Germany, Italy, United Kingdom, and United States,
and Organisation for Economic Co-operation and Development for Japan (panel 1). For the years in which the
Gini coefficient is available both from the OECD and LIS, data are in line and show similar patterns; European

Commission AMECO database (panel 2).

Source: IMF(2015)
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Income Inequality and Wage Share

Fig. 4. Changes in the wage share and in income inequality in OECD countries,
1990s to mid-2000s

Change in he Gini coeficient for market income
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Notes: Labour share: 3-year moving averages centred around start and end dates. The wage of the self-
employed is imputed assuming that their annual wage is the same as for the average employee of the
whole economy. The Gini coefficient is based on pre-tax and transfer income of the population aged 18
to 65 years. a) 1990-2004 for Canada; 1990-2005 for Denmark, Netherlands and the United States;
1991-2004 for Italy, Sweden and the United Kingdom; 1995-2004 for Australia, Belgium, Germany and
Norway; 1995-2005 for Finland; 1996-2004 for Czech Republic, France and Luxembourg; 1999-2004 for
Greece.
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Labor Share in China(1978-2007)
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Source: HH B =45(2009)
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Superstars v.s Ordinary Workers

e Superstars are not ordinary workers
o CEOs

o Stars in sports, entertainment ...
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@ Rapid increase in CEO pay in the United States:

Average Executive Compensation of Top Firms
normalized to 1 in 1980

3 4 567890

2

[
1970 1980 1990 2000 2010
Year

= == = = Murphy_index Frydman_index 79 / 119




CEO realized direct compensation and the S&P 500 index
(2018%), 1965-2018

225 3,000
= S&P 500 index
CEOQ compensation (millions, 2018%)

wr T
0 2500 g=
o 20 g
™ a
w =]
5 A 2000 3
E. 15 E
§ 1500 &
" [
c 10 o
ﬂﬁl_ (&8
2 1000 3
: 3
o 5 ™
W] 500
0
1870 1980 1990 2000 2010 2020

Notes: CEQ average annual compensation is computed using the "options realized™ compensation se-
res, which includes salary, bonus, restricted stock awards, options realized, and long-term incentve
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CEO pay and Firm Size
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FIGURE II
CEO Compensation versus Firm Size across Countries
Notes. Compensation data are from Towers Perrin (2002). They represent the 81/ 119

total dollar value of base salary, bonuses, and long-term compensation of the CEO



Empirical Methods: Decomposing Inequality
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Decomposition Method

o The method can be tracked back from the seminal work by Solow(1957) for "growth

accounting".
o We can roughly divide them into two categories

o a) Statistical decomposition

o b) Regression based decomposition
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Statistical Decomposition

« Widely used in inequality /income distribution studies

o To find out the compositions and causes about the inequality.

1. Decomposition in Levels: B3N RSEERE B2 dy BREC R 2246 il o
2. Decomposition in Changes: B[R EEE25E 48 2 H R LE R 228405 [ Y o
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Statistical Decomposition

e 1.Inequality Factor Decomposition

o WEHIAFEACEY AR AHRY R 2=, BIaREATA

y =YY,

A8t Al LA 2]
I(Y)=) 1(Y3)
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Inequality Factor Decomposition

o Gini index decomposition (Kakwani,1977)
GY)=) S5C ()
()
o HtCHZEEH# (Concentration Rate), HitHE5EJE KL, HHE AL
AHEFP R S E TR M AR S T E R R. SES 7 TSI HF L,
o XN I N IERIIATFRE, DS 7 TN S BRI R R
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Inequality Factor Decomposition

o P :
o FHMME RN HI, TIES T BB AR AF-SER TRk o
o HALKEMELZ A SR AN IZ 2 HIZ 25 B S R AN 2 3 Y Rl R AR [F R HY o
2 BT R TR AKX RN A 2R
o A A2 iA AT o
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Statistical Decomposition

e 1. Inequality Decomposition: Subpopulation
o WIHRAFHFELREE Lo AR A1 ZE R
o FEART] LAZHIEL. #RACE Ml SFRFFR R T4l
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Subpopulation Decomposition

o Theil index decomposition (Shorrocks,1980)

o TO nJ LAYZ NFEH IR A
V.
S;T (Y; S;In| ==
Z +Z n(y)

o HAPSUE i ANHAES AP HEE,

=
h<.

apillE N A iR IS YNBSS PN
T3 ) 2 7 2H A 22 BT TR 22 1
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Subpopulation Decomposition

o BRI
o BRIFFHEEARAIIIMAAER, FNEE REARESAEIN 1
o IMEHIAIRE A R BUEAHR o
o THARZBINERMUPCE ARG RN, A A5 U — a4
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Decomposition in Changes

o 1L AFEFRARI
B Je AR AR 73 (Wan, 1998)

AG = Z Sit11C5t11 — Z SitCit
_ Z Ci:AS; + Z SitAC; + Z AS;AC;

\
/
g

AS; = Sit1 — Siy
AC; =Cipq1 — Ciy
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Decomposition in Changes

« BERTHEN T A=

LB (SRR
2. WA AL RAFEPRY)
3. P SLR A

¢ "jjzjﬂl&)\’? ZIKLI&)\E/]&KE Iﬁé% )l/m*ﬂﬁ?%
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Regression-based Decomposition

