














Annexes

This adjustment is applied after the base
projection is completed. If inequality has
redistributes

increased,  this procedure

consumption from households with
consumption levels below the average for their
sector of employment to households above the
average for their sector of employment. Note
that in a scenario where growth is distribution
neutral, the change in the Gini coefficient is
zero and no adjustment is made to
consumption. The core assumption of this
model is the correspondence between growth
in consumption per capita measured in the
household survey and growth in income per
capita measured through national accounts.

Household asset based predictions of poverty

Only a brief exposition of the procedure is
outlined here as comprehensive and detailed
explanations are provided elsewhere
(Christiaensen, Lanjouw, Luoto, & Stifel, 2011;
Elbers, Lanjouw, & Lanjouw, 2002). The poverty
head count estimate (or any other welfare
measure based on consumption) is defined as a
function of consumption c.; (for household h,
in cluster ¢ at time t) (in this case t = 2005)
as P.(c.p;).- To obtain a definition of
consumption that can be applied to predict
consumption at any future (t+ n)or past
(t — n) point in time, an estimator of log-linear

consumption at time t is defined as follows:

lnccht = xcht.Bt + Ucht

where x;ht are the p consumption predictors
that are available at the household level both at
time t and t+nort—mn, B is a vector of p
parameters and u.p; is a heteroskedastic error
term that is made up of a cluster component
(n.) and a household component (e.,;) as
follows  u.py = ng + €cpe- TO obtain the
variance-covariance matrix of (1) a GLS
regression model is used (as the error term is
not independent and identically distributed).
The procedure estimates both the variation of
n. (which captures the correlation between
consumption in groups of households that are
spatially proximate) and the variance ofe.p;.

Since attime t + n only x;h,Hn is observed and
not consumption c.p.4n, the error term
Uch t4n1S also unknown and the expected value
of poverty P, is estimated given the
observed x;h,H_n and the estimated model
parameters of (1) so that E[P;,, (x;h‘Hn, Biin,
ucm)]. This expectation is computed through
simulation by taking draws from the estimated
distributions of S,and u.,;. Note the core
assumption is that m = B, (the distributions
of B; remain constant over time) and the
relationship determining the hetorskedastic
nature of the data generating process is also
assumed to be constant.

The adapted SAE technique relies on the strong
assumption that the parameter estimates that
define consumption are stable over time.
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Annex 25: lllustrations of distributional impact of inequality

on the distribution of consumption

The effect of growth and 3 different scenarios of inequality on

the distribution of consumption, 2005 — 2011, Rural Kenya

Annexes

The effect of growth and 3 different scenarios of inequality on
the distribution of consumption, 2005 — 2011, Urban Kenya
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Annex 26. National accounts based predictions of poverty

National accounts based projections of headcount poverty

using $1.25 dollar per day poverty line

in Kenya, 1990- 2011
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Time to shift gears
Accelerating growth and poverty reduction in the new Kenya

Kenya entered 2013 on a strong economic footing, and after peaceful elections and
transition, growth is projected to rise to 5.7 percent at the end of the year, and 6 percent
in 2014, supported by lower interest rates and higher investment growth.

This report focuses on poverty reduction in the new Kenya, citing the progress made
since 2005, when an estimated 47 percent of the population lived below the poverty line,
to the present, where poverty estimates range between 34 and 42 percent, the
imprecision resulting from the lack of any recent survey data. The report notes the
spatial dimension of poverty, and the poor tend in the arid and semi-arid regions in the
north and north east. It concludes with thoughts about a poverty reduction strategy,
which would emphasize on job creation, enhanced productivity of smallholder farms,
strengthening and expanding cash transfer programs, targeted public spending
programs to provide quality education to the rural poor, and improved poverty
monitoring, so that the government can rapidly see which activities have the greatest
impacts on improving the lives of the poor.

The World Bank Join the conversation!
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