 Based on the estimation functions to make decomposition.
o We can roughly divide them into two categories for their focuses

o a) Decomposition for factors in regression

o b) Decomposition for gap
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Regression-based Decomposition

« R

o WG UE Fr A A= 1Y E R 2 A= 2R BI R R AL o
o Al MU BHEEEUR A E .

o Fields and Yoo(2000) -- "FY"

o Morduch and Sicular(2002) -- "MS"

o Wan(2002) "Shapley Value" decomposition
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Regression-based Inequality Decomposition

o MR

o [RIHT7 RE I HE 2 PR il

1. FY i X Z BTN R E TT 1

2. MSELR I & 26 M PRET

o JFEFEHnHY PRl

1. FY H e A =2 R J7
SHeeHE A e ferr (58 T %0

o EE HHIHRA]? (P;frﬁ/]/%%lm ? )

95 / 119



Regression-based Decomposition

o Wan(2002) "Shapley Value" (EEFE) 3fiE.
« LR

L AT B PRI A AR BR

2. RN FT A REME FEEHI Ry AL

3. NELRWGEIESF A, RESRM T H BIH
4. B A7 R R A A IR
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Poverty
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What is poverty?

» The conventional view links wellbeing primarily to command over commodities

o the poor are those who do not have enough income or consumption to put them

above some adequate minimum threshold.
« Poverty may also be tied to a specific type of consumption

o People could be house poor or food poor or health poor. These dimensions of

poverty often can be measured directly by measuring malnutrition or literacy.
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Absolute vs. Relative Poverty

e Absolute poverty
o Countries typically define their poverty lines in terms of the amount of money

required to purchase enough food for one's family.
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Absolute Poverty

o International institutions(World Bank) sets the international poverty line at periodic
intervals as the cost of living for basic food, clothing, and shelter around world
changes.

o Originally the extremely poor live on less than 1% per person per day, then
updated at 1.25% per day(2008), 1.9$ per day(2015).
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Relative Poverty

o Relative poverty is when households receive a certain percentage(normally 50% )less
than average household incomes or they are just a certain percentage(normally 20%)

poorest person in the country.

o they do have some money but still not enough money to afford anything above the
basics.
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Subjective Poverty

e Subjective Poverty T WA N1 28> N B FIANE R — R AEFIRS .

o NEIHIZ FEFEEANRIRRRATE, FEF EHR N I AT X2
o FUEFIMNS, BB RGN NHIEI?
o M NGEAREVSHERAIBT R AETEIRDL S A0 e ?

+ RGOV CHIPRARE AT UM ISR, 2R 55
BT 3 A2 R % T
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Poverty=Deprivation

e The Noble Prize Winner(1998)

Amartya Sen Professor in Harvard

University

 Human poverty is not a mere income
or economic issue. It is a situation
where people are deprived of basic

freedoms and capabilities.
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Multidimensional Poverty

« World Bank (2000), "poverty is pronounced deprivation in well-being."
« Poverty arises when people lack key capabilities

o inadequate income or education
o poor health

o insecurity

o low self-confidence

o a sense of powerlessness

o the absence of political rights

o Then poverty is a multidimensional phenomenon and less amenable to simple

solutions.
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Alkire and Foster(2007)

« Alkire and Foster(2007)4& tH —Fi B ARH M 5 22 4E A IR K9 75 - ARMET T

o WEFNAEEENHIZA N EbR s E R R BIE, AR A48 B B ra R B2 R DL
o PSUEREIE L LA IR AR,  LLAII 22 4E 28 IRDIR D
o {& MR —4E [T — 2 YA R e X0 — NPT =d0m2 iR, RS2 2 4E47 K 15

« BREE «2010 2 AR A Ay FIFHAF RN 2 BR1044 [ SR X 1Y 2 4647
88, RN a R AT ST

o AFJTHR RS S AR Wk Z R T A S G AR SRR ok i
R T

105 / 119



Alkire and Foster(2007)

*l SERBUERA E IR PEARVMERE . bR, EHERAE S &
P T (. el BUE
| BF FHAT0Z LN FAE IR SDG 2 1/6
W e | et L SDG3 | 16
| THEEMR | 108 RELENCRERROF R SDG 4 1/6
AR AN )L AL A GRS ) LA AN SDG 4 1/6
HrERE | PRI, B MR, M. ARSI SDG 7 1/18
[ i ke Jl TR AT RO (RIESDGHIRT) » B HAR A LRSS T | SDG 11 1/18
s it
CAEPHK | FHPARER LUK (EESDGHM) |, BORFIZEAF 17305 | SDG6 1/18
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Poverty Standards around the World

o Extremely poor line: The standard calculated by averaging the poverty lines of the 15
poorest countries in the world: 1.9% per day(2015).

» Lower-Middle poor line: The standard calculated by averaging the poverty lines of
the lower-middle income countries: 3.2% per day(2015).

» Higher-Middle poor line: The standard calculated by averaging the poverty lines of
the upper-middle income countries: 5.5% per day(2015).
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Bkl #eli: Statistics South Africa (2014) .
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Poverty Distribution of China 1981-2015

Distribution of population between different poverty thresholds, China, 1981 to 2015
Poverty thresholds are all in 'international dollars' at constant 2011 PPP prices. This means all figures account for cross-country
differences in price levels, as well as for inflation.
